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UNITED STATES

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, 2006

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the transition period from to
ARMSTRONG WORLD INDUSTRIES, INC.
(Exact name of registrant as specified in its chaer)
Pennsylvania 1-2116 23-036639C
(State or other jurisdiction of Commission file number (I.R.S. Employer
incorporation or organization) Identification No.)
P. O. Box 3001, Lancaster, Pennsylvan 17604
(Address of principal executive offices (Zip Code)

Registrant’s telephone number, including area codé717) 397-0611
Securities registered pursuant to Section 12(b) dhe Act: None

Securities registered pursuant to Section 12(g) t¢tie Act:

Title of each class
Common Stock ($0.01 par value)

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405eo%#dcurities Act.  Yed] No
Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 orti®ecl5(d) of the Act.  Yes[O No

Indicate by check mark whether the registrant @ filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange Act 0f4193
during the preceding 12 months, and (2) has belsjecuto such filing requirements for the past 89 Yes No O

Indicate by check mark if disclosure of delinquiglers pursuant to Item 405 of Regulation S-K i¢ oontained herein, and will not be contained hi t
best of registrant’s knowledge, in definitive proxtyinformation statements incorporated by refeegndPart Ill of this Form 10-K or any amendment to
this Form 1+K. [ ]



Table of Contents

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, non-accelerated filer (as defined in Rule 12b-thef
Act).

Large accelerated filer] Accelerated filer O Non-accelerated filerx]
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Act)Yes O No

Indicate by check mark whether the registrant iled &ll documents and reports required to be filgdBection 12, 13 or 15(d) of the Securities
Exchange Act of 1934 subsequent to the distributiosecurities under a plan confirmed by a courlYes No O

The Common Stock of Armstrong World Industries,. was not publicly traded as of the end of the sdaquarter (June 30, 2006). As of March 23,
2007, the number of shares outstanding of regissr@ommon Stock was 56,341,091.

Documents Incorporated by Reference

None
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Uncertainties Affecting Forward-Looking Statements

Our disclosures here and in other public documamiscomments contain forward-looking statementliwithe meaning of the Private Securities
Litigation Reform Act. Those statements provide future expectations or forecasts, and can beifitehby our use of words such as “anticipate,”
“estimate,” “expect,” “project,” “intend,” “plan,*believe,” “outlook,” etc. in discussions of futuoperating or financial performance or the outcarhe

contingencies such as liabilities or legal procegsli

Any of our forward-looking statements may turn tube wrong. Actual future results may differ matty. Forward-looking statements involve risks
and uncertainties because they relate to eventdemehd on circumstances that may or may not andbe future. We undertake no obligation to
update any forward-looking statement.

You should take into account risks and uncertaritiat affect our business, operations and finhnoiadition in evaluating any investment decision
involving Armstrong. It is not possible to predadt factors that could cause actual results tcedifiaterially from expected and historical resultse
discussion in the “Risk Factors” section belowteatrl 1A is a summary of what we currently believééoour most significant risk factors. Related
disclosures in subsequent 10-K, 10-Q and 8-K remitould also be consulted.
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ITEM 1. BUSINESS
Introduction

Armstrong World Industries, Inc. (“AWI” or “the Capany”) is a Pennsylvania corporation incorporate@891. On December 6, 2000, AWI filed a
voluntary petition for relief under Chapter 11 bé&tU.S. Bankruptcy Code in order to use the caypesrised reorganization process to achieve a
resolution of AWI's asbestos-related liability. @etober 2, 2006, AWI's plan of reorganization (tR®OR”), as confirmed by the U.S. District Court for
the District of Delaware by order dated AugustA@)6, became effective, and AWI emerged from Chalite

Armstrong Holdings, Inc. (“AHI") is a Pennsylvararporation and, as of September 30, 2006, wapuhgcly held parent holding company of AWI.
Armstrong Holdings, Inc.’s only operation was itglirect ownership, through Armstrong Worldwide, .IfdAWWD,” a Delaware corporation), of all of
the capital stock of AWI. Upon AWI's POR becomirffeetive on October 2, 2006, all then-current skareAWI were cancelled, and AHI was not
entitled to any distribution under the POR in restp its former equity interest in AWI. AHI, AWWRnd AWI have a settlement (“the Settlement”) of
claims pending court approval in AWI's Chapter Bse. See Note 1 to the Consolidated Financialr8&atts for additional information about AWI's
Chapter 11 case and the Settlement.

In connection with its emergence from bankruptcyQmriober 2, 2006 (the “Effective Date”), AWI adoptieesh-start reporting in accordance with
AICPA Statement of Position 90-7, “Financial Repaytby Entities in Reorganization under the BankeypCode” (“SOP 90-7"). Adopting fresh-start
reporting has resulted in material adjustmentéi¢ohistorical carrying amount of reorganized Armmsty’s assets and liabilities. See Note 3 to the
consolidated financial statements for more infofaratAs a result, our post-emergence financiakstants are not comparable with our pre-emergence
financial statements. Despite the lack of compditgbive have combined the results of the PredereSsmpany (which represent the first nine months
of 2006) with the results of the Successor Comgamych represent the last three months of 200@Eiain sections of this report to provide a tytr
view of operating results. Combining pre-emergesug post-emergence results is not in accordantelWi. generally accepted accounting principles
(“GAAP™).

We maintain a website at http://www.armstrong.ctarformation contained on our website is not incogted into this document. Annual reports on
Form 10-K, quarterly reports on Form 10-Q, curmapiorts on Form 8-K, all amendments to those reportl other information about us are available
free of charge through this website as soon a®naddy practicable after the reports are electahidiled with the Securities and Exchange
Commission (“SEC").

General

We are a leading global producer of flooring pradwand ceiling systems for use primarily in thestaunction and renovation of commercial, institutit
and residential buildings. Through our United Stqt&).S.”) operations and U.S. and internationddsidiaries, we design, manufacture and sell flaprin
products (primarily resilient and wood flooring)caceiling systems (primarily mineral fiber, fibeagk and metal) around the world. We also design,
manufacture and sell kitchen and bathroom cabinetse U.S.

Our business strategy focuses on product innovapiaduct quality and customer service. In our besses, these factors are the primary determinants
of market share gain or loss. Our objective isrtsuee that anyone buying a floor or ceiling canl fm Armstrong product that meets his or her needs.
Our cabinet strategy is more focused — on stocknesbin select geographic markets. In these setgner have the same objectives: high quality, good
customer service and products that meet our cusgdmeeds. Our markets are very competitive, whiiolits our pricing flexibility. This requires that

we increase our productivity each year — both ingdants and in our administration of the businesse
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Chapter 11 Proceeding

On December 6, 2000, AWI filed a voluntary petitfon relief under Chapter 11 of the U.S. BankrupBnde in the United States Bankruptcy Court for
the District of Delaware (the “Bankruptcy Courth) @rder to use the court-supervised reorganizationess to achieve a resolution of its asbestos
liability. Also filing under Chapter 11 were two AiWI's wholly-owned subsidiaries, Nitram Liquidatgrnc. and Desseaux Corporation of North
America, Inc. The Chapter 11 cases are being joadministered under case number 00-4471 (the “8hdd Case”). Through October 1, 2006, AWI
operated its business and managed its propertigsi@btor-inpossession subject to the provisions of the Barikyupode. On October 2, 2006, when
conditions precedent were met, AWI's court-approRéeh of Reorganization became effective, and AWéeged from Chapter 11. AWI's two wholly-
owned subsidiaries that commenced Chapter 11 ploggeat the same time as AWI remain in ChapteSEE. Note 1 of the Consolidated Financial
Statements for information on the Chapter 11 CaseNote 32 of the Consolidated Financial Statemimtg)formation on asbestos litigation.

Reportable Segments

Resilient Floorinc— produces and sources a broad range of floor cwy@primarily for homes and commercial and insititwal buildings.
Manufactured products in this segment include vehdet, vinyl tile, linoleum flooring, luxury vinyile, automotive carpeting and other specialized
textile floor products. In addition, our Resilidfiboring segment sources and sells laminate flgopimducts, ceramic tile products, adhesives,
installation and maintenance materials and acciessdesilient Flooring products are offered inidawariety of types, designs and colors. We sell
these products to wholesalers, large home cemegeslers, contractors and to the manufactured lsanaustry.

Wood Flooring— produces and sources wood flooring products $erin new residential construction and renovatigth some commercial
applications in stores, restaurants and high-efidesf The product offering includes solid woodegominantly pre-finished), pre-finished engineered
wood floors in various wood species (with oak betimg primary species of choice) and related accessd/irtually all of our Wood Flooring’s salesear
in North America. Our Wood Flooring products aregelly sold to independent wholesale flooringrilisitors and large home centers under the brand
names Brucé&, Hartco®, Robbins®, Timberland®, Armstrong™, HomerWoofl, Capella® and T. Morton™.

Building Products— produces suspended mineral fiber, soft fibermethl ceiling systems for use in commercial, in§itihal and residential settings.
In addition, our Building Products segment soum@splementary ceiling products. Our products agglable in numerous colors, performance
characteristics and designs, and offer attributeb as acoustical control, rated fire protectiod aesthetic appeal. Commercial ceiling materiats an
accessories are sold to ceiling systems contraatatgo resale distributors. Residential ceilingdurcts are sold primarily in North America to
wholesalers and retailers (including large homeearsh Suspension system (grid) products manufadtoy WAVE are sold by both Armstrong and our
WAVE joint venture.

Cabinets— produces kitchen and bathroom cabinetry andeelptoducts, which are used primarily in the UeSidential new construction and
renovation markets. Through our system of Compamgeal and independent distribution centers and tiralirect sales to builders, our Cabinets
segment provides design, fabrication and instaltesiervices to single and multi-family homebuildeesnodelers and consumers under the brand name:
Armstrong™ and Bruc.

Unallocated Corporate includes assets and expenses that have not beeatell to the business units. Unallocated Corpasgets are primarily
deferred tax assets, cash, the Armstrong brand aach¢he U.S. prepaid pension cost. Expenses focarporate departments and certain benefit plans
are allocated to the reportable segments based@mrkmetrics, such as time reporting, headcoustjaare-footage. The remaining expenses, which
cannot be attributable to the reportable segmeitt®ut a high degree of generalization, are regbirtdJnallocated Corporate.
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The following chart illustrates the breakdown of cansolidated net sales for the year ended Dece&ih006 by segment:

2006 Consolidated Net Sales by Segment

(in millions)
Cabinets
$230.9
7%

L Resilient
Building Flooring
Products

$1,207.9
$1,149.5 35%
34%

Wood Flooring
%8376
24%

See Note 4 of the Consolidated Financial Statensmddtem 7. Management's Discussion and AnalysKrancial Condition and Results of
Operations of this Form 10-K for additional finasdnformation on our reportable segments.

Markets
The major markets in which we compete are:

North American ResidentieNearly one-half of our total consolidated net salessfor North American residential use. Our ResiliFlooring, Wood
Flooring, Building Products and Cabinets segmeeligpsoducts for use in the home. Homeowners haweiléitude of finishing solution options for

every room in their house. For flooring, they caiease from our vinyl and wood products, for whioh are North America’s largest provider, or from
our laminate and ceramic products. We compete tiiredth other domestic and international suppliefshese products. Our flooring products also
compete with carpet, which we do not offer. Oulicgiproducts compete against mineral fiber andrfifass products from other manufacturers, as well
as drywall installations. In the kitchen and bathea, we compete with thousands of other cabinatfaaturers that include large diversified
corporations as well as small local craftsmen.

Our products are used in new home constructioreaigting home renovation work. Industry estimatesthat existing home renovation (also known as
replacement / remodel) work represents approximae-thirds of the total North American residehtizarket opportunity. Key U.S. statistics that
indicate market opportunity include existing horaées (a key indicator for renovation opportunityyusing starts, housing completions, interest rates
and consumer confidence. For our Resilient Floosind Wood Flooring products, we believe there immes¢onger-term correlation between these
statistics and our revenue, after reflecting ape@god between change in construction activity amdoperating results of approximately several hent
However, we believe that consumers’ preferenceprimduct type, style, color, availability and affability also significantly impact our revenue.
Further, changes in
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inventory levels and product focus at national hameters, which are our largest customers, cansidsidficantly impact our revenue. Sales of our
ceiling products for residential use appear toofwlthe trend of existing home sales, with a sewaa@ith lag period between change in existing home
sales and our related operating results.

North American CommercieNearly one-third of our total consolidated net saee for North American commercial use. Many af poducts,

primarily ceilings and Resilient Flooring, are used¢ommercial and institutional buildings. Our eewie opportunities come from new construction as
well as renovation of existing buildings. Renovatigork is estimated to represent approximatelyettioairths of the total North American commercial
market opportunity. Most of our revenue comes ffoor major segments of commercial building — offieducation, retail and healthcare. We monitor
U.S. construction starts (an indicator of U.S. rhgntonstruction activity that provides us a readua indication of upcoming opportunity) and follow
new projects. We have found that our revenue frem construction can lag behind construction staytas much as one year. We also monitor office
vacancy rates and general employment levels, wtdohindicate movement in renovation and new coatnu opportunities. We believe that these
statistics, taking into account the time-lag eff@covide a reasonable indication of our futuresraye opportunity from commercial renovation and new
construction.

Nor-North AmericanThe non-North American geographies account for abona-fourth of our total consolidated net saldse Vast majority of our
revenues generated outside of North America aEunope and are commercial in nature. For the c@msin which we have significant revenue, we
monitor various national statistics (such as GDPPall as known new projects. Revenues come priynfadm new construction and renovation work.

The following table provides an estimate of ourrsegts’ 2006 net sales, by major markets.

North North
American American Non-North
(Estimated percentages of individual segme’s sales’ Residentia Commercial American Total
Resilient Flooring 40% 30% 30% 10C%
Wood Flooring 95% 5% — 10C%
Building Products 10% 50% 40% 10C%
Cabinets 10(% — — 10C%
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Geographic Areas

We sell our products in more than 80 countries.rAgijmnately 76% of our 2006 revenue was derived feaies in the Americas, the vast majority of
which came in the United States and Canada. Thenfilg chart illustrates the breakdown of our cditsided net sales for the year ended December 31,
2006 by region, based on where the sale was made:

2006 Consolidated Net Sales by Geography

(in millions)
Pacific Rim
$136.1
Europe 4%
$671.6
20%

Americas
$2,618.2
76%

See Note 4 of the Consolidated Financial Statensrddtem 7. Management's Discussion and AnalysKrancial Condition and Results of
Operations of this Form 10-K for financial inforriaat by geographic areas.

Customers

We use our reputation, capabilities, service amadbrecognition to develop long-standing relatigpshvith our customers. We principally sell product
through building materials distributors, who relseir products to retailers, builders, contractorstallers and others. In the commercial secteraigo
sell to several contractors and to subcontractilignces. In the North American retail channeljahtsells to end-users in the residential and light
commercial segments, we have important relatiossiigh national home centers such as The Home Dapotand Lowe’s Companies, Inc. In the
North American residential sector, we have impdrtaetationships with major homebuilders and buygmgups.

9
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The following charts illustrate the estimated bigakn of our 2006 consolidated net sales geogralyhiog distribution channel:

2006 Americas Sales by Customer Type 2006 Non-Americas Sales by Customer Type
g Confractors  Other
Contractors 6% 189, 4%
9%
: \
Distributors Retailers ‘
Centers bt
24% b

Net sales (in millions) to specific customers icess of 10% of our consolidated net sales for 20065 and 2004 wer:

Customer 2006 2005 2004
The Home Depot, Inc $364.1 $384.1 $393.

Net sales to The Home Depot were recorded in osiliRet Flooring, Wood Flooring and Building Prodsisegments. No other customers accounte
10% or more of our total consolidated net sales.

Competition

There is strong competition in all of the reporeabégments in which we do business. Principal nastiod competition include product performance,
product styling, service and price. CompetitiomNiorth America comes from both domestic and intéamal manufacturers. Additionally, some of our
products compete with alternative products or Firig solutions, such as our resilient, laminate wndd flooring products competing with carpet
products, and our ceiling products competing withwall and exposed structure (also known as openysh). There is excess industry capacity for
certain products in some geographies, which temdsctease price competition. The following comjgarare our primary competitors:

Flooring segments — Amtico International, Inc., Angbn Hardwood Floors, Inc., Balta Industries, NBEaulieu International Group, N.V., Columbia
Forest Products, Inc., Congoleum Corporation, Fees, Forbo Holding AG, Gerflor Group, Interfadec., Krono Holding AG, Mannington Mills, Inc.,
Mohawk Industries, Inc., Pergo AB, Shaw Industrles,, Tarkett AG and Wilsonart International.

Building Products — CertainTeed, Chicago Metallargration, Georgia-Pacific Corporation, Knauf ANBmnbH & Co. KG, Lafarge SA, Odenwald
Faserplattenwerk GmbH, Rockfon A/S, Saint-Gobaith d8G Corporation.

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

10
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Raw Materials
Raw materials essential to our businesses are gsedhworldwide in the ordinary course of businessifnumerous suppliers. The principal raw
materials used in each business include the foligwi

Business Principal Raw Materials
Resilient Flooring Polyvinylchloride “PVC”) resins and films, plasticizers, backings, limestgrigments, linseed oil, inks and stabiliz

Wood Flooring Hardwood lumber, veneer, coatings and st

Building Products  Mineral fibers, perlite, waste paper, clays, stassland steel used in the production of metalrgsliand for our joint venture’s
manufacturing of ceiling grid

Cabinets Lumber, veneer, plywood, particleboard, fiberboand components, such as doors and hard
We also purchase significant amounts of packagiaterials and consume substantial amounts of ensugy, as electricity and natural gas, and water.

In general, adequate supplies of raw materialsieaéable to all of our businesses. However, abditg can change for a number of reasons, inclgdin
environmental conditions, laws and regulationsftsim demand by other industries competing forgame materials, transportation disruptions and/or
business decisions made by, or events that affactsuppliers. There is no assurance that a sigmifishortage of raw materials will not occur.

Prices for certain high usage raw materials cartdlate dramatically. Cost increases for these niaddezan have a significant adverse impact on our
manufacturing costs. Given the competitivenesaiofearkets, we may not be able to recover the &sme manufacturing costs through increasing
selling prices to our customers.

Sourced Products

Some of the products that we sell are sourced third parties. The primary sourced products incllzaeinate, wood flooring, vinyl tile and ceramic
products, specialized ceiling products, and inatalh-related products and accessories for som@mofmanufactured products. For certain sourced
products, the majority of our purchases come from supplier. We purchase some of our sourced ptedimn suppliers that are located outside of the
U.S, primarily from Asia and Europe. Sales of sedrproducts represented approximately 10% to 156tiofotal consolidated revenue in 2006, 2005
and 2004.

In general, we believe we have adequate supplisswted products. However, we cannot guarantéea tsignificant shortage will not occur.

Hedging

We use financial instruments to hedge the follonergosures: sourced product purchases denomimateceign currency, crossarrency intercompar
loans, and energy. We use derivative financiatimsénts as risk management tools and not for sptealtrading purposes. See Item 7A. Quantitative
and Qualitative Disclosures About Market Risk araté\20 to the Consolidated Financial Statementgisfrorm 10-K for more information.

Patent and Intellectual Property Rights

Patent protection is important to our busines®iéU.S. and other markets. Our competitive posttias been enhanced by U.S. and foreign patents on
products and processes developed or perfectedmAitmistrong or obtained through acquisitions andrises. In addition, we benefit from our trade
secrets for certain products and processes.

11
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Patent protection extends for varying periods atiogrto the date of patent filing or grant and légal term of a patent in the various countriesnehe
patent protection is obtained. The actual protectifforded by a patent, which can vary from coutdrgountry, depends upon the type of patent, the
scope of its coverage, and the availability of leganedies. Although we consider that, in the agate, our patents, licenses and trade secretstobast
a valuable asset of material importance to ourrtass, we do not regard any of our businesses ag biterially dependent upon any single patent or
trade secret, or any group of related patentsadetsecrets.

Certain of our trademarks, including without lintiten, house mark®&====a = Armstrong™, BruteHartco®, Robbins®, T. Morton™, Timberlan@,
Capella®, HomerWood® and DLW™, and product line marks Allwood™, Artefte€, Axiom ®, Cirrus®, Corlon®, Cortega®, Designer Solariafi,
Excelon®, Fundamental§, Medintech®, Natural Inspirationg, Nature's Gallery?, Second LooR, Solariar®, ToughGuarc® and Ultima® are
important to our business because of their sigaifitrand name recognition. Trademark protectigricoes in some countries as long as the mark is
used, and continues in other countries as longeambrk is registered. Registrations are genei@llfixed, but renewable, terms.

Employees

As of December 31, 2006, we had approximately Bf&0-time and part-time employees worldwide, wéipproximately 9,900 employees located in
the United States. Approximately 9,700 of the 18,8 production and maintenance employees, of wdygproximately 7,100 are located in the U.S.
Approximately 69% of the production and maintenasiegloyees in the U.S. are represented by labansniThis percentage includes all production
and maintenance employees at our plants and wasebavhere labor unions exist. Outside the U.S.t ofasur production employees are covered by
either industry-sponsored and/or state-sponsoriective bargaining mechanisms. Of our 14,500 elygsds, approximately 1,000 are associated with
the principal operating companies of our Textiled &ports Flooring segment, which was classified dscontinued operation during the fourth quarter
of 2006 (see Note 7 to the Consolidated Finandate®ents for more information).

Research & Development

Research and development (“R&D”) activities are amant and necessary in helping us improve ourytsicompetitiveness. Principal R&D functic
include the development and improvement of prodantsmanufacturing processes. We spent $48.8 milti2006, $48.0 million in 2005 and $46.5
million in 2004 on R&D activities worldwide.

Environmental Matters

Most of our manufacturing and certain of our reckdacilities are affected by various federal,est@td local environmental requirements relatinthéo
discharge of materials or the protection of theirmmment. We make expenditures necessary for camgdi with applicable environmental requirements
at each of our operating facilities.

We are actively involved in proceedings under then@rehensive Environmental Response, Compensatwhiability Act (“CERCLA”), and similar
state “Superfund” laws at 6 off-site locations. Wave also been investigating and/or remediatingremmental contamination allegedly resulting from
past industrial activity at 4 domestic and 5 in&gional current or former plant sites. Certain &¥IAs environmental liabilities were discharged thgh

its Chapter 11 Case while others were not. Thosg@mental obligations that AWI has with respecptoperty that it owns or operates or for which a
non-debtor subsidiary is liable were unaffectedi®sy/Chapter 11 Case. Therefore, AWI and its suasesi will be required to continue meeting their
ongoing environmental compliance obligations atsuoperties.

Liabilities of $6.3 million and $27.3 million at Bember 31, 2006 and December 31, 2005, respectiaiy for potential environmental liabilities that
we consider probable and for which a reasonabimatd of the probable liability could be made.

12
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Information Filed With the Bankruptcy Court

Under applicable bankruptcy law, AWI was requiredile periodically with the Bankruptcy Court vau® documents, including certain financial
information on an unconsolidated basis, while iswaerating under Chapter 11. This informationuded statements, schedules, and monthly operating
reports in forms prescribed by Federal BankruptawLWe caution that, while such materials accuygiebvided then-current information required
under Federal Bankruptcy Law, they were nonethealassnsolidated, unaudited, and were preparedamaat different from that used in our
consolidated financial statements filed under #geusties laws. Accordingly, we believe the substaand format do not allow meaningful comparison
with our regular publicly disclosed consolidateniiicial statements. The materials filed with thal®aptcy Court were not prepared for the purpose of
providing a basis for an investment decision retato the stock of AHI or the debt securities of AW for comparison with other financial informari

filed with the SEC.

Most of AWI’s filings with the Bankruptcy Court aevailable to the public at the office of the Clefithe Bankruptcy Court. Those filings may also be
obtained through private document retrieval sestice

13
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ITEM 1A. RISK FACTORS

As noted in the introductory section titled, “Untaénties Affecting Forward-Looking Statemenefjove, our business, operations and financial tiom
are subject to various risks. These risks shoulthken into account in evaluating any investmeiisien involving Armstrong. It is not possible to
predict or identify all factors that could causéuat results to differ materially from expected dmstorical results. The following discussion is a
summary of what we believe to be our most signifigésk factors. These and other factors could eaus actual results to differ materially from teos
in forward-looking statements made in this report.

We try to reduce both the likelihood that thesksiwill affect our businesses and the damage tbejddave if they do occur. But, no matter how
accurate our foresight, how well we evaluate risks] how effective we are at mitigating them, itifl possible that one of these problems or some
other issue could have serious consequences fapue,and including a materially adverse effeee glated discussions in this document and owroth
SEC filings for more details and subsequent discks

Claims, Litigation and Regulatory Actions

While we strive to ensure that our products conwth applicable government regulatory standardsiateinal requirements, and that our products
perform effectively and safely, customers from titméime could claim that our products do not neettractual requirements, and users could be
harmed by use or misuse of our products. This cgivié rise to breach of contract, warranty or redalims, or claims for negligence, product liatyii
strict liability, personal injury or property damagdrhe building materials industry has been sulifectaims relating to silicates, mold, PVC,
formaldehyde, toxic fumes, fire-retardant propar@d other issues, as well as for incidents @fstaiphic loss, such as building fires. Produdilligy
insurance coverage may not be available or adegquatkecircumstances. In addition, claims may aewrislated to patent infringement, environmental
liabilities, distributor terminations, commercialrdracts, antitrust or competition law, employmiamt and employee benefits issues, and other
regulatory matters. While we have in place processel policies to mitigate these risks and to itigae and address such claims as they arise, we
cannot predict the costs to defend or resolve slaims.

Construction activity variability and the size bEtmarket opportunity

Our businesses have greater sales opportunities edrestruction activity is strong and, conversbye fewer opportunities when such activity dedi
Construction activity tends to increase when ecdaserare strong, interest rates are favorable, govent spending is strong, and consumers are
confident. Since most of our sales are in the WtSeconomy is the most important for our business conditions in Europe, Canada and Asia also ar
relevant.

Raw materials and sourced product issues

The cost and availability of raw materials, packaginaterials and energy are critical to our operati For example, we use substantial quantities of
natural gas, petroleutmased raw materials, hardwood lumber and mindsat fin our manufacturing operations. The cost es¢hitems has been volal

in recent years and availability has sometimes higah We source some of these materials frormédid number of suppliers, which increases the risk
of unavailability. Limited availability could causss to reformulate products or to limit our prodat The impact of increased costs is greatestevher
our ability to pass along increased costs througlepncreases on our products is limited, whether to competitive pressures or other factors.

Consumer preference and competition

Our customers consider our products’ performanae]yrct styling, customer service and price wheridieg whether to purchase our products. Shifting
consumer preference in our highly competitive merke.g. from residential vinyl products to othleofing products, styling preferences or inabitity
offer new competitive performance features could bur sales. For certain products, there is exiteRsstry capacity in several geographic markets,
which tends to increase competition, as does cdtiggefrom overseas competitors with lower costistures.
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International trade and operations

A significant portion of our products move in imational trade, particularly among the U.S., Can&imope and Asia. Also, approximately 30% of our
annual revenues are from operations outside theQuSinternational trade is subject to currencghange fluctuations, trade regulations, importesjti
logistics costs and delays and other related riBkgy are also subject to variable tax rates, treskis in emerging markets, political risks, uriaér

legal systems, restrictions on repatriating prdfitthe U.S., and loss of sales to local competitollowing currency devaluations in countries where
import products for sale.

Challenges in executing operational restructurictgpas

We look for ways to make our operations more affitiand effective. We reduce, move and expand lantgpand operations as needed. Each action
generally involves substantial planning and capitaéstment. We can err in planning and executimgagtions, which could hurt our customer service
and cause unplanned costs.

Labor contracts

Most of our manufacturing employees are represenyashions and are covered by collective bargainingimilar agreements that must be periodically
renegotiated. Although we anticipate that we valich new contracts as older ones expire, our regots may result in a significant increase in our
costs. Failure to reach new contracts could leadoid stoppages, which could hurt production, rexen profits and customer relations.

Dependence on key customers

Some of our businesses are dependent on a fewuséyneers. For example, much of our North Ameris@nee comes from sales to home center
retailers, including The Home Depot, Inc. and Lasv€ompanies, Inc. We do not have long-term corgraith them. The loss of sales to one of these
major customers, or changes in our business rakttip with them, could hurt both our revenues amdifs.
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ITEM 2. PROPERTIES

Our world headquarters are in Lancaster, Pennsigvve own a 100-acre, multi-building campus cosipg the site of our corporate headquarters,
most operational headquarters, our U.S. R&D opamatand marketing, and customer service headqsaftitogether, our headquarters’ operations
occupy approximately one million square feet obflgpace.

We produce and market Armstrong products and ses\tteroughout the world, operating 43 manufactupiagts in 12 countries as of December 31,
2006. Three of our plants are leased and the reéngadl® are owned. We have 26 plants located throuigthe United States. In addition, Armstrong has
an interest through its two joint ventures in eigtititional plants in five countries.

Number
Business Segmer of Plants Location of Principal Facilities
Resilient Floorinc 13 U.S. (California, lllinois, Mississippi, OklahomBennsylvania), Australia, Canada, Germany, Sweddrite U.K.
Wood Flooring 11 U.S. (Arkansas, Kentucky, Mississippi, MissourinRgylvania, Tennessee, Texas, West Virgi
Building Product: 14 U.S. (Alabama, Florida, Georgia, Oregon, Pennsya)ahina, France, Germany and the L
Cabinets 2 U.S. (Nebraska and Pennsylvar

As of December 31, 2006, we also operated thraggpla Belgium and The Netherlands in our now digitwed textiles and sports flooring business.
See Note 7 to the Consolidated Financial Statenfenfarther information regarding the sale of tbaeration.

Sales and administrative offices are leased amdoed worldwide, and leased facilities are utilizedupplement our owned warehousing facilities.

Production capacity and the extent of utilizatidroor facilities are difficult to quantify with ceinty. In any one facility, utilization of our cagity

varies periodically depending upon demand for tteglpct that is being manufactured. We believe aailifies are adequate and suitable to support the
business. Additional incremental investments impfacilities are made as appropriate to balanpadity with anticipated demand, improve quality and
service, and reduce costs.
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ITEM 3. LEGAL PROCEEDINGS
See Note 32 of the Consolidated Financial Statesneuttich is incorporated herein by reference, faulladescription of our legal proceedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of stockholderéng the fourth quarter of 200
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Following AWI's emergence from Chapter 11, AWI'ssmeommon shares began trading on the New York SExckange on October 10 under the
ticker symbol “AWI". As of March 23, 2007, there veeapproximately 156 holders of record of AWI's Goon Stock.

2006 First Seconc Third Fourth Total Year
Price range of common stc—high n/e n/e n/e $42.5( $ 42.5(
Price range of common stc—Ilow nle n/e nle $30.0¢ $ 30.0C
2005

Price range of common stc—high n/e n/e n/e n/e n/e
Price range of common stc—Ilow n/e n/e n/e n/e n/e

There were no dividends declared or paid duringg202005.
No Company securities were repurchased by the Coyngharing 2006 or 200t
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ITEM 6. SELECTED FINANCIAL DATA
Successol
Company Predecessor Compan'
Three ;
Months NlnénMdggths
Ended September 3C
December 31 P
Year Year Year Year
(Dollars in millions except for per-share data) 2006 2006 2005 2004 2003 2002
Income statement date
Net sales $ 817 $ 2,608t $3,326.6 $3,279.0 $3,069.( $2,998.:
Cost of goods sol 660.4 2,028." 2,651.¢ 2,654. 2,461. 2,282.¢
Selling, general and administrative exper 144.( 417.( 590.( 567.7 552.¢ 574.t
Charge for asbestos liability, r — — — — 81.C 2,500.(
Goodwill impairment — — — 108.4 — —
Restructuring charges, r 1.7 10.C 23.C 17.¢ 2.3 2.2
Equity (earnings) from joint ventu (5.9 (41.9 (39.9) (31.6) (20.8) (19.9)
Operating income (los: 16.5 194.: 101.1 (37.7) (7.3) (2,341.9
Interest expens 13.4 5.2 7.7 7.€ 8.¢ 10.2
Other nol-operating expens 0.2 10 i3 3.1 5.7 3.€
Other noroperating (income 4.3 (7.2) (11.8) (6.9 (4.6) (7.2
Chapter 11 reorganization (income) costs, — (1,955.9 (2.2) 6.S 9.4 23.t
Income tax expense (benet 3.8 726.€ (1.2) 21.4 — (825.9
Earnings (loss) from continuing operations befarmulative chang
in accounting principl 3.3 1,424 106.1 (70.€) (26.7)  (1,545.9)
Per common shar basic (a) $ 0.0€ n/e n/e n/e n/e n/e
Per common shar diluted (a) $ 0.0€ n/e n/e n/e n/e n/e
Cumulative effect of a change in accounting priteipet of tax of
$2.2 — — — — — (593.9
Earnings (loss) from continuing operatic 3 1,424 106.1 (70.€) (26.7)  (2,139.0)
Per common shar basic (a) $ 0.0€ n/e n/e n/e n/e n/e
Per common shar diluted (a) $ 0.0¢€ n/e n/e n/e n/e n/e
Earnings (loss) from discontinued operati (1.4 (68.9 5.C (9.7) (12.6) (3.2)
Net earnings (loss $ 22] $ 1355¢ $ 1111 $ (79.7) $ (39.9) (2,142
Per common shar basic (a) $ 0.04 n/e n/e n/e n/e n/e
Per common shar diluted (a) $ 0.04 n/e n/e n/e n/e n/e
Dividends declared per share of common s n/e n/e n/e n/e n/e n/e
Average number of common shares outstanding (iloms) 55.C n/e n/e n/e n/e n/e
Average number of employe 14,50( 14,70( 14,90( 15,40( 15,80( 16,70(
Balance sheet data (end of perioc
Working capital $ 854f $1,128( $ 985.¢ $ 9332 $ 8497
Total assets 4,170. 4,606.( 4,609. 4,647.¢ 4,504.¢
Liabilities subject to compromise 1.2 4,869.: 4,870.¢ 4,863.: 4,865.¢
Net long-term debt (b) 801. 21.5 29.2 39.4 39.¢
Shareholders’ equity (deficit) 2,164, (1,319.9  (1,425.)  (1,345.0  (1,361.0

(1) Reflects the effects of the Plan of Reorganizasiod fres-start reporting. See Note 3 to the Consolidatedigial Statement:

Notes:

(&) See definition of basic and diluted earningsgbare in Note 2 of the Consolidated Financiate®tents. The common stock of the Predecessor
Company was not publicly trade

(b) Net lon¢-term debt excludes debt subject to compromiselfqeaiods presentet

Certain prior year amounts have been reclassifiembhform to the current year presentation. See {aif the Consolidated Financial Statements.
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

Armstrong World Industries, Inc. (“AWI”) is a Perytgania corporation incorporated in 1891. Armstraéthgldings, Inc. (“AHI”) is a Pennsylvania
corporation and, as of September 30, 2006, wapuhbcly held parent holding company of AWI. Armatig Holdings, Inc.’s only operation was its
indirect ownership, through Armstrong Worldwideg Iifa Delaware corporation), of all of the capsmick of AWI. Upon AWI’s Plan of Reorganization
(the “POR") becoming effective on October 2, 2086then-current shares of AWI were cancelled aitl Ao longer has any ownership interest in
AWI. When we refer to “we”, “our” and “us” in thigeport, we are referring to AWI and its subsidiariReferences in this report to “reorganized
Armstrong” are to AWI as it was reorganized under POR on October 2, 2006, and its subsidiaridsatolely. We use the term “AWI” when we are

referring solely to Armstrong World Industries, Inc

This discussion should be read in conjunction whthfinancial statements and the accompanying nietésded elsewhere in this Form 10-K. This
discussion contains forward-looking statements dhaseour current expectations, which are inheresilyject to risks 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 securities lapublicly update or revise any forward-looking staent to reflect current or future events or
circumstances, including those set forth in theigeentitled “Uncertainties Affecting Forward-Loiolg Statements” and elsewhere in this Form 10-K.

Financial performance metrics excluding the traimheeffect of changes in foreign exchange ratesnat in compliance with U.S. generally accepted
accounting principles (“GAAP”). We believe thatghinformation improves the comparability of busmesrformance by excluding the impacts of
changes in foreign exchange rates when translatngparable foreign currency amounts. We calculsdranslation effect of foreign exchange rates by
applying constant foreign exchange rates to thévatgnt periods’ reported foreign currency amouliie believe that this non-GAAP metric provides a
clearer picture of our operating performance. Femtiore, management evaluates the performance bigiresses excluding the effects of foreign
exchange rates.

In connection with its emergence from bankruptcyQmtober 2, 2006 (the “Effective Date”), AWI adogtieesh-start reporting in accordance with
AICPA Statement of Position 90-7, “Financial Repaytby Entities in Reorganization under the BankeypCode” (“SOP 90-7"). Adopting fresh-start
reporting has resulted in material adjustments¢ochistorical carrying amount of reorganized Armmisty’s assets and liabilities. See Note 3 to the
consolidated financial statements for more infoiomatAs a result, our post-emergence financiakstants are not comparable with our pre-emergence
financial statements. Despite the lack of compéitgbive have combined the results of the PredereSsmpany (which represent the first nine months
of 2006 and includes the impact of emergence) thighresults of the Successor Company (which reptéke last three months of 2006) to facilitate the
year-to-year discussion of operating results itadersections of this Form 10-K. The combined fitiahinformation for 2006 is merely cumulative and
does not give pro forma effect to the Predecessesslts as if the consummation of the Plan andéteted fresh-start reporting and other adjustsent
had occurred at the beginning of the period preser@ombining pre-emergence and post-emergencksrésnot in accordance with GAAP.

We maintain a website at http://www.armstrong.ctaformation contained on our website is not necdlgsiacorporated into this document. Annual
reports on Form 10-K, quarterly reports on Form@,Gzurrent reports on Form 8-K, all amendmentitse reports and other information about us are
available free of charge through this website amss reasonably practicable after the reportglergronically filed with the Securities and Exchan
Commission (“SEC").

OVERVIEW

We are a leading global producer of flooring pradwend ceiling systems for use primarily in thestaunction and renovation of residential, commercial
and institutional buildings. Through our United
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Managemens Discussion and Analysis of Financial Conditiod &esults of Operations
(dollar amounts in millions)

States (“U.S.”) operations and U.S. and internaticubsidiaries, we design, manufacture and switifhg products (primarily resilient and wood) and
ceiling systems (primarily mineral fiber, fibergkaand metal) around the world. We also design, fiaatwre and sell kitchen and bathroom cabinets in
the U.S. As of December 31, 2006 we operated 43ufaaturing plants (including three plants relatediiscontinued operations) in 12 countries,
including 26 plants located throughout the Unit¢at&s. Through WAVE, our joint venture with Worthton Industries, Inc., we also have an interest in
7 additional plants in 5 countries that producgpsusion system (grid) products for our ceiling syst. We also have an interest in a plant from 66 5
interest in Kunshan Holdings Limited.

We report our financial results through the follogrisegments: Resilient Flooring, Wood Flooring,l&@ng Products, Cabinets and Unallocated
Corporate. See “Reportable Segment Results” foitiadédl financial information on our segments.

On December 6, 2000, AWI filed a voluntary petitfon relief under Chapter 11 of the U.S. BankrupBnde in the United States Bankruptcy Court for
the District of Delaware (the “Bankruptcy Courth) @rder to use the court-supervised reorganizationess to achieve a resolution of its asbestos
liability. Also filing under Chapter 11 were two AiWI's wholly-owned subsidiaries, Nitram Liquidatgrnc. and Desseaux Corporation of North
America, Inc. The Chapter 11 cases are being joadhministered under case number 00-4471 (the “8hdd Case”). Through October 1, 2006, AWI
operated its business and managed its properti@sl@stor-in-possession subject to the provisidriseoBankruptcy Code. On October 2, 2006, AWI's
court-approved Plan of Reorganization became éffscand AWI emerged from Chapter 11. AWI's two Wihewned subsidiaries that commenced
Chapter 11 proceedings at the same time as AWIlireim&hapter 11. See Note 1 of the Consolidatediidial Statements for information on the
Chapter 11 Case and Note 32 of the ConsolidateshEial Statements for information on asbestosdlitign.

Our consolidated net sales for 2006 were $3.4obillapproximately 3% greater than consolidatedsalets in 2005. Operating income was $210.8
million in 2006, as compared to $101.1 million B0%. Cash and cash equivalents decreased by $3®8ch in 2006, primarily due to distributions
related to our emergence from bankruptcy. In 2006:

» Building Products generated record sales and operating income, mairgyto continued strength in the U.S. commer@aktruction
markets.

* Wood Flooring’s operating performance reflected growth throughfitise two-thirds of the year, and significant weaks in the final third
due to declines in the U.S. housing markets. Thmeutative effect for the entire year was lower ogiagaprofit on slightly higher revenu

» Cabinetsdelivered a significantly improved operating penfi@nce on higher price realization, manufacturirigiehcies and better product
mix.

* Resilient Flooring also had improved operating performance, and wafigiole despite declining revent
» Corporate Unallocatedexpense improved by $39 million, primarily due toiacrease in the U.S. pension cre

Factors Affecting Revenues

For an estimate of our segments’ 2006 net salesdjgr markets, see “Markets” in Item 1. Busine$shis Form 10-K.

Markets.We compete in building material markets aroundvibed. The majority of our sales are in North Ancereand Europe. During 2006, these
markets experienced the following:
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Managemens Discussion and Analysis of Financial Conditiod &esults of Operations
(dollar amounts in millions)

In the North American residential market, housitegts declined nearly 11% from a record seasomaljysted annual rate of 2.30 million
units in 2005. With Canadian housing starts indrepby 1.3% to 228 thousand units in 2006, the éthiBtates accounted for the entirety of
the decline, falling 12.3% to 1.82 million unitaged. Due to the lag between start and completionsing completions in the United States
increased by 3.0% in 2006 with approximately 1.98ion units completed. Sales of existing homeslided sharply in the second half of
2006 and registered an 8.0% decrease for the gmrineover 2005, from 7.06 million homes sold @®06million in 2006.

U.S. retail sales through building materials, gardguipment and supply stores (an indicator of hoenevation activity) increased 9.0% in
2006 over sales levels in 2005, according to figdrem the U.S. Census Bureau. This growth has padrally due to the strong sales of
existing homes in the first half on 2006, aftepwaling for the usual lag for renovation-related engitires. Continued strength in
employment conditions and consumer confidence lsassastained solid retail sales.

Within specific market segments, vinyl flooring grets continued to lose share to laminate flooriegamic tile and wood flooring.

The North American commercial market strengtheme206 with construction completions in the offibealthcare, retail and education
segments increasing by approximately 14%, 14%, 46867%, respectively, in nominal dollar terr

Markets in Western European countries generallyaieed soft with pockets of modest growth, whiletEas European markets continue:
grow.

Growth continued across most Pacific Rim mark

All of our primary markets are cyclical, and theDZGutlook for each is uncertain to varying degrees

Quality and Customer Servicd®ur quality and customer service are critical congras of our total value proposition. In 2006, wperienced no
significant quality or customer service issues.

Pricing Initiatives. During 2006 and 2005, we modified prices in res@oto changes in costs for raw materials and griengarket conditions and the
competitive environment. The net impact of theseimpy initiatives improved sales in 2006 compare@d05.

The most significant of these pricing actions were:

Resilient Flooring implemented select price incesaf®r commercial products during the year in respdo inflationary cost pressur
In Wood Flooring, there were no significant priciactions in 200€

Building Products implemented select price increak&ing the year in response to inflationary guessures

In Cabinets, we implemented a January 2006 pricease

In certain cases, price increases realized ard@Hassthe announced price increases because oésponse to competitive actions and changing market

conditions.

We estimate that the various pricing actions predid net increase to our total consolidated nessal2006 compared to 2005 of approximately $55

million.
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Impact From Major Custome’ Decisions.Lowe’s Companies, Inc. (“Lowe’s”), one of our lasgeustomers, advised us in 2004 that they wouldae
the number of laminate flooring products they passhfrom us starting in the first quarter of 20D&e to this decision, laminate flooring sales to
Lowe’s were reduced by approximately $20 millior2D06 compared to 2005. That impact was largelyedfhy double-digit volume growth in other
channels.

Factors Affecting Operating Costs

Operating ExpenseQur operating expenses consist of direct produatasts (principally raw materials, labor and enggyd manufacturing overhead
costs, costs to purchase sourced products andgsediéneral and administrative (“SG&A") expenses.

Our largest individual raw material expenditures far lumber and veneers, PVC resins, backingsddpus flooring products and plasticizers.
Fluctuations in the prices of these raw materiedsgeenerally beyond our control and have a diragisict on our financial results. In 2006, we
experienced the following:

* PVCis awidely used, obbased raw material. We experience cost pressurB¥@nwhen energy prices increase and when indudiiaanc
for the material increases. Our cost to acquire P& and plasticizers prices increased by appratély $11 million in 2006 compared to
2005. In 2007, we expect these costs to declinessthd

We incurred approximately $17 million of additiorwalsts for natural gas in 2006 compared to 2005@peice increases. In 2007, we expect further
increases, but at a lower pace than experienc2ads.

Cost Reduction Initiative®uring 2004, we implemented several significant ofacturing and organizational changes to improvecost structure and
enhance our competitive position. We did not itétiany additional manufacturing or organizatiorf@mges in 2005 but did incur costs in 2005 related
to previously announced cost reduction initiatiaed for changes to the U.S. defined benefit pensi@m. The major 2004 initiatives were:

¢ We ceased production of certain products at ouiliBesFlooring manufacturing plant in LancasteenBsylvania, transferring production
other Resilient Flooring plant

*«  We announced that we would cease production aBoilding Products plant in The Netherlands. Accaptof the closure proposal was
received from the local works council in the fougtnarter of 2004. The plant ceased productionerfitist quarter of 2005, and production
was transferred to another Building Products laca

*  We ceased production at our Cabinets manufactypiengt in Morristown, Tennessee, transferring praidincto other Cabinets plant
¢ We restructured the sales force and managemeuwtwteun our North America flooring organizatic

* We announced that we would cease production aimod Flooring manufacturing plant in Searcy, ArkassProduction ended in the first
quarter of 2005, and was transferred to other Wilodring plants. We recorded an impairment chaef@ted to this closur

In 2006 we announced that we would cease produationr Wood Flooring manufacturing plant in NadlbyiTennessee.
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We incurred the following net expenses in 20061plement these cost reduction initiatives:

Cost of Restructuring Total
Goods Sol SG&A Charges Expense
Resilient Flooring $ 101 $74 $ 9.¢ $ 27.
Wood Flooring 0.7 — 14 2.1
Building Product: 0.2 — 0.t 0.7
Cabinets — — — —
Corporate Unallocate — = (0.2 0.7)
Total Consolidate: $ 11.C $74 $ 11.7 $ 30.1

Cost of goods sold includes $0.7 million of fixexbat impairments (incurred in the nine months er@gatember 30, 2006), $0.3 million of accelerated
depreciation (incurred in the nine months endedeeper 30, 2006) and $10.0 million of other relatedts in 2006 ($0.6 million incurred in the three
months ended December 31, 2006 and $9.4 millioaried in the nine months ended September 30, 200@)Resilient Flooring SG&A costs in 2006
(incurred in the nine months ended September 306)2@late to the Lancaster Plant cost reductidiative.

In 2006, we recorded a gain of $14.3 million frdme sale of a warehouse which became availableesult of the Resilient Flooring cost reduction
initiatives. This gain was recorded in SG&A.

We incurred the following net expenses in 2005 uenplementing these cost reduction initiatives:

Cost of Restructuring Total
Goods Solc Charges Expense
Resilient Flooring $ 127 $ 16.2 $ 28.C
Wood Flooring 13.€ 0.1 14.C
Building Product: 1.€ 6.2 7.5
Cabinets 1.2 04 1.€
Corporate Unallocate — — —
Total Consolidate: $ 294 $ 23.C $ 52.4

Cost of goods sold includes $14.3 million of fixasket impairments, $7.1 million of accelerated e@eiption and $8.0 million of other related costs in
2005.

We incurred the following expenses in 2004 duertplementing these cost reduction initiatives:

Cost of Restructuring Total

Goods Solc Charges Expense
Resilient Flooring $ 281 $ 4.5 $ 32.¢€
Wood Flooring 0.8 1.€ 2.4
Building Products 2.5 10.€ 13.4
Cabinets 1.¢ 04 .3
Corporate Unallocate — 0.t 5
Total Consolidate: $ 33.: $ 17.€ $ 51.zC

Cost of goods sold includes $18.9 million of fixasset impairments, $13.2 million of acceleratedelgption and $1.2 million of other related costs.
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We recorded a gain of $1.1 million in Wood FloorBG&A in 2004 related to the sale of a buildingtthad previously been reserved as part of a cost
reduction initiative.

See Note 15 of the Consolidated Financial Statesrfentmore information on restructuring charges.

On-going Cost ReductiolVe expect to incur additional expenses of approteiga0.4 million in 2007 to implement these caduction initiatives. In
addition to significant cost reduction programshe@e an ongoing focus on continuously improving @ast structure.

As a result of these cost reduction initiatives andon-going improvement efforts, we have realigigghificant reductions in our manufacturing
conversion costs.

Employee Benefi. We recorded a pre-tax charge of $16.9 milliothimfourth quarter of 2005 in cost of goods soltl(& million) and SG&A ($5.5
million), related to changes made to the U.S. @efibenefit pension plan. The changes are considecadailment under SFAS No. 88 “Employers’
Accounting for Settlements and Curtailments of Dedi Benefit Pension Plans and for Termination BesigfFAS 88").

Nor-cash Impairment Charge2004 included a $108.4 million charge for goodiviipairment and a $44.8 million charge for fixedetsmpairment,
both related to the European resilient flooringibess.

See also “Results of Operations” for further distois of fresh-start and other significant itemsefing operating costs.

Factors Affecting Cash Flows

Historically, excluding the cash demands for agizstlated claims in 2000 and prior years and ffeets of settlement accounting, we typically
generate cash in our operating activities. The aroficash generated in any one period is deperateatnumber of factors, including the amount of
operating profit generated and the amount of waykiapital (such as inventory, receivables and gdagabequired to operate our businesses. We
typically invest in property, plant & equipment PRE") and computer software.

During 2006, our cash and cash equivalents deatdas#386.4 million for the first nine months amgrieased $48.0 million during the final 3 month
2006, for a net decrease of $338.4 million fortthelve months of 2006. This compared to an incred$86.3 million for 2005. The year on year net
reduction of $424.7 million was primarily due toypgents of $1.1 billion to the Asbestos PI Trust attter creditors upon emergence, and payments for
acquisitions of $60.5 million, partially offset iye proceeds of new debt of $800.0 million.

Deferred Taxes

Our consolidated balance sheet as of Decembel088, 2hcludes total deferred tax assets of $1,082llibn (see Note 16 to the Consolidated Financial
Statements). Included in these amounts is a deftaseasset of $552.7 million and $45.5 milliorspectively, relating to the U.S. federal and state
income tax benefits expected to be realized inrtuperiods with respect to various federal andegtat operating losses arising in 2006 and priars/e

as a result of the amounts paid to the Asbestd@sut in 2006. We have concluded, based on thehweigavailable evidence, that all but $19.8 miilio
of these tax benefits are more likely than noteadmlized in the future. This amount represeniscaease of $29.2 million from the valuation allosa
previously recorded with respect to these tax biena$ of December 31, 2005.

In arriving at this conclusion, we considered thefip before tax generated for the years 1996 thhoR005, as well as future reversals of existixglée
temporary differences and projections of futurefipefore tax. The federal income tax deductiosuféng from the amounts paid to the Asbestos Pl
Trust created a net operating loss in 2006. Urteeiriternal Revenue Code, a net operating losstirggirom the payment of asbestos claims, inclgdin
payments to the Trust, can be carried back anetodfgainst our federal taxable income in eithetweor the ten preceding years, generating a ceéf
taxes paid in those years. The Company is stilluewimg the alternative elections, but has
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assumed a two-year carryback for purposes of aloglthe tax provision. In addition, the Compangymapply the loss as a carryforward adjustment to
reduce future taxes. If certain specified changesur ownership should occur, there could be amalimitation on the amount of the carryforwards
that can be utilized; however, we cannot anticipiite change for purposes of our valuation allovesressessment. As a result, it is more likely tigin
that we will realize the federal deferred tax assdiie relating to these carryforwards.

In contrast to the results under the Internal ReeeBode, most U.S. states do not allow the carkybfa net operating loss in any significant amount
As a result, most of the state tax benefits resgitiom the amounts paid to the Asbestos PI Trilsbe realized through a reduction of future state
income tax liabilities by offsetting the net opémngtlosses resulting from our payments to the Tagstinst future state taxable income. Based on
projections of future taxable income (consisterthvhistorical results and anticipated future trgridghe U.S. states in which we conduct business
operations and the loss carryforward periods altblye current state laws (generally 5 to 20 yeavs)have concluded that all but $19.8 million of the
$45.5 million of state income tax benefits relatiogur state net operating loss carryforwardsasatikely than not to be realized.

Employees

As of December 31, 2006, we had approximately 11f&0-time and part-time employees worldwide. Th@npares to approximately 14,900
employees as of December 31, 2005. The declinectsfheadcount reductions in both production aaffl gositions as part of ongoing cost reduction
efforts. Of our 14,500 employees, approximatel\0@,8re associated with the principal operating camigs of our Textiles and Sports Flooring segn
which was classified as a discontinued operatioidiuthe fourth quarter of 2006 (see Note 7 toGomsolidated Financial Statements for more
information).

During 2006, we negotiated six collective bargagnitgreements, with no locations experiencing a wtwkpage. Throughout 2007, collective
bargaining agreements covering certain employetiseg plants will expire. As of the date of thlsg, no employees are working under an expired
contract.

CRITICAL ACCOUNTING ESTIMATES

In preparing our consolidated financial statemémtsccordance with U.S. generally accepted accogmiinciples, we are required to make certain
estimates and assumptions that affect the repartezlints of assets and liabilities and disclosumafingent assets and liabilities at the datéef t
financial statements, and the reported amounteweitues and expenses during the reporting periedewluate our estimates and assumptions on an
on-going basis, using relevant information from insétel outside the Company. We believe that our eséisnand assumptions are reasonable. Hov
actual results may differ from what was estimated eould have a significant impact to the finansiatements.

We have identified the following as our criticacaanting estimates. We have discussed the apjlicafithese critical accounting estimates with our
Audit Committee.

FreshStart Reporting and Reorganization Vatlu@s part of our emergence from bankruptcy on Catdh 2006, we implemented frestart reporting i
accordance with AICPA Statement of Position 90SdP 90-7") Financial Reporting by Entities in Reorganizatiomder the Bankruptcy Code.
Accordingly, our assets, liabilities and equity wadjusted to fair value. In this regard, our ctidated financial statements for periods subseqteent
October 2, 2006 reflect a new basis of accountimjae not comparable to our historical consolddéitgancial statements for periods prior to Octoby
2006.

Under fresh-start reporting, a reorganization vagugetermined and allocated to our net assetsit@mséheir relative fair values in a manner simitar
the accounting provisions applied to business coathlins under Statement of Financial Accounting@ads No. 141Business Combinations
Adjustments necessary to state our balance sheetiats at fair value were made based on the workasfagement, financial consultants and
independent appraisals. The estimates and assursptied to derive the reorganization value andaiion of value to assets are inherently subject to
significant
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business, economic and competitive uncertaintidscantingencies, many of which are beyond our @bniodification to these assumptions could t
significantly changed the reorganization value, bedce the resultant fair values of our assetdiabiities.

Accordingly, the adoption of fresh-start reportimgs had a material effect on our consolidated firmistatements and is based on assumptions that
employ a high degree of judgment. See Notes 1 andt® Consolidated Financial Statements for frrthformation relative to our reorganization and
the assumptions used to value reorganized Armstrong

U.S. Pension Credit and Postretirement Benefit$Go¥Ve maintain pension and postretirement plansutitrout the world, with the most significant
plans located in the U.S. The U.S. defined bempeditsion plans were closed to new salaried andisdlproduction employees on January 1, 2005. We
also froze benefits for certain non-production sathemployees effective February 28, 2006. Ouinéefbenefit pension and postretirement benefit
costs are developed from actuarial valuations. & wefuations are calculated using a number of agsans, which are determined in accordance with
generally accepted accounting principles (“GAAREach assumption represents manageradr@st estimate of the future. The assumptionshidna the
most significant impact on reported results arediBeount rate, the estimated long-term returnlan pssets and the estimated inflation in healta ca
costs. These assumptions are generally updatediynatthe beginning of the year and applied mvhluations recorded for that year. However, we
also updated each of these assumptions and adsfateminent of Financial Accounting Standards No, 1IEBployers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans,” as padabting fresh-start reporting in accordance 8P 90-7.

The discount rate is used to determine retiremkamt fgabilities and to determine the interest aashponent of net periodic pension and postretirémen
cost. Our actuary provides the expected modifigatibn of the liabilities. Management utilizes tield for Moody’s AA-rated long-term corporate
bonds as the primary basis for determining theadistrate. As of December 31, 2006, we assumesdcaudit rate of 5.75% compared with a discount
rate of 5.50% as of December 31, 2005 for the pl&hs. This increase is consistent with the in@éad).S. corporate bond yields during the yeae Th
effects of the increased discount rate will be dined against earnings as described below. A oetgupercentage point decrease in the discoumnt rat
to 5.50% would increase 2007 operating income bg #iillion, as the resulting decrease in the irtecest component of the pension expense
calculation would more than offset the increasedise cost component. A one-quarter percentaget raénease in the discount rate to 6.00% would
reduce 2007 operating income by $0.9 million.

We have two U.S. defined benefit pension plangjaified funded plan and a nonqualified unfundeshplFor the funded plan, the expected long-term
return on plan assets represents a long-term vigheduture estimated investment return on plaetss This estimate is determined based on thettarg
allocation of plan assets among asset classesypntfrom investment professionals on the expeptetbrmance of the equity and bond markets ov:

to 20 years. Over the last 10 years, the annuatetern was approximately 9.3% compared to an gecexpected return of 8.6%. The expected long-
term return on plan assets used in determinin@006 U.S. pension credit was 8.0%. The actual metarplan assets achieved for 2006 was 12.8%. In
accordance with GAAP, this excess will be amortiregd earnings as described below. We do not expdoe required to make cash contributions to the
qualified funded plan during 2007. We have assuaezgturn on plan assets during 2007 of 8.0%. Adguerter percentage point increase or decrease in
this assumption would increase or decrease 200/atipg income by approximately $5.3 million. Cohtriions to the unfunded plan were $3.2 million

in 2006 and were made on a monthly basis to fuméfitepayments. We estimate the contributions tejygroximately $3.5 million in 2007. See Note

of the Consolidated Financial Statements for meteits.

The estimated inflation in health care costs regrssa long-term view (5-10 years) of the expettéidtion in our postretirement health care cogie
separately estimate expected health care costisesdor pre-65 retirees and post-65 retireesaltieetinfluence of Medicare coverage at age 65, as
illustrated below:
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Assumptions Actual
Post 6¢ Pre 6& Overall Post 6¢ Pre 6& Overall
2005 10.(% 8.C% 9.C% (3)% (2)% 3)%
2006, nine months ended Septembe 9.C 7.C 8.C
2006, three months ended Decembe 12.C 11.5 11.€
20086, full yeai 9 (€N} 6
2007 12.C 11. 11.€

In accordance with GAAP, the difference betweenatteial and expected health care costs is amotitite@arnings as described below. As of
December 31, 2006, the percentage of health catdraeases are estimated to decrease by 1 pageepoint per year until 2014, after which it is
constant at 5%. A one percentage point increatfeeimssumed health care cost trend rate would ee2@7 operating income by $0.7 million, while a
one percentage point decrease in the assumed baadtlcost trend rate would increase 2007 operaigwne by $0.8 million. See Note 18 of the
Consolidated Financial Statements for more details.

Actual results that differ from our various pensand postretirement plan estimates are capturadtaarial gains/losses and are amortized into éutur
earnings over the expected remaining service pafiglan participants, which is approximately 1lagedepending on the participants in the plan, in
accordance with GAAP. Changes in assumptions doaNe significant effects on earnings in future gear

Impairments of Lond.ived Tangible and Intangible AssetdNe periodically review significant tangible amdangible assets, including goodwill, for
impairment under the guidelines of the Financiat@umnting Standards Board (“FASB”) Statement No2 44Goodwill and Other Intangible

Assets” (“FAS 142") and 144 — “Accounting for thapairment or Disposal of Long-Lived Assets” (“FA8A4L). In accordance with these Statements,
we review our businesses for indicators of impairtsich as operating losses and/or negative cass.flf an indication of impairment exists, we
estimate the fair value and compare it to the @agryalue of the asset. If the fair value is ldsmtthe carrying value of the asset, we record an
impairment charge equal to the difference betwberfdir value and carrying value of the asset. ddsh flow estimates are based on management’s
analysis of information available at the time of #stimate. Actual cash flows in the future that tout to be lower than the estimate could lead to
significant future impairments. In connection withr adoption of fresh-start reporting upon emerdiogn Chapter 11, all long-lived tangible and
intangible assets were adjusted to fair valueultsgquent testing (either as a result of requinedial testing or as a result of a triggering evamnticates
that new fair values are less than the values e@rirom fresh-start reporting, those amounts wael@ddjusted downward and our future statements of
income would be impacted.

See Notes 10 and 12 to the Consolidated Finantasti@ents for further information.

Salesrelated Accruals- We provide direct customer and end-user warraffidieour products. These warranties cover manufact defects that would
prevent the product from performing in line with intended and marketed use. Generally, the teftese warranties range up to 25 years and provide
for the repair or replacement of the defective paadWe collect and analyze warranty claims dath wifocus on the historical amount of claims, the
products involved, the amount of time between theranty claims and the products’ respective salelsttae amount of current sales.
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We also maintain numerous customer relationshigkititorporate different sales incentive prograpmsr(arily volume rebates and promotions). The
rebates vary by customer and usually include tiéreentives based on the level of customers’ pugesaCertain promotional allowances are also Ged t
customer purchase volumes. We estimate the amdexpected annual sales during the course of the ared use the projected sales amount to est
the cost of the incentive programs. For sales itieeprograms that are on the same calendar basiardiscal calendar, actual sales informatiomsisd

in the year-end accruals.

The amount of actual experience related to thesmials could differ significantly from the estimdtamounts during the year. If this occurs, we adjus
our accruals accordingly. We maintained sales-adlatcruals of $79.3 million and $73.0 million &9ecember 31, 2006 and 2005, respectively. We
record the costs of these accruals as a reductigross sales.

Income Taxes- Our effective tax rate is primarily determinedséa on our pre-tax income and the statutory taesriat the geographies in which we
operate. The effective tax rate also reflects déixdrhpacts of items treated differently for tax pases than for financial reporting purposes. Some o
these differences are permanent, such as expdragem¢ not deductible in our tax return, and sdifierences are temporary, reversing over timehsuc
as depreciation expense. These temporary diffesetreate deferred tax assets and liabilities.

In accordance with the requirements for fresh-sggyorting pursuant to SOP 90-7, the Company haptad FASB Interpretation No. 48 (“FIN48"),
Accounting for Uncertainty in Income Taxes, effeetas of October 2, 2006. The transition adjusts)aithough not material in the aggregate, were
shown as an adjustment to the opening fresh-stdahbe sheet as of October 2, 2006.

Deferred tax assets and liabilities are recognimedpplying enacted tax rates to temporary diffeesrthat exist as of the balance sheet date. These
deferred tax assets and liabilities assume thagflierare recorded at the highest amount that ierilkely than not of being sustained through tive t
audit cycle.

As further described in Note 16, our consolidatathibce sheet as of December 31, 2006 includesladieferred tax asset of $1,082.4 million. Included
in these amounts is a deferred tax asset of $58@i@n and $45.5 million, respectively, relating the tax benefits expected to be realized in &tur
periods with respect to various federal and stateperating losses arising primarily as a resulhe amounts paid to the Asbestos PI Trust in 2006
have estimated that all but $19.8 million of thesebenefits are more likely than not to be realirethe future.

We record valuation allowances to reduce our defetax assets if it is more likely than not thansgortion or all of the deferred tax assets wll Ine
realized. As of December 31, 2006, we have recovdédtion allowances totaling $190.3 million farious state and foreign net operating loss and tax
credit carryforwards. While we have considered ieitiaxable income in assessing the need for theatiah allowances based on our best available
projections, if these estimates and assumptionsgehin the future or actual results differ from puoojections, we may be required to adjust our
valuation allowances accordingly.

Inherent in determining our effective tax rate jadgments regarding business plans and expectatlomst future operations. These judgments include
the amount and geographic mix of future taxablenne, limitations on usage of net operating lossyefarwards after emergence from bankruptcy,
potential tax law changes, the impact of ongoingaiential tax audits, earnings repatriation plang other future tax consequences.

We establish reserves for certain tax positionsrtienagement believes are supportable, but aretpate subject to successful challenge by the
applicable taxing authority. We review these tagartainties in light of the changing facts and winstances and adjust them when significant changes
warrant it. We have a number of audits in processrious jurisdictions.
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If our actual results differ from any of the estiemand assumptions used, an adjustment affectingrie tax expense would be necessary in the period
that such determination is made, unless the chizmgéated to a pre-emergence asset or liabiliy i required to be reflected as an adjustmetiteo
fresh-start reporting opening balance sheet, putdoaSOP 90-7. Such adjustment could be materialt financial statements.

ACCOUNTING PRONOUNCEMENTS EFFECTIVE IN FUTURE PERIO DS

In September 2006, the FASB issued Statement afiigial Accounting Standards No. 157 (“FAS 157")aitFValue Measurements,” which establishes
a framework for measuring fair value in generaltgepted accounting principles and expands disaigsaipout fair value measurements. FAS 157 is
effective for fiscal years beginning after Novemh&r 2007. We do not expect any material impachfemlopting FAS 157.

In February 2007, the FASB issued Statement ofrigiiah Accounting Standards No. 159 (“FAS 159”), €TRair Value Option for Financial Assets and
Financial Liabilities Including an Amendment of FBStatement No. 115,” which permits companies tasnee financial instruments and certain other
assets and liabilities at fair value on an instrotiey instrument basis. FAS 159 is effective facél years beginning after November 15, 2007. \Ee ar
currently evaluating the effects of this pronouneeatron our financial statements.
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RESULTS OF OPERATIONS

Unless otherwise indicated, net sales in thesdtsesioperations are reported based upon theitotathere the sale was made. Certain prior year
amounts have been reclassified to conform to theeotiyear presentation. Please refer to NotetdarConsolidated Financial Statements for a
reconciliation of operating income to consolidaitecbme before income taxes, extraordinary items;atitinued operations, and cumulative effect of
changes in accounting principles.

2006 COMPARED TO 2005
CONSOLIDATED RESULTS

Change is Favorable

Successol Predecesso Combined Predecessc (Unfavorable)
Excluding
I\;Irgrl;‘tsr?s Nine Months Elgaizti‘;r? f
Ended Ended Exchange
December 31 September 3C
2006 2006 Year 2006 Year 2005 Re;?osrted Rates(!)
Net Sales
Americas $ 606.C $ 2,011 $2,618.: $ 2,562. 2.2% 1.€%
Europe 172.% 499.4 671.¢ 643.7 4.2% 4.8%
Pacific Rim 38.2 97.¢ 136.1 120.t 12.%% 13.6%
Total Consolidated Net Sal $ 817.: $ 2,608.¢ $ 3,425.¢ $ 3,326.¢ 3.C% 2.8%
Cost of goods sol 660.4 2,028." 2,689.: 2,651.¢
SG&A 144.( 417.C 561.( 590.(
Restructuring charges, r 1.7 10.C 11.7 23.C
Equity earnings (5.9 (41.9) (46.7) (39.9)
Operating Incom: $ 16.5 $ 194: $ 210.¢ $ 101.1 Favorabli 99.7%
Interest Expens 13.4 5.2 18.€ 7.7
Other noroperating expens 0.2 1.C 1.3 1.t
Other noroperating (income 4.3 (7.2 (11.5) (11.8)
Chapter 11 reorganization (income), — (1,955.5 (1,955.9 (1.2)
Income tax expense (bene! 3.8 726.¢ 730.4 2.2)
(Gain) loss from discontinued operatic 1.1 68.4 69.5 (5.0
Net earning: $ 2.2 $ 1,355 $ 1,358.( $ 1117

@ Excludes favorable foreign exchange rate effettanslation of $7.8 million on net sales and $2illion on operating income
Consolidated net revenue grew 3%, with positivetréoations from both price and mix offsetting a nestlvolume decline.

Net revenue in the Americas increased 2%, on volgraeth in the Wood Flooring business and bothepand mix improvement in the Buildit
Products and Cabinets segments. Declines in Resitleoring volumes and lower Wood Flooring pricipartially offset this growth.

Excluding the translation effect of changes in iigmeexchange rates, net revenue in the Europeaketsagrew by 5%, mainly in the Building Products
segment. Improved product mix and price realizatimneased revenue and offset modest volume decline
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Excluding the translation effect of changes in iigmeexchange rates, net revenue in the PacificiRimeased 14% on volume and product mix
improvement.

Operating expenses in 2006 were impacted by tleetsfbf adopting fresh-start reporting, as a refudWI| emerging from Chapter 11 on October 2,
2006 (net sales were not impacted by fretlit reporting). In addition, both 2006 and 20@8rating expenses were impacted by several otgeifisant
items. The fresh-start and other significant itewisich impacted cost of goods sold (“COGS”), selligeneral and administrative expenses (“SG&A"),
restructuring charges and Equity Earnings, include:

Increase / (Reduction) in Expenses, reported in $ithions

Where

Item Reported 2006 2005
Fresh-Start @:
Change in depreciation and amortizat COGs $ (1.3) —
Change in costs for benefit pla COGs 46 —
Impact on hedgir-related activity COGs a0 —
Inventory-related cost COGs 29.€ —
Change in depreciation and amortizat SG&A 2.8 —
Change in costs for benefit pla SG&A 23 —
Inventory-related costs (WAVE Equity Earning 3.7 —
Expenses from WAVE st-up Equity Earning 1.7 —
Other Significant Items:
Business interruption claif® COGs 4.7 (3.5
Settlement of breach of contract disp COGs — (6.4)
Cost reduction initiatives expens@s COGs 11.C 294
Product warranty accruél COG< 3.2 —
Pension curtailment char¢@ COGs — 11.4
Fixed asset impairmen COGs — 2.7
Contribution to Armstrong Foundatidén SG&A 5.C —
Liability settlement related to a divested busin@ss SG&A 2.8 —
Patent infringement settlemefit SG&A 86 —
Cost reduction initiatives expens@s SG&A 7.4 —
Gain on sale of propertié® SG&A a7 —
Pension curtailment charg@ SG&A — 5.8
Chapter 11 related post-emergence expefises SG&A 4.€ —
Environmental charge SG&A — 3.1
Fixed asset impairmen SG&A — 0.t
Cost reduction initiatives expens@s Restructurin 117 23.C

(1) See Note 3 for more information on fr-start reporting

(2) Inthe fourth quarter, we received the final paytrfena business interruption claim, totaling $#iflion. We received $3.5 million in 2005 for t
same claim

(3) See"Factors Affecting Operating Co” and Note 15 for a discussion on the cost redu@igenses and pension curtailment char

(4) The majority of the product warranty accruarease was from revising certain assumptions tleat wsed in prior periods when estimating the
accrual.

(5) We made a contribution to the Armstrong Foundatidonommunity giving program funded by Armstrong}he third quarter

(6) We settled a liability related to a previously dited business in the third quarter for an amousdtgr than what was previously accrt

(7) Inthe first quarter, we recorded a gain from tbttlement of a patent infringement ca

(8) During the year, we recorded a gain from the shtevo buildings.

(9) AWI incurred expenses during the fourth quarterGbapter 11 related p-emergence activitie:
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Cost of goods sold in 2006 was 78.5% of net sa@spared to 79.7% in 2005. This reduction was éselt of benefits from higher selling prices,
primarily in Building Products, better manufactigiperformance, mainly in the Resilient and WoodFileg businesses, and improvement from sales
volume and mix. Cost of goods sold in 2006 alscefieed from a larger U.S. pension plan credit. Ehizgtors more than offset raw material, energy
freight inflation across all businesses. In additicost of goods sold in 2006 and 2005 were implloyethe items as detailed in the above table.

SG&A expenses in 2006 were $561.0 million, or 16 @Raet sales compared to $590.0 million or 17.%%eat sales in 2005. The $29.0 million decre
was realized despite higher revenue and includeddmefit from a larger U.S. pension plan credisiient and Wood Flooring and Cabinets reduced
spending, while Building Products grew at less tthenrate of growth in revenue. In addition, bo@®@ and 2005 SG&A expenses were impacted by the
items as detailed in the above table.

Equity earnings, primarily from our WAVE joint vant, were $46.7 million in 2006, as compared to.$38illion in 2005. 2006 results include
expenses related to the adoption of fresh-stadrtiely as detailed in the above table. See Notdfurther information.

We recorded operating income of $210.8 million @&, compared to operating income of $101.1 milllA005.

Interest expense was $18.6 million in 2006, conmg&wes7.7 million in 2005. In accordance with SAR?A we did not record contractual interest
expense on prepetition debt during our Chapterrégégedings. This unrecorded interest expense wa$ $aillion in 2006 and $82.8 million in 2005.
Unrecorded interest expense reflects the amouintefest expense we would have incurred under tiiggnal maturities of prepetition debt. Included in
the $18.6 million in 2006 was $12.2 million fromtdéncurred as part of emerging from Chapter 11.

Other non-operating income of $11.5 million in 2G@8npared to $11.8 million in the prior year. T3 results included a $3.4 million gain on the
sale of our equity investment in Interface Solusioimc.

Net Chapter 11 reorganization income in 2006 wa85BL5 million compared to $1.2 million of incomexorded in 2005. See Note 3 to the Consolic
Financial Statements for a detailed breakout o20@6 results. 2005 income primarily resulted frioeome on cash balances and a reversal of an
accrual for professional fees for certain advisors.

During 2006, income tax expense of $730.4 milliompared to income tax benefit of $1.2 million ir080The effective tax rate for 2006 as reported
was 33.8% and was 38.3% excluding the tax impafresh-start reporting and POR-related settlemdjuséments. The 2005 tax rate was lower than
2006 primarily due to certain one-time benefitsorded during 2005 of approximately $61.2 milliofated to a subsidiary capital restructuring.
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REPORTABLE SEGMENT RESULTS
Resilient Flooring

Change is Favorable,

Successo Predecesso Combined Predecessc (Unfavorable)
h}ggfﬁs Nine Months Eﬁgggslr:)gf
Ended Ended Foreign
December 31 September 3C A Exchange
2006 2006 Year 2006 Year 2005 Reported Rates")
Net Sales
Americas $ 187« $ 6626 $ 849.¢ $ 882¢ (3.9% (4.9%
Europe 74.2 223.2 297.¢ 296.¢ 0.2% 0.7%
Pacific Rim 17.2 43.€ 60.€ 52.€ 15.1% 16.1%
Total Segment Net Sal $ 278 $ 929.¢  $1,207.¢  $1,232.¢ (2.0% (2.2%

Operating Incom $ (1.2 $ 12.€ $ 114 $ (28.9 Favorabls Favorabls

@ Excludes favorable foreign exchange rate effettanslation of $2.4 million on net sales and $1liion on operating income

Net sales in the Americas decreased primarily duetlume declines in residential products primaaitya result of declining U.S. housing mark
Laminate sales were down slightly as lower pridéset volume growth as increases in sales to athsetomers more than offset a reduction in sales to
Lowes. Commercial product sales grew on improvedipet mix and better pricing.

Net sales in Europe grew slightly on improvementprice realization and product/geographic mix. iés in the Pacific Rim sustained do-digit
growth rates in strong markets.

Despite the decline in sales, operating profitéased significantly as benefits from cost redudiitiatives, reduced SG&A expenses and improved
product mix offset substantial increases in thesoEpetroleum-based raw materials. In additianht2006 and 2005 operating profit were impacted by
the items that were previously described, and atailed in the following table.

Increase / (Reduction) in Expenses, reported in $iltions

Item 2006 2005
Fresh-Start @

Change in depreciation and amortizat $ (0.9 —
Change in costs for benefit pla (0.9 —
Impact on hedgir-related activity 0.2 —
Inventory-related cost 7.2 —
Other Significant Items:

Business interruption clair® 4.7 $@3B.5
Settlement of breach of contract disp — (5.2)
Cost reduction initiative expens€s 27.4 28.¢
Fixed asset impairmen — 1.8
Gain on sale of propertié3 a7.0 —

Environmental charge — 3.1

(1) See Note 3 for more information on fr-start reporting

(2) Inthe fourth quarter, we received the final paytfena business interruption claim, totaling $¢iflion. We received $3.5 million in 2005 for t
same claim

(3) See"Factors Affecting Operating Co” for a discussion on the cost reduction expensepansion curtailment charge

(4) During the year, we recorded a gain from the shtevo buildings.
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Wood Flooring

Successol Predecesso Combined Predecessc
Three
Months Nine Months
Ended Ended
December 31 September 3C Change is
Favorable/
2006 2006 Year 200€ Year 2005 (Unfavorable)
Total Segment Net Salés $ 192 $ 645.( $ 837.¢ $ 833« 0.4%
Operating Incom $ 0.2 $ 46.2 $ 46.C $ 60.C (24.5%

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

Net sales in 2006 were up only slightly as sigaifitweakness in the final third of the year duddolines in the U.S. housing markets offset botwgn
through the majority of the year, and the benedibf acquisitions. Volume, excluding acquisitiongswp modestly for the year, despite an 8% volume
decline in the fourth quarter. Declining price ieafion partially offset the volume growth.

Operating income declined approximately $15 millemmpared to the prior year. The operating impaanproved volume and mix was offset by lower
prices. Higher lumber costs and increased promatiand marketing spending offset improved manufaaguefficiencies and the contribution from
acquisitions. In addition, both 2006 and 2005 ofeggprofit were impacted by the items that wereviously described, and are detailed in the foliay
table.

Increase / (Reduction) in Expenses, reported in $ittions

Iltem 2006 2005
Fresh-Start: @

Change in depreciation and amortizat $(3.9 —
Inventory-related cost 12.4 —
Other Significant Items:

Breach of contract settleme — (2.2)
Cost reduction initiatives expens@s 2.1 14.C
Product warranty accruél 3.3 —
Fixed Asset Impairmen: — 14

(1) See Note 3 for more information on fr-start reporting

(2) See"Factors Affecting Operating Co” for a discussion on the cost reduction exper

(3) The majority of the product warranty accruargase was from revising certain assumptions tleat wsed in prior periods when estimating the
accrual.
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Building Products

Change is Favorable

Successo Predecesso Combined Predecessc (Unfavorable)
Three ;
Months Nine Months E;fig?s":)%
Ended Ended Foreign
December 31 September 3C Exchange
As
2006 2006 Year 2006 Year 2005 Reported Rates®
Net Sales
Americas $ 170 $ 529.% $ 700.1 $ 633.C 10.6% 9.€%
Europe 98.C 276.2 374.: 346.¢ 7.% 8.2%
Pacific Rim 20.€ 54.: 75.2 67.€ 11.2% 11.7%
Total Segment Net Sali $ 289.7 $ 859.¢ $1,149.¢ $ 1,047.¢ 9.7% 9.5%
Operating Incom: $ 24.¢ $ 152.¢ $ 177.¢ $ 148t 19.8% 19.7%

@ Excludes favorable foreign exchange rate effettanslation of $3.3 million on net sales and $0iion on operating income

The Americas sustained growth through the yeachieze record net sales. Sales primarily benefiteuh price increases made to offset inflationary

pressures and improved product mix.

Net sales in Europe grew $27 million as increaséessof metal ceilings and improved price and pebduix offset volume declines in mineral fit

ceilings across weak Western European markets.

Net sales in the Pacific Rim increased almost $#i8amion strong growth in India and Australia, amddest growth in Chin:

Building Products operating income grew 20% on bigsales. Improved performance by WAVE contribigadncremental $8 million of operating
income. Higher prices and improved product mix eiffsignificant increases in raw materials and eneggts and increased investment in SG&A. In

addition, both 2006 and 2005 operating profit wierpacted by the items that were previously desdrilbad are detailed in the following table.

Increase / (Reduction) in Expenses, reported in $iftions

Item 2006 200¢
Fresh-Start: @

Change in depreciation and amortizat $5.2 —
Change in costs for benefit pla @3 —
Impact on hedgir-related activity (0.8 —
Inventory-related cost 9.2 —
Inventory-related costs (WAVE 3.7 —
Expenses from WAVE st-up 1.7 —
Other Significant Items:

Cost reduction initiatives expens@s 0.7 7.8

(1) See Note 3 for more information on fr-start reporting
(2) See"Factors Affecting Operating Co” for a discussion on the cost reduction exper
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Cabinets
Successo Predecesso Combined Predecessc
Three
Months Nine Months
Ended Ended
December 31 September 3C Change is
Favorable/
2006 2006 Year 200€ Year 2005 (Unfavorable)
Total Segment Net Salés $ 56.t $ 174. $ 230.¢ $ 212t 8.7%
Operating Incom: $ 0.2 $ 6.1 $ 6.2 $ (9.7 Favorabli

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

Net sales grew $18 million despite significant wesds in the final third of the year due to declimethe U.S. housing markets. Higher selling priaed

improved product mix, more than offset lower volurekated to market weakness.

The sales growth primarily contributed to a $16lionil increase in operating income, which also bige@ffrom lower SG&A expense. In addition, both
2006 and 2005 operating profit were impacted byitéras that were previously described, and areilddtan the following table.

Increase / (Reduction) in Expenses, reported in $iltions

Iltem

Fresh-Start: @
Change in depreciation and amortizat
Inventory-related cost

Other Significant Items:
Cost reduction initiatives expens@s

(1) See Note 3 for more information on fr-start reporting

(2) See"Factors Affecting Operating Co” for a discussion on the cost reduction exper
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Unallocated Corporate

Unallocated corporate expense of $30.7 milliondf&decreased from $70.2 million in 2005. This dase included a $20 million increased U.S.
pension credit related to plan changes and faveratdet performance. In addition, both 2006 an& 2p@rating profit were impacted by the items that
were previously described, and are detailed ifdiewing table.

Increase / (Reduction) in Expenses, reported in $iftions

Item 2006 2005
Fresh-Start:

Change in depreciation and amortizat $0.3 —
Change in costs for benefit pla (4.9 —
Other Significant Items:

Cost reduction initiatives expens@s (0.2) —
Pension curtailment charge — 16.€
Contribution to Armstrong Foundatiéi 5.C —
Liability settlement related to a divested busiri@ss 2.8 —
Patent infringement settlemeht (8.6) —
Chapter 11 related post-emergence expefises 4.€ —

(1) See Note 3 for more information on fr-start reporting

(2) See"Factors Affecting Operating Co” for a discussion on the cost reduction expensepansion curtailment charge

(3) We made a contribution to the Armstrong Foundatonommunity giving program funded by Armstrong}he third quarter

(4) We settled a liability related to a previously dited business in the third quarter for an amoussaitgr than what was previously accrt
(5) In the first quarter, we recorded a gain from tbtlement of a patent infringement ca

(6) AWI incurred expenses during the fourth quarterGbapter 11 related p-emergence activitie:

FINANCIAL CONDITION AND LIQUIDITY
Cash Flow

As shown on the Consolidated Statements of Cashsilour cash and cash equivalents balance decrbask&88.4 million in 2006 ($48.0 million
increase in the three months ended December 386, &0 $386.4 million decrease in the nine monttidedrSeptember 30, 2006), compared to an $86.3
million increase in 2005.

Operating activities in 2006 used $676.0 milliomet cash ($70.1 million provided in the three nherended December 31, 2006 and $746.1 million
used in the nine months ended September 30, 200&h was an $822.7 million change from the $14#6ilfion provided in 2005. The change was
primarily due to the settlement of liabilities setj to compromise (excluding prepetition debt) 88%.7 million ($28.6 million in the three monthsded
December 31, 2006 and $804.1 million in the ninethe ended September 30, 2006).

Net cash used for investing activities was $129l0am in 2006 ($15.3 million used in the three nties ended December 31, 2006 and $113.7 mi

used in the nine months ended September 30, 20@@)pared to $48.5 million in 2005. The increase pravarily due to $60.5 million spent on
acquisitions partially offset by an increase irtritisitions received from WAVE of $20.0 million amtreased proceeds from the sale of assets of $34.0
million. 2005 also benefited from $58.9 million fnothe sale of notes and the sale of an investmea iaffiliate.
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Net cash totaling $459.9 million was provided by fimancing activities in 2006 ($8.1 million usedthe three months ended December 31, 200¢
$468.0 million provided in the nine months endedt8mber 30, 2006), compared to $3.9 million use20@5. In 2006, we received $800 million from
the issuance of new debt upon emergence, whilesed $300.7 million of cash as part of discharghgdebt-related portion of liabilities subject to
compromise. The change was also due to higherrdphyments by subsidiaries not involved in our Gé&apl case.

Balance Sheet and Liquidity
Changes in significant balance sheet accounts emgg of accounts from December 31, 2005 to DeceBihe2006 are as follows:

Successol Predecesso
Company Company

December 31 December 31
Increase
2006 2005 (Decrease
Cash and cash equivale! $ 252t $ 602.: ($349.9)
Current assets, excluding cash and cash equiv: 1,118.¢ 959.1 159.¢
Current assel $ 1,371« $ 1,561.c ($189.9

The decrease in cash and cash equivalents wash#ssabove (see “Cash Flow”). The increase in curassets, excluding cash and cash equivalents, is
primarily due to the fair valuing of inventory aarpof fresh-start reporting. See Note 3 to thesdtidated Financial Statements for further inforiomat

Successol Predecesso
Company Company
December 31 December 31
2006 2005 (Decrease
Property, plant and equipment, less accumulatecedigtion and amortization
(“PP&E") $ 966.C $ 1,180.° $ (2145

The decrease was primarily due to the fair valdihtangible assets as part of fresh-start reportasg Note 3 to the Consolidated Financial Statésnen
for further information.

Liquidity

Our liquidity needs for operations vary throughthg year. We retain lines of credit to facilitate geasonal needs, if required. On October 2, 2006,
Armstrong executed a $1.1 billion senior crediilfgcarranged by Banc of America Securities LLGR JMorgan Securities, Inc., and Barclays Capital.
This facility is made up of a $300 million revolgrredit facility (with a $150 million sublimit fdetters of credit), a $300 million Term Loan Adaa
$500 million Term Loan B. There were no outstandiogrowings under the revolving credit facility,tl40.2 million in letters of credit were
outstanding, as of December 31, 2006 and, as #,ragailability under the revolving credit facifitvas $259.8 million.

Our foreign subsidiaries had available lines ofltrotaling $52.4 million, of which $8.0 million as used as of December 31, 2006, leaving $44.4
million of unused lines of credit available for é&gn borrowings. However, these lines of creditlaxeommitted, and poor operating results or credit
concerns at the related foreign subsidiaries cmegdlt in the lines being withdrawn by the lend&ve have been able to maintain and, as neededgce
credit facilities to support our operations. Weibe that cash on hand and generated from opesatiogether with lines of credit and the $300 rouli
revolving credit facility, will be adequate to adds our foreseeable liquidity needs in the norroatse of business operations and for scheduled
payments of non-filer debt obligations.
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2005 COMPARED TO 2004
CONSOLIDATED RESULTS

Change is Favorable
Excluding Effects

Predecessc Predecessc As of Foreign
2005 2004 Reported Exchange Rated?

Net Sales

Americas $ 2,562. $2,540.t 0.% 0.€%

Europe 643.7 624. 3.2% 1.4%

Pacific Rim 120.t 114.€ 5.1% 2.8%
Total Consolidated Net Sal $ 3,326.¢ $ 3,279.: 1.4% 0.8%
Operating Income (Los! $ 1011 $ (37.9) Favorabli Favorabli
Goodwill Impairment — 108.4
Operating Income, Prior to Goodwill Impairme $ 101.1 $ 707 43.(% 29.(%

@ Excludes favorable foreign exchange rate effettanslation of $20.6 million on net sales and $48illion on operating income, and $7.5 million
on operating income prior to goodwill impairment.

Net sales in the Americas increased $21.9 mill@nyolume growth in the Wood Flooring business both price and volume growth in the Buildi
Products segment. Declines in Resilient Floorinlgimes and lower Wood Flooring pricing partially sét this growth. (See “Overview — Factors
Affecting Revenue”).

Excluding the translation effect of changes in figmeexchange rates, net sales in the European tsagkew by $8.8 million, with volume growth in
resilient and price realization in building prodsidExcluding the translation effect of changesireiign exchange rates, net sales in the Pacific Rim
increased $3.3 million on strength in the Austrabmd Indian markets.

Cost of goods sold in 2005 was 79.7% of net sal@spared to 80.9% in 2004. The decrease was phntaré to sales price increases of nearly $40
million, benefits from cost reduction initiativeschapproximately $47 million of lower fixed assetpairments, which more than offset approximately
$50 million in raw material, energy and freightlédfon, and approximately $11 million of the U.&ngion plan curtailment charge.

SG&A expenses in 2005 were $590.0 million, or 17 dRket sales compared to $567.7 million or 17.3%et sales in 2004. The $22.3 million increase
supported higher sales and included approxima@imilion of increased selling and advertising exge about $8 million in increased incentive
compensation costs and approximately $6 milliothefU.S. pension plan curtailment charge. Bengfits cost reduction initiatives partially offset
these increases.

In the second quarter of 2004, we recorded a $®&dl®n non-cash goodwill impairment loss relatedour European resilient flooring reporting unit
based on a preliminary impairment assessment. Bthi& fourth quarter of 2004, we recorded an aoluti $48.4 million non-cash goodwill impairment
loss based on the results of our annual impairnesht The goodwill impairment charges arose froemElropean resilient flooring reporting unit’s fair
value being lower than its carrying value. The failue was negatively affected by lower operatingfits and expected future cash flows. See Not®
the Consolidated Financial Statements for furtfetaits.

We recorded net restructuring charges of $23.0danilh 2005, compared to $17.9 million in 2004. Skxe 15 of the Consolidated Financial Statem
for a description of the restructuring actions.

Equity earnings from our WAVE joint venture wered$3 million in 2005, as compared to $31.6 millior2004. The growth in earnings was due to |
realization ahead of steel price increases, anidgs¥rom cost initiatives.
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We recorded operating income of $101.1 million @2, compared to an operating loss of $37.7 miliioa004. Operating income in 2004 prior to non-
cash goodwill impairment was $70.7 million.

Interest expense was $7.7 million in 2005, comp&oek?.9 million in 2004. In accordance with SORR@ve did not record contractual interest expe
on prepetition debt after the Chapter 11 filingedathis unrecorded interest expense was $82.8milti 2005 and $86.9 million in 2004. Unrecorded
interest expense reflects the amount of intergséese we would have incurred under the originaunitas of prepetition debt.

Other non-operating income of $11.8 million in @05 compared to $6.4 million in the prior yeareT2005 results included a $3.4 million gain on the
sale of our equity investment in Interface Solusiolimc.

Net Chapter 11 reorganization income in 2005 wa2 #fillion, $8.1 million better than the $6.9 nlli in cost recorded in 2004. The change
primarily due to increased interest income resglfiom higher cash balances, increased interess,rahd a reversal of an accrual for professicres f
for certain advisors.

During 2005, income tax benefit of $1.2 million coaned to income tax expense of $21.4 million in20he adjusted effective tax rate for 2005 was
57.2% after excluding $61.2 million of tax benefiggorded in the year related to a subsidiary ahpistructuring. The adjusted effective tax rate f
2004 was 46.7% after adjusting for the non-cashlg@bimpairments and European resilient floorirged asset impairments of $108.4 million and
$44.8 million respectively, in addition to the exsion of $24.3 million in reported tax audit betgefirhe higher 2005 tax rate was primarily due to
higher overall tax losses in Europe for which tbenpany does not expect to receive a tax benefit.

Net earnings from continuing operations of $106illion were recorded for 2005, compared to a neslof $70.6 million for 200¢

REPORTABLE SEGMENT RESULTS
Resilient Flooring

Change is Favorable
(Unfavorable)
Excluding Effects

of Foreign
Predecessc Predecessc As Exchange Rates
2005 2004 Reported @
Net Sales
Americas $ 882.¢ $ 924.¢ (4.5% (5.0%
Europe 296.¢ 285.7 3.9% 1.8%
Pacific Rim 52.¢ 52.C 1.7% 0.8)%
Total Segment Net Sali $ 1,232.¢ $1,262.: (2.9% (3.9%
Operating (Loss $ (28.9) $ (152.9) Favorabli Favorabli

@ Excludes favorable foreign exchange rate effettanslation of $11.8 million on net sales and $I8illion on operating income.

Net sales in the Americas decreased primarily due20% decline in laminate flooring sales, largedya result of the previously discussed decisjoa
major customer to increase purchases of non-Armgtlaminate flooring products. Sales of our vingdgucts to the residential market declined about
6%, as consumer preference in the market contitmehift away from vinyl products. Sales of ourwliproducts into the commercial market increased
approximately 1% on increased price realization @& product introductions.

Excluding the translation effect of changes in iigmeexchange rates, net sales in Europe increasédbo due to higher volume, partially offset bycp
concessions and negative product mix. Excluding the
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translation effect of changes in foreign excharages, net sales in the Pacific Rim decreased bligig growth in India was balanced by modest
weakness in Australia.

2005 Resilient Flooring operating income refletis hegative impact of volume declines in laminaierfng and residential vinyl flooring, increased
cost to acquire petroleum-based raw materials amdanmental-related charges of $4.4 million. (S®eerview — Factors Affecting Operating Costs”).
Partially offsetting these negative effects weredesi price realization, significant gains in op@gefficiencies related to both cost reductioniatives
and improved plant productivity, a $5.2 million gdiom the settlement of a breach of contract disjpmd $3.5 million of proceeds received from a
business interruption claim. Operating income i02®&as hurt by a $108.4 million non-cash goodwilpairment charge and a $44.8 million non-cash
fixed asset impairment charge related to our Ewanpesilient flooring business.

Wood Flooring

Change is
Predecessc Predecessc
2005 2004 Favorable
Total Segment Net Salés $ 833.¢ $ 8321 0.2%

Operating Incom $ 60.C $ 514 18.5%

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

Net sales in 2005 were flat. Total unit volume @ased 2%, on growth in engineered floors of 10%ally@ar growth was constrained by volu
weakness in the beginning of the year due to coithyeepricing actions. Net sales were also negétiirapacted by price declines which were made in
response to declining lumber prices and to conipeffressures.

Operating income increased by $9.5 million, desfited asset impairment charges of $15.4 millio2@®5. Operating results benefited from declines in
lumber pricing and manufacturing efficiencies rethto cost reduction initiatives and improvementprioductivity at some plant locations.

Building Products

Change is Favorable
Excluding Effects

of Foreign
Predecessc Predecessc As Exchange Rates
2005 2004 Reported @
Net Sales
Americas $ 633.C $ 573.C 10.5% 9.¢%
Europe 346.¢ 335.¢ 3.2% 1.€%
Pacific Rim 67.€ 62.€ 8.C% 5.8%
Total Segment Net Sali $ 1,047.¢ $ 971.7 7.8% 6.S%

Operating Incom $ 148:F $ 127.( 16.%% 15.99%

@ Excludes favorable foreign exchange rate effettanslation of $8.7 million on net sales and $1ilian on operating income.

Excluding the translation effect of changes in iimneexchange rates, net sales in the Americasaser10% on the strength of volume growth and price
realization. Sales to the U.S. Commercial marketsvd 0%, including approximately 3% unit volumegtb, due to favorable market conditions. Net
sales also benefited from volume and price increasthe Residential markets.

Excluding the translation effect of changes in iigmeexchange rates, net sales in Europe grew ajppately 2%. Unit volume of mineral fiber products,
which constitute the majority of our European safgsw by approximately 1%. Within the Western Eagan market, growth in the U.K., France and
Italy did not offset double-digit declines in thenmaining countries related to lower commercial raark
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activity. Conversely, sales in the emerging markétSastern Europe (primarily Russia) increasediab®bt due to construction growth. Products sold to
the emerging markets tend to have lower margings phhaducts sold into Western Europe. Excludingttaaslation effect of changes in foreign excha
rates, net sales of metal ceilings declined 9% eakwess in core markets.

Excluding the translation effect of changes in iigmeexchange rates, net sales in the Pacific Rareased about 6%, with strength in the Indian and
Australian markets offsetting weak Chinese markets.

Excluding the translation effect of changes in iigmeexchange rates, Building Products operatingrme grew nearly 16%. Volume growth and
increased equity earnings in WAVE drove operatimgpime improvement despite higher selling expensdstéd to volume). Price realization essent
offset inflationary pressure from raw materialseigy and freight.

Cabinets
Predecessc Predecessc Change is
2005 2004 (Unfavorable)
Total Segment Net Salés $ 212t $ 213« (0.2%

Operating Income (Los! $ (9.7 $ 14 Unfavorable

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

Net sales in 2005 were basically flat versus 2@0#e increases and mix improvement related to preduct introductions were offset by volui
declines related to poor customer service. Custdeael times and fill rates deteriorated due tolamped manufacturing inefficiencies related to plan
consolidation.

Operating losses in 2005 were caused by sales eotlatlines, manufacturing inefficiencies in the agring plants resulting from the transfer of

production from Morristown and higher SG&A expensaated to investment in process improvementdtiites, partially offset by improved product
mix and higher selling prices.

Unallocated Corporate

Unallocated corporate expense of $70.2 million@0%2increased from $64.7 million in 2004. This ease was primarily due to the $16.9 million
curtailment charge in the fourth quarter of 200atesl to changes to our U.S. pension plan, andégteeh compensation program costs (retention bon
incentive compensation, executive transition angismce). These increases were partially offsébler environmental charges, the reversal of a
contingent liability and an increased U.S. pensiadit.

FINANCIAL CONDITION AND LIQUIDITY
Cash Flow

As shown on the Consolidated Statements of Cashsrlour cash and cash equivalents balance incrégs$86.3 million in 2005, compared to a $31.6
million increase in 2004.

Operating activities in 2005 provided $146.7 mitliof net cash, or $3.9 million more than the $14fifion provided in 2004. The increase was
primarily due to changes in inventories, partiaffset by changes in accounts payable and accixymehses and cash taxes paid. In 2005 we decreased
inventories by $1.5 million compared with an in@eaf $61.7 million in 2004 which was primarily e by our efforts to improve customer service in
Wood Flooring during 2004. Also, in 2005 accourdgable and accrued expenses increased by $8.6mtllimpared with an increase of $61.1 million
in 2004. The large increase in 2004 was primarnilyesh by higher accruals for employee incentived imcreased trade payables related primarily to
increased capital expenditures. Cash taxes paid \weter in 2005 by $34.4 million primarily due toestructuring of subsidiary capital that resuited

tax benefit on debt impairment of $29.6 million.
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Net cash used for investing activities was $48 Bigniin 2005, compared to $111.7 million in 200%e decrease was primarily due to $38.3 millio
proceeds received from the sale of some notesvadei the proceeds from the sale of an equitjiattifor $20.6 million and an increase in
distributions received from WAVE of $13.0 million.

Net cash totaling $3.9 million was used for ounfining activities in 2005, compared to $7.0 millior2004. The yei-to-year change was due to lower
payments of long-term debt in 2005 and increased-4érm borrowing for 2005 working capital needs ¢ertain subsidiaries that are not participating
in our Chapter 11 Case.

OFF-BALANCE SHEET ARRANGEMENTS
No disclosures are required pursuant to Item 308 (@f Regulation -K.

CONTRACTUAL OBLIGATIONS

As part of our normal operations, we enter into atons contractual obligations that require spepifigments during the term of the various agreerr
The following table includes amounts ongoing unatertractual obligations existing as of December2BD6. Only known payments that are dependent
solely on the passage of time are included. Obtigatunder contracts that contain minimum paymengunts are shown at the minimum payment
amount. Contracts that have variable payment strestwithout minimum payments are excluded. Purcloaders that are entered into in the normal
course of business are also excluded because thegaerally cancelable and not legally binding.oimts are presented below based upon the cur
scheduled payment terms. Actual future payments difésr from the amounts presented below due togka in payment terms or events leading to
payments in addition to the minimum contractual amns.

2007 2008 2009 2010 2011 Thereafter Total
Long-Term Debi $10.¢ $20.7 $34.C $35z $237.7 $ 473.¢ $812«
Capital Lease Obligatiorts 0.€ 0.4 — — — 0.1 11
Operating Lease Obligatiofis 14.€ 12.C 8.8 4.7 2.3 7.2 49.¢
Unconditional Purchase Obligatiofis 17.1 11.2 6.C 4.C — 0.1 38.4
Other Long-Term Obligation® 1.€ — — — — — 1.€
Total Contractual Obligatior $45.1 $44.5 $48.6 $43.¢ $240.C $ 481.. $903.

@ Capital and operating lease obligations includentirimum lease payments due under existing leasseagents with noncancelable lease terms in
excess of one year.

@ Unconditional purchase obligations include (a) pase contracts whereby we must make guaranteechmimpayments of a specified amount
regardless of how little material is actually puasid (“take or pay” contracts) and (b) service egents. Unconditional purchase obligations
exclude contracts entered into during the normatsm® of business that are non-cancelable and et der unit fees, but where the monthly
commitment varies based upon usage. Cellular phoneacts are an example.

®  Other long-term obligations include payments ursiaferance agreements.

We have issued financial guarantees to assure payonebehalf of our subsidiaries in the event dadk on various debt and lease obligations in the
table above. We have not issued any guaranteestaiftof joint-venture or unrelated businesses.

For the past several years, we have maintained@ement with the lending institution of one of flooring distributors. Under this agreement, i th
distributor was to default on its obligations ahd tender foreclosed on the assets, the bank cetuch a large portion of our products still at the
distributor (subject to certain quality, currenbguct line and roll size minimum criteria) for dwed of original cost. In October 2006, the lending
institution of the distributor notified us that thestributor had defaulted on its
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obligations. As a result of the distributor’'s ddfawe refunded the bank $1.1 million and returtteslrelated products to our inventory.

We are party to supply agreements, some of whighire the purchase of inventory remaining at thgpsiar upon termination of the agreement. The
such agreement will expire on July 31, 2009. Had¢hagreements terminated at December 31, 2006tAmg would have been obligated to purchase
approximately $12.3 million of inventory. Historlbg due to production planning, we have not haguochase material amounts of product at the el
similar contracts. Accordingly, no liability hasdrerecorded for most of these guarantees. As oémber 31, 2006, we were required to purchase
approximately $0.3 million of inventory held by oakour suppliers and a liability was recordedtfas inventory.

As part of our executive compensation plan, certaiment and former executives participate in &-gjullar insurance program where we are respon

for remitting the premiums. Since 1998, the prograas closed to new participants. As of Decembe2806, we carried a cash surrender value asset o
$7.8 million related to this program. Should wecdistinue making premium payments, the insured ekexsihave the right to the entire policy cash
surrender value. In light of the Sarbanes-Oxley, et believe it is inappropriate to make the prempayments for three of the executives particigatin
in this plan. As a result, we have required théseet individuals to make the premium payments tdinae the policy.

We utilize lines of credit and other commercial enitments in order to ensure that adequate fundaa#able to meet operating requirements. Letters
of credit are issued to third party suppliers, msge and financial institutions and typically catly be drawn upon in the event of our failure &y pur
obligations to the beneficiary. This table summesithe commitments we have available for use &eoémber 31, 2006. Letters of credit are currently
arranged through our revolving credit facility. @én letters of credit arranged with another bar@rgo our Chapter 11 filing remain outstanding.

Total Less
Amounts Than 1 1-3 4-5 Over 5
Other Commercial Commitments Committed Year Years Years Years
Letters of Credi $ 66.& $66.¢ — — —

In addition, we have lines of credit for certaiteimational operations totaling $52.4 million, dfiigh $8.0 million was used at December 31, 2006 and
$44.4 million was available to ensure funds arelabke to meet operating requirements.

In disposing of assets, AWI and some subsidiarée® fentered into contracts that included variodsiimity provisions, covering such matters as taxes,
environmental liabilities and asbestos and othiggeliion. Some of these contracts have exposutieslitout many do not. Due to the nature of the
indemnities, it is not possible to estimate theeptil maximum exposure under these contractscémiracts under which an indemnity claim has been
received, a liability of $4.0 million has been reded as of December 31, 2006. See Note 21 of timsdlidated Financial Statements for additional
information.

In September 1999, we sold our Textiles Producesaions. As part of the divestiture agreementtremesferred certain liabilities and assets to the
purchaser to cover pension payments earned bydhefarce as of the sale date. We also reimbursegtirchaser for such pension payments that were
not covered by the pension assets. In additioragveed to reimburse the purchaser for the tax itngfamur reimbursement of the pension payments.
This agreement had no termination date. In thel thirarter of 2006, we settled this liability andieated the agreement.
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RELATED PARTIES
See Note 31 of the Consolidated Financial Statesrfenta discussion of our relationships with WAViddnterface Solutions, Inc. (“ISI”).

Related party transactions with executives andideiirectors are discussed in Item 13 - Certain
Relationships and Related Transactions, and Dirécttependence.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK
Market Risk

We are exposed to market risk from changes indoreurrency exchange rates, interest rates and odityrprices that could impact our results of
operations and financial condition. We use forwsar@ps and option contracts to hedge currency aminoality exposures. We regularly monitor
developments in the capital markets and only @ntercurrency and commodity transactions with di&thbd counterparties having investment-grade
ratings. Exposure to individual counterpartiesastoolled, and thus we consider the risk of coupaesy default to be negligible. Forward swap and
option contracts are entered into for periods «iasi with underlying exposure and do not con&ipgdsitions independent of those exposures. We use
derivative financial instruments as risk managenteois and not for speculative trading purposesddition, derivative financial instruments are
entered into with a diversified group of major fircéal institutions in order to manage our expogarpotential nonperformance on such instruments.

Interest Rate Sensitivity

Armstrong is subject to interest rate variabilityits Term Loan A, Term Loan B, revolving creditiladty and other borrowings. There were no
borrowings under the revolving credit facility a@sDecember 31, 2006. A hypothetical increase ofguarter percentage point in interest rates from
December 31, 2006 levels would increase 2007 istengoense by approximately $2 million. We may exednterest rate swaps at some future date to
mitigate our risk to interest rate variability.

Due to AWI's Chapter 11 Filing in December 2000 adfected debt was classified as liabilities sebje compromise until October 2, 2006 when AWI
emerged from bankruptcy. While operating as a dehtpossession, AWI did not pay any principal girgst or other payments on this debt unless
approved by the Bankruptcy Court. However, we o debt in entities that were not a part of thagér 11 filing, which was paid on schedule.

The table below provides information about our kbegn debt obligations as of December 31, 2006,ecember 31, 2005, including payment
requirements and related weight@eerage interest rates by scheduled maturity datesinformation is presented in U.S. dollar eqléugs, which is ot
reporting currency. The December 31, 2005 amouwltsibreflect only debt of entities that were ngtaat of the Chapter 11 Filing.

Successor Compan'
Scheduled maturity date After
($ millions) 2007 2008 2009 2010 2011 2012 Total

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

Fixed rate $ 0.6 $ 05 <$ 0.1 <$ 0.1 <$ 0.1 <$ 0.1 $ 11
Avg. interest ratt 7.54 % 7.4% 5.85% 7.62% 7.62% 7.62% 7.4%%
Variable rate $10.3 $20.2 $ 34.0 $ 35.2 $ 237.7 $ 473.9 $811.3
Avg. interest ratt 6.91% 6.87% 6.1(% 6.86% 6.85% 7.1(% 6.91%

Predecessor Compan'
Scheduled maturity date After
($ millions) 2006 2007 2008 2009 2010 2011 Total

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

Fixed rate $44 $0.7 $ 0.2 — — $ 01 $54
Avg. interest ratt 6.22 % 7.55 % 7.63 % — — 7.63 % 6.47 %
Variable rate $ 1.0 $1.0 $11 $ 111 $ 1.2 $ 6.1 $ 215
Avg. interest ratt 5.61 % 3.73 % 3.76 % 3.85% 3.8(% 411 % 3.99%
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Exchange Rate Sensitivity

We manufacture and sell our products in a numbepuohtries throughout the world and, as a restdteaposed to movements in foreign currency
exchange rates. To a large extent, our global nsaturfing and sales provide a natural hedge ofdareurrency exchange rate movement. We have use
foreign currency forward exchange contracts to cechur remaining exposure. At December 31, 20061s&1ong’s major foreign currency exposures
are to the Euro, the Canadian dollar and the Brjtisund. A 10% strengthening of all currencies sgfahe U.S. dollar compared to December 31, 2006
levels would decrease our 2007 earnings beforenedaxes by approximately $5 million.

We also use foreign currency forward exchange ectdrto hedge exposures created by cross-curratergompany loans.

The table below details our outstanding currensyriments as of December 31, 2006 and 2005. Alingteuments outstanding as of December 31,
2006 have scheduled maturity dates on or beforember 31, 2007.

Maturing in:
On balance sheet foreign exchange related derivats 2007 2008 Total
Successor Company
As of December 31, 20(
Notional amounts (millions $381.f $0.C $381.t
Liabilities at fair value (millions $ 20 — % (20
Maturing in:
2006 2007 _Total
Predecessor Company
As of December 31, 20(
Notional amounts (millions $482.f $3.2 $485.7
Assets at fair value (millions $ 15 — $ 1t
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Commodity Price Sensitivity

We purchase natural gas for use in the manufaofureiling tiles and other products, as well akéat many of our facilities. As a result, we arpasec

to movements in the price of natural gas. We hapeliay of reducing natural gas cost volatilityatigh derivative instruments, including forward swap
contracts, purchased call options, and zero-cdistreoA 10% increase in natural gas prices conpaydecember 31, 2006 prices would increase our
expenses by approximately $5 million. The tablewgbrovides information about Armstrong’s naturasgontracts as of December 31, 2006 and 2005
that are sensitive to changes in commodity priesional amounts and price ranges are in milliohBta's (MMBtu).

Maturing in:
2007 2008 Total
On balance sheet commodity related derivat
Successor Company As of December 31, 2
Contract amounts (MMBtL 4,670,00C 1,410,00C 6,080,00C
Contract price range ($/MMBtt $8.50-$11.8¢ $8.52-$10.8 $8.50-$11.8¢
Assets at fair value (millions $1.9 $0.6 $2.5
Maturing in:
2006 2007 Total
Predecessor Company As of December 31, .
Contract amounts (MMBtL 4,950,00C 1,800,00C 6,750,00C
Contract price range ($/MMBtt $5.54-$11.8( $9.56-$11.8¢ $5.54-$11.8¢
Assets at fair value (millions $15.0 $3.7 $18.7
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
SUPPLEMENTARY DATA
Quarterly Financial Information for the Years End@ecember 31, 2006 and 2005 (Unaudited)

The following consolidated financial statementsféesl as part of this Annual Report on Form 10-K:
Report of Independent Registered Public Accounfimm

Consolidated Statements of Earnings for the ThreathPeriod Ended December 31, 2006 (Successor &ojpnd the Nine Month Period Ended
September 30, 2008and the Years Ended December 31, 2005 and 200dgé&ssor Company)

Consolidated Balance Sheets as of December 31, (@@8essor Company) and 2005 (Predecessor Company)

Consolidated Statements of Shareholders’ Equityi¢iefor the Three Months Ended December 31, 2(®&ccessor Company) and the Nine Months
Ended September 30, 2088nd the Years Ended December 31, 2005 and 200ddggssor Company)

Consolidated Statements of Cash Flows for the Thteeths Ended December 31, 2006 (Successor Compaudybhe Nine Months Ended
September 30, 2008and the Years Ended December 31, 2005 and 200dg&&ssor Company)

Notes to Consolidated Financial Statem

Schedule 11 for the Three Month Period Ended Deaardli, 2006 (Successor Company) and the Nine MBettod Ended September 30, 200énd
the Years Ended December 31, 2005 and 2004 (Prestac8ompany)

@ The financial statements for the nine month peended September 30, 2006 include the effects dPldwe of Reorganization and fresh-start
reporting in accordance with SOP 90-7 (see NotetBe Consolidated Financial Statements).
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QUARTERLY FINANCIAL INFORMATION
ARMSTRONG WORLD INDUSTRIES, INC. (unaudited)

Successo
(millions except for per share data’ Predecessor Compan' Company
First Second Third @) Fourth

2006Net sales $822.2 $884.C $ 9024 $817.3
Gross profil 167.¢ 203.¢ 208.9 156.9
Net earnings from continuing operatic 27.7 49.€¢ 1,346.9 3.3

Per share of common stock:
Basic n/e n/e nd $ 0.06
Diluted n/e n/e nd $ 0.06
Net earning: 28.C 40.z  1,287.4 2.2

Per share of common stock:
Basic n/e n/e ndq $ 0.04
Diluted n/e n/e ndq $ 0.04
Price range of common stc—high n/e n/e nilg $42.50
Price range of common stc—Ilow n/e n/e n/g $ 30.00

Predecessor Compan
First Second Third Fourth
2005Net sales $788.1 $861.« $ 871.¢ $8055
Gross profil 164.: 184.t 198.¢ 127.2
Net earnings from continuing operatic 1.1 17.€ 43.¢ 43.6
Per share of common stoc
Basic n/e n/e n/e n/a
Diluted n/e n/e n/e n/a
Net earnings (loss 3.2 17.: 46.1 50.9
Per share of common stoc

Basic n/e n/e n/e n/a
Diluted n/e n/e n/e n/a
Price range of common stc—high n/e n/e n/e n/a
Price range of common stc—Ilow n/e n/e n/e n/a

@ Reflects the effects of the Plan of Reorganizaind fresh-start reporting. See Note 3 to the Cadfest®ld Financial Statements.

There were no dividends paid in 2006 or 2005. THe Excility stipulated that AWI could not declarepay any dividends either directly or indirectly
and bankruptcy law bars dividends by companieshap@er 11.

Note: The net sales and gross profit amounts reg@iove are reported on a continuing operatiosis |

Fourth Quarter 2006 Compared With Fourth Quarter 2005

Net sales of $817.3 million in the fourth quarté2606 increased from net sales of $805.5 milliothie fourth quarter of 2005, an increase of 1.
Excluding the favorable effects of foreign exchargtes of $13.1 million, net sales were flat asgrealization and better product mix offset volume
declines. Resilient Flooring net sales decreaseih 3excluding the favorable effects of foreign exwe rates,
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primarily due to declining volumes. Wood Flooringtisales decreased by 7.8% due to weakness in.$heekidential markets. Building Products net
sales increased by 7.4%, excluding the favoralféz&f of foreign exchange rates of $7.0 millione doincreased selling prices and improved product
mix. Cabinets increased by 11.7% on improved paite volume. Net sales decreased 3.4% in the Ansertoecluding the favorable effects of foreign
exchange rates of $11.1 million, Europe net saleeased 11.2% and Pacific Rim sales increase® 1994

Operating expenses in the fourth quarter of 200@wepacted by the effects of adopting fressért reporting, as a result of AWI emerging fromma@ter
11 on October 2, 2006 (net sales were not impangefcesh-start reporting). In addition, both 200 2005 operating expenses were impacted by
several other significant items. The fresh-stad ather significant items, which impacted cost obds sold (“COGS”), selling, general and
administrative expenses (“SG&A”), restructuring iifes and equity earnings, include:

Increase / (Reduction) in Expenses, reported in $ithions

Item Where Reported 2006 2005
Fresh-Start @:

Change in depreciation and amortizat COGS $(1.3 —
Change in costs for benefit pla COGS (4.6) —
Impact on hedgir-related activity COGS (2.0 —
Inventory-related cost COGS 29.€ —
Change in depreciation and amortizat SG&A 2.8 —
Change in costs for benefit pla SG&A 23 —
Inventory-related costs (WAVE Equity Earnings 3.7
Expenses from WAVE st-up Equity Earnings 1.7 —
Other Significant Items:

Business interruption claif® COGS 4.7 $@1.)
Cost reduction initiatives expens@s COGS 0.5 19.2
Pension curtailment charg@ COGS — 11.4
Fixed asset impairmen COGS — 2.7
Pension curtailment charée SG&A — 5.2
Chapter 11 related post-emergence expefises SG&A 4.6 —
Fixed asset impairmen SG&A — 0.t
Cost reduction initiatives expens@s Restructuring 1.7 6.C

@ See Note 3 for more information on fresh-start répg.

@ In the fourth quarter, we received the final paytrfena business interruption claim, totaling $#iflion. We received $1.1 million in the fourth
quarter of 2005 for the same claim.

@) See “Factors Affecting Operating Costs” and Notddt5 discussion on the cost reduction expenségansion curtailment charges.

@ AWI incurred $4.6 million in expenses during theifin quarter for Chapter 11 related post-emergewtities.

For the fourth quarter of 2006, the cost of goauld svas 80.8% of net sales, compared to 84.2% @520he 3.4 percentage point improvement was the
result of benefits from higher selling prices, paiily in Building Products, better manufacturingfpemance, mainly in the Resilient and Wood Flog
businesses, and improvement from sales mix. Cagbodls sold in 2006 also benefited from a larg&. dension plan credit. These factors more than
offset raw material inflation across all busines$esddition, cost of goods sold in 2006 and 20@%5e impacted by the items as detailed in the above
table.

SG&A expenses for the fourth quarter of 2006 welré4$0 million as compared to $142.2 million for foarth quarter of 2005. Resilient Flooring
reduced spending, while Building Products and Welmring grew at less than the rate of growth weraue. In addition, both 2006 and 2005 SG&A
expenses were impacted by the items as detailgatiabove table.
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An operating income from continuing operations ®6% million in the fourth quarter of 2006 compatedn operating loss of $10.1 million in the
fourth quarter of 2005.

The fourth quarter of 2005 had $5.7 million of Cteafl1 reorganization income due to the reversahadiccrual for professional fees for certain
advisors.

The tax expense from continuing operations forfthueth quarter of 2006 was $3.8 million comparea tax benefit of $45.3 million for the same pet
of 2005. The quarter to quarter comparative tagsrare not meaningful due to the loss from contigwiperations reported in 2005 of $4.4 million
versus the $7.1 million of income reported in 200Be 2006 fourth quarter tax rate was negativelyaated by nondeductible bankruptcy fees and
foreign losses with valuation allowances partialffset by favorable benefits from lower foreign taes, foreign exchange and foreign tax refunfls, o
which $1.5 million is related to a recent chang&arman tax law which allows for a recovery of poesly frozen imputation tax credits. The
comparative period of 2005 reflected $61.2 milladrtax benefits related to a subsidiary capitafreesuring.
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Report of Independent Registered Public Accounfiinm

The Board of Directors and Shareholders,
Armstrong World Industries, Inc.:

We have audited the accompanying consolidated diaastatements of Armstrong World Industries, laed subsidiaries (“the Company”) as listed in
the accompanying index on page 50. In connectioh atir audits of the consolidated financial statetsewe also have audited the financial statement
schedule as listed in the accompanying index oe pég These consolidated financial statementsiaaddial statement schedule are the responsibility
of the Company’s management. Our responsibilitg isxpress an opinion on these consolidated filmhstatements and financial statement schedule
based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamBigUnited States). Those standards require
that we plan and perform the audit to obtain reabmassurance about whether the financial statisraea free of material misstatement. An audit
includes examining, on a test basis, evidence stipgghe amounts and disclosures in the finarataements. An audit also includes assessing the
accounting principles used and significant estisatade by management, as well as evaluating thalbfisancial statement presentation. We believe
that our audits provide a reasonable basis foopiurion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all matenéspects, the financial position of Armstrong \ldor
Industries, Inc. and subsidiaries as of Decembge2BQ6 for the Successor Company and DecemberOB5, r the Predecessor Company, and the
results of their operations and their cash flowslie three months ended December 31, 2006 fdtizeessor Company, and for the nine months endec
September 30, 2006, and the years ended Decemb20@ and December 31, 2004 for the Predecessop&uy, in conformity with U.S. generally
accepted accounting principles. Also in our opinitie related financial statement schedule, whasidered in relation to the basic consolidated
financial statements taken as a whole, presenty,fai all material respects, the information &®th therein.

As discussed in Notes 1 and 3 to the consolidateshéial statements, on August 18, 2006, the BaptkyuCourt confirmed the Company’s Plan of
Reorganization (the Plan), related to its Chapliebdnkruptcy proceeding. The Plan became effectiv®ctober 2, 2006 and Armstrong World
Industries, Inc. emerged from the Chapter 11 baptksuproceeding. In connection with its emergemoenfthe Chapter 11 bankruptcy proceeding,
Armstrong World Industries, Inc. adopted freshisteporting pursuant to Statement of Position 90Fifiancial Reporting by Entities in Reorganization
Under the Bankruptcy Code” as of October 2, 2006aAesult, the financial statements of the Suct&Ssmpany are presented on a different basis thar
those of the Predecessor Company and, therefer@chicomparable in all respects. As describedatel8 to the consolidated financial statements, the
Company has reflected the effects of the Plan seghfstart reporting in the Predecessor Companth&nine month period ended September 30, 2006.
As discussed in Notes 16 and 18 to the consolidatadcial statements, upon adoption of fresh-s&gporting, the Company changed its method of
accounting for income tax contingencies as desdrilyeFASB Interpretation No. 48, “Accounting for thrtainty in Income Taxes — an interpretation of
FASB Statement No. 109" and its method of accognfiim defined benefit and other postretirement plas described by Statement of Financial
Accounting Standards No. 158, “Employers’ Accougtiar Defined Benefit Pension and Other PostretéeniPlans — an amendment of FASB
Statements No. 87, 88, 106, and 132(R).”

/sl KPMG LLP
Philadelphia, Pennsylvania
March 30, 2007
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Armstrong World Industries, Inc., and Subsidiaries

Consolidated Statements of Earnings
(amounts in millions, except per share data)

Net sales
Cost of goods sol

Gross profil

Selling, general and administrative exper
Goodwill impairment

Restructuring charges, r

Equity earnings from joint ventu

Operating income (los:

Interest expense (unrecorded contractual intefed.6, $57.6, $82.8 and
$86.9, respectively

Other nol-operating expens

Other nor-operating (income

Chapter 11 reorganization (income) costs,

Earnings (loss) from continuing operations befomime taxe
Income tax expense (benet
Income tax expense on settlement and -start adjustment

Earnings (loss) from continuing operatic
Gain (loss) from discontinued operations, net ®fdg$0.9, $(8.7), $2.8 and
$3.5

Net earnings (loss

Earnings per share of common stock, continuing aipers:

Basic
Diluted

Loss per share of common stock, discontinued ojpasat

Basic
Diluted

Net earnings per share of common stock:

Basic
Diluted

Average number of common shares outstanding:

Basic
Diluted

@ Reflects the effects of the Plan of Reorganizadind fresh-start reporting. See Note 3 to the Cadfestld Financial Statements.

Successol
Company
Three
Months
Ended
December 31
2006
$ 817.:
660.4
156.¢
144.C
1.7
.3
16.5
13.4
4.9)
7.1
3.8
3.2
@.mn
$ 2.2
$ 0.0¢
$ 0.0¢
$ (o.oz)l
$ (0.02)
$ 0.04
$ 0.04
55.C
55.2

Predecessor Compan'

Nine Months
Ended
September 3C

2006
$ 2,608.¢
2,028.°

579.¢

417.C

10.C
(41.9)
194.:

5.2
1.
(7.2)

(1,955.%)

2,150.¢
69.€
657.(

1,424

(68.9)
$ 1,355

n/e
n/e

n/e

n/e
n/e

n/e
n/e

Year Ended Year Ended
December 31 December 31
2005 2004
$ 3,326.¢ $ 3,279.

2,651.¢ 2,654
674.¢ 624.7
590.C 567.7
— 108.4
23.C 17.¢
(39.9) (31.6)
101.1 (37.7)
7.7 7.€
1.5 3.1
(11.§) (6.4)
(1.2 6.€
104.¢ (49.2)
(1.2 21.4
106.1 (70.6)
5.C (9.7
$ 111.1 $ (79.7)
n/e n/e
n/e n/e
n/e n/e
n/e n/e
n/e n/e
n/e n/e
n/e n/e
n/e n/e

See accompanying notes to consolidated finana&sients beginning on page 59.
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Balance Sheets
(amounts in millions, except share data)

Successo Predecesso
Company Company
December 31 December 31
2006 2005
Assets
Current assets:
Cash and cash equivalel $ 252t $ 6027
Accounts and notes receivable, 321.¢ 328.¢
Inventories, ne 521.7 514.t
Assets of discontinued business held for 121.¢ —
Deferred income taxe 6.8 15.4
Income tax receivabl 81.2 18.2
Other current asse 65.5 82.2
Total current asse 1,371. 1,561.:
Property, plant and equipment, less accumulatecedigtion and amortization of $28.8 and $1,628&3pectively 966.2 1,180.:
Insurance receivable for asbes«related liabilities, noncurrel — 88.¢
Prepaid pension cos 579.¢ 476.¢
Investment in affiliate 294.¢ 67.2
Goodwill — 134.2
Other intangibles, ne 669.¢ 32.7
Deferred income taxes, noncurrt 201. 967 .4
Other noncurrent asse 87.4 96.€
Total asset $ 4,170. $ 4,606.(
Liabilities and Shareholdergquity
Current liabilities:
Shor-term debt $ 3.8 $ 14.¢
Current installments of lol-term debt 10.¢ 54
Accounts payable and accrued exper 443.7 392t
Short term amounts due to affiliat — 10.C
Liabilities of discontinued business held for ¢ 53.2 —
Income tax payabl 2.¢ 10.C
Deferred income taxe 2.4 0.8
Total current liabilities 516.¢ 433.%
Liabilities subject to compromis 1.3 4,869.
Long-term debt, less current installme 801.F 21t
Postretirement and postemployment benefit liabg 373.% 258.¢
Pension benéefit liabilitie 207.¢ 223.7
Other lon¢-term liabilities 75.7 90.C
Income taxes payable, noncurr 10.7 —
Deferred income taxes, noncurrt 11.2 21.2
Minority interest in subsidiarie 7.5 7.6
Total noncurrent liabilitie 1,489.¢ 5,492.¢
Shareholders’ equity (deficit):
Common stock, par value per share $0.01 in 20065arid 2005 Authorized 200 million shares; issued
56,091,218 shares in 2006 and 51,878,910 sha&&)m 0.€ 51.¢
Capital in excess of par vali 2,099.¢ 172.€
Reduction for ESOP loan guaran — (142.9)
Retained earnings (accumulated defi 2.2 (910.9
Accumulated other comprehensive incc 62.1 37.1
Less common stock in treasury, at cost 2— 0 shares; 200- 11,393,170 share — (528.5)
Total shareholde’ equity (deficit) 2,164. (1,319.9




Total liabilities and shareholde equity (deficit) $ 4,170. $ 4,606.(

See accompanying notes to consolidated finan@gistents beginning on page 59.
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Common stock:

Balance at beginning of perit
Cancellation of Predecessor common sl
Issuance of Successor common st

Balance at end of peric

Capital in excess of par value:
Balance at beginning of perit

Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Shareholders’ Equity
(amounts in millions, except per share amounts)

Successol
Company

Predecessor Compan'

Three Months ended

Nine months endec

Elimination of additional paid in capital due to

cancellation of Predecessor common
Paid in capital associated with issuance
common stocl
Shar+-based employee compensat
Other

Balance at end of peric

Reduction for ESOP loan guarantee:
Balance at beginning of perit

Cancellation of Predecessor ESOP loan guar —

Balance at end of peric

Retained earnings (accumulated deficit):

Balance at beginning of perit
Net earnings (loss) for peric

Elimination of Predecessor retained earni

Balance at end of peric

Accumulated other comprehensive income (loss):

Balance at beginning of perit
Foreign currency translation adjustme
Derivative gain (loss), n¢
Pension adjustmen
Minimum pension liability adjustmen

Total other comprehensive income (lo

Elimination of Predecessor accumulated other

comprehensive incorr
Balance at end of peric

Comprehensive income (loss)

Less treasury stock at cost:

Balance at beginning of perit
Elimination of Predecessor treasury st

Balance at end of peric

Total shareholde’ equity (deficit)

December 31, 200 September 30, 2006Y Year 2005 Year 2004

$ 0.€ $ b51.¢ $ 51.¢ $ 51.¢

— (51.9) — —

— 0.€ — —

$ 0.€ $ 0.€ $ 51.¢ $ 51.€

$ 2,097.¢ $ 172.¢ $ 172.¢ $ 172.7

sl — (172.6) — —

of Suece

— 2,097.¢ — —

2.2 — — _

= — (0.1)

$ 2,099.¢ $2,097.¢ $ 172.¢ $ 172.¢

CJ— $ (142.) $ (142.9) $ (142.9)

_142: - i

$  — $ — $ (142.9) $ (142.9)

FJ— $ (910.9) $(1,021.9 $ (942.9)
22 $ 22| 1,355 $1,355.¢ 1117 $111. (79.7)  $(79.7)

— (445.0 — —

$ 2.2 $ — $ 1910.2) $!1,021.§)

$ — $ 37.1 $ 42.¢ $ 43.::

2.1 18. (14.1) 22.4

0.7 (9.5) 1.2 0.3

59.: — — —_

— (0.7 7.2 (23.9)
621 62.1 8.3 8.3 (5.7) (5.7) (05 (0.5

— (45.9) — —

$ 62.1 $ — $ 37.1 $ 42.¢
$64.c $1,364.: $ 105.¢ $!80.2)

FJ— $ (528.9) $ (528.5) $ (528.

— 528.t — _

$ = $ — $ (528.9) $ (528.5)

$ 2,164." $2,098.: $(1,319.S) ${1,425.1)

(1) Reflects the effects of the Plan of Reorganizasiod fres-start reporting. See Note 3 to the Consolidatedigial Statement:

See accompanying notes to consolidated finan@gistents beginning on page 59.
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Cash Flows

Successol
Company Predecessor Compan'
Three Months Nlngnl\(/jlggths
Decir::sgr 31 September 3C
2006 2006 Year 200¢ Year 200
Cash flows from operating activities:
Net earnings (loss $ 2.2 $ 1,355. $ 1111 $ (79.9)
Adjustments to reconcile net earnings (loss) tocash provided by (used by)
operating activities
Depreciation and amortizatic 32.2 101.2 141.C 151.(
Goodwill impairment — — — 108.4
Fixed asset impairmen — 0.€ 17.€ 64.7
Deferred income taxe 1.8 726.2 (24.6) (21.9)
Gain on sale of asse — (17.7) (0.2 (2.9)
Gain on sale of note — — (10.9 —
Equity earnings from affiliates, n (5.9 (41.9 (39.0 (33.5)
Gain on sale of investment in affiliat — — (3.9 —
Chapter 11 reorganization (income) costs, — 15.2 (1.2 6.S
Chapter 11 reorganization costs paym: — (23.7) (22.7) (15.9)
Pos-emergence chapter 11 fe 4.€ — — —
Pos-emergence chapter 11 payme (4.0 — — —
Restructuring charges, net of revers 1.7 10.C 23.2 18.:
Restructuring paymen (0.49) (3.0 (24.0 4.7
Asbesto-related insurance recoveri — 7.C — 4.t
Cash effect of hedging activiti (3.2) (2.9 21.¢€ 1.1
Gain on discharge of debt and liabilities subjeat@ampromise — (1,510.9 — —
Non-cash fres-start adjustment — (389.5) — —
Changes in operating assets and liabilities:
Receivable: 49.€ (66.0 (8.7) (9.5)
Inventories 54.¢ (22.9) 1.5 (61.7)
Other current asse (5.2) 2.C 3.7 11.¢
Other noncurrent asse (13.9 (45.9) (16.8) (34.¢)
Accounts payable and accrued exper (11.7) 11.2 8.5 61.1
Income taxes payab (4.6) (64.7) (16.7) (31.9)
Other lon-term liabilities (2.9 (20.5 (20.7) 35
Cash distributed under the P( (28.6) (804.)) — —
Other, ne 1.1 5.6 3.4 6.S
Net cash provided by (used by) operating activ 70.1 (746.)) 146.7 142.¢
Cash flows from investing activities:
Purchases of property, plant and equipment and atenpoftware (40.9) (98.9 (135.5) (134.0
Purchase of minority intere — (2.5 — —
Acquisitions — (60.5) — —
Proceeds from sale of not — — 38.c —
Distributions from equity affiliate 25.C 18.C 23.C 10.C
Investment in affiliate — 4.3 — —
Proceeds from sale of investment in affilia — — 20.€ —
Loan to affiliate — (6.3 — —
Proceeds from the sale of ass — 39.1 5.1 12.5
Net cash (used for) investing activiti (15.9) (113.7) (48.5) (111.5)
Cash flows from financing activities:
Increase/(decrease) in st-term debt, ne 2.8 (15.2) 5.1 4.C
Issuance of lor-term debt — 800.( — —
Payments of lor-term deb (0.2 (15.5) (7.6) (9.9)
Payments under the PC — (300.%) — —
Dividend to minority interes — (2.2) — —
Debt issuance cos (20.7) — — —
Other, ne — 0.5 (1.4) (1.2)
Net cash provided by (used for) financing actis (8.1 468.( (3.9 (7.0)
Effect of exchange rate changes on cash and casbaénts 1.3 5.4 (8.0) 7.5




(€]

Net increase (decrease) in cash and cash equis $ 48.C $ (386.9) $ 86.5 $ 31.€
Cash and cash equivalents at beginning of pe $  215:¢ $ 602.2 $ 515.¢ $ 484.%
Cash and cash equivalents at end of pe $ 263.¢ $ 215:¢ $ 602.2 $ 515.¢
Cash and cash equivalents at end of period frooodiued operatior 11.5 — — —

Cash and cash equivalents at end of period frortimugng operation: $ 252t $ 215 $ 602.2 $ 515.¢

Reflects the effects of the Plan of Reorganizatind fresh-start reporting. See Note 3 to the Castesteld Financial Statements.

See accompanying notes to consolidated finan@gistents beginning on page 59.

58



Table of Contents

Armstrong World Industries, Inc., and Subsidiaries
Notes to Consolidated Financial Statements
(dollar amounts in millions)

NOTE 1. BUSINESS AND CHAPTER 11 REORGANIZATIO

Armstrong World Industries, Inc. (“AWI”) is a Peryigania corporation incorporated in 1891. On Decent) 2000, AWI filed a voluntary petition for
relief under Chapter 11 of the U.S. Bankruptcy Cimderder to use the court-supervised reorganingtiocess to achieve a resolution of AWI’s
asbestos-related liability. On October 2, 2006, wak conditions precedent were met, AWI’s planedrganization (the “POR”), as confirmed by the
U.S. District Court for the District of Delaware byder dated August 18, 2006, became effective fdltlemerged from Chapter 11.

Armstrong Holdings, Inc. (“AHI") is a Pennsylvargarporation and, as of September 30, 2006, wapuhbcly held parent holding company of AWI.
AHI’s only operation was its indirect ownershiprabgh Armstrong Worldwide, Inc. (“AWWD,” a Delawaoerporation), of all of the capital stock of
AWI. Upon AWI's POR becoming effective on October2D06, all then-current shares of AWI were camrckland AHI was not entitled to any
distribution under the POR in respect of its forrequity interest in AWI. AHI, AWWD, and AWI havesettlement of claims pending court approval in
AWI's Chapter 11 case. See “Matters Concerning Afdt"additional information about the settlement.

"o«

When we refer to “we”, “our” and “us” in this regpwe are referring to AWI and its subsidiariesfé®ences in this report to “reorganized Armstrong”
are to AWI as it was reorganized under the POR cioli®r 2, 2006, and its subsidiaries collectivéle use the term “AWI” when we are referring
solely to Armstrong World Industries, Inc.

AWI's two wholly-owned subsidiaries that commend&iubpter 11 proceedings at the same time as AWlirem&hapter 11. The following
summarizes the events in its Chapter 11 caseaddblAWI's emergence.

Proceedings under Chapter 11

On December 6, 2000, AWI, the major operating glibsy of AHI, filed a voluntary petition for relidthe “Filing”) under Chapter 11 of the U.S.
Bankruptcy Code (the “Bankruptcy Code”) in the ditStates Bankruptcy Court for the District of Dedae (the “Bankruptcy Court”) in order to use

the court-supervised reorganization process toegeha resolution of AWI's asbestos-related liapilAlso filing under Chapter 11 were two of AWI’s
wholly-owned subsidiaries, Nitram Liquidators, liftNitram”) and Desseaux Corporation of North Anea;iInc. (“Desseaux”). The Chapter 11 cases
are being jointly administered under case numbet4Xll (the “Chapter 11 Case”). Shortly after itsmooencement, the Chapter 11 Case was assigned t
Judge Randall J. Newsome. His appointment as @nggudge in the District of Delaware ended on Bmaber 31, 2003. On January 6, 2004, the Ch

11 Case was assigned to Judge Judith K. Fitzgerald.

AHI and all of AWI's other direct and indirect sudigries and affiliates, including Armstrong WoortbBucts Inc. (formerly Triangle Pacific Corp.),
WAVE (AW!I’s ceiling grid systems joint venture witWorthington Industries, Inc.), Armstrong Canadad &rmstrong DLW AG, were not a part of the
Filing and accordingly, except for any asbestoatesl liability that also relates, directly or iretitly, to the pre-Filing activities of AWI, the bdities,
including asbestos-related liability if any, of sumompanies were not resolved in AWI's Chapter 4%eC See below under “The Asbestos Personal
Injury Trust” and Note 32 under “Asbestos-Relatétibation”.

Through October 1, 2006, AWI operated its busirrgebmanaged its properties as a debtor-in-possessiect to the provisions of the Bankruptcy
Code. Pursuant to the provisions of the Bankrugtogie, AWI was not permitted to pay any claims digattions which arose prior to the Filing date
(prepetition claims) unless specifically authorizgdthe Bankruptcy Court. Similarly, claimants abulbt enforce any prepetition claims unless
specifically authorized by the Bankruptcy Courtabidition, as a debtor-in-possession, AWI had iiet r subject to the Bankruptcy Court’s approval, t
assume or reject any executory contracts and ureekfgases in existence at the date of the Fithogne of these were specifically assumed and others
were specifically rejected already in the coursthefChapter 11 Case. In the plan of reorganizafitil identified other executory contracts and
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unexpired leases that it assumed or rejected aféech the Effective Date; any not specifically@sgd under the plan of reorganization were rejeas
of that date.

Three creditors’ committees, one representing asbgeersonal injury claimants (the “Asbestos Peabktnjury Claimants’ Committee”), one

representing asbestos property damage claimamt$Abestos Property Damage Committee”), and theraepresenting other unsecured creditors (the
“Unsecured Creditors’ Committee”), were appointedhie Chapter 11 Case. In addition, an individuas @ppointed to represent the interests of future
asbestos personal injury claimants (the “Futuren@ats’ Representative”). In accordance with thevigions of the Bankruptcy Code, these parties had
the right to be heard on matters that came befed®ankruptcy Court in the Chapter 11 Case. Upsalugion of all asbestos property damage claims,
the Asbestos Property Damage Committee was disdakmn AWI's emergence from Chapter 11 on Octéhe006, the Asbestos Personal Injury
Claimants’ Committee and the Unsecured Creditosh@ittee were disbanded. The Future Claimants’ &aprtative will continue to serve, but as of
October 2, 2006 his expenses will be borne by thieeatos Personal Injury Trust established undepltreof reorganization as described below.

Plan of Reorganization and Disclosure Statement

On November 4, 2002, AWI filed a plan of reorgatima with the Bankruptcy Court. Subsequently, AWéd several amendments to the plan, along
with various exhibits. The Fourth Amended Plan ebRyanization, with certain exhibits, was filedMay 23, 2003 and, as so amended and as modified
by modifications filed with the Bankruptcy Court¢tugh May 23, 2006, was confirmed by the U.S. is@ourt for the District of Delaware (the
“Court”) on August 18, 2006. Such plan, as confidnie referred to in this report as the “POR”. Riarst to the POR, upon emergence from Chapter 11
on October 2, 2006, AWI continued to conduct itstixg lines of business with a reorganized capitalcture under which, among other things, its
existing shares were cancelled and new commonsbéareorganized Armstrong and cash were issuéd tmsecured creditors and to the Armstrong
World Industries, Inc. Asbestos Personal Injunytl8etent Trust (the “Asbestos PI Trusthhich was established under the POR, as descrigledvbfor

the benefit of AWI's current and future asbestdatesl personal injury claimants, in full satisfactiof their claims against AWI. The POR excludes
AWI's Nitram and Desseaux subsidiaries, neithewbich is material to Armstrong and which are punguseparate resolutions of their Chapter 11 cases
that are expected to result in the winding up efrtaffairs.

In connection with the vote of creditors on the R@RVI prepared a disclosure statement concerngigusiness and the POR, including certain
projected financial information assuming an effetilate of the POR of July 1, 2003, intended toatestrate to the Bankruptcy Court the feasibility of
the POR and AW!I’s ability to continue operation®ajts emergence from Chapter 11. On May 30, 20@8Bankruptcy Court approved the disclosure
statement for distribution to parties in interesthie Chapter 11 Case. The projected financiatinéion included in the disclosure statement was
updated in certain respects by information subwhittethe Bankruptcy Court in connection with thenBauptcy Court’s November 2003 hearing on
confirmation of the POR and was not otherwise updl&br use in any submission made in the Chapt&akk. This projected financial information was
prepared for the limited purposes of consideralipthe Bankruptcy Court, creditors and other patritieinterest in the Chapter 11 Case of matters
pertinent to the case. The projected financialrimition and estimates of value were prepared by Al its financial advisors and were not audited or
reviewed by independent accountants. At the tinag there prepared in 2003, the projections refleotederous assumptions concerning reorganized
Armstrong’s anticipated future performance and wibpect to prevailing and anticipated market ammhemic conditions, which were and remain
beyond our control and which may not materializejéttions are inherently subject to significant amumerous uncertainties and to a wide variety of
significant business, economic and competitivesrisid the assumptions underlying the projectionslmanrong in a material respect. Actual results
have and may vary significantly from those conteatgad by the projections.

During 2003, the POR was submitted for a vote byl/reditors for its approval. It was approved bgheereditor class that was entitled to vote on
POR except the class of unsecured creditors. On
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November 17 and 18, 2003, the Bankruptcy Court hdidaring on confirmation of the POR and on Dea¥riB, 2003, issued proposed findings of
and conclusions of law and a proposed order coirfgrthe POR, notwithstanding the rejection of tl@RPby the class of unsecured creditors. On
December 29, 2003, the Unsecured Creditors’ Coramfited an objection to the Bankruptcy Court’sgmeed findings of fact and conclusions of law
and the proposed order of confirmation of the POR.

In order for AWI's POR to be confirmed, the U.S. District Court tadlso issue findings of fact and conclusionsaef in support of confirmation of tl
POR, enter or affirm an order confirming the POR &sue an injunction under Section 524(g) of thalBuptcy Code (see “Asbestos Personal Injury
Trust” below). Following procedural delays concemthe status of the prior U.S. District Court jedgesiding over AWI's Chapter 11 Case, the case
was assigned to U.S. District Court Judge Eduard@dbreno in June 2004. A hearing was held befadgd Robreno on December 15, 2004 to con
the objections to confirmation of the POR. On Feby23, 2005, Judge Robreno ruled that the PORJdawmetl be confirmed. In the court’s decision, the
Judge found that, because the class of unsecurdias voted to reject the POR, the distributibvarrants to the existing equity holder (AHI),tagn
provided under the POR, violated the absolute jyioule of the Bankruptcy Code.

AWI appealed this decision to the United Statesr€ColuAppeals for the Third Circuit. On December, 2905, that court affirmed the District Court’s
decision to deny confirmation of the POR.

At a status conference before Judge Robreno orugsb8, 2006, AWI and the court-authorized represtares of AWI's creditors and claimants
advised the Court that they had agreed on a promxdeedule for a confirmation hearing on a modif€@R which would eliminate the provisions
regarding distribution of warrants to AWI's exigliequity holder. AWI filed the modified POR withetfCourt on February 21, 2006. Following the
conference, Judge Robreno established a schedwdfs. District Court confirmation hearing on thedified POR.

The confirmation hearing commenced on May 23, 28 concluded with oral arguments on July 11, 2@@6hat hearing, the Court heard testimony
and received evidence relating to the Unsecureditore’ Committee’s objection that the modified PQR¥airly discriminated against the unsecured
creditors, based on the size of the present andefatsbestos liability implied by the modified POR.

On August 15, 2006, the Court issued its opinioaraying the Unsecured Creditors’ Committee’s otiggt On August 18, 2006, the Court entered the
order confirming AWI's POR, along with its finding$ facts and conclusions of law.

A description of the basic components of the PGRt became effective on October 2, 2006, follows.

Relationship to Armstrong Holdings, INnEAHI™)

Upon the POR becoming effective on October 2, 2@0@hen-current shares of AWI were cancelled, Arld was not entitled to any distribution on
account of its equity interest in AWI. See “Matt€encerning AHI” in this footnote for a discussion the pending matters between AHI and AWI.

Asbestos Personal Injury Trust

Upon the POR becoming effective on October 2, 2€@Asbestos Pl Trust was created, pursuant toses24(g) of the Bankruptcy Code, for the
purpose of addressing AWI's personal injury (inghgdwrongful death) asbestos-related liability. &€ctober 2, 2006, all present and future asbestos
related personal injury claims against AWI, inchaglicontribution claims of co-defendants, arisingdily or indirectly out of AWI'’s pre-Filing use afr
other activities involving asbestos are channabeiti¢ Asbestos PI Trust.

As part of the POR, an injunction was issued uiB8aition 524(g) protecting various entities frombspresent and future AWI asbestos-related personal
injury claims. These entities include, among othexsrganized Armstrong, AHI, AWI's subsidiariegdasther affiliates (as defined in the POR), and
their
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respective officers and directors. Now that AWI kaserged from Chapter 11, reorganized Armstrong do¢ have any responsibility for these claims
(including claims against reorganized Armstrongellesolely on its ownership of a subsidiary or otiféiliate), nor will it participate in the resolon of
these claims.

However, although AWI's domestic and foreign sulzsiés and other affiliates have certain protectifforded by the 524(g) injunction, asbestektec
personal injury claims against them will be chardéb the Asbestos Pl Trust only to the extent slaims directly or indirectly relate to the
manufacturing, installation, distribution or ottetivities of AWI or are based solely on AWI's owslkeip of the subsidiaries or other affiliates (as
distinguished from independent activities of thbsidiaries or affiliates). See Note 32 under “AsbsRelated Litigation.”

In addition, workers’ compensation claims brougleiast AWI or its subsidiaries or other affiliat®8l not be channeled to the Asbestos Pl Trust and
will remain subject to the workers’ compensationgass. Workers’ compensation law provides thaethployer is responsible for evaluation, medical
treatment and lost wages as a result of a jobelejury. Historically, workers’ compensation cte against AWI or its subsidiaries have not been
significant in number or amount, and AWI honoreddbligations with respect to such claims durirg @hapter 11 Case. Currently, AWI has six
pending workers’ compensation claims, and a UK isliday has seven employer liability claims involgialleged asbestos exposure.

There also is uncertainty as to proceedings, if Bnyught in certain foreign jurisdictions with pest to the effect of the 524(g) injunction in pgugting
the assertion in such jurisdictions of asbestostedl personal injury claims, proceedings relatedetio or the enforcement of judgments renderedéh s
proceedings.

Management believes that neither AWI nor any o$itbsidiaries or other affiliates is subject to aspestos-related personal injury claims that nat|
be channeled to the Asbestos Pl Trust under the &@Rhat are of a magnitude that, individuallyxoltectively, would be material in amount to
reorganized Armstrong.

Consideration Distributed under the POR

The Asbestos PI Trust and the holders of alloweskaared claims, other than “convenience creditdestribed below, became entitled on the Effective
Date to share in the following consideration tadisributed to them under the POR:

*  AWI’'s“Available Casl” which, as defined in the POR, wi

o Cash available as of September 30, 2006 afterviegenp to $100 million (as determined by AWI) tmfl ongoing operations and
making provisions for the payment of allowed claimfi€onvenience creditors and certain other requde/ments under the PO

o Any cash drawn, at AWI's sole discretion, underedd facility to be established as provided by B@R for the purpose of funding
distributions under the POR, a

o Certain insurance proceeds related to environmendters.

However, pursuant to the POR, proceeds received &y private offering of debt securities or sedusrm loan borrowings made, as
permitted by, and in connection with consummatifritee POR, and certain other amounts authorizedirected by the Court, were
excluded from the determination of Available Cash.

* Plan Notes of AWI as further described below oraasth proceeds from any private offerings of debtigties or secured term loan
borrowings made in lieu of Plan Notes, ¢

* New common shares of reorganized Armstrong, repteggall of the shares issued under, and outstgnafiter giving effect to, the PO
which were determined to be 56.4 million sharesepkthat an additional 5,349,000 shares (5% ofliaees on a fully diluted basis) were
reserved for issuance pursuant to a l-Term Incentive Plan for key employe:
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The POR called for AWI to use reasonable effortissae one or more private offerings of debt séiesrbr arrange term loan borrowings on, or as soon
as practicable after, the Effective Date, so agdlnl net proceeds at least equal to the amoutiteoPlan Notes prescribed by the Plan, which was th
greater of (i) $1.125 billion less Available Castddii) $775 million. Following its emergence, AWdceived commitments for, and then entered intc
received the proceeds from, $800 million of secueenh loan borrowings for use principally in lielissuance of the Plan Notes. The borrowings ct

of a $300 million term loan with a 5 year matustyd a $500 million term loan with a 7 year matur@y the $800 million borrowed, $775 million was
distributed to the Asbestos PI Trust and holdemllofved unsecured claims, as described in thevatlg paragraph, and the remaining $25 million is
being used by AWI for operational purposes.

The POR provided that unsecured creditors, otter tonvenience creditors described below, recéieie pro rata share of:
*  34.43% of the 56.4 million new common shares ofganized Armstronc

*  34.43% of the first $1.05 billion of all the Avdilee Cash and net cash proceeds from the securaddan borrowings in lieu of Plan Notes
to be distributed under the POR to unsecured arexd{pther than convenience creditors) and the $tslkePI| Trust, in the form ¢

o Up to $300 million of Available Cash and
o The balance in net cash proceeds from the seceredidan borrowings.

*  60% of the next $50 million of Available Cash hifisuch Available Cash is less than $50 milliorertt60% of the balance of the net cash
proceeds from the secured term loan borrowings rmatieu of issuing the Plan Notes, a

e 34.43% of the remaining amount of any AvailableGasd the remaining net cash proceeds from theresgderm loan borrowings made in
lieu of issuing the Plan Note

Under the POR, the remaining amount of new comnhanes of reorganized Armstrong, Available Cashratdcash proceeds from the secured term
loan borrowings, made in lieu of issuing the Platds, were distributed to the Asbestos PI Trustsiant to the POR, AWI also transferred rights
arising under liability insurance policies issuedMW!I with respect to asbestos-related personatynglaims to the Asbestos Pl Trust. See Note 82 fo
additional information regarding the asbestos-eelatersonal injury insurance proceedings.

Under the POR, unsecured creditors whose clainhg dban claims on debt securities) are less tifrtl$ousand or who elect to reduce their claims to
$10 thousand were treated as “convenience cretiaaswill receive payment of 75% of their alloweldim amount in cash (which payments reduced
the amount of Available Cash). Payments totaling $2illion to-date were made to the conveniencéitwes, commencing on October 2, 2006, with
another $0.6 million expected to be paid in futpeeiods.

Valuation of Consideration to be Distributed unttex POR

During the third quarter of 2003, AWI and its firedal advisors estimated the value of reorganizedgirong to be between $2.4 billion and $3.0 billion
with the midpoint of this range used in the financial projestighat were part of the Disclosure Statement. AW its financial advisors determined
reorganization value as of October 2, 2006 to b@4bRillion. This value is being used as the bamifAWI's fresh-start reporting. See Note 3 for
additional information on fresh-start reporting.
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Based upon the distribution provisions for the P@@Rcribed above, the Asbestos PI Trust and hotdfetbowed unsecured claims became entitled on
the Effective Date to receive the following distritons:

Number of Shares and Cash Distributed T¢

Asbestos
Pl Unsecured

(reported in millions) Trust Creditors Total
Shares of reorganized Armstro 37.C 19.4 56.4
Cash proceeds from borrowin $ 508.Z $ 266.¢ $ 775.(
Available Cast 230.% 140.< 370.%
Total of cash proceec $ 738t $ 407.2 $ 1,145
Book value of insurance receival $ 91t

Distribution to the Asbestos Pl Trust of the abaveationed new common shares was made on OctoB808,and distribution to it of its share of
Available Cash and net cash proceeds from the ed¢arm loan borrowings was completed by Octobe20®@6. The rights arising under liability
insurance policies issued to AWI with respect toessos related personal injury claims were transfeto the Asbestos Pl Trust on October 2, 2006.
initial distribution to holders of allowed unsecdrelaims, of their pro rata share of the above-meetd new common shares, Available Cash and net
cash proceeds from the secured term loan borrowamgsmenced on October 17, 2006. Substantiallgfahe total unsecured creditors’ value was
distributed in the fourth quarter 2006, with sonfi¢he value reserved from distribution due to a feveecured claims that remain unresolved. The
remaining amount of distribution to the unsecunestiitors will be made in future periods, as thedied claims are resolved, in accordance with the
dates and procedures established under the POR.

Matters Concerning AHI

As of September 30, 2006, AHI’'s only operation vtasndirect ownership, through Armstrong Worldwjdec. (a Delaware corporation), of all of the
capital shares of AWI. Upon the POR becoming eiffeabn October 2, 2006, all then-current share&\Wi were cancelled, and AHI was not entitled to
any distribution on account of its equity interesAWI.

On August 23, 2006, AHI announced that it and Arorgg Worldwide, Inc. have pending claims in AWI'e&pter 11 Case (collectively, the “AHI
Claim”). The AHI Claim relates to intercompany ct@s and credits between the companies. If ancetesttent the AHI Claim or any part of it is
allowed in AWI's Chapter 11 Case, AHI would recoweersuch claim on the same basis as other genesatured creditors of AWI are entitled to
recover under the POR.

A final federal income tax return for AHI and AWha@ consolidated basis is expected to be file@@@6 by September 2007. AHI and AWI will report
substantial tax losses in this final tax returne Tise of the tax losses and the extent to whichrémult in tax refunds will be affected by eleasao be
made in this final consolidated return by AHI agfigfor the Armstrong consolidated group. Sometieles would be more beneficial to one company
than the other. The Armstrong consolidated groupregeive a substantial tax refund of current yead possibly prior year, tax payments. The amount
of the refund of prior year tax payments will deghgém part on the elections made in the tax rethiow much of the tax refunds will be retained by AHI
was negotiated between AHI and reorganized Armgt(sae below).

In order to address the AHI Claim and its tax-medgissues with AWI, at a meeting on September @662the Board of Directors of AHI appointed a
special committee of the Board. The members of the
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committee are independent directors of AHI who dbserve as directors of, or otherwise participatite affairs of, AWI. The committee negotiated
with AWI concerning these matters.

On February 26, 2007, AHI and AWI announced thaytteached a settlement on all intercompany claichtax matters. The settlement was submitted
to the U.S. Bankruptcy Court for its approval. Hettlement calls for AWI to pay AHI $20 million zash, and gives AHI an allowed claim under ARVI’
confirmed Plan of Reorganization of $8.5 milliorheTsettlement gives AWI the right to make all reletvtax elections and file all required tax retuon:
behalf of the Armstrong group of companies forrelévant tax periods during which the two compamiege affiliated, and to receive and retain all
related tax refunds. The U.S. Bankruptcy Courtleesluled to review the settlement on April 2, 2007.

Common Shares and Debt Securities

AWI's new common shares began trading on the Nevk Yatock Exchange on October 10 under the tickert®) “AWI”. AWI's pre-Filing debt
securities that were trading in the OTC BulletiraBsbunder the ticker symbol “AKKWQ” ceased tradimgon AWI's emergence from Chapter 11.

Financing

Through October 1, 2006, AWI had a $75.0 milliotide-in-possession (“DIP”) credit facility that whmnited to issuances of letters of credit. On
October 2, 2006, this facility was cancelled, anflfentered into a secured $300 million revolvingdit facility, that is scheduled to mature in 5ngea
By October 16, 2006, AWI received commitments &rd the proceeds from, $800 million of secured tie@n borrowings. Of the $800 million
borrowed, $775 million was distributed to the Adbe<PI Trust and holders of allowed unsecured daas described earlier in this note, and the
remaining $25 million is being used by AWI for opgonal purposes. See Note 17 for further infororatin our debt.

Accounting Impact

AICPA Statement of Position 90-7, “Financial Repaytby Entities in Reorganization under the BankeypCode” (“SOP 90-7") provides financial
reporting guidance for entities that are reorgagizinder the Bankruptcy Code. This guidance wasemented in the accompanying consolidated
financial statements.

Pursuant to SOP 90-7, AWI is required to segregegeriling liabilities that are subject to compramiand report them separately on the balance sheet.
See Note 5 for detail of the liabilities subjecttampromise at December 31, 2006 and DecembelOB5. Ziabilities that may have been affected by a
plan of reorganization were recorded at the exjpegteount of the allowed claims, even if they westtlad for lesser amounts. Substantially all of
AWTI's pre-Filing debt, in default as of the Filiidate, was recorded at face value and was classifitidh liabilities subject to compromise. Obligatis

of AWI subsidiaries not covered by the Filing ren&d classified on the consolidated balance sheeidbapon maturity date. AWI’s estimated liability
for asbestos-related personal injury claims was msorded in liabilities subject to compromisee Siote 32 for further discussion of AWI's asbestos
liability.
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SOP 90-7 also requires separate reporting of edimees, expenses, realized gains and losses, avidipn for losses related to the Filing as Chafpiter
reorganization costs, net. Accordingly, AWI recatdie following Chapter 11 reorganization actiateuring 2006, 2005 and 2004:

Successo
Company Predecessor Compan'
Three
Months Nine
Ended Months
Decembe Ended
September Year Year
31, 2006 30, 2006 2005 2004
Professional fee $ — | $ 30z $104 $11:
Interest income, pc-Filing — (15.00 (119 (4.8)
Adjustments to pi-Filing liabilities — — 0.1 —
Gain from discharge of liabilities subject to commise — (1,510.9 — —
Gain from fres-start reporting — (459.9 — —
Other expense directly related to bankruptcy, — — 0.1 0.2
Total Chapter 11 reorganization (income) costs $ — | $(12,9555) $(1.2) $6.¢

Professional fees represent legal and financiakady fees and expenses that were incurred dirastly result of the Filing. We incurred $4.3 miilio
fees on October 2, 2006 as a direct result of mergence from Chapter 11. We are reporting the ®liBn in the Predecessor Company, as we
selected September 30, 2006 as the date to adgpt$tart reporting (see below and Note 3).

Interest income was earned from short-term investsneubsequent to the Filing.

Pursuant to SOP 90-7, AWI and its subsidiaries satbfsesh-start reporting upon AWI emerging froma@ter 11. The conditions required in order for
AWI to adopt fresh-start reporting were met on ®@eto2, 2006. For administrative convenience, wectetl September 30, 2006, following the close of
business, as the date to adopt fresh-start regoiansequently, the impact of emergence, incluthiegyain on settlement of liabilities subject to
compromise and the gain on fresh-start reportsgefiected in the Predecessor Company for themiorghs ended September 30, 2006 and the results
of operations beginning October 1, 2006 are regigtithin the Successor Company. We recorded gdii$,510.8 million and $459.9 million from
discharging the liabilities subject to compromisel adopting fresh-start reporting, respectivelye Sete 3 for more information on the impact of the
implementation of the plan of reorganization aresfr-start reporting.

AWI incurred $4.6 million of expenses during thefin quarter of 2006 for Chapter 11 related posémgmnce activities. Pursuant to SOP 90-7, these
expenses were reported as selling, general anchadrative (SG&A) expenses.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIE:

Consolidation Policy The consolidated financial statements and accogipg data in this report include the accounts @WlAand its majority-owned
subsidiaries. The results of less than majority @edveubsidiaries are accounted for under the equétyrod. All significant intercompany transactions
have been eliminated from the consolidated findrst&iements.
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Use of EstimatesThese financial statements are prepared in aanoedwith U.S. generally accepted accounting gslesiand include management
estimates and judgments, where appropriate. Managientilizes estimates to record many items inclgdisset values, allowances for bad debts,
inventory obsolescence and lower of cost or maskatges, warranty, workers’ compensation, gengaility and environmental claims. When
preparing an estimate, management determines tbardrbased upon the consideration of relevant inédion. Management may confer with outside
parties, including outside counsel. Actual resoitsy differ from these estimates.

Reclassifications Certain amounts in the prior years’ Consolidégéatements of Earnings and related notes theremlteen recast to conform to the
2006 presentation, including the reclassificatibour textiles and sports flooring business to digmued operations. We also reclassified computer
software from intangible assets to property, pard equipment in the prior years’ Consolidated BedaSheets.

Revenue RecognitioM/e recognize revenue from the sale of products vgeesuasive evidence of an arrangement exists atittl risk of loss transfers
to the customers, prices are fixed and determinaiplé it is reasonably assured the related accoeceé$vable is collectable. Our sales terms prilpari
are FOB shipping point. We have some sales teratsatie FOB destination. Our products are sold mittmal and customary return provisions. Sales
discounts are deducted immediately from the salesiée. Provisions, which are recorded as a rednaif revenue, are made for the estimated cost of
rebates, promotional programs and warranties. Vier decognizing revenue if special sales agreemestablished at the time of sale, warrant this
treatment.

Sales IncentivesSales incentives are reflected as a reductiontofales 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 avergt:

Pension and Postretirement Benefi§¥e have benefit plans that provide for pensioadital and life insurance benefits to certain blegemployees
when they retire from active service. Generally,dflans that maintain plan assets, our practite fand the actuarially determined current serviosts
and the amounts necessary to amortize prior seoliligations for the pension benefits over pericdgying up to 30 years, but not in excess of the
funding limitations.

Taxes. The provision for income taxes has been detemnirséng the asset and liability approach of acdagribr income taxes to reflect the expected
future tax consequences of events recognized ifirthecial statements. Deferred tax assets anditiab are recognized by applying enacted taxsate
temporary differences that exist as of the balama®et date which result from differences in thertgrof reported taxable income between tax and
financial reporting. These deferred tax assetdiabdities assume that benefits are recorded ehighest amount that is more likely than not to be
sustained through the tax audit cycle.

Taxes collected from customers and remitted to gowental authorities are reported on a net basis.

Earnings per Common SharBasic earnings per share is computed by divithiegearnings by the weighted average number oésharcommon stock
outstanding during the period. Diluted earningsqm@nmon share reflects the potential dilution afsities that could share in the earnings.

Cash and Cash Equivalent€ash and cash equivalents include cash on hahdhammtterm investments that have maturities of three imoot less whe
purchased.
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Concentration of CreditWe principally sell products to customers in luélding products industries, in various geograpkigions. Net sales to specific
customers in excess of 10% of our consolidatecgales for 2006, 2005 and 2004 were:

Successo
Company Predecessor Compan'
Three months
Nine months
ended
December 31 ended
September
Customer 2006 30, 2006 Year 200t Year 200¢
The Home Depot, Inc $ 78] $ 285 $ 384.1 $ 393.¢

Net sales to The Home Depot, Inc. were recordenlirResilient Flooring, Wood Flooring and BuildiRgoducts segments. No other custon
accounted for 10% or more of our total consolidatetisales.

There are no significant concentrations of cradk other than with The Home Depot, Inc. and Low@®npanies, Inc. who together represented
approximately 22% and 24% of our trade receivabtesf December 31, 2006 and 2005, respectivelymdeator the creditworthiness of our customers
and generally do not require collateral.

Receivables We sell the vast majority of our products to sglpreapproved customers using customary trade termsltioat for payment in the futur
Customer trade receivables, customer notes redeiea miscellaneous receivables (which includglurelated rebates and claims to be received,
unpaid insurance claims from litigation and othagt of allowances for doubtful accounts, rebgtesmotional programs and warranties are reported in
accounts and notes receivable, net. Notes receivedyh divesting certain businesses are includeattier current assets and other non-current assets
based upon the payment terms. Insurance receivlasbestos-related liabilities were primarilynpcurrent, with the current portion reported inesth
current assets.

We establish credit worthiness prior to extendiregdit. We estimate the recoverability of currend aon-current receivables each period. This eséimat
is based upon triggering events and new informatidhe period, which can include the review of awgilable financial statements and forecasts, as

well as discussions with legal counsel and the mameent of the debtor company. As events occur winigtact the uncollectibility of the receivable, all
or a portion of the receivable is written off. Acet balances are charged off against the allowatem the potential for recovery is considered remot

We do not have any off-balance-sheet credit exgolated to our customers.

Inventories. Inventories are valued at the lower of cost ork@at Inventories also include certain samples usexhgoing sales and marketing activities.
Cash flows from the sale of inventory and the eslatash receipts are classified as operating éask bn the consolidated statements of cash fl@&s
Note 9 for further information on our accounting fioventories

Property and DepreciatiarFor the Predecessor Company, property, planegagpment values are stated at acquisition costdesumulated
depreciation and amortization. For the Successangamy, property, plant and equipment were set equalr value as of our emergence date and are
currently stated at that value less accumulatedegégiion and amortization. Property, plant andigment acquired after our emergence date is stdted
acquisition cost less accumulated depreciationsanadrtization.

Depreciation charges for financial reporting pugsoare determined on a straidjhe basis at rates calculated to provide for #t@ement of assets at

end of their useful lives. Machinery and equipmantudes manufacturing equipment (depreciated 8wer20 years), computer equipment (3 to 5 ye
and office furniture and equipment (5 to 10 yeaf¢ithin manufacturing equipment, assets that abgestito quick obsolescence or wear out quickly,
such as tooling and engraving equipment, are
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depreciated over shorter periods (3 to 7 yearsavii@roduction equipment, such as conveyors andygtmn presses, are depreciated over longer
periods (15 to 20 years). Buildings are depreciatest 20 to 40 years, depending on factors sudhpasof construction and use.

Impairment losses are recorded when indicatormphirment are present, such as operating losségrarefative cash flows. Impairments of assets
related to our manufacturing operations are reabieost of goods sold. For purposes of calculpsiny impairment, we estimate the fair value and
compare it to the carrying value of the assetéffair value is less than the carrying value efdlset, we record an impairment equal to therdiffee
between the fair value and carrying value of treeadNhen assets are disposed of or retired, ¢tbsts and related depreciation are removed from the
financial statements and any resulting gains adssiormally are reflected in cost of goods sol8®&A expenses.

Costs of the construction of certain property idelcapitalized interest which is amortized overdabémated useful life of the related asset. Thae
no capitalized interest recorded in the nine moetided September 30, 2006, the year 2005 or the2p€4 due to the Chapter 11 Filing. There was
no capitalized interest in the three months endeckebhber 31, 2006.

Plant and equipment held under capital leasestaredsat the present value of the minimum leasenpays. Plant and equipment held under capital
leases and leasehold improvements are amortizadstmight line basis over the life of the leasesny specific option periods.

Goodwill and Other IntangiblesGoodwill and intangible assets with indefiniteefus lives are tested for impairment annually i fhurth quarter.
Effective with our emergence from Chapter 11 onoBet 2, 2006 and as part of fresh-start reporingdecessor Company goodwill was eliminated
from our balance sheet and intangible assets vesedued. See Note 3 for further information. Intateyassets with determinable useful lives are
amortized over their respective estimated usefekliand reviewed for impairment whenever eventsroumstances indicate that its carrying amount
may not be recoverable. See Note 12 for disclosnrgoodwill and other intangibles.

Foreign Currency Transactionsssets and liabilities of our subsidiaries opeigttside the United States, which account in atfanal currency other
than U.S. dollars, are translated using the yedreschange rate. Revenues and expenses are teansiaxchange rates effective during each month.
Foreign currency translation gains or losses ateiited as a component of accumulated other compseheincome (loss) within shareholders’ equity.
Gains or losses on foreign currency transactioesegognized through the statement of earnings.

Financial Instruments and DerivativeBrom time to time, we use derivatives and othmrfcial instruments to diversify or offset theeeff of currency,
interest rate and commodity price variability. $&se 20 for further discussion.

Stockbased Employee Compensati@n January 1, 2006, we adopted FASB Statement 2B (revised 2004), “Share-Based Payment” (“FAS I23R
Prior to January 1, 2006, we used the intrinsiceahethod for stock-based employee compensaticere™Miould have been no effect on net income if
we had applied the fair value recognition provisiof FAS 123R to share-based employee compensat@05 and 2004. See Note 25 for additional
information on FAS 123R.

Recently Adopted Accounting Standards

In connection with AWI's emergence from ChapterohlOctober 2, 2006, reorganized Armstrong adopeshfstart reporting in accordance with

AICPA Statement of Position 90-7, “Financial Repagtby Entities in Reorganization Under the BankeypCode” (“SOP 90-7"). As a result of the
application of fresh-start reporting, changes ioocamting principles that will be required in reongged Armstrong’s financial statements within the
twelve months following our emergence date weraiireq to be adopted at the time fresh-start repgrvas adopted.
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In July 2006, the Financial Accounting Standardafd“FASB”) issued Interpretation No. 48 (“FIN 48*Accounting for Uncertainty in Income
Taxes,” which clarifies the accounting for uncertiix positions and adds new required annual discés. FIN 48 is effective for fiscal years begimni
after December 15, 2006. However, due to the reqeénts of fresh-start reporting, we were requicegldopt FIN 48 effective October 2, 2006. See
Note 16 for information regarding the adoption ¥/ 8.

In September 2006, the FASB issued Statement afiigial Accounting Standards No. 158 (“FAS 158")nfdoyers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans,” whictbéskees recognition and disclosure provisions firsors of defined benefit pension and other
postretirement benefit plans. FAS 158 is effectorefiscal years ending after December 15, 2006 futhe requirements of fresh-start reporting, we
were required to adopt FAS 158 effective Octob&®6. As part of fresh-start reporting, we recagdiall unrecognized gains, losses, and prior cervi
cost existing at October 2, 2006. The equity adjesit for FAS 158 in our December 31, 2006 balaheetstherefore represented only gains and losses
incurred in the fourth quarter of 2006.

Recently Issued Accounting Standards

In September 2006, the FASB issued Statement afiigial Accounting Standards No. 157 (“FAS 157")aitFValue Measurements,” which establishes
a framework for measuring fair value in generaltgepted accounting principles and expands disatgsaipout fair value measurements. FAS 157 is
effective for fiscal years beginning after Novemh&r 2007. We do not expect any material impacehfemlopting FAS 157.

In February 2007, the FASB issued Statement ofrigiiah Accounting Standards No. 159 (“FAS 159”), €TRair Value Option for Financial Assets and
Financial Liabilities Including an Amendment of FBStatement No. 115,” which permits companies tasnee financial instruments and certain other
assets and liabilities at fair value on an instrotiey instrument basis. FAS 159 is effective facél years beginning after November 15, 2007. \Ee ar
currently evaluating the effects of this pronouneeatron our financial statements.

NOTE 3. PLAN OF REORGANIZATION AND FRES-START REPORTING

In connection with its emergence from bankruptcyQmtober 2, 2006 (the “Effective Date”), AWI adoptieesh-start reporting in accordance with SOP
90-7. The conditions required in order for AWI wopt fresh-start reporting were met on October0®62 For administrative convenience, we selected
September 30, 2006, following the close of businasshe date to adopt fresh-start reporting. Gquesetly, the impact of emergence, including thengai
on settlement of liabilities subject to compromésel the gain on fresh-start reporting, is refledtetthe Predecessor Company for the nine monthsdend
September 30, 2006 and the results of operatiogisibiag October 1, 2006 are reflected within the@ssor Company. Adopting fresh-start reporting
has resulted in material adjustments to the hisabdarrying amount of reorganized Armstrong’s esaed liabilities. In addition, all accounting
standards that are required to be adopted in tlaadial statements within twelve months followihg tadoption of fresh-start reporting, were adopied
of October 2, 2006. As a result, our post emergéneacial statements are not comparable with eergmergence financial statements.

AWI engaged an independent appraisal firm to assi$te determination of reorganized Armstrong@rganization value as defined in SOP 90-7. The
approach used to determine reorganized Armstraieg'ganization value was primarily based on a dieted cash flow approach, while also using a
comparable company guideline method as a tesefmanableness of the derived value. These anaysescessarily based on a variety of estimates
and assumptions which, though considered reasobgbteanagement, may not be realized and are inthgrbject to significant business, economic
and competitive uncertainties and contingenciesiynwd which are beyond AWI’s control.
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The assumptions used in the discounted cash flalysis regarding revenue, costs and cash flows prendded by management, based on their best
estimate at the time the analysis was performeg.a@ssumptions included a four year operating harizidth a compound average growth rate (CAGR)
in sales of 3%, an effective tax rate of 38% amnlisaount rate based on an estimated weighted ave@sg of capital of 10.5%. In addition to the cash

flows during the projection period, a terminal \&fior the enterprise was developed based on atpéypgrowth model using a constant growth rate of
2.5%. Changes in these assumptions could have sigdhificant effect on the determination of AWIsarganization value.

In applying fresh-start reporting as of the EffeetDate, the reorganization value of reorganizem#rong was determined to be $2.94 billion. This
amount is within the range of values from the Disare Statement that supported the POR. The sHdezboequity value was then derived as follows:

Reorganization valu $2,940.(
Less New interest bearing de (800.0

Predecessor debt assun (41.9
Shareholder’ equity $2,098.:

Fresh-start reporting required us to allocate #dzeganization value to our assets and liabilitieseld upon their estimated fair values in accorduaiitte
procedures specified by SFAS 141, “Business Contibima” Adjustments necessary to state our balance sheetisis at fair value were made base
the work of management and an independent appfaisalThe newly assigned fair values to our asaets liabilities fully reflect the emerged entity’s
reorganization value. No goodwill was assignednagrgence.

The following table provides a reconciliation oétRredecessor’s consolidated balance sheet apwiSmer 30, 2006 to that of the Successor’s on
October 1, 2006, reflecting the debt and equityrueturing, reorganization and fresh-start repgrtadjustments. We are reflecting the issuance loff de
and cash payments to creditors through Octobe?dd6 (the initial distribution date, as determifgydthe POR) within the following table:
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Current Assets
Cash and cash equivalel
Accounts and notes receivable,
Inventories, ne
Deferred income taxe
Assets of discontinued operatic
Income tax receivabl
Other current asse
Total current asse
Property, plant and equipme
Insurance receivable for asbes
Prepaid pension cos
Investment in affiliate
Goodwill, net
Other intangibles, ne
Deferred income taxes, noncurr
Other noncurrent asse
Total asset

Current liabilities:
Shor-term debi
Current portion of long term de
Accounts payable and accrued exper
Short term amounts due affiliat
Liabilities of discontinued operatiol
Income tax payabl
Deferred income taxe
Total current liabilities
Liabilities subject to compromis
Long term debt, less current porti
Postretirement and postemployment liabilit
Pension benefit liabilitie
Other long term liabilitie:
Income tax payable, noncurre
Deferred income taxes, noncurr
Minority interest in subsidiarie
Total noncurrent liabilitie
Shareholder equity:
Common stoclk predecessc
Common stocl successa
Capital in excess of pi
Reduction for ESOP loan guaran
Accumulated defici
Accumulated other compr. incor
Treasury stoc-predecessc
Total shareholde’ equity (deficit)
Total liabilities and sharehold¢ equity (deficit)

Notes to Consolidated Financial Statements
(dollar amounts in millions)

Armstrong World Industries, Inc., and Subsidiaries

Predecesso Plan of Fresh- Successo
Sept. 30, 200 Reorganization Start Oct. 1, 200€
$ 5206 $ (304 (A) $ (9 () $ 209¢

407.5 (46.5) (9 360.7
542.¢ 27.C (F,9) 569.¢
18.2 17.2) ) 1.C
— 120.7 Q) 120.7
18.2 (18.2)  (H) 78.F 78.5
60.7 @70 @ 58.(
1,567.¢ (323.0) 153.¢ 1,398.
1,194. (242.6) (F.) 951.¢
91.5 (91.5) (B,C) —
510.( (25.)  (F) 484.¢
95.C 219.: (F) 314.:
143.1 (143.7) (F,0) —
54.% 619.: (3) 673.¢
967.4 (719.) [0) 248.:
97.% (5.6) (O B.0 FJ 88.¢

$ 47208 $ (420.) $ (1409 $ 4,159.¢
$ 0.4 $ 0.€ O $ 1.3
0. 5C (AD) 5.¢
415.¢ 69.1 (©) (43.0 (F) 442 (
10.1 (10.))  (C) —
— 50.€ Q) 50.€
7.5 (64.5)  (H) 60.€ (1,9 3.€
0.8 0.8) (H) 13.F 13.5
435.¢ (1.3 82.€ 516.¢
4,868..  (4,866.) (C) 1.2
12.1 795.C (A,D) 807.1
260.¢ 144.¢ F) 405.%
230.7 (3.0 (F.) 227.1
74.€ 10 (© 0 (F.) 74.1
— 11.¢ 0) 11.€
35.7 534.7 (H) (560.7) (1,9 9.7
7.3 4
621.% 1,328." (406.9) 1,543.!
51.€ (519  (E) —
— 0.€ (E) 0.€
172.¢ 1,480. (E) 444 ¢ (K) 2,097.¢
(142.2) 142.: (E) —
(803.9 1,019.¢ (©) (216.9)  (K) —
45.4 (45.9)  (K) —
(528.5) 528.t (E) —
(1,204.)  3,119. 183.1 (@) 2,098.:
$4,720.¢  $(420.1 $ (140.8 $ 4,159.!
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Notes to Reorganization an“Fresh-Start” Activity

(A) To reflect cash proceeds from the debt and pagmthe unsecured creditors and Asbestos Pl Pwsuant to the distribution provisions of the
Plan of Reorganization (POR) as follov

Cash balance of Predecessor as of September 3® $ 520.¢
Proceeds from Successor borrow $ 800.(
Cash distributed to unsecured credit (362.0)
Cash distributed to asbestos tr (738.5)
Cash distributed for convenience, cure and c (4.3
Net change in cas (304.9) (304.9
Cash balance of Successor prior to f-start adjustment $ 215
Distributions to be made to unsecured creditorsamstestos tru: $1,145.7
Distributions expected to be made for convenienoes and othe 515
Total expected distributior 1,151.:
Distributions made to da (1,104.9
Distributions reserved and pendi $ 464

(B) To reflect assignment of asbestos insurance releiva Asbestos Pl Trust pursuant to Pt

(C) To adjust for discharge of liabilities subjéatcompromise, assumption of certain liabilitiesl @et gain on settlement pursuant to the POR as
follows:

Liabilities subject to compromise that were disaded:

Debt (at face value $ 1,388.¢
Asbestos related liabilit 3,190.¢
Prepetition trade payabl 57.1
Prepetition other payables and accrued inte 68.1
Amounts due to affiliate 4.7
ESOP loan guarante 157.7
Total liabilities subject to compromit 4,866.¢
Effect of new shares, new debt and other settleitens:

Liabilities subject to compromise not discharged eetlassified to liabilitie (19.2)
Insurance receivable transferred to asbestos (91.5)
Fair value of new equity issut (2,098.9)
Proceeds of Successor debt to be paid to crec (775.0
Available cash to be paid to creditc (370.%)
Amounts due to affiliates settled in bankrup 10.1
Recognition of convenience, environmental and othem liability (5.5
Other (6.0
Gross gain on settleme 1,510.¢
Less: Professional fees paya 4.3
Less: Tax effect on settleme (486.7)
Net gain on settlemel $1,019.¢

(D) To record post emergence debt financing pursuathiet&@enior Credit Agreemel
(E) To record cancellation of predecessor common stoke out of remaining equity balances and issei@afsuccessor common sto
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(F) To set equity to reorganization value. Assets labilities then adjusted to fair value in contien with the application of fresh-start reporting
Adjustments creating net gain on fair value adj@stta are as follow:

Inventory $ 88.¢
Property, plant and equipme (272.9
Prepaid pension cos (22.§)
Investment in affiliate 219.
Goodwill (243.7)
Other intangible: 619.c
Postretirement and pension obligati (146.2)
Other 17.C
Gain on fres-start adjustments before t 459.¢

Less: Discontinued operation fair value adjustn (70.9)
Less: Elimination of other comprehensive incc (45.4)
Less: Tax effect on fre-start (161.0

Change in equit 183.

“
N

(See Note 7 for a summary of amounts reclassifiefissets and Liabilities of Discontinued Businesdd-or Sale)
(G) To eliminate Predecessor goodw
(H) To reflect tax effect on POR settlement ite|
()  To adjust deferred income taxes to reflect diffeemnin the book versus tax basis of revalued aasettiabilities.
(J) To reclassify discontinued business' Assets of discontinued business held for’ and’Liabilities of discontinued business held for ¢’
(K) To reset accumulated other comprehensive incomeaenanulated deficit to zero and adjust capitaXoess of par to reorganization val

NOTE 4. NATURE OF OPERATION:
Reportable Segments

Resilient Floorinc— produces and sources a broad range of floor coy@primarily for homes and commercial and insititwal buildings.
Manufactured products in this segment include véhget, vinyl tile, linoleum flooring, luxury vinylle, automotive carpeting and other specialized
textile floor products. In addition, our Resilidfboring segment sources and sells laminate flgopimducts, ceramic tile products, adhesives,
installation and maintenance materials and acciessdesilient Flooring products are offered inidewariety of types, designs and colors. We sell
these products to wholesalers, large home cemtgeslers, contractors and to the manufactured lsandustry.

Wood Flooring— produces and sources wood flooring products $erin new residential construction and renovatigth some commercial
applications in stores, restaurants and high-efidest The product offering includes solid woodegmminantly pre-finished), pre-finished engineered
wood floors in various wood species (with oak beimg primary species of choice) and related accessd/irtually all of our Wood Flooring’s salesear
in North America. Our Wood Flooring products aregelly sold to independent wholesale flooringriistors and large home centers under the brand
names Bruc€&, Hartco®, Robbins®, Timberland®, Armstrong™, HomerWoofl, Capella® and T. Morton™.

Building Product<— produces suspended mineral fiber, soft fibermetal ceiling systems for use in commercial, insitihal and residential settings.
In addition, our Building Products segment sou@splementary ceiling products. Our products a@lable in numerous colors, performance
characteristics and designs, and offer attributel ss acoustical control, rated fire protectiod aesthetic appeal. Commercial ceiling materiats an
accessories are sold to ceiling systems contraataitgo resale distributors. Residential ceilingducts are sold primarily in North America to
wholesalers and retailers (including large homeersih Suspension system (grid) products manufadtoy WAVE are sold by both Armstrong and our
WAVE joint venture.
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Cabinets— produces kitchen and bathroom cabinetry andeelptoducts, which are used primarily in the UeSidential new construction and
renovation markets. Through our system of Compamgeal and independent distribution centers and tiralirect sales to builders, our Cabinets
segment provides design, fabrication and instaltesiervices to single and multi-family homebuildeesnodelers and consumers under the brand name:
Armstrong® and Bruce® .

Unallocated Corporate includes assets and expenses that have not beested to the business units. Unallocated Cotpaaiasets are primarily
deferred tax assets, cash, the Armstrong brand aach¢he U.S. prepaid pension cost. Expenses focarporate departments and certain benefit plans
are allocated to the reportable segments based@mmrkmetrics, such as time reporting, headcoustjoare-footage. The remaining expenses, which
cannot be attributable to the reportable segmeitt®ut a high degree of generalization, are repbirtdJnallocated Corporate.
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Resilient Unallocatec
Wood Building
Successor Company For the three months ended Deceent81, 200€ Flooring Flooring Products Cabinets  Corporate Total
Net sales to external custom: $278.f  $192.€ $ 289.7 $ 56.F — $ 817.:
Equity (earnings) from joint ventu — 0.2 (5.5) — — (5.9
Segment operating income (l0§3) 1.2 (0.2 24.¢ 0.2 (7.2 16.5
Restructuring charges, net of revers 0.2 1.4 — — — 1.7
Segment asse 690.1 498.¢ 1,159.¢ 81.¢ 1,740.. 4,170.°
Depreciation and amortizatic 10.t 2.3 13.¢ 0.7 4.8 32.2
Fixed asset impairment lo — — — — — —
Investment in affiliate — 4.C 290.€ — — 294.¢
Capital addition: 10.2 10.2 12.1 1kt 4.1 38.2
Resilient Building Unallocatec
Wood
Predecessor Company For the nine months ended Septeer 30, 200€ Flooring Flooring Products Cabinets Corporate Total
Net sales to external custom: $929.« $645.C $859.¢ $174. — $2,608.¢
Equity (earnings) from joint ventu — 0.1 (41.5) — — (41.9)
Segment operating income (I0$§3) 12.€ 46.2 152.¢ 6.1 (23.5) 194.
Restructuring charges, net of revers 9.€ — 0.t — (0.2) 10.C
Depreciation and amortizatic 35.2 15.C 27.7 2.1 17.¢ 97.¢
Fixed asset impairment lo — 0.€ — — — 0.€
Capital addition: 20.¢ 23.¢ 34.1 3.8 10.C 92.¢
Unallocatec
Resilient Wood Building
Predecessor Company For the year ended 20 Flooring Flooring Products Cabinets Corporate Total
Net sales to external custom: $1,232.¢ $833.¢ $1,047.¢ $212.F — $3,326.¢
Equity (earnings) from joint ventu — — (39.9) — — (39.9)
Segment operating income (l0§3) (28.9) 60.¢ 148.t (9.7) (70.2) 101.1
Restructuring charges, net of revers 16.2 0.1 6.3 0.4 — 23.C
Segment asse 715.¢ 646.£ 613.2 99.1 2,374.¢ 4,449..
Depreciation and amortizatic 55.€ 19.C 33.€ 2.4 25.5 136.4
Fixed asset impairment lo 1.8 15.2 0.5 — — 17.€
Investment in affiliate — — 67.4 — — 67.4
Capital addition 42.¢ 28.¢ 42.€ 4.5 12.2 130.¢
Building Unallocatec
Resilient Wood
Predecessor Company For the year ended 20! Flooring Flooring  Products Cabinets  Corporate Total
Net sales to external custom: $1,262.: $832.1 $971.7 $213.C — $3,279.:
Equity (earnings) from joint ventu — — (31.6) — — (31.6)
Segment operating income (lo§3) (152.¢) 51.4 127.(C 14 (64.7) (37.7)
Restructuring charges, net of revers 4.t 1.€ 10.¢ 04 0.5 17.€
Segment asse 787.¢ 663.€ 596.: 102.2 2,291.: 4,441
Depreciation and amortizatic 63.¢ 18.1 35.2 3.8 25.7 146.%
Fixed asset impairment lo 63.1 0.8 0.4 0.4 — 64.7
Goodwill impairment 108.4 — — — — 108.«
Investment in affiliate 0.€ — 51.C — 20.¢ 72.5

Capital addition: 34.2 33.7 44.% 14 16.7 130.¢

@ Segment operating income (loss) is the measuregshent profit or loss reviewed by the chief opegtiecision maker. The sum of the segments’
operating income (loss) equals the total cons@laperating income as reported on our incomerstte The
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following reconciles our total consolidated opergtincome (loss) to income before taxes, extraargiitems, discontinued operations, and the
cumulative effect of changes in accounting prirespiThese items are only measured and managedarsalidated basi:

Successol
Company Predecessor Compan
Three months Nine months
ended ended
December 31 September 3C
2006 2006Y) 2005 2004
Segment operating income (lo: $ 16.5 $ 194.: $101.1 $(37.7)
Interest expens 13.4 5.2 7.7 7.€
Other nol-operating expens 0.2 1.C 1kt 3.1
Other nor-operating (income (4.3 (7.2) (11.§) (6.4)
Chapter 11 reorganization costs, — (1,955.5 (1.2 6.S
Income (loss) before taxes and discontinued opers $ 7.1 $ 2,150.¢ $104.¢ $(49.2)

(1) Reflects the effects of the Plan of Reorganizatind fres-start reporting. See Note 3 to the Consolidatedriiial Statement:
Accounting policies of the segments are the santkas® described in the summary of significant antiag policies.

The sales in the table below are allocated to ggafdc areas based upon the location of the customer

Successo
Company Predecessor Compan'
Three
months Nine months
ended ended
December 31 September 3C
Geographic Areas
Net trade sales 2006 2006 Year 2005 Year 2004
Americas:
United State! $ 560.7 $ 1,825 $2,334.. $2,327.:
Canade 36.7 157.€ 192.1 177.¢
Other America: 8.8 25.¢ 30.€ 31.t
Total Americas $ 606.2 $ 2,008.¢ $2,557.. $2,536.¢
Europe:
Germany $ 41.C $ 115.€ $ 160.¢ $ 154.€
United Kingdom 31.€ 94.€ 126.¢ 116.2
Other Europe 91.2 270.< 341.2 337.¢
Total Europe $ 163.€ $ 480t $ 628.7 $ 608.
Total Pacific Rim $ 47.2 $ 119:& $ 140.¢ $ 134.:
Total net trade sale $ 817.c $ 2,608.¢ $3,326.¢ $3,279.:
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Successc Predecessc
Company Company
Long-lived assets (property, plant and equipment), nettdDecember 31 2006 2005
Americas:
United State: $ 723.¢ $ 834:F
Other Americas 19.7 13.€
Total Americas $ 743.t $ 848.
Europe:
Germany $ 101.2 $ 170.
Other Europe 83.€ 134.2
Total Europe $ 184.¢ $ 304.¢
Total Pacific Rim $ 37.€ $ 27.¢
Total lon¢-lived assets, ne $ 966.2 $1,180.

The Successor Company balance excludes amountsd étediscontinued operations.

For discussion of the net reduction, refer to Nidde“Property, Plant and Equipment.”

NOTE 5. LIABILITIES SUBJECT TO COMPROMIS

As a result of AWI's Chapter 11 Filing (see Note ddrsuant to SOP 90-7, AWI was required to sedeegeepetition liabilities that were subject to
compromise and report them separately on the balgineet. Liabilities affected by the plan of reoigation were recorded at the amount of the
expected allowed claims, even if they may have Ise¢ihed for lesser amounts. Substantially all @flAs prepetition debt was recorded at face value
was classified within liabilities subject to comprize. Obligations of our subsidiaries that wereawtered by the Filing remained classified on the
consolidated balance sheet based upon maturity Aet€s asbestos liability was also recorded irbligies subject to compromise.

Liabilities subject to compromise at December 3)&@and December 31, 2005 are as follows:

Debt (at face value

Asbesto-related liability

Prepetition trade payabl

Prepetition other payables and accrued inte
Amounts due to affiliate

ESOP loan guarante

Total liabilities subject to compromit

Successc Predecessc
Company Company
2006 2005

= $ 1,388.¢
— 3,190.¢
$ 1.C 58.1
0.3 69.7
— 4.7
— 157.7
$ 1.3 $ 4,869.¢

The remaining liabilities subject to compromisetelto Nitram Liquidators, Inc. and Desseaux Cafpon of North America, Inc., which are wholly

owned subsidiaries of AWI and which remain undeaghr 11 protection.
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NOTE 6. ACQUISITIONSE

On April 3, 2006, we purchased certain assets aadraed certain liabilities of HomerWood, Inc., adweood flooring company. On May 1, 2006 we
purchased certain assets and assumed certaiitigshiif Capella Engineered Wood, LLC, a hardwdodring company, and of its parent company,
Capella, Inc. The combined purchase price of thesaisitions was $61.5 million. Both acquisitionsresfinanced from existing cash balances. Both
investments will expand Armstrong’s wood flooringpguct offerings. The acquisitions were accountedihder the purchase method of accounting in
the second quarter of 2006. Preliminary allocatibthe purchase price to the fair value of tangénid identifiable intangible assets acquired irheac
transaction has been completed.

NOTE 7. DISCONTINUED OPERATION:

On May 31, 2000, Armstrong completed its sale béatities, assets and certain liabilities compigsits Insulation Products segment. During thetfour
quarter of 2005, we recorded a net gain of $10lHomidue to the early settlement of the remainioges receivable and the settlement of other disput
items. During the fourth quarter of 2006, we reeatd net gain of $1.7 million due to the settlema#ntarious legal disputes.

On December 29, 1995, Armstrong sold a furnitutesgliary, Thomasville Furniture Industries. Durid@04, we recorded net losses of $0.4 million for
the environmental indemnification related to thigedtiture.

In accordance with FAS 144, these adjustments ulassified as discontinued operations since trgirai divestitures were reported as discontinued
operations.

On March 27, 2007 we entered into an agreemerelkd apijtfabriek H. Desseaux N.V. and its subsiigia (“Desseaux”)—the principal operating
companies in our European Textile and Sports Rhgobusiness segment. These businesses were edsssfdiscontinued operations at October 2, 2006
as they met the criteria of FAS 144. In accordamite SOP 90-7, the estimated net realizable valomfthe sale was used to determine the busirf&iss’
value with respect to fresh-start reporting. Irsttégard, an adjustment of $70.4 million was redéavithin the Predecessor Company’s loss from
discontinued operations (See Note 3). Finalizadibthe sale transaction is expected in the secoadiey of 2007.

Prior period results within the Consolidated Staatrof Earnings have been recast to reflect thdteesf discontinued operations. The segment result

in Note 4 exclude amounts related to discontinysgtations. The Successor Company Consolidatednstateof Cash Flows for the three month period
ended December 31, 2006 does not separately rygorash flows of the discontinued operations,taedBalance Sheets and Statements of Cash Flows
for prior periods have not been recast.
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Net sales, pi-tax income and net income from discontinued opamnat as well as net assets of the Desseaux badimethe Successor and Predecessor

periods are as follows:

Net sales

Pre-tax loss from discontinued operatic
Fresl-start reporting adjustmen

Gain (loss) on sale of assi

Income tax (expense) bene

Net income (loss) from discontinued operati

(1) Reflects the effects of fre-start reporting

Current assel
Property, plant and equipme
Non-current assel

Assets of discontinued business held for

Current liabilities
Other nor-current liabilities

Liabilities of discontinued business held for ¢
Net asset

NOTE 8. ACCOUNTS AND NOTES RECEIVABLI

Customer receivable

Customer note

Miscellaneous receivabils

Less allowance for discounts and los

Net accounts and notes receive

Successo
Company Predecessor Compan'
Three months Nine months
ended

ended

December 31 September 3¢

2006 20061

2005 2004

66.71] $  187.

$231.¢ $218.2

el $ (6.7
— (70.4)
2.€ —

(0.9) 8.7

$ (26 $ (5.0

10.4 (0.€)
2.8) (3.5)

$ @yl s (689

$ 5C $ (9.0

Successo
Company
December 31
2006
$ 119:¢

1.€
0.2
121.¢

(47.9
(5.4)
(53.9)
$  68.:

Successol
Company

Predecesso
Company

December 31

December 31

2006 2005
$ 355¢ $ 355¢
7.4 6.2
18.2 17.2
(59.6) (50.6)
$  321¢ $ 328

Generally, we sell our products to select, pre-appd customers whose businesses are affected hgeh@n economic and market conditions. We
consider these factors and the financial conditibeach customer when establishing our allowancéofses from doubtful accounts.

The Successor Company balance excludes amountisd-étediscontinued operations.
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NOTE 9. INVENTORIES

Following are the components of our inventories:

Successol Predecesso

Company Company

December 31 December 31

2006 2005

Finished good $ 330.( $ 339.1
Goods in proces 37.C 44.¢
Raw materials and suppli 163.Z 194.«
Less LIFO and other reserv (8.5) (63.6)
Total inventories, ne $ 521.% $ ©514F

As more fully discussed in Note 3 and pursuant@®%0-7, we recorded an increase in the estimateddlue of net inventories of $92.1 million,
partially offset by the reclassification of discimted operations of $65.1 million, resulting inet mcrease of $27.0 million upon adopting fresdrist
reporting. The Successor Company balance exclmdestories related to discontinued operations.

Approximately 68% and 44% of our total inventory2id06 and 2005, respectively, was valued on a L(IB€X-in, first-out) basis. Inventory values were
higher than would have been reported on a totaDRF¥st-in, first-out) basis by $0.2 million atdlend of 2006 and lower by $52.2 million at yead-en
2005.

The distinction between the use of different meghofiinventory valuation is primarily based on geqhical locations and/or legal entities rathentha
types of inventory. The following table summarities amount of inventory that is not accounted fader the LIFO method.

Successc Predecessc
Company _Company_

2006 2005
International location $ 128.7 $ 156.
U.S. Wood Flooring and Cabine 36.5 111.€
U.S. sourced produc 1.4 19.5
Total $ 166.€ $ 287.:

Our international locations all use the FIFO metbbthventory valuation primarily because eitheg tHFO method is not permitted for local tax and/or
statutory reporting purposes, or the entities vpam of various acquisitions that had adopted tff®FRnethod prior to our acquisition. In these dituzs,
a conversion to LIFO would be highly complex andoive excessive cost and effort to achieve undealltax and/or statutory reporting requirements.

Several of the Wood Flooring and Cabinets entitiese acquired by Triangle Pacific Corporation (“TP@rior to our acquisition of TPC in 1998. TPC
had elected to retain the historical inventory atitin policies of the acquired companies and, erbisis of consistency and due to the excessite cos
involved, we elected not to amend these policigmriJemergence, the Successor Company electedue VBIC wood flooring products using one
consistent LIFO methodology. Predecessor Comparayial statements were not restated for thisielgotiue to the lack of comparability with the
Successor Company'’s financial statements as a sadlopting fresh-start reporting.

The sourced products represent certain finishedgesourced from third party manufacturers, pringdridbm foreign suppliers.
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NOTE 10. PROPERTY, PLANT AND EQUIPMEN

As more fully discussed in Note 3 and pursuant@®%0-7, upon adopting fresh-start reporting wended a $242.6 million reduction to fair value our
net property, plant and equipment. This adjustmers made based on the work of management and d@epémdent appraisal firm. The values listed in
the Predecessor Company at December 31, 2005 kaverbstated to reflect the reclassification oftesiped software costs within the Property, Plant

and Equipment classification. The Successor Compafance excludes amounts related to discontinpedations.

Successol Predecesso

Company Company

December 31 December 31

2006 2005

Land $  124: $ 69.4
Buildings 259.7 652.(
Machinery and equipme 512.c 1,904 .
Computer softwar 29.1 102.1
Construction in progres 69.7 81.t
Less accumulated depreciation and amortize (28.9) (1,628.7)
Net property, plant and equipme $ 966.2 $ 1,180.

In the fourth quarter of 2005, we recorded $17.Bioni of fixed asset impairment charges, primaiiyWood Flooring. These impairment charges rel
to idle equipment and unused property associatédexicess manufacturing capacity and productsatiano longer be produced. These charges were
recorded in cost of goods sold. The fixed assetimgent charges were triggered by an evaluaticsuo®ent production capacity and future production
levels for certain product lines.

In the fourth quarter of 2004, we recorded a $4dil8on fixed asset impairment charge in Resili€ldoring for our European resilient flooring busss:
This impairment charge reduced land by approxirge&2P million and buildings by approximately $16llilonh and was reported in cost of goods sold.
The fixed asset impairment charge was triggereddbyal operating losses and negative cash flowsried in the European resilient flooring business.
The expectation was that the operating losses agdtive cash flows would continue in the near itdihe fixed asset fair values were determinedn
independent appraisal firm.

NOTE 11. EQUITY INVESTMENT<

Investments in affiliates of $294.6 million at Dedeer 31, 2006, reflected the equity interest in®@# investment in our WAVE joint venture and our
50% investment in Kunshan Holdings Limited. Thedbak increased $227.2 million from December 3152@€@marily due to the revaluation of our
equity investment in WAVE to its fair value as paftfresh-start reporting, along with the recordofgheir net undistributed earnings.

Successo
Company Predecessor Compan

Three

months Nine months

ended ended

December 31 September 3C

Affiliate Income Statement Classificatior 2006 2006 2005 2004
WAVE Equity earnings from joint ventu $ 5.2 $ 41.5 $39.2 $31.€
KHL Equity loss from joint ventur (0.2) (0.7) — —
ISI Other nor-operating incom: — — 4.1 1.6
ISI/Othel Other nol-operating expens — — (1.0 —
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In August 2005, we sold our equity interest in tfaee Solutions, Inc.

We account for our WAVE joint venture using the iggmethod of accounting. Our recorded investmanMAVE was $219.2 million, as of emerging
from Chapter 11, and $213.7 million, as of Decen8#r2006, higher than our 50% share of the cagryadues reported in WAVE's consolidated
financial statements for the same periods. Theéereinces are due to our adopting fresh-start teypupon emerging from Chapter 11, while WAVE's
consolidated financial statements do not reflezsiirstart reporting. The $219.2 million differerseof emergence is comprised of the following fair
value adjustments to assets:

Inventory $ 3.7
Property, plant and equipme 5.4
Other intangible: 192.2
Goodwill 17.¢

Of the $192.2 million fair value adjustment to ath@angibles, $107 million is for identifiable argible assets that have useful lives of betweesnts
20 years, while the remaining amount is for idéaife intangibles that have indefinite lives. Oquity earnings reported in the fourth quarter dd@0
were reduced by $5.4 million due to the impactreéfii-start reporting. See Exhibit 99.1 for WAVE®solidated financial statements. Condensed
financial data for WAVE is summarized below:

December 31 December 31
2006 2005
Current assetl $ 157.0 $ 125:¢
Non-current asset 28.2 30.4
Current liabilities 28.¢ 19.1
Other norcurrent liabilities 4.1 5.8
Three months
Nine months
ended ended
December 31 September 3C
2006 2006 2005 2004
Net sales $ 88.¢ $ 260.2 $307.7 $278.¢
Gross profil 21.5 102.¢ 99.1 86.°
Net earnings 21.¢ 83.C 78.€ 63.2

See discussion in Note 31 for additional informatim these related parties.
On February 27, 2007, we received a $50 millionddimd from WAVE. This will reduce our investmentaffiliates in the first quarter of 2007.
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NOTE 12. GOODWILL AND INTANGIBLE ASSET¢
Goodwill

As of January 1, 2006, we had goodwill of $134.8iam. As more fully discussed in Note 3 and pursu@a SOP 90-7, we eliminated the existing
goodwill of $143.1 upon adopting fresh-start rejmayt The newly assigned fair values to our asseddliabilities fully reflect the emerged entity’s
reorganization value. No goodwill was assignednagrgence.

The following table represents the changes in galbflw 2006:

Adjustments,

January 1, Goodwill December 31
Fresh-Start
Goodwill by segment 2006 acquired net Impacts 2006
Wood Flooring $ 108.Z $ 8.C — $ (116.2) $ =
Building Products 13.4 — $ 0.¢ (14.9) —
Cabinets 12.€ — — (12.€) —
Total consolidated goodwi $ 1342 $ 8.C $ 0.¢ $ (143.) $ —

@ Consists of the effects of foreign exchange.

In the fourth quarter of 2005, we completed ourteassessment of goodwill as required by FAS tPdetermined there was no impairment. The
following table represents the changes in goodwail2005:

Goodwill by segment January 1, 200! Adjustments, net® Impairments December 31, 20C
Wood Flooring $ 108.Z — — $ 108.Z
Building Products 15.2 $ (1.8) — 13.4
Cabinets 12.€ — — 12.€
Total consolidated goodwi $ 136.( $ (1.9 $ — $ 134.2

@ Consists of the effects of foreign exchange.

Other Intangible Assets

Pursuant to SOP 90-7, we recorded the estimateddhie of intangibles, not including goodwill, $73.6 million upon adopting fresh-start reporting.
The values listed for the Predecessor at Decenthe&2®5 have been restated to reflect the recieatdn of capitalized computer software costd® t
Property, Plant and Equipment classification.
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The following table details amounts related to iot#ngible assets as of December 31, 2006 and 2005.

Successor Compan Predecessor Compan
December 31, 200! December 31, 200!
Gross Gross
Carrying Accumulated Carrying Accumulated
Estimated
Useful Life Amount Amortization Amount Amortization
Amortizing intangible assets
Customer relationshi 20 year $165.1 $ 21 — —
Developed technolog 15 year 77.C 1.2 — —
Other Various 10.1 0.4 $ 45 $ 1.1
Total $253.1 $ 3.7 $ 45 $ 1.1
Non-amortizing intangible assets
Trademarks and brand nan Indefinite 420.F 29.2
Total other intangible asse $673.€ $ 33.6
Aggregate Amortization Expen:
Predecessor Compa
For the year ended December 31, 2 $ 0.1
For the nine months ended September 30, : $ 01
Successor Compar
For the three months ended December 31, : $ 3.7

The increase in trademarks and brand names istiremecognition of the fair value of the Armstraamgd Bruce brand names. Based on our intention to
use these brand names indefinitely due to theipmapce in our selling efforts, we have not asgigaeiseful life to these assets. We will test treesset
for impairment annually in the fourth quarter.

There are no intangible assets related to discosdiroperations.

The annual amortization expense expected for taesy2007 through 2011 is as follows:

2007 $14.2 201( $13.€
2008 13.€ 2011 13.€
2009 13.€

NOTE 13. OTHER NOICURRENT ASSETS

Successo Predecessc
Comganx Comganx
Decembe
December
31, 2006 31, 2005
Cash surrender value of Company owned life insieandicies $ 52.¢ $ 651
Other 34.5 31t
Total other no-current assel $ 874 $  96.€

The Successor balance excludes amounts relatéscantinued operations.
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NOTE 14. ACCOUNTS PAYABLE AND ACCRUED EXPENSE

Successo Predecessc
Company Company
Decembe
December
31, 2006 31, 2005
Payables, trade and ot $ 231.¢ $ 256.2
Employment cost 118.¢ 59.¢
Other 92.¢ 76.4
Total accounts payable and accrued expe $ 443.C $ 392.f

Certain other accounts payable and accrued expbasesheen categorized as liabilities subject topromise (see Note 5). The Successor Company
balance excludes amounts related to discontinuethtipns.

NOTE 15. RESTRUCTURING AND OTHER ACTION

Net restructuring charges of $1.7 million, $10.0lion, $23.0 million and $17.9 million were recodii the three months ended December 31, 2001
nine months ended September 30, 2006 and the 8@8sand 2004, respectively. The following tablmmarizes these charges:

Successol
Company Predecessor Compan
Three Months Nine Months (unaudited)
Ended Ended Number of
December 31 September Year Year Employees
Action Title 2006 30, 2006 2005 2004 Impacted Segment
Lancaster Plar $ 0.t $ 9.€ $16.2 $1.C 45C  Resilient Flooring
Nashville Plan 14 — — — 27C  Wood Flooring
Hoogezanc — 0.5 6.3 10.€ 13C  Building Products
Resilient Flooring, Wood
North America SG&A (0.2 — (0.2) 5.3 25C  Flooring, Unallocated Corpora
Morristown — — 0.4 0.4 10C  Cabinet Product
Searcy — — 0.1 0.8 23C  Wood Flooring
European consolidatic — — — (0.5 Resilient Flooring
U.K. Lease — (0.1 — — Unallocated Corporat
Total $ 1.7 $ 10.C $23.C $17.€
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Lancaster PlantThese charges related to the fourth quarter 2@@#sion to cease commercial flooring productiohaatcaster in 2006. Commercial
flooring production requirements are being serviicepart by our other facilities around the woNde recorded the following costs related to this
initiative:

Successo
Company Predecessor Compan'
Three
Months Nine Months
Ended
Decembe Ended
September
31, 2006 30, 2006 Year 200¢ Year 200¢
Non-cash restructuring charg $ 05 $ 8.5 $ 141 $ O0.E€
Severance and related co — 1.1 2.2 0.4
Total restructuring charge $ 05 $ 9.6 $ 16.5 $ 1C
Fixed asset impairmen — — — $ 177
Accelerated depreciatic — $ 0.3 $ 64 10.2
Other related cos $ 0E 9.3 6.3 —
Total cost of goods so $ 05 $ 9.€ $ 127 $ 28.C
Gain on sale of warehou — $ (149 — —
Other related cos — 7.4 — —
Total SG&A — $ (6.9 — —

We have incurred project-tate restructuring charges of $27.4 million relgtecharily to severance and pension related cd¥gesdo not expect to inc
any additional restructuring or other charges egldb this initiative in the future.

Nashville: This charge is related to the fourth quarter 2886ision to cease production at this facility 002. Finished goods production ceased in
January 2007. All production activities are expddtecease by the end of 2007. Solid hardwood ifhgoproduction requirements are being serviced by
six of our existing plants in the United States. ké&e incurred project-to-date restructuring chsugfeb1.4 million and expect to incur additional
restructuring charges of $0.1 million related tis fhitiative in 2007.

Hoogezand These charges are related to the first quart@4 2@cision to close the manufacturing facility @nel comprised of severance and related
costs. Closure of the plant was completed in gt uarter of 2005. The production was transfetoeghother Building Products location in Minster,
Germany and resulted in a net reduction of appratety 72 positions. We have incurred project-tcedastructuring charges of $17.7 million, and
expect to incur an additional $0.3 million of restiuring charges in 2007. Additionally, we recor&&d5 million and $1.4 million of accelerated
depreciation in cost of goods sold in 2005 and 28€&gpectively. We also recorded $0.2 million, $®illion and $1.1 million of other related costs in
cost of goods sold in 2006, 2005 and 2004, resgegtiln 2005, we recorded fixed asset impairmeiits0.4 million, also in cost of goods sold.

North America SG&A: The net reversal of $0.2 million in 2006 (Resiti€&looring), net reversal of $0.1 million in 20(®esilient Flooring) and net
charge of $5.3 million in 2004 ($4.0 million in Rémnt Flooring, $0.8 million in Wood Flooring, ar&D.5 million in Corporate) were recorded for
severance and related costs due to a restructofitige sales force and management structure irhNarterica in response to changing market
conditions. This initiative was announced in tharfb quarter of 2004 and was completed in the squarter of 2005. We incurred project-to-date
restructuring charges of $5.0 million and do ngtet to incur any additional charges.

Morristown: The charges related to the fourth quarter 20@4sim to close a plant in Tennessee in the fisstrgr of 2005. Manufacturing was
consolidated at two existing plants in the Unitéat&. We have incurred project-to-date restrusgucharges of $0.4 million for severance related
charges and $0.4 million of related shutdown castsdo not expect to incur additional costs. Additilly, we recorded
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$0.2 million and $1.5 million of accelerated depaéion in 2005 and 2004, respectively, in cost@bds sold. We also recorded $1.0 million of other
related costs in 2005 and $0.4 million of fixededssipairments in 2004, both in cost of goods sold.

Searcy. The charge related to the fourth quarter 2004sé@tto cease production at a solid hardwood ftaptocation in Arkansas in the first quarter of
2005 and was comprised of estimated severanceitseaedl related costs. We continue to manufactolid wood flooring at other plants across the
United States. We incurred $0.9 million of restruictg charges for the project-to-date and do npeekto incur any additional charges. Additionailty,
2006 and 2005, we recorded asset impairment chafdk&7 million and $13.9 million, respectively, ¢ost of goods sold related to property, plant and
equipment at this site. See Note 10 for furthecutision.

European consolidationThe net reversal in 2004 comprised certain sexeraccruals that were no longer necessary irethaining accruals from the
2003 and 2002 charges in the Resilient Flooringrssg.

U.K. Lease In 1996, we recorded a restructuring charge flecefuture rent associated with the vacated partf a leased building. The lease extends
through 2017. In the third quarter of 2006, we sija new sublease agreement for a portion of theathspace and, accordingly, recorded a reduction
of $0.1 million in our reserve to reflect the futuexpected sublease income.

The following table summarizes activity in the ganization and restructuring accruals for 200520@6. The amount of net charges in the table does
not agree to the income statement due to non-dastyes for enhanced retirement benefits that dicffect the restructuring accrual accounts.

Predecessor Compar

Balance, December 31, 20 $ 23.¢
Cash payment (23.5)
Net charge: 8.C
Other (1.0
Balance, December 31, 20 $ 8.2
Cash payment (2.9
Net charge: 1kt
Other 0.4
Balance, September 30, 2C $ 7.2
Liability discharged upon emergen (1.3
Successor Compan

Cash payment (0.9
Net charge: 1.2
Other 0.2
Balance, December 31, 20 $ 7.C

The amount in “other” is related to the effectgarkign currency translation.

The Predecessor Company balances included $1i®miéiported in liabilities subject to compromi3&is amount was discharged upon emergence
from Chapter 11 in accordance with the POR.

Substantially all of the remaining balance of testructuring accrual as of December 31, 2006 tat¢he noncancelable U.K. operating lease, which
extends through 2017, and severance for termiratgzoyees, the majority of which will be paid in0Z0
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NOTE 16. INCOME TAXES

The tax effects of principal temporary differenbesween the carrying amounts of assets and ligsilé&nd their tax bases are summarized in the table
below. Management believes it is more likely thahthat results of future operations will genersuéficient taxable income to realize deferred taget:
including, specifically, the U.S. net operatingdes of $1,579 million principally resulting frometipayment to the Asbestos PI Trust set-up under the
POR that may be carried forward for 20 years.

We have provided valuation allowances for certééesand foreign net operating loss carryforwafoigign tax credits and other basis adjustments of
$190.3 million. We have $1,678 million of state nperating loss carryforwards with expirations begw 2007 and 2026, and $305.5 million of foreign
net operating loss carryforwards, which are avéglédr carryforward indefinitely. The net decreasealuation allowance from 2005 of $78.4 millian i
primarily due to an increase in anticipated stakalle earnings available to absorb post-emerggate tax NOLs, offset by increases for foreign tax
credit and capital loss carryforwards incurred dgr2006. Prior to consummation of the Company’s PibRas unclear whether changes to the capital
or legal structure would allow for the generatidrsofficient taxable earnings for state tax purpogerealize the state net operating losses. Maneage
concluded its evaluation of the projected profifolbe tax during the fresh-start process after atswsidering the impact of increases in deferred tax
liabilities related to adjustments made to theyiag value of certain intangible assets on the opebalance sheet.

Predecessc
Successol
Company Company
December December
Deferred income tax assets (liabilities 31, 2006 31, 2005
Postretirement and postemployment ben $ 189.f $ 108.¢
Chapter 11 reorganization costs and restructurisgs 1.5 40.¢
Asbesto-related liabilities — 1,262.°
Pension benefit liabilitie 34.¢ 33.¢
Net operating losse 730.2 134.%
Foreign tax credit carryforwait 38.t —
Capital losse 14.2 10.€
Other 73.7 87.2
Total deferred tax asse 1,082.¢ 1,678.t
Valuation allowanct (190.9) (268.%)
Net deferred tax asse 892.1 1,409.¢
Intangibles (304.9) —
Accumulated depreciatic (90.7) (290.9
Prepaid pension cos (225.¢) (184.%)
Insurance for asbesi-related liabilities — (39.0
Tax on unremitted earniny (39.9) (1.9)
Other (37.§) (32.9)
Total deferred income tax liabilitie (697.5) (449.0
Net deferred income tax ass $ 194.¢ $ 960.¢
Deferred income taxes have been classified in thes@lidated Balance Sheet
Deferred income tax ass— current $ 6.8 $ 154
Deferred income tax ass— nor-current 201.¢ 967.4
Deferred income tax liabilit— current (2.9) (0.8)
Deferred income tax liabilit— nor-current (11.9 (21.9
Net deferred income tax ass $ 194.¢ $ 960.¢

The Successor Company balance excludes amountsd étediscontinued operations.
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Successo
Company Predecessor Compan'
Three Nine
Months Months
Ended Ended
Decembe Septembe
Year Year
Details of taxes 31, 2006 30, 2006 2005 2004
Earnings (loss) from continuing operations befoime taxes:
Domestic $ 34.C $1,950.: $119.1 $ 80.7
Foreign (6.4)| 196.( (50.6) (125.¢)
Eliminations (20.5) 4.7 36.4 (4.7)
Total $ 7.1 $2,150.¢ $104.¢ $ (49.2)
Income tax provision (benefit):
Current:
Federa — $ (132 $ 1€ $ 33.1
Foreign $ 1€ 14.¢ 19.C 14.¢
State 0.2 (1.0 4.2 (0.9)
Total curreni 2.C 0.4 24.¢ 47.1
Deferred:
Federa 3.7 761.¢ (35.9) (15.7)
Foreign (1.7)| (6.2 7.€ (10.9)
State (0.2) (29.9) 1.8 (0.9
Total deferrec 1.6 726.2 (26.0) (25.7)
Total income taxes (benef $ 3.E€ $ 726.€ $(12) $ 214

At December 31, 2006, the Company had $105.3 miliecess book basis in the shares of certain foidsidiaries for which no deferred taxes have
been provided because we consider the underlyimgreg to be permanently reinvested. This basferifice could reverse through a sale of the
subsidiaries, the receipt of dividends from thesadibries, as well as various other events. lbispnactical to calculate the residual income témclv
would result if these basis differences reversesltduhe complexities of the tax law and the hyptital nature of the calculations. We do, however,
estimate that approximately $1.4 million in non-Uafithholding taxes would be payable if the undiedyearnings were to be distributed.
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Successo
Company Predecessor Compan'
Three Nine
Months Months
Ended Ended
Decembe Septembe
Reconciliation to U.S. statutory tax rate 31, 2006 30, 2006 Year 200t Year 200¢
Continuing operations tax (benefit) at statutong $ 2t $ 752.¢ $ 36.7 (17.2
State income taxes, net of federal benefit — (30.9 3.4 (2.9
Foreign losses (1 4.8 35.7 227 12.¢
Tax on foreign and forei¢-source incom (5.08 (1.2) (1.0) (3.9
HIA Dividend tax cos — — (0.9 —
Goodwill impairment — — — 37.¢
Bankruptcy reorganization exper 2.C 8.8 2.t (5.2
Benefit for subsidiary debt impairme — — (29.6 —
Capital Loss Utilizatior — — 3.7 —
Permanent book/tax differences 0.9 (25.¢) (6. (2.9
Permanent fresh-start adjustments — (0.9 — —
Permanent settlement adjustme — (39.6 — —
Net tax on unremitted earnin 0.2 26.€ (25.7) 1.8
Tax expense (benefit) at effective r $ 3.8 $ 726.¢ $ (1.2 $ 214
(1) State and foreign differences include impdathanges in valuation allowanc
Successo
Company Predecessor Compan
Three Nine
Months Months
Ended Ended
Decembe Septembe
Other taxes 31, 200€ 30, 2006 Year 200¢ Year 200¢
Payroll taxes $ 16.C $ b55.2 $ 724 $ 71z
Property, franchise and capital stock ta 4.€ 12.2 154 16.5

As previously described, the Company funded itse&siis Pl Trust in 2006 resulting in certain sigrifit tax adjustments that impacted the effectixe ta
rate for the nine months ended September 30, 20@Geduced valuation allowances of approximate§.&$2nillion related to certain state net opera
losses and deferred tax assets as available eeidiexctuding pre-tax profit projections and newetedd tax liabilities on fresh-start adjustments,
indicates that it is now more likely than not thiase benefits will be realized. In addition, ag p&freshstart reporting, several significant balance <
accounts were reversed resulting in a permanerk besus tax difference which has an impact oreffective tax rate. These reversals were primarily
the reduction in the carrying value of nondeduetipbodwill as well as certain other foreign curgetranslation accounts.

The effective tax rate for the three months endeddinber 31, 2006, reflects a tax benefit of $118anirelated to a recent change in German tax law
which allows for a recovery of previously frozenputation tax credits. This benefit was more th&raif however, by non-U.S. losses incurred during
the quarter for which a full valuation allowanceésjuired.

During the fourth quarter of 2005, the Company clatgal a restructuring of a subsidiary that resultea tax benefit on intercompany debt impairment
of $29.6 million in addition to a capital loss tagnefit of $3.7 million. The restructuring also sad the elimination of previously unremitted taxabl
earnings on which we had recorded a deferred aditly of $27.0 million.
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In October 2004, the American Jobs Creations A&Q8¥4 (the “AJCA”) was signed into law. The AJCAopides for a ongime tax deduction of 85%
certain foreign earnings that were repatriatedd®52 During 2005, the Company repatriated fore@miags eligible for this deduction and recorded a
net tax benefit of $0.4 million as a result of tegersal of deferred taxes previously providedhmse earnings.

The 2005 and 2004 tax provisions reflect the realerBcertain federal, state and foreign tax adsrna longer required due to the completion of tax
audits and expiration of statutes of limitationtfzdly offset by certain nondeductible expenses.

In accordance with the requirements for fresh-segrorting pursuant to SOP 90-7, the Company hagtad FASB Interpretation No. 48 (“FIN48”),
Accounting for Uncertainty in Income Taxes, effeetas of October 2, 2006. The transition adjustsyerithough not material in the aggregate, were
shown as an adjustment to the opening fresh-stitahbe sheet.

The Company has $37.0 million of Unrecognized Tax&its (“UTB”) as of 12/31/06. $2.3 million of théTB, if recognized in future periods, would
impact the reported effective tax rate. $34.7 wiillof the UTB are generally related to issues éiédted as of the fresh-start date that, if recoephi
would result in adjustments to the fresh-start hedesheet. $19.3 million of the UTB, if recognizeauld increase net operating losses.

It is reasonably possible that certain UTB mayéase or decrease within the next twelve monthsaltex examination changes, settlement activities,
expirations of statute of limitations, or the impan recognition and measurement consideratioaselto the results of published tax cases or other
similar activities. The Company estimates thatsééexpirations will result in recognition of $Infillion related to certain non-deductible expensesr
the next twelve months.

Under FIN 48, the Company has elected to contitsuprior practice of accounting for interest andadées on uncertain tax positions as income tax
expense consistently for all income tax purposed,as a result has reported $2.0 million in theregate related to interest and penalty exposure as
accrued income tax expense in the statement afdiabposition as of December 31, 2006.

The Company has significant operations in over@éntries and files income tax returns in approxetya80 tax jurisdictions, in some cases for muét
legal entities per jurisdiction. Generally, the Gmny has open tax years subject to tax audit sgroth average of between 3 years to 6 years irthes
taxing jurisdictions. The Company has not materiakitended any open statutes of limitation for sigyificant location and has reviewed and accrued
for, where necessary, tax liabilities for open pdsi. The Company has been audited in the UnitaésStidne most significant tax jurisdiction, for tk
years through 2003, resulting in the years 200duitin 2006 being subject to future potential taxitradjustments while years prior to 2004 are settle
The Company is not currently under audit for U.8d&ral tax purposes, although there are ongoinigsaindrhe Netherlands and Germany which may
result in future changes to reported tax. We haaduated the need for additional tax reserveshese¢ audits as part of our FIN 48 adoption process.
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The Company had the following activity recorded dorecognized tax benefits for the three month&dri2ecember 31, 2006:

Taxes Payable

Non- Taxes NOL
Current Current Receivable Carryforward Total
Unrecognized tax benefits upon adoption of f-start reporting $ 11 $ 9.€ $ 83 $ 16.€ $35.€
Gross change for current year positi — 0.2 — 2.€ 2.8
Increase for prior period positiol — 0.1 — — 0.1
Decrease for prior period positio — — — — —
Decrease due to settlements and payn (2.2) — — — (2.7)
Decrease due to statute expirati — (0.9 — — (0.49)
Unrecognized tax benefits at December 31, Z $ — $ 95 $ 832 $ 19.2 $37.C

NOTE 17. DEBT
(See Note 5 regarding treatment of prepetition glebt

Successor Compan Predecessor Compan

Average Average
year-end year-end
($ millions) 2006 interest rate 2005 interest rate
Borrowings under lines of crec — = $ 450.( 7.1&%
Term Loan A $300.C 6.85% — —
Term Loan B 500.( 7.1(% — —
Commercial pape — — 50.C 6.75%
Foreign bank: 2.8 4.179% 14.€ 4.12%
Bank loans due 202015 1.3 3.11% 154 6.1(%
9.00% mediur-term notes due 20( — — 7.5 9.0(%
6.35% senior notes due 20 — — 200.C 6.35%
6.50% senior notes due 20 — — 150.C 6.5(%
9.75% debentures due 20 — — 125.C 9.7%%
7.45% senior notes due 20 — — 200.( 7.45%
7.45% senior quarterly interest bonds due Zz — — 180.C 7.45%
Industrial development boni 10.C 4.2€% 21.C 4.95%
Capital lease obligatior 1.1 7.659% 1.5 7.6%
Other 140 7.85% 15.1 8.62%
Subtotal 816.2 6.9€% 1,430.: 7.22%
Less debt subject to comprom — — 1,388.¢ 7.2%
Less current portion and sh-term debt 14.7 6.48% 20.C 4.7(%
Total long-term debt, less current portis $801.£ 6.97% $ 21t 5.171%

The Successor Company balance excludes amountisd-étediscontinued operations.

On October 2, 2006, Armstrong executed a $1.Iobilienior credit facility arranged by Banc of AncarSecurities LLC, J.P. Morgan Securities, Inc.,
and Barclays Capital. This facility is made up &390 million revolving credit facility (with a $D6million sublimit for letters of credit), a $300iliron
Term Loan A, and a $500 million Term Loan B. ThisBbillion senior credit facility is secured by3J personal
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property (excluding land and buildings), the cdmtack of material U.S. subsidiaries, and a 65&elgé of the stock of our material foreign subsidir

The senior credit facility includes two financiavenants which do not permit the ratio of consaéddunded indebtedness to consolidated EBITDA
(earnings before interest, taxes, depreciationaanartization) (“Consolidated Leverage Ratio”) todveater than 3.75 to 1.00 and the ratio of
consolidated EBITDA to consolidated interest exjgetasbe less than 3.00 to 1.00. We are in compdiavith these covenants. The Revolving Credit and
Term Loan A portions are currently priced at a agref 1.50% over LIBOR and the Term Loan B pori®priced at 1.75% over LIBOR for its entire
tenor. As of December 31, 2006, the Term Loan ABean Loan B were both fully funded and are cuisepticed on a variable interest rate basis. The
Term Loan A and Term Loan B portions of the créditlity may be prepaid without penalty at the miyuof their respective interest reset periodsyAn
amounts prepaid may not be reborrowed. The cradilitfy also includes an “incremental credit fagilifeature under which the credit facility may be
increased by an additional $200 million at our opti

Approximately $4.1 million of the remaining $16.2llion of debt as of December 31, 2006 was secwigh buildings and other assets. The credit lines
at our foreign subsidiaries are subject to immatemnual commitment fees.

As of December 31, 2005, approximately $29.9 millad the $41.5 million of total debt outstanding sabject to compromise was secured with
buildings and other assets.

Scheduled payments of long-term debt (excludingatisnued operations) (millions):

2007 $10.€ 201C $ 35.2
200¢ 20.7 2011 237.1
200¢ 34.C

NOTE 18. PENSION AND OTHER BENEFIT PROGRAM

We have defined benefit pension plans and postreéint medical and insurance benefit plans coveligiple employees worldwide. We also have
defined-contribution pension plans for eligible doyees. Benefits from defined benefit pension plavtsch cover substantially all employees
worldwide, are based primarily on an employee’s gensation and years of service. We fund our pergmms when appropriate. The U.S. defined
benefit pension plans were closed to new salarnedsalaried production employees on January 1, 2M@5also froze benefits for certain non-
production salaried employees effective February2P86. We fund postretirement benefits on a payeasgo basis, with the retiree paying a portion of
the cost for health care benefits by means of dézles and contributions.

UNITED STATES PLANS

The following tables summarize the balance shepaatof the pension and postretirement benefitgylas well as the related benefit obligations,tasse
funded status and rate assumptions. The pensiaitsedisclosures include both the Retirement Inedttan (RIP) and the Retirement Benefit Equity
Plan, which is a nonqualified, unfunded plan desibto provide pension benefits in excess of thédinefined under Sections 415 and 401(a)(17)®
Internal Revenue Code.
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We use a December 31 measurement date for oudefiied benefit plans.

@

Successo
Company Predecessor Compan
Nine
Months
Ended
Three
Months Septembel
Ended 30, 2006
December
U.S. definec-benefit pension plans 31, 2006 @ Year 2005
Change in benefit obligation:
Benefit obligation as of beginning of peri $1,705.( $1,775.¢ $1,637.«
Service cos 34 13.€ 24.7
Interest cos 24.¢ 69.4 96.C
Plan amendmen — 0.2 (20.5)
Effect of curtailment: — — 8.3
Effect of special termination benef 0.t 8.5 14.1
Actuarial (gain)/los: (O.E)I (78.0 128.:
Benefits paic (27.9) (84.6) (105.9)
Benefit obligation as of end of peri $1,705. $1,705.( $1,775.¢
Change in plan assets:
Fair value of plan assets as of beginning of pe $2,143.° $2,089.: $2,010.¢
Actual return on plan asse- gain 121t 136.% 181.Z
Employer contributior 0.8 24 3.4
Benefits paic (27.9) (84.€) (105.¢)
Fair value of plan assets as of end of pe $2,238." $2,143.7 $2,089..
Funded status of the pla $ 533. $ 4387 $ 313.:
Unrecognized net actuarial (gain)/lc — — 21.¢
Unrecognized prior service cost (bene — — 101.5
Net asset recognize $ 533.C $ 438.7 $ 436.¢

Reflects the effects of fre-start reporting
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Successo
Company Predecessor Compan'
Three Nine
Months Months
Ended Ended
Decembe Septembe
U.S. define-benefit pension plang 31, 2006 30, 2006 Year 200
Weighted-average assumptions used to determindibebkgations at end of period:
Discount rate 5.7%% 5.7%% 5.5(%
Rate of compensation incree 4.00% 4.0(% 4.0(%
Weighted-average assumptions used to determingeniedic benefit cost for the period:
Discount rate 5.7%% 5.5(% 5.7%%
Expected return on plan ass 8.0(% 8.0(% 8.0(%
Rate of compensation incree 4.0(% 4.0(% 4.0(%
Successa
Company Predecessor Compan
Three ;
Months Mglr?tis
Ended Ended
Decembe Septembel
U.S. definec-benefit retiree health and life insurance plan: 31, 2006 30, 2006 Year 200¢
Change in benefit obligation:
Benefit obligation as of beginning of peri $ 391t $ 378t $ 396.7
Service cos 0.7 1.8 2.6
Interest cos 5.4 14.¢€ 20.€
Plan participan’ contributions 1.€ 4.7 6.1
Plan amendmen — (3.9 (4.9)
Effect of curtailment: — (0.3 —
Actuarial (gain)/los: — 19.2 (9.7)
Benefits paid, gros 9.3} (25.9) (33.9)
Medicare subsidy receip 0.7 1.3 —
Benefit obligation as of end of peri $ 390.¢ $ 391t $ 378t
Change in plan assets:
Fair value of plan assets as of beginning of pe — — —
Employer contributior $ 7C] $ 19& $ 271
Plan participan’ contributions 1.€ 4.7 6.1
Benefits paid, gros 9.9)] (25.9) (33.9)
Medicare subsidy receip 0.7 1.3 —
Fair value of plan assets as of end of pe $ 0cC $ 0cC $ 0C
Funded status of the pla $(390.6] $ (3915 $(378.%
Unrecognized net actuarial (gain)/lc — — 171.t
Unrecognized prior service cost (bene — — (39.9)
Net liability recognizec $(390.E)I $ (3915  $(246.9)

(1) Reflects the effects of fre-start reporting
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Successo
Predecesso
Company Company
Three Nine
Months Months
Ended Ended
Decembe Septembe
U.S. definec-benefit retiree health and life insurance plan: 31, 2006 30, 2006 2005
Weighted-average assumptions used to determindibebkégations at December 31:
Discount rate 5.7(% 5.7(% 5.5(%
Rate of compensation incree n/e n/s 4.0(%
Weighted-average assumptions used to determingeniedic benefit cost for years ended
December 31
Discount rate 5.70% 5.5(% 5.7%
Rate of compensation incree n/e n/e 4.0(%

Investment Policies

The RIP’s primary investment objective is to in@eahe ratio of RIP assets to liabilities by magimg the long-term return on investments while
minimizing the likelihood of cash contributions e\tke next 5-10 years. This is to be achieved pyn{gesting primarily in publicly-traded equities,
(b) limiting return volatility by diversifying invetments among additional asset classes with diffegkpected rates of return and return correlatiand
(c) investing a portion of RIP assets in a bondfptio whose duration is roughly equal to the dimatof RIP liabilities. Derivatives may be usedeit
to implement investment positions efficiently ottedge risk but not to create investment leverage.

Each asset class utilized by the RIP has a definedt allocation target and allowable range. Thie taelow shows the asset allocation target and the
December 31, 2006 and 2005 position for each atmes:

Predecesso
Successor Compan' Company
Target Weight at Position at December 31
Asset Class December 31, 20C 2006 2005
Domestic equity 41% 40% 37%
International equit 22% 23% 26%
High yield bonds 5% 5% 6%
Long duration bond 25% 26% 27%
Real estat: 7% 5% 2%
Other fixed incomg 0% 1% 2%

Basis of Rateof-Return Assumption

Long-term asset class return assumptions are digetiased on input from investment professionalthe expected performance of the asset classes
over 10 to 20 years. The forecasts were averagednb@ up with consensus passive return forecastsafth asset class. An incremental component was
added for the expected return from active managebesed both on the RIP’s experience and on histioriformation obtained from the RIP’s
investment consultants. These forecast gross etuene reduced by estimated management fees ardseq yielding a long-term return forecast of

8.00% per annum.
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Amounts recognized in assets and liabilities at yea consist of:

Prepaid pension costs

Accounts payable and accrued expenses

Postretirement and postemployment benefit liab#|

Pension benefit liabilitie
Other intangibles, ne

Net amount recognize

Amounts recognized in accumulated other comprekienscome at year end consist of:

Net actuarial (gain)
Prior service cost (credit)

Accumulated other comprehensive inca

Pension Benefits

Retiree Health and Life
Insurance Benefits

Successc Predecessc Successc Predecessc
Company Company Company Company
2006 2005 2006 2005

$578.1] $ 460
(3.5 — $ (30.7)
— — (359.9] $ (246.9
(41.9 (44.9) — —
— 0.2 — —
$533.:] $ 416 $(390.60] $ (246.9

Pension Benefits

Retiree Health and Life
Insurance Benefits

Successc Predecessc Successc Predecessc
Company Company Company Company
2006 2005 2006 2005

$ (79.5) —
$ (79.9 $ 20 $ — $ —

Amounts recognized in accumulated other comprekieriscome as of September 30, 2006 were eliminatquhrt of fresh-start reporting. The $79.5
million gain in accumulated other comprehensiveine as of year end was a result of Successor Congudivity.

No amounts in accumulated other comprehensive iecan® expected to be amortized into the pensidlitaepostretirement benefit cost in 201

The accumulated benefit obligation for the U.Sirtsd benefit pension plans was $1,686.0 million §h#34.5 million at December 31, 2006 and 2005,

respectively.

The following table relates to the Retirement Bérequity Plan, which is a nonqualified, unfundddrpdesigned to provide pension benefits in excess

of the limits defined under Sections 415 and 4q1{@)of the Internal Revenue Code.

U.S. pension plans with benefit obligations in exes of asset

Pension Benefits

Projected benefit obligation, December
Accumulated benefit obligation, December
Fair value of plan assets, Decembel
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Successo
Company Predecessor Compan'
Three Nine
Months Months
Ended Ended
Decembe Septembe
The components of pension credit are as follow
U.S. defined-benefit pension plans 31, 2006 30, 2006 Year 200t Year 200¢
Service cost of benefits earned during the pe $ 34 $ 13.€ $ 247 $ 232
Interest cost on projected benefit obligat 24.¢ 69.4 96.C 91.c
Expected return on plan ass (42.5) (121.%) (158.%) (247.%)
Amortization of prior service co: — 6.7 16.C 17.4
Amortization of net actuarial los — .8 AL 15 1t
Net periodic pension crec $ (14.9) $ (30.5) $ (20.9 $ (149

As a result of our January 13, 2006 announcemantctrtain non-production salaried employees veillhtheir plan benefits frozen as of February 28,
2006, we recorded a curtailment charge of $16.8aniln the fourth quarter of 2005 in cost of goaddd ($11.4 million) and SG&A ($5.5 million). Tt
charge is not reflected in the table above.

In addition, we recorded separate charges of $@l®min the three months ended December 31, 2886 million in the nine months ended
September 30, 2006, $14.1 million in 2005 and $@ilBon in 2004 within restructuring expense foesfal termination benefits related to the closure o
certain operations at a manufacturing plant in laster. See Note 15 for further information.

Successo
Company Predecessor Compan'
Three Nine
Months Months
Ended Ended
Decembe Septembe
The components of postretirement benefit costs aies follows:
U.S. defined-benefit retiree health and life insurace plans 31, 2006 30, 2006 Year 200t Year 2004
Service cost of benefits earned during the pe $ 0.7 $ 1.8 $ 2¢ $ 34
Interest cost on accumulated postretirement beobfigation 5.4 14.€ 20.€ 22.2
Amortization of prior service bene — (4.9 (5.6) (5.2
Amortization of net actuarial los — 9.4 11.¢€ 9.7
Net periodic postretirement benefit ¢ $ 6.1 $ 21t $ 29.8 $ 30.2

For measurement purposes, average rates of amauehse in the per capita cost of covered heatthlmenefits of 11.5% for pre-65 retirees and 12.0%
for post-65 retirees were assumed for 2007, deicrgd86 per year to an ultimate rate of 5%. Assuimealth care cost trend rates have a significant

effect on the amounts reported for the health pres. A one-percentage-point change in assumdthluaae cost trend rates would have the following
effects:

One percentage poin’

U.S. retiree health and life insurance benefit plas Increase Decrease
Effect on total of service and interest cost congras $ 0.7 $ (0.8
Effect on postretirement benefit obligati 11 (14.0

We expect to contribute $3.5 million to our U.Sfided benefit pension plans and $30.7 million to OUS. postretirement benefit plans in 2007.
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The following benefit payments, which reflect exjgecfuture service, as appropriate, are expectée fmaid over the next ten years for our U.S. plans

Retiree Health anc Retiree Health
Medicare Subsidy
Life Insurance

Pension Benefit Benefits, Gross Receipts
2007 $ 107.z $ 33.t $ (2.9)
2008 107.¢ 35.2 (3.0)
2009 107.5 36.€ (3.2
2010 108.C 37.¢ (3.2)
2011 108.¢ 38.2 (3.9
2012-2016 571.¢ 179.z (15.9)

NON-U.S. PLANS

We have defined benefit pension plans covering eygas in a number of foreign countries that utiizgsumptions which are consistent with, but not
identical to, those of the U.S. plans. The follogvtables summarize the balance sheet impact dafyfopension benefit plans, as well as the related
benefit obligations, assets, funded status andasgemptions.

Effective with our adoption of FAS 158, “Employe#sccounting for Defined Benefit Pension and OthestRetirement Plans,” on October 2, 2006, we
use a December 31 measurement date for all ofailhS. defined benefit plans. Prior to our adaptd FAS 158, we used a December 31
measurement date for most of our non-U.S. defirebfit plans.
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Successo
Company Predecessor Compan'
Nine
Months
onths Ended
Ended Septembe
Decembe 30, 2006
Non-U.S. definec-benefit plans 31, 2006 @ Year 200t
Change in benefit obligation:
Benefit obligation as of beginning of peri $ 3972 $ 377.¢ $ 396.2
Service cos 1.7 5.1 6.1
Interest cos £ 12.c 17.7
Plan participan’ contributions B i3 2.C
Measurement date adjustmu — 0.8 —
Foreign currency translation adjustm 11.¢ 26.5 (40.7)
Actuarial (gain) los: (5.C)I (11.9 15.€
Benefits paic (4.2) (14.5) (19.9)
Benefit obligation as of end of peri $ 406.5 $ 397.2 $ 377.€
Change in plan assets:
Fair value of plan assets as of beginning of pe $ 215.7 $ 175.¢ $ 158.¢
Actual return on plan ass—gain 7.4 9.3 26.2
Employer contribution 4.€ 30.2 22.1
Plan participan’ contributions 0.t 1.5 2.C
Foreign currency translation adjustm 5.¢ 14.1 (13.§)
Benefits paic (4.2 (15.0 (19.9)
Fair value of plan assets as of end of pe $ 229.¢ $ 215.% $ 175.€
Funded status of the pla $(176.6] $ (1815  $(202.0
Unrecognized net actuarial lo — — 68.€
Unrecognized transition ass — — (0.7)
Unrecognized prior service cc — — 3.C
Net liability recognizec $(176.€)I $(181.5)  $(130.5)
(1) Reflects the effects of fre-start reporting
Successo
Company Predecessor Compan'
Three Nine
Months Months
Ended Ended
Decembe Septembe
Non-U.S. definec-benefit plans 31, 2006 30, 2006 Year 200t
Weighted-average assumptions used to determindibebkgations at end of period:
Discount rate 4.7% 4.€% 4.2%
Rate of compensation incree 3.2% 3.2% 3.(%
Weighted-average assumptions used to determingeniedic benefit cost for the period:
Discount rate 4.€% 4.2% 4.8%
Expected return on plan ass 6.€%9 6.5% 6.5%
Rate of compensation incree 3.29% 3.C% 3.2%
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Investment Policies

Each of the funded non-US pension plan’s primarg&ment objective is to earn sufficient long-teaturns on investments both to increase the rétio o
the assets to liabilities in order for the plansieet their benefits obligations, and to minimieggquired cash contributions to the plans. This isgo
achieved by (a) investing in publicly-traded ecgsti(b) limiting return volatility by diversifyingnvestments among additional asset classes with
differing expected rates of return and return datiens, and (c) utilizing long duration bonds itmit the volatility of the plans’ asset/liabilityatios.

Each of the plans has a targeted asset allocaiiozath asset class. The table below shows, for &sset class, the weighted average of the several
plans’ asset allocation targets and positions aebwer 31, 2006 and 2005:

Predecesso
Successor Compan' Company
Target Weight at Position at December 31
Asset Class December 31, 20C 2006 2005
Equities 56% 58% 62%
Long duration bond 28% 28% 25%
Other fixed incomg 7% 7% 12%
Real estat 9% 7% 1%

Basis of Rateof-Return Assumption

Long-term asset class return forecasts were olutdinen investment professionals. The forecasts weezaged to come up with consensus passive
return forecasts for each asset class. These Rirasset class returns were weighted by the ptarget asset class weights, yielding a long-tertorne
forecast of 6.6% per annum for the three monthogeended December 31, 2006 and 6.5% per annurhdarihe month period ended September 30,
2006 and the year 2005.

Amounts recognized in the consolidated balancetstoemsist of

Pension Benefits

Successc Predecessc
Company Company
2006 2005

Prepaid pension cos $ 1.1 $ 8.7
Accounts payable and accrued exper (11.€) —
Pension benefit liabilitie (165.9) a77.9
Other intangibles, ne — 2.7
Net amount recognize $(176.€) $ (166.5)

The amounts reported above for 2005 exclude prgpaigion cost of $8.2 million and pension benédhilities of $1.5 million which relate to
discontinued operations.

Amounts recognized in accumulated other comprekienscome at year end consist: of

Pension Benefits

Successc Predecessc
Comganz Comganx
2006 2005

Net actuarial (gain) $ (9.0

Prior service cost (credit) —

Accumulated other comprehensive inca $ (9.0 $ 36.C
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Amounts recognized in accumulated other comprekieniscome as of September 30, 2006 were eliminatguart of fresh-start reporting. The $9.0
million gain in accumulated other comprehensiveine as of year end was a result of Successor Conguivity.

No amounts in accumulated other comprehensive iecan® expected to be amortized into pension cdXd®7.

The accumulated benefit obligation for the non-ld&ined benefit pension plans was $372.5 millind $345.6 million at December 31, 2006 and
2005, respectively.

Pension Benefits

Successc Predecessc
Company Company
Non-U.S. pension plans with benefit obligations in exss of asset 2006 2005
Projected benefit obligation, December $ 382.7 $ 377.¢
Accrued benefit obligation, December 350.( 345.¢
Fair value of plan assets, Decembel 205.(C 175.¢
Successo
Company Predecessor Compan
Three Nine
Months Months
Ended Ended
Decembe Septembe
The components of pension cost are as follown
Non-U.S. defined-benefit plans 31, 200€ 30, 200€ Year 200% Year 200<
Service cost of benefits earned during the pe $ 17 $ 51 $ 6.1 $ 5¢
Interest cost on projected benefit obligat 4.t 12.2 17.7 17.4
Expected return on plan ass 3.6) (8.€) (11.9) (10.9)
Amortization of transition obligation (asst — (0.2) (0.7) 0.2
Amortization of prior service co: — 0.4 0.5 0.4
Amortization of net actuarial los — 2.1 1.7 0.4
Net periodic pension co $ 2€ $ 117 $ 14.¢€ $ 13.¢

We expect to contribute $17.7 million to our norBUdefined benefit pension plans in 2007.

The following benefit payments, which reflect exigetcfuture service, as appropriate, are expectbe faid over the next ten years:

Pension Benefit

2007 $ 20.2
2008 21z
2009 20.€
2010 21k
2011 22.4
20122016 135.¢

Costs for other defined contribution benefit plansl multiemployer pension plans were $3.3 milliotthie three months ended December 31, 2006, $9.€
million in the nine months ended September 30, 28Q6.0 million in 2005 and $10.4 million in 2004,
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NOTE 19. FINANCIAL INSTRUMENTS
We do not hold or issue financial instruments fading purposes. The estimated fair values of imantial instruments are as follows:

Successor Compan' Predecessor Compan'
2006 2005
Carrying
Estimated Carrying Estimated
(millions at December 31 amount fair value amount fair value

Assets/(Liabilities):

Debt subject to compromit $(1,388.f)  $(976.7)

Long-term debt, including current portic $(812.9) $(812.9 (26.9 (26.9
Foreign currency contract obligatio (2.0 (2.0 1.5 1kt
Natural gas contrac 2.t 2:5 18.7 18.7
Other energy contrac (0.5 (0.5) — —

The carrying amounts of cash and cash equivalertsjvables, accounts payable and accrued expesieesterm debt and current installments of long-
term debt approximate fair value because of thetdhom maturity of these instruments. The fairneaéstimates of long-term debt were based upon
quotes from major financial institutions takingdrdonsideration current rates offered to us fott délthe same remaining maturities. The fair value
estimates of foreign currency contract obligatiars estimated from national exchange quotes. Tihedlue estimates of natural gas contracts are
estimated by obtaining quotes from major finaniiatitutions.

We utilize lines of credit and other commercial enittnents in order to ensure that adequate fundava#able to meet operating requirements. On
December 31, 2006, we had a $300 million revohdreglit facility with a $150 million sublimit for teers of credit, of which $40.2 million was
outstanding. There were no outstanding borrowingieuthe revolving credit facility. Availability wrer this facility totaled $259.8 million as of
December 31, 2006. Our foreign subsidiaries hadable lines of credit totaling $52.4 million, ofhich $8.0 million was used, leaving $44.4 millioh o
unused lines of credit available for foreign boriogs.

On December 31, 2006, we had outstanding lettecsealit totaling $66.8 million, of which $40.2 nidh was issued under the revolving credit facility
and $26.6 were arranged with another bank. Lettecsedit are issued to third party suppliers, msige and financial institutions and typically cany
be drawn upon in the event of AWI's failure to pesyobligations to the beneficiary. We also haweesal commercial letters of credit whereby vendors
are paid directly via the letter of credit.

NOTE 20. DERIVATIVE FINANCIAL INSTRUMENTS

We are exposed to market risk from changes indoreurrency exchange rates, interest rates and odiityrprices that could impact our results of
operations and financial condition. We use forwawdps and option contracts to hedge currency amincality exposures. We regularly monitor
developments in the capital markets and only @ntercurrency and swap transactions with establistoeinter-parties having investment grade ratings.
Exposure to individual counterparties is controlledl derivative financial instruments are entergd with a diversified group of major financial
institutions. Forward swaps and option contractseatered into for periods consistent with undadyéxposure and do not constitute positions
independent of those exposures. At inception, weadtly designate and document our derivatives ta@e(1) a hedge of a forecasted transaction or
“cash flow” hedge, or (2) a hedge of the fair vadifie@ recognized liability or asset or “fair valueédge. We use derivative financial instrumentssks
management tools and not for speculative tradingqses.

Interest Rate Risk-There were no open interest rate derivatives &eckEmber 31, 2006 and 2005. We may at some fdateeexecute interest rate
swaps to mitigate interest rate variability on @erm Loan A and B and other floating rate debt.
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Currency Rate RiskWe manufacture and sell our products in a nurobepuntries throughout the world and, as a resuét,exposed to movements in
foreign currency exchange rates. To a large extamtglobal manufacturing and sales provide a matwrdge of foreign currency exchange rate
movement, as foreign currency expenses generdfigtdbreign currency revenues. We manage our tashexposures on a net basis and use
derivatives to hedge our unmatched foreign curreash inflows and outflows. At December 31, 2006, major foreign currency exposures are to the
Euro, the Canadian dollar, and the British pound.

We use foreign currency forward exchange contrtactsduce our exposure to the risk that the evénetacash inflows and outflows, resulting from the
sale of product to foreign customers and purchfises foreign suppliers, will be adversely affectgdchanges in exchange rates. These derivative
instruments are used for forecasted transactiodsenclassified as cash flow hedges. Cash flowé®dre executed quarterly for up to 15 months
forward and allow us to further reduce our oveealbosure to exchange rate movements, since the gathlosses on these contracts offset losses and
gains on the transactions being hedged. Gainscmsés on these instruments are deferred in othepretensive income until the underlying transac

is recognized in earnings. The net fair value eSthinstruments at December 31, 2006 was an dsg2tlomillion. A gain of $3.1 million is includeid
other comprehensive income related to changesifaihvalue of our foreign currency forward excgarcontracts since September 30, 2006, all of
which is expected to be charged to earnings iméxe twelve months. The earnings impact is repartegither net sales or cost of goods sold to match
the underlying transaction being hedged. The egsiimpact of these hedges was a gain of $0.5 milfiche three months ended December 31, 2006
and a loss of $0.9 million in the nine months en8egdtember 30, 2006. There were no circumstancesewtedge treatment was discontinued during
2006. The earnings impact of the ineffective porid these hedges and of adopting fresh-start tiagowvas not material during 2006.

We also use foreign currency forward exchange ectdrto hedge exposures created by cross-curraterg@mpany loans. The underlying
intercompany loans are classified as short-termtiengslation adjustments related to these loansea@ded in other non-operating income. The
offsetting gains and losses on the related devigatontracts are also recorded in other non-operaticome. These transactions are executed on a six
month rolling basis and are offset or increasegepayment or additional intercompany loans arereldd. The fair value of these instruments at
December 31, 2006 was a liability of $4.1 milliafi, of which is expected to be charged to earningbe next twelve months. During 2006, the net
earnings impact of these transactions was a l0$2.@fmillion in the three months ended Decembe2806 and a gain of $1.1 million in the nine
months ended September 30, 2006, recorded in ptrepperating income. The earnings impact of adggiieshstart reporting for our foreign currer
forward exchange contracts was not material.

Commodity Price Risk We purchase natural gas for use in the manufactiiceiling tiles and other products and to heamyof our facilities. As a
result, we are exposed to movements in the pricetfral gas. We have a policy of reducing cosatldly by purchasing natural gas forward contracts
purchased call options, and zerost collars up to 15 months forward to reduceawarall exposure to natural gas price movements.gétins and loss:

on these transactions offset losses and gainseoinahsactions being hedged. These instrumentieaignated as cash flow hedges. The mark-to-marke
gain or loss on qualifying hedges is included imeotcomprehensive income to the extent effectind,raclassified into cost of goods sold in the queri
during which the underlying products are sold. Wrark-to-market gains or losses on ineffective posiof hedges are recognized in cost of goods sold
immediately. There were no circumstances where dé@gtment was discontinued during 2006. Thevigire of these instruments at December 31,
2006 was a $2.5 million asset. There is also adb$2.0 million included in other comprehensiveame related to changes in the fair value of our
natural gas hedge contracts since September 36, 80@hich $1.4 million is expected to be chargeearnings in the next twelve months. The earr
impact of hedges that matured during 2006, recoiledst of goods sold, was $0.6 million of expeimsthe three months ended December 31, 200
$0.9 million of expense in the nine months endept&aber 30, 2006. The earnings impact of the
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ineffective portion of these hedges was not mdtdriéng 2006. As a result of the adoption of fressart reporting, we recognized a charge of $6.1
million to fair value these instruments, which waported in the results of the Predecessor Company.

NOTE 21. GUARANTEES

For the past several years, we have maintained@ement with the lending institution of one of flooring distributors. Under this agreement, i th
distributor was to default on its obligations ahd tender foreclosed on the assets, the bank cetlch a large portion of our products still at the
distributor (subject to certain quality, currenbguct line and roll size minimum criteria) for dwed of original cost. In October 2006, the lending
institution of the distributor notified us that thestributor had defaulted on its obligations. Agault of the distributor’s default, we refundée bank
$1.1 million and returned the related productsupinventory.

In disposing of assets, AWI and some subsidiarée® lentered into contracts that included variodsnmity provisions, covering such matters as taxes,
environmental liabilities and asbestos and othigialiion. Some of these contracts have exposuiieslitout many do not. Due to the nature of the
indemnities, it is not possible to estimate theeptil maximum exposure under these contractscémiracts under which an indemnity claim has been
received, a liability of $4.0 million has been reged as of December 31, 2006. See Note 32 of tmsdidated Financial Statements for additional
information.

In September 1999, we sold our Textiles Producesaifons. As part of the divestiture agreementtraesferred certain liabilities and assets to the
purchaser to cover pension payments earned bydhefarce as of the sale date. We also reimbursegbtirchaser for such pension payments that are
not covered by the pension assets. In additioragveed to reimburse the purchaser for the tax itngfamur reimbursement of the pension payments.
This agreement had no termination date. In thel thirarter of 2006, we settled this obligation aadenno further obligation under this agreement.

NOTE 22. PRODUCT WARRANTIE!

We provide direct customer and end-user warraftiesur products. These warranties cover manufautefects that would prevent the product from
performing in line with its intended and marketex uGenerally, the terms of these warranties rapge 25 years and provide for the repair or
replacement of the defective product. We collect amalyze warranty claims data with a focus orhik®oric amount of claims, the products involved,
the amount of time between the warranty claimsthei respective sales and the amount of currdes s@ihe following table summarizes the activity
the accrual of product warranties for 2006 and 2005

Successo
Company Predecessor Compan'
Three Months Nine Months
Ended Ended
December 31 September
2006 30, 2006 Year 200¢
Balance at beginning of peri $ 22.¢ $ 211 $ 22
Reductions for paymen (9.9 (23.9) (34.9)
Current period warranty accrus 8.C 28.€ 34.€
Preexisting warranty accrual chany (0.2) (0.2 (0.7)
Acquisitions — 0.€ —
Discontinued operatior — (4.7 —
Effects of foreign exchange translati 0.2 2 (1.1
Balance at end of peric $ 21.2 $  22¢ $ 21.1

106



Table of Contents

Armstrong World Industries, Inc., and Subsidiaries
Notes to Consolidated Financial Statements
(dollar amounts in millions)

The warranty reserve is recorded as a reductiaales and accounts receivable. The Successor Cgrbptance excludes amounts related to
discontinued operations.

NOTE 23. OTHER LONTERM LIABILITIES

Successol Predecesso

Company Company
December 31 December 31

2006 2005

Long-term deferred compensation arrangem $ 36.1 $ 39.4
U.S. worker’ compensatiol 15 18.2
Environmental liabilities not subject to comprom 5.¢ 7.6
Other 18.2 244
Total other lon-term liabilities $ 75.7 $ 90.C

The Successor Company balance excludes amountisd-étediscontinued operations.

NOTE 24. SAVINGS AND INVESTMENT PLAN (SIP

In 1989, we established an Employee Stock OwneRlaip (‘ESOP”) that borrowed $270 million from bardnd insurance companies, repayable over
15 years and guaranteed by AWI. The ESOP usedtioegds to purchase 5,654,450 shares of a nevg séri@mpany convertible preferred stock. In
1996, the ESOP was merged with the Retirement §atan for salaried employees (a defined-conidbytension plan) to form the Retirement
Savings and Stock Ownership Plan. On July 31, 18@6trustee of the ESOP converted the preferkdteld by the trust into approximately

5.1 million shares of common stock at a one-for-@im. Effective March 1, 2005, the name of thenplvas changed to the Savings and Investment Pla
(SIP).

The number of shares released for allocation tbgiant accounts has been based on the propatiprincipal and interest paid to the total amowoint
debt service remaining to be paid over the lif¢hefborrowings. Through December 31, 2006, theaBitieated 1,503,000 AHI shares to participants
remain outstanding, participants retired 2,921 §lres, Armstrong contributed an additional 437 gitdres from its treasury (in 1999 and 2000) and
the trustee purchased 243,000 shares on the opdetnt@allocate to employees (in 1999 and 2000)iriy 2005 and 2004, the SIP sold 1,462,000 and
450,000 unallocated shares on the open markegetgply. The proceeds from the sale remainederStP until November 2006 when they were
allocated to participants as a result of AWI's Cleafd1 emergence. As of December 31, 2006, there m@assets in the SIP that had yet to be alldcate
to participants.

The SIP is a qualified defined contribution plaatthlso includes a 401(k) elective deferral compbng substantial portion of U.S. employees are
eligible and participate. The SIP currently coyesisent company nonunion employees, some parentaigmmion employees, Wood Flooring salaried
employees, and Cabinets salaried employees. Wedextgosts for the SIP of $1.9 million in the threenths ended December 31, 2006, $6.2 million in
the nine months ended September 30, 2006, $6.Bmill 2005 and $5.8 million in 2004, which relatedCompany cash matching contributions.

On November 22, 2000, AWI failed to repay $50 naillin commercial paper that was due. Subsequeah#yremaining ESOP bond principal balance of
$142.2 million became immediately payable alondwaits15.5 million interest and tax makaole premium. ESOP debt service payments havbew
made since June 2000. As a result of the Chapt€ilihy, AWI's guarantee of these
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ESOP loan obligations of $157.7 million was cldssifas a liability subject to compromise and wasldarged as part of AWI's Chapter 11 emergence.

The SIP does not hold any shares of reorganizedstkomg.

NOTE 25. STOCI-BASED COMPENSATION PLANS

On January 1, 2006, we adopted FASB Statement 2B (revised 2004), “Share-Based Payment” (“FAS I23Rhich requires all share-based
payment transactions to be recognized in the filghstatements using a fair-value method of acdognihis statement replaced FASB Statement

No. 123 and superseded APB Opinion No. 25. Pridatwary 1, 2006, we used APB Opinion Nc's intrinsic value method for stock-based employee
compensation. There would have been no effect 66 202004 net income if we had applied the falugaecognition provisions of FAS 123R to share-
based employee compensation in those years beathusgstanding awards were fully vested.

Predecessor Company

We used the modified prospective method of adodif§ 123R, which does not require restatementiof periods. There was no impact of adoption
of the new standard because all of our outstanstiock options on January 1, 2006 were fully vested.

Awards under the 1993 Long-Term Stock IncentivenR14993 Plan”) were made in the form of stock op#, stock appreciation rights in conjunction
with stock options, performance restricted sharebsrastricted stock awards. During 1999, we adofited 999 Long-Term Incentive Plan (“1999 Plan”
which replaced the 1993 Plan. Pre-1999 grants raader predecessor plans were governed under thisjores of those plans. The 1999 Plan provided
for the granting of incentive stock options, noriieal stock options, stock appreciation rightstfpemancerestricted shares and restricted stock aw
The 1999 Plan also incorporated stock awards asidl io@entive awards. During 2000, we adopted thekSAward Plan (2000 Plan”) to enable stock
awards and restricted stock awards to officers,draployees and non-employee directors. Upon AHbimog AWI's corporate parent on May 1, 2000,
all outstanding options and restricted shares gchhy AHI were converted into equivalent optiond aestricted shares of AHI.

All three of the plans discussed above were tertathapon AWI emerging from Chapter 11 on Octobe&2a6. No equity based compensation was
granted between the Chapter 11 filing date andCtegpter 11 emergence date, other than commitmatesed into prior to the Chapter 11 filing.

Options were granted to purchase shares at pratdess than the closing market price of the shanethe dates the options were granted. The options
generally became exercisable in one to three yeatexpired 10 years from the date of grant.
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Predecessor Compan'

Nine Months
Ended

Changes in AHI option shares outstandin¢ September 3C
(thousands except for share price) 2006 2005 2004
Option shares at beginning of per| 1,987.: 2,264.( 2,376.¢
Options grante: — — —
Option shares exercisi — — —
Options forfeitec (23.8) (44.9 (20.8)
Options expirec (189.9) (231.9) (92.7)
Option shares at end of peri 1,773.7 1,987.% 2,264.(
Option shares exercisable at end of pe 1,773.0 1,987.: 2,264.(
Shares available for gra 5,029.( 4,815.¢ 4,538.°
Weighted average price per share:

Options outstandin $ 2467 $ 27.97 $ 29.7¢

Options exercisabl $ 246 $ 27.97 $ 29.7¢

Although the plans under which these options wesaed were terminated upon AWI's emerging from @rapl, the existing option contracts remain
enforceable against AHI. Reorganized Armstrongriagurther liability under these plans.

Restricted stock awards were used for the purpofseruitment, special recognition and retentibkey employees. As of September 30, 2006, no
award of restricted stock shares had been grairted 2000. As of September 30, 2006, there wergdbBlrestricted shares of AHI common stock
outstanding with 596 accumulated dividend equivieddiares. These awards expired upon AWI's emerfgarg Chapter 11 on October 2, 2006.

Successor Company

As of October 2, 2006, the Board of Directors afrganized AWI adopted and the then sole sharehofd&wWI approved, reorganized Armstrong’s
2006 Long-Term Incentive Plan (“2006 Plan”).

The 2006 Plan authorizes us to issue stock opt&tosk appreciation rights, restricted stock awastisck units, performance-based awards and cash
awards to officers and key employees. No more §249,000 common shares may be issued under tt&eF280, and the 2006 Plan will terminate on
October 2, 2016, after which time no further awardsy be made. As of December 31, 2006, 3,226,48fkstwere available for future grants under the
2006 plan.

For grants made between our Chapter 11 emergen®etober 2, 2006 and October 17, 2006, options weaeted to purchase shares at a price equal tc
the volume weighted average closing price of ttereshfor the period October 18, 2006 through Oc¢t8he2006. For grants made on or after

October 18, 2006, options were granted to purchhaees at prices equal to the closing market prfitee shares on the dates the options were granted
The options generally become exercisable in twiotio years and expire 10 years from the date aitgra
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Successor Compan'
Three Months Ended December 31, 20C

Weighted- Weighted- Aggregate
average
Number of average remaining intrinsic
shares exercise contractual value
(thousands price term (years) (millions)
Option shares outstanding at beginning of period _ —
Options granted 1592.C  $ 38.4:
Option shares exercised _ —
Options forfeited _ —
Option shares outstanding at end of pe 1,592.( $ 38.4- 9.8 $ 6.3
Option shares exercisable at end of pe — — — —
Option shares expected to v 1,537.¢ $ 6.1

We have reserved sufficient authorized shareddwals to issue new shares upon exercise of adtanding options. When options are actually

exercised, we will issue new shares, use treasanes (if available), acquire shares held by irorssor a combination of these alternatives in ptde
satisfy the option exercises.

The fair value of option grants was estimated endate of grant using the Black-Scholes optionipgienodel. The weighted average assumptions for
the three months ended December 31, 2006 are peesearthe table below.

Successol
ComEanz
Three Months
Ended
December 31
2006
Weighte(-average grant date fair value of options grai $ 15.51
Assumptions
Risk free rate of retur 4.€%
Expected term (in year 6.5
Expected volatility 33.2%
Expected dividend yiel 0.C%

The risk free rate of return is determined basetherimplied yield available on zero coupon U.Sealury bills at the time of grant with a remaining
term equal to the expected term of the option. &tpected life is the midpoint of the average vespariod and the contractual life of the grant. Bese
reorganized Armstrong’s stock has been tradin@fdy a short period of time, the expected volatilit established based on an average of the actual
historical volatilities of the stock prices of agpgyroup of companies. The expected dividend ygeblbssumed to be zero, again due to our limiteiyis
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In addition to options, we also granted restrictiatk and restricted stock units. These awardsrgiyndave vesting periods of two to four years. A

summary of these awards follows:

Successor Compan'
Nonvested Stock Awards

Weighted-
average fair
value at grant

date

$ 36.9¢

Number of
Shares
Beginning of perioc —
Granted 530,65(
Vested —
Forfeited —
End of perioc 530,65(

$ 36.9¢

In addition to the equity awards described aboweaiso granted 57,281 phantom shares to non-enmltiyectors which will be settled in the future for
cash. These awards generally have vesting perfoniseoto three years. The awards are generallylppayix months following the director’s separation

from service. The total liability recorded for tleeshares as of December 31, 2006 was $0.3 million.

We recognize compensation expense on a straighbhisis over the vesting period. Share-based caapen cost was $2.5 million ($1.5 million net of

tax benefit) in the three months ended Decembe2@16. There has been no cash flow impact to ddteege awards.

As of December 31, 2006, there was $42.7 milliototdl unrecognized compensation cost related hvested share-based compensation arrangement:

That cost is expected to be recognized over a wedgaverage period of 3.8 years.

NOTE 26. EMPLOYEE COMPENSATIOI

Employee compensation is presented in the tabtabelharges for severance costs and early retireimegntives to terminated employees that were

otherwise recorded as restructuring charges hase é&ecluded.

Successo
Company Predecessor Compan'
Three Nine
Months Months
Ended Ended
Decembe Septembe
Employee compensation cos 31, 2006 30, 2006 Year 200t Year 2004
Wages and salarit $ 180.( $ 555.€ $ 746.5 $ 730.%
Payroll taxes 16.€ 55.5 72.4 71.2
Pension expense (credits), | (8.9 (9.7) 22.2 10.C
Insurance and other benefit co 23.2 64.2 92.¢ 96.C
Stock-based compensatic 2.5 — (0.2) —
Total $ 213.¢ $ 665.¢ $ 933.¢ $ 907.t

On January 13, 2006 we announced that certainnd:Sproduction salaried employees will have theimgion plan benefits frozen as of February 28,
2006. As a result, we recorded a curtailment chaf@i6.9 million in the fourth quarter of 2005.i$tamount is included in the pension expense

reported in the table above.
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NOTE 27. LEASES

We rent certain real estate and equipment. Selesrsées include options for renewal or purchase canthin clauses for payment of real estate tamds a
insurance. In most cases, management expectsittiee hormal course of business, leases will bewed or replaced by other leases.

Rental expense was $5.5 million in the three moattded December 31, 2006, $16.9 million in the mimaths ended September 30, 2006, $23.1
million in 2005 and $22.3 million in 2004. Futurémmum payments at December 31, 2006, by year matigel aggregate, having noncancelable lease
terms in excess of one year were as follows:

Capital Operating
Scheduled minimum lease payments (excluding discantied operations) Leases Leases
2007 $ 0.€ $ 14.¢
2008 04 12.C
2009 — 8.8
2010 — 4.7
2011 — 2.3
Thereaftel 0.1 7.2
Total $ 11 $ 49.¢

Assets under capital leases are included in theatiolated balance sheets as follows:

Successo
Company
December 31

Predecesso
Company
December 31

2006 2005
Land $ 1.t $ 3.8
Building 4.€ 4.1
Machinery 3.8 25.2
Less accumulated amortizati (0.2) (14.9
Net asset $ 9.2 $ 18.2

The Successor Company balance excludes amountisd-étediscontinued operations.

NOTE 28. SHAREHOLDER' EQUITY

There were no Successor Company treasury shabescamber 31, 2006. Predecessor Company treasugsshare 11,393,170 at December 31, 2005.

The balance of each component of accumulated otiteprehensive income as of December 31, 2006 adfl i2Qresented in the table below.

Successo Predecesso

Company Company

December 31 December 31

2006 2005

Foreign currency translation adjustme $ 21 3 70.2
Derivative gain, ne 0.7 4.8

Pension adjustmen 59.3 —
Minimum pension liability adjustmen — (37.9
Accumulated other comprehensive inca $ 624 $ 37.1
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The related tax effects allocated to each compowkeoither comprehensive income for 2006 are preskintthe table below.

Successor Compan

Pre-tax Tax (Expense After tax
Amount Benefit Amount
Foreign currency translation adjustme $ 0.8 $ 1.3 $ 21
Derivative gain, ne 1.1 (0.9 0.7
Pension adjustmen 88.7 (29.9) 59.5
Total other comprehensive incor $ 90.€ $ (28.5) $ 62.1
The Successor Company balance excludes amountisd-étediscontinued operations.
NOTE 29. SUPPLEMENTAL FINANCIAL INFORMATION
Successo
Company Predecessor Compan
Three Nine
Months Months
Ended Ended
Decembe Septembe
Year Year
31, 2006 30, 2006 2005 2004
Selected operating expen:
Maintenance and repair co: $ 27.€ $ 88.2 $111.7 %114k
Research and development cc 12.¢ 36.C 48.C 46.5
Advertising cost: 6.5 23.5 33.C 31.t
Other noroperating expense
Foreign currency translation loss, net of hedgictiyiy $ — $ — $ — $ 1.3
Equity loss in IS — — 0.€ —
Other 0.3 1.C 0.€ 1.8
Total $ 0.3 $ 1C $ 15 ¢ 31
Other noroperating income
Interest incom $ 4.C $ 2¢ $ 4€ $ 4cC
Foreign currency translation gain, net of hedgictivay 0.3 4.2 2.8 —
Equity earnings in IS — — 0.7 1.¢
Gain on sale of IS — — 3.4 —
Other — 0.1 2 0.5
Total $ 43 $ 72 $11¢8 $ 64
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NOTE 30. SUPPLEMENTAL CASH FLOW INFORMATIOI

Successo
Company Predecessor Compan'
Three Months Nine Months
Ended Ended
December 31 September
2006 30, 200€ Year 200t Year 200¢
Interest paic $ 9. $ 0.7 $ 25 $ 28
Income taxes paid, net of refun 7. 56.€ 42.¢ 77.5

NOTE 31. RELATED PARTIES

We purchase grid products from WAVE, our 50%-owjaédt venture with Worthington Industries. The dcmount of these purchases was
approximately $22 million in the three months en@etember 31, 2006, $54 million in the nine morghded September 30, 2006, $68 million in the
year 2005 and $60 million in the year 2004. We gisavide certain selling, promotional and admiristre processing services to WAVE for which we
receive reimbursement. Those services amounte8.forfillion in the three months ended Decembe2806, $10.3 million in the nine months ended
September 30, 2006, $13.0 million in the year 2808 $11.8 million in the year 2004. The net amodnts from us to WAVE for all of our relationsh
were $4.7 million and $4.4 million at the end oDBGand 2005, respectively. See Note 11 for additioformation.

We sold 65% of our ownership in our gasket prodeatssidiary (now known as Interface Solutions, brciISI”) on June 30, 1999. We still retained a
35% ownership of this business as of December @14 2As part of the 1999 divestiture, we had agteambntinue to purchase a portion of the felt
products used in the manufacturing of resiliendfiog from ISI for an initial term of eight yeai/e were required to purchase at least 75% of dur fe
requirements from ISI. Our purchases of felt prasifiom ISI for the pre-divested part of 2005 a2 were $16.4 million and $27.5 million,
respectively. The amount due to ISI for these pasek was $1.7 million at the end of 2004. Additignave had received nominal monthly payments
from ISI for some logistics and administrative seeg. The amounts outstanding from ISI at the 2004 for the logistics and administrative sersgice
we had provided to them were less than $0.1 mill@m August 8, 2005 we sold our remaining 35% gquterest in 1SI and ISl is no longer considered
a related party. See Note 11 for additional infarora

NOTE 32. LITIGATION AND RELATED MATTERS
ASBESTOSRELATED LITIGATION

On October 2, 2006 (the “Effective Date”), AWI'sapl of reorganization, which was confirmed by ordisted August 18, 2006, became effective, and
AWI emerged from Chapter 11. The following summesithe asbestaglated litigation matters during the Chapter 1%&and how they were impac
by AWI's emergence.

Prior to December 6, 2000, AWI, the major operasngsidiary of AHI, had been named as a defendapeiisonal injury cases and property damage
cases related to asbestos-containing products.eaerbber 6, 2000, AWI filed a voluntary petition fetief (“the Filing”) under Chapter 11 of the U.S.
Bankruptcy Code to use the court-supervised redgton process to achieve a resolution of AWI'besgtos-related liability.

Two of AWI's domestic subsidiaries also commencéad@er 11 proceedings at the time of the Filingl ARd all of AWI's other direct and indirect
subsidiaries and affiliates, including Armstrong @ddProducts Inc. (formerly Triangle Pacific CorpJAVE (Armstrong’s ceiling grid systems joint
venture with Worthington Industries, Inc.), ArmsigpCanada and Armstrong DLW AG were not a parhefRiling
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and accordingly the liabilities, including asbestekted liability if any, of such companies argsiout of their own activities were not resolvedAW!I’'s
Chapter 11 Case except for any asbestos-relatatityiahat also relates, directly or indirectly the pre-Filing activities of AWI.

AsbestosRelated Personal Injury Claims

Prior to the Filing, AWI was a member of the CeriterClaims Resolution (the “CCR”), which handldéetdefense and settlement of asbestos-related
personal injury claims on behalf of its memberse TCR pursued broad-based settlements of asbedatser personal injury claims under the Strategic
Settlement Program (“SSP”) and had reached agresmath law firms that covered approximately 13@@@aims that named AWI as a defendant.

Due to the Filing, holders of asbestos-relatedgekinjury claims were stayed from continuing togecute pending litigation and from commencing
new lawsuits against AWI. In addition, AWI ceasedking payments to the CCR with respect to asbestased personal injury claims, including
payments pursuant to the outstanding SSP agreemeatsditors’ committee representing the intere$tasbestos-related personal injury claimants and
an individual representing the interests of futtiemants was appointed in the Chapter 11 Casen¥Mdl’'s emergence on October 2, 2006, the
Asbestos Personal Injury Claimants’ Committee wiabahded. The Future Claimants’ Representativeosiltinue to serve, but as of October 2, 2006
his expenses will be borne by the Asbestos Perdojuey Trust. See Note 1 regarding AWIChapter 11 proceeding and its emergence fromt€hap.

During 2003, AWI and the other parties in its Cleaidtl Case reached agreement on a plan of reoeg@mnizhat addresses how all of AWI's pre-Filing
liabilities are to be settled. Several amendmemthé plan of reorganization were filed, culmingtin the Fourth Amended Plan of Reorganizatiordfile
with the Bankruptcy Court on May 23, 2003, whichswaodified by modifications filed with the BankragtCourt through May 23, 2006, and which
was confirmed by the U.S. District Court for thes@ict of Delaware (the “Court”) on August 18, 20@ich plan, as confirmed, is referred to in this
report as the “POR”. See Note 1 for discussionhenGhapter 11 proceedings that led to AWI's emargérom Chapter 11 on October 2, 2006.

A description of the components of the POR effecWI's asbestos-related liability follows.

Asbestos PI Trust

Upon AWI’s Plan of Reorganization becoming effeetan October 2, 2006, the Asbestos Pl Trust westexe pursuant to section 524(g) of the
Bankruptcy Code, for the purpose of addressingrasdiving AWI's personal injury (including wrongfdeath) asbestos-related liability. As of
October 2, 2006, all present and future asbestasgerkepersonal injury claims against AWI, includicantribution claims of co-defendants, arising
directly or indirectly out of AWI’s pre-Filing usef or other activities involving asbestos were ciedad to the Asbestos Pl Trust.

As part of the POR, in accordance with an 524(giniction issued under Section 524(g) and enter@dimection with the POR, various entities are
protected from such present and future asbestatetepersonal injury claims. These entities inclaeong others, reorganized Armstrong, AHI, AWI's
subsidiaries and other affiliates (as defined a/ROR), and their respective officers and directdow that it has emerged from Chapter 11, AWI does
not have any responsibility for these claims (idahg claims against AWI based solely on its ownigrsifia subsidiary or other affiliate), nor does it
participate in their resolution.

However, although AWI's domestic and foreign sulzsiés and other affiliates have certain protectifforded by the 524(g) injunction, asbestektec
personal injury claims against them will be chardéb the Asbestos Pl Trust only to the extent slaims directly or indirectly relate to the
manufacturing, installation, distribution or otteativities of AWI or are based solely on AWI's owsleip of the subsidiaries or other affiliates (as
distinguished from independent activities of thbsdiaries or affiliates). Currently, three asbeswlated personal injury litigations against sdlasies
of AWI
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allegedly arising out of such independent actigitee pending. These claims will not be channeletig¢ Asbestos PI Trust under the POR inasmuch as
they do not involve activities of AWI. The subsidés deny liability and are aggressively defendimg matters. AWI has not recorded any liability for
these matters. Management does not expect thatLemyhat may have to be paid in connection witlsehmatters will be material to reorganized
Armstrong.

In addition, workers’ compensation claims brouglaiast AWI or its subsidiaries or other affiliat@8l not be channeled to the Asbestos Pl Trust and
will remain subject to the workers’ compensatioagass. Historically, workers’ compensation claimaiast AWI and its subsidiaries have not been
significant in number or amount and AWI honoredoitdigations with respect to such claims during@mapter 11 Case. Workers’ compensation law
provides that the employer is responsible for eatidm, medical treatment and lost wages as a regaljob-related injury. Currently, AWI has six
pending workers’ compensation claims, and a UK islidny has seven employer liability claims involgialleged asbestos exposure.

There also is uncertainty as to proceedings, if Bnyught in certain foreign jurisdictions with pegt to the effect of the 524(g) injunction in pgusting
the assertion in such jurisdictions of asbestaateel personal injury claims, proceedings relatedetio or the enforcement of judgments rendereddh s
proceedings.

Management believes that neither AWI nor any ofitbsidiaries or other affiliates is subject to aspestos-related personal injury claims that it
be channeled to the Asbestos Pl Trust under the &@Rhat are of a magnitude that, individuallyoltectively, would be material in amount to
reorganized Armstrong.

AsbestosRelated Liability

As of October 2, 2006, when the POR became effecéll present and future asbestelted personal injury claims against AWI, inchglicontributior
claims of co-defendants, arising directly or indthg out of AWI’s preFiling use of or other activities involving ashestre channeled to the Asbesta
Trust. AWI does not have any responsibility fordaelaims (including claims against AWI based sotel its ownership of a subsidiary or other
affiliate), nor will it participate in their resdion. Accordingly, AWI reflected the resolution thfis liability, which totaled approximately $3.2llwin as

of September 30, 2006, as part of emerging fronp@meal1l. See Note 5 for additional information be settlement of liabilities subject to compromise.

Insurance Recovery Proceedings

As of September 30, 2006 and December 31, 200fstantial portion of AWI's primary and remainingcess insurance asset was non-products
(general liability) insurance for personal injutgims. In the past, AWI had entered into settlermavith a number of the carriers resolving its cager
issues. However, an alternative dispute resol(tidABDR”) procedure was commenced against certain carrietstesmine the percentage of resolved
unresolved claims that are non-products claimestablish the entitlement to such coverage aneéterchine whether and how much reinstatement of
prematurely exhausted products hazard insuranearignted.

During 1999, AWI received preliminary decisiongfire initial phases of the trial proceeding of tHeR which were generally favorable to AWI on a
number of issues related to insurance coverage eMenyduring the first quarter of 2001, a new tiualge was selected for the ADR. The new trial g
conducted hearings in 2001 and determined noth®arematters decided by the previous judge. Iditsiequarter of 2002, the trial judge concluded th
ADR trial proceeding with findings in favor of AWiIn substantially all key issues. Liberty Mutuak tnly insurer that is still a party to the ADR,
appealed that final judgment. Appellate argumerg hgld on March 11, 2003. On July 30, 2003, the=Hge arbitrators ruled that AWd'claims again:
certain Liberty Mutual policies were barred by #tatute of limitations. The ruling did not addréss merits of any of the other issues Liberty Mutua
raised in its appeal. Based on that unfavorablaguAWI concluded that insurance assets of $78aniwere no
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longer probable of recovery. AWI was also order@deimburse Liberty Mutual for certain costs andhatstration fees that Liberty Mutual incurred
during the ADR. The $1.6 million claimed for thesmsts and fees is in dispute. Based upon an AWlegtythe appellate panel held a rehearing on
November 21, 2003. In January 2004, the appelatelpupheld its initial ruling. On February 4, 2084VI filed a motion in the U.S. District Court fi
the Eastern District of Pennsylvania to vacatertiiags of the appellate panel.

In July 2002, AWI filed a lawsuit against Libertyutial in the U.S. District Court for the Easterrsfiict of Pennsylvania seeking, among other thiags,
declaratory judgment with respect to certain poigsues not subject to binding ADR. In October 2006erty Mutual filed counterclaims and a jury
demand requesting declaratory judgment in its faVbe U.S. District Court has not yet set a schetiuhear this matter.

On June 13, 2003, the New Hampshire Insurance Erapat placed The Home Insurance Company (“Homedeuman order of liquidation. AWI filed a
proof of claim against Home during June 2004.

The issue of shared coverage with ACandS (the foAl¥l insulation contracting subsidiary that wasdsm August 1969 and which filed for relief
under Chapter 11 of the Bankruptcy Code in Septe@®@2) was resolved through a court-approvedesaétht among AWI, ACandS and the insurer,
and AWI received net proceeds of $7 million durihg third quarter of 2006. As part of the settlem&CandS’s remaining limits for shared coverage
was assigned to AWI.

On October 2, 2006, pursuant to the POR becomifiegtéfe, AWI transferred rights arising under ligtlyiinsurance policies issued to AWI with respect
to asbestos-related personal injury claims to thleeAtos Pl Trust. As of October 2, 2006, resolutiothe ADR and other asbestos-related personal
injury insurance matters is the responsibilitylod Asbestos PI Trust and at its expense.

Insurance Asset

An insurance asset in respect of asbestos claiteiamount of $91.5 million was recorded as oft&mper 30, 2006 and $98.6 million as of
December 31, 2005. As part of accounting for emmazgeAWI reflected the transfer of rights arisingder liability insurance policies issued to AWI
with respect to asbestos-related personal injuaiynd to the Asbestos PI Trust. Therefore, themmisecorded insurance asset in respect of asbestos
claims as of December 31, 2006. See Notes 1 and&lflitional information.

Cash Flow Impact

As a result of the Chapter 11 Filing, AWI did notke any payments for asbestos-related personayiojaims since the fourth quarter of 2000 through
2006. AWI received $4.5 million in asbestos-relateslirance recoveries in 2004, had no recoverieag@005, and received $7 million in 2006 from
the court-approved settlement with ACandS andrikarer, described above.

As of October 2, 2006, upon the POR becoming effectll present and future asbestos-related patsojury claims against AWI, including
contribution claims of co-defendants, arising diseor indirectly out of AWI's pre-Filing use of asther activities involving asbestos, are channated
the Asbestos Pl Trust. Pursuant to the POR, the#teb Pl Trust received its share of reorganizedstiongs new common shares, Available Cash,
net cash proceeds from the secured term loan borgswPursuant to the POR, on October 2, 2006, AM4 transferred rights arising under liability
insurance policies issued to AWI with respect toessos-related personal injury claims to the AgizeBil Trust. Now that it has emerged from Chapter
11, AWI does not have any responsibility for thelsems (including claims against AWI based solatyits ownership of a subsidiary or other affiliate)
nor does it participate in their resolution. Followits distribution of consideration, describedwab, to the Asbestos PI Trust, AWI does not expegt
future cash flow impact from asbestos-related pekimjury claims against AWI.
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ENVIRONMENTAL MATTERS
Environmental Expenditures

Most of our manufacturing and certain of our reckdacilities are affected by various federal,est@td local environmental requirements relatinthéo
discharge of materials or the protection of theirmmment. We make expenditures necessary for camgdi with applicable environmental requirements
at each of our operating facilities.

As a result of continuous changes in regulatoryiregnents, we cannot predict with certainty futexpenditures associated with compliance with
environmental requirements. The United States Bnwirental Protection Agency (“EPA”) has promulgaaetkew regulation pursuant to the Clean Air
Act that may impact our domestic manufacturing afiens. That regulation, The National Emission 8&ads for Hazardous Air Pollutants for
Industrial, Commercial, and Institutional BoilersdaProcess Heaters Act, became effective in Noven28@4, and requires compliance by
September 13, 2007. While we are finalizing ouigenof this regulation, adoption of this regulatisemot expected to have a material impact on our
consolidated results of operations or financialditon.

Environmental Remediation

Summary

We are actively involved in proceedings under toen@rehensive Environmental Response, Compensatibhiability Act (‘“CERCLA”), and similar
state “Superfund” laws at 6 off-site locations. Wave also been investigating and/or remediatingremmental contamination allegedly resulting from
past industrial activity at 4 domestic and 5 ingional current or former plant sites. In most cagee are one of many potentially responsible esuti
(“PRPs”) which have potential liability for the neiged investigation and remediation of each sitesdme cases, we have agreed to jointly fund that
required investigation and remediation, while ahscsites, we dispute the liability, the proposededy or the proposed cost allocation among the F
We may also have rights of contribution or reimleanent from other parties or coverage under appédaurance policies.

Estimates of our future environmental liabilitythé Superfund sites and current or former plapssire based on evaluations of currently availiols
regarding each individual site and consider facsoich as our activities in conjunction with the séxisting technology, presently enacted laws and
regulations and prior company experience in rentiedjaontaminated sites. Although current law imgsopint and several liability on all parties at
Superfund sites, our contribution to the remediatibthese sites is expected to be limited by tmalmer of other companies also identified as pcaaéinti
liable for site remediation. As a result, our estied liability reflects only our expected shared&termining the probability of contribution, wensider
the solvency of the parties, whether liability &ifg disputed, the terms of any existing agreememdsexperience with similar matters, and the ihpé
AW!I's emergence from Chapter 11 upon the validityhe claim.

Effects of Chapter 1

Upon AWI's emergence from Chapter 11 on Octob&®6, AWI's environmental liabilities with respeaotproperties that AWI does not own or
operate (such as formerly owned sites, or landfillehich AWI's waste was taken) were discharged. Claims brdughatfederal or state agency allec
that AWI should reimburse the claimant for moneattih spent cleaning up a site which AWI does neh@r operate, and claims by private parties, ¢
as other PRPs with respect to sites with multif®®®, were discharged upon emergence. Now thas ietmeerged from Chapter 11, AWI does not have
any responsibility for these claims.

Those environmental obligations that we have wegpect to AWIS subsidiaries, as well as those environmentahal&WI has with respect to prope
that it currently owns or operates, have not beéscharged. Therefore, we will be required to camtimeeting our on-going environmental compliance
obligations at those sites.
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In addition to the right to sue for reimbursemeinth@ money it spends, however, CERCLA also gitesfederal government the right to sue for an
injunction compelling a defendant to perform a olga Several state statutes give similar injunatighbts to those States. While we believe suchtsigh
against AWI were also discharged upon AWI's emecgenom Chapter 11, there does not appear to beatiimg judicial precedent in that regard.
Thus, according to some cases, while a governmaggicy’s right to require AWI to reimburse it the costs of cleaning up a site may be
dischargeable, the same government agency’s agtarmpel us to spend our money cleaning up the sémenay not be discharged even though the
financial impact to AWI would be the same in batktances.

Specific Events

Upon emergence, AWI resolved its environmentaliliiéds at 43 sites through its Chapter 11 Case= [Tdbilities at 37 sites were resolved through the
global environmental settlement (“Global Settlemienith the Department of Justice (“DOJ”) and thBAwith respect to CERCLA liability. The
Global Settlement, which was approved by the BapticsuCourt in October 2005, provided EPA an appdopeof of claim in the amount of $8.7
million, which included $7.8 million with respect the Peterson Puritan site. At one CERCLA siteyen@r, AWI will continue to participate in the
cleanup under a previously approved Consent Debresldition to the federal claims resolved by Giebal Settlement, AWE emergence from Chap
11 also resolved its environmental liabilities widspect to claims asserted by the State andAzatprparties at 6 other sites.

AWI is subject to a unilateral order by the Ored@epartment of Environmental Quality (“DEQ”") to cardd a remedial investigation and feasibility
study and any necessary remedial design and aatits1 St. Helens, Oregon facility, as well as dld@gcent Scappoose Bay. AWI has denied liability fo
Scappoose Bay, but has cooperated with the DEQdieggits owned property. Other potentially respblesparties who are not yet subject to orders by
the DEQ include former site owners Owens Cornir@QE") and Kaiser Gypsum Company, Inc. (“Kaiser”). AWas entered into an agreement with
Kaiser for the sharing of costs and responsibilitigth respect to the remedial investigation, fieidisy study and remedy selection at the site. @6 h
entered into a settlement with the DEQ, pursuamttich, OC has made a lump sum payment to the DE€x¢hange for contribution protection
(including protection against common law and stagutontribution claims by AWI against OC), andavenant not to sue. AWI has reached an
agreement with the DEQ as to how these funds wilinade available to reimburse AWI and Kaiser fpodion of their shared costs of investigation
remediation of the site. AWI has recorded an emvirental liability with respect to the investigatiand feasibility study at its St. Helen’s facilityjt

not for Scappoose Bay because AWI continues tautisesponsibility for contamination of Scappoosg B

A foreign subsidiary of AWI sold a manufacturingifay in 1990, which was prior to AWI’s acquisitioof the subsidiary. Under the terms of the sales
agreement, an environmental indemnification wasigesl to the buyer of the facility. During the tthiquarter of 2005, the facility owner discovered
additional areas of soil contamination that reqaulditional remediation. Accordingly, a $3.1 miflicharge was recorded within SG&A expense to
increase our probable liability. As additional sdimg efforts and meetings with local governmenthauities continue, further increases to our recdrde
liability are possible.

Summary of Financial Position

Liabilities of $6.3 million (which includes $0.4 Hion for discontinued operations) and $27.3 miiliat December 31, 2006 and December 31, 2005,
respectively were for potential environmental ligieis that we consider probable and for whicha@smnable estimate of the probable liability cowd b
made. Where existing data is sufficient to estintia¢eliability, that estimate has been used; wioatg a range of probable liabilities is availabfelano
amount within that range is more likely than anlyeot the lower end of the range has been usedsgesaments and remediation activities progress at
each site, these liabilities are reviewed to réfetditional information as it becomes availableelo the Chapter 11 Filing $19.4 million of the
December 31, 2005 environmental liabilities weessified as prepetition liabilities subject to coomise.
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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 the consolidateccfalatatements and are either available througleseent or anticipated to be recovered through
negotiation or litigation. The amount of the rectdasset for estimated recoveries was $2.2 milimh$2.3 million at December 31, 2006 and
December 31, 2005, respectively.

Actual costs to be incurred at identified sites masy from our estimates. Based on our current kedge of the identified sites, we believe that auy
we may have to pay in connection with environmentatters in excess of the amounts noted above wwmiltlave a material adverse effect on our
financial condition, or liquidity, although the @ding of future costs may be material to earningsuch future period.

PATENT INFRINGEMENT CLAIMS

We are a defendant in two lawsuits claiming patefningement related to some of our laminate flagrproducts. The plaintiffs have claimed
unspecified monetary damages. We are being defemtéthdemnified by our supplier for costs and ptiéd damages related to the litigation.

During the first quarter of 2006, a favorable setibnt of a patent infringement case totaling $8l6om was recorded within SG&A. This case, in wh
we were the plaintiff, related to a previously diterl business. We received the proceeds in thedeparter of 2006.

BREACH OF CONTRACT CLAIM

Since 2003, we had been pursuing a breach of atrdi@m against a former laminate flooring suppli#n arbitration hearing was held in March 2005.
In July 2005 the tribunal communicated that it mted to rule in Armstrong’s favor. A hearing to eeks an award amount had been scheduled in
September 2005. Prior to this scheduled hearirgpé#hnties reached a settlement in which the supgdjeeed to pay $6.75 million to Armstrong to
resolve all existing and potential claims betwdenparties. The Bankruptcy Court approved theesgttht in October 2005. Accordingly, we recorded a
net gain in the third quarter of 2005 of $6.4 roifliin our Resilient Flooring ($5.2 million) and Wib&looring ($1.2 million) segments.

OTHER CLAIMS

Additionally, we are involved in various other c¢te and legal actions involving product liabilitatpnt infringement, breach of contract, distributor
termination, employment law issues (including ongpprted class action suit pending in Californeetcourt) and other actions arising in the ordinar
course of business. While complete assurance céengitven to the outcome of these claims, we derpéct that any sum that may have to be paid in
connection with these matters will have a mategriatlverse effect on our consolidated financial fasior liquidity, however it could be material thoe
results of operations in the particular period imah a matter is resolved.

NOTE 33. EARNINGS PER SHAR

The difference between the average number of lsesidiluted common shares outstanding is due ttrgently issuable shares. Earnings per share
components may not add due to rounding.

NOTE 34. SUBSEQUENT EVENT

On February 15, 2007, we announced that we hatiated a review of our strategic alternatives. Vdedretained Lazard Freres & Co. LLC as our
financial advisor and Weil, Gotshal & Manges LLPoas legal advisor to assist in this process. Thagirong World Industries, Inc. Asbestos Personal
Injury Settlement Trust, the holder of approximat@6% of AWI's outstanding common shares, has metiMerrill Lynch as its financial advisor and
Keating Muething & Klekamp PLL and Kaplan, Strangied Kaplan, P.A. as its legal advisors. Thereb@mno assurance as to the likelihood, terms or
timing of any transaction.
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On March 27, 2007, we entered into an agreemeseltd apijtfabriek H. Desseaux N.V. and its sulmiiis for approximately $53.2 million, plus
finalization of certain post completion adjustmenisese businesses, which are the principal operatmpanies in our European Textile and Sports
Flooring segment, were classified as discontinysetations at December 31, 2006 (See Note 7).
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
Not applicable

ITEM 9A. CONTROLS AND PROCEDURES

The Securities and Exchange Commission definetethe “disclosure controls and procedures” to meaarapany’s controls and other procedures that
are designed to ensure that information requirdgketdisclosed in the reports that it files or subrander the Securities Exchange Act is recorded,
processed, summarized and reported, within the pieneds specified in the Securities and Exchangm@ission’s rules and forms. Based on the
evaluation of the effectiveness of our disclosumetmls and procedures by our management, witlpangcipation of our chief executive officer androu
chief financial officer, as of the end of the périmovered by this report, our chief executive @fiand our chief financial officer have concludedttour
disclosure controls and procedures were effectvensure that information required to be discldadtie reports that we file or submit under the
Securities Exchange Act is recorded, processedmsuined and reported, within the time periods dfegtin the Commission’s rules and forms.

No change in our internal control over financiglogting (as defined in Rules 1-15(f) and 15dt5(f) under the Exchange Act) occurred during thedf
quarter ended December 31, 2006 that has mateaif¢igted, or is reasonably likely to materiall§eat, our internal control over financial reporting

ITEM 9B. OTHER INFORMATION

On March 27, 2007, the Company entered into a Sharehase Agreement with NPM Capital N.V. and Riaigs Beheer B.V. to sell Tapijtfabriek H.
Desseaux N.V. and its subsidiaries for approxinyaEIR 40,000,000. The purchase price is subjepbst-completion adjustments in respect of
working capital and certain other assets and lt&slto be calculated within 90 days of completion

Tapijtfabriek H. Desseaux N.V. and its subsidiariese the principal operating companies of ArmafferEuropean Textile and Sports Flooring
business segment. The Company is retaining owreddhiertain Desseaux businesses including autemaotirpeting and linoleum-based indoor sports
flooring. Armstrong expects to use the sale pros¢edund its continuing operations in Europe.

The sale is expected to close in April 2007, sultfigcertain conditions including clearance frora European Union merger control authority. A cof
the Share Purchase Agreement is filed herewithxagiE No. 10.38.
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PART 11l

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE
Code of Ethics

Armstrong has followed a code of ethics for mangrge The Company began in a small cork-cutting shdB60 in Pittsburgh under its Founder,
Thomas Armstrong. He was determined that his Compahwith fairness and in the “balanced best &gt (of) customers, stockholders, employees,
suppliers, community neighbors, government andyéresral public.”

Thomas Armstrong was among the first American @néneeurs to discard the old business maximeokat emptor—"Let the buyer beware”—and
replace it by practicing the principle of “Let thayer have faith,” which became an enduring mattoArmstrong.

To memorialize this ethical foundation, in 1960 Atnong adopted its Operating Principles which ipooate the philosophy of Thomas Armstrong and
his successors:
» Torespect the dignity and inherent rights of thdividual human being in all dealings with peoy
« To maintain high moral and ethical standards tecthonesty, integrity, reliability and forthrigtss in all relationship
» To reflect the tenets of good taste and commontesyiin all attitudes, words and dee
* To serve fairly and in proper balance the interefall groups associated with the business — owsts, stockholders, employees, suppliers,
community neighbors, government and the pul

In 1992, Armstrong built on these Operating Prifespand established its “Code of Business Condugtich applies to all employees, executives and
directors, specifically including our Chief ExeagtiOfficer, our Chief Financial Officer and our Gailer. That Code was updated in 2000, when the
current version was introduced.

In 2002, we adopted an additional “Code of EtharsHinancial Professionals,” which applies to aifpssionals in Armstrong’s finance and controller
functions worldwide, including our Chief Financfafficer and our Controller.
These Codes are intended to deter wrongdoing aprbtoote:

» Honest and ethical conduct, including handlingatial or apparent conflicts of interest betweerspeal and professional relationshi

* Full, fair, accurate, timely and understandablelipudisclosures

» Compliance with applicable governmental laws, raed regulations

* The prompt internal reporting of violations of tBedes; and

*  Accountability for compliance with the Codke

These two Codes are available on the Armstrongsitelatwww.armstrong.com/corporatena/corp_mission.htifithe substance of either Code is
amended in the future, we will note the date arstdee the nature of the amendment at that web\&figewill also note at that site any express or
implicit waiver from a provision of either Code gtad to any Armstrong officer. To date, no suchwees have been granted.
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Armstrong World Industries, Inc. Board of Directors

The Board of Directors has three committees: anitACdmmittee, a Management Development and Compiens@ommittee, and a Nominating and
Governance Committee. Each committee has a chéreecharters are postedvat/w.armstrong.com/corporatena/article9706.htihie Board met four
times during the fiscal year ended December 316280 Directors participated in at least 75% dfraketings of the Board of Directors and the
committee meetings of the Board on which they strifée business experience of all of the dired®described below under the heading “Director
Information.” The Board has determined that all 'eonployee directors of the Board, including all nbems of the Audit Committee, Management
Development and Compensation Committee, and Noimhahd Governance Committee, are independentdordance with the rules and regulations
of The New York Stock Exchange (“NYSE"). The BoafiDirectors has also determined that all non-egdodirectors of the Board are independent
within the meaning of Armstrong’s Corporate GoverePrinciples (seeww.armstrong.com/corporate/corp_mission.hfrah the Company’s website
at http://www.armstrong.com under “About Armstroragid “Corporate Governance”. See also Item 13.aeRelationships and Related Transactions,
and Director Independence, for a discussion oBth&rd’'s determination as to director independence.

Nominating and Governance Committee

The Nominating and Governance Committee memberdaanes J. Gaffney (Chair), Judith R. HaberkornsBil&. Peppet and Alexander M. Sanders,
Jr. The Committee monitors the independence ofitireemployee directors and is responsible for dmirfy and recommending corporate governance
guidelines and principles. This Committee is alssponsible for identifying qualified potential bdanembers and recommending directors for
appointments to Board committees.

The Committee will consider director candidates mated by shareholders as well as non-shareholtibesprocedures by which nominees may be
recommended to the Board of Directors are postedhat.armstrong.com/corporatena/article9748.honlthe Company’s website at
http://www.armstrong.com under “About Armstrong"dfCorporate Governance”. Shareholders who wissutggest an individual for service on the
Board of Directors are requested to review the ¢Bss for Evaluation of Director Candidates”, “DiecResponsibilities and Qualifications”, and
“Position Description for an Armstrong Director”ésupply the following information:

* The full name, address, education and professexgrience of the individual and why this persot bé a good directol
* The consent of the individual to be consideredtargkrve if electec

* Theindividual's assessment of their qualificatiamsl independence under SEC, NYSE and Articlesdllt of Armstrong’s Corporate
Governance Principle

* The number of shares of Armstrong stock and theuatnaf Armstrong bonds held by the individual, dydthe person(s) supporting the
individual.

Candidates are sought through search processasrtiify qualified prospects who could complemeset Board with a range of relevant backgrounds
experience. Typically, two aspects of each potédiractor are considered:

* Individual director qualities — the personal ch&esstics that each director should have (sucm&giity, independence, diligence) for the
board to perform effectively as a team; i

»  Specific background skills, experience and compe¢sn- the talents and insights (preferably aligméh corporate business and strategy)
that should be present when the entire board megtseach individual director contributing in onemore areas

The Nominating and Governance Committee employsdinge basic process for all director candidatgmrdéess of how they may be proposed for
consideration. There have been no changes to tleequres by which shareholders may recommend nesiioethe Board of Directors within the past
year.
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Audit Committee and Audit Committee Expert

The Audit Committee consists of John J. Roberta{hRobert C. Garland, James J. O’Connor andukrdh Pergament. The Audit Committee is
responsible for the oversight of various auditing accounting matters, including the selectiorhef€ompany’s independent auditors, the scope of the
annual audits, pre-approval of any non-audit sewvio be performed and the Company’s accountingipes and internal accounting controls. The
Board of Directors determined that at least one berof this Committee, John J. Roberts, qualifeam“Audit Committee Financial Exped’ define

in Item 407(d)(5) of Regulation B-of the Securities Exchange Act. Mr. Roberts sbdhdependent, as that term is used in SEC regugapertaining tc
such experts (Item 7(d) of Schedule 14A under #muBties Exchange Act ). Additionally, as noteded, all of the members of the Audit Committee
are independent under the listing standards oRtY8E and within the meaning of the applicable SEIE pertaining to Audit Committees (Rule 10A-3)
under the Securities Exchange Act.

Management Development and Compensation Committee

The Management Development and Compensation Coeetembers are Judith R. Haberkorn (Chair), Jam@safiney, Russell F. Peppet and
Alexander M. Sanders, Jr. The Management DeveloparahCompensation Committee oversees the Compeagigensation and benefit programs,
and employment practices. The Committee establitteesverall philosophy and policies governing ¢hpeograms including those pertaining to
management salaries and incentive compensationCohemittee appoints and monitors outside advisnrsammpensation and benefit matters.

Director Information

The following information is current as of March, ZD07. Each director serves a one-year term rgalected or until their successor is electedyntit
their earlier death, resignation, retirement, onogal.

James J. Gaffney

Age 66; Director since October 2006. Member — Natiirg and Governance Committee (Chair) and Manage®evelopment and Compensation
Committee. Consultant to GS Capital Partners, M, & private investment fund affiliated with WaBtreet Corporate Recovery Fund I, LP and
Goldman, Sachs & Co. and other affiliated investnfiends from 1997-2003. From 1995-1997, he serge@l@mirman of the Board and Chief Executive
Officer of General Aquatics, Inc., comprised of gamies involved in the manufacturing of swimmingpequipment and pool construction. He was
President and Chief Executive Officer of KDI Coration, a conglomerate with companies involved imawing pool construction and manufactured
products. Mr. Gaffney serves as Chairman of ther@®o&Directors of Imperial Sugar Company and seme the Boards of SCP Pool, Inc. and Beacon
Roofing Supply, Inc.

Robert C. Garland

Age 39; Director since October 2006. Membeékudit Committee. Mr. Garland recently completedsasignment in the recycled pulp and paper indi
on behalf of Oaktree Capital Management, LLC anth@emis Capital Management, L.P. Mr. Garland joiAeterican Fiber Resources, Inc. as Chief
Financial Officer in January 1999. In June 2000as appointed as both President and Chief Fina@éfaler and from June 2001 through 2006 served
as Chief Executive Officer, President and ChiefaRitial Officer. Mr. Garland’s experience includesiness restructuring and business turnaround
consulting at Price Waterhouse, LLP, Professoriedifice at the University of Pittsburgh Katz MBA gram, and Vice President, Finance and Legal at
an international medical equipment distributor.
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Judith R. Haberkorn

Age 60; Director from July 1998-May 2000; reelec&sptember 2006. Lead Director and Member — Manage®evelopment and Compensation
Committee (Chair) and Nominating and Governance @ittee. Ms. Haberkorn also served on the BoardicgdDors of Armstrong Holdings, Inc. from
May 2000- October 2006. Ms. Haberkorn is a gradaatriarcliff (NY) College and completed the Adwaed Management Program at Harvard
Business School. She served Bell Atlantic (telecamications) and its predecessor in a variety ofagament positions for over a decade — most
recently as President — Consumer Sales & Servace 998 until her retirement in 2000. She is a @oeof Enesco Corporation and ExpressJet
Holdings, Inc. She is Chair Emerita of the Comneitté 200 and a member of The International WomEniaim and the Harvard Business School
Network of Women Alumnae. Ms. Haberkorn is a Vicedtdent Emerita of the Harvard Business SchooimkiuAdvisory Board and completed tv
terms as a member of the Visiting Committee in N@06.

Michael D. Lockhart

Age 58; Director of Armstrong World Industries, Irsince November 2000 and Chairman of the BoardCinef Executive Officer since March 2001.
Chairman of the Board and Chief Executive OfficeAomstrong Holdings, Inc. since August 2000. Madkhart previously served as Chairman and
Chief Executive Officer of General Signal (a divBesl manufacturer) headquartered in Stamford, @atiout from September 1995 until it was
acquired in October 1998. He joined General SigsdPresident and Chief Operating Officer in Sepermi®§94. From 1981 until 1994, Mr. Lockhart
worked for General Electric in various executivpaeities in the GE Credit Corporation (now GE CalpitGE Transportation Systems and GE Aircraft
Engines.

James J. O’'Connor

Age 70; Director since February 2007. Member — AG@dimmittee. Mr. O’Connor is a Retired Chairmarthef Board and Chief Executive Officer of
Unicom Corporation. He joined Commonwealth EdisamPany in 1963, became President in 1977, a Diréett978 and Chairman and Chief
Executive in 1980. In 1994, he was also named @tairand Chief Executive Officer of Unicom Corparatiwhich then became the parent company of
Commonwealth Edison Company. He retired in 1998.®M€onnor serves on the Boards of Directors ofrfiag, Inc., Smurfit — Stone Container
Corporation, UAL Corporation and United Airlines.

Russell F. Peppet

Age 67; Director since October 2006. Member — Natiitg and Governance Committee and Management Baweint and Compensation Committee.
Since 2001, Mr. Peppet has been a Consultant tordoer of firms, principally in the mutual fund irgtty. He is a Partner in Park Avenue Equity
Partners, a private equity firm. He was Chief ExeuOfficer of Possible Dreams, Inc. from 202@03. Mr. Peppet was a Principal of Churchill Calg
Inc. from 1998-2001 and Vice Chairman of Quirk @ar&eppet, Inc., a private equity firm from 199®89He was employed by and was a former
Partner and Vice Chairman of Peat, Marwick, MittBeCo., now KPMG from 1969-1988. Mr. Peppet sereesthe Boards of Directors of Liberty Tire
Recycling LLC and Sunrise Medical LTC Holdings, Inc

Arthur J. Pergament

Age 46; Director since October 2006. Membeékudit Committee. Founder and Chief Executive OffioEPergament Advisors, LLC, a New York ba
asset manager serving the institutional and highwoeth communities. Co-founder and Director of Alrated Technologies, Inc., an incubator
specializing in the development of coronary anccuées devices.
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John J. Roberts

Age 62; Director since September 2006. Member —tADdmmittee (Chair). Mr. Roberts also served amBoard of Directors of Armstrong Holdings,
Inc. from April 2003-October 2006. Mr. Roberts farly served as Global Managing Partner for Pricewaiuse Coopers LLP from 1998 until his
retirement in June 2002. He held numerous positi@@oopers & Lybrand LLP from 1967 until its mergeth Pricewaterhouse LLP in 1998. From
1994 to 1998 Mr. Roberts served as one of threebresrof the Office of the Chairman of Coopers & tafd’s United States operations. Prior to that
time, Mr. Roberts held other positions at Coopeisy&rand, including Deputy Vice Chairman, Vice Qa&n and Managing Partner. Mr. Roberts is a
graduate of Drexel University. He serves on therBs®f Directors and Audit Committees of Safegudeientifics, Inc., the Pennsylvania Real Estate
Investment Trust, and Vonage Holdings Corporation.

Alexander M. Sanders, Jr.

Age 68; Director since October 2006. Member — Natiitg and Governance Committee and Management Baweint and Compensation Committee.
President Emeritus of Charleston College since 2B@lserved as President of Charleston College i882-2001. He was a Chief Judge on the South
Carolina Court of Appeals and Acting Associate idestSouth Carolina Supreme Court from 1983-1908gé8 Sanders is a Shareholder in the law firm
of Sanders & Nettles, LLC and serves on the Bo&idiectors of the National Bank of South Carolarad has been Chairman of the Charleston School
of Law, LLC since 2003.

Executive Officer Information

The following information is current as of March, ZD07. Each executive officer serves a one-year tmtil reelected or until his earlier death,
resignation, retirement or removal.

Michael D. Lockhart - (See description, above.)
F. Nicholas Grasberger, llI

Age 43; Senior Vice President and Chief Financifiic®r since January 2005. Previously Vice Presider Chief Financial Officer of Kennametal, i
(a manufacturer of cutting tools and wear partsy#gi 2000 — December 2004. Formerly employed dt Heinz (a global U.S. based food company)
for eleven years, his last title being Treasurer.

Donald A. McCunniff

Age 50; Senior Vice President, Human Resource® erch 2006. Previously Vice President Human Ress) Corporate, Honeywell International.
Joined Honeywell in 1995 and served in variousaeeivel Human Resources positions in Defense @& Electronics, Process Automation, and
Aircraft Landing Systems.

Frank J. Ready

Age 45; President and Chief Executive Officer, INgkimerican Flooring Operations since June 2004viBusly Senior Vice President, Sales and
Marketing, July 2003 — June 2004; Senior Vice Rimdi, Operations, December 2002 — July 2003; Sé&fitar President, Marketing, June 2000 —
December 2002.

John N. Rigas

Age 58; Senior Vice President and General CounsetNovember 2000. Previously Deputy General Celbgigation, March 1999 — November
2000; worked for Dow Corning Corporation (speciahemical company) October 1982 — March 1999, dsstitle being Senior Managing Counsel.
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William C. Rodruan

Age 52; Vice President and Controller since Julga.Previously Director, Corporate Transformatiod &hared Services, February 1997 — July 1999,
and Vice President of Finance, Corporate Retailodots July 1994 — February 1997.

Stephen J. Senkowski

Age 56; Executive Vice President since April 208dd President and Chief Executive Officer, Armsyy&uilding Products since October 2000; Senior
Vice President, Americas, Building Products Operagj April 2000 — October 2000; President/Chiefdtive Officer, WAVE (the Company’s ceiling
grid joint venture) July 1997 — April 2000; Viced®ident, Innovation Process, Building Products @fems 1994 — July 1997.

Section 16(a) Beneficial Ownership Reporting Compdince

Securities and Exchange Commission (“SEC") reguifetirequire Armstrong World Industries, Inc. dicestand executive officers, and any persons
beneficially owning more than ten percent of itsnooon stock to report to the SEC their ownershithisf stock and any changes in that ownership. SEC
regulations also require these persons to furhiefCompany with copies of these reports. SEC ralggire the Company to report any failure to timely
file those reports in the previous fiscal year.

Based solely upon our review of copies of repartaished to us and written representations froratiims and executive officers, we believe thavfll
these filing requirements were satisfied by ArmsgydVorld Industries, Inc.’s directors and executifiicers during 2006 except as follows. In
connection with its emergence from bankruptcy otoBer 2, AWI filed a Registration Statement on F@A on October 10, 2006. The Form 3 reports
for Messrs. Garland, Grasberger, Lockhart, McCdnRiéppet, Pergament, Ready, Rigas, Roberts, Rod8amders, Senkowski and Ms. Haberkorn
were filed one day late, on October 11, 2006. TéwerF3 reports for Mr. Gaffney and Mr. Miller (whoaw a director from October 2, 2006 until his
resignation on October 23, 2006) were filed Octdieand October 23, 2006, respectively.
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ITEM 11. EXECUTIVE COMPENSATION

Armstrong Compensation Discussion and Analysis

Compensation Objectives and Overview

Armstrong’s executive compensation program has blesigned to attract, retain and motivate the ekertalent necessary to achieve the Company’s
goals. The five elements of executive compensadtierbase salary, annual incentive compensatiog;tenm incentive compensation, employee ben
and perquisites. Both annual incentive compensati@hlong-term incentive compensation are baset“‘pay for performance” philosophy. “Pay for
performance” includes individual performance améficial performance of the corporation and, whemieable, the business unit.

The Company provides a competitive level of caghmensation through base salary and targeted ammagadtive payments for achieving annual goals.
There is limited upside in the cash compensatiat when these goals are exceeded and bonusedacedewhen the goals are not met. The
opportunity for more significant compensation igiaéd with the achievement of long-term financiehty and the returns provided to shareholders over
time. Executives can earn above-market compenstitiongh Armstrong’s long-term incentive equity mgsa The underlying principle is that higher
levels of compensation will be aligned with deliner superior long-term financial results and creghareholder value.

The Company regularly reviews the competitivendsts@xecutive compensation program. The Manageémerelopment and Compensation
Committee (the “Committee”) annually compares thengtrong CEO'’s total direct compensation to thaCBOs of 18 selected manufacturing
companies listed below. Hewitt Associates’ rolétiea CEO review is limited to compiling the compeiwainformation for the Committee.

Air Products & Chemical Cummins, Inc Parker Hannifin Corj
American Standar Hershey Compan PPG Industrie

Ball Corp. Masco Corp Sherwir-Williams Co
Black & Decker Mohawk Industries, Inc Stanley Works
Brunswick Corp Newell Rubbermai Steelcase, In¢
Corning, Inc. Owens Corning USG Corp.

For other executive positions, Armstrong subscribasultiple national executive compensation susvéyrmstrong uses as benchmarks for its pay
policy the policies of other comparable compani#ben necessary, Armstrong adjusts for the sizaetbompanies in the benchmark group to provide a
truer benchmark.

During the period of Armstrong World Industries’\{A) Chapter 11 bankruptcy reorganization, the Comypased court-approved cash retention
payments and enhanced severance provisions in twrdetain key talent. Certain executive officersgluding Mr. Lockhart, received cash retention
payments. For 2006, Messrs. Ready and Rigas wererlly executive officers who received cash retentiayments.

Armstrong’s employee benefit plans for executivesgenerally the same as those provided to otheriesd employees. Executive benefits and
perquisites are described below under the Ratidnaleay Elements.

All of the named executive officers are coveredarrddividual Change in Control Agreements to pdeva competitive level of financial security in the
case of a potential change in control. Mr. Locklea$ an Employment Agreement which he first enteredon August 7, 2000. This agreement was
amended in 2001 to permit the use of long-term @asdntive awards in lieu of grants of stock opsi@md performance restricted shares because the
Company was prevented from providing equity compgos while in Chapter 11. The Employment Agreensgacifies the level and terms of his
annual incentive and long-term incentive awardgesance benefits for termination not related thhange in control, two years of credited pension
service for each year worked and reasonable pdrasaaf Company aircraft which includes a tax grap benefit. In recognition of Mr. Lockhart’s
contributions to the Company and his leadershiinguAWI’s Chapter 11 reorganization, the Board afedtors in 2005 granted him five additional
years of service credit under the pension plan.Udckhart's Employment and Change in Control Agreats were assumed by the Company with court
approval in its Chapter 11 case.
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Compensation Program Reward Features

Base Salary

Base salaries for executive officers are reviewetlially by the Committee. With input from the CEe Committee evaluates the base salary of each
executive officer taking into account their perfamae for the prior year and their salary leveltiedato the base salary range midpoint which isusétc
the benchmark information described above. The Citt@enapproves the salaries of the executive afieacept for Mr. Lockhart. The Committee
meets in executive session to evaluate Mr. Loclkhhese salary and may recommend to the BoardrecRirs salary changes for Mr. Lockhart.

Annual Bonus

Annual incentive payments are made pursuant tddreagement Achievement Plan (MAP). The MAP proviftesncentive compensation payments
based on the Company’s performance relative toatimgrincome goals established early in the yeahbyCommittee. These goals are generally set
equal to the annual operating plan which is noilyeatained. In the last five years, the corpotad@us payout ranged from zero to 115% of targatb
The Committee specifies the adjustments to operaticome that are allowed for incentive compensapiorposes. Each MAP participant has a target
bonus amount calculated as a percentage of theiradibase salary earnings ranging from 15% of galthe lowest level to 125% for the CEO.

The MAP includes a Committee-approved payout sclee@hown below) which relates percent of targetusopaid to overall financial performance.
With the exception of Mr. Ready, all executive offis are measured on corporate financial resultsRiady’s MAP payment is weighted 30% on
corporate results and 70% on his business unittsedine Committee may adjust payouts based owiohaal performance.

When the Committee sets financial targets for thePMit also sets a maximum payout schedule. Theytsschedule is based on the actual financial
achievement percentage against target for the Paaticipants are told to expect a bonus payoutishz0% below the maximum payout schedule. The
Committee generally exercises negative discretieaiicing the bonus payout percentage by 20%. Isualicircumstances, the Committee can lower or
raise the amount of the negative discretion appbeitie maximum payout percentage.

2006 MAP Payout Schedule

% of Maximum Payout
Financial Target as % of Target Bonus
Less than 709 0%
70% 50%
80% 100%
90% 110%
100% 120%
110% 130%
120% 140%
. Schedule continues at .
. same payout line, .
. uncappec .

The MAP requires that participants above a speatiji@de level have their annual bonus payment estlbg up to $20,000 and they receive a Company
contribution in the amount of the reduction to aliied, tax-deferred profit sharing plan.

Effective for 2007, the threshold for bonus payauder the MAP was increased from 70% of the finalneirget to 80% of the financial target. The
Committee also established a maximum bonus paydQ@ of a participant’s target bonus amount.
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Long-Term Incentives

During the period of AWI's Chapter 11 reorganizatithe Company used cash-based long-term incefitfiM®) compensation in lieu of equity grants.
Each LTIP participant has an annual target awaladevaxpressed as a percentage of their annuakbéesy ranging from 12% of salary at the lowest
level to 337% for the CEO.

For the executive officers other than the CEO,20@5 and 2006 long-term cash incentive award pajsneere based on the Company’s operating
income performance over two years compared to taegablished by the Committee. These targetsreequiO percent annual increase in corporate
operating income over the 2004 actual results. Giamittee defines in advance allowable adjustm&néperating income. Similar to the MAP, the
LTIP payout schedule (shown below) establishesdlaionship between financial performance and Ljgayments. The Committee may adjust payouts
based on individual performance.

2005/ 2006 LTIP Cash Incentive Award Payout Schedu

% of Maximum Payout
Financial Target as % of Award
Less than 709 0%
70% 50%
80% 100%
90% 110%
100% 120%
110% 130%
120% 140%
. Schedule continues at .
. same payout line, .
. uncappec .

Mr. Lockhart ’s Long-Term Incentives

Mr. Lockhart's Employment Agreement specifies @b of the value of his annual lotgrm incentive award is to be granted as stoclooptand 609
as performance restricted share grants. During AWEHapter 11 reorganization, the use of equityas=ntive compensation was not viable. In place
of equity grants, the Committee used cash incertivards which were designed to mimic the performanfcstock options and performance restricted
share grants.

These awards are based on Committee-approved ivegretyment formulae measured by the Company’s tirédwearnings before interest, taxes,
depreciation and amortization (EBITDA). Mr. Locktar2005 LTIP payments for 2006 performance wergebdzaon the following formulae. Cash
Payment 1 was designed to mimic the performanstook options and Cash Payment 2 was intendedpixeipate the value of a performance
restricted share grant. There are no paymentgiiétis no increase in EBITDA.

Cash Payment = $1.24 million x 3 (2006 EBITDA- 2004 EBITDA)
2004 EBITD/
(Maximum of $1.24 million;

Cash Payment =  $1.86 millior x EBITDA X 1+ (2006 EBITDA- 2004 EBITDA
Growth Factc 2004 EBITDA
(Maximum of $2.79 million;
EBITDA EBITDA Compound
where Growth Factor Annual Growth
1.00 12.0% or highe
0.75 8.0t0 11.9%
0.50 4.0 to 7.9%
0.25 0.0 to 3.9%
0.00 Less than zer
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When the Company changed Mr. Lockhart’s long-teroentive awards from equity to cash, it createdrdlict with respect to the payment provisions
under the long-term incentive plan and his Employmfggreement. The maximum total cash payment pethannually under the long-term incentive
plan for any one participant is $3 million. To #eent, if any, the calculated payments for thesards exceed this amount, the balance would betp
Mr. Lockhart as a contractual obligation undertégrens of his Employment Agreement. Now that AWI| kagerged from Chapter 11 reorganization, the
Company has reverted to equity grants for Mr. Lackh

Rationale for Pay Elements

The base salary and annual incentive componemfsno$trong’s executive compensation program aresgéime as those used by other large
manufacturing companies. Base salary and annuahfives are necessary to deliver competitive cticempensation. Long-term incentive
compensation is used to support executive reteatimhalign a portion of the total direct compermatiith the achievement of longer term goals which
should result in an increase in shareholder vaNigle in Chapter 11, Armstrong could not use egagya long-term incentive.

Effective October 2, 2006 (the date of AWI's emergeefrom Chapter 11), the Committee granted restiistock awards and nonstatutory stock options
to certain key managers as provided for under the & Reorganization. Because AWI common stock magrading on the New York Stock Exchal

on the grant date, the Committee set the exercise pf the stock options as the volume weightegtage closing price of reorganized AWI stock over
the period of October 18 through October 31 asntefddy the New York Stock Exchange, which was 438The stock options have a ten-year term.
Both the stock options and the restricted stockrdsvaest in three equal installments at two, tlanee four years from the grant date. The timingheke
stock option grants was established to coincidb wiVI's emergence from Chapter 11. With the exaaptf Mr. Lockhart whose Employment
Agreement specifies that he receive annual long-tecentive awards, these emergence equity graptaage each manager’s long-term incentive award
which would have been made in early 2007.

Typically, equity grants are made on the date ef@mpanys regular February board of directors meeting,thedCompany has resumed that sche«
Equity grants for new hires who are not executiffeers may be approved by the Committee Chair.sEgrants will be made on or about the date of
hire and will be reported to the full Committeafa next scheduled meeting.

Tax Deductibility of Compensation

Armstrong’s annual and long-term incentive plangehlaeen designed to qualify cash and certain equintives as performance-based compensation
under Section 162(m) of the Internal Revenue CHREY). This includes the MAP, LTIP payments, perfamoe restricted shares, restricted stock awn
and stock option grants where the payment or aperdsions comply with the IRC requirements. If teculated payments for Mr. Lockhart’s long-
term cash incentive awards exceed $3 million fd¥72performance, the Company may not receive addxation for the portion of the payment that
exceeds $3 million.

Employee Benefits

Employee benefits include the typical health, welfand retirement benefit offerings. Armstrong lieegiexecutives to pay health care premiums which
are 40% higher than those paid by most salaried®mes. The Company provides a company-paid long-tBsability benefit for executives above a
specified grade level. For all participants in renstrong pension plan, a nonqualified pension plas been established to pay any benefit whichat:
be paid under the qualified plan due to statutonjt$. The pension plan was amended effective Mar@006, to increase the reduction for early
retirement for participants who retire betweendbes of 55 and 65.

Mr. Grasberger is ineligible to participate in Atnog’s defined benefit pension plan. He and dlkotsalaried employees hired on or after January 1,
2005, are eligible to participate in a 401(k) sgeiplan with an enhanced company match. Armstroaigmes 100% of the first 4% of employee
contributions and 50% of the next 4% of employesticbutions in the enhanced plan. A nonqualifiefeded compensation plan was established to
provide similar 401(k) benefits as it applies tonagers hired on or after January 1, 2005 whosékdigarnings exceeded $187,500 in 2006. This
nonqualified plan is not funded. Mr. Ready has lamze of less than $3,000 in a prior nonqualifietedred compensation plan to which deferrals were
discontinued starting in 2001.

Messrs. Senkowski and Ready are participants indgdlar life insurance policies which were entdieto in 1996 and 1997. Armstrong discontinued
making premium payments on the policy for Mr. Semgki starting in 2003 and for Mr. Ready in 2007m&strong retains a collateral interest in the
policies’ cash value equal to the premiums paitheyCompany for each participant.

Perquisites

Armstrong’s perquisites are designed to assidiéroiverall health and productivity of the execuivieerquisites are limited to an annual Compangi-pai
physical and an annual reimbursement of up to $4{60personal financial planning / tax preparasenvices. Mr. Lockhart’s personal use of Company
aircraft allows him to make more productive uséigftime and travel in a more secure environmehis & appropriate and in the best interest of the
Company to maximize the time he has to focus on jiamy business issues.
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Determination of Pay Amounts

Base Salary— Armstrong base salary midpoints are positiondl@tmedian of the competitive market for compab&sed on sales revenue. Executive
base salaries are reviewed annually based on thdi/performance.

Annual Bonus— Armstrong targets annual incentive pay at the mredfahe competitive market for companies basedades revenue. Each executiv
assigned an annual incentive target award expressagercentage of base salary. Mr. Lockhart'si@rnincentive target of 125% of base salary is
specified in his Employment Agreement.

Long-Term Incentives— Armstrong targets long-term incentive pay atrtiredlian of the competitive market for companies #asesales revenue. Each
executive is assigned a long-term incentive taagetrd expressed as a percentage of base salariobkhart’s annual long-term incentive target award
is specified in his Employment Agreement havinglug on the date of grant equal to 150% of the slihis base salary and annual incentive
opportunity at target performance.

Stock Ownership and Trading Policy

The Compensation Committee of reorganized AWI lwestablished executive stock ownership guideliese Committee believes that equity grants
made under the Plan of Reorganization result indmaployees having a substantial equity stake irCin@pany.

Our policy requires directors, senior managemedtather designated employees with access to noliepedrnings information to pre-clear any
transactions in Company stock, and restricts tinaites to three periods of about one week eachgagrafter earnings are released. In addition ethos
persons and all other employees are barred frogufgt®n in the Company’s stock. So-called “shettisg”; in-and-out trading, most “puts” and
“calls”, and all other types of derivative transans are prohibited.
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Compensation Committee Report

The Management Development and Compensation Coeenitis reviewed and discussed the Compensationdliea and Analysis (CD&A) with
management. Based on this review and discussierCéimmittee recommended that the CD&A be includethé Form 10-K for the fiscal year ended
December 31, 2006 to be filed with the Securitied Bxchange Commission.

Management Development and Compensation Comn
Judith R. Haberkorn, Cha
James J. Gaffne
Russell F. Peppt
Alexander M. Sanders, .
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SUMMARY COMPENSATION TABLE

The table below summarizes the total compensaéiparted for each of the named executive officerste fiscal year ended December 31, 2006.

Change in

Pension

; Value and

Non-Equity i
Incentive Plan  Nonqualified All Other
Stock Option Compensation Deferred_ Compensatior
Compensatior
Name and Principal Position Year Salary Bonus® Awards @ Awards @ ®) Earnings @ Total

M. D. Lockhart
Chairman of the Board and Presider
and CEC 200€ $980,00( —  $172,87* $148,50( $4,162,000 $ 789,95t $ 221,89 $6,475,22

F. N. Grasberger
Senior Vice President and Chief
Financial Officer 200€ $465,00( —  $ 95427 $81,97: $1,196,00! — $ 54,96¢® $1,893,36

S. J. Senkowski
Executive Vice President and Presic
and CEO, Armstrong Building
Products 200€ $565,00( —  $127,23¢ $109,29¢ $1,684,000 $ 185,67: $ 14,15: $2,685,35

J. N. Rigas
Senior Vice President and General
Counsel 200€ $382,00( $382,00( $ 63,61¢ $ 54,64¢ $ 819,000 $ 71,30: $ 13,24( $1,785,80:

F. J. Ready
President and CEO, North Americar
Flooring Operation 200€ $374,50( $367,000 $ 63,61¢ $54,64¢ $ 694,000 $ 30,70¢ $ 13,15% $1,597,62!

@ The amounts disclosed are cash retention paymaidtop December 28, 2006 for Messrs. Rigas andYReaith were approved by the
bankruptcy court in AWI's Chapter 11 case.

@ The amounts reflect the expense recognized fonéiiah statement reporting purposes for the fisearyended December 31, 2006, in accordance
with FAS 123R, but disregarding forfeitures relatedgervice-based vesting as directed by SEC réguoafor this purpose, for awards made in
2006 pursuant to the 2006 Long-Term Incentive PTdre assumptions used to calculate these amounteaforth in Note 25 to the Company’s
Consolidated Financial Statements for the year@imrember 31, 2006.

®  The amounts disclosed are the awards under the @@6&gement Achievement Plan and 2005 Long-Ternh Gaentive Awards. The amounts
under the Management Achievement Plan are as fsllv D. Lockhart—$1,520,000; F. N. Grasherger—$0620; S. J. Senkowski—$455,000;
J. N. Rigas—$220,000 and F. J. Ready—$215,000pAsified under the Management Achievement Planrédamounts are subject to a
mandatory reduction of up to $20,000 to the extéecrresponding contribution can be made to theuB&eplacement Retirement Plan which is a
qualified, tax-deferred profit sharing plan. Foil0B0$20,000 reductions were made for each of Mekerkhart, Senkowski, Rigas and Ready.
The following payments were made under the 2005gEBarm Cash Incentive Awards: M. D. Lockhart—$2,840; F. N. Grasberger—
$875,000; S. J. Senkowski—$1,229,000; J. N. Rigas99P¥00 and F. J. Ready—$479,000. The paymentsappm@ved by the Management
Development and Compensation Committee at its RBeprlO, 2007 meeting.

@ The amounts shown in the “All Other Compensatiosiimn include: (i) Company matching contributionghe Savings and Investment Plan and
for Mr. Grasberger to the Armstrong Nonqualifiedi®@eed Compensation Plan; (ii) premiums for ladegm disability insurance; (iii) tax assista
payments on imputed income related to personabli€®mpany aircraft; and (iv) personal benefitsefguisites”) consisting of medical
examinations, financial planning expense reimbuesgmand personal use of Company aircraft to thenexhe total perquisite value is $10,00(
greater per individual. For each person other tar_ockhart, the total value of all such perquésitdid not reach $10,000, and is not included in
the amount shown.

®)  The amount shown includes the aggregate incremeosal(e.g., fuel, landing fees and incremental@grpenses) of Mr. Lockhart’s personal use
of Company aircraft of $168,077 and the reimbursgrfe related taxes incurred of $40,954. He pgodited in the medical examination program
where the cost is paid by the Company.
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6) Mr. Grasberger received a Company matching corttabwof $15,000 under the Savings and Investmeant Bhd was credited with a Company
matching contribution of $32,850 under the Armstydtonqualified Deferred Compensation Plan in acance with the terms of these plans.

The material terms of Mr. Lockhart's Employment Agment are described in the Compensation Discuasidinalysis (CD & A). The CD & A also
explains the Company’s approach for setting thelarhof base salary and annual bonus in proportidntal compensation.
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GRANTS OF PLAN-BASED AWARDS

The table below shows information on annual inaentiompensation, long-term cash incentive awatdskoptions and restricted stock awards which
were provided to each of the Company’s named eiexafficers in 2006. We have included performarestricted share and stock option grants that
were made to Mr. Lockhart on February 19, 2007 ré@li®no assurance that the Grant Date Fair Vdl$&tark and Option Awards will be realized by
the executive.

All Other /_-\II Other Grant Date
Board Estimated Future Payouts Under Estimated Future Payouts Under Stock Awards: Option Awards: Exercise o| Fair
Committee Non-Equity Incentive Plan Awards Equity Incentive Plan Awards Number of Number of  Base Price Value of Stock
Authorization Shares of Securities of Option 4 Option
Grant Threshold Target Maximum Threshold Target Maximum Stock or Underlying Awards

Name Date _ Date® ($) ($) ($) (#) (#) (#) Units (#) _ _ Options (#) _ (8/Sh) Awards ($)©
M. D. Lockhart @ N/A $367,50( $1,225,001 ®
@ 2/20/0¢ 0 $1,323,00! $1,323,00I
@) 2/20/0¢ 0 $1,985,001 $2,977,50!

® 10/2/0¢ 9/21/0¢ 75,00( $2,766,00!

©® 10/2/0¢ 9/21/0¢ 225,000 $ 38.4Z $3,489,75!

(™ 2/19/07 64,100 $ 52.3¢ $1,323,05

(™ 2/19/07 18,95( 37,90C 56,85( $1,985,20;
F.N. Grasberg @ N/A $ 83,700 $ 279,00( @
®) 2/20/0¢ $243,00( $ 810,00( ®

® 10/2/0¢ 9/21/0¢ 41,40( $1,526,83

©® 10/2/0¢ 9/21/0¢ 124,200 $ 38.4z $1,926,34.
S. J. Senkowski® N/A $118,65( $ 395,50! ©)
®) 2/20/0¢ $354,75( $1,182,50! ®

® 10/2/0¢ 9/21/0¢ 55,20( $2,035,77

©® 10/2/0¢ 9/21/0¢ 165,60( $ 38.42 $2,568,45!
J.N.Rigas @ N/A $ 57,300 $ 191,00( @
®) 2/20/0¢ $171,90( $ 573,00( ®

® 10/2/0¢ 9/21/0¢ 27,60( $1,017,88:

©® 10/2/0¢ 9/21/0¢ 82,80($ 38.4: $1,284,22
F.J.Ready @ N/A $ 56,17: $ 187,25( ®
) 2/20/0¢ $137,64( $ 458,80( ®

©® 10/2/0¢ 9/21/0¢ 27,60( $1,017,88:

® 10/2/0¢ 9/21/0¢ 82,80($ 38.4: $1,284,22

@ As part of planning for implementation of the Compa emergence from Chapter 11, the ManagementIDpwvent and Compensation
Committee (the “Committee”) was reconstituted opt8mber 21, 2006, and approved the grants of siptikns and restricted stock awards
authorized by the Company’s Plan of Reorganizaiiope effective upon such emergence, which occuwne@ctober 2, 2006. All other grant
dates are on the dates of the Committee’s actions.

@ The amounts shown represent the 2006 participatiahe named executive officers in the Managemeridvement Plan (MAP). The actual
payouts approved by the Committee on February Q97 2re included in the Non-Equity Incentive Plasmpensation column of the Summary
Compensation Table. The amount shown under theeTagdumn above was the expected payout amount.

®)  For 2006, there was no stated maximum payout uh@ekAP except for a $3 million per participant aahlimit established under the plan.
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4)

(©)

(6)

)

Mr. Lockhart's Employment Agreement specifies @%b of the value of his annual long-term incentiveard is to be granted as stock options
and 60% as performance restricted share grantédpAWI's Chapter 11 reorganization, the use ofiggbased incentive compensation was not
viable. In place of equity grants, the Committeedusash incentive awards which were designed tderitme performance of stock options and
performance restricted share grants. His 2006 teng-cash incentive awards are based on Commigipeyaed incentive payment formulae
measured by the Company’s growth in earnings befiegest, taxes, depreciation and amortizationITlER\) from 2005 to 2007, excluding the
impact of bankruptcy-related expenses, restrugjuchrarges and significant unusual items. Ther@angayments if there is no increase in
EBITDA. The payment formulae are as follows:

Cash Payment = $1.323 millior x 3 (2007 EBITDA- 2005 EBITDA)

2005 EBITD!/
Cash Payment = $1.985 millior x EBITDA Growth Factc X 1+ (2007 EBITDA- 2005 EBITDA
2005 EBITDA
where EBITDA Growth Factor EBITDA Compound Annual Growth
1.00 12.0% or highe
0.75 8.0t0 11.9%
0.50 4.0to 7.9%
0.25 0.0 to 3.9%
0.00 Less than zer

The payout formulae are not structured with a tholbpayout. If 2007 EBITDA results are the sam@@B85, a payment of $496,250 would be
earned. If there is an increase in EBITDA restultts,payout would be determined according to theédae. When the Company changed

Mr. Lockhart’s long-term incentive awards from egub cash, it created a conflict with respecthte payment provisions under the long-term
incentive plan and his Employment Agreement whiets wssumed by the Company with court approvasiGlitapter 11 case. The maximum t
cash payment permitted annually under the long-teoentive plan for any one participant is $3 roifli To the extent, if any, the calculated
payments for these awards exceed this amountalhade would be paid to Mr. Lockhart as a contr@adbligation under the terms of his
Employment Agreement. Cash payments earned wiidie: in early 2008.

The 2006 long-term cash incentive award paymentisg@xecutives other than Mr. Lockhart are todmed based on the Company’s cumulative
adjusted operating income performance over 200280d compared to a target and made in accordaitice@ywayout schedule established by
Committee. The financial target and actual resitdude the impact of incentive expense, interggénse / income, bankruptcy-related expenses,
fresh-start accounting, restructuring charges amfcant unusual items. The maximum total cashinpaent permitted annually under the long-
term incentive plan for any one patrticipant is $iBiom. Cash payments earned will be paid in e2008.

To be effective on the date of AWI's emergence fil©hapter 11 (October 2, 2006), the Committee onedaiper 21, 2006 approved the grant of
restricted stock awards and nonstatutory stocloaptto certain key managers, including the namedugive officers, as provided for under the
Plan of Reorganization. Because AWI common stock mat trading on the New York Stock Exchange orgtfaat date, the Committee set the
exercise price of the stock options as the voluraigkted average closing price of AWI common stoek&rdhe period of October 18 through
October 31 as reported by the New York Stock Exgbafhe exercise price was $38.42. The stock optiave a stated ten-year term. Both the
stock options and the restricted stock awardsindsiree equal installments at two, three and j@ars from the October 2, 2006 grant date. If
AWI declares cash dividends, holders of unveststtioted stock will receive cash payments of anaégmount. With the exception of

Mr. Lockhart, whose Employment Agreement specified he receive annual long-term incentive awdatdsse emergence equity grants replaced
each participant’s long-term incentive award whiauld have been made in early 2007.

On February 19, 2007, the Committee authorizedjthat of nonstatutory stock options having a Bl&ckoles value of $1.323 million and a
three-year performance restricted share grantavitalue of $1.985 million to Mr. Lockhart. Undeetterms of Mr. Lockhart's Employment
Agreement, he is to receive annual long-term irieerawards with an aggregate value on the dateasftgqual to 150% of the sum of his base
salary and annual incentive opportunity at targefggmance. 40% of the value is to be grantedasksiptions and 60% as thrgear performanc
restricted share grants. Since there were no e&lk¥/I| common stock on the New York Stock ExchaogeMonday, February 19, 2007, the
number of shares granted and the stock option isespeice was based on the Friday, February 167 2@%ing price of $52.38. This resulted in
the grant of 64,100 stock options and 37,900 peréorce restricted shares. The stock options hataedgen-year term and will vest in three
installments at one year (23,360 shares), two y@4r990 shares) and three years (19,650 shams)tfre grant date. The performance restricted
shares may be earned over the three-year
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®)

performance period of January 1, 2007 through Déeer@1, 2009 based on a 50% weighting on cumulativenalized EBITDA and a 50%
weighting on cumulative free cash flow excluding tmpact of acquisitions and divestitures. The Cdttesn established a financial target for each
measure and a payout schedule to determine theeruwrfishares that will be earned. If AWI declarastcdividends, Mr. Lockhart will receive
cash payments of an equal amount based on the mahperformance restricted shares granted at Targe

The assumptions used to calculate these valugkdd006 grants are set forth in Note 25 to the amg’s Consolidated Financial Statements for
the year ended December 31, 2006. The assumptiohrf Lockhart’s 2007 long-term incentive equitsagts are as follows:

Performance Restricted Share grant: Value of $5ge8&hare based on 2/16/07 closing price
Stock Option grants:

Vesting Period

1year 2 years 3 years
Exercise price $52.3¢ $52.3¢ $52.3¢
Assumed years to exerci 5.8 6.C 6.5
Volatility 27.91% 30.72% 32.23%
Risk free interest rat 4.85% 4.85% 4.86%
Dividend rate 0.C% 0.C% 0.C%
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

The table below shows the number of shares cougrekercisable and unexercisable stock optionsuandsted restricted stock awards held by the
Company’s named executive officers on Decembe3a6.

Option Awards Stock Awards
Equity
Incentive
Plan Awards:
Number of Number of Equity Nur:fber Equity Incentive Market or
Securities Securities Incentive Shares ol Payout Value
Underlying Underlying Plan Market Plan Awards:
Unexercise( Unexercised Awards: Units of Value of Number of of Unearneq
Options Options Number of Stock Shares or Unearned Shares, Units
(#) #) Securities That Units of Shares, Units
Underlying Option Option Have Not Stock That or Other or Other
Unexercise( Exercise Expiration Have Not Rights That Rights That
Vested Vested Have Not Have Not
Unexercisable Unearned Price Vested Vested
Name Exercisable Options (#) $) Date ) @ ®® (#) $)
M. D. Lockhart 225,00( $38.4:2 10/2/1¢ 75,000  $3,179,25I
F. N. Grasberge 124,20( $38.4: 10/2/1¢ 41,400  $1,754,94i
S. J. Senkowsk 165,60( $38.4: 10/2/1¢ 55,20  $2,339,92
J. N. Rigas 82,80( $38.4: 10/2/1¢ 27,60C  $1,169,96-
F. J. Read 82,80( $38.4: 10/2/1¢ 27,60C  $1,169,96-

All options have a stated option expiration dat®ofober 2, 2016. In the event of the death obitgonee, all outstanding options will be

exercisable by the beneficiary for a minimum of gear from the date of death without regard tostia¢ed option expiration date. The options
in three equal installments at two, three and §@ars from the grant date of October 2, 2006.
The shares vest in three equal installments atttwee and four years from the grant date of Oat@b2006.
As required by the SEC, the 2006 year-end closiagkat price of the Company’s common stock was tsefttermine the values shown in this

column.
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OPTION EXERCISES AND STOCK VESTED

None of the Compar's named executive officers exercised any stocloapt stock appreciation rights or similar instruntsenor did they acquire stock
awards, restricted stock units or similar instrutaem vesting during the fiscal year ended Decer8heP006.
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PENSION BENEFITS

The table below shows the present value of accurdilzenefits payable to each of the named execaoffieers, including the number of years of
service credited to each such named executiveeoffimder the Retirement Income Plan and the ndifigdeRetirement Benefit Equity Plan as of
December 31, 2006. The amounts were determined tisnsame interest rate and mortality rate assomgptised in the Company’s Consolidated
Financial Statements. Information regarding tharBetent Income Plan and the Retirement Benefit gdeilian can be found in Note 18 to the
Company’s Consolidated Financial Statements.

Present Value
of

Number of Years Accumulated Payments During
Credited Service Benefit Last Fiscal Year
Name Plan Name (#) ($) $
M. D. Lockhart® Retirement Income Plan for Employees of Armstronorid/ 6.4 $686,810 0
Industries, Inc
Retirement Benefit Equity Plan of Armstrong Worndlustries, 17.8 $3,549,97 0
Inc.
F. N. Grasberge Not eligible
S. J. Senkowski Retirement Income Plan for Employees of Armstrongrid/ 33.6 $1,418,13 0
Industries, Inc
Retirement Benefit Equity Plan of Armstrong Worndlustries, 33.6 $3,168,94 0
Inc.
J. N. Rigag? Retirement Income Plan for Employees of Armstronori/ 7.8 $1,077,68 0
Industries, Inc
Retirement Benefit Equity Plan of Armstrong Worntdlustries, 24.8 $730,606 0
Inc.
F. J. Ready Retirement Income Plan for Employees of Armstronori/ 23.5 $800,997 0
Industries, Inc
Retirement Benefit Equity Plan of Armstrong Worndlustries, 23.5 $375,430 0
Inc.

@ Under the terms of his Employment Agreement, Micktmrt receives two years of service credit fomgwme year of actual service toward the
calculation of his pension benefits under the Ratent Benefit Equity Plan. The Board of Directorarged him five additional years of service
credit in 2005.

@ Mr. Rigas’ years of service include 17 years créglifprior service awarded to him upon his emplogineith Armstrong. The Armstrong
retirement benefit for Mr. Rigas has been redugethb value of his defined benefit pension payélyléis previous employer for the respective
period of the prior service credit.
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PENSION BENEFITS

All of the named executive officers (excluding MBrasberger) participate in the Company’s qualiflefined benefit pension plan, the Retirement
Income Plan (RIP), as do other Armstrong salariegleyees. An unfunded, nonqualified defined berpditsion plan, the Retirement Benefit Equity
Plan (RBEP), has been established to pay any heviafih cannot be paid under the qualified RIP égson of Internal Revenue Code limitations. All
pension benefits are paid by the Company. The perans were closed to new salaried participaifestive January 1, 2005. Benefits payable under
the RIP and RBEP are based on a formula that y&ldmnual amount payable over the participarfésitie beginning at the age where the participant
qualifies for an unreduced life annuity benefit.

In addition, Messrs. Senkowski, Rigas and Ready quafify for an additional annuity payment undezx 8SOP Pension Account (EPA) to the extent
such benefit can be paid under the qualified pengian. The EPA was established in 2000 to restgrertion of the value lost by a broad group of
employees who had purchased shares of Company atacteceived Company contributions of additiomalres which were intended to help fund the
cost of their retiree health care coverage. ThetistpEPA balance was determined by multiplying tluenber of ESOP shares held by the participant by
$47.75 which was the guaranteed value of the aldi$OP convertible preferred shares. The EPAaditad with interest annually using the
November 3-year Treasury bond rate. Interest is creditedoupé date the participant commences regular permsaefits under the RIP.

Participants in the defined benefit pension plary negire as early as age 55 provided the partitigavested under the plan. Participants becomiedes
after completing five years of continuous employtrteaving worked at least 1,000 hours in each yéarmal retirement date is the first of the month
nearest the participant’s 8%irthday. Effective March 1, 2006, the pension plarere amended to increase the reduction for eatihrement for non-
production salaried participants who retire betwienages of 55 and 65. Prior to these amendmemesmployee who retired from active employment
could receive an unreduced pension benefit commgran the date of retirement if the employee’s @g@imum age 55) and Total Service totaled 90
points (Rule of 90). Employees continue to receneslit for post-March 1, 2006 age and service tsdalit the accrued Rule of 90 pension benefit is
frozen as of February 28, 2006. The Present Valdeoumulated Benefit shown for Messrs. SenkowBkgias and Ready reflect the actuarial value of
their respective Rule of 90 pension benefits.

The normal form of benefit payment is a monthlyuaibn Except for payments having a lump sum presahte of $10,000 or less under the qualified
plan, no lump sum payments are permitted. Various$ of annuity payments (including life, joint asutvivor, period certain and level income optit
are available under the pension plans. The anpaiynents for these options are determined by datlyaadjusting the life annuity pension amount for
the selected form of payment. The formula for thgutar life annuity pension benefit for salariedpbmgees under the RIP is based on the following
factors:

» the participant’s Average Final Compensation (AR®)ch is the average of the three highest yeaddigible compensation (base salary
plus annual incentive) during the last ten yearsmploymen

» the participar's number of years of Total Service (credited yedemployment with the Company) used to calculagegension amoul

» the participant’s Adjusted Covered Compensation@\@hich is a percentage of the average Socialr8gdtax base for the 35-year period
ending with the year the participant will qualifyrfan unreduced Social Security pension be

The unreduced annual life annuity pension is the sfithe following four calculations each of whishall not be less than zero.
1. AFC x 0.009 x Total Service to a maximum of 35

2. (AFC-ACC) x 0.005 x Total Service to 35 ye:

3. (AFC-2xACC) x 0.0015 x Total Service to 35 ye

4.  AFC x 0.012 x Total Service over 35 ye

To the extent the participant is eligible for anfERension benefit that can be paid from the quadifpension plan (RIP), all or the allowable portién
the calculated EPA annuity will be added to theutegpension amount. EPA annuity amounts that celbe@aid from the qualified plan are forfeited.
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Special provisions apply if the qualified pensidamis terminated within five years following antEaordinary Event, as this item is defined in tHe R
In that event, plan liabilities will first be sdiisd; then, remaining plan assets will be appl@éhtrease retirement income to employees. The ahafu
the increase is based on the assumption that thioge® would have continued employment with Armsgraintil retirement. All of the named execut
officers except for Mr. Grasberger would be enditie this benefit under these circumstances.

The assumptions used to calculate the actuariakptevalues shown in the table above are as follows
¢ Discount rate used to value benefit obligationsaés6.75%
« RP2000CH Mortality Table projected to 20
+ EPAinterest rate of 4.73'
¢ 1994 GAR (RR 20C-62) Mortality Table for EPA annuity conversi
* Retirement at age 65 or Rule of 90 eligibility psdfied
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NONQUALIFIED DEFERRED COMPENSATION

The table below shows the executive contributi@ashings and account balances for the named exeafficers who participate in the Company’s
nonqualified deferred compensation plans.

Registrant

Contributi Aggregate A t
Executive Contributions onribitions Aggre_:gate Withdrawals / ngr?g:aet
in 2006 in 2006 Earnings N 12/31/06
in 2006 Distributions
Name ®v ®®@ ) ) ®)®
M. D. Lockhart Does not participa
F. N. Grasberge $43,80( $ 32,85( $11,94: 0 $128,25!
S. J. Senkowsk Does not participa
J. N. Rigas Does not participa
F. J. Read 0 0 $ 207 0 $ 2,771

@ The amount in this column is also reported as eifi@ary or Non-Equity Incentive Plan Compensaiiothe Summary Compensation Table.

@ The amount in this column is also reported in thiedsher Compensation column of the Summary Comatmis Table.

@) $38,500 of the account balance for Mr. Grasberges reported as compensation in the Summary Comimm3able for the fiscal year ended
December 31, 2005.

Armstrong maintains two nonqualified deferred cormgagion plans that apply to certain of the Compamgamed executive officers.

Armstrong Deferred Compensation Plan

The Armstrong Deferred Compensation Plan, which egablished in 1985, was closed to new deferfdisge salary and annual incentive
compensation starting in 2001. The plan is paytialhded with Company-owned life insurance polidietd in a grantor trust. These policies were
purchased by the Company prior to 1996. Mr. Readlié only named executive officer participantis plan. Participants may transfer account
balances between any of the plan’s available plnaimgestment options.

Investment Option 2006 Returr

Fidelity Magellan Funt 7.22%
Fidelity OTC Portfolio Func 9.45%
Fidelity Asset Manager Fur 9.1%%
Spartan U.S. Equity Index Fui 15.72%
Moody's Average Corporate Bond Yie 6.21%

The normal form of payout is a 15-year annuity withnthly payments starting on a post-employmer# datected by the participant (minimum age 55)
but in no event commencing later than the partitiise65™" birthday. Requests for single sum payments areestitiy approval by the Company.

If a participant resigns or is discharged for willfdeliberate or gross misconduct, the participaay be paid a single sum amount equal to 94%eof th
account balance (subject to Company approval) anddiforfeit the remaining account balance. If aipgant dies before commencing annuity
payments, a survivor benefit will be paid to thetiogpant’s designated beneficiary (or estate) s&nayear annuity. The present value of the survivo
benefit is the greater of the participant’s accdwaiince or an amount equal to three times thécjpemt’s actual deferrals. If the participant digter
commencing annuity payments, the remaining paymeititbe made to the participant’s designated bieieafy or estate.

Armstrong Nonqualified Deferred Compensation Plan

As explained under the Pension Benefits sectimmCibmpany’s defined benefit pension plans wereedds new salaried participants effective
January 1, 2005. Salaried employees hired on er ddétnuary 1, 2005, including Mr.
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Grasberger, are eligible to participate in a 40%@gings plan with an enhanced company match. Aomgtmatches 100% on the first 4% of employee
contributions and 50% of the next 4% of employesticbutions in the enhanced plan. The Armstrong dNdified Deferred Compensation Plan was
established to provide similar 401(k) benefitstagpplies to eligible managers, including Mr. Grargler, whose eligible earnings (base salary plosia
incentive) exceed 12.5 times the Internal RevemueeCl02(g) elective deferral limit in effect foetplan year. For 2006, the eligible earnings liwvas
$187,500. A participant may elect to defer up to@Uligible base salary earnings and up to 8%igitde annual incentive earnings. The Company
matching contribution will be the same as that fedt under the qualified 401(k) savings plan wite énhanced Company match. Mr. Grasberger is the
only named executive officer participant in thigumded, nonqualified plan. Participants may tranaficount balances between any of the plan’s
available phantom investment options listed belovaalaily basis.

2006
Investment Option Return
Davis New York Venture Fun 15.12%
Fidelity Capital Appreciation Fun 13.8(%
Fidelity Diversified International Fun 22.5%
Fidelity Equity Income Fun 19.81%
Fidelity Intermediate Bond Fur 4.26%
Fidelity Low-Priced Stock Fun 17.7¢%
Fidelity Managed Income Portfolio 4.32%
Fidelity OTC Portfolio 9.45%
Goldman Sachs Mid Cap Value Fu 16.0€%
Morgan Stanley Institutional Global Value Equityrialio 21.4(%
Morgan Stanley Institutional Value Portfol 17.12%
Neuberger Berman Fasciano Ft 4.86%
Rainier Small / Mid Cap Equity Portfoli 14.95%
Spartan U.S. Equity Index Fui 15.72%

Fidelity Freedom Funds

Fund 2006 Returr Fund 2006 Returr
Income 6.37% 203( 12.90%
2010 9.46% 203t 12.94%
2015 10.36% 204( 13.49%
2020 11.61% 204= 9.00%
2025 11.84% 205( 9.00%

Participants become 100% vested in the Companymaaitount after completing three years of contisuemployment having worked at least 1,000
hours in each year.

Except in the case of an unforeseeable emergenitgvimg reached age 70, nodarvice distributions are permitted. Participarats elect to receive pli
benefits as a single lump sum or in 120 monthlyaifreents commencing on the date of the particigaetmination of employment. All elections must
comply with the Internal Revenue Code requiremdntthe event of a participant’s death, the renmgjrpayments shall be paid to the participant’s
designated beneficiary or estate.

The Company reserves the right to cause the gaatitito forfeit or require repayment of the Compamatch benefits where the participant is discha
for willful, deliberate of gross misconduct or whehe participant has engaged in conduct thajusiaus to the Company.
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POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE IN CO NTROL

The tables below summarize the estimated valukeopotential payments and benefits under the Copipatans and arrangements to which the named

executive officers would be entitled upon termioatof employment under the circumstances indic&eadept for the continuation of health and well

benefits and outplacement support, amounts woulgbitbas a lump sum at termination. The amounte/stassume that such termination was effective

December 31, 2006. In accordance with SEC instinstiCompany stock is valued at the December 31§ 2®sing price.

Each of the named executive officers who partieépatthe Company’s Pension Benefits and / or Nolified Deferred Compensation plans are eligible

for the benefits shown in the accompanying tabtesralated narrative disclosures.

M. D. Lockhart

Change in
Control Change in
Involuntary Termination without Control with
Involuntary without for Good Pension Pension
Benefit Resignatior for Cause Cause Reason Enhancements  Enhancements
Cash Severanc — —  $2,337,000 $2,337,000 $ 7,011,000 $ 7,011,000
Vacation Pay — — 60,05( 60,05( — —
Savings Plai — — 7,75(C 7,75(C — —
Pension Accrue — — 285,45¢ 285,45¢ — —
Health & Welfare Benefit Continuatic — — 2,11C 2,11C 19,99: 19,99:
Outplacement Suppc — — 14,00( 14,00( 30,00( 30,00(
Accelerated Lon-Term Incentive:
Cash Incentive Award — — — — 3,308,001 3,308,001
Restricted Stoc — — 3,179,251  3,179,25I 3,179,25I 3,179,25I
Stock Options — — 893,25( 893,25( 893,25( 893,25(
Change in Control Lump Sum Retirement Payn — — — — 3,138,401 5,725,101
Excise Taxes & Gro-Up — — — — 7,143,42! 8,460,14
Total — — $6,778,86! $6,778,86! $24,723,31 $28,626,73
F. N. Grasberger
Change in
Control Change in
Involuntary Termination without Control with
Involuntary without for Good Pension Pension
Benefit Resignatior for Cause Cause Reason Enhancement: Enhancements
Cash Severanc — —  $470,000 $ 470,00 $2,220,000 Not Applicable
Health & Welfare Benefit Continuatic — — 2,52° 2,52° 31,72t
Outplacement Suppc — — 14,00( 14,00( 30,00(
Accelerated Lon-Term Incentive:
Cash Incentive Award — — — — 810,00(
Restricted Stoc — — — 1,754,941 1,754,941
Stock Options — — — 493,07 493,07
Excise Taxes & Gro-Up — — — — 1,623,38.
Total — —  $486,520 $2,734,54. $6,962,75:
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S. J. Senkowsk

Change in

Control Change in
Involuntary Termination without Control with
Involuntary without for Good Pension Pension
Benefit Resignatior for Cause Cause Reason Enhancements ~ Enhancements
Cash Severanc — — $570,00C $ 570,00 $ 2,787,000 $ 2,787,00
Health & Welfare Benefit Continuatic — — — — 28,96( 28,96(
Outplacement Suppc — — 14,00( 14,00( 30,00( 30,00(
Accelerated Lon-Term Incentive:
Cash Incentive Award — — — — 1,182,50! 1,182,50!
Restricted Stoc — — — 2,339,92! 2,339,92! 2,339,92!
Stock Options — — — 657,43. 657,43 657,43.
Change in Control Lump Sum Retirement Payn — — — — 2,457,001 3,169,501
Excise Taxes & Gro-Up — — — — 3,611,60: 3,973,36!
Total — —  $584,00( $3,581,36/ $13,094,42 $14,168,68
J. N. Rigas
Change in
Control Change in
Involuntary Termination without Control with
Involuntary without for Good Pension Pension
Benefit Resignatior for Cause Cause Reason Enhancement: Enhancement:
Cash Severanc — — $382,00( $ 382,00( $1,682,70! $1,682,70!
Health & Welfare Benefit Continuatic — — — — 29,89 29,89
Outplacement Suppc — — 14,00( 14,00( 30,00( 30,00(
Accelerated Lon-Term Incentive:
Cash Incentive Award — — — — 573,00( 573,00(
Restricted Stoc — — — 1,169,96. 1,169,96. 1,169,96.
Stock Options — — — 328,71¢ 328,71¢ 328,71¢
Change in Control Lump Sum Retirement Payn — — — — 284,10( 946,10(
Excise Taxes & Gro-Up — — — — 1,359,40 1,695,53
Total — — $396,00( $1,894,68! $5,457,78 $6,455,91.
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F. J. Ready
Change in
Control Change in
Involuntary Termination without Control with
Involuntary without for Good Pension Pension
Benefit Resignatior for Cause Cause Reason Enhancement: Enhancements
Cash Severanc — —  $341,20( $ 341,20( $1,731,000 Not Applicable
Health & Welfare Benefit Continuatic — — — — 22,99t
Outplacement Suppc — — 14,00( 14,00( 30,00(
Accelerated Lon-Term Incentive:
Cash Incentive Award — — — — 458,80(
Restricted Stoc — — — 1,169,96. 1,169,96.
Stock Options — — — 328,71¢ 328,71t
Change in Control Lump Sum Retirement Payn — — — — 203,30(
Excise Taxes & Gro-Up — — — — 1,405,40
Total — —  $355,20( $1,853,88! $5,350,18:

Resignation or Involuntary Termination for Cause

No incremental benefits are provided to any ofrthmed executive officers in the event of a voluntasignation or an involuntary termination
Cause. Cause is defined as (i) the willful and icor@d failure by the executive to substantiallyfpen the executive’s duties after a written deméord
substantial performance is delivered to the exeeuiy the Board of Directors, or (ii) the willfuhgaging by the executive in conduct which is
demonstrably and materially injurious to the Compann (iii) the executive’s conviction of any felpn

Involuntary Termination without Cause

Effective October 2, 2006, a Change in Control (G3€curred under the terms of the CIC agreememtsléssrs. Lockhart, Senkowski, Rigas and R
by reason of the Company’s emergence from Chagiteedrganization. As a result, an involuntary teration without Cause or a termination for Good
Reason effective December 31, 2006 involving Medsyskhart, Senkowski, Rigas or Ready would trigtdper payment of the amounts shown in the
Change in Control without Pension Enhancementstiolu

Effective February 15, 2007, a Potential CIC ocedmunder the terms of Mr. Grasberger’s CIC agre¢rinem the Company’s announcement to initiate
a review of its strategic alternatives. If Mr. Gvagger were to be involuntarily terminated with@ause or terminated for Good Reason and an actual
CIC occurs within six months of the date of hisrtaration, he would be entitled to CIC severanceekien

The following discussion assumes that a CIC ortaiml CIC had not yet occurred. In the event meg executive officer (other than Mr. Lockhart) is
involuntarily terminated for reasons other than €&auhe executive will be eligible for a lump suasic severance benefit. The normal severance
payment is provided under the terms of the Sever®ay Plan for Salaried Employees of AWI. A satheenployee is eligible for severance pay if the
employee is terminated and an exclusion does rmyaphe employee is not eligible for severance ipdlye reason for termination is any one of the
following:

(i)  voluntary separatio
(i) the employee accepts employment with a succesganiaation in connection with the sale of a plamit, division or subsidiar

(i) the employee rejects the Company’s offer gfasition in the same geographic area at a baaeysafi at least 90% of the employee’s current
salary
(iv) misconduc

(v) unsatisfactory performance unless otherwise apprbyehe Severance Pay Commit
Severance benefits will be offset by payments mamker individual change in control or employmenteggnents.
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The schedule of benefits for executive participgmtvides two weeks of base salary severance @eroferedited service with a minimum of eight
weeks and a maximum of 52 weeks. Mr. Grasbergempn@sded with a minimum severance benefit of 52kgebase salary as part of his initial
employment offer. Mr. Rigas was credited with 2@ngeof prior service credit for severance detertiongourposes when he joined Armstrong. The
Severance Pay Committee reserves the right to tigpar the severance pay schedule where factotiyjas upward or downward adjustment in the
level of benefits. In no event may the severangengat exceed two times the participant’s annualpemsation.

In the event of involuntary termination where sewee applies, all salaried employees are eliginledntinuation of health care and life insurance
benefits at active employee premium contributiasaf period of six months unless the employeeiggbd for and elects retiree health care coverage.
Mr. Grasberger is eligible for twelve months of bncontinuation under the terms of his employmaffer. In addition, senior executives are eligible
for twelve months of executive outplacement supposvided by an outside service provider.

Under the terms of Mr. Lockhart’s Employment Agream) he is eligible for a lump sum severance payrimetime event of his termination for Good
Reason or termination by the Company for any reasioer than Cause, death or a disability of six thenThe lump sum severance amount is equal to
the sum of his annual base salary and the highestzhincentive award paid in the three years mliecethe date of termination or his target annual
incentive. Mr. Lockhart is also eligible to contahis participation in all employee benefit plaosthe remaining term of his Employment Agreemaer
until comparable benefits are obtained from a sysiet employer during this time period. Mr. Lockiainvoluntary termination without Cause would
be considered a termination for Good Reason gipites to accelerated vesting of his outstandistricted stock awards and unvested stock options.

Mr. Lockhart's Employment Agreement specifies thatshall not during or after the term of the agreetdisclose any confidential Company
information that is not generally known or avaikabd the public without prior written consent oétGompany. Except as permitted by the Company
with prior written consent, Mr. Lockhart shall nér a period of 24 months following his terminatiof employment, directly or indirectly own, enter
into the employ of or render any services to amg@e, firm or corporation within the United Statesany foreign country in which the Company is
doing or contemplating doing business on the datermination which is a competitor of the CompaHg. shall not approach or solicit any customer in
respect of any service or product supplied by tom@any or solicit the services of any director,ateve officer or employee of the Company. These
noncompete and nonsolicitation provisions termimathe event Mr. Lockhart receives severance paysender his Change in Control Agreement.

Termination for Good Reason

Under the terms of the long-term incentive graimshe event a named executive officer terminave$sood Reason, all outstanding restricted stock
awards and unvested stock options which were gilameOctober 2, 2006 will automatically vest. Tamation for Good Reason is as defined in each
executive’s Individual Change in Control Agreemant includes any one of the following events:

(i) the assignment to the executive of any dutiesmsistent with the executiwestatus as an executive officer of the Comparg/ sarbstantial adver
alteration in the nature or status of the exec’s responsibilitie:

(i) areduction by the Company in the execl's annual base sala

(iii)  the relocation of the executive’s place of @myment by more than 50 miles (30 miles in thesoafsMr. Lockhart) unless such relocation is closer
to the executive’s principal residence, or the Canyprequiring the executive to be based anywhérerahan such principal place of employment
except for required business travel to an extelnstsuntially consistent with present travel obligas

(iv) failure by the Company to pay to the executive postion of the executiv's current compensatic

(v) failure by the Company to continue in effecymompensation or benefit plan in which the exemuparticipates immediately prior to a Change in
Control which is material to the execut’s total compensation unless an equitable arrangemasrbeen mac

In addition, termination for Good Reason includeskection by any of the named executive officertetminate employment during the thirty-day
period beginning twelve months following a qualifgiChange in Control.

Change in Control

The Company has entered into Change in Control YBif£eements with twelve senior executives inclgdine named executive officers. These CIC
agreements were assumed by the Company with coprdweal in its Chapter 11 case. These agreemeotsdar severance benefits in the event of a CIC
of AWI. The purpose of the agreements is to fostebility among this group of executives in thesfat a possible CIC. The agreements have an
automatic one-year renewal feature, meaning theeagents continue in effect unless (i) either thecative or the Company elects not to extend the
agreement or (ii) an actual CIC occurs. If a CICws, the agreement
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continues in effect for 36 months beyond the mamtivhich the CIC occurs. For each of Messrs. Lockl®enkowski, Rigas and Ready, their CIC
agreements will continue in effect until October 3009. Under its terms, Mr. Grasberger’'s CIC agreet currently extends to September 30, 2009 but
continues to be subject to the one-year renewéalfea

For purposes of Mr. Grasberger’s agreement, a @ddes any one of the following events:
(i) acquisition by a person (excluding certain qudlifievners) of beneficial ownership of 20% or moré\w¥l’s common stoc

(i) achange in the composition of the AWI Boafdirectors so that existing Board members and thgproved successors do not constitute a
majority of the Boartc

(i) consummation of a merger or consolidation®¥1 unless shareholders of voting securities imratsly prior to the merger or consolidation
continue to hold 66 2/3% or more of the voting s#igs of the resulting entit

(iv) shareholder approval of a liquidation or dissolutid AWI or sale of substantially all of AV's asset

CIC severance benefits are payable if the execigiiresoluntarily terminated or terminates employrfor Good Reason within three years following a
CIC. For the named executive officers except for Glirasberger, AWI's emergence from Chapter 11 ol 2, 2006 represented a CIC. For each of
the named executive officers, the agreement ingladerovision where the executive may choose toitete employment during the thirty-day period
beginning twelve months following a qualifying Clggnin Control and receive the severance benefies“thodified single trigger” provision). The
qualifying Change in Control must meet the defomis in (ii) and (iii) shown above. In approving AWhssumption of these CIC agreements, the
Bankruptcy Court modified the agreements suchahgttransaction which is effected by the AWI Asbsd?ersonal Injury Settlement Trust would not
qualify as a CIC for purposes of the modified singigger provision.

Severance benefits for the named executive offiwenich are payable in the event of the executitermination following a CIC, include:

(i) alump sum cash severance payment equal te thres the sum of the executive’s annual baseysafal the higher of the executive’s highest
annual bonus earned in the three years prior moittion or prior to the CIC (in Mr. Lockhart’s aggment, his annual target bonus will be used if
it is higher than the actual bonus earr

(i) alump sum payment of the portion of the examis annual target bonus applicable to the yéaemnination calculated by multiplying the target
bonus by the fraction obtained by dividing the nemdf full and partial months completed during suclcompleted performance award period by
twelve

(iif) three additional years of age and servicalitrior the purpose of calculating pension benefitere the incremental actuarial present valuaig p
as a lump sum cash paymu

(iv) continuation of life, disability, accident aalth insurance benefits at active employee itnritons for three years following termination whic
shall be reduced to the extent comparable bersefitsnade available to the executive by a subse@uepioyer without cos

(v) eligibility for post-retirement health care alifé insurance benefits had the executive terneidamployment during the period of three years afte
the actual date of terminatic

(vi) payment for unused vacation which would haeerbearned had the executive continued employrmesigh December 31 of the year of
termination

(vii) Company payment of reasonable fees for exeewtutplacement support for up to three years w/lige cost shall not exceed 20% of the
executiv( s annual base salary at the time of the

(viii) full reimbursement for the payment of any applieatskcise taxes including tax gr-up
(ix) payment of legal fees incurred in connection witfoad faith dispute involving the CIC agreem

Under the terms of the CIC agreements, certairkdbased benefits are accelerated upon the occer@free CIC. This includes accelerated vesting lof al
unvested stock options and unvested restricted steards. All unearned performance restricted shiaedd by the executive shall be deemed to have
been earned to the maximum extent permitted umaestock plan and shall become free of restrictions

In addition, the Management Development and Cormgters Committee included a provision in the 2006gkderm cash incentive awards that provides
for a cash payment equal to the executive’s awarouat upon a CIC of AWI.
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The tables above refer to a Change in Control aitth without Pension Enhancements. The Pension Eahants relate to CIC benefits that were part
of the Company'’s defined benefit pension plan ptidoplan amendments that suspended these berféditsive March 1, 2004 to the extent legally
permitted. The Pension Enhancements providedvenyffears of additional service for benefit deteration, immediate payments with no actuarial
reduction and a Social Security bridge payableg®&? for employees who would be involuntarily tevated within two years following a CIC of the
Company. Eligibility requirements were age 50 aitldez 10 years or 15 years of Company service d#ipgron the enhancement.

Notwithstanding the Compa’s amendments to freeze the accrued benefit enheerds under the qualified pension plan and elimsipaist and future
benefit enhancements under the nonqualified pendam the Company would be required to includehsrthancements in the calculation of the CIC
Lump Sum Retirement Payment for certain of the rihmescutive officers. This would occur for a CICAWI which has not been approved by a
majority of disinterested directors or where a peracquires beneficial ownership of 28% or moréhefoutstanding AWI common stock and within 1
years thereafter, disinterested directors no longastitute a majority of the Board.
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Compensation of Directors

Armstrong World Industries, Inc. does not sepayatelmpensate directors who are employees for sed@s a director. The Company pays directors
who are not employees an annual retainer of $185@imprised of $70,000 cash plus an award oficgstk stock or phantom stock units (which each
have the same value as a share of Company stoleiddvat $85,000 in accordance with a Phantom StmikPlan adopted by the Company effective
October 23, 2006. The phantom stock units (the t&Jpivest on the one-year anniversary of the awaydf earlier, the date of a change in controlrgye
contingent upon the director’s continued servigeulgh such date. On October 23, 2006, each outiidetor was also awarded a one-time grant of
6,000 Units, vesting with respect to one-thirdleff tnits on each of the first three annual annarées of the date of the award or, if earlier, dage of a
change in control event, contingent upon the dimst¢tontinued service through such date. The Uarigspayable in cash six months following the
director’s separation from service or, if earligppn the occurrence of certain change in contrehtss All Units, whether or not vested, are fodditf

the director is removed for cause, and unvestetsldme forfeited if the director terminates senfimeany reason prior to vesting. In accordancé the
Company’s Corporate Governance Principles, eagcidir must acquire and then hold until 6 month®vahg the end of his/her service, phantom units
and/or shares of Company stock equal in valuergettimes the annual director’s retainer at thetiney join the Board. Directors should endeavor to
reach that level of ownership within five yeargaifing the Board.

The Lead Director and the Audit Committee Chaitheaeceive an additional annual retainer of $20,d0@& Management Development and
Compensation Committee Chair and the Nominating@adernance Committee Chair each receive an additemnual retainer of $10,000. Directors
who are not employees are paid $2,500 per dayrphsonable expenses for special assignments irecton with Board activities. Cash payments are
made quarterly in arrears. The annual award oficést stock/phantom stock units is made in ontallmsent in October at or about the time of the
regular October board meeting to directors seraintpe time. Cash payments and restricted stocktphastock unit grants for positions starting dten
dates are pro-rated by the number of days remainittge then-current payment period.

Other benefits for non-employee directors inclua@ual physical exam expenses reimbursed up to0$@@Mh-employee directors only); travel accident
insurance; participation in the Armstrong Foundaija non-profit organization independent of the @any) Higher Education Gift-Matching Program;
the Company’s Employee Purchase Programs; andtipation in the “compassionate use” provision & @ompany’s Aircraft Operation Policy. One
director received reimbursement for annual physgaim expenses and two directors participatedarHilgher Education Gift-Matching Program. A
schedule of Armstrong Nonemployee Director Comptimisas included in this Report as Exhibit No. 19.1

AWI has entered into indemnity agreements with eaeimber of its Board of Directors. The agreemeategally provide that, if the director becomes
involved in a claim (as defined in the agreemegtjdason of an indemnifiable event (as definedénagreement), the Company will indemnify the
director as provided in the agreement. Specifimgeand conditions are set forth in the individumalemnity agreements, the form of which is listed as
Exhibit No. 10.33 to this Report.
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2006 Director Compensation Tablé

Fees

Earned

or Paid Stock All Other

in Cash Awards Compensatior Total
Name $)?2 ($)34% $° )
James J. Gaffney 20,000  41,32¢ 61,32¢
Robert C. Garlan 17,50( 41,32¢ 58,82¢
Judith R. Haberkorn 25,008  41,32¢ 66,32¢
James E. Marley 0°  41,32¢ 2,000 43,32¢
Russell F. Peppt 17,50( 41,32¢ 58,82¢
Arthur J. Pergamet 17,50( 41,32¢ 58,82¢
John J. Roberts 22,5000  41,32¢ 69€  64,52¢
Alexander M. Sanders, . 17,50( 41,32¢ 388 59,21:

10

Messrs. Lockhart and Rigas are not listed in théethecause the Company does not compensate deedto are employees for services as a
director.

Includes a payment of $17,500, representing onetejuaf the annual cash retainer of $70,000.

This column represents the dollar amount recogniiazetinancial statement reporting purposes witspeet to the 2006 fiscal year for the fair vi
of the phantom stock units granted in 2006, in ed&oce with FAS 123(R).

On October 23, 2006 pursuant to the Phantom StaikRlan, each outside director was awarded 2,1@Xsunits; the number of units equal to
(i) $85,000 divided by (ii) the fair market valuétbe common stock on the date of the award ($38r@&inded to the next highest whole number.
The units vest on the one-year anniversary of texré or, if earlier, the date of a change in cdrgkent, contingent upon the director’s continued
service through such date. On October 23, 2006, eatside director was also awarded a one-timet @fa®,000 units, with a fair market value of
the common stock on the date of the award of $38@&ing with respect to one-third of the unitseach of the first three annual anniversaries of
the date of the award, or if earlier, the date ofiange in control event, contingent upon the tlirés continued service through such date.

As of December 31, 2006, each of Ms. HaberkornMeassrs. Gaffney, Garland, Peppet, Pergament, Roaed Sanders held an aggregate of
8,183 units under the Phantom Stock Unit Plan.

Messrs. Marley, Roberts and Sanders received @esgips related to imputed income in connectioh e use of the Company aircraft.

Mr. Marley also received payments under the Arnmgjrbeferred Compensation Plan.

Includes a quarterly payment of $2,500 as a spestainer for Mr. Gaffney as Chair of the Nomingtend Governance Committee.

Includes a quarterly payment of $5,000 as a spegfainer for Ms. Haberkorn as Lead Director anplarterly payment of $2,500 as a special
retainer for Ms. Haberkorn as Chair of the Managarigevelopment and Compensation Committee.

Mr. Marley was a director of both Armstrong Hold&dnc. and Armstrong World Industries, Inc. froamdary 1, 2006 to October 2, 2006. He
received $ 67,989 for his services to Armstrongditas, Inc. He did not receive any separate renatioer for his service to Armstrong World
Industries, Inc. He resigned from both Boards ¢ifecOctober 2, 2006, the date of the Company’srgaree from Chapter 11, as provided for in
the Company’s Plan of Reorganization.

Includes a quarterly payment of $5,000 as a spesfainer for Mr. Roberts as Chair of the Audit Coittee.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

a) Stock Ownership of Certain Beneficial Owners

The following tablée* sets forth, as of February 28, 2007, each persentity known to AWI that may be deemed to havedfieial ownership of more
than 5% of the outstanding AWI common stock. Incedance with applicable rules of the Securities Brchange Commission, this information is
based on Section 13G information filed with the @uission.

Amount And Peg:rs]tsof

Nature_z .Of Outstanding
Beneficial

Name And Address Of Beneficial Ownel Ownership 2

Armstrong World Industries, Inc. Asbestos Persdnjalry Settlement Trust

c/o Kevin E. Irwin

Keating Muething & Klekamp PLL

One East Fourth Street, Suite 1400

Cincinnati, OH 4520:. 36,981,48 65.6%

D A Schedule 13G was filed on February 9, 2007, bsryHHuge, Managing Trustee, on behalf of said TrAsbchedule 13G was filed on
January 23, 2007 by Dean M. Trafelet in his capaastthe Future Claimants’ Representative (“FCRifer the Armstrong World Industries, Inc.
Asbestos Personal Injury Settlement Trust Agreenedfective October 2, 2006. Mr. Trafelet, in higacity as FCR, has certain consent rights
with respect to the voting of the Common Stock hmsldhe Trust. The Trust is a party to a Stockhoite Registration Rights Agreement with
Company dated as of October 2, 2006 (incorporayegterence as an exhibit to this Report) whichudes therein specified voting obligations of
the Trust.

2 In accordance with applicable rules of the Seasitind Exchange Commission, this percentage isl lgsm the total 56,341,091 shares of AI'
common stock that were outstanding on Februarp@8y.
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b) Security Ownership of Management

The following table shows the amount of Company emn stock owned by each director, each individaahed in the Summary Compensation Table
and all directors and executive officers as a grdine ownership rights in these shares consistlefwting and investment power, except where
otherwise indicated. No individual identified beldwlds any Company stock, directly or indirectly holds any stock options exercisable within 60
days. No named individual beneficially owns 1% arenof the outstanding common shares. Collectivadlygf the directors and executive officers as a
group beneficially own less than 1% of the outstagdommon shares. This information is as of Fetyr@8&, 2007.

) Phantom

Restricted Total Stock

Beneficial

Name Stock ! Ownership ~ Units 3
James J. Gaffne — — 8,18:
Robert C. Garlan — — 8,18:
Judith R. Haberkor — — 8,18:
Michael D. Lockhart 131,85  131,85( _
James J. 'Connor — — 6,96:
Russell F. Peppt — — 8,18:
Arthur J. Pergamet — — 8,18:
John J. Robert — — 8,18:
Alexander M. Sanders, . — — 8,18:
F. Nicholas Grasberger | 41,40( 41,40( —
Frank J. Read 27,60( 27,60( —
John N. Riga: 27,60( 27,60( —
Stephen J. Senkows 55,20( 55,20( —

Director and officers as a group (15 persc 321,25( 321,25( 64,24«

D The participants have voting power but not investnpower.

2 Mr. Lockhart’s restricted stock consists of 75,006tricted shares granted on October 2, 2006 aj@b86hares of performance restricted stock
granted on February 19, 2007. The performanceicesirstock grant is divided into two awards of42% shares each. 100% of the first award
be earned if the Company’s thrgear earnings performance achieves 150% of a Bestedblished target. 100% of the second award widdrne:
if the Company’s three-year cumulative free castvflexcluding acquisition and divestiture eventd)iaves 150% of a Board established target.
In each case, fewer shares will be earned for igeg#ormance.

3) Includes phantom stock units held pursuant to anfeina Stock Unit Plan (the “Plan”) for non-employaieectors. The participants have no voting
or investment power. The participants have no rigtsell the stock units until they vest in accorcawith the terms of the Plan.
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Equity Compensation Plan Information

Number of securities
to be issued upon exercis
of outstanding options,
warrants and rights

Plan category @

Equity compensation plans approved by security érskl 1,591,95!
Equity compensation plans not approved by sechotgiers —
Total 1,591,95!

1)
2)

Excludes restricted stock and restricted stock awverds.

Weighted-average
exercise price of
outstanding options,

warrants and rights

_®
$ 38.42
$ 38.4-

Number of securities
remaining available for
future issuance under
equity compensation
plans (excluding
securities reflected in
column (a))

(c)

3,226,401

3,226,401

The 2006 Long-Term Incentive Plan was adopted byAWI Board of Directors effective October 2, 20006 was approved by the Bankruptcy
Court in AWI's Chapter 11 case. The purpose ofpfaa is to provide incentives which will attracttain and motivate highly competent officers
and key employees and encourage them to acquirgeamst in the long-term success of the Compayraward them for their long-term
achievements. The plan is administered by the Mamagt Development and Compensation Committee anddes for the grant of Stock
Options, Stock Appreciation Rights, Restricted 8tAwards, Stock Units and Cash Awards which magtigect to certain terms and conditions

established by the Committee.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
Transactions with Related Persons

Apart from the Armstrong Holdings, Inc. matter dissed below, there have been no transactions 3&meary 1, 2006, and there are no currently
proposed transactions in which the Company was tr be a participant in which any of the followipgrsons had or will have a direct or indirect
material interest:

(i) any director or executive officer of the Comgan

(i) any nominee for director,

(i) any 5% or greater shareholder of the Compamy,

(iv) any immediate family member of any person iifeed above.
See Note 1 to the Consolidated Financial Statenfentsdescription of claims between the Comparg igsformer holding company, Armstrong
Holdings, Inc. (“AHI”), and the proposed resolutiohthose issues between the companies as negbigtiedependent committees of the directors of
the two companies. Also see Exhibit 10.37 to trepdtt for the settlement Stipulation of the comparthat has been submitted for Court approval. The
Company’s Plan of Reorganization contemplatesAlilf which now has no business, operations or eyg#s, will be dissolved as soon as practicable.

Mr. Lockhart and members of the Company’s managéimave served and continue to serve as officedfpending such dissolution. Other than
Mr. Lockhart, no director of the Company is alscuarent director of AHI.

Oversight and Review of Transactions with Relatetséns

The Companys Code of Business Conduct and its Corporate GamemPrinciples and governance documents addriéssr@fnd director independer
from conflicting interests as well as proceduredtifie review, approval or ratification of transaas with related persons. The Nominating and
Governance Committee is charged with reviewing aploving any proposed related-party transactigrthé Company involving directors, nominees
and/or executive officers and other persons.

Any proposed “related party transaction” involviaigy executive officer, director or director nomirseedefined under SEC Regulation S-K, Item 404
must be approved by the Nominating and Governameendittee comprised of independent directors whotrhage no connection with the transaction.
Any waiver of the Company’s Code of Business Comduarticularly its conflicts-of-interest provisisnthat is proposed to apply to any director or
executive officer must be reviewed in advance leyshme Committee, which is responsible for makingcammendation to the Board of Directors for
approval or disapproval. The Board’s decision oy such matter would be disclosed publicly in comiptie with applicable law and the rules of the
NYSE.

The governance documents referred to above (natimelZompany’s Code of Business Conduct, its Cotpd@vernance Principles and the Charter of
the Nominating and Governance Committee) can bedawn the Company’s web site at http://www.armsggroom under “About Armstrong” and
“Corporate Governance.”

Since emerging from Chapter 11, the Company hasaré shareholder that holds 5% or more of the Goyis stock, namely the Armstrong World
Industries Asbestos Personal Injury SettlementtTthe “Trust”), which holds approximately 65% bktCompany’s stock. As part of the Company’s
Plan of Reorganization, when the Company emerged f£hapter 11 it established a new corporate ah@Aeticles of Incorporation”), new Bylaws,
and entered into a Stockholder and RegistratiomtRiggreement with the Trust. Those documents baea previously discussed and filed with the
SEC in the Company’s Report on FornkK&ated October 2, 2006 and are incorporated tBreate as exhibits to this Report. Among othermghimhost
documents prescribe governance standards for thgp@uy, certain voting obligations of the Trust, apeéll out terms under which the Company would
register the Trust's stock for public sale.
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In the event of a proposed transaction betweetmpany and the Trust, the Company’s Board of Damsovould consider the matter first. Depending
on the nature of the proposed transaction, un@eattove-referenced governance documents in cedaes approval of disinterested members of the
Board would be required to authorize a transactol, in other cases approval of a majority of theras not owned by the Trust would be required.

For example, any transaction between the Compargnipof its subsidiaries) and the Trust or anjtoéffiliates (other than payment of the same
dividend or other pro rata distribution to all commshareholders) would require the approval of poritg of the “disinterested directors” (in additido
any Board approval customarily required for thasiction). Disinterested directors includes onhgators who have no personal financial intereshén
transaction and who are not trustees, officersrggleyees of the Trust or are otherwise affiliatdathwhe Trust, unless the transaction is approwed b
vote of the other shareholders. However, the Bozay delegate to management approval of categdrieansactions with the Trust it considers
immaterial. To date, no such transactions have pegposed, and no such delegation has been made.

Any corporate transaction (such as a stock sateavger) in which the Trust would have the abiliiydispose of stock representing more than 5% of the
shares outstanding to any person who would subsdguevn either more than 35% of the Company'’s lstmcmore Common Shares than the Trust,
will also require approval of a majority of the idierested directors, unless it is approved by wbthe shareholders (as may be required by law or
listing standards). Usually, the required vote Wwélthe majority of the shareholders or, if thestmiould receive any different treatment in the
transaction than other shareholders, by the voteeoholders of a majority of the stock not owngdhe Trust.

A merger, recapitalization or similar corporatensaction by the Company in which a dividend orribistion is made to the Trust or in which any
outstanding stock is exchanged or changed in ayy aral in which the Trust is treated differenthamtthe other shareholders will require approval by
the holders of a majority of the shares not owngthle Trust. If such shareholder approval is oletdjrapproval of the transaction by a majority @ th
disinterested directors as discussed above wilbagequired.

See the Compang’Articles of Incorporation, Bylaws and the Stocklens and Registration Rights Agreement for fulladiston how a particular propos
transaction would be handled. The discussion aixogealified by reference to those documents, whiolld govern the approval of any proposed
transaction subject to their provisions.

Director Independence

The Board has determined that each of its eighteroployee directors —namely, Ms. Haberkorn and Me<saffney, Garland, O’'Connor, Peppet,
Pergament, Roberts, and Sanders—is independentjmgda the Board’s business judgment he or shetsrtbe standards of independence specified in
the Company’s Corporate Governance Principles, REIE 10A-3(b)(1) and New York Stock Exchange (NY&&ije 303A.02, and has no relationship
with the Company or its management that may interféth the exercise of his or her responsibilibesthe Board or any committee.

The Board's determinations were based upon coretiderof relationships between directors and themm@any or management, and of factors that
reasonably could compromise the independent judgofendirector. For example, the Board considevbdther there were any director relationships
with vendors or service providers and consideredtiér any director had sought to influence anygieas by the Company in a manner beneficial to
their personal interests. There were no transasti@hationships or arrangements disclosed by anyemployee director for the Board to consider in
regard.

The Board, led by its Nominating and Governance @dtee, monitors the independence of outside dirscEach director is charged with a
responsibility of candor and disclosure to theiaBbcolleagues relative to potentially compromigialgtionships, transactions and compensation.
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As indicated above, the Company’s Corporate Govemé#rinciples, which contain the Company’s indefeeice standard referred to herein, are
available on the Company’s website at http://wwmstrong.com under “About Armstrong” and “Corpor@&evernance”.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
Professional Audit Fee Services Rendered

The following table presents fees for professianalit services rendered by KPMG LLP for the auflidonstrong’s annual financial statements for
2006 and 2005, and fees billed for other servieaslered by KPMG LLP. For the purposes of this tadlglit fees are for services rendered in conne
with the audit of Armstrong'’s financial statemeassof and for the year ended December 31, 2006yHarh a portion of the billings occurred or will
occur in 2007. All fees in 2006 and 2005 were praved by the Audit Committee.

(amounts in 00('s) 2006 2005

Audit Fees $6,50( $5,70(
Audit Related Fee® 58C 36C
Audit and Audit Related Fe¢ 7,08( 6,06(
Tax Feed? 2,32¢ 1,23¢
All Other Feed$® 127 93
Total Fees $9,53: $7,387

D Audit Related Fees consisted principally of feesafiadits of financial statements of certain empéopenefit plans, accounting research assistance
on technical topics, international financial repugtstandards at some foreign locations and ottegters with respect to foreign statutory financial
statements.

2 Tax Fees consisted of fees for tax consultationtan@ompliance services.

3) All Other Fees consist primarily of fees for Banytwy Court fee application preparation.

Audit Committee Preapproval Policies and Procedures

The Audit Committee of Armstrong World Industriésc.’s Board of Directors follows a policy and peature that requires their pre-approval of any
audit and accounting services provided by the fhat serves as our independent auditor. Per theypahanagement cannot engage the independent
auditor for any services without the Audit Commettepre-approval. The Audit Committee delegatethéoCommittee Chair the authority to papprove
services not exceeding 5% of the total audit feesife year for purposes of handling immediate sgefith a report to the full Committee of such
approvals at its next meeting. The policy and pdoces comply with Section 10A(i) of the Securitidschange Act.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

@) (1) The financial statements and schedule of Armstitogld Industries, Inc. filed as a part of this 2086nual Report on Form 10-K is
listed in the*Index to Financial Statements and Schec’ on page 50

(@) (2) The financial statements required to be filed pansto Item 15(d) of Form -K are:
Worthington Armstrong Venture consolidated finahstatements as of December 31, 2006 and 2005aaritd years ended December
31, 2006, 2005 and 2004 (filed herewith as Ext9Bitl)

@) (3 The following exhibits are filed as part of this®BAnnual Report on Form -K:

Exhibit No. Description

No. 2.1 Armstrong World Industries, Inc.’s Fourth AmendddriPof Reorganization, as amended by modificattonsugh May 23, 2006 is
incorporated by reference from the 2005 Annual Riepo Form 1-K wherein it appeared as Exhibit 2

No. 3.1 Amended and Restated Certificate of IncorporatioArmstrong World Industries, Inc. is incorporateyl reference from the Current
Report on Form -K dated October 2, 2006, wherein it appeared asbiExh 1.

No. 3.2 Armstrong World Industries, Inc.’s Bylaws are ingorated by reference from the Current Report omR&#K dated October 2, 2006,
wherein they appeared as Exhibit ¢

No. 4.1 Armstrong World Industries, Inc.’s Retirement S@drand Stock Ownership Plan effective as of Oct@b&96, as amended April 12,
2001 is incorporated by reference from the Quartedport on Form 10-Q for the quarter ended Jun@@01, wherein it appeared as
Exhibit 4. * (SEC File No. -2116)

No. 10.1 Directors’ Retirement Income Plan, as amendeahdsrporated by reference from the 1996 Annual ReofForm 10-K wherein it
appeared as Exhibit 10(iii)(c). * (SEC File N-2116)

No. 10.2 Management Achievement Plan for Key Executivegmsnded August 1, 2005, is incorporated by referdmen the Current Report on
Form &K filed on September 30, 2005, wherein it appeas&xhibit 10.1.’

No. 10.3 Retirement Benefit Equity Plan (formerly known be Excess Benefit Plan), as amended January 1,i20@€orporated by reference
from the 1999 Annual Report on Form-K wherein it appeared as Exhibit 10(iii)(e). * (SE@e No. 1-2116)

No. 10.4 Severance Pay Plan for Salaried Employees, as adeiathuary 1, 2003 and March 15, 2005 is incorpdriay reference from the 2004

Annual Report on Form -K wherein it appeared as Exhibit 10.&

162



Table of Contents

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

10.5

10.6

10.7

10.8

10.9

10.1C

10.11

10.12

10.13

10.14

10.15

10.16

10.17

Form of Change in Control Agreement with certaificefs is incorporated by reference from the 200duéal Report on Form 10-K
wherein it appears as Exhibit 10(iii)(k). * (SEQd-No. 1-2116)

Change in Control Agreement with Michael D. Lockhdated August 7, 2000 is incorporated by refezednem the Quarterly Report
on Form 1-Q for the quarter ended September 30, 2000, whérappeared as Exhibit 10(e). * (SEC File No. -50408)

Form of Indemnification Agreement among Armstrongjdings, Inc., Armstrong World Industries, Inc. asettain directors and
officers is incorporated by reference from the @erdy Report on Form 1@ for the quarter ended June 30, 2000, whereippeared ¢
Exhibit 10(iii)(a). * (SEC File No. 0C-50408)

Form of Indemnification Agreement among Armstrongjdings, Inc., Armstrong World Industries, Inc. acettain directors is
incorporated by reference from the 2003 Annual Repo Form 10-K wherein it appeared as Exhibit i)(¢). * (SEC File No. 000-
50408)

Form of Indemnification Agreement among Armstrongjdings, Inc., Armstrong World Industries, Inc. acettain directors is
incorporated by reference from the 2001 Annual Repo Form 10-K wherein it appeared as Exhibit i)¢). * (SEC File No. 000-
50406)

Bonus Replacement Retirement Plan, dated as obdatu1998, as amended, is incorporated by re¢eréiom the 1998 Annual
Report on Form 1-K wherein it appeared as Exhibit 10(iii)(m). * (SE@e No. -2116)

Employment Agreement with Michael D. Lockhart dafadyust 7, 2000 is incorporated by reference frammQuarterly Report on Fo
1C-Q for the quarter ended September 30, 2000 whéreppeared as Exhibit 10(a). * (SEC File No. -50408)

Amendment to August 7, 2000 Employment Agreemettt Wiichael D. Lockhart is incorporated by refereffrcen the Quarterly
Report on Form 1-Q for the quarter ended March 31, 2001, whereapjteared as Exhibit 10. * (SEC File No. -50408)

Management Services Agreement between Armstrondiktys, Inc. and Armstrong World Industries, In@tetl August 7, 2000 is
incorporated by reference from the Quarterly ReporForm 10-Q for the quarter ended September @) herein it appeared as
Exhibit 10(g). * (SEC File No. 0(-50408)

Hiring Agreement with F. Nicholas Grasberger lltethJanuary 6, 2005 is incorporated by refererama the Current Report filed on
Form &K on January 6, 2005, wherein it appeared as Exhibi. *

Change in Control Agreement with F. Nicholas Grageelll dated January 6, 2005 is incorporateddfgnence from the Current
Report filed on Form-K on January 6, 2005, wherein it appeared as Exhibp. *

Indemnification Agreement with F. Nicholas Graslezrdl dated January 6, 2005 is incorporated bgnexice from the Current Report
filed on Form K on January 6, 2005, wherein it appeared as ExhibB. *

Form of Long-Term Incentive Plan 2005 award letegyarding executive participation is incorporatgddference from the 2004
Annual Report on Form -K wherein it appeared as Exhibit 10.3(
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No.

No.
No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

10.18

10.18
10.2C

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.28

Armstrong World Industries, Inc.’s Nonqualified @efed Compensation Plan effective January 20Q%cirporated by reference from
the 2005 Annual Report on Form-K wherein it appeared as Exhibit 10.2¢

Schedule of Armstrong World Industries, Inc. Nonéwgpe Director Compensation.

Agreement of Purchase and Sale between S-J Realtadément, LLC and Armstrong World Industries, thated December 5, 2005,
is incorporated by reference from the Current Refiled on Form -K on January 30, 2006, wherein it appeared as Extibl.

Form of grant letter regarding executive officertigipation in Armstrong World Industries, Inc.’€@6 retention payment program is
incorporated by reference from the Current Replerd on Form -K on January 30, 2006, wherein it appeared as BExtobl.*

Order of the U.S. District Court dated JanuaryZ®)6, and related Armstrong World Industries, sd&/otion for an Order Authorizin
and Approving Continued Cash Retention ProgrankKiyr Employees, is incorporated by reference froemGirrent Report filed on
Form &K/A on February 2, 2006, wherein it appeared asixB9.1 *

Form of Long-Term Incentive Plan 2006 award letegyarding executive participation in the 2006 Ldregm Incentive Plan is
incorporated by reference from the 2005 Annual Repo Form 1-K wherein it appeared as Exhibit 10.37

Change in Control Agreement with Donald A. McCuhdiited March 13, 2006 is incorporated by referdnmm the Current Report
filed on Form K on March 14, 2006, wherein it appeared as ExHibif.. *

Indemnification Agreement with Donald A. McCunnifaited March 13, 2006 is incorporated by referenmm the Current Report filed
on Form &K on March 14, 2006, wherein it appeared as ExHibip. *

Credit Agreement, dated as of October 2, 2006 nolysanong the Company, certain subsidiaries of trafgany as guarantors, Bank of
America, N.A., as Administrative Agent, the othendlers party thereto, JP Morgan Chase Bank, N.éd\Bamclays Bank PLC, as Co-
Syndication Agents and LaSalle Bank National Assiti@h and the Bank of Nova Scotia, as Co-Documimtatgents, is incorporated
by reference from the Current Report on Fo-K dated October 2, 2006, wherein it appeared asoxt0.1.

The Armstrong World Industries, Inc. Asbestos Peasénjury Settlement Trust Agreement dated as ab®er 2, 2006, by and among
Armstrong World Industries, Inc. and, as trustdes)e M. Ferazzi, Harry Huge, Paul A. Knuti, Lewis &fford and Thomas M. Tully
is incorporated by reference from the Current Repor=orm +K dated October 2, 2006, wherein it appeared asbixt0.2.

Stockholder and Registration Rights Agreement,dlateof October 2, 2006, by and between Armstrongld\industries, Inc. and the
Armstrong World Industries, Inc. Asbestos Persdmjalry Asbestos Trust is incorporated by referefioen the Current Report on Form
8-K dated October 2, 2006, wherein it appeared asbiExt0.3.

Armstrong World Industries, Inc. 2006 Long-Terméntive Plan is incorporated by reference from ther€ht Report on Form 8-K
dated October 2, 2006, wherein it appeared as Extibt.*
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No.

No.

No.

No.

No.

No.

No.

No.

No.

No.
No.
No.
No.
No.
No.
No.

10.3C

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

11.1
11.2
211
23.1
23.2
24.1
311

Form of Armstrong World Industries, Inc. 2006 Lomgrm Incentive Plan Stock Option Agreement is ipooated by reference from
the Current Report on Forn-K dated October 2, 2006, wherein it appeared asiExt0.5. *

Form of Armstrong World Industries, Inc. 2006 Lomgrm Incentive Plan Restricted Stock Award Agreenieimcorporated by
reference from the Current Report on For-K dated October 2, 2006, wherein it appeared ashExt0.6. *

Form of Armstrong World Industries, Inc. 2006 Lomgrm Incentive Plan notice of restricted stock andption award is incorporated
by reference from the Current Report on Fo-K dated October 2, 2006, wherein it appeared asoExt0.7. *

Form of Indemnification Agreement for directors afticers of Armstrong World Industries, Inc. i<orporated by reference from the
Current Report on Form 8-K dated October 2, 2006 rein it appeared as Exhibit 10.8. * A SchedulParticipating Directors and
Officers is filed with this Repor

2006 Director Phantom Stock Unit Plan is incorpedaty reference from the Current Report on Formd@ated October 23, 2006,
wherein it appeared as Exhibit 10.1

2006 Director Phantom Stock Unit Agreement is ipooated by reference from the Current Report omR8#K dated October 23,
2006, wherein it appeared as Exhibit 10.2. * A Sthe of Participating Directors is filed with tHReport.

2006 Director Phantom Stock Unit Agreement is ipooated by reference from the Current Report omR&4K dated October 23,
2006, wherein it appeared as Exhibit 10.3. * A Sthe of Participating Directors is filed with tHReport.

Stipulation and Agreement with Respect to ClaimAwhstrong Holdings, Inc. and Armstrong Worldwidies.; and Motion for Order
Approving Stipulation and Agreement are incorpaddig reference from the Current Report on Form 8aked February 26, 2007,
wherein they appeared as Exhibits 99.2 and 99%pewtively.

Share Purchase Agreement dated March 27, 2007ebgrtthe Company and NPM Capital N.V. and FlagsBeteeer B.V. for the sale
of Tapijtfabriek H. Desseaux N.V. and its subsiidiais filed with this Repor

Computation for basic earnings per sh.

Computation for diluted earnings per shi

Armstrong World Industries, Ir's domestic and foreign subsidiari

Consent of Independent Registered Public Accouriing.

Consent of Independent Registered Public Accouriing.

Power of Attorney and authorizing resolutis

Certification of Principal Executive Officer reqad by Rule 13-15(e) or 15-15(e) of the Securities Exchange A
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No. 31.2 Certification of Principal Financial Officer reqait by Rule 13-15(e) or 15-15(e) of the Securities Exchange A
No. 32.1 Certification of Chief Executive Officer requireg Rule 13a and 18 U.S.C. Section 1350 (furnishedvai¢h).
No. 32.2 Certification of Chief Financial Officer require¢ Rule 13a and 18 U.S.C. Section 1350 (furnishedvai¢h).

No. 99.1 Worthington Armstrong Venture consolidated finahstatements as of December 31, 2006 and 2005aaritdd years ended December
31, 2006, 2005 and 20C

* Management Contract or Compensatory F
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(th)e Securities Exchange Act of 1934, the regigthas duly caused this report to be signedson it
behalf by the undersigned, thereunto duly authdrize

ARMSTRONG WORLD INDUSTRIES, INC
(Registrant,

By: /s/ Michael D. Lockhart
Chairman and Chief Executive Offic

Date: March 30, 200"

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélptine following persons on behalf of the
registrant Armstrong and in the capacities ancherdates indicated.

Directors and Principal Officers of the registrawI:

Name Title

Michael D. Lockhar Chairman and Chief Executive Offic
(Principal Executive Officer

F. Nicholas Grasberger | Senior Vice President and Chief Financial Offi
(Principal Financial Officer

William C. Rodruar Vice President and Controll
(Chief Accounting Officer

James J. Gaffne Director

Robert C. Garlan Director

Judith R. Haberkor Director

James J. 'Connor Director

Russell F. Peppt Director

Arthur J. Pergamet Director

John J. Robert Director

Alexander M. Sanders, . Director

By: /s/ Michael D. Lockhart
(Michael D. Lockhart, as attorney-in-fact for AWI
directors and on his own behe
As of March 30, 200

By: /s/ F. Nicholas Grasberger Il
(F. Nicholas Grasberger Il
As of March 30, 200

By: /s/ William C. Rodruan
(William C. Rodruan’
As of March 30, 200
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SCHEDULE I

Armstrong World Industries, Inc.

Valuation and Qualifying Reserves of Accounts Resiglie

Provision for Losses
Balance at beginning of ye
Additions charged to earnin
Deductions

Discontinued operatior

Balance at end of ye:

Provision for Discounts and Warranties

Balance at beginning of ye
Additions charged to earnin
Deductions

Discontinued operatior

Balance at end of ye:

Total Provision for Discounts, Warranties and Lgsse
Balance at beginning of ye

Additions charged to earnin

Deductions

Discontinued operatior

Balance at end of ye:

(amounts in millions)

Successo
Company Predecessor Compan'

Three Months Nine Months
Ended Year Ended Year Ended
Ended September 3C December 31 December 31

December 31
2006 2006 2005 2004

$  10¢ $  10¢ $ 13C $  18¢
1.4 5.2 24 2.8
@.e) 4.1) (3.7 (8.1)
— (1.1) (0.9) (0.9)
$ 10.€ $ 10.€ $ 10.€ $ 13.C
$ 49.€ $ 39.¢ $ 45. $ 47.C
48.2 185.5 212.¢ 217.¢
(48.9)| (175.%) (218.9) (219.)
$ 49.C $ 49.€ $ 39.€ $ 45.F
$ 60.4 $ 50.¢€ $ 58.5 $ 66.2
49.€ 190.7 215.( 220.7
(50.2) (179.9) (222.0) (227.7)
— (1.9) (0.9) (0.7)
$ 59.€ $ 60.4 $ 50.€ $ 58.t
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Exhibit No. 10.1!
ARMSTRONG NONEMPLOYEE DIRECTORS COMPENSATION

Annual Retainer Feed

» Board retainer of $70,000 per year plus an annwata of restricted stock or stock units valued&g,$00.
»  Special annual retainers as follov

»  $20,000 for the Audit Committee Chi

>  $20,000 for the Lead Direct:

>  $10,000 for the Management Development and Comftiensaommittee Chai

>  $10,000 for the Nominating and Governance Commiiteair

e Cash is paid quarterly in arrears. The annualiodstr stock/unit grant is made in one installmen®ctober about the time of the regular
October Board meeting to directors serving at itme of said meeting

Daily Feegpaid in cash)

» Special assignment fee $2,500 per diem ($1,25&srthan 4 hours). (Applies to one-on-one meetwigs CEO, plant visits, and other
nor-scheduled significant activities

Other Items
e Annual Physical Exam up to $2,000 reimbursen
» Directors and Officers Liability Insuran:
* Travel Accident Insuranc

» Participation in Armstrong Foundation’s Higher Edtion Gift-Matching Program (Provided by the Fouiaia a separate legal entity,
subject to its discretion

» Participation in Armstror’s Employee Purchase Progra
» Participation ir“compassionate u” provision of the Compar's Aircraft Operation policy (-200)

Stock Ownership Requirement:

Each director will acquire and hold until 6 monfoBowing the end of his/her service, such numhevalue of units or shares of common stock of the
Company as is specified in the Company’s Corpd&ateernance Principles.

1 Payment period runs from October 1 annually. Cagments and restricted stock/unit grants for pamsitistarting at other dates are pro-rated by the
number of days remaining in the then-current payrperiod.



Exhibit No. 10.3:

SCHEDULE OF PARTICIPATING DIRECTORS AND OFFICERS

Armstrong World Industries, Inc. has entered imeimnification agreements with certain of its dioes and officers, including Michael D. Lockhart,
James J. Gaffney, Robert C. Garland, Judith R. Habe, James J. O’Connor, Russell F. Peppet, Adh&®ergament, John J. Roberts, Alexander M.
Sanders, Jr., F. Nicholas Grasberger, Ill, Stegh&enkowski, John N. Rigas, Frank J. Ready, DofaMcCunniff and William C. Rodruan.



Exhibit No. 10.3!

SCHEDULE OF PARTICIPATING DIRECTORS

Armstrong World Industries, Inc. has entered inteactor phantom stock unit agreements with certdiits directors, including James J. Gaffney, Rober
C. Garland, Judith R. Haberkorn, James J. O’'CorfRossell F. Peppet, Arthur J. Pergament, JohnBefoand Alexander M. Sanders, Jr.



Exhibit No. 10.3

SCHEDULE OF PARTICIPATING DIRECTORS

Armstrong World Industries, Inc. has entered inteactor phantom stock unit agreements with certdiits directors, including James J. Gaffney, Rober
C. Garland, Judith R. Haberkorn, James J. O’'CorfRossell F. Peppet, Arthur J. Pergament, JohnBefoand Alexander M. Sanders, Jr.



27 March 2007
Flagstone Beheer B.V.
and
NPM Capital N.V.
and
Armstrong DLW AG
and

Armstrong World Industries, Inc.

Agreement for the acquisition of all issued and ostanding shares in the capital of
Tapijtfabriek H. Desseaux N.V.

C/'M’'S' Derks Star Busmann

CMS Derks Star Busmann N.V.
Mondriaan Tower
Amstelplein 8A
1096 BC Amsterdam
The Netherlands
www.cms-dsb.conr
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SHARE PURCHASE AGREEMENT

THE UNDERSIGNED:

1. Flagstone Beheer B.V, a private limited liability company under the k&waf the Netherlands, having its registered oféind principal place of
business at Breitnerstraat 1, 1077 BL AmsterdasmNétherlands (th* Purchaser”);

2. NPM Capital N.V. , a limited liability company under the laws of tNetherlands, having its registered office and@gal place of business at
Breitnerstraat 1, 1077 BL Amsterdam, the Nethea* NPM 7);

3. Armstrong DLW AG , a limited liability company under the laws of @&my, having its registered office and principalqal of business at
Stuttgarterstrasse 75-74321 Bietigheir-Bissingen, Germany (tt* Vendor );

4.  Armstrong World Industries, Inc. , a corporation under the laws of the State of B@nania, having its registered office and printiplace of
business at 2500 Columbia Avenue, Lancaster, P&rarsg 17604, United States of Ameri¢ AWI "),

WHEREAS:

(A) the Vendor holds all issued and outstandingesh&he “Shares”) in the capital of Tapijtfabriek H. Desseaux N, ¥.limited liability company
under the laws of the Netherlands, having its tegésl office and principal place of business atahaikiaweg 15, 5142 PA Waalwijk, the
Netherlands (th* Company”);

(B) the Desseaux group of companies, comprisingCtipany and the companies liste®rhedule Ais engaged in the development, production,
marketing, sale, installation, inspection and maiance of woven, non-woven (fibre bonded) and duetile floor coverings for residential and
commercial use and for outdoor sport applicati

(C) NPM holds the majority of all issued and outstagdihares in the capital of the Purchaser while AMiirectly holds all issued and outstand
shares in the capital of the Vend

(D) the Vendor wishes to sell and the Purchaser wighparchase the Shares under the terms and subjée conditions set out here

(E) the Vendor and NPM entered into a letter of intem23 August 2006 setting out some terms and dondibf the contemplated transacti

(F) the Vendor and the Purchaser have notifiegptbper authorities and the relevant works counitein the Group Companies as required under
the Dutch Merger CodeSER-besluit Fusiegedragsregels 2Q@hd the Works Council ActWet op de ondernemingsraderespectively in
connection with the transactions set out hel

(G) the transactions contemplated in this Agreemensalgect to the fulfillment of certain conditionsepedent
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HAVE AGREED AS FOLLOWS:
DEFINITIONS AND INTERPRETATION
In this agreement, unless the context othermggaires or unless otherwise specified hereinatterfollowing words shall have the following

1.
11

meaning:
Accounts:

Accounts Date:
Affiliate:

Agreed Accounting Principles:

Agreed Form:

Agreement:

the audited consolidated balance sheet and prafit@ss account prepared in accordance with theddr
Accounting Principles, consolidating the assetdilities and results of the Group Companies abh®f
Accounts Date and for the 12 (twelve) month pegaded on the Accounts Date and including certain
assets and liabilities which are not owned, diyegctlindirectly, by the Group Companies but oveichh
the Group Companies exercise sufficient managewgweritol to warrant inclusion in the consolidated
financial statements of the Group Companies ashgeAccounts Date, together with the explanatotgso
thereto and an unqualified audit certificate (gardlende accountantsverklarin

31 December 200t

in relation to a company, a legal entity whichither direct or indirect subsidiary of the compaRyr the
purpose of this definition an entity is deemed lasgdiary of a party if such party holds 50% (fifigr cent)
or more of its issued share capital or in respéuthich such party is otherwise able to exercisat@;

in connection with the Group Companies incorporatettie Netherlands, the accounting practices and

principles generally accepted in the Netherlandsiartonnection with the other Group Companies, the
generally accepted accounting principles and prastunder International Accounting Standards, agpli

on a basis consistent with that applied by the @i@ampanies over the last 3 (three) ye

in relation to any document, such document in dinfagreed as being final or, prior to Completionhe
finalized between the Purchaser and the Venddral@d on behalf of the Purchaser and the Vendothi®
purposes of identification onl'

this agreement regarding the sale and purchase@hares, including all Schedules and Annexestibu
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Approval Date:

AWI:

Base Working Capital:
Business Day.

Cash:

Collective Agreement:

Company:
Completion:
Completion Date:

Computer Hardware:

Computer Software:

Consideration:

the date on which the Working Capital Statement@elt Statement are finally determined in accordasith
Clauses 7.1 through 7.

Armstrong World Industries, Inc
in relation to the Group Companies, the consollatount specifieSchedule 1.1(a;
a day other than a Saturday or Sunday, and on vid@ioks are generally open for business in Amster

cash in hand, in transit or deposited at a bartk€efor guarantee purposes or otherwise) or cgslvalents held
any Group Company, including any accrued but unpa@test in respect thereto, at the Completiorebait, for
the avoidance of doubt, excluding any items whiehta be treated as Intercompany Debt and Intereomp
Receivables or are reflected in the Working Cap

any agreement or arrangement made by or on behalGooup Company and by or on behalf of any tnawgien,
works council, staff association or other body esginting employees and any agreement or arrangenaeiet by o
on behalf of any employers’ or trade associaticth @me or more trade unions, works councils, stegbaiations,
association of trade unions or other central beglyesenting employees which applies to any Groupgamy or to
which any Group Company is subje

Tapijtfabriek H. Desseaux N.V
the finalization of the sale, purchase and transféine Shares pursuant to Claus:
2 April 2007 or such other date agreed in writikgvieen the partie:

any and all computer hardware, including periplsgstorage, media and communication links, owneldoaused
by the Group Companies in relation to their respediusinesse:

any and all computer software and/or computer @ogr(including source code, object code and datapasvned
and/or used by the Group Companies in relatioheéd respective business:

an amount of €0,050,000 (forty million and fifty thousand eurolsging the consideration payable by the Purct
to the Vendor in cash for the Shar
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Control:

Deed of Transfer:
Disclosure Letter :
Due Diligence Information:

Employees:

Encumbrance:

Environment:

Estimated Intercompany Debt:

Estimated Intercompany Receivable

the ability, whether directly or indirectly whethtlirough the exercise or non exercise of any voting
power whether in general meeting or in any meetindirectors or supervisory directors (if any) or
managers or whether by agreement or otherwiseéreotdiecisively the business affairs of a
company;

the notarial deed of transfer of shares in conoaatiith the transfer of the Shares by the Vendor to
the Purchaser substantially in the form of Scheduléb);

the letter written by the Vendor to the Purchasedifying the Vendor Warranties, annexed to this
Agreement aSchedule 1.1(c)

all information and documents that were made abkilto the Purchaser in a virtual data room
furnished by the Vendor, a list of which is set muSchedule 1.1(d;

those persons who are immediately prior to Compte¢éimployed by any of the Group Compan

any encumbrance or security interest whatsoevéudirng (without limitation) any charge, mortgay
pledge, in security, lien, right of pre-emptiontiop, right to acquire, conversion right, third par
right, interest and claim, right of set-off, righftcounterclaim, title retention, conditional sale
arrangement, and any other preferential right, egent or arrangement having similar eff

(a) land, including surface land, sub-surface atrs¢a bed and river bed under water (as defined in
paragraph (b)) and natural and man-made struct(b¥water, including coastal and inland waters,
surface waters, ground waters and water in draidssawers; (c) air, including air inside buildings
and in other natural and man-made structures atwolielow ground; and (d) any and all living
organisms or systems supported by those m

the amount of Intercompany Debt per the Compleiate as estimated by the Vendor and submitted
in writing to the Purchaser, with reasonable evigesubstantiating the amount, 5 (five) Business
Days prior to Completior

the amount of Intercompany Receivable per the Cetignl Date as estimated by the Vendor, with
reasonable evidence substantiating the amouniyé&
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Group Companies:

Hazardous Substance

Intellectual Property Rights:

Intercompany Debt:

Intercompany Receivable:

IT Systems:

Know-how:

Leased Premises

Business Days prior to Completic
the Company and the companies listeSchedule A;

any natural or artificial substance, preparatioanticle which when generated, processed, transpostored,
treated, used or disposed of is harmful to the manent or which is prohibited or restricted by

all industrial and intellectual property rightscinding registered trade marks, service marks,msteetty
patents, utility models, registered designs, apfitims for, and the right to apply for, any sughts,
inventions, unregistered trade marks, unregistseedice marks, trade and business names (incluijhts in
any get-up or trade dress), copyrights, unregidtdesign rights, databases and rights in datalzaskall other
similar proprietary rights which may subsist in aart of the world together with all renewals, exdiens and
revivals thereof

any and all amounts from any cause of action agiaimd whether due and payable or not, includinguactbut
unpaid interest, owing from any Group Company tp rwember of the Vendor’s Group, where such Group
Company is primary debtor (rather than a guaramtar surety) as at the Completion Date, includimg a
amounts owed from trade with members of the Ve's Group in the ordinary course of busine

any and all amounts from any cause of action agiaimd whether due and payable or not, includinguactbut
unpaid interest, owing from any member of the VetgdGroup to any of the Group Companies, where such
member of the Vendas’Group is primary debtor (rather than a guaramtar surety) as at the Completion D
including any amounts owing from the Vendor’s Grdrgm trade with members of the Vendor’s Grouphe t
ordinary course of busines

the Computer Hardware and the Computer Softw

technical information, including specifications sams, drawings, manuals, prototypes, models, desies,
improvements, processes, formulae, manufacturicignt@ogy, engineering and development data used or
developed by any of the Group Companies neceseatiid effective operation of their busines:

all Premises that are the object of a valid, bigdind
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Losses:

Net Debt:

Net Debt Statement:
NPM:

Notary:

Owned Premises:

Permits :

Premises:
Purchaser:

Purchaser's Group:

Purchaser Warranties:

Related Agreements:

enforceable lease agreeme

all losses, liabilities, costs (including reasoradtorney and expert fees), charges, expensémsatiaims and
demands

(a) any and all interest bearing debt to any thady, excluding all trading creditors but inclugiany and all
financial lease obligations, financial guarantdmg excluding the amounts due or tied up undemosyeant to the
bank guarantees issued for the benefit of the G&@uppanies as set out@thedule 12.), bills of exchange,
discounted drafts and factored receivables, acdouednpaid or due and payable by any one or mooe!|&
Companies as the Completion Date; ghisthe Intercompany Debt; pls) any dividends declared by the Group
Companies to the Vendor in connection with theicdi years 2006 and 2007 and outstanding at theplétion Date
less(d) Cashless(e) the Intercompany Receivab

the statement to be prepared in accordance withs€ld.1 and in the form Schedule 1.1(e;

NPM Capital N.V_;

Mr. R.D. Bos, civil law notary with CMS Derks StBusmann N.V. or his/her substitute or successoffine;
all Premises legally and beneficially owned by @reup Companies

all permits, licences, consents, approvals, cedtifis, registrations and other authorizations requinder any law or
any agreement for the operation of the busines&piGroup Company, the ownership possession, otionpar use
of any asset of any Group Company or requiredHferaccupation and use of the Premit

the Leased Premises and the Owned Pren

Flagstone Beheer B.V

NPM Capital N.V. and all its Affiliates (but excliudy the Group Companies

the representations and warranties by the Purchefsred to in Clause 13 and set ouSchedule 1.1(f;

in the Agreed Form: (a) the transitional servicgiieament between the Vendor, the Purchaser ar
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Shares:

Social Security Contributions:

Supplementary Disclosure Letter:

relevant Group Companies in connection with thevision of IT services (including arrangements for
assistance in obtaining or maintaining a SAP lieegnsd the right to use the business warehouseth€b)
transitional services agreement between the VenldeR?urchaser and the relevant Group Companies in
connection with customer order services to be peréal by certain employees of the Vendor for the
benefit of the Group Companies and certain empypé¢he Group Companies for the benefit of the
Vendor’s Group (including the right to manage tiextiamples through the CES-system); (c) transitiona
agreements between members of the VewsdBroup and certain Group Companies relating tehtiaging

of office space used by certain representativebaadch offices of members of the Vendor’s Group and
certain Group Companies; (d) the transitional ssviagreement between the Vendor and the relevant
Group Companies in connection with printing sersioato yarn and broadloom to be provided by the
relevant member of the Vendor’s Group and the sbtke asset (Variotronic) used for those servioes
the relevant Group Company; (e) an agreement bettieerelevant members of the Vendor’'s Group and
certain Group Companies concerning the sale arndedglby the relevant Group Companies to the
relevant members of the Vendor's Group of fibredemhtiles; (f) the transitional services agreement
between the relevant members of the Vendor’s Gemupthe relevant Group Companies maintaining the
current integrated structure of the Armstrong amdg$2aux sales teams from the Completion Date,
varying from specific sales teams as to be agreédden the parties, but ultimately until 30 Juné720

and providing arrangements for the payment of bestis those sales people who will sell textile and
resilient products during said period; and (g) angh other agreements that all parties may deem
necessary or desirabl

5,318,140 ordinary shares in the capital of the gamy, each having a nominal value df.£7, numbere
1 through 5,318,140, together comprising the etdsaed share capital of the Compa

any and all contributions or premiums which aregtag by the Group Companies pursuant to industry or
governmental social security regulations, including not limited to penalties, interest and anyeoth
costs or expenses relating to or associated wittsaaial security matter regarding the Group Congs

the letter written by the Vendor to the Purchas@ry
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Tax:

Taxation:

VAT:

Vendor:

Vendor’s Group:
Vendor Warranties:

Working Capital:

Working Capital Inventory:

Working Capital Payables:

Working Capital Receivables:

to the Completion Date qualifying the Vendor Wati@s but covering only the period from the datehid
Agreement to the date of the lett

any and all forms of taxation by any tax authontyether international, national or local, inclugliwithout
limitation to the generality of the foregoing, corpte income tax, capital tax, wage tax, real prtygex,
transfer taxes, registration tax, VAT, dividendhtiblding tax, environmental tax, disinvestment pawts,
custom duties, stock exchange tax, exercise tgiftaiax, including but not limited to penaltiestérest and
any other costs or expenses related to or assdaidtie any tax matter regarding the Compe

Tax and Social Security Contributior

Value Added Tax

Armstrong DLW AG;

Armstrong World Industries Inc. and all its Affites (but excluding the Group Companie

the representations and warranties by the Venderreal to in Clause 9 and set ouSchedule 1.1(g;

In respect of the Group Companies jointly (i) tiygegate of Working Capital Inventory; plus (ii) Vking
Capital Receivables; less Working Capital Payatiiasexcluding, for the avoidance of doubt, all Casd
Net Debt;

in relation to each Group Company, all raw matsriabnsumables, work in progress, part-processetst
finished goods, goods for resale and stock in itramst of adequate provisions, of the Group Conypasat
the Completion Date

in relation to each Group Company, the aggregasdl @mounts owing, accrued or deferred by, actse
may be, the Group Company in respect of tradinditoes (excluding trade with members of the Vendor’
Group in the ordinary course of business) as aCimapletion Date

in relation to each Group Company, the aggregagdl @mounts receivable, accrued or prepaid bywedto
the Group Company in respect of trading debtorsl@ekng trade with members of the Vendor’s Grouphia
ordinary course of business), net of adeq
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1.2

2.2

provisions, as at the close of business at the Gaiop Date, excluding any item to be treated as gfethe
Cash of that Group Company and debts owed to thaiSCompany which are not included in any Working
Capital Statemen

Working Capital Statement: the statement to be prepared in accordance withs€ld.1 and in the form Schedule 1.1(h;
In this Agreement, unless otherwise specified naxfger:

@
(b)

©
(@)
(e)
V)

)
(h)

a reference to any statute or statutory promishall be construed as a reference to the saihenay have been, or may from time to time
be, amended, modified or-enacted

references to a person shall be construed swiaslude any individual, firm, company, govermmestate or agency of a state or any joint
venture, association or partnership (whether obeatg a separate legal entit

references to times of the day are to Amsterdara;!
the singular includes the plural and vice ve
headings to Clauses and Schedules are for convengemny and do not affect in any way the intergietathereof;

the Schedules, Annexes to Schedules and ary attachments to this Agreement form an integaat of this Agreement and shall have the
same force and effect as if expressly set outérbtidy of this Agreement and any reference toAbieement shall include the Schedules,
Annexes to Schedules and any other attachmentiéstagreemen

a reference t“include¢ or “includin¢” means“including but without limitation to the foregoi”; and

English language words used in this Agreemateinid to describe Dutch legal concepts only sottfetonsequences attaching to the use of
such words under any other set of rules than Diatetwill be disregardec

SALE AND PURCHASE OF THE SHARES

The Vendor hereby sells the Shares to the Bsechand the Purchaser hereby purchases the $toenethe Vendor together with all rights
attaching or accruing to them as per the date fidree from any and all Encumbrances. The tramsastcontemplated by this Agreement are
subject to the fulfilment or waiver of the condii®set out in Clause

The Vendor hereby irrevocably waives, and utadtess to procure the waiver of, all rights of prepéion and all other restrictions whatsoever on
transfer over or in respect of the Sha
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2.3

3.2

I~

4.1

The Vendor hereby undertakes to transfer atpletion to the Purchaser the Shares, and the Pagchiadertakes to accept the Shares from the
Vendor at Completion free from any and all Encumbes together with all rights attaching or accrumg¢hem as per the Completion De

CONSIDERATION AND PAYMENT

The Consideration shall equal an amount of,85M000 (forty million and fifty thousand euror)dash (subject to any adjustments pursuant to
Clause 7). On or prior to the Completion Date,ihwny event prior to Completion, the Purchasell slaase the receipt by the Notary of the
Consideration, free of any deductions, set-offamlocharges (to be transferred by the Notary to/égedor at the Completion Date in accordance
with Clause 6.2)

Parties acknowledge and confirm that the agceedideration for the Shares has been mutualbrehited at an amount of € 40,250,000 (forty
million two hundred and fifty thousand euros) bhattit has been reduced by an amount of € 200@@0Hundred thousand euros) for all matters
resulting from or relating to the pension schemBPe$so Dendermonde N.V. of Belgium, thus resulitntghe Consideratior

CONDITIONS PRECEDENT

Completion shall be subject to each of theofwlhg conditions precedenbpschortende voorwaardgrbeing fulfilled or waived in accordance
with the provisions of Clause 4.4, on or priortie Completion Date (or such earlier date as magtipalated below)

(&) any notifications and applications requiredemahy statutory provision relating to merger cohitn connection with the conclusion or
performance of this Agreement have been made todhmpetent authorities and in respect of each saotfication or application, the
relevant government authority has stated in writhmg the transactions contemplated in this Agregraee permitted (to the extent the
permission is given subject to conditions or oliiigas, such conditions or obligations being reabbnaatisfactory to the Purchaser and the
Vendor), or that there are no objections to therthat they will not be subject to any further intigations, or, where applicable, the period
during which the relevant government authority mafyise permission for, object to or start an ingadion into the transactions
contemplated in this Agreement has expired witlzmyt such action having taken pla

(b) the resolution of any and all outstanding issimeconnection with the notification and consudtas with any and all trade unions and the
works councils of the relevant Group Companiesudicig the rendering of advice that may be necedsatgiw, all in a manner satisfactory
to the Vendor and the Purchaser, with respectadrtinsactions contemplated in this Agreement Bad¢omposition of the supervisory
board of directors of the Compar

(c) the board of supervisory directors of the Vendgrraping all the transactions contemplated by thige&ment in writing
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4.2

4.3

4.4

(d) the Investment Committee of NPM approving in watiall the transactions contemplated by this Agresn

(e) the Vendor Warranties being true and accuraédl imaterial respects and not misleading in aayemal respect as at the Completion Date
or, if a Supplementary Disclosure Letter is submdiitthe contents thereof being reasonably satsfatd the Purchase

(f)  the Purchaser Warranties being true and accurati nmaterial respects and not misleading in anyenia respect as at the Completion D
(g) the Vendor and the Purchaser having complied imatkerial respects with their respective obligatiander this Agreemer

(h) the board of directors of AWI approving all thertsactions contemplated in this Agreem

(i) the Related Agreements being signed and becomiognaiitional;

() no material change or effect having occurretjeaisely affecting the Group Companies’ businepgsrations, assets or prospects taken as a
whole.

The parties shall use their best endeavouashieve the satisfaction of the conditions setim@lause 4.1 as soon as possible but in any erent
or prior to the Completion Date (save where anieadiate is specifically stipulated). Without price to the foregoing, the parties agree that all
requests and enquiries from any government, goventath supranational or trade agency, court orrathgulatory body shall be dealt with by the
Vendor and the Purchaser in consultation with edlchr and the Vendor and the Purchaser shall pigroptoperate with and provide all
necessary information and assistance reasonahljreecpy such government, agency, court or bodyhuping requested to do so by the ot

If at any time the Vendor or the Purchaser bexoaware of a fact or circumstance that mightgares condition set out in Clause 4.1 being
satisfied, it shall immediately inform the otherties.

At any time prior to the date of fulfillment thefe:

(&) the Purchaser may waive, in whole or in pad @m any terms it decides, a condition set outlau€es 4.1 (d), (e) and (j) (same having been
inserted for the Purcha¢s sole benefit)

(b) the Vendor may waive, in whole or in part amdamy terms it decides, a condition set out in €&4sut.1 (c), (f) and (h) (same having been
inserted for the Vend’s sole benefit)

(c) the Purchaser and the Vendor may waive, in &/bolin part and on any terms the decide, a camdget out in Clauses 4.1 (a), (b), (g) and
(i) to the extent of the other part’ obligations only

in all cases by written notice to the Vendor or Fechaser, as the case may be. Any such waivieersitall be narrowly construed as relating
only to the matters expressly mentioned therein.
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4.5

4.6

4.7

5.2

5.3

If a condition set out in Clause 4.1 has not beaived by the Purchaser and/or the Vendor, as the may be, or has not been satisfied by not
the Completion Date, the Purchaser or the Vendgranahe Completion Date, by written notice to Yrendor or the Purchaser, as the case may
be:

(&) waive the condition
(b) request the other party to consent to the postpenenf Completion to a date not later than 30 Ap@i07,

it being understood that, without prejudice to plagties’ accrued rights and obligations at suclefithe Purchaser and the Vendor shall not
unreasonably withhold their consent to a requestrims of Clause 4.5(b) unless the respective tiondiare not reasonably capable of being
satisfied within the extended time period.

If any of the conditions set out in Clause la% not been timeously fulfilled or waived, as thse may be, this Agreement shall lapse and be of n
further force or effect, without prejudice to tharfies’ accrued rights and obligations at such ti

If the Purchaser or the Vendor postpone Conapléd another date in accordance with Clause %.8¢b provisions of this Agreement shall apply
as if that other date is the date set for Comptefiwovided that such later date shall in no ebenfater than 30 April 200°

ACTIONS PENDING COMPLETION

To the extent not completed prior to the date of A&greement, the Vendor and the Purchaser shatljaontinue all requisite notifications and
consultations with trade unions, works councils ang and all similar bodies in each relevant judsdn, including those required under the
Dutch Merger Code SEF-besluit Fusiegedragsregels 20) and the Works Council ActWet op de ondernemingsrad).

The Vendor shall procure that between the dathisfAgreement and the Completion De

(@) the Purchaser is given such information regarttie business, assets, liabilities and affaith®iGroup Companies as the Purchaser may
reasonably require

(b) the Purchaser and any person so authorizedeblpurchaser is given access, during regular besimeurs and upon reasonable advance
notice, to all Premises, books and records of &cdup Company so notified to the Vendor by the Raser in the notice referred to here

The Vendor shall procure that pending Comptetim Group Company shall without the Purchaseits pvritten consent (such consent not being
unreasonably withheld

(&) create, extend, grant, issue or permit to stilasiy Encumbrance over any of its assets, undegslor revenues, except in the ordinary
course of busines

(b) acquire or dispose of any asset with a value ofentioen€ 100,000;
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5.4

5.5

(©
(@)

©)
()

)
(h)
@
0
(k)
0

(m)
(n)

assume or guarantee the obligations of, or makéa@mgs or advances to, any third pa

create, issue or increase any shares or lgaresany option in respect of any shares or loansaterially change the principal amount or
amend the terms of any debt to any third partyutiiag the Vendor

enter into any capital commitment (i.e. investinin fixed assets) which individually exceedsshen of € 100,000 (one hundred thousand
euros);

make any material increase in the remuneratiompfad the its directors, officers or employees @k any material change in the terms
conditions of employment of any of its directorffiagrs or employees , except as required by applelaw or regulatior

enter into or terminate any material agreementm@ngement, except in the ordinary course of bssi

renew any guarantee or security for the obligatmfreny third party

enter into any material agreement or arrangemehtavimember of the Venc's Group, except in the ordinary course of busir
declare or pay any dividend or other distributinrkind, whether from capital or reserv

make any alteration in the manner of keepiadioks, accounts or records except to the ex¢guined by the Agreed Accounting
Principles;

amend its articles of associatic
enter into any obligation to issue any shares joddiits directors or Employees;
agree to take any of the foregoing actic

Without prejudice to the provisions of Clausg, Bhe Vendor shall take all reasonable measoreagdure that pending Completion, the Group
Companies shall continue to operate their busisdgsa normal and prudent manner consistent wish pctice and preserve good customer and
supplier relationships and furthermore continum#intain the Premises in good working order antk sihmaintenance and repe

The Vendor and the Purchaser shall use theirdreleavours to ensure that prior to Completibhenaployees, to be identified jointly by the
Vendor and the Purchas:

@

(b)

employed by the Vendor or members of the Vesdaroup in the sale of woven, neveven (fibre bonded) and tufted textile floor cangss
for residential and commercial use for the berafthe Group Companies are offered employmenteatafoup Companies against identical
terms and condition:

employed by the Group Companies in the salesifient floor coverings for residential and commial use for the benefit of the Vendor or
members of th:
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5.6

6.2

Vendor's Group are offered employment at the Vendor or bemof the Vend(s Group against identical terms and conditic
Parties shall provide to each other all reasonedleperation to achieve the above objective as asgiossible following the date hereof.

Parties acknowledge that ABN Amro Bank N.V. basfirmed in writing to Euler Hermes Kredietvereekgen N.V., with a copy to the Vendor,
that it shall revoke a guarantee for the total amafi € 3,000,000 (three million euros) issued ehdif of the Company for the benefit of Euler
Hermes Kredietverzekeringen N.V. (guarantee nur@#gr/112.78.77.640) on or prior to 30 March 2007leEtdermes Kredietverzekeringen
N.V. has acknowledged said revocation. Partieseagnel confirm that the amount to be released by ABNo Bank N.V. to the Compan
including interest accrued thereon, pursuant taeliecation, shall be considered as Cash for thegses of this Agreement. To the extent such
amount has not been disposed of by the Company itgoglease, it shall form part of the Net D¢

COMPLETION

Unless otherwise agreed by the Purchaser adehdor, Completion shall take place at the CotipieDate at the offices of CMS Derks Star
Busmann N.V., Mondriaantoren, Amstelplein 8A, 1@® Amsterdam, the Netherlands in the presenceeoNibtary.

At Completion, the Vendor and the Purchaselt,sdrad shall cause the relevant Group Companiedda@ll such acts and execute all such
documents as shall in the reasonable opinion o¥drelor or the Purchaser be necessary to fullyceffe transactions contemplated in this
Agreement, including (in the following orde

(@) the Notary shall confirm to the parties that he feggived the Consideration and that it is ava@ldblhim;

(b) the Vendor and the Purchaser shall confirmttiatconditions precedent set out in Clause 4. baen either fulfilled or waived in
accordance with the provisions of Clause 4.4 amtigsawill deliver to each other copies of all sutdtuments executed pursuant to Cla
in fulfillment of those conditions precedent thaw/k not been waive:

(c) the Vendor shall deliver to the Purchas
0] the shareholde’ register of the Company in which the transfer ef 8hares is to be recordt

(i) a certificate in the Agreed Form to the effétat the Vendor Warranties continue to be trueanalrate in all material respects and
not misleading in any material respect as per Cetigy except to the extent of those matters thetiaacliosed in the Disclosure
Letter or any additional disclosures made in thp@mentary Disclosure Letter and that the Vendsr ¢omplied with its respecti
obligations under this Agreemel

(i)  the Supplementary Disclosure Letter, if a
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6.3

(iv)  the written resignation of Messrs. D.M. Raridand A.S. Raaphorst, as per Completion, as magaljiector and employee from all
Group Companies and their written confirmation thaty have no claims from any cause of action againy of the Group
Companies for the period up to an including the adittheir resignatior

v) the written resolutions of the general meetiighareholders of the respective Group Companiéisei Agreed Form in which it is
resolved to accept the resignations of Messrs. Rdhdich and A.S. Raaphorst and to discharge theespect of their managem
of the respective Group Companies as of the AcaoDate through the Completion Da

(d) the Purchaser shall deliver to the Vendor &ftzte in the Agreed Form to the effect that Bwgchaser Warranties continue to be true and
accurate in all material respects and not mislengirany material respect as per Completion antthieaPurchaser has complied with its
respective obligations under this Agreem

(e) tothe extent the Estimated Intercompany Drbéeds the Estimated Intercompany Receivable, #raldr shall procure that the Company
pay the difference to the Vendor by way of eledtzdransfer and free of deduction, set-off or bahkrges, to an account designated by the
Vendor and to the extent Estimated Intercompanyt Belless than the Estimated Intercompany Recetydbé Vendor shall pay the
difference to the Company by way of electronic $fanand free of deduction, set-off or bank chargean account designated by the
Company

(f)  the Vendor and the Purchaser shall execute the BieBchnsfer pursuant to which the Vendor shalsfar the Shares to the Purcha

(g) the Purchaser shall cause the Notary to tratiséeConsideration by way of electronic transfed &ee of deduction, set-off or bank charges
to an account designated by the Ven

(h) the Vendor and the Purchaser shall executeveimele appropriate, procure that the relevant Gompanies shall execute, the Related
Agreements and take all actions or execute alleageats and documents to be taken or executed purtheseto

If any of the parties fails to comply with aofyits obligations under Clause 6.2 on or priothte Completion Date, the Purchaser or the Vendpor, a
the case may be, may after consulting the othey paid without prejudice to any other right or relpavailable to therr

(@) proceed to Completion so far as practica

(b) request the other parties to consent to posipent of Completion to a date not later than 3GIAR®07, it being understood that such other
parties shall not unreasonably withhold their com$e a request in terms of this Clause 6.3(b)as&ich non complying party is reason:
incapable of complying with the respective obligat; or

(c) terminate this Agreement by way of written notiodtie other partie:
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6.4

6.5

6.6

6.7

7.2

If the Agreement is terminated in accordandé @iause 6.3(c) or if Completion does not occtimdtely on 30 April 2007, then the party failing
to comply with its obligations under Clause 6.2Isimaemnify and hold the other parties harmlessrfrand against any and all costs, expenses,
damages, liabilities, actions and legal proceed{imgduding reasonable legal fees and expensesjried by the other parties resulting from such
failure to comply with its obligations. In casetefmination pursuant to this Clause, all actiomsady taken shall be deemed not to have been
taken and shall remain without effect or, as magyeropriate, shall be reversed, unless the patjese otherwise. The parties shall provide their
full co-operation to the reversal of any actions hereusdeuld such reversal be requir

To the extent that any of the documents ooastlisted in Clause 6.2 shall have been execwatd Completion, they shall be deemed to have
taken place at Completio

If the Purchaser or the Vendor postpones Cdiopléo another date in accordance with Claused, 3e provisions of this Agreement shall apply
as if that other date is the date set for Comptefiwovided that such later date shall in no ebenater than 30 April 200°

Parties acknowledge and confirm that all ageremand arrangements between the Vendor’s Grotipeoone hand and the Group Companies on
the other shall terminate or be deemed termina®the case may be, as a result of or following @etion, with some of these agreements or
arrangements being replaced by the Related Agresnreaccordance with the terms and subject théitions of the relevant Related Agreeme

POST COMPLETION ADJUSTMENTS
The Purchaser shall procure that as soon as mhtibut in any event within 3 (three) months faflag the Completion Date

(a) adraft consolidated Working Capital Statemenirsgtbut the Working Capital; ar
(b) adraft consolidated Net Debt Statement settingf®iCash and the Net De

will be prepared and submitted to the Vendor.

The draft Working Capital Statements and the d¥aft Debt Statements she

(&) be prepared in accordance with the Agreed AccogrRitinciples; ant

(b) be expressed in euros, translating amounts in atimeencies into euros at the spot rate of exchangbe Business Day immediately prio
the Completion Date as published in the Europedtioadf the Financial Times first published theftesg, it being understood that the draft
Working Capital Statement shall not take into acdtc

0] any fixed assets, goodwill or any other intangésset (excluding debtors and creditors relatirgnpsuch items
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7.3

7.4

7.5

(ii) pension assets or liabilities, unfunded retient benefits, post retirement benefits (other fhemsion contributions payable to state
pension schemes or under the agreed funding pofieyfunded group scheme or a funded stand-aldmense, and except for
liabilities in respect of which an invoice has beeceived);

(iii) environmental matters, except for liabilities ispect of which an invoice has been recei
(iv)  provisions in respect of redundancy co

v) any employee bonuses related to the transacticieicgated in this Agreemer

(vi)  any contingent liabilities; an

(vii) any Taxation items in respect of income, gainsrofis.

The Vendor shall submit its objections to theftdorking Capital Statement and the draft NebD@&tatement, if any, to the Purchaser in writing,
setting forth a reasonable level of detail, witBth(thirty) Business Days of receipt of same punst@ Clause 7.1, failing which the draft Working
Capital Statement and the draft Net Debt Statersieait be deemed to be final and agreed by allgmtt this Agreemen

In the event that the Vendor submits writtejections in accordance with Clause 7.3, the Verahor the Purchaser shall endeavour to approve in
writing the Working Capital Statement and the NebDStatement and any such approval shall corestitutagreement between all the parties’ to
this Agreement on the Working Capital Statementthied\Net Debt Statement and the elements the

If within 30 (thirty) Business Days of the subgion to the Vendor of the Working Capital Statetrend the Net Debt Statement in accordance
with Clause 7.1, the same shall not have been apgrahe matter shall be referred to such firmegfistered accountants as the Vendor and the
Purchaser may agree in writing, or failing sucheagnent within 10 (ten) Business Days following éxpiry of the 30 (thirty) Business Days

period mentioned in the first line of this ClausB, Appointed upon the Purchaser’s or the Venderjsest, on that basis by the chairperson for the
time being of thNederlands Instituut voor Register AccountgidB/RA) for final determination. The independentaantant shall act on the
following basis:

(a) the independent accountant shall determindidpte by means of final determinatiobiifdend advie$ and both the Vendor and the
Purchaser shall adhere to that determina

(b) theitem or items in dispute shall be notiftedhe independent accountant in writing by the déerand/or the Purchaser within 10 (ten)
Business Days of the independent accou’s appointment

(c) the independent accountant’s term of refereshed! be to determine the item or items in disgauté therefore the determination of the
Working Capital Statement and the Net Debt Stat¢med the elements there
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7.6

7.7

7.8

7.9

(d) the independent accountant shall decide theepiure to be followed in the determination, butlshilow the parties to make written
representations

(e) the Vendor and the Purchaser shall each prdait shall procure that their respective accoustand the Purchaser shall procure that the
Group Companies provide) the independent accouptantptly with all information which the independerctcountant reasonably requires
and the independent accountant shall be entittethé extent he considers it appropriate) to b&seinion on such information and on the
accounting and other records of the Company;

(f)  the costs of the determination, including faesl expenses of the independent accountant shiatirbe as determined by the independent
accountant

In order to enable the review and determinadiothe draft Working Capital Statement and dradt Bebt Statement, the Purchaser shall procure
the keeping up-to-date and, subject to reasonaftieen making available and allowing access toMbador’s representatives and advisors to all
premises, papers, books, accounts, records antsearlating to the Purchaser and the Group Comepahiring normal office hours and co-
operate with them with regard to the preparatioth agreement of the draft Working Capital Statenaert draft Net Debt Statement. The
Purchaser agrees, in so far as it is reasonaldle $o, to make available the services of the enggleyf the Group Companies, including in
particular Messrs. Jan Blokzijl, Piet den Ouden WfilRovers, to assist the Vendor in the perforneatthe Vendor’s duties under this
Agreement

In respect of the Group Compani

(a) if their Working Capital is less than the B&8erking Capital, the Vendor shall, within 5 (fivBusiness Days of the Approval Date by way
of post closing adjustment of the Consideratiopageto the Purchaser an amount equal to the defitMorking Capital below the Base
Working Capital; ol

(b) if their Working Capital exceeds its Base Workingp@al, the Purchaser shall, within 5 (five) Busia®ays of the Approval Date by way
post closing adjustment of the Consideration, patyé Vendor an additional amount equal to the &xo# Working Capital over the Base
Working Capital.

In respect of the Group Compani

(a) if the amount of the Net Debt shown in the Nebt Statement exceeds the amount of € 0 (zersguhe Purchaser shall, within 5 (five)
Business Days of the Approval Date by way postietpadjustment of the Consideration, pay to thedéeran additional amount equal to
the Net Debt amount; (

(b) if the amount of the Net Debt shown in the Rebt Statement is less than the amount of € O @@eras), the Vendor shall, within 5 (five)
Business Days of the Approval Date by way postietpadjustment of the Consideration, pay to thecRaser an amount equal to the Net
Debt amount

Any payment obligation under this Clause 7Ishalthe extent possible, be discharged by wasebfoff (verrekening against other payment
obligations referred to in this Clause. Payments aluder this Clause 7 shall be made by way of releict transfer and free of deduction or bank
charges to an account designated by the VendbredPairchaser, as the case may
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7.10 Any payment to be made in accordance withGlasise 7 shall include interest thereof calculdteh the Completion Date to the actual date of

8.2

8.3

8.4

8.5

payment at a rate per annum equal to one month BOR| plus 25 basis points. Such interest shalluectnom day to day and shall be
compounded monthl

POST COMPLETION COVENANTS

As and when requested by the Purchaser or the Vdalitmving Completion, the Vendor or the Purchaserthe case may be, shall take all ac

(or refrain from taking any action) and execut@ucure to be executed all such further documéoms)s, assignments, transfers, assurances and
other things as the Purchaser or the Vendor, asaée may be, may reasonably consider necessappuoopriate to give full effect to the
transactions contemplated in this Agreement. FHerghrpose, the Purchaser shall retain for a pexidd(five) years from the Completion Date, or
such longer period as may be prescribed by appédaty, all books, records and other informatiométher stored electronically or otherwise)
relating to the Group Companies existing on the gletion Date

Subject to any confidentiality undertakings @nthat event subject to similar confidentialitydertakings being given by the receiving party, the
Vendor and the Purchaser shall provide or proauizetprovided to the other party and their adviaérisformation in their possession or under
their control that they shall from time to time seaably require (both before and after Completiomgonnection with the business and affairs of
the Group Companies and will give or procure tgiven to the other party and its advisers suchoresle access (including the right to make
copies) to all documents that contain or relateuth information

The Vendor shall

(&) assume as of the Completion Date any and all gtegarmand other securities of any kind (includingrgatees given to financial institutiol
suppliers or other third parties) that any Groupnpany has executed and/or assumed on behalf trddrenefit of any member of the
Vendor's Group;

(b) procure that the Group Companies be released fumim guarantee or security no later than the Conopl®ate; anc

(c) provide to the Purchaser on the Completion Datitten evidence (satisfactory to the Purchade) the obligations set out sub (a) and
(b) above have been fulfille

The Purchaser undertakes to lend all reasonalitarsse to the Vendor in connection with the penfance of the obligations referred to in Cla
8.3.

The Purchaser sha

(&) assume as of the Completion Date any and all gtegarand other securities of any kind (includingrgatees given to financial institutiol
suppliers or other third parties) that the Vendoammy member of the Vendor’'s Group has executedbamdsumed on behalf or for the
benefit of the Group Companie
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8.6

8.7

8.8

8.9

9.2

(b) procure that the Vendor or any member of thedée’'s Group be released from any and all suchajuee or security no later than the
Completion Date; an

(c) provide to the Vendor on the Completion Datétem evidence (satisfactory to the Vendor) thatabligations set out sub (a) and (b) above
have been fulfilled

The Vendor undertakes to lend all reasonable assistto the Purchaser in connection with the perdoice of the obligations referred to in Cla
8.5.

The Purchaser acknowledges that all insuraolieigs currently maintained by the Group Compaaied listed in Annex 8.&f the Vendor
Warranties shall be terminated and cease to praadder with effect on Completion. The Purchaseflsfefully responsible for maintaining
insurance coverage in respect of the Group Compasiét deems appropriate following Completi

The Vendor undertakes to lend all reasonalslistasce to the Purchaser and the Group Compan@smnection with Tax matters relating to the
Group Companies for the period preceding Complefan this purpose, the Vendor shall retain foeeqa of 5 (five) years from the Completion
Date all books, records and other information (Whestored electronically or otherwise) relating ex matters relating to the Group Companies
in the period preceding Completion to the exteohduooks, records and information remain with tlemdor following Completior

The Vendor and the Purchaser shall lend to etiwdT all reasonable assistance as may be regusstee Purchaser or the Vendor, as the case
may be, for the purpose of ensuring that the rageparty can promptly comply with its financiaporting and tax compliance obligations
following Completion.

VENDOR WARRANTIES

The Vendor represents and warramgaréndeert en staat er voor )rto the Purchaser that each of the Vendor Waearisi true and accurate and
not misleading, as at the date of this Agreemedtveiti be true and accurate and not misleadindq@tGompletion Date. For the purpose of the
automatic repetition of the Vendor Warranties athefCompletion Date, each reference in the Veldaranties to the tlate hereof’ or “ the
date of this Agreemeritis to be construed to include a reference to thmiletion Date

The Purchas’s ability to rely on the Vendor Warranties shalllibgted by:
(@) matters explicitly and specifically disclosed i ttiendor Warranties, the Disclosure Letter or thpementary Disclosure Letter (if an

(b) allinformation and matters disclosed in theeMiligence Information and in the written answgigen to questions raised by the Purchaser
during its due diligence review, to the extent sidbrmation and matters are of a nature thatritreasonably be expected that they are
discovered or assessed in a review of the typeseople carried out by the Purchaser and its adyi
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9.3

9.4

9.5

9.6

9.7

10.

(c) allinformation provided during the managemieterviews with senior managers of the various @r@ompanies, as explicitly laid down in
reports made of these interviews and site visiised out in the Due Diligence Information; ¢

(d) all matters which could have been reasonaldgaiiered prior to the date of this Agreement frecords which are available at the Trade
Register of the Chamber of Commerddandelsregister van de Kamer van Koophandel en ieébn), the land registry Kadaster),
Benelux Trademark RegisteBénelux Merkenbureduor any equivalent registers in the countries whhe Group Companies are active as
at the date of this Agreeme!

The Purchaser acknowledges and confirms thassitcarefully reviewed the Due Diligence Inforraatand has duly inquired to the extent it had
guestions or comments in regard thereto. As pedaite hereof, the Purchaser is not aware of anyldeWarranty being untrue, inaccurate or
misleading. If at Completion the Purchaser has g&nchwledge it shall inform the Vendor at Completi

The representations and warranties set obeiivendor Warranties are the only and exclusivesssmtations and warranties given by the Vendor
to the Purchaser in connection with the Group Cangsa their business and affairs and they areeindif and supersede any other representations
or warranties given, whether in writing or verbakpress or implied, if an’

The parties agree that the Vendor’s duty toloée to the Purchaser all facts, circumstanceeeelopments that are or may be material to the
Purchaser will be limited to the disclosures thatrmade under the Vendor Warrant

Each of the Vendor Warranties shall be condtagea separate representation and/or warrantgteaidnot be limited by the terms of any of the
other Vendor Warranties, either expressly or by meez reference

Where any Vendor Warranty refers to the Verslbest knowledge, such reference shall be deemiedltmle the knowledge of, and information
available to the Vendor after having made reasenabtjuiries with the employees of the Group Comgzanihose names are set oubtchedule
9.7relating to the relevant matters but only to theerksuch matters fall within their job descriptiamd expertise

BREACH OF VENDOR WARRANTIES

10.1 If there is a breach of a Vendor Warranty, the \@grghall:

(&) indemnify and hold harmless the Purchasert(treaPurchaser’s option the relevant Group Companyn and against any and all Losses,
suffered by the Purchaser, directly resulting frsunch breach of the Vendor Warranty; ¢

(b) atthe request of the Purchaser, shall takle steps that are required for the Purchaser tadaggbt in the position (financial or otherwise) it
would have been in if such breach of the Vendorrérdy would not have occurred, it being understihad where such steps require acts or
omissions that are not under the Ver's control, its obligations to remedy the matted i limited to a financial compensatic
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10.2 If the Purchaser becomes aware of any fadtemavent or circumstance that in the reasonajiieion of the Purchaser is likely to result in the

10.3

10.4

10.5

Vendor's liability under the Vendor Warranties, the Pussghrashall.

(&) within 45 (forty five) Business Days after becomangare of such fact, matter, event or circumstaive written notice containing summi
details thereof to the Vendc

(b) thereafter, as soon as possible pass on to theovamg further particulars the Purchaser receimemnnection with such claim including
nature and amount of the claim and such other Speeis reasonably requested by the Vendor to eriaital investigate the claim and form
an opinion as to whether the claim is justifi

(c) take such action as the Vendor may reasonably sétm@void, dispute or mitigate the clai

(d) take all such action as may in the reasongbil@an of the Purchaser be required to avoid omdis an adverse effect on the financial
position of the business of the Purchaser or tlevaat Group Company, such action to be in consaitavith the Vendor and taking the
Vendor's and the Compal's interests into account; a

(e) where atime limit applies to a claim givingeito a liability or a potential liability underefvendor Warranties, the Purchaser shall use its
best endeavours to ensure that such time limit {fwétefor appeal or otherwise) is timeously compligth (unless otherwise instructed by
the Vendor)

Neither the Purchaser nor any of the Group Compgsastiall settle or compromise any potential clairthauit the prior consent of the Vendor (s

consent not to be unreasonably withheld), provitledl such consent shall no longer be requiredni&étiusly requested by the Purchaser and no
reaction has been received within 20 (twenty) BessnDays after despatch to the Vendor of a noti@ndyy the Purchaser pursuant to Clause

10.2.

The Vendor shall be entitled, if it so elestthin 20 (twenty) Business Days after despatch obtice given by the Purchaser pursuant to Clause
10.2 (a), to take control of the defence, settlemeggotiation or other resolution of any claimotiner event giving rise to any liability for
indemnification hereunder and to employ and engagasel of its own choice to defend such matteitsatost, risk and expense, and the
Purchaser and the relevant Group Company shalpeoate in all necessary respects with the Vendsualm matter, provided that the Purchaser
and the relevant Group Company shall on timelysdesieive full information of any action to be taksy the Vendor. If the Vendor does not
timeously notify the Purchaser in writing that é&shelected to assume the defence of a matterutichdser shall be entitled to take control of that
matter at the Vend’s cost and expense but always in close consultatittnthe Vendor

The parties shall co-operate with each othéealing with any third party claim made against af the Group Companies pursuant to this
Agreement and will allow each other access toeddiwvant books and records during normal businessshend at the place where the same are
normally kept, with full right to make copies thefer take extracts therefrom. Such books and dcshall be subject to a duty of confidentia
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except for disclosure necessary for resolving shith party claim or otherwise required by appliealaw or stock exchange regulatio

10.6 Where the Vendor is liable in respect of daynt under or in relation to this Agreement and esmgayment thereof to the Purchaser and the
Purchaser has a right of reimbursement (in whole part) against any person, the Purchaser sksilja to the Vendor the benefit of such righ
no further consideration or procure that the reté@oup Company shall assign to the Vendor theetiieof such right. Where a third party’s
consent to such assignment is required, the Pueckhsll use its best endeavours to obta

11. LIMITATION OF LIABILITY

11.1 The Vendor shall not be liable for any claims unalein relation to this Agreement if and to theemttthat such claim is attributable

@)
(b)

©

any act, omission, transaction, or arrangementethaut at the express request of the Purchaserédb€ompletion or in respect of which 1
Purchaser has given its prior written cons

any act, omission, transaction, or arrangeroarnied out by the Purchaser or by a Group Comjanigs management) after the Completion
Date and outside the ordinary course of businelsravsuch party was aware or ought to have beeredtat it would give rise to, or
significantly increase the amount of, a cla

a change in law effective after Completion, inchglany changes in the applicable tax re

11.2 The Vendo's liability under or in relation to this Agreemesttall be limited as follows

@

(b)

©

the Vendor shall not be liable in respect of snividual claim (or a series of claims arisingrh substantially identical facts or
circumstances) where the liability agreed or deteechin respect of any such claim (or series ahtsd does not exceed € 30,000 (thirty
thousand euros), provided, however, that if thisghold is exceeded, the Vendor shall be liablejestito Clause 11.2(b), for the full
amount (i.e including the portion belc€ 30,000)

the Vendor shall not be liable in respect of alaim unless the aggregate amount for all cldwnsvhich the Vendor would otherwise be
liable exceeds € 300,000 (three hundred thousara$ewrovided, however, that if this thresholéxseeded the Vendor shall be liable for
the full amount (i.e. including the portion bel€ 300,000);

except for claims involving or relating to tlendor Warranties concerning Section 2 (SharesGnodp Company shares) of the Vendor
Warranties, no clainr

0] for a breach of any Vendor Warranty (save thosstioned in Clause 11.2(c)(ii)) can be made wn$esh claim has been notified in
writing to the Vendor within 18 (eighteen) montliteaCompletion;
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11.3
11.4

11.5

11.6

11.7
11.8

(ii) for a breach of any Vendor Warranty set ouSiection 5 (Taxation) of the Vendor Warranties bammade unless such claim has
been notified in writing to the Vendor within thatutory limitation period for such liability or #iin 6 (six) months after such
statutory limitation period has lapse

(d) the Vendor's maximum aggregate liability undein relation to this Agreement shall not excee®f00,000 (twelve million euros), exct
for claims involving or relating to the VendoM/arranties concerning title to the Shares in witiabe there shall be no maximum limit to
Vendor's liability.

The provisions set out above shall apply instea8agftion 7:23(2) of the Dutch Civil Coc
The Vendor shall not be liable in respect of ammlto the extent that the Losses in respect o€lwkuch claim is mad

(&) are covered by a policy of insurance in foned anly to the extent that such Losses are actuedlgived or certain to be received by the
Purchaser or the respective Group Comp.

(b) would have been covered if a policy of insuranctiee immediately prior to Completion had beenmtained beyond Completion and o
to the extent that such Losses or part thereof dvaalually have been receive

The Vendor shall not be liable in respect of angdeas suffered by the Purchaser or any of the GBauppanies to the extent of any correspon:
savings by or quantifiable net financial benefithe Purchaser or any Group Company arising froch sosses or the facts giving rise to such
Losses (for example, without limitation, where #mount (if any) by which any Taxation for which tRerchaser or any Group Company would
otherwise have been accountable or liable to besass is actually reduced or extinguished as & i@&she matter giving rise to such liability

The Vendor shall not be liable in respectrof bosses suffered by the Purchaser or any of teeisCompanies to the extent that and up to the
amount for which an allowance, provision or resdorethe liability or matter giving rise to the Lsss has been made in the Accounts or the
Working Capital Statement. If and to the extent tha amount of any allowance, provision or reséineluding any allowance, provision or
reserve taken into account in calculating the valugn asset) made in the Accounts or the Workiagit@l Statement or otherwise taken into
account or reflected therein (and not released ppi€ompletion) is in excess of the amount acyuaticrued or paid in respect of the matter for
which such allowance, provision or reserve was nuade established to have been excessive, the mtnodsuch excess shall be credited against
and applied in relieving the Vendor from any lidhiit would otherwise incur in respect of any amiprovided that any such individual excess
which is less tha€ 50,000 (fifty thousand euros) shall not be so ¢esd

The Vendor shall have no liability in respect ofafaim which is based upon a liability which isntimgent only.

The Purchaser shall procure that all necessapg are taken and all necessary assistanoeis @i avoid or mitigate any Losses which in the
absence of mitigation might give rise to a liailih respect of any claim under this Agreem:
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11.9 If, before the Vendor pays an amount in disgdaf any claim under this Agreement, the Purahasany Group Company recovers or is entitled
to recover (whether by payment, discount, credltef, insurance or otherwise) from a third partyuen which indemnifies or compensates the
Purchaser or the Group Company (in whole or in)pantespect of the loss or liability which is thebject matter of the claim, the Purchaser shall
procure that, before steps are taken to enford¢airm against the Vendor following notification umd&ause 10.2 of this Agreement, all reason:
steps are taken to enforce recovery against the: plairty and any actual recovery (less any reaseraists incurred in obtaining such recovery)
shall reduce or satisfy, as the case may be, dach t the extent of such recove

11.10In no event shall the Vendor be liable more thacedior the same Losse

12. SPECIFIC INDEMNITIES

12.1 The Vendor shall indemnify and hold harmlé&sRurchaser or, at the Purchasetection, the Group Companies, for any Lossds®d by then
as a result ol

(a) the preference shares in the capital of the g2y, redeemed at 8 December 1998, not beingpally up at the time of their issuance to
their holders

(b) any and all amounts becoming due and payabteéyespective bank under the bank guarantees lisSchedule 12... The Purchaser
shall ensure that any notification or communicatieceived from the respective bank or any mattezymstance or fact of which the
Purchaser or a Group Company becomes aware retatihg status or the revocation of the bank guagaar the bank’s obligation to pay
under it, shall be forwarded, submitted or commatad in full to the Vendor immediately upon recefpmreof by the Purchaser or the
management or treasury department of the Desse@aup gf companies (currently located at Waalwifk)s allowing the Vendor to fully
exercise its rights under the provisions of Clal@eThe Purchaser shall use its best efforts tarerthat all the Group Companies are aware
of this obligation and that they inform either fh@rchaser or the management or treasury departshéreé Desseaux group of Companies
immediately upon gaining knowledge of any mattecumstances or facts referred to herein. Parttka@vledge and agree that the Vendor
shall not be liable vis-ais the Purchaser or the Group Companies undespigsific indemnity if it is able to reasonably demstrate that tt
Purchaser has not complied with its obligationsberder to timely inform the Vendc

(c) VAT being due and payable by any of the Gro@mPanies incorporated in and trading from the Néghels on the Ex-Works supplies of
goods to a destination outside the Netherlande/foch erroneously a zero rate VAT has been apfliethe Group Company concernt

(d) the tax authorities determining that the loaainged by the Vendor to the Company in the amofifiti6,000,000 (sixteen million euros) and
converted into capital on 9 December 2005 qualifiecquity prior to 9 December 20!

12.2 For the avoidance of doubt, the Vendor’s @tians under Clause 12.1 shall not be limited @lifjad in any respect by the provisions of Clause
11.2, the Disclosure Lette

-27-



13.
13.1

13.2

13.3

14,
14.1

14.2

the Due Diligence Information or the Supplemenfisclosure Letter, it being clearly understood tiv@ remaining provisions of Clause 11 and
Clauses 10.2, 10.3, 10.4, 10.5 and 10.6 shall dpplgnnection with the Vend's obligations under Clause 12

PURCHASER WARRANTIES

The Purchaser represents and warragasandeert en staat er voor )rto the Vendor that each of the Purchaser Waeaiisi true and accurate in
all material respects and not misleading in anyenigtrespect, as at the date of this Agreementadlhde true and accurate in all material resp
and not misleading in any material respect at the@letion Date. For the purpose of the automatietigon of the Purchaser Warranties as of the
Completion Date, each reference in the PurchaseraMies to the tlate hereof’ or “ the date of this Agreemeritis to be construed to include a
reference to the Completion Da

The Vendor hereby confirms that as per the Hateof, it is not aware of any Purchaser Warrbatgg untrue, inaccurate or misleading in a
material respect. If at Completion the Vendor hashsknowledge it shall inform the Purchas

If there is a breach of a Purchaser Warranty, tiretaser shal

(&) indemnify and hold harmless the Vendor from agdinst any and all Losses, with exception oflasy of profits or consequential, indirect
and/or punitive damages, suffered by the Vendoectly resulting from such breach of the Purch&8arranty; anc

(b) atthe request of the Vendor, shall take stiepssthat are required for the Vendor to be broumgtite position (financial or otherwise) they it
would been in if such breach of the Vendor Warrambyild not have occurred, it being understood Wizdre such steps require acts or
omissions that are not under the Purct’s control, their obligations to remedy the mattdr e limited to a financial compensatic

PARENT GUARANTEES

NPM guarantees to the Vendor the full, due and fuat@erformance by the Purchaser of all its obiéyes under or pursuant to this Agreemen
to and including Completion. If the Purchaser failshe full, due and punctual performance and nizsece of any of its obligations hereunder up
to and including Completion, then NPM shall be légalis-a-vis the Vendor for such obligations of fherchaser as if it were a primary obligator
and not a surety. The obligations of NPM under @lmuse 14 shall be continuing obligations andlsialbe impaired or affected by any change
in the constitution or control of, or the insolvgraf, or any liquidation or winding up relating ttee Purchase

AWI guarantees to the Purchaser the full,ahgpunctual performance by the Vendor of all iigations under or pursuant to this Agreement. If
the Vendor fails in the full, due and punctual perfance and observance of any of its obligatiomsureler, then AWI shall be liable vis-a-vis the
Purchaser for such obligations of the Vendor @safre a primary obligator and not a surety. Thégations of AWI under this Clause :
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15.
15.1

15.2

15.3

16.
16.1

shall be continuing obligations and shall not bpaired or affected by any change in the constitutiocontrol of, or the insolvency of, or any
liquidation or winding up relating to the Vend:

CONFIDENTIALITY

Subject to Clause 15.3, each of the partiakb shat as strictly confidential all informatioaceived or obtained as a result of entering imto o
performing this Agreement which relates to the riegions relating to this Agreement, the business affairs of the other party, any document
referred to in this Agreement or the provisionsaiject matter of this Agreeme

Subject to Clause 15.3, each of the partiakb shsure that their shareholders, managing dire@nd officers shall, before and after Completion
not make use of or disclose to any person anyepirtformation referred to in Clause 1&

The parties may disclose information to a thirdyarhich would otherwise be confidential if andth® extent

(&) required by the law of any relevant jurisdintior for the purpose of any legal proceedingsooly after consultation with the other parties
about the timing and content of such disclosure

(b) required by any recognized securities exchamd®y any regulatory or governmental body, but aflgr consultation with the other parties
about the timing and content of such disclosure

(c) such information is disclosed on a strictly fidential basis to that third party’s professioadvisers, auditors or bankers for the purpose of
advising that third party in connection with thgr@ement provided that such disclosure shall beersatiject to the terms set out in Clause
15.2; or

(d) the information has come into the public domaireottise than through that third party;
(e) prior written consent to the disclosure has begargby all other patrties; «
(f)  required to enable a party to enforce its righteeanedies under this Agreeme

RESTRICTIVE COVENANTS

The Vendor hereby undertakes towards the Baectthat it will not itself or allow any of theropanies of its group without the prior written
consent of the Purchas:

(@) for a period of 2 (two) years from the CompulatDate in any capacity or in any way whatsoeveh@Netherlands and Belgium, either
directly or indirectly be engaged in or concernéthyor approach any person with a view to beingagred in or concerned with, the
development, production, marketing, sale, instalfatinspection and maintenance of woven, non-wdfiere bonded) and tufted textile
floor coverings for residential and commercial asd for indoor and outdoor sport applications, pthan at any time owning in the
aggregate for investme
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16.2

16.3

purposes only, 5% (five percent) or less of ang<laf securities of any entity traded on any nafieecurities exchange which is engage
concerned in the activities set out hert

(b) for a period of 2 (two) years from the CompmetDate, subject to Clause 5.5 and the relevargt&elAgreements, persuade or cause, or
attempt to persuade any Employee (earning a safanore than € 50,000 (fifty thousand euros)) or distributor or commercial agent of
any of the Group Companies to terminate his ratatiip with any of the Group Companies, or emplogrgage any such person within 1
(one) year of the effective termination of his telaship with any of the Group Companies, unleshqerson has been made redundant by
the respective Group Company in which case theatenméy employ or engage such person immediately tgronination of his relationsh
with the Group Company concerng

(c) for a period of 2 (two) years from the CompmetDate persuade or cause or attempt to persugdsiatomer, supplier of or person
otherwise doing business with any of the Group Camigs to terminate his relationship with any of @reup Companie:

(d) use the name “Desseaux” or “Desso” or any ahbatien thereof or any combination including suame, or the logo of any of the Group
Companies

In the event that the Vendor breaches itgjatiins under this Clause 16 it shall, upon rea#ipt written notice from the Purchaser notifyihofi
such breach, become liable to the Purchaser atid¥@droup Companies for an immediately due andlgay@enalty of € 100,000 (one hundred
thousand euros) for each such breach and for adiefpenalty payment of € 10,000 (ten thousandguoy each day such breach continues,
without the Purchaser or the Group Companies hawimpgove any loss or damage, and without prejuttidae right of the Purchaser and the
Group Companies to claim damages in addition ifeteee grounds for so doir

The Vendos obligations under or pursuant to Clause 16.1 e and become ineffective upon the occurreheechange of Control over A\
as a result of an acquisition of shares in thetabpf AWI by a third party

TRANSFER OF RIGHTS AND OBLIGATIONS
No party may:

(@) assign, transfer or encumber any of its rights undénterest in, this Agreement or any of the RelaAgreements
(b) sut-contract any or all of their respective obligatiamsler this Agreement or the Related Agreeme
except in accordance with a prior waiver given ey dther parties.
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19.
19.1

19.2

20.
20.1
20.2

COSTS

Each party shall bear its own costs, charges apdreses in relation to the negotiation, preparagaecution and implementation of this
Agreement and the transactions contemplated theietging understood that the Purchaser shaltipayotary’s fees in connection with the
preparation and execution of the notarial deedasfdfer giving effect to the transfer of the Shares

ANNOUNCEMENTS

Subject to Clause 19.2, no party shall makssuare at any time (whether before or after Congnig¢tany announcement, circular or other publicity
relating to any matter referred to in this Agreemeithout the other parti’ prior written approval of the form and content o€k announcemer

Clause 19.1 shall not apply to any announcemaenijlerr or other publicity

(&) required by the law of any relevant jurisdintior by the rules or regulations of any recognigecurities exchange or of any regulatory or
governmental body. In such an event, the party nga&r sending the announcement, circular or othbligty shall, as far as practicable,
consult with the other parties as to the form amutent of such announcement;

(b) which is made or sent by or on behalf of thenpany after Completion advising the press, custepseppliers or agents of the Company of
the transfer of the Share

NO VARIATION
No variation to this Agreement shall be of any efffenless it is agreed in writing and signed bypwbehalf of each part

Each of the provisions of this Agreement isesable. If any such provision is or becomes illegevalid or unenforceable (whether in whole or in
part) in any respect under the law of any jurisdict

(@) that shall not affect or impair the legality, vétydor enforceability in that jurisdiction of theter provisions of this Agreement (if these o
provisions are not inextricably related to theghé invalid or unenforceable provision), or ofttba any provisions of this Agreement in any
other jurisdiction; ant

(b) the parties will use reasonable endeavourggmiiate in good faith with a view to replacingvith one or more provisions which are not
illegal, invalid or unenforceable and which diffesm the replaced provision as little as possialeays taking into account the substance
and purpose of this Agreeme

ENTIRE AGREEMENT

This Agreement (together with all documents reféiein it or executed at Completion) constitutes whole and only agreement and
understanding between the parties in relationstsubject matter. All previous understandingsefstbf intent, agreements,
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22.
221
22.2

23.
23.1

undertakings, representations, warranties and geraents of any nature whatsoever between the partimember of the Vendor's Group and the
Purchaser’s Group respectively with any bearinghensubject matter of this Agreement are supersadddxtinguished (and all rights and
liabilities arising by reason of them, whether aect or not at the date of this Agreement, are dw)eo the extent that they have such a bearing,
it being understood that the letter agreement oA28ust 2006, executed by Armstrong World Industhlding GmbH and the Purchaser dea
with the reimbursement of costs in the event thatitansactions contemplated herein do not comhsdl remain in force until Completion and
shall lapse or extinguish upon Completion. Forateidance of doubt, the letter agreement of 23 Aug006 shall not apply if parties do not
proceed to Completion due condition precedentseinoClause 4.1 not being timely fulfilled or wei, as the case may be, in accordance wil
provisions of Clause 4.

NO IMPLIED WAIVER; NO FORFEIT OF RIGHTS
Any waiver under this Agreement must be given bijaeato that effect

Where a party does not exercise any right uthike Agreement (which shall include the grantiyga party to any other party of an extension of
time in which to perform its obligations under gmpvision hereof), this shall not be deemed to titurie a forfeit of any such rights
( rechtsverwerkin)

NOTICES

Any communication to be given in connection witk thatters contemplated by this Agreement shallpxwebere expressly provided otherwise
in writing and in the English language and shdhei be delivered by hand or sent by first clagsgaid post or facsimile transmission, addressed
as follows, unless and until any party notifies ¢iieer party in accordance with this Clause 23 dfiange of addres

(@) ifto the Purchase
Flagstone Beheer B.V
Attn. Mr. L. Mes
Breitnerstraat :
1077 BL Amsterdan
The Netherland
Fax: +31 20671 08 &

with a copy to:

Nauta Dutilh

Attn. Mr. J.H.J. Prelle
Weena 75(

3014 DA Rotterdan
The Netherland

Fax: +31 10224 00 5

(b) ifto NPM:
NPM Capital N.V.
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Attn. Mr. L. Mes
Breitnerstraat :

1077 BL Amsterdan
The Netherland

Fax: +31 20671 08 &

(c) iftothe Vendol
Armstrong DLW AG
Attn. Mr. D. Randictk
Stuttgarterstrasse |
D-74321 Bietigheir-Bissingen
Germany
Fax: +49 714 271 27

with a copy to:

CMS Derks Star Busmann
Attn. Mr. R. Tarlavski
Mondriaan Towe
Amstelplein A

1096 BC Amsterdar

The Netherland

Fax: +31 20 301 63 3

(d)y ifto AWI
Armstrong World Industries, Inc.
Attn. Mr. W. Gangl
2500 Columbia Avenu
Lancaster, Pennsylvania 17€
United States of Americ
Fax: +1 717 396 612

Delivery by courier shall be regarded as deliverhband.
23.2 A communication shall be deemed to have been se
(a) if delivered by hand at the time of delive
(b) if sent by first class p-paid post at the expiration of two clear days aftertime of posting; an
(c) if sent by facsimile at the time of completion drismission by the sender evidenced by a positvesiission repor

23.3 In proving service of the communication, ialslve sufficient to show that delivery by hand waade or that the envelope containing the
communication was properly addressed and postadiest class pre-paid letter or that the facsimikes despatched and a confirmatory
transmission report receive

23.4 A party may notify the other parties of a ajeto its name, relevant person, address or falesiramber for the purposes of Clause 23.2 provided
that such notification shall only be effective tie date specified in the notification as the datevbich the change is to take pla

-33-



23.5 The provisions of this Clause 23 shall not applyeiation to the service of documents for the paepof litigation.

24. NO RESCISSION

Subject to the conditions precedent set out in §6alibeing fulfilled or waived in accordance witle relevant provisions of Clause 4, the parties
waive their rights under Sections 2:265 througt¥2:a@f the Dutch Civil Code to rescinaiitbinden) this Agreement, to demand in legal
proceedings the rescissioorftbinding) of this Agreement or to nullify {ernietigen) it following Completion.

25. GOVERNING LAW AND JURISDICTION

25.1 This Agreement shall be governed by and ceedtin accordance with Dutch law, without regardng conflict of law rules under Dutch private
international law

25.2 Any and all disputes between the partiesrayisut of or in connection with this Agreement amdiny agreement, arrangement or undertaking
arising out of this Agreement shall be referrethi competent court in Amsterdam, the Netherlasulsject to appeal and appeal in second
instance

THUS AGREED AND EXECUTED in four copies in Amsterdan 27 March 2007.

/s/ S.G.H. Kranendijk /sl J.W. Baud

Flagstone Beheer B.\ NPM Capital N.V.

By: S.G.H. Kranendijt By: J.W. Bauc

Its: Managing Directo Its: Managing Directo

/s/ D.M. Randich /s F. Nicholas Grasberger lll
Armstrong DLW AG Armstrong World Industries, Ini
By: D.M. Randich By: F. Nicholas Grasberg:

Its: Managing Directo Its: Chief Financial Office
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1.2

13

14

SCHEDULE 1.1(f)
PURCHASER WARRANTIES

Organisation

The Purchaser is duly incorporated and exisigg private company with limited liabilitypésloten vennootschap met beperkte
aansprakelijkheic) under the laws of the Netherlands and has thesptawown its property and to carry on its busiresgresently conducte

Neither the execution of this Agreement or any agrent in connection herewith by the Purchasertimconsummation by the Purchaser of
transactions contemplated herein or therein witistitute a violation of, conflict with, or constituor create a default under any agreement or
arrangement binding upon the Purchaser or restitigitreation of any Encumbran

No statutory or regulatory rule or order of a caures governmental body and no agreement betweeRulchaser and any such governme

body is in effect that restrains or prohibits tlxe@ution of this Agreement or the consummatiorheftransactions contemplated in this Agreen
nor is there to Purchaser’s best knowledge anyipgnthreatened or any basis for any action, pud¢ceeding or investigation by any person,
entity or governmental body which questions or rjgbpardise the validity of this Agreement or ¢biages any of the transactions contemplated
hereby.

No consent, approval, or authorisation of or regigin, designation, declaration or filing with aggvernmental authority on the part of-
Purchaser is required in connection with the puseta the Business pursuant to or contemplatelisnftgreement or the consummation of any
other transaction contemplated hereby except asusét this Agreemen

No brokers' fee

No finder's fee or brokerage commission to any elis payable by the Vendor or by any member oMbedor’'s Group as a result of any action
by the Purchaser or any action known to the Pusghas any other person, in connection with thegeations contemplated by this Agreement.
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1.2

13

14
15

1.6

1.7

1.8

1.9

SCHEDULE 1.1(g)
VENDOR WARRANTIES

The Group Companies

Each Group Company is a body corporate duly inaaed and existing (where such concept is meaninigfigood standing under the laws of
country in which it is incorporated and has theuisite power and authority to own its property amaarry on its business at present conducted in
each jurisdiction in which it conducts its busine

No proposal has been made by the relevant corpbeahg authorised to make such a proposal or résaladopted for the dissolution
liquidation of any Group Company, statutory merggiridische fusi€) or division (splitsing), or an equivalent arrangement under the lawspf a
applicable jurisdiction other than the Netherlaridgplving any of the Group Companie

None of the Group Companies has either been (ladst bankrupt failliet verklaard) or (ii) granted a moratorium of paymentsufséance van
betaling) or (iii) made subject to any insolvency procegdimor has (iv), to the best of Vendor’'s knowledgey third party applied for a
declaration of bankruptcy or any such similar agement for any of the Group Companies under the lafvany applicable jurisdictio

The current articles of association of each ofGineup Companies read in conformity with the copiieseof set out iAnnex 1.4.

The Group Companies are registered with thdelReqgister of the Chamber of Commerce and Indostwith an equivalent institution as may be
required under the laws of any applicable jurisditeind evidence thereof (where available in thenfof extracts) is set out in Annex 1.%his
evidence is correct and includes essential paatiswf the relevant Group Compal

The minutes of all meetings of shareholders)agang directors and supervisory directors keptheyGroup Companies fully and correctly reflect
the matters which have been dealt with during timesetings

The Group Companies have no directdrsgtuurderg or proxyholders procuratiehouderg or their equivalents under any applicable jugsdin
other than the Netherlands, other than those nam&dnex 1.5and no Group Company has otherwise granted povwetsaoney to any person
authorising such person to represent it for angigppurpose other than as listecAnnex 1.5.

None of the Group Companies has a registered buaiffick (filiaal ) or is a group companygfoepsmaatschappjjof any other company than of
the Group Companies and none of them is a pamyygartnership agreeme

No Group Company has any activities that do naiteetlirectly or indirectly to the development, protion, marketing, sale, installatic
inspection and maintenance of woven, non-wovenmgfilonded) and tufted textile floor coverings fesidential and commercial use and for
indoor and outdoor sport applicatiol
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2.2

2.3

Shares and Group Company share

Annex 2.Jsets out an accurate description of the capitattire, share ownership, and directors of each i@ampany. No Group Company has
issued and no obligation exists for any Group Camgga issue or transfer to anyone at any time,sliayes, debentures, options, warrants,
subscription rights, founder certificates, profiasing certificates or other securities of any kimdespect of any Group Company. The entities
listed in Annex 2.Js the owner or owners of the shares in a Grouppaagnhave full legal and (where such concept isnimgdul) beneficial title

to all of those shares, free and clear of any Efirance and with full right and capacity to trangfex same. Apart from the obligations resulting
from this Agreement, there are no obligations tp third party (for the avoidance of doubt includimgmbers of the Vend@'Group) with respe:

to any of the Shares or the shares in the cafitaleoGroup Companies pursuant to trust, sharehsilde voting agreements or agreements
restricting the transfer of such shares or the matrof dividends (other than those reflected inafiieles of association of the Group Companies)
or agreements pursuant to which approval therefoequired or otherwis

All shares in each Group Company have beenalutlyorized, validly issued and fully paid up amdabligation exists for anyone to make further
contributions to the equity capital (whether by stription for further shares, by payment of shampum or otherwise) or to provide loan
financing to that Group Company or bonds, debesturetes or other indebtedness entitling the hdlueneof to vote on any matters on which the
holders of shares in the relevant Group Company vogg.

None of the Group Companies has either issued &ofif pharing certificates winstbewijzer) or granted any other rights to third partieshare
in its profits (winstrechter).

Accounts
The Accounts

3.1.1  have been prepared in accordance with ajpbdictatutory requirements and fully comply witle thgreed Accounting Principles and,
without limiting the generality of the foregoingsavide in full for all known commitments and liaiti#s of the Group Companies,
whether actual or contingent, due or to becomeidaecordance with the Agreed Accounting Princip

3.1.2 aretrue and accurate, and in all respects fagpyasent
3.1.2.1 each of thdtems separately specified in the balance sheetpeofit and loss statement there
3.1.2.2 the consolidated financial position of the Groupranies as a whol

3.1.2.3 the results of operations of the Group Camgs on a consolidated basis for the twelve mpatfod ending on the Accounts
Date;

3.1.3  to the extent required by the Agreed AccawgnBrinciples, contain provisions adequate to calldmown commitments and liabilities of
the
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3.2

3.3
3.4

3.5

Group Companies, whether quantified, actual, cgetin or otherwise, as at the Accounts Date;

3.1.4  are not affected by any unusual or non-régugiitems or by any transaction of an unusual ratiher than those reflected in the
Accounts.

No Group Company has issued any guarantees fdrethefit of, or is otherwise generally liable folightions of, other Group Companies or tr
parties other than those reflected or identifiethin Accounts

There are no payables due to any member of thedr's Group other than those set out in the Accot

The Group Companies have fulfilled their ohigas to timely file their annual financial statem® with the Trade Register of the Chamber of
Commerce and Industry or any such equivalent batty whom financial statements should be filed in@dance with the relevant applicable
laws for the financial years 2004 and 20

All of the books of account, ledgers, registezsords, data, systems, controls and other irdtiom of the Group Companies (recorded, stored,
maintained operated or held in whatever form owbwptever means) (and including all means of acieal such information) are owned
exclusively by, and are in the possession of oeuttte direct control of the Group Company concérared the Group Companies’ books of
account have been kept in accordance with all eplplé statutory requiremen

Matters since the Accounts Datt
Since the Accounts Dat
4.1.1 no Group Company, other than in the usual courses dlusiness, ha
4.1.1.1 acquired or disposed of, or agreed to acquirespadie of, any material ass

4.1.1.2 assumed or incurred, or agreed to assuimnewr, any material liability, expenditure or ajdtion, save to the extent that such
material liability, expenditure or obligation wassamed or incurred, or agreed to be assumed aréttin accordance with
the provisions of Clause

4.1.2  no material change has occurred to the G@mrppanies, their operations, assets, conditiomuffiral or otherwise) or prospects taken as

a whole, save to the extent that such materialgdaccurred

4.1.2.1 in accordance with the provisions of Clause 5;

4.1.2.2 as aresult of general economic conditions or@salt of developments occurring on an indi-wide basis
4.1.3 no Group Company has acquired, repaid or redeemagdreed to acquire, repay or redeem any of iteest
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4.2

5.2

5.3

5.4

5.5

5.6

5.7

5.8

All accounts receivable of the Group Compaeidiger as per the Accounts Date or arisen sinae rygresent receivables which Vendor regards as
collectible in the normal course of business, dhextent that any receivable is not regardezblisctible, such amount has been adequately
insured for or an adequate provision has been rnimaithe Accounts

Taxation

All Taxation for which a Group Company at ttegedhereof, or at any time thereafter, may haverbecor may hereafter become liable, whether
for its own account or in its capacity as a witlthiog) agent, to be assessed in respect of any peniditig on or before the date hereof, includin
respect of any fiscal unities, have either beed pafull or adequate provision therefore has beade in the Accounts. To the Vendor’s best
knowledge, with respect to all such Taxation assssid paid prior to the date hereof, no furthgnpents or penalties or interest charges are or
will become due with respect thereto, save to #terg provided for in the Account

To the Vendor’s best knowledge, there are meeagents with or with respect to a Group Comparg fiscal unity affecting any Group Company
for the extension of time for the assessment onyay of any Taxatior

All documents required to be filed by or on &lébf or relating to the Group Companies in resgé@ll Taxation, including consolidated returns
in respect of any fiscal unities, have been timsofiied.

None of the Group Companies or a fiscal unity affecany Group Company is involved in any dispureréspect of which the matters in ques’
have been brought to the attention of the rele@ntip Company in writing but whether or not forrpabceedings have been instituted) with any
Tax authorities or others concerning any mattelyiko affect any liability of a Group Company ofigcal unity affecting any Group Company to
Taxation, and no such dispute has been threatengdting and to the Vendor's best knowledge nddaw circumstances exist that are likely to
give rise to any such dispu

” o« "o

There have been filegal mergers”, “share mergers”, “business mergers”, “internal reorganisationsind other similar transactions involving
any Group Company that have occurred in 2006 ack efthe preceding five (5) calendar years whamdaction of, or exemption from,
Taxation has been claimed or a party has electe&akeadvantage to an exemption from certain Tawaibligations

For Tax purposes, each of the Group Compasiasd has been resident only in the jurisdictiowlich it is incorporated and does not have nor
had a permanent establishment or permanent repagiseror other taxable presence in any jurisdictither than that in which it is resident for
Tax purposes. None of the Group Companies coresitoit has constituted a permanent establishmeésooihas been a permanent representative
of another persor

None of the Group Companies has been a party torangaction or series of transactions which i®ons part of a scheme for the avoidanc
Tax.

The signing an consummation of the Agreement vatlmave any adverse Tax consequences for any @Griiep Companies in the Netherlan
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5.9

6.2
6.3

6.4
6.5

6.6

6.7

6.8
6.9

None of the Group Companies has tainted (sharéfatédbesmet fusie aandelenkapitaal en/of dgidthin the meaning of Section 3a of the Du
Dividend Tax Act 1965

Agreements and Commitments

No Group Company is in default under any matemaltiact to which it is a party and no Group Comphag received any notice (written or ol
of cancellation, termination, rescission, invalidator claim pursuant to any actual or alleged tinear default of such material contre

No Group Company is bound by any unusual or esjiyeciaerous contracts, or contracts not concludedmarr’s length basis

None of the agreements to which the Group Companigbound contain any r-compete or similar limitations or, more generathstrict their
freedom to carry on their businesses in the mapressently conducte:

None of the Group Companies has any obligationgurehtal (other than in connection of Leased Psen)j hire purchase or factoring agreen

None of the Group Companies is a party to any jeémtture agreements, sharehol’ agreements, consortium agreements or agreemanjsirfit
research or developmel

None of the Group Companies is a party to any Ereement (either as a lender or as a borroweftained any credit facility

None of the Group Companies either acts as a stoetgr has issued any guarantee or provided aoyrgy in favour of, any third party or tl
Vendor, or agreed to do any of the foregoing. Nohtae Group Companies has filed any declaratiasymant to section 2:403 of the Dutch Civil
Code or withdrawn any such declaration within tkeigd of 1 (one) year preceding the date hel

There are no written or oral agreements or arraegésrbetween a Group Company and any member &fahdor's Group.

No substantial customer or supplier of any of theup Companies has ceased, or indicated an intetttioease, trading with or supplying or |
reduced, or indicated an intention to reduce, suttistlly its level of trade with or supplies to tBeoup Companies and to the Vendor’s best
knowledge there is no reason to believe that asyocuer or supplier of the Group Companies will tieate or substantially limit its business with
any of the Group Companies as a result of the ¢iaecaf this Agreemen

Assets

All assets exceeding a replacement valu€ 50,000 (fifty thousand euros) per as:
7.1.1 included in the Accounts; (

7.1.2 acquired by any Group Company since the Accounte;@a
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7.2

7.3

8.2

8.3

9.2

7.1.3 included in the asset registers of any G@ompany (other than stock acquired and disposéutbe ordinary course of business) (the
“Assets”),are legally and, where such concept is meaningérgficially owned by the relevant Group Compange from Encumbranc
and, where capable of being possessed, in thegsissef the relevant Group Company, and are igaate condition and have been
properly maintained and are not subject to anyalgéxcept for ordinary wear and te

The Group Companies are entitled to the uricéstk use of all Assets currently used by the Gr@ompanies required to enable the Group
Companies to conduct their businesses as theyuarently conductec

The stocks Yoorraden) including raw material, work in progress, finishgroducts, merchandise, parts, packaging and gionad material, have
been acquired or produced in the ordinary courghebusiness of the Group Companies and are oélityjconsistent with previous practice
while their quantity is adequate for the level &t the businesses have been condu

Insurance

The Group Companies maintain the insuranceipsliisted in Annex 8.1which are all in full force and effect and alepriums due thereunder
have been duly paid, and none of the Group Compasii@ party to any other insurance policies thase listed irtAnnex 8.1.

To the Vendor’s best knowledge the Assets ahsmrable nature are and have been insured in eisi¢wi the full replacement value thereof
against all accident, damage, third party losdioiog product liability) and other risks normallysured against by persons carrying on the same
type of business as that carried on by the rele@aotp Company, and nothing has been done or airittdappened that, individually or in the
aggregate, would make any insurance policy relatrige Group Companies void or voidable. Therenarelaims outstanding under any such
insurance policy. No Group Company has failed t@ @iny notice or to present any claim under any gaticy when due

No notifications have been received by the Groum@anies with regard to the r-renewal of any insurance policy to which a Grouprpany is
a party or continuation or renewal on substanti@és favourable terms and conditio

Intellectual Property Rights

All Intellectual Property Rights are either edrby the Group Company concerned or the subjegtvafid license agreement with a third party
permitting the use thereof by the relevant Groum@anies and all Intellectual Property Rights owhgdhe Group Companies are free of
Encumbrances. Full details of all registered lettlial Property Rights owned by the Group Compaaieset out ilAnnex 9.1.

The Group Companies have all the Intellectuaprty Rights and Know-How necessary for each @i@ampany, and no Intellectual Property
Rights or Knov-How is subject to any license or other rights ef Yfendor.
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9.3

9.4
9.5

9.6

9.7

10.
10.1

Where Intellectual Property Rights have beegnised to Group Companies, the Group Companies twathe Vendors’ best knowledge at all
times complied with all material conditions of teplicable license agreemer

To the Vendc's best knowledge the Intellectual Property Rightsrent being infringec

To the Vendor’s best knowledge, the Group Carigsaare in compliance with all material conditi@fighe applicable license agreements relating
to the Intellectual Property Rights used by theugr@ompanies

To the Vendc's best knowledge the Group Companies do not irdringellectual Property Rights of third parti

The Group Companies have duly paid all redistiaand/or renewal fees in respect of all regesidntellectual Property Rights in which they use
in their respective business

IT Systems
The IT Systems

(&) are, save for software licensed to the Groum@mies and/or third party telecommunication irtfiagure, owned by the Group Companies
and are under their sole control and not shareld eviised by or on behalf of or accessible by ahgrgperson

(b) have adequate capacity to satisfy the reasonabieneocial requirements of the respective businesktse Group Companie
(c) meet the purposes for which they were acquire@bu in an efficient manner without material dowrg on errors; an

(d) have for the Group Companies’ purposes andinvitie limits of commercially reasonable cost adgqusecurity, back-ups, duplication,
hardware and software support and maintenanceidimg emergency cover, provided by suitably traipedsonnel

10.2 All the Computer Software

10.3

(&) performs in accordance with its specificatiod does not contain any material defect of feathieh adversely affects its performance or
the performance of any other software or hardwatie which the same interacts; a

(b) is lawfully held and used and its use, to tlendbr’s best knowledge, does not infringe the dopyror other intellectual property rights of
any person and all copies of it have been lawfulgde.

The specific users of the IT Systems of theugrCompanies are adequately trained to enablgatie to be used and operated at the capacity
required by the respective businesses of the GBmurppanies to meet its operational requireme
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10.4

10.5

11.
11.1

11.2

11.3

11.4

11.5

11.6

11.7
11.8

11.9

All records and data required by the Group gamies and stored in electronic or magnetic meensapable of ready access through the present
IT Systems without recourse to any third pa

Where any Computer Software or Computer Harellwas been developed by persons other than engsl@jehe Group Companies and is used
by the Group Companies in the course of their lssineither as part of their IT Systems or astavaoé product or a part thereof, the Group
Companies have obtained written assignments ofrggiyin such software, or licences to use suchwao®, from such person(s), and no third
parties have notified any claims against the Gil@ampanies in respect of the Group Comp¢' use of such softwar

Premises

The Owned Premises are set forth in Annex dddlare legally and (where such concept is meauinigéneficially owned by the relevant Group
Company. The Owned Premises have not been solgreedto be sold and they are not subject to anghpse options or rights of first refusal
exercisable by third partie

The Leased Premises are set fortAnnex 11.2and are the object of a valid, binding and enfdoteéease agreemel

The occupation and use of each of the Prerhisése Group Companies is in all material respgctscordance with all applicable law and
complies with the agreements entered into withotlveers of the Leased Premis

The Owned Premises are not subject to anyr&liance. No person other than the Group Compaagsa hight to possess, occupy or use them
other than pursuant to a valid lease or subleaseagnt entered into with the Group Companies aar@r’s length basis and on customary ter

No governmental subsidy has been granted with ct$peéhe Owned Premises which is subject to amgitions in respect of the use of st
Premises that have not been fulfilled or waivedh®ygranting body

With respect to the Leased Premis

11.6.1 no person has a right to terminate anyeféhevant lease agreements prior to its schedwdpuly date (other than in the event of breach
of its terms by the lessee); a

11.6.2 there are no restrictions on the possession, otiompar use of, or the development ther¢
The Premises are in an adequate state of mainterauacrepair and fit for the purpose for which they currently usec

The Group Companies have no liabilities retatb, or any interest in, land or other real propether than the Premises, other than the type of
liabilities specifically referred to in paragraph (Environmental and safety matters) bel

Other than the lease agreements referredparagraph 11.2 above, no other agreements pegainithe Leased Premises exist with the lessors of
the Lease!
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Premises and no obligations have been assumec§yrttup Companies towards the lessors with respebe Leased Premises other than those
set out in the lease agreeme

11.10To the Vendor’s best knowledge, the Group Compaaniesn compliance with their obligations under ldmse agreements and there are no rent

12.
12.1

12.2

12.3

12.4

12.5
12.6
12.7

disputes outstanding between the Group Companiktheniessors of the Lease Premises in connectithnthe Leased Premise

Employees

Annex 12.Tontains a complete list of the Employees, inclggiart-time employees and employees receiving sgkior disability benefits,
setting out the name, age, title, remunerationtfing proposed entitlements to bonus, profit sigadr stock or share options) and date of
commencement of employment of each Employee. Sageteaout in Annex 1240 person has a management agreement or an agtdenthe
rendering of serviceseen overeenkomst tot het verrichten van dier) with any Group Compan

The basis of remuneration or other terms gilepment payable to the directors of the Group Canigs or Employees is the same as that at the
Accounts Date and none of the Group Companieseo¥#ndor is under any contractual or other oblayatd increase the rates of remuneratio

or to provide any bonus or incentive or stock aptio other similar payments to, any of its direstor Employees at any future date, except to the
extent that

12.2.1 any increase in remuneration results fraeptiomotion of any individual employee and suchption is in the ordinary course and
consistent with past practices;

12.2.2 any Collective Agreement requires an in@éadase salary and such increase is not higherttie average rate of wage increases in the
relevant industry in the relevant jurisdiction fbe year concerne

The employment agreements with or terms ofl@ynpent applicable to any of the Employees do waitain any provision that is unusual for a
relationship of the kind concerned or, in the aafsthe twenty-five (25) highest paid (taking intocaunt all remuneration benefits) Employees
provide for a notice period for termination mat#yign excess of the statutory minimum or for othermination arrangements exceeding minin
statutory requirement

The Vendor and Group Companies is in relatosach Employee in compliance with (a) all matesidigations imposed on it by law; and (b) all
material obligations pursuant to all applicablel€ctive Agreements, if an'

None of the Group Companies nor the Vendor is pargny Collective Agreemer
There are no agreements with any works councitleeraepresentative body of employe

There are no loans or guarantees made by a Gromp&uy to or for the benefit of any of the Employeeany person connected with them wt
the outstanding principal amount exce€ 5,000 (five thousand euros
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12.8 No Group Company nor the Vendor is involved in dispute (in respect of which the matters in quaeshiave been brought to the attention of
relevant Group Company in writing but whether ot faomal proceedings have been instituted) witredé union, works council, staff association
or other body representing its employees and nb disputes have been threatened in writ

12.9 None of the Group Companies have, within the peoiotivo years prior to the date of this Agreemémitiated or completed the implementatior
any collective dismissals or implemented or enténéala social plan and none of the Group Compamée® been a party to a transaction
involving the transfer of assets as a result whezaployees have transferred to Group Companiespbyation of law or could claim such
transfer.

12.10There are no disputes pending (in respect of wiiielmatters in question have been brought to teatidn of the relevant Group Company in
writing whether or not formal proceedings have biestituted) and none have been threatened inngrltietween any of the Group Companies
any former Employee and, the Ven's best knowledge, no facts or circumstances exdstare likely to give rise to such a dispt

12.11Since the Accounts Date, none of the Employees sasieusly injured themselves at work or contraeteyl serious illness or disease at work and,
to the extent that there have been such injutiesetis and there has been sufficient empleyl@bility insurance in respect of any such liapiup
to the date hereof. As per the date of this Agregmene of the Employees has been ill for a cortsexperiod exceeding four weel

13. Pensions

13.1 The pension arrangements to which the Groupp2aies are a party are set out in Annex {tBéd “Pension Arrangements”). The Pension
Arrangements apply to all Employees and none offfmip Companies is a party to any other pensimngement relating to the Employees,
including pension insurance or exce:exceden) insurance other than the Pension Arrangem

13.2 Subject to Clause 3.2, all premiums that laeme due under the Pension Arrangements havepbé&eor have been adequately provided for
and none of the Group Companies has any obligatiinrespect to the Pension Arrangements whichatéeen fully funded or provided fc

13.3 The VUT and disability supplement is for aseld group and the payouts thereunder will not Bagmitly differ from the payout schedule set out in
Annex 13.2.

13.4 No defined benefit pension plans are applicabaécEmployees. Other benefit programs applicabteedEmployees are fully insured defir
contribution plans

14. Litigation

No Group Company is involved in any civil, crimipnatiministrative or arbitral proceedings, or anyeyamental or other investigations, enquiries
or proceedings and no such proceedings, investigatr enquiries have been threatened in writirgnesg any of the Group Companies.
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15.
15.1

15.2

15.3

154

16.
16.1
16.2

16.3

16.4

16.5

Environmental and safety matters

Except as disclosed in the Accounts, no Gfoaimpany has or will have any liability, damage t@ysexpense or reduction in the value of any
Premises or Assets (whether actual or contingest)lting from or associated wit

15.1.1 the intentional or unintentional release or disgkéanto or contamination of the Environment of &gzardous Substance;

15.1.2 any exposure, whether in the ordinary coafdrisiness or otherwise, of any past of presemi@yees, contractors, suppliers or other
person to any Hazardous Substance used, storedduwged by or originating from any Group Company@sent in the Environment as
a result of an act or omission by any Group Compan

15.1.3 the violation of any law relating to Enviroent, whether intentionally or unintentionally, &gy Group Company or any person to the
extent that a Group Company may be responsiblialoiel

Each Group Company has obtained any anddlosmental Permits, consents and exemptions nagess conduct its business in full
compliance with any law relating to the Environmant the same are in full force and effect. No @r@empany has received written notice that
any such Permit, consent or exemption will be rexbkaried or not renewe

There have not been any written complaints theslast year, whether formally or informally a@gst the Group Companies about noise, smells,
pollution or other Environment related matters ealisy any of the Group Companies and there havbe®t any such claims over the preceding
years which have not been settled

None of the Group Companies operates any instafigtivhich has applied for or obtained a2z emission permit, or has temporarily been excl
from such obligation

Compliance with laws and Permits
Each of the Group Companies has complied in alenedtaspects with all law applicable to it in eaelevant jurisdiction

None of the Group Companies has received any writtgice by any governmental body or any othergrecs a violation or alleged violation b
Group Company of any law, and to the Vendor’s kastwledge no facts or circumstances exist thatileedy to give rise to such a written notice.
To the Vendor's best knowledge there are no drafpgsals pending before the relevant authoritiesifaw, the adoption of which is likely to
have adverse effects on the prospects, activitieperations of any of the Group Compan

All Permits have been obtained and are valisubsisting. The Group Companies have compli¢d ali material conditions imposed by such
Permits.

Where Group Companies have received any imegt subsidy or other state aid, all conditionswfh grant of aid have been fully and timely
complied with and it will have no obligation to m#durse any part of that grant of a

None of the Permits contains a change of contsiticgion.

- 46-



16.6

17.
17.1

17.2

18.
18.1

To the Vendor’s best knowledge, none of theuBrCompanies is a party to any agreement, takspany concerted practice or is bound by any
decision of an association of undertakings whiagmfa violation of the Dutch Competition Adlededingingswel or equivalent legislation in
force in any other country where the Group Compaare active and has not received written notificatlaiming that such violation exis

Full disclosure

All written information given by the Vendor any of its directors, auditors or advisers toRlechaser or the Purchaser’s legal or financial
advisers in the course of negotiations leadindi®Agreement was true and accurate in all mataspécts and contained no material omissions
and was not misleading in any material respedietiate they were supplie

Neither the Vendor nor any of its Affiliates argidad on any basis to seek recourse against aegtdrs of any of the Group Companies
Employees with respect to any liability incurredthg Vendor under or in connection with this Agrestnsave only in cases of and fraud or
fraudulent or willful misrepresentation or fraudati@or-disclosure by any such director or Employ

No brokers’ fee

No commission is payable to any person by the Rasehor by any of the Group Companies as a rekattyaction by the Vendor or any acti
known to the Vendor by any person, in connectiotiwie transactions contemplated by this Agreen
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ARMSTRONG WORLD INDUSTRIES, INC. AND SUBSIDIARIES

COMPUTATION FOR BASIC EARNINGS PER SHARE
(AMOUNTS IN MILLIONS EXCEPT FOR PER-SHARE DATA)

Basic earnings per share
Net earning:

Average number of common shares outstan

Basic earnings per she

Three
Months
Ended
Decembe

31, 2006

$ 2

55.

Nine
Months Year
Ended Ended
Septembe Decembe
30, 2006 31, 2005
n/e n/e
n/e n/e
n/e n/e

Exhibit No. 11.:

Year
Ended
December
31, 2004
n/a
n/a

n/a



Exhibit No. 11.:
ARMSTRONG WORLD INDUSTRIES, INC. AND SUBSIDIARIES

COMPUTATION FOR DILUTED EARNINGS PER SHARE
(AMOUNTS IN MILLIONS EXCEPT FOR PER-SHARE DATA)

Three Nine
Months Months Year Year
Ended Ended Ended Ended
Decembe Septembe Decembe December
31, 2006 30, 2006 31, 2005 31, 2004
Diluted earnings per share
Net earnings $ 27 n/e n/e n/a
Average number of common shares outstan 55.4 n/e n/e n/a
Average number of common shares issuable undét efmions or restricted stock
grants 0.3 n/e n/e n/a
Average number of common and common stock equitatatstanding 55.9 n/e n/e n/a
Diluted earnings per sha $ 0.04 n/e n/e n/a




Exhibit No. 2:

Subsidiaries of Armstrong World Industries, Inc.
As of February 28, 2007

The following is a list of subsidiaries of ArmstigiVorld Industries, Inc. as of the date hereof,ttng certain subsidiaries, which, considered i th
aggregate as a single subsidiary, would not cansté significant subsidiary.

Jurisdiction of

U.S. Subsidiaries Incorporation
Armstrong Cork Finance Corporation LL Delaware
Armstrong Hardwood Flooring Compa Tennesse
Armstrong Realty Group, In Pennsylvanit
Armstrong Ventures, Inc Delaware
Armstrong Wood Products, In Delaware
Armstrong World Industries (Delaware) LL Delaware
AWI Licensing Compan Delaware
HomerWood Hardwood Flooring Compa Delaware
Worthington Armstrong Venture (50% owned Generatrizaship) Delaware
Jurisdiction of
Non-U.S. Subsidiaries Incorporation
Armstrong (U.K.) Investmenti United Kingdon
Armstrong Architectural Products S. Spain
Armstrong Building Products B.\ Netherland:
Armstrong Building Products Company (Shanghai) PRC
(80% owned affiliate
Armstrong Building Products G.m.b.| Germany
Armstrong DLW AG Germany
Armstrong DLW Licensing Gmblt Germany
Armstrong Metal Ceilings Limite United Kingdon
Armstrong Metalldecken A( Switzerlanc
Armstrong Metalldecken Gmb Austria
Armstrong Metalldecken Holdings A Switzerlanc
Armstrong World Industries (Australia) Pty. Li Australia
Armstrong World Industries Al Sweder
Armstrong World Industries Canada L Canade
Armstrong World Industries Holding G.m.b. Germany
Armstrong World Industries Ltc United Kingdon
Desso Dendermonde N. Belgium
Desso DLW Sports Syster Belgium
Desso DLW Textil GmbkF Germany
Desso Waalwijk B.V Netherland:

Tapijtfabriek H. Desseaux N.\ Netherland:



Exhibit No. 23.:

Consent of Independent Registered Public Accouriinm

The Board of Directors
Armstrong World Industries, Inc.:

We consent to the incorporation by reference iniRegion Statement No. 333-138034 on Form S-8mfigtrong World Industries, Inc. of our report
dated March 30, 2007, with respect to the constditlaalance sheets of Armstrong World Industries,, land subsidiaries as of December 31, 2006 for
the Successor Company and December 31, 2005 féirduecessor Company, and the related consolidetgzinents of earnings, cash flows and
shareholders’ equity and the related financiakstent schedule for the three months ended Dece3ib@006 for the Successor Company and the nine
months ended September 30, 2006, the year endezhibec 31, 2005, and the year ended December 34,fabthe Predecessor Company, which
report appears in the December 31, 2006 annuaitrepd-orm 10-K of Armstrong World Industries, Inc.

Our report dated March 30, 2007, contains a paphgttaat states Armstrong World Industries, Inc. eyad from the Chapter 11 bankruptcy proceeding.
In connection with its emergence from the Chapliebankruptcy proceeding, the Company adopted fsésttreporting pursuant to Statement of
Position 90-7, “Financial Reporting by EntitiesReorganization Under the Bankruptcy Cods"of October 2, 2006. As a result, the finandetesnent:

of the Successor Company are presented on a diffeasis than those of the Predecessor Companyterdfore, are not comparable in all respects.
The Company has reflected the effects of the Phahfieesh-start reporting in the Predecessor Comfimmiyne nine month period ended September 30,
2006. Our report dated March 30, 2007 also statss ipon adoption of fresh-start reporting, thenpany changed its method of accounting for income
tax contingencies as described by FASB Interpiatdtlo. 48, “Accounting for Uncertainty in Incomexes - an interpretation of FASB Statement No.
109” and its method of accounting for defined béreafd other postretirement plans as describedte®ent of Financial Accounting Standards No.
158, “Employers’ Accounting for Defined Benefit Bémm and Other Postretirement Plans - an amendofiéASB Statements No. 87, 88, 106, and 132
R).”

/sl KPMG LLP

Philadelphia, Pennsylvan
March 30, 200°



Exhibit No. 23.:

Consent of Independent Registered Public Accouriinm

We consent to the incorporation by reference iniRegion Statement No. 333-138034 on Form S-8mfigtrong World Industries, Inc. of our report
dated March 19, 2007, with respect to the constditlhalance sheets of Worthington Armstrong Venagref December 31, 2006 and 2005 and the
related consolidated statements of income, paftaqsty, and cash flows for each of the yearshmthreeyear period ended December 31, 2006, w
report appears in the December 31, 2006 annuaftrepd-orm 10-K of Armstrong World Industries, Inc.

/s KPMG LLP

Philadelphia, Pennsylvan
March 30, 200°



Exhibit No. 2¢

ARMSTRONG WORLD INDUSTRIES, INC.
CERTIFICATION REGARDING
POWER OF ATTORNEY

I, Walter T. Gangl, Deputy General Counsel and Gmafe Secretary of Armstrong World Industries, laccorporation organized and existing under the
laws of the Commonwealth of Pennsylvania, do herasiify that at a meeting of the Board of Direstof said corporation duly held on the®®day of
March, 2007, at which a quorum was present and@ttiroughout, the following resolution was adopded is now in full force and effect.

RESOLVED that the execution of the Company’s 20@&#al Report on Form 10-K on behalf of the Compang by members of the Board of
Directors through respective powers of attorneynting Messrs. Lockhart, Rigas and Gangl the poweign on their behalf is authorized.

IN WITNESS WHEREOF, | have hereunto set my handthedseal of said corporation this 2day of March, 2007.

/s/ Walter T. Gangl
Walter T. Gang
Deputy General Counsel and Corporate Secrt




ARMSTRONG WORLD INDUSTRIES, INC.
POWER OF ATTORNEY

RE: 2006 ANNUAL REPORT ON FORM 10-K

I, Michael D. Lockhart, as a Director of Armstrowprld Industries, Inc., do hereby constitute angaapt, JOHN N. RIGAS or, in the case of his
absence or inability to act as such, WALTER T. GAN@y agent, to sign in my name and on my beh&fG@ompany’s Annual Report on Form 10-K
for the year ended December 31, 2006, and any amamtd thereto, to be filed by the Company withSeeurities and Exchange Commission under the
Securities Exchange Act of 1934, as amended, Wetsame effect as if such signature were made hyersenally.

/s/ Michael D. Lockhart
Michael D. Lockhar
Dated: March 27, 200

All powers of attorney required to be filed are stalntially identical in all material respects. Téfere, in accordance with SEC Regulation 229.601(a)
Instruction 2, only the foregoing copy is beingluted except, however, that the manually signed dibgd with the Securities and Exchange
Commission includes a complete set of powers ofadty.

All powers of attorney differ only from the form dfe foregoing in that they are executed by thiewihg parties in the capacities and on the dates
indicated.

James J. Gaffne Director February 19, 200
Robert C. Garlan Director February 19, 200
Judith R. Haberkor Director February 19, 200
James J. 'Connor Director March 23, 2007

Russell F. Peppt Director February 19, 200
Arthur J. Pergamet Director March 27, 2007

John J. Robert Director February 19, 200

Alexander M. Sanders, . Director February 19, 200



Exhibit No. 31.:

I, Michael D. Lockhart, certify that:

1) I have reviewed this report on Form-K of Armstrong World Industries, Inc

2)  Based on my knowledge, this report does notaiorany untrue statement of a material fact or dongtate a material fact necessary to make the
statements made, in light of the circumstances wtiech such statements were made, not misleaditigrespect to the period covered by this
report;

3) Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respects the
financial condition, results of operations and cfi@s of the registrant as of, and for, the pesipdesented in this repo

4)  The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as defined in
Exchange Act Rules 1-15(e) or 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedotas designed under our supervision, to
ensure that material information relating to thgistrant, including its consolidated subsidiarisspade known to us by others within those
entities, particularly during the period in whidfig report is being prepare

b)  Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proges] as of the end of the period covered by #psnt based on such evaluation;

c) Disclosed in this report any change in the ttegiig’s internal control over financial reportirgat occurred during the registramthost recer
fiscal quarter (the registrant’s fourth fiscal qeaiin the case of an annual report) that has nmalieaffected, or is reasonably likely to
materially affect, the registrée’s internal control over financial reporting; &

5)  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatiorernal control over financial reporting, toet
registran’s auditors and the audit committee of the regit' s board of directors (or persons performing thevedent function):

a) All significant deficiencies and material weagses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmncial information; an

b)  Any fraud, whether or not material, that invalveanagement or other employees who have a sigmifiole in the registrant’s internal
controls over financial reportin
Date: March 30, 2007

/s/ Michael D. Lockhart
Michael D. Lockhar
Chairman and Chief Executive Offic




Exhibit No. 31.:

I, F. Nicholas Grasberger lll, certify that:

1) I have reviewed this report on Form-K of Armstrong World Industries, Inc

2)  Based on my knowledge, this report does notaiorany untrue statement of a material fact or dongtate a material fact necessary to make the
statements made, in light of the circumstances wtiech such statements were made, not misleaditigrespect to the period covered by this
report;

3) Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respects the
financial condition, results of operations and cfi@s of the registrant as of, and for, the pesipdesented in this repo

4)  The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as defined in
Exchange Act Rules 1-15(e) or 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedotas designed under our supervision, to
ensure that material information relating to thgistrant, including its consolidated subsidiarisspade known to us by others within those
entities, particularly during the period in whidfig report is being prepare

b)  Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proges] as of the end of the period covered by #psnt based on such evaluation;

c) Disclosed in this report any change in the ttegiig’s internal control over financial reportirgat occurred during the registramthost recer
fiscal quarter (the registrant’s fourth fiscal qeaiin the case of an annual report) that has nmalieaffected, or is reasonably likely to
materially affect, the registrée’s internal control over financial reporting; &

5)  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatiorernal control over financial reporting, toet
registran’s auditors and the audit committee of the regit' s board of directors (or persons performing thevedent function):

a) All significant deficiencies and material weagses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmncial information; an

b)  Any fraud, whether or not material, that invalveanagement or other employees who have a sigmifiole in the registrant’s internal
controls over financial reportin
Date: March 30, 2007

/sl F. Nicholas Grasberger Il
F. Nicholas Grasberger |
Senior Vice President and Chief Financial Offi




Exhibit No. 32.:

Certification of Chief Executive Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuantdtd®e906 of the Sarban&xley Act of 2002, file
herewith.

Armstrong World Industries, Inc.
(the “Company”)

Written Statement by Chief Executive Officer
Pursuant to Section 906 of Sarbanes-Oxley Act 6220

| certify to the best of my knowledge and beligdttthe Company’s Form 10-K annual report contairisdinancial statements for the fiscal year ended
December 31, 2006 fully complies with the requiratseof section 13(a) of the Securities Exchangeofd934, and that information contained in that
report fairly presents, in all material respedtsg, financial condition and results of operationshef Company as of that date.

/s/ Michael D. Lockhart

Michael D. Lockhar

Chairman and Chief Executive Offic
Armstrong World Industries, Ini

Dated: March 30, 2007



Exhibit No. 32.:

Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuantdtd®e906 of the Sarbanes-Oxley Act of 2002, filed
herewith.

Armstrong World Industries, Inc.
(the “Company”)

Written Statement by Chief Financial Officer
Pursuant to Section 906 of Sarbanes-Oxley Act 6220

| certify to the best of my knowledge and beligdttthe Company’s Form 10-K annual report contairisdinancial statements for the fiscal year ended
December 31, 2006 fully complies with the requiratseof section 13(a) of the Securities Exchangeofd934, and that information contained in that
report fairly presents, in all material respedtsg, financial condition and results of operationshef Company as of that date.

/sl F. Nicholas Grasberger lll

F. Nicholas Grasberger |

Senior Vice President and Chief Financial Offi
Armstrong World Industries, Ini

Dated: March 30, 2007



Exhibit No. 99.:

WORTHINGTON ARMSTRONG VENTURE
Consolidated Financial Statements
December 31, 2006, 2005, and 2004

(With Independent Audito’ Report Thereon
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Independent Auditors’ Report

The Board of Directors
Worthington Armstrong Venture:

We have audited the accompanying consolidated balgineets of Worthington Armstrong Venture (a gangartnership) (the Company) as of
December 31, 2006 and 2005, and the related caasetl statements of income, partners’ equity, asti lows for each of the years in the three-year
period ended December 31, 2006. These consolifiagttial statements are the responsibility of@mnpany’s management. Our responsibility is to
express an opinion on these consolidated finasti¢ments based on our audits.

We conducted our audits in accordance with audibagdards generally accepted in the United Stdtdsnerica. Those standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fresaterial misstatement. An audit includes
consideration of internal control over financigboeting as a basis for designing audit procedurasdre appropriate in the circumstances, butaerahie
purpose of expressing an opinion on the effectigerd the Company’s internal control over financggdorting. Accordingly, we express no such
opinion. An audit also includes examining, on d basis, evidence supporting the amounts and diss in the financial statements, assessing the
accounting principles used and significant estimatade by management, as well as evaluating thralbfieancial statement presentation. We believe
that our audits provide a reasonable basis foopiurion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all mategapects, the financial position of Worthington
Armstrong Venture as of December 31, 2006 and 2808 the results of its operations and its cashdlim the three-year period ended December 31,
2006, in conformity with U.S. generally acceptedamting principles.

/s KPMG LLP

March 19, 200°



WORTHINGTON ARMSTRONG VENTURE
Consolidated Balance Sheets
December 31, 2006 and 2005

(In thousands)

Assets
Current asset:
Cash and cash equivalel
Accounts receivable, n
Inventory, ne
Other current asse

Total current asse

Property, plant, and equipment, |
Goodwill and other intangibles, n
Other asset

Total asset
Liabilities and Partners’ Equity

Current liabilities:
Accounts payabl
Accrued expense
Taxes payabl
Total current liabilities
Long-term liabilities:
Deferred income taxe
Other lon¢-term liabilities
Total lon¢-term liabilities
Total liabilities
Partner’ equity:
Contributed capite
Retained earninc
Accumulated other comprehensive income (It
Total partner equity
Total liabilities and partne’ equity

See accompanying notes to consolidated finana&sients.

2006 2005
$ 72,028 58,69
45,65¢ 36,31
38,97¢ 29,44
1,067 _ 1,09¢
157,72¢ 125,54;
25,72t 26,70
2,13 1,96¢
286 1,67¢
$185,87! 155,87
$ 20,43 12,74
6,521  5,84¢
1,897 51(
28,85: 19,10:
457 49€
3,616 5,32
4,07 5,82t
32,92t 24,92
22,63t 22,63
127,75 108,87
2,55¢ (557)
152,95(  130,95:
$185,87! 155,87




WORTHINGTON ARMSTRONG VENTURE
Consolidated Statements of Income

Years ended December 31, 2006, 2005, and 2004

Net sales
Cost of sale:

Gross margit

Selling, general, and administrative exper

Other income, ne
Interest income (expense), 1

Income before income tax exper

Income tax expens
Net income

See accompanying notes to consolidated financistents.

(In thousands)

2006 2005 2004
$348,81: 307,740 278,63
(224,73) (208,629 (192,30/)
124,07¢  99,11: 86,33
(19,039 (18,829  (20,50%)
105,03t  80,28:  65,82¢
10C 122 96
3,50z 53z (444)
108,64(  80,93¢ 65,48
(3,75) (2299 (2,329
$104,88(  78,64( 63,15




Balance, January 1, 20!

Net income

Distributions

Additional minimum pension liabilit

Foreign currency translation adjustme
Balance, December 31, 20
Net income

Distributions
Additional minimum pension liabilit

Foreign currency translation adjustme
Balance, December 31, 20
Net income

Distributions
Reduction in minimum pension liabili

Foreign currency translation adjustme
Balance, December 31, 20

WORTHINGTON ARMSTRONG VENTURE

Consolidated Statements of Partners’ Equity

Years ended December 31, 2006, 2005, and 2004

(In thousands)

Contributed capital

Accumulated

Armstrong Worthington other
comprehensive Total Comprehensive
Ventures Ventures Retained partners’
Inc. Inc. earnings income/(loss) equity income
$12,92¢ 9,71¢ 33,08( 1,57¢ 57,29¢ 44,512
— — 63,15 — 63,151 63,15
— — (20,000 — (20,000 —
— — — (564) (564) (564)
— — — 2,55¢ 2,55¢ 2,55¢
12,92¢ 9,71: 76,23: 3,57 102,44 65,14¢
— — 78,64( — 78,64( 78,64(
— — (46,000 — (46,000 —
— — — (153) (153 (15%)
— — — (3,979 (3,977) (3,977)
12,92¢ 9,71  108,87: (557) 130,95: 74,51(
— — 104,88t — 104,88t 104,88t
— — (86,000 — (86,000 —
— — — 40 40 40
— — — 3,07z 3,07z 3,07z
$12,92¢ 9,71 127,75 2,55¢ 152,95( 107,99¢

See accompanying notes to consolidated financstents.



WORTHINGTON ARMSTRONG VENTURE
Consolidated Statements of Cash Flows
Years ended December 31, 2006, 2005, and 2004

(In thousands)

Cash flows from operating activitie
Net income

Adjustments to reconcile net income to net cashiges by operating activitie:

Depreciation and amortizatic
Deferred income taxe
Change in accounts receival
Change in inventor
Change in accounts payable and accrued exp
Other
Net cash provided by operating activit
Cash flows from investing activitie
Purchases of property, plant, and equipn
Sale of property, plant, and equipm
Net cash used in investing activiti
Cash flows from financing activitie
Reduction of lon-term debi
Distributions paic
Net cash used in financing activiti
Effect of exchange rate changes on cash and casbaénts
Net increase (decrease) in cash and cash equis

Cash and cash equivalents at beginning of
Cash and cash equivalents at end of"

Supplemental disclosure
Cash and cash equivalents paid for inte
Cash and cash equivalents paid for income t

See accompanying notes to consolidated financistents.

2006 2005 2004
$104,88( 78,64( 63,15:
4,367 5,087 5,171
11 (439 (@17))
(7,766 (1,457 (7,466)
(8,660) 10,54¢ (15,31)
7,25¢  (570) 5,841
803 (1,059 3,811
100,89° 90,76: 55,02¢
(2,556 (2,999 (8,669
13 44 23
(2,549 (2,949 (8,640
— (50,000 —
(86,000 (46,000 (20,000
(86,0000 (96,000 (20,000
981  (807) 1,061
13,33t (8,994 27,44
58,69( 67,68 40,23
$ 72,028 58,69( 67,68
$ 10z 1,067 1,08¢
2,221 2,298 212
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements

December 31, 2006, 2005, and 2004

Description of Business

Worthington Armstrong Venture (the Company) is agyal partnership, formed in June 1992, betweenstiong Ventures, Inc. (Armstrong), a
subsidiary of Armstrong World Industries Inc., amMdrthington Ventures, Inc. (Worthington), a subaigtiof Worthington Industries, Inc. Its
business is to manufacture and market suspensgtersy for commercial and residential ceiling marketoughout the world. The Company has
manufacturing plants located in the United Stafeance, Spain, the United Kingdom, and the Pedpégsublic of China.

Summary of Significant Accounting Policies

@

(b)

©

©)

(e)

)

Use of Estimates

These financial statements are prepared in accoedaith accounting principles generally acceptethénUnited States of America and
include management estimates and judgments, wiperegriate. Significant items subject to such eates and assumptions include the
carrying amount of property, plant, and equipmernt goodwill; valuation allowances for receivablesl éventories; and assets and
obligations related to employee benefits. Actualltes could differ from those estimates.

Consolidation Policy

The consolidated financial statements include twants of the Worthington Armstrong Venture asdsitbsidiaries. All significant
intercompany transactions have been eliminated.

Revenue Recognitio

The Company recognizes revenue from the sale ofuste and the related accounts receivable whenttéhsfers, generally on the date of
shipment. At the time of shipment the provisiomiade for estimated applicable discounts and lcmséseduces revenue. Sales with
independent U.S. distributors of certain produatmgjor home center retailers are recorded whepribgucts are shipped from the
distributor’s locations to these retailers.

Advertising Costt

The Company recognizes advertising expenses asteeapcurred. Advertising expense was $849,00028®0, and $837,000 for the ye
ended December 31, 2006, 2005, and 2004, resplyctive

Research and Development Expenditul

The Company recognizes research and developmeeahsgfs expenditures are incurred. Total researcthevelopment expense was
$1,833,000, $1,683,000, and $1,459,000 for thesyeatled December 31, 2006, 2005, and 2004, regglgcti

Taxes

The Company is a general partnership in the UrStedies, and accordingly, all U.S. federal and steteme taxes are the responsibility of
the two general partners. Deferred income tax asset liabilities are recognized for foreign sulzsiés for taxes estimated to be payable in
future years

6 (Continued)



)

(h)

(@

0

(k)

o

WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2006, 2005, and 2004
based upon differences between financial repoaimdjtax bases of assets and liabilities. Defeards$sets and liabilities are determined
using enacted rates expected to apply to taxabtenie in the years the temporary differences areerg to be recovered or settled.
Cash and Cash Equivalents
Short-term cash investments that have maturitigbree months or less when purchased are consitei®ricash equivalents.
Trade Accounts Receivable

Trade accounts receivable are recorded at thedadamount and do not bear interest. The Compaimtaigs an allowance for doubtful
accounts for estimated losses inherent in its adsaeceivable portfolio. In establishing the regdiallowance, management considers
historical losses, current receivables aging, atsting industry and national economic data. Acadwalances are charged off against the
allowance after all means of collection have bedraasted and the potential for recovery is considleemote. The Company does not have
any off-balance-sheet credit exposure relatedstoustomers.

Inventories
Inventories are valued at the lower of cost or rearkost is determined on the first-in, first-obtKO) method.
Long-Lived Assets

Property, plant, and equipment are stated at wai$t,accumulated depreciation and amortization deztlito arrive at net book value.
Depreciation charges are determined generally estifaight-line basis using the half-year conventieethod over the useful lives as
follows: buildings, 30 years; machinery and equipment, 5 to 15 yeadsjeasehold improvements over the shorter of Hdsyer the life of
the lease. Impairment losses are recorded wheaatuis of impairment are present and the undiseducash flows estimated to be
generated by those assets are less than the asseyig amount. If an indicator of impairmenpigsent the asset is reduced to fair value.

Goodwill and Other Intangibles

Goodwill is tested for impairment at least annudihtangible assets with determinable useful li@sesamortized over their respective
estimated useful lives to their residual values rmaviewed for impairment. The impairment tests perfed in 2006, 2005, and 2004 did not
result in an impairment of the Company’s goodwiill.

Foreign Currency Translation and Transactions

For subsidiaries with functional currencies otlremt the U.S. dollar, income statement items arskased into dollars at average exchange
rates throughout the year and balance sheet itegrtsamslated at year-end exchange rates. Gaioss®s on foreign currency transactions
are recognized in other income, net in the accoipgrconsolidated statements of income.

7 (Continued)



WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2006, 2005, and 2004

(m) Reclassifications
Certain prior year amounts have been reclassifiemnhform to 2006 presentation.

(3) Accounts Receivable

The Company sells its products to select, preagmt@ustomers whose businesses are directly affegtedanges in economic and market
conditions. The Company considers these factorgtenfinancial condition of each customer whenldithing its allowance for losses from
doubtful accounts. The allowance for doubtful actswas $346,000 and $685,000 at December 31, 200@005, respectively.

(4) Inventory

2006 2005
(In thousands)
Finished good $15,85: 13,08t
Goods in proces 53 127
Raw materials 19,77 13,207
Supplies 3,30(¢ 3,02¢
Total inventories $38,97¢  29,44;
(5) Property, Plant, and Equipment
2006 2005
(In thousands)

Land $ 1,33¢ 1,27:
Buildings 13,42 12,84:
Machinery and equipme 62,79¢ 59,10z
Construction in proces 1,372 94k
78,927 74,164
Accumulated depreciatic (53,207 (47,46
Total property, plant, and equipment, $ 25,72t 26,70:

Depreciation expense was $4,324,000, $5,017,0@0$55115,000 in 2006, 2005, and 2004, respectively.

(6) Goodwill and Other Intangibles

Goodwill increased or (decreased) by $189,000, B®®), and $167,000 during 2006, 2005, and 2@3pectively, due to foreign currency
translation.

(7) Fair Value of Financial Instruments

The Company does not hold or issue financial imsénts for trading purposes. The carrying amountsash and cash equivalents, accounts
receivable, and accounts payable approximate thieivalue due to the short-term maturity of thes#ruments.

8 (Continued)
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements

December 31, 2006, 2005, and 2004

Debt

There was no outstanding debt at December 31, 200&005. In September 2005, the Company paidso#50 million Term Loan and
established a $50 million Revolving Line of Credith PNC Bank. The length of the credit agreemeriivie years ending in September 2010. The
Company had pledged a security interest in itstasgecollateral for the credit line. The secuirtyerest was terminated on November 16, 2006.
The credit agreement contains restrictive finanoisenants regarding interest coverage, leveragesrand dividend restrictions. The Company
was in compliance with the covenants as of Decer@beP006 and 2005. As of December 31, 2006 an8,28@re were no advances against the
credit line or liabilities recorded on the Companigboks.

Pension Benefit Programs

The Company has a defined benefit pension plaeligible hourly employees in its former manufaatgrplant located in Malvern, Pennsylvania.
This plan was curtailed in January 2004 due tactivesolidation of the Company’s East coast operatiatich eliminated the expected future
years of service for participants in the plan (ntB¢ The curtailment event resulted in additiceygdense recognition of the remaining
unrecognized prior service cost of $937,000 in 200% Company also contributes to the Worthingtefingd contribution pension plan for all
other eligible U.S. employees. Cost for this plaasw836,000, $658,000, and $630,000 for 2006, 24852004, respectively. The Company also
contributes to government-related pension progranasnumber of foreign countries. The cost for éhpkns amounted to $184,000, $155,000,
and $154,000 for 2006, 2005, and 2004, respectively

Effective December 31, 2006, the Company adoptedeabognition and disclosure provisions of Statdrnéfinancial Accounting Standards
(SFAS) No. 158Employers’ Accounting for Defined Benefit Pensiod ®&ther Postretirement Plan$SFAS No. 158 requires companies to
recognize the funded status of defined benefitiparesnd other postretirement plans as a net as$iabdity on its balance sheet.

The following table sets forth the plan’s beneftigations, fair value of plan assets, and fundatus at December 31, 2006 and 2005:

2006 2005
(In thousands)

Benefit obligation at December : $ 8,99¢ 8,762
Fair value of plan assets as of Decembe 7,784 7,637
Funded status at end of ye $(1,215) (1,129

Amounts recognized in the balance sheets consi
Noncurrent asse $ — 1,328
Noncurrent liabilities (1,21¢ (2,449
Accumulated other comprehensive incc 2,40¢ 2,44¢
Net amount recognize $1,19t 1,32:

9 (Continued)



WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2006, 2005, and 2004

Amounts recognized in accumulated other comprekieriscome consist of:

2006 2005
(In thousands)
Minimum pension liability $ — (2,44¢)
Net actuarial los (2,408 —

$(2,409 (2,449

The accumulated benefit obligation for the pengilam was $8,999,000 and $8,762,000 at Decembe(RE and 2005, respectively. Net peric
benefit cost (benefit) recognized in 2006 and 2@@5 $130,000 and $(22,000), respectively.

Other changes in plan assets and benefit obligatecognized in accumulated other comprehensivariedn 2006 and 2005 are as follows:

2006 200¢
(In thousands)
Adjustment to minimum liability $ (40 152
Net actuarial los (2,409 —
Elimination of minimum liability 2,40¢ — |
Total recognized in accumulated other compreherisn@me $ (40 152
Total recognized in net periodic benefit cost aoccuanulated other comprehensive incc $ 9 131

The net loss for the defined benefit pension pleat will be amortized from accumulated other corhpresive income into net periodic benefit ¢
over the next fiscal year is $140,000.

Weighted average assumptions used to determindibelkégations for the years ended and as of Ddmm31, 2006 and 2005 are as follows:

2006 2005

Weighted average assumptions for year ended Deae3ib

Discount rate 528%  5.7%%

Rate of compensation incree N/A N/A

Expected lon-term rate of return on plan ass 8.0(%  8.0(%
Weighted average assumptions as of Decembe

Discount rate 572%  5.5(%

Rate of compensation incree N/A N/A

The Company’s overall expected long-term rate tfrreon plan assets is 8%. In developing the 8%eebtqul long-term rate of return assumption,
the Company considered its historical compoundadmeand reviewed asset class return expectatiothdomg-term inflation assumptions.
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2006, 2005, and 2004

The primary investment objective of the defineddférpension plan is to achieve long-term growtltapital in excess of 8% annually, exclusive
of contributions or withdrawals. This objectivetdisbe achieved through a balanced portfolio coreprizf equities, fixed income, and cash
investments.

Each asset class utilized by the defined benefisioa plan has a targeted percentage. The folloteiblg shows the asset allocation target and the
December 31, 2006 and 2005 position:

Position at December 3:

Target weight 2006 2006
Equity securitie: 65% 69% 71%
Fixed income securitie 35 28 26
Cash and equivalen — 3 3

The Company made no contributions to the U.S. ddfisenefit pension plan in 2006 and does not expestintribute to the plan in 2007.

The benefits expected to be paid in each of theé finexyears and in the aggregate for the five gehereafter are shown in the following table (in
thousands):

Expected future payments for period ending Decerifhe

2007 $ 56.
2008 554
2009 54t
2010 56¢
2011 567
20122016 2,852

The expected benefits are based on the same assospsed to measure the Company’s benefit obtigatt December 31, 2006.

Income Taxes

The Company is a general partnership in the Uriiiadies, and accordingly, all U.S. federal and stetteme taxes are the responsibility of the two
general partners. Therefore, no income tax prowikms been recorded on U.S. income. There arggndisant differences between the statutory
income tax rates in foreign countries where the @amy operates and the income tax provision recordédte income statements. No deferred
taxes, including withholding taxes, have been mtedlion the unremitted earnings of foreign subsieieais the Company'’s intention is to invest
these earnings permanently.

Deferred tax balances recorded on the balancesshedate primarily to depreciation and accrued agps. In 2006, the provision for income tax
expense (benefit) was $3,754,000 comprising $308B6current and $(102,000) deferred. In 2005, theigion for income tax expense (benefit)
was $2,299,000 comprising $2,338,000 current aB6,800) deferred. In 2004, the provision for incaime expense (benefit) was $2,329,000
comprising $2,437,000 current and $(108,000) deterr
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2006, 2005, and 2004

Leases

The Company rents certain real estate and equipr8eneral leases include options for renewal oclpase and contain clauses for payment of
real estate taxes and insurance. In most cases,ge@rent expects that in the normal course of bssjreases will be renewed or replaced by
other leases. Rent expense during 2006, 2005, @4 2nounted to $2,337,000, $2,869,000, and $)@66respectively. Future minimum
payments by year and in the aggregate for operéages having noncancelable lease terms in ertese year are as follows (in thousands):

Year:
2007 $ 2,46!
2008 2,43¢
2009 2,231
2010 2,12¢
2011 2,01¢
Thereaftel 6,707

Total $  17,97¢

Comprehensive Income
The accumulated balances for other comprehensogeria are as follows:

2006 2005
(In thousands)
Foreign currency item $ 4,96: 1,891
Minimum pension liability — (2,449
Pension plai 2,40¢) —
Total accumulated comprehensive incc $ 2,55¢ 557

Related Parties

Armstrong provides certain selling, promotionald aaministrative processing services to the Companyhich it receives reimbursement. In
2006, 2005, and 2004, the Company paid $13,706&1%)027,000, and $11,765,000 for these serviespgectively. No amounts were owed to
Armstrong as of December 31, 2006, 2005, or 200ths&rong owed the Company $4,742,000, $4,437,000$8,952,000 for product purchases
for the same periods, respectively. Armstrong pasels grid products from the Company, which are theold along with Armstrong inventory to
the customer. The total amount of sales to Armstwas approximately $75,854,000, $67,860,000, &8d%52,000 for the years ended
December 31, 2006, 2005, and 2004, respectively.

Worthington provides certain administrative progegservices and insurance-related coverages tGdnepany for which it receives
reimbursement. In 2006, 2005, and 2004, the Compaity$1,079,000, $555,000, and $1,163,000 foretsesvices, respectively. The Company
purchased $3,646,000, $5,039,000, and $11,102fo@vanaterials from Worthington and related coniparin 2006, 2005, and 2004,
respectively. The Company owed $636,000, $590,800,$2,022,000 to Worthington as of December 30620005, and 2004, respectively.

12 (Continued)



(14)

(15)

(16)

On December 6, 2000, Armstrong filed a voluntariitips for relief under Chapter 11 of the U.S. Bamtcy Code in the U.S. Bankruptcy Court
in order to use the court-supervised reorganizgifoeess to achieve a resolution of its asbesabdlity. The Company was not part of this filing.
Armstrong emerged from Chapter 11 on October 26208is event had no significant effect on the Canyis consolidated financial condition,
liquidity, or results of operations.

Legal Proceedings

The Company is involved in various claims and legadions arising in the ordinary course of busingsshe opinion of management, the ultimate
disposition of these matters will not have a matexdverse effect on the Company’s consolidateahfifal position, results of operations, or
liquidity.

Plant Consolidation

In 2004, the Company consolidated its East coasufaaturing operations from facilities located imMern, Pennsylvania, and Sparrow’s Point,
Maryland, into one facility located in Aberdeen, iMland. In connection with this, approximately 1&Wployees were provided severance
benefits. The total expense recorded as a resthieatonsolidation was $4.3 million. These costdlided severance, employee and equipment
relocation, pension curtailment, and other misoeltaus expense. All costs have been expensed inid@@4t of sales in the accompanying
consolidated statements of income.

Subsequent Event:

On February 27, 2007, the Company borrowed $50anithn its Revolving Line of Credit with PNC Barkhe Company issued a $100 million
dividend the same day, with $50 million being disited to each of the general partners.
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