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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

For the fiscal year ended December 31, 2007
OR
[] 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 charter)

Pennsylvania 1-2116 23-0366390
(State or other jurisdiction of Commission file (I.R.S. Employer
incorporation or organization) number Identification No.)
P. O. Box 3001, Lancaster, Pennsylvania 17604
(Address of principal executive offices) (Zip Code)
Registrant’s telephone number, including area code (717) 397-0611

Securities registered pursuant to Section 12(b) of the Act: None

Securities registered pursuant to Section 12(g) of the Act:
Title of each class
Common Stock ($0.01 par value)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes No [

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes [l No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months, and (2) has been subject to such filing requirements for the past 90 days.

Yes No (I

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part Il|
of this Form 10-K or any amendment to this Form 10-K. [ ]
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer (as defined
in Rule 12b-2 of the Act).

Large accelerated filer Accelerated filer [] Non-accelerated filer [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
Yes [ No

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Section 12, 13 or 15(d) of
the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court.

Yes No (I

The aggregate market value of the Common Stock of Armstrong World Industries, Inc. held by non-affiliates based on the closing
price ($50.15 per share) on the New York Stock Exchange (trading symbol AWI) on June 30, 2007, was approximately $975
million. As of February 21, 2007, the number of shares outstanding of registrant’s Common Stock was 56,870,880.

Documents Incorporated by Reference

None
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Uncertainties Affecting Forward -Looking Statements

Our disclosures here and in other public documents and comments contain forward-looking statements within the meaning of the
Private Securities Litigation Reform Act. Those statements provide our future expectations or forecasts, and can be identified by
our use of words such as “anticipate,” “estimate,” “expect,” “project,” “intend,” “plan,” “believe,” “outlook,” etc. in discussions of
future operating or financial performance, the outcome of contingencies such as liabilities or legal proceedings, or our ability to pay
any dividends or take any particular corporate action.

Any of our forward-looking statements may turn out to be wrong. Our actual future results, or our ability to pay any dividend or take
any particular corporate action, may differ materially. Forward-looking statements involve risks and uncertainties because they
relate to events and depend on circumstances that may or may not occur in the future. We undertake no obligation to update any
forward-looking statement.

You should take into account risks and uncertainties that affect our business, operations and financial condition in evaluating any
investment decision involving Armstrong. It is not possible to predict all factors that could cause actual results to differ materially
from expected and historical results. The discussion in the “Risk Factors” section below at Iltem 1A is a summary of what we
currently believe to be our most significant risk factors. Related disclosures in subsequent 10-K, 10-Q and 8-K reports should also
be consulted.
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PART |

ITEM 1. BUSINESS

Armstrong World Industries, Inc. (“AWI” or “the Company”) is a Pennsylvania corporation incorporated in 1891. We are a leading
global producer of flooring products and ceiling systems for use primarily in the construction and renovation of commercial,
institutional and residential buildings. Through our United States (“U.S.”) operations and U.S. and international subsidiaries, we
design, manufacture and sell flooring products (primarily resilient and wood flooring) and ceiling systems (primarily mineral fiber,
fiberglass and metal) around the world. We also design, manufacture and sell kitchen and bathroom cabinets in the U.S.

Our business strategy focuses on providing value to customers through product innovation, product quality and customer service.

In our businesses, these factors are the primary determinants of market share gain or loss. Our objective is to ensure that anyone
buying a hard surface floor or ceiling can find an Armstrong product that meets his or her needs. Our cabinet strategy is more
focused — on stock cabinets in select geographic markets. In these segments, we have the same objectives: high quality, good
customer service and products that meet our customers’ needs. Our markets are very competitive, which limits our pricing flexibility.
This requires that we increase our productivity each year — both in our plants and in our administration of the businesses.

We maintain a website at http://www.armstrong.com. Information contained on our website is not incorporated into this document.
Annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, all amendments to those reports and
other information about us are available free of charge through this website as soon as reasonably practicable after the reports are
electronically filed with the Securities and Exchange Commission (“SEC”). These materials are also available from the SEC’s
website at www.sec.gov.

On December 6, 2000, AWI filed a voluntary petition for relief under Chapter 11 of the U.S. Bankruptcy Code in order to use the
court-supervised reorganization process to achieve a resolution of AWI's asbestos-related liability. On October 2, 2006, AWI's plan
of reorganization (the “POR"), as confirmed by the U.S. District Court for the District of Delaware by order dated August 18, 2006,
became effective, and AWI emerged from Chapter 11. See Note 1 to the Consolidated Financial Statements for additional
information about AWI's Chapter 11 case.

In connection with its emergence from bankruptcy on October 2, 2006 (the “Effective Date”), AWI adopted fresh-start reporting in
accordance with AICPA Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy
Code” (“SOP 90-7"). Adopting fresh-start reporting has resulted in material adjustments to the historical carrying amount of
reorganized Armstrong’s assets and liabilities. See Note 3 to the Consolidated Financial Statements for more information. As a
result, our post-emergence financial statements are not comparable to our pre-emergence financial statements. Despite the lack of
comparability, we have combined the 2006 results of the Predecessor Company (which represent the first nine months of 2006 and
include the impact of emergence) with the results of the Successor Company (which represent the last three months of 2006) to
facilitate the year-to-year discussion of operating results in certain sections of this Form 10-K. The combined financial information
for 2006 is merely cumulative and does not give pro forma effect to the Predecessor’s results as if the consummation of the POR
and the related fresh-start reporting and other adjustments had occurred at the beginning of the period presented. Combining pre-
emergence and post-emergence results is not in accordance with U.S. generally accepted accounting principles (“GAAP”).
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Reportable Segments

Resilient Flooring — produces and sources a broad range of floor coverings primarily for homes and commercial and institutional
buildings. Manufactured products in this segment include vinyl sheet, vinyl tile, linoleum flooring, automotive carpeting and other
specialized textile floor products. In addition, our Resilient Flooring segment sources and sells laminate flooring products, ceramic
tile products, adhesives, installation and maintenance materials and accessories. Resilient Flooring products are offered in a wide
variety of types, designs and colors. We sell these products to wholesalers, large home centers, retailers, contractors and to the
manufactured homes industry.

Wood Flooring — produces and sources wood flooring products for use in new residential construction and renovation, with some
commercial applications in stores, restaurants and high-end offices. The product offering includes pre-finished solid and engineered
wood floors in various wood species, and related accessories. Virtually all of our Wood Flooring’s sales are in North America. Our
Wood Flooring products are generally sold to independent wholesale flooring distributors and large home centers. Our products are
principally sold under the brand names Bruce®, Hartco®, Robbins®, Timberland®, Armstrong™, HomerWood® and Capella®.

Building Products — produces suspended mineral fiber, soft fiber and metal ceiling systems for use in commercial, institutional and
residential settings. In addition, our Building Products segment sources complementary ceiling products. Our products are available
in numerous colors, performance characteristics and designs, and offer attributes such as acoustical control, rated fire protection
and aesthetic appeal. Commercial ceiling materials and accessories are sold to ceiling systems contractors and to resale
distributors. Residential ceiling products are sold primarily in North America to wholesalers and retailers (including large home
centers). Suspension system (grid) products manufactured by WAVE are sold by both Armstrong and our WAVE joint venture.

Cabinets — produces kitchen and bathroom cabinetry and related products, which are used primarily in the U.S. residential new
construction and renovation markets. Through our system of Company-owned and independent distribution centers and through
direct sales to builders, our Cabinets segment provides design, fabrication and installation services to single and multi-family
homebuilders, remodelers and consumers under the brand names Armstrong® and Bruce®.

Unallocated Corporate - includes assets and expenses that have not been allocated to the business units. Unallocated Corporate
assets are primarily deferred income tax assets, cash and cash equivalents, the Armstrong brand name and the U.S. prepaid
pension cost. Expenses for our corporate departments and certain benefit plans are allocated to the reportable segments based on
known metrics, such as time reporting, headcount, square-footage or net sales. The remaining expenses, which cannot be
attributable to the reportable segments without a high degree of generalization, are reported in Unallocated Corporate.

6
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The following chart illustrates the breakdown of our consolidated net sales for the year ended December 31, 2007 by segment:

2007 Consolidated Net Sales by Segment
(in millions)

Cabinets $235.2
T%

Resilient Flooring
$1,230.8
35%

Building Products
$1,292.1
36%

Wood Flooring
$791.6
22%

See Note 4 to the Consolidated Financial Statements and Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations of this Form 10-K for additional financial information on our reportable segments.

Markets
The major markets in which we compete are:

North American Residential. Approximately 45% of our total consolidated net sales are for North American residential use. Our
Resilient Flooring, Wood Flooring, Building Products and Cabinets segments sell products for use in the home. Homeowners have
a multitude of finishing solution options for every room in their house. For flooring, they can choose from our vinyl and wood
products, for which we are North America’s largest provider, or from our laminate and ceramic products. We compete directly with
other domestic and international suppliers of these products. Our flooring products also compete with carpet, which we do not offer.
Our ceiling products compete against mineral fiber and fiberglass products from other manufacturers, as well as drywall. In the
kitchen and bath areas, we compete with thousands of other cabinet manufacturers that include large diversified corporations as
well as small local craftsmen.

Our products are used in new home construction and existing home renovation work. Industry estimates are that existing home
renovation (also known as replacement / remodel) work represents approximately two-thirds of the total North American residential
market opportunity. Key U.S. statistics that indicate market opportunity include existing home sales (a key indicator for renovation
opportunity), housing starts, housing completions, interest rates and consumer confidence. For our Resilient Flooring and Wood
Flooring products, we believe there is some longer-term correlation between these statistics and our revenue, after reflecting a lag
period between change in construction activity and our operating results of several months. However, we believe that consumers’
preferences for product type, style, color, availability and affordability also significantly impact our revenue. Further, changes in
inventory levels
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and product focus at national home centers, which are our largest customers, can also significantly impact our revenue. Sales of
our ceiling products for residential use appear to follow the trend of existing home sales, with a several month lag period between
change in existing home sales and our related operating results.

North American Commercial. Approximately 30% of our total consolidated net sales are for North American commercial use. Many
of our products, primarily ceilings and Resilient Flooring, are used in commercial and institutional buildings. Our revenue
opportunities come from new construction as well as renovation of existing buildings. Renovation work is estimated to represent
approximately three-fourths of the total North American commercial market opportunity. Most of our revenue comes from four major
segments of commercial building — office, education, retail and healthcare. We monitor U.S. construction starts (an indicator of U.S.
monthly construction activity that provides us a reasonable indication of upcoming opportunity) and follow new projects. We have
found that our revenue from new construction can lag behind construction starts by as much as one year. We also monitor office
vacancy rates, GDP and general employment levels, which can indicate movement in renovation and new construction
opportunities. We believe that these statistics, taking into account the time-lag effect, provide a reasonable indication of our future
revenue opportunity from commercial renovation and new construction.

Outside of North America. The geographies outside of North America account for about one-fourth of our total consolidated net
sales. Most of our revenues generated outside of North America are in Europe and are commercial in nature. For the countries in
which we have significant revenue, we monitor various national statistics (such as GDP) as well as known new projects. Revenues
come primarily from new construction and renovation work.

The following table provides an estimate of our segments’ 2007 net sales, by major markets.

North North Outside of
(Estimated percentages of American American North
individual segment’s sales) Residential Commercial America Total
Resilient Flooring 35% 30% 35% 100%
Wood Flooring 95% 5% - 100%
Building Products 10% 50% 40% 100%
Cabinets 100% - - 100%
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Geographic Areas

We sell our products in more than 80 countries. Approximately 74% of our 2007 revenue was derived from sales in the Americas,
the vast majority of which came in the United States and Canada. The following chart illustrates the breakdown of our consolidated
net sales for the year ended December 31, 2007 by region, based on where the sale was made:

2007 Consolidated Net Sales by Geography

(in millions)
Pacific Rim
$207.2
Europe 6%
§727.2
20%

Americas
£2.615.3
T4%

See Note 4 to the Consolidated Financial Statements and Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations of this Form 10-K for financial information by geographic areas.

Customers

We use our reputation, capabilities, service and brand recognition to develop long-standing relationships with our customers. We
principally sell products through building materials distributors, who re-sell our products to retailers, builders, contractors, installers
and others. In the commercial sector, we also sell to several contractors and to subcontractors’ alliances. In the North American
retail channel, which sells to end-users in the residential and light commercial segments, we have important relationships with
national home centers such as The Home Depot, Inc. and Lowe’s Companies, Inc. In the North American residential sector, we
have important relationships with major homebuilders and buying groups.

9
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The following charts illustrate the estimated breakdown of our 2007 consolidated net sales geographically by distribution channel:

2007 Americas Sale by Customer Type

CHher
Confractors 6%
2%
Distributors
Large Home F2%
Centars
23%

2007 Non-Americas Sales by Customer Type

Other
Confractors 7%
18%
Retailers “
8%
Distributors
BT %

Net sales to The Home Depot, Inc. were $364.1 million in 2006 and $384.1 million in 2005, which was in excess of 10% of our
consolidated net sales for those years. Net sales to The Home Depot were less than 10% of consolidated net sales in 2007. Net
sales to The Home Depot were recorded in our Resilient Flooring, Wood Flooring and Building Products segments. No other
customers accounted for 10% or more of our total consolidated net sales.

Product Array and Impact on Performance

Each of our businesses offers a wide assortment of products that are differentiated by style/design and by performance attributes.
Pricing for products within the assortment vary according to the level of value they provide. Changes in the relative quantity of
products purchased at the different value points can impact year-to-year comparisons of net sales and operating income. Where
significant, we discuss the impact of these relative changes as “product mix,” “customer mix” or “geographic mix” in Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations of this Form 10-K.

10
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Competition
There is strong competition in all of our businesses. Principal methods of competition include product performance, product styling,

service and price. Competition in North America comes from both domestic and international manufacturers. Additionally, some of
our products compete with alternative products or finishing solutions. Our resilient, laminate and wood flooring products compete
with carpet products, and our ceiling products compete with drywall and exposed structure (also known as open plenum). There is
excess industry capacity for certain products in some geographies, which tends to increase price competition. The following
companies are our primary competitors:

Flooring segments — Amtico International, Inc., Balta Industries, N.V., Beaulieu International Group, N.V., Congoleum Corporation,
Faus, Inc., Forbo Holding AG, Gerflor Group, Interface, Inc., Krono Holding AG, Mannington Mills, Inc., Mohawk Industries, Inc.,
Pfleiderer AG, Shaw Industries, Inc., Tarkett AG and Wilsonart International.

Building Products — CertainTeed, Chicago Metallic Corporation, Georgia-Pacific Corporation, Knauf AMF GmbH & Co. KG, Lafarge
SA, Odenwald Faserplattenwerk GmbH, Rockfon A/S, Saint-Gobain and USG Corporation.

Cabinets — American Woodmark Corporation, Fortune Brands, Inc. and Masco Corporation.

Raw Materials
Raw materials essential to our businesses are purchased worldwide in the ordinary course of business from numerous suppliers.
The principal raw materials used in each business include the following:

Business Principal Raw Materials

Resilient Flooring Polyvinylchloride (“PVC”) resins and films, plasticizers, backings, limestone, pigments,
linseed oil, inks and stabilizers

Wood Flooring Hardwood lumber, veneer, coatings and stains

Building Products Mineral fibers, perlite, waste paper, clays, starches and steel used in the production of
metal ceilings and for our joint venture’s manufacturing of ceiling grids

Cabinets Lumber, veneer, plywood, particleboard, fiberboard and components, such as doors and
hardware

We also purchase significant amounts of packaging materials and consume substantial amounts of energy, such as electricity and
natural gas, and water.

In general, adequate supplies of raw materials are available to all of our businesses. However, availability can change for a number
of reasons, including environmental conditions, laws and regulations, shifts in demand by other industries competing for the same
materials, transportation disruptions and/or business decisions made by, or events that affect, our suppliers. There is no assurance
that a significant shortage of raw materials will not occur.

Prices for certain high usage raw materials can fluctuate dramatically. Cost increases for these materials can have a significant
adverse impact on our manufacturing costs. Given the competitiveness of our markets, we may not be able to recover the
increased manufacturing costs through increasing selling prices to our customers.

11
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Sourced Products

Some of the products that we sell are sourced from third parties. The primary sourced products include laminate, wood flooring,
vinyl sheet and tile and ceramic products, specialized ceiling products, and installation-related products and accessories for some
of our manufactured products. We purchase some of our sourced products from suppliers that are located outside of the U.S,
primarily from Asia and Europe. Sales of sourced products represented approximately 10% to 15% of our total consolidated
revenue in 2007, 2006 and 2005.

In general, we believe we have adequate supplies of sourced products. However, we cannot guarantee that a significant shortage
will not occur.

Hedging

We use financial instruments to hedge the following exposures: sourced product purchases denominated in foreign currency, cross-
currency intercompany loans and energy. We use derivative financial instruments as risk management tools and not for speculative
trading purposes. See Item 7A. Quantitative and Qualitative Disclosures About Market Risk and Note 20 to the Consolidated
Financial Statements of this Form 10-K for more information.

Patent and Intellectual Property Rights

Patent protection is important to our business in the U.S. and other markets. Our competitive position has been enhanced by U.S.
and foreign patents on products and processes developed or perfected within Armstrong or obtained through acquisitions and
licenses. In addition, we benefit from our trade secrets for certain products and processes.

Patent protection extends for varying periods according to the date of patent filing or grant and the legal term of a patent in the
various countries where patent protection is obtained. The actual protection afforded by a patent, which can vary from country to
country, depends upon the type of patent, the scope of its coverage, and the availability of legal remedies. Although we consider
that, in the aggregate, our patents, licenses and trade secrets constitute a valuable asset of material importance to our business,
we do not regard any of our businesses as being materially dependent upon any single patent or trade secret, or any group of
related patents or trade secrets.

Certain of our trademarks, including without limitation, house marks “MSYONG  Armstrong ™, Bruce®, Hartco®, Robbins®,

Timberland®, Capella®, HomerWood® and DLW ™, and product line marks Allwood™, Arteffects®, Axiom®, Cirrus®, Corlon®,
Cortega®, Designer Solarian®, Dune ™, Excelon®, Fundamentals® , Infusions®, Medintech®, Natural Creations®, Natural
Inspirations®, Nature’'s Gallery®, Optima®, Rhinofloor®, Sahara ™, Scala®, Second Look®, Solarian®, SoundScapes®,
ToughGuard® and Ultima® are important to our business because of their significant brand name recognition. Trademark
protection continues in some countries as long as the mark is used, and continues in other countries as long as the mark is
registered. Registrations are generally for fixed, but renewable, terms.

Employees
As of December 31, 2007, we had approximately 12,900 full-time and part-time employees worldwide, with approximately 9,300

employees located in the United States. Approximately 8,600 of the 12,900 are production and maintenance employees, of whom
approximately 6,600 are located in the U.S. Approximately 67% of the production and maintenance employees in the U.S. are
represented by labor unions. This percentage includes all production and maintenance employees at our plants and warehouses
where labor unions exist. Outside the U.S., most of our production employees are covered by either industry-sponsored and/or
state-sponsored collective bargaining mechanisms.

Research & Development

Research and development (“R&D”) activities are important and necessary in helping us improve our products’ competitiveness.
Principal R&D functions include the development and improvement of products and manufacturing processes. We spent $43.8
million in 2007, $43.8 million in 2006 and $42.4 million in 2005 on R&D activities worldwide.

12
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Environmental Matters

Most of our manufacturing and certain of our research facilities are affected by various federal, state and local environmental
requirements relating to the discharge of materials or the protection of the environment. We make expenditures necessary for
compliance with applicable environmental requirements at each of our operating facilities.

We are actively involved in proceedings under the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA"), and similar state “Superfund” laws at four off-site locations. We have also been investigating and/or remediating
environmental contamination allegedly resulting from past industrial activity at five domestic and five international current or former
plant sites. Certain of AWI's environmental liabilities were discharged through its Chapter 11 Case while others were not. Those
environmental obligations that AWI has with respect to property that it owns or operates or for which a non-debtor subsidiary is
liable were unaffected by the Chapter 11 Case. Therefore, AWI and its subsidiaries are required to continue meeting their ongoing
environmental compliance obligations at such properties.

Liabilities of $7.0 million and $5.9 million at December 31, 2007 and December 31, 2006, respectively, were for potential
environmental liabilities that we consider probable and for which a reasonable estimate of the probable liability could be made.

13
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ITEM 1A. RISK FACTORS

As noted in the introductory section titled, “Uncertainties Affecting Forward-Looking Statements” above, our business, operations
and financial condition are subject to various risks. These risks should be taken into account in evaluating any investment decision
involving Armstrong. It is not possible to predict or identify all factors that could cause actual results to differ materially from
expected and historical results. The following discussion is a summary of what we believe to be our most significant risk factors.
These and other factors could cause our actual results to differ materially from those in forward-looking statements made in this
report.

We try to reduce both the likelihood that these risks will affect our businesses and their potential impact. But, no matter how
accurate our foresight, how well we evaluate risks, and how effective we are at mitigating them, it is still possible that one of these
problems or some other issue could have serious consequences for us, up to and including a materially adverse effect. See related
discussions in this document and our other SEC filings for more details and subsequent disclosures.

Claims, Litigation and Regulatory Actions

While we strive to ensure that our products comply with applicable government regulatory standards and internal requirements, and
that our products perform effectively and safely, customers from time to time could claim that our products do not meet contractual
requirements, and users could be harmed by use or misuse of our products. This could give rise to breach of contract, warranty or
recall claims, or claims for negligence, product liability, strict liability, personal injury or property damage. The building materials
industry has been subject to claims relating to silicates, mold, PVC, formaldehyde, toxic fumes, fire-retardant properties and other
issues, as well as for incidents of catastrophic loss, such as building fires. Product liability insurance coverage may not be available
or adequate in all circumstances. In addition, claims may arise related to patent infringement, environmental liabilities, distributor
terminations, commercial contracts, antitrust or competition law, employment law and employee benefits issues, and other
regulatory matters. While we have in place processes and policies to mitigate these risks and to investigate and address such
claims as they arise, we cannot predict the costs to defend or resolve such claims.

Construction activity variability and the size of the market opportunity

Our businesses have greater sales opportunities when construction activity is strong and, conversely, have fewer opportunities
when such activity declines. Construction activity tends to increase when economies are strong, interest rates are favorable,
government spending is strong, and consumers are confident. Since most of our sales are in the U.S., its economy is the most
important for our business, but conditions in Europe, Canada and Asia also are relevant.

Raw materials and sourced product issues

The cost and availability of raw materials, packaging materials, energy and sourced products are critical to our operations. For
example, we use substantial quantities of natural gas, petroleum-based raw materials, hardwood lumber and mineral fiber in our
manufacturing operations. The cost of some items has been volatile in recent years and availability has sometimes been tight. We
source some materials from a limited number of suppliers, which, among other things, increases the risk of unavailability. Limited
availability could cause us to reformulate products or to limit our production. The impact of increased costs is greatest where our
ability to pass along increased costs through price increases on our products is limited, whether due to competitive pressures or
other factors.

Consumer preference and competition

Our customers consider our products’ performance, product styling, customer service and price when deciding whether to purchase
our products. Shifting consumer preference in our highly competitive markets, e.g. from residential vinyl products to other flooring
products, styling preferences or inability to offer new competitive performance features could hurt our sales. For certain products,
there is excess industry capacity in several geographic markets, which tends to increase price competition, as does competition
from overseas competitors with lower cost structures.

14



Table of Contents

International trade and operations

A significant portion of our products move in international trade, particularly among the U.S., Canada, Europe and Asia. Also,
approximately 30% of our annual revenues are from operations outside the U.S. Our international trade is subject to currency
exchange fluctuations, trade regulations, import duties, logistics costs and delays and other related risks. They are also subject to
variable tax rates, credit risks in emerging markets, political risks, uncertain legal systems, restrictions on repatriating profits to the
U.S., and loss of sales to local competitors following currency devaluations in countries where we import products for sale.

Challenges in executing operational restructuring actions

We look for ways to make our operations more efficient and effective. We reduce, move and expand our plants and operations as
needed. Each action generally involves substantial planning and capital investment. We can err in planning and executing our
actions, which could hurt our customer service and cause unplanned costs.

Labor contracts

Most of our manufacturing employees are represented by unions and are covered by collective bargaining or similar agreements
that must be periodically renegotiated. Although we anticipate that we will reach new contracts as current ones expire, our
negotiations may result in a significant increase in our costs. Failure to reach new contracts could lead to work stoppages, which
could hurt production, revenues, profits and customer relations.

Dependence on key customers

Some of our businesses are dependent on a few key customers. For example, much of our North America revenue comes from

sales to home center retailers, including The Home Depot, Inc. and Lowe’s Companies, Inc. We do not have long-term contracts
with them. The loss of sales to one of these major customers, or changes in our business relationship with them, could hurt both
our revenues and profits.

15
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ITEM 2. PROPERTIES

Our world headquarters are in Lancaster, Pennsylvania. We own a 100-acre, multi-building campus comprising the site of our
corporate headquarters, most operational headquarters, our U.S. R&D operations and marketing, and customer service
headquarters. Altogether, our headquarters’ operations occupy approximately one million square feet of floor space.

We produce and market Armstrong products and services throughout the world, operating 40 manufacturing plants in 10 countries
as of December 31, 2007. Three of our plants are leased and the remaining 37 are owned. We have 25 plants located throughout
the United States. In addition, we have an interest through our WAVE joint venture in seven additional plants in five countries.

Business Number

Segment of Plants Location of Principal Facilities

Resilient Flooring 13 U.S. (California, Illinois, Mississippi, Oklahoma, Pennsylvania), Australia, Canada,
Germany, Sweden and the U.K.

Wood Flooring 11 U.S. (Arkansas, Kentucky, Mississippi, Missouri, North Carolina, Pennsylvania,
Tennessee, Texas, West Virginia)

Building Products 14 U.S. (Alabama, Florida, Georgia, Oregon, Pennsylvania), China, France, Germany and
the U.K.

Cabinets 2 U.S. (Nebraska and Pennsylvania)

Sales and administrative offices are leased and/or owned worldwide, and leased facilities are utilized to supplement our owned
warehousing facilities.

Production capacity and the extent of utilization of our facilities are difficult to quantify with certainty. In any one facility, utilization of
our capacity varies periodically depending upon demand for the product that is being manufactured. We believe our facilities are
adequate and suitable to support the business. Additional incremental investments in plant facilities are made as appropriate to
balance capacity with anticipated demand, improve quality and service, and reduce costs.

16



Table of Contents

ITEM 3. LEGAL PROCEEDINGS

See Note 32 to the Consolidated Financial Statements, which is incorporated herein by reference, for a full description of our legal
proceedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of stockholders during the fourth quarter of 2007.
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ITEM 4A. EXECUTIVE OFFICERS OF THE COMPANY

Executive Officer Information

The following information is current as of February 28, 2008. Each executive officer serves a one-year term until reelected or until
his earlier death, resignation, retirement or removal.

Michael D. Lockhart

Age 58; Director since November 2000 and Chairman of the Board and Chief Executive Officer since March 2001. Chairman and
Chief Executive Officer of our former holding company from August 2000 — December 2007. Mr. Lockhart previously served as
Chairman and Chief Executive Officer of General Signal (a diversified manufacturer) headquartered in Stamford, Connecticut from
September 1995 until it was acquired in October 1998. He joined General Signal as President and Chief Operating Officer in
September 1994. From 1981 until 1994, Mr. Lockhart worked for General Electric in various executive capacities in the GE Credit
Corporation (now GE Capital), GE Transportation Systems and GE Aircraft Engines.

F. Nicholas Grasberger, Il

Age 44; Senior Vice President and Chief Financial Officer since January 2005. Previously Vice President and Chief Financial
Officer of Kennametal, Inc. (a manufacturer of cutting tools and wear parts) August 2000 — December 2004. Formerly employed at
H. J. 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 Resources since March 2006. Previously Vice President Human Resources, Corporate,
Honeywell International. Joined Honeywell in 1995 and served in various senior level Human Resources positions in Defense and
Space, Electronics, Process Automation, and Aircraft Landing Systems.

Frank J. Ready

Age 46; President and Chief Executive Officer, North American Flooring Operations since June 2004. Previously Senior Vice
President, Sales and Marketing, July 2003 — June 2004; Senior Vice President, Operations, December 2002 — July 2003; Senior
Vice President, Marketing, June 2000 — December 2002.

John N. Rigas

Age 59; Senior Vice President and General Counsel since November 2000. Previously Deputy General Counsel-Litigation, March
1999 — November 2000; worked for Dow Corning Corporation (specialty chemical company) October 1982 — March 1999, his last
title being Senior Managing Counsel.

William C. Rodruan
Age 53; Vice President and Controller since July 1999. Previously Director, Corporate Transformation and Shared Services,
February 1997 — July 1999, and Vice President of Finance, Corporate Retail Accounts July 1994 — February 1997.

Stephen J. Senkowski

Age 56; Executive Vice President since April 2004, and President and Chief Executive Officer, Armstrong Building Products since
October 2000; Senior Vice President, Americas, Building Products Operations, April 2000 — October 2000; President/Chief
Executive Officer, WAVE (the Company’s ceiling grid joint venture) July 1997 — April 2000; Vice President, Innovation Process,
Building Products Operations 1994 — July 1997.
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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's new common shares began trading on the New York Stock Exchange on
October 10, 2006 under the ticker symbol “AWI". As of February 21, 2007, there were approximately 800 holders of record of AWI's
Common Stock.

2007 First Second Third Fourth Total Year
Price range of common stock—high $ 56.72 $57.48 $52.47 $44.28 $57.48
Price range of common stock—low $ 4155 $49.85 $35.04 $38.00 $35.04
2006
Price range of common stock—high n/a n/a n/a $42.50 $42.50
Price range of common stock—low n/a n/a n/a $ 30.00 $ 30.00

The above figures represent the high and low intra-day sale prices for our common stock as reported by the New York Stock
Exchange.

There were no dividends declared or paid during 2007 or 2006.
No Company securities were repurchased by the Company during 2007 or 2006.

On February 25, 2008, our Board of Directors declared a special cash dividend of $4.50 per common share, payable on March 31,
2008, to shareholders of record on March 11, 2008. This special cash dividend will result in an aggregate payment to our
shareholders of approximately $260 million, based on the number of common shares currently outstanding.
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ITEM 6. SELECTED FINANCIAL DATA

(Dollars in millions except for per-share data)
Income statement data

Net sales

Cost of goods sold

Selling, general and administrative expenses
Charge for asbestos liability, net

Goodwill impairment

Restructuring charges, net

Equity (earnings) from joint ventures
Operating income (loss)

Interest expense

Other non-operating expense

Other non-operating (income)

Chapter 11 reorganization (income) costs, net
Income tax expense (benefit)

Earnings (loss) from continuing operations

Per common share — basic (a)

Per common share — diluted (a)

(Loss) earnings from discontinued operations
Net earnings (loss)

Per common share — basic (a)

Per common share — diluted (a)
Dividends declared per share of common stock
Average number of common shares outstanding

(in millions)
Average number of employees

Balance sheet data (end of period)
Working capital

Total assets

Liabilities subject to compromise
Net long-term debt (b)
Shareholders’ equity (deficit)

Successor Company

Predecessor Company

Nine
Three Months
Months Ended
Ended September
December
30, 2006 Year Year Year
Year 2007 31, 2006 @ 2005 2004 2003
$ 3,549.7 $817.3 $ 2,608.6 $ 3,326.6 $3,279.1 $ 3,069.0
2,685.3 660.4 2,028.7 2,651.8 2,654.4 2,461.4
613.5 144.0 417.0 590.0 567.7 552.4
- - - - - 81.0
- - - - 108.4 -
0.2 1.7 10.0 23.0 17.9 2.3
(46.0) (5.3) (41.4) (39.3) (31.6) (20.8)
296.7 16.5 194.3 101.1 (37.7) (7.3)
55.0 13.4 52 7.7 7.9 8.9
1.4 0.3 1.0 1.5 3.1 57
(18.2) (4.3) (7.2) (11.8) (6.4) (4.6)
(0.7) - (1,955.5) (1.2) 6.9 9.4
106.4 3.8 726.6 (1.2) 21.4 —
152.8 3.3 1,424.2 106.1 (70.6) (26.7)
$2.73 $0.06 n/a n/a n/a n/a
$2.69 $ 0.06 n/a n/a n/a n/a
(7.5) (1.1) (68.4) 5.0 (9.1) (12.6)
$145.3 $2.2 $1,355.8 $111.1 $(79.7) $ (39.3)
$2.59 $0.04 n/a n/a n/a n/a
$ 2.56 $0.04 n/a n/a n/a n/a
n/a n/a n/a n/a n/a n/a
56.6 55.0 n/a n/a n/a n/a
13,500 14,500 14,700 14,900 15,400 15,800
$1,003.7 $ 854.6 $1,128.0 $985.8 $933.3
4,649.9 4,159.9 4,606.0 4,609.4 4,647.8
- 1.3 4,869.4 4,870.9 4,863.2
485.8 801.5 21.5 29.2 39.4
2,437.2  2,164.5 (1,319.9)  (1,425.3)  (1,345.0)

(1) Reflects the effects of the Plan of Reorganization and fresh-start reporting. See Note 3 to the Consolidated Financial Statements.

Notes:

(@) See definition of basic and diluted earnings per share in Note 2 of the Consolidated Financial Statements. The common stock of the Predecessor Company was

not publicly traded.

(b) Net long-term debt excludes debt subject to compromise for all periods presented.

Certain prior year amounts have been reclassified to conform to the current year presentation. See Note 2 to 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 Pennsylvania corporation incorporated in 1891. When we refer to “we”, “our” and “us”

in this report, we are referring to AWI and its subsidiaries. References in this report to “reorganized Armstrong” are to AWI as it was
reorganized under the Plan of Reorganization (“POR”) on October 2, 2006, and its subsidiaries collectively. We use the term “AWI”
when we are referring solely to Armstrong World Industries, Inc.

This discussion should be read in conjunction with the financial statements and the accompanying notes included elsewhere in this
Form 10-K. This discussion contains forward-looking statements based on our current expectations, which are inherently subject to
risks and uncertainties. Actual results and the timing of certain events may differ significantly from those referred to in such forward-
looking statements. We undertake no obligation beyond what is required under applicable securities law to publicly update or revise
any forward-looking statement to reflect current or future events or circumstances, including those set forth in the section entitled
“Uncertainties Affecting Forward-Looking Statements” and elsewhere in this Form 10-K.

Financial performance metrics excluding the translation effect of changes in foreign exchange rates are not in compliance with U.S.
generally accepted accounting principles (“GAAP”). We believe that this information improves the comparability of business
performance by excluding the impacts of changes in foreign exchange rates when translating comparable foreign currency
amounts. We calculate the translation effect of foreign exchange rates by applying constant foreign exchange rates to the
equivalent periods’ reported foreign currency amounts. We believe that this non-GAAP metric provides a clearer picture of our
operating performance. Furthermore, management evaluates the performance of the businesses excluding the effects of foreign
exchange rates.

In connection with its emergence from bankruptcy on October 2, 2006 (the “Effective Date”), AWI adopted fresh-start reporting in
accordance with AICPA Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy
Code” (“SOP 90-7"). Adopting fresh-start reporting has resulted in material adjustments to the historical carrying amount of
reorganized Armstrong’s assets and liabilities. See Note 3 to the Consolidated Financial Statements for more information. As a
result, our post-emergence financial statements are not comparable to our pre-emergence financial statements. Despite the lack of
comparability, we have combined the 2006 results of the Predecessor Company (which represent the first nine months of 2006 and
include the impact of emergence) with the results of the Successor Company (which represent the last three months of 2006) to
facilitate the year-to-year discussion of operating results in certain sections of this Form 10-K, including relevant portions of
Management’s Discussion and Analysis. The combined financial information for 2006 merely combines the Predecessor and
Successor periods and does not give pro forma effect to the Predecessor’s results as if the consummation of the POR and the
related fresh-start reporting and other adjustments had occurred at the beginning of the period presented. Combining pre-
emergence and post-emergence results is not in accordance with GAAP.

We maintain a website at http://www.armstrong.com. Information contained on our website is not necessarily incorporated into this
document. Annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, all amendments to those
reports and other information about us are available free of charge through this website as soon as reasonably practicable after the
reports are electronically filed with the Securities and Exchange Commission (“SEC”). These materials are also available from the
SEC’s website at www.sec.gov.

21



Table of Contents

Management’s Discussion and Analysis of Financial Condition and Results of Operations
(dollar amounts in millions)

OVERVIEW

We are a leading global producer of flooring products and ceiling systems for use primarily in the construction and renovation of
residential, commercial and institutional buildings. Through our United States (“U.S.”) operations and U.S. and international
subsidiaries, we design, manufacture and sell flooring products (primarily resilient and wood) and ceiling systems (primarily mineral
fiber, fiberglass and metal) around the world. We also design, manufacture and sell kitchen and bathroom cabinets in the U.S. As of
December 31, 2007 we operated 40 manufacturing plants in 10 countries, including 25 plants located throughout the U.S. Through
WAVE, our joint venture with Worthington Industries, Inc., we also have an interest in 7 additional plants in 5 countries that produce
suspension system (grid) products for our ceiling systems.

We report our financial results through the following segments: Resilient Flooring, Wood Flooring, Building Products, Cabinets and
Unallocated Corporate. See “Results of Operations” and “Reportable Segment Results” for additional financial information on our
consolidated company and our segments.

Our consolidated net sales for 2007 were $3.5 billion, approximately 4% greater than combined consolidated net sales in 2006.
Operating income was $296.7 million in 2007, as compared to $210.8 million in 2006. Cash and cash equivalents increased by
$250.5 million in 2007 compared to a $338.4 million decrease in 2006. In 2007:

» Building Products generated record sales and operating income, despite modest slowing in the U.S. commercial
markets toward the end of the year.

* Wood Flooring sales declines reflect a significant exposure to new residential housing activity. Operating income
benefited from the impact of fresh-start reporting and from manufacturing efficiencies that partially offset the impact of
lower sales and higher raw material costs.

» Despite declines in the residential U.S. housing market, a strong start to the year drove modestly higher sales for
Cabinets. Operating income increased primarily due to a large insurance settlement related to a warehouse fire.

» For Resilient Flooring, growth in international sales and substantial improvement in Americas’ manufacturing and
selling, general and administrative (“SG&A”") efficiencies drove significantly higher operating income on roughly flat sales.

» Corporate Unallocated expense increased by $9 million, primarily due to the impact of costs related to our review of
strategic alternatives and Chapter 11 related post-emergence expenses, partially offset by the impact of fresh-start
reporting.

Factors Affecting Revenues
For an estimate of our segments’ 2007 net sales by major markets, see “Markets” in Item 1. Business of this Form 10-K.

Markets. We compete in building material markets around the world. The majority of our sales are in North America and Europe.
During 2007, these markets experienced the following:

* In 2007, housing starts in the North American residential market declined nearly 23% to 1.57 million units (at seasonally
adjusted and annualized rates). The Canadian housing activity was flat at 0.23 million units, while the U.S. accounted for
almost the entirety of the overall decline, falling 25.8% in 2007 to 1.34 million units started versus 1.81 million in 2006.
Housing completions in the U.S. decreased by 23.9% in 2007 with approximately 1.514 million units completed. The
sales of existing homes continued to fall in 2007, and registered a 12.8% decrease for the entire year over 2006, to 5.68
million.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations
(dollar amounts in millions)

U.S. retail sales through building materials, garden equipment and supply stores (an indicator of home renovation
activity) decreased 1.7% in 2007 over sales levels in 2006, according to figures from the U.S. Census Bureau. This
reflects the overall weakness in the housing market, and we do not expect improvement in this area until housing sales
stabilize.

» The North American commercial market strengthened in 2007 with construction completions in the office, healthcare,
retail and education segments increasing by approximately 15.7%, 9.7%, 5.7% and 11.0%, respectively, in nominal dollar
terms.

» Markets in Western European countries experienced modest growth, while Eastern European markets continued to
grow.

*  Growth continued across most Pacific Rim markets.

Quality and Customer Service. Our quality and customer service are critical components of our total value proposition. In 2007, we
experienced no significant quality or customer service issues.

Pricing Initiatives . We periodically modify prices in response to changes in costs for raw materials and energy, and to market
conditions and the competitive environment. The net impact of these pricing initiatives improved sales in 2007 compared to 2006.

The most significant of these pricing actions were:
* Resilient Flooring implemented price increases on selected products in 2007.
* Wood Flooring had no significant pricing actions in 2007.

» Building Products implemented price increases in Europe in February 2007 and in North America in June and December
2007.

» Cabinets implemented a February 2007 price increase.

In certain cases, realized price increases are less than the announced price increases because of competitive reactions and
changing market conditions.

We estimate pricing actions increased our total consolidated net sales in 2007 compared to 2006 by approximately $60 million.

Mix. Each of our businesses offers a wide assortment of products that are differentiated by style/design and by performance
attributes. Pricing for products within the assortment varies according to the level of value they provide. Changes in the relative
quantity of products purchased at the different value points can impact year-to-year comparisons of net sales and operating
income. We estimate mix changes increased our total consolidated net sales in 2007 compared to 2006 by approximately $60
million.

Factors Affecting Operating Costs
Operating Expenses. Our operating expenses consist of direct production costs (principally raw materials, labor and energy) and
manufacturing overhead costs, costs to purchase sourced products and SG&A expenses.

Our largest individual raw material expenditures are for lumber and veneers, PVC resins and plasticizers. Natural gas is also a
significant input cost. Fluctuations in the prices of these inputs are generally beyond our control and have a direct impact on our
financial results. In 2007 the net impact of these input costs was approximately $35 million higher than in the same period of the
previous year.
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(dollar amounts in millions)

Cost Reduction Initiatives. During 2004, we implemented several significant manufacturing and organizational programs to improve
our cost structure and enhance our competitive position. We have incurred costs in subsequent years related to these previously
announced cost reduction initiatives. The major 2004 programs were:

* We ceased production of certain products at our Resilient Flooring manufacturing plant in Lancaster, Pennsylvania,
transferring production to other Resilient Flooring plants.

* We announced that we would cease production at our Building Products plant in The Netherlands. The plant ceased
production in the first quarter of 2005, and production was transferred to another Building Products location.

* We ceased production at our Cabinets manufacturing plant in Morristown, Tennessee, transferring production to other
Cabinets plants.

» We restructured the sales force and management structure in our North America flooring organization.

* We announced that we would cease production at our Wood Flooring manufacturing plant in Searcy, Arkansas.
Production ended in the first quarter of 2005, and was transferred to other Wood Flooring plants.

These initiatives have been fully implemented, and we do not expect to incur additional expenses in future periods for these
initiatives. We have realized our projected annual cost savings of approximately $58 million, when compared to the 2004 cost
baseline. These projected savings were not fully realized until 2007.

We did not initiate any additional manufacturing or organizational programs in 2005.
In 2006 we announced that we would cease production at our Wood Flooring manufacturing plant in Nashville, Tennessee.

We incurred $0.2 million of restructuring charges in the Building Products segment in 2007 to implement the above cost reduction
initiatives.

We incurred the following net expenses in 2006 to implement these cost reduction initiatives:

Restructuring

Cost of Total
Goods Sold SG&A Charges Expenses
Resilient Flooring $10.1 $7.4 $9.9 $27.4
Wood Flooring 0.7 - 1.4 2.1
Building Products 0.2 - 0.5 0.7
Cabinets - - - -
Corporate Unallocated - - (0.1) (0.1)
Total Consolidated $11.0 $7.4 $11.7 $30.1

Cost of goods sold includes $0.7 million of fixed asset impairments (incurred in the nine months ended September 30, 2006), $0.3
million of accelerated depreciation (incurred in the nine months ended September 30, 2006) and $10.0 million of other related costs
in 2006 ($0.6 million incurred in the three months ended December 31, 2006 and $9.4 million incurred in the nine months ended
September 30, 2006). The Resilient Flooring SG&A costs in 2006 (incurred in the nine months ended September 30, 2006) relate
to the Lancaster Plant cost reduction initiative.

In 2006, we recorded a gain of $14.3 million from the sale of a warehouse which became available as a result of the Resilient
Flooring cost reduction initiatives. This gain was recorded in SG&A.
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We incurred the following net expenses in 2005 due to implementing these cost reduction initiatives:

Restructuring

Cost of Total
Goods Sold Charges Expenses
Resilient Flooring $ 12.7 $ 16.2 $ 28.9
Wood Flooring 13.9 0.1 14.0
Building Products 1.6 6.3 7.9
Cabinets 1.2 0.4 1.6
Corporate Unallocated - - -
Total Consolidated $ 29.4 $ 23.0 $ 52.4

Cost of goods sold includes $14.3 million of fixed asset impairments, $7.1 million of accelerated depreciation and $8.0 million of
other related costs in 2005.

See Note 15 to the Consolidated Financial Statements for more information on restructuring charges.

On-going Cost Improvements. In addition to the above-mentioned cost reduction programs we have an ongoing focus on
continually improving our cost structure. As a result of these cost reduction initiatives and our on-going improvement efforts, we
have realized significant reductions in our manufacturing conversion costs.

Fresh Start Reporting. In connection with its emergence from bankruptcy on October 2, 2006, AWI adopted fresh-start reporting.
For administrative convenience, we selected September 30, 2006, following the close of business, as the date to adopt fresh-start
reporting. See Note 3 to the Consolidated Financial Statements for more information.

Adopting fresh-start reporting resulted in material adjustments to the historical carrying amount of reorganized Armstrong’s assets
and liabilities. Certain of these adjustments impacted our statements of earnings for the periods following emergence, through
changes in depreciation and amortization, costs for benefit plans, costs for hedging-related activity, inventory-related costs and
WAVE expenses. In 2006, fresh-start reporting impacted fourth quarter earnings. Fresh-start reporting impacted all periods in 2007,
with the fourth quarter’s impact being different than the first three quarters due to the revisions made to the fresh-start balance
sheet based upon filing our federal income tax return in September 2007 (see Note 3 to the Consolidated Financial Statements for
more information). Please see page 34 for the dollar impact of fresh-start reporting by operating expense type for each period.

Employee Benefits . We recorded a pre-tax charge of $16.9 million in the fourth quarter of 2005 in cost of goods sold ($11.4 million)
and SG&A ($5.5 million), related to changes made to the U.S. defined benefit pension plan. The changes were considered a
curtailment under SFAS No. 88 “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits” (“FAS 88").

Review of Strategic Alternatives . On February 15, 2007, we announced that we had initiated a review of our strategic alternatives.
On February 29, 2008, we announced that we have completed the strategic review process after extensive evaluation of
alternatives, including a possible sale of our individual businesses and the entire company. The Board of Directors concluded that it
is in the best interest of Armstrong and its shareholders to continue to execute our strategic operating plan under our current
structure as a publicly traded company. We anticipate payments to advisors in conjunction with this conclusion will cost
approximately $4.5 million in 2008.

See also “Results of Operations” for further discussion of other significant items affecting operating costs.
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Factors Affecting Cash Flows

Typically, we generate cash in our operating activities, excluding the effects of our emergence from Chapter 11 in 2006. The
amount of cash generated in a period is dependent on a number of factors, including the amount of operating profit generated, the
amount of working capital (such as inventory, receivables and payables) required to operate our businesses and investments in
property, plant & equipment and computer software (“PP&E”).

During 2007, our cash and cash equivalents increased by $250.5 million, as net cash from operating activities, including
distributions from WAVE of $117.5 million and net U.S. federal income tax refunds of $209.1 million, more than offset net cash used
for investing activities and for $300 million of voluntary debt principal prepayments. This compared to a cash and cash equivalents
decrease of $338.4 million in 2006, which was primarily due to $1.1 billion of Chapter 11 emergence-related payments to creditors,
partially offset by $800 million from new debt.

Deferred Income Taxes

Our Consolidated Balance Sheet as of December 31, 2007 includes deferred income tax assets of $972.7 million (see Note 16 to
the Consolidated Financial Statements). Included in these amounts were deferred tax assets of $407.1 million and $66.3 million,
respectively, relating to federal and state net operating loss carryforwards. These net operating losses arose in 2006 as a result of
the amounts paid to the Asbestos Personal Injury Settlement Trust (“Asbestos Pl Trust”). We have concluded, based on the weight
of available evidence, that all but $9.1 million of these income tax benefits are more likely than not to be realized in the future. This
amount represents a decrease of $14.5 million from the valuation allowances previously recorded with respect to these income tax
benefits as of December 31, 2006.

In arriving at this conclusion, we considered the profit before tax generated for the years 1996 through 2007, as well as future
reversals of existing taxable temporary differences and projections of future profit before tax. The federal income tax deduction
resulting from the amounts paid to the Asbestos PI Trust created a net operating loss in 2006. Under the Internal Revenue Code, a
net operating loss resulting from the payment of asbestos claims, including payments to the Asbestos PI Trust, can be carried back
and offset against our federal taxable income in either the two or the ten preceding years, generating a refund of taxes paid for
those years. We had assumed a two-year carryback for purposes of calculating the income tax provision for 2006. We continued to
evaluate the carryback alternatives prior to filing our federal income tax return in September, 2007. The completed analysis
indicated that the net present value from a ten-year carryback was modestly more than that from a two-year carryback, so we filed
a ten-year carryback. Since the realizable book value of the net operating loss based on a ten-year carryback is lower than the
calculation based upon a two-year carryback, the fresh—start balance sheet was revised to reflect the ten-year value. See Note 3 to
the Consolidated Financial Statements for more information.

In addition, any loss remaining after carryback is available as a carryforward adjustment to reduce income taxes payable in future
tax years. If certain specified changes occur in our ownership, there could be an annual limitation on the amount of the
carryforwards that can be utilized. However, we cannot anticipate this change in assessing our valuation allowances. As a result, it
is more likely than not that we will realize the federal deferred income tax asset value relating to these carryforwards.

In contrast to the results under the Internal Revenue Code, most states do not allow the carryback of a net operating loss in any
significant amount. As a result, most of the state income tax benefits resulting from the amounts paid to the Asbestos Pl Trust will
be realized through a reduction of future state income tax liabilities by offsetting the net operating losses resulting from our
payments to the Asbestos Pl Trust against future state taxable income. Based on projections of future taxable income (consistent
with historical results and anticipated future trends), for the loss carryforward periods allowed under current state income tax laws
(generally five to twenty years) in the states in which we conduct business operations, we have concluded that all but $9.1 million of
the $66.3 million of deferred state income tax benefits relating to our state net operating loss carryforwards is more likely than not to
be realized.
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We estimate we will need to generate future taxable income of approximately $1,163.2 million for federal income tax purposes, and
$1,392.3 million for state income tax purposes in order to fully realize these deferred income tax assets.

Employees
As of December 31, 2007, we had approximately 12,900 full-time and part-time employees worldwide. This compares to

approximately 14,500 employees as of December 31, 2006. The decline reflects the sale of our European Textiles and Sports
Flooring business in April 2007 and headcount reductions as part of ongoing cost reduction efforts, primarily in the wood flooring
segment.

During 2007, we negotiated two collective bargaining agreements and none of our locations experienced work stoppages. On
December 31, 2007 the labor contract covering approximately 140 production employees at our Montreal resilient flooring plant
expired. Management and labor are presently negotiating, and neither party believes a work stoppage is likely. Throughout 2008,
collective bargaining agreements covering approximately 1,200 employees at six plants are scheduled to expire.

CRITICAL ACCOUNTING ESTIMATES

In preparing our consolidated financial statements in accordance with U.S. generally accepted accounting principles (“GAAP”), we
are required to make certain estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the reporting period. We evaluate our estimates and assumptions on an on-going basis, using relevant information from inside and
outside the Company. We believe that our estimates and assumptions are reasonable. However, actual results may differ from
what was estimated and could have a significant impact on the financial statements.

We have identified the following as our critical accounting estimates. We have discussed the application of these critical accounting
estimates with our Audit Committee.

Fresh-Start Reporting and Reorganization Value — As part of our emergence from bankruptcy on October 2, 2006, we implemented
fresh-start reporting in accordance with AICPA Statement of Position 90-7 (“SOP 90-7"), Financial Reporting by Entities in
Reorganization under the Bankruptcy Code. Our assets, liabilities and equity were adjusted to fair value. In this regard, our
Consolidated Financial Statements for periods subsequent to October 2, 2006 reflect a new basis of accounting and are not
comparable to our historical consolidated financial statements for periods prior to October 2, 2006.

Under fresh-start reporting, a reorganization value is determined and allocated to our net assets based on their relative fair values
in a manner similar to the accounting provisions applied to business combinations under Statement of Financial Accounting
Standards No. 141, Business Combinations . The estimates and assumptions used to derive the reorganization value and
allocation of value to balance sheet accounts are inherently subject to significant business, economic and competitive uncertainties
and contingencies, many of which are beyond our control. Modification to these assumptions could have significantly changed the
reorganization value, and hence the resultant fair values of our assets and liabilities. Adjustments to the allocation of value to the
balance sheet accounts could be made in future periods for tax-related items (see “Income Taxes” below).

The adoption of fresh-start reporting had a material effect on our Consolidated Financial Statements and was based on
assumptions that employed a high degree of judgment. See Notes 1 and 3 to the Consolidated Financial Statements for further
information relative to our reorganization and the assumptions used to value reorganized Armstrong.
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U.S. Pension Credit and Postretirement Benefit Costs — We maintain pension and postretirement plans throughout the world, with
the most significant plans located in the U.S. The U.S. defined benefit pension plans were closed to new salaried and salaried
production employees on January 1, 2005. We also froze benefits for certain non-production salaried employees effective

February 28, 2006. Our defined benefit pension and postretirement benefit costs are developed from actuarial valuations. These
valuations are calculated using a number of assumptions. Each assumption represents management’s best estimate of the future.
The assumptions that have the most significant impact on reported results are the discount rate, the estimated long-term return on
plan assets and the estimated inflation in health care costs. These assumptions are generally updated annually. However, we also
updated each of these assumptions and adopted Statement of Financial Accounting Standards No. 158, “Employers’ Accounting
for Defined Benefit Pension and Other Postretirement Plans,” as part of adopting fresh-start reporting in accordance with SOP 90-7.

The discount rate is used to determine retirement plan liabilities and to determine the interest cost component of net periodic
pension and postretirement cost. Management utilizes the yield for Moody’s AA-rated long-term corporate bonds as the primary
basis for determining the discount rate. The duration of the securities underlying the Moody’s AA-rated bond index is reasonably
comparable to the duration of our retirement plan liabilities based on our review of the Hewitt yield curve. As of December 31, 2007,
we assumed a discount rate of 5.85% compared with a discount rate of 5.75% as of December 31, 2006 for the U.S. plans. This
increase is consistent with the increase in U.S. corporate bond yields during the year. The effects of the increased discount rate will
be amortized against earnings as described below. A one-quarter percentage point decrease in the discount rate to 5.60% would
increase 2008 operating income by $0.6 million, as the resulting decrease in the interest cost component of the pension expense
calculation would more than offset the increased service cost component. A one-quarter percentage point increase in the discount
rate to 6.10% would reduce 2008 operating income by $0.4 million.

We have two U.S. defined benefit pension plans, a qualified funded plan and a nonqualified unfunded plan. For the funded plan, the
expected long-term return on plan assets represents a long-term view of the future estimated investment return on plan assets.
This estimate is determined based on the target allocation of plan assets among asset classes and input from investment
professionals on the expected performance of the equity and bond markets over 10 to 20 years. Over the last 10 years, the
annualized return was approximately 8.2% compared to an average expected return of 8.5%. The expected long-term return on
plan assets used in determining our 2007 U.S. pension credit was 8.0%. The actual return on plan assets achieved for 2007 was
10.4%. In accordance with GAAP, this excess will be amortized into earnings as described below. We do not expect to make cash
contributions to the qualified funded plan during 2008. We have assumed a return on plan assets during 2008 of 8.0%. A one-
quarter percentage point increase or decrease in this assumption would increase or decrease 2008 operating income by
approximately $5.5 million. Contributions to the unfunded plan were $3.2 million in 2007 and were made on a monthly basis to fund
benefit payments. We estimate the contributions to be approximately $3.4 million in 2008. See Note 18 to the Consolidated
Financial Statements for more details.
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The estimated inflation in health care costs represents a long-term view (5-10 years) of the expected inflation in our postretirement
health care costs. We separately estimate expected health care cost increases for pre-65 retirees and post-65 retirees due to the
influence of Medicare coverage at age 65, as illustrated below:

Assumptions Actual
Post65 Pre65 Overall Post65 Pre65 Overall
2006, nine months ended September 30 9.0% 7.0% 8.0%
2006, three months ended December 31 12.0% 11.5% 11.8%
2006, full year 9% (1)% 6 %
2007 12.0% 11.5% 11.8% (2)% (3)% (2)%
2008 11.0% 10.5% 10.8%

Actual health care cost increases were lower than expected in 2007, primarily due to favorable experience in medical claims costs
and the impact of the implementation of a prescription drug deductible for certain retirees. In accordance with GAAP, the difference
between the actual and expected health care costs is amortized into earnings as described below. As of December 31, 2007,
health care cost increases are estimated to decrease by 1 percentage point per year until 2014, after which they are constant at
5%. A one percentage point increase in the assumed health care cost trend rate would reduce 2008 operating income by $0.6
million, while a one percentage point decrease in the assumed health care cost trend rate would increase 2008 operating income
by $0.6 million. See Note 18 to the Consolidated Financial Statements for more details.

Actual results that differ from our various pension and postretirement plan estimates are captured as actuarial gains/losses and are
amortized into future earnings over the expected remaining service period of plan participants, which is approximately 10 years
depending on the participants in the plan, in accordance with GAAP. Changes in assumptions could have significant effects on
earnings in future years.

Impairments of Long-Lived Tangible and Intangible Assets — In connection with our adoption of fresh-start reporting upon emerging
from Chapter 11, all long-lived tangible and intangible assets were adjusted to fair value. We periodically review significant tangible
and definite-lived intangible assets for impairment under the guidelines of the Financial Accounting Standards Board Statement

No. 144 — “Accounting for the Impairment or Disposal of Long-Lived Assets” (“FAS 144"). In accordance with this Statement, we
review our businesses for indicators of impairment such as operating losses and/or negative cash flows. If an indication of
impairment exists, we compare the carrying amount of the asset group to the estimated undiscounted future cash flows expected to
be generated by the assets. The amount of impairment loss to be recognized is then measured by comparing the asset group’s
carrying amount to its fair value. The estimate of an asset group’s fair value is based on discounted future cash flows expected to
be generated by the asset group. If the fair value is less than the carrying value of the asset group, we record an impairment charge
equal to the difference between the fair value and carrying value of the asset group.

Our indefinite-lived intangibles are primarily trademarks and brand names, which are integral to our corporate identity and expected
to contribute indefinitely to our corporate cash flows. Accordingly, they have been assigned an indefinite life. We perform annual
impairment tests on these indefinite-lived intangibles under the guidelines of the Financial Accounting Standards Board Statement
No. 142 —
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“Goodwill and Other Intangible Assets” (“FAS 142"). These assets undergo more frequent tests if an indication of possible
impairment exists.

The cash flow estimates used in applying FAS 142 and FAS 144 are based on management’s analysis of information available at
the time of the impairment test. Actual cash flows lower than the estimate could lead to significant future impairments. If subsequent
testing indicates that new fair values are less than the values derived from fresh-start reporting, those values would be reduced and
our future statements of income would be impacted.

See Notes 10 and 12 to the Consolidated Financial Statements for further information.

Sales-related Accruals — We provide direct customer and end-user warranties for our products. These warranties cover
manufacturing defects that would prevent the product from performing in line with its intended and marketed use. The terms of
these warranties vary by product line and generally provide for the repair or replacement of the defective product. We collect and
analyze warranty claims data with a focus on the historical amount of claims, the products involved, the amount of time between the
warranty claims and the products’ respective sales and the amount of current sales.

We also maintain numerous customer relationships that incorporate different sales incentive programs (primarily volume rebates
and promotions). The rebates vary by customer and usually include tiered incentives based on the level of customers’ purchases.
Certain promotional allowances are also tied to customer purchase volumes. We estimate the amount of expected annual sales
during the course of the year and use the projected sales amount to estimate the cost of the incentive programs. For sales
incentive programs that are on the same calendar basis as our fiscal calendar, actual sales information is used in the year-end
accruals.

While historical results have not differed materially from our estimated accruals, future experience related to these accruals could
differ significantly from the estimated amounts during the year. If this occurs, we would adjust our accruals accordingly. Our sales-
related accruals totaled $80.3 million and $79.3 million as of December 31, 2007 and 2006, respectively. We record the costs of
these accruals as a reduction to gross sales.

Income Taxes — Our effective tax rate is primarily determined based on our pre-tax income and the statutory income tax rates in the
jurisdictions in which we operate. The effective tax rate also reflects the tax impacts of items treated differently for tax purposes
than for financial reporting purposes. Some of these differences are permanent, such as expenses that are not deductible in our tax
return, and some differences are temporary, reversing over time, such as depreciation expense. These temporary differences
create deferred income tax assets and liabilities.

In accordance with the requirements for fresh-start reporting pursuant to SOP 90-7, we adopted FASB Interpretation No. 48 (“FIN
48"), Accounting for Uncertainty in Income Taxes, effective as of October 2, 2006. The transition adjustments, although not material
in the aggregate, were shown as an adjustment to the fresh-start balance sheet as of October 2, 2006.

As further described in Note 16 to the Consolidated Financial Statements, our Consolidated Balance Sheet as of December 31,
2007 includes deferred income tax assets of $972.7 million. Included in these amounts are deferred federal and state income tax
assets of $407.1 million and $66.3 million, respectively, relating to federal and state net operating loss carryforwards. These net
operating losses arose primarily as a result of the amounts paid to the Asbestos Pl Trust in 2006. We have concluded that all but
$9.1 million of these income tax benefits are more likely than not to be realized in the future.

Deferred income tax assets and liabilities are recognized by applying enacted tax rates to temporary differences that exist as of the
balance sheet date. We record valuation allowances to reduce our deferred income tax assets if it is more likely than not that some
portion or all of the deferred income tax assets will not be realized. As of December 31, 2007, we have recorded valuation
allowances totaling $225.0 million for various state and foreign net operating loss, capital loss and foreign tax credit
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carryforwards. While we have considered future taxable income in assessing the need for the valuation allowances based on our
best available projections, if these estimates and assumptions change in the future or if actual results differ from our projections, we
may be required to adjust our valuation allowances accordingly.

Inherent in determining our effective tax rate are judgments regarding business plans and expectations about future operations.
These judgments include the amount and geographic mix of future taxable income, limitations on usage of net operating loss
carryforwards after emergence from bankruptcy, potential tax law changes, the impact of ongoing or potential tax audits, earnings
repatriation plans and other future tax consequences.

We establish reserves for tax positions that management believes are supportable, but are potentially subject to successful
challenge by the applicable taxing authorities. We review these tax uncertainties in light of the changing facts and circumstances
and adjust them when warranted. We have several tax audits in process in various jurisdictions.

If our actual results differ from the estimates and assumptions used, an adjustment affecting income tax expense would be
necessary in the period that such determination is made, unless the change is related to a pre-emergence asset or liability that is
required to be reflected as a balance sheet adjustment pursuant to Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes” (“FAS 109”) and SOP 90-7. Such adjustment could be material to our consolidated financial
statements.

ACCOUNTING PRONOUNCEMENTS EFFECTIVE IN FUTURE PERIODS

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (“FAS 157”), “Fair Value
Measurements,” which establishes a framework for measuring fair value in generally accepted accounting principles and expands
disclosures about fair value measurements. FAS 157 is generally effective for fiscal years beginning after November 15, 2007.
However, the effective date for certain non-financial assets and liabilities was deferred to fiscal years beginning after November 15,
2008. We do not expect any material impact from adopting FAS 157.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159 (“FAS 159”), “The Fair Value Option for
Financial Assets and Financial Liabilities Including an Amendment of FASB Statement No. 115,” which permits companies to
measure financial instruments and certain other assets and liabilities at fair value on an instrument by instrument basis. FAS 159 is
effective for fiscal years beginning after November 15, 2007. We do not expect any material impact from adopting FAS 159.

In March 2007, the FASB ratified Emerging Issues Task Force Issue No. 06-10 “Accounting for Collateral Assignment Split-Dollar
Life Insurance Agreements” (EITF 06-10). EITF 06-10 provides guidance for determining a liability as well as recognition and
measurement of the associated asset on the basis of the terms of the collateral assignment agreement. EITF 06-10 is effective for
fiscal years beginning after December 15, 2007. We do not expect any material impact from adopting EITF 06-10.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141 Revised 2007, “Business
Combinations” (“FAS 141R"). FAS 141R revises the original FAS 141, while retaining the underlying concept that all business
combinations be accounted for at fair value. However, FAS 141R changes the methodology of applying this concept in that
acquisition costs will generally be expensed as incurred, non-controlling interests will be valued at fair value, in-process research
and development will be recorded at fair value as an indefinite-lived intangible, restructuring costs associated with a business
combination will generally be expensed subsequent to the acquisition and changes in deferred income tax asset allowances after
the acquisition date generally will affect income tax expense. This pronouncement applies prospectively to all business
combinations whose acquisition dates are on or after the beginning of the first annual period subsequent to December 15, 2008.
We will consider, upon adoption, the impact of any future acquisitions.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, “Non-controlling Interests in
Consolidated Financial Statements — an amendment of ARB No. 51" (“FAS 160").
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FAS 160 requires the recognition of a non-controlling interest (formerly known as a “minority interest”) as equity in the consolidated
financial statements and separate from the parent’s equity. The amount of net income attributable to the non-controlling interest will
be included in consolidated net income on the face of the income statement. It also amends certain of ARB 51’s consolidation
procedures for consistency with the requirements of FAS 141R. This pronouncement is effective for fiscal years, and all interim
periods within those fiscal years, beginning after December 15, 2008. Early adoption is not permitted. We do not expect any
material impact from adopting FAS 160.

RESULTS OF OPERATIONS

Unless otherwise indicated, net sales in these results of operations are reported based upon the location where the sale was made.
Certain prior year amounts have been reclassified to conform to the current year presentation. Please refer to Note 4 to the
Consolidated Financial Statements for a reconciliation of operating income to consolidated income before income taxes and
discontinued operations.

In connection with its emergence from bankruptcy on October 2, 2006 (the “Effective Date”), AWI adopted fresh-start reporting in
accordance with AICPA Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy
Code” (“SOP 90-7"). Adopting fresh-start reporting has resulted in material adjustments to the historical carrying amount of
reorganized Armstrong’s assets and liabilities. See Note 3 to the Consolidated Financial Statements for more information. As a
result, our post-emergence financial statements are not comparable to our pre-emergence financial statements. Despite the lack of
comparability, we have combined the 2006 results of the Predecessor Company (which represent the first nine months of 2006 and
include the impact of emergence) with the results of the Successor Company (which represent the last three months of 2006) to
facilitate the year-to-year discussion of operating results in certain sections of this Form 10-K. The combined financial information
for 2006 is merely cumulative and does not give pro forma effect to the Predecessor’s results as if the consummation of the Plan
and the related fresh-start reporting and other adjustments had occurred at the beginning of the period presented. Combining pre-
emergence and post-emergence results is not in accordance with GAAP.
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2007 COMPARED TO 2006
CONSOLIDATED RESULTS

Change is Favorable/

Successor Successor Predecessor Combined (Unfavorable)
Excluding
Three Effects of
Months Nine Months Foreign
Ended Ended Exchange
December September As
Year 2007 31, 2006 30, 2006 Year 2006 Reported Rates @
Net Sales:
Americas $ 2,614.7 $ 606.9 $ 2,011.3 $ 2,618.2 (0.1)% (0.4)%
Europe 774.4 172.2 499.4 671.6 15.3% 6.0%
Pacific Rim 160.6 38.2 97.9 136.1 18.0% 10.6%
Total Consolidated Net Sales $ 3,549.7 $ 817.3 $ 2,608.6 $ 3,425.9 3.6% 1.3%
Cost of goods sold 2,685.3 660.4 2,028.7 2,689.1
SG&A 613.5 144.0 417.0 561.0
Restructuring charges, net 0.2 1.7 10.0 11.7
Equity earnings (46.0) (5.3) (41.4) (46.7)
Operating Income $ 296.7 $ 16.5 $ 194.3 $ 210.8
Interest Expense 55.0 13.4 5.2 18.6
Other non-operating expense 14 0.3 1.0 13
Other non-operating (income) (18.2) (4.3) (7.2) (11.5)
Chapter 11 reorganization
(income), net (0.7) - (1,955.5) (1,955.5)
Income tax expense 106.4 3.8 726.6 730.4
Loss from discontinued
operations 7.5 1.1 68.4 69.5
Net earnings $ 145.3 $ 22 $ 1,355.8 $ 1,358.0
@ Excludes favorable foreign exchange rate effect in translation of $78.4 million on net sales and $2.1 million on operating
income

Consolidated net sales excluding the translation effect of changes in foreign exchange rates grew 1%. Equal benefits from price
realization (approximately $60 million, as described previously in “Pricing Initiatives”) and an improved mix of higher value products
more than offset low single-digit volume decline.

Net sales in the Americas was essentially flat. Volume declined in the Wood Flooring and Resilient Flooring businesses. Net sales
of Building Products and Resilient Flooring products benefited from a richer product mix, and Building Products realized price
increases.

Excluding the translation effect of changes in foreign exchange rates, net sales in the European markets grew by $42 million due to
a combination of volume growth, price realization and higher-value product mix.

Excluding the translation effect of changes in foreign exchange rates, net sales in the Pacific Rim increased $15 million on volume
growth and improved product mix.

Operating expenses in the year 2007 and the three months ended December 31, 2006 were impacted by the effects of having
adopted fresh-start reporting, as a result of AWI emerging from Chapter 11.
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Adopting fresh-start reporting resulted in material adjustments to the historical carrying amount of reorganized Armstrong’s assets
and liabilities. Certain of these adjustments impacted our statements of earnings for the periods following emergence, through
changes in the items noted in the chart below. The amounts represent the post-emergence change in these items. Net sales were
not impacted by fresh-start reporting. In addition, 2007 and 2006 operating expenses were impacted by several other significant
items. The fresh-start and other significant items, which impacted cost of goods sold (“COGS”), selling, general and administrative
expenses (“SG&A”), restructuring charges and equity earnings, include:

Increase / (Reduction) in Expenses

Item
Fresh-Start @
Change in depreciation and amortization
Change in costs for benefit plans
Impact on hedging-related activity
Inventory-related costs
Change in depreciation and amortization
Change in costs for benefit plans
Inventory-related costs (WAVE)
Expenses from WAVE step-up

Other Significant Items:

Business interruption claim @

Cost reduction initiatives expenses

Product warranty accrual @

Contribution to Armstrong Foundation ®

Liability settlement related to a divested business ©
Patent infringement settlement

Cost reduction initiatives expenses @

Gain on sale of properties ©

Insurance settlement ©

Environmental accrual 9

Chapter 11 related post-emergence expenses (1)
Review of strategic alternatives 2

Cost reduction initiatives expenses @
(1) See Note 3 for more information on fresh-start reporting.

Successor Successor Predecessor
Three Months
Nine Months
Ended
December 31, Ended
Where Year September
Reported 2007 2006 30, 2006
COGS $ (2.1) $(1.3) -
COGS (20.2) (4.6) -
COGS (5.8) (2.0) -
COGS - 29.6 -
SG&A 11.6 2.8 -
SG&A (11.3) (2.3) -
Equity Earnings - 3.7 -
Equity Earnings 6.7 1.7 -
COGS - (4.7) -
COGS - 0.7 $10.3
COGS - - 3.3
SG&A - - 5.0
SG&A - 2.8
SG&A - - (8.6)
SG&A - - 7.4
SG&A - - (17.0)
SG&A (5.0) - -
SG&A 1.1 - -
SG&A 7.1 4.6 -
SG&A 8.7 - -
Restructuring 0.2 1.6 10.1

(2) Inthe fourth quarter of 2006, we received the final payment for a business interruption claim.

(3) See “Factors Affecting Operating Costs” and Note 15 for a discussion on the cost reduction expenses.
(4) The majority of the product warranty accrual increase was from revising certain assumptions that were used in prior periods when estimating the accrual.
(5) We made a contribution to the Armstrong Foundation (a community giving program funded by Armstrong) in the third quarter of 2006.

(6) We settled a liability related to a previously divested business in the third quarter of 2006 for an amount greater than what was previously accrued.
(7) In the first quarter of 2006, we recorded a gain from the settlement of a patent infringement case.

(8) During the year 2006, we recorded a gain from the sale of two buildings.
(9) We received an insurance settlement related to a Cabinet warehouse fire.

(10) We recorded an increase in the environmental accrual for a previously-owned property.
(11) These costs represent professional and administrative fees incurred primarily to resolve remaining claims related to AWI's Chapter 11 Case and distribute proceeds to
creditors, and expenses incurred by Armstrong Holdings, Inc. as it completed its plan of dissolution.

(12) These expenses were incurred, primarily from advisors, in conducting our review of strategic alternatives.
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Cost of goods sold in 2007 was 75.6% of net sales, compared to 78.5% in 2006. The year-to-year change in the percentages is
primarily due to the items detailed in the above table. In addition, 2007 benefited from higher selling prices, primarily in Building
Products, and better manufacturing performance across most segments, which more than offset raw material inflation in Building
Products and Wood Flooring.

SG&A expenses in 2007 were $613.5 million, or 17.3% of net sales compared to $561.0 million or 16.4% of net sales in 2006. The
year-to-year change in the percentages was primarily due to the factors detailed in the above table. In addition, unallocated
corporate expense increased due to higher benefit plan costs. Building Products increased spending to support its sales growth,
but at a rate below the growth in sales.

Equity earnings, primarily from our WAVE joint venture, were $46.0 million in 2007, as compared to $46.7 million in 2006. Equity
earnings in 2007 and 2006 were impacted by the items as detailed in the above table. See Note 11 for further information.

We recorded operating income of $296.7 million in 2007, compared to operating income of $210.8 million in 2006.

Interest expense was $55.0 million in 2007, compared to $18.6 million in 2006. Interest expense in both years was impacted by
debt incurred as part of emerging from Chapter 11, although for only three months in 2006. In accordance with SOP 90-7, we did
not record contractual interest expense on prepetition debt while in Chapter 11. This unrecorded interest expense was $57.6 million
in 2006. Unrecorded interest expense reflects the amount of interest expense we would have incurred under the original maturities
of prepetition debt.

Net Chapter 11 reorganization income in 2007 was $0.7 million compared to $1,955.5 million recorded in 2006. See Note 3 to the
Consolidated Financial Statements for a detailed breakout of the 2007 and 2006 results.

Income tax expense was $106.4 million and $730.4 million in 2007 and 2006, respectively. The effective tax rate for 2007 was
41.0% as compared to a rate of 33.8% for 2006. Excluding the effect of fresh-start reporting and POR-related settlement
adjustments, the 2006 effective tax rate was 38.3%. The effective tax rate for 2007 was higher than 2006 due to increased state
income taxes, taxes on foreign source income and a reduced Medicare subsidy, partially offset by a reduction in nondeductible
professional fees related to our Chapter 11 emergence and the review of strategic alternatives.
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REPORTABLE SEGMENT RESULTS

Resilient Flooring

Change is Favorable/

Successor Successor Predecessor Combined (Unfavorable)
Three Nine Months Excluding
Months Ended Effects of
Ended September 30, Foreign
December As Exchange
Year 2007 31, 2006 2006 Year 2006 Reported Rates ¥
Net Sales:
Americas $ 826.4 $187.0 $ 662.6 $ 849.6 (2.71)% 3.1)%
Europe 331.9 74.2 223.2 297.4 11.6 % 2.0%
Pacific Rim 72.5 17.3 43.6 60.9 19.0% 11.5%
Total Segment Net Sales $1,230.8 $278.5 $ 929.4 $1,207.9 1.9% (1.1)%
Operating Income (Loss) $ 404 $ (1.2 $ 126 $ 114
@ Excludes favorable foreign exchange rate effect in translation of $35.9 million on net sales and $1.5 million on operating income

Net sales in the Americas declined $23.2 million. Volume declined at a mid-single digit rate due to weakness in residential products,
pricing was flat and product mix improved on growth in the sales of higher-value laminate and vinyl sheet products.

Excluding the translation effect of changes in foreign exchange rates, net sales in the European markets grew $6.4 million, primarily

due to increased volume.

Excluding the translation effect of changes in foreign exchange rates, net sales in the Pacific Rim grew $7.2 million, primarily due to

volume growth.

Operating income improved significantly, despite soft sales, due to lower manufacturing costs and reduced SG&A expenses. In
addition, both 2007 and 2006 operating profit were impacted by the previously described items as detailed in the following table.

Increase / (Reduction) in Expenses

Successor Successor Predecessor
Three Months
Nine Months
Ended
December 31, Ended
Year September
Item 2007 2006 30, 2006
Fresh-Start @
Change in depreciation and amortization $(1.0) $(0.8) -
Change in costs for benefit plans (5.5) (0.8) -
Impact on hedging-related activity (1.5) (0.2) -
Inventory-related costs - 7.2 -
Other Significant Items:
Business interruption claim @ - (4.7) -
Cost reduction initiative expenses - 0.8 $ 26.6
Gain on sale of properties ® - - (17.0)

Environmental accrual ® 11
(1) See Note 3 for more information on fresh-start reporting.
(2) Inthe fourth quarter of 2006, we received the final payment for a business interruption claim.
(3) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses.
(4) During 2006, we recorded a gain from the sale of two buildings.
(5) We recorded an increase in the environmental accrual for a previously-owned property.
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Wood Flooring

Successor Successor Predecessor Combined
Three Nine Months
Months Ended
Ended September 30,
December Change is
Year 2007 31, 2006 2006 Year 2006 (Unfavorable)
Total Segment Net Sales @ $791.6 $192.6 $645.0 $837.6 (5.5)%
Operating Income $64.3 $(0.2) $46.2 $46.0
@ Virtually all Wood Flooring products are sold in the Americas, primarily in the U.S.

Net sales decreased by $46.0 million due to lower volume driven by declines in the residential housing market.

Operating income increased by $18.3 million due to the previously described items as detailed in the following table. In addition,
declining sales volume and raw material inflation more than offset improved manufacturing productivity. 2007 operating income
included a $2.7 million SG&A expense for an increase to the reserve for doubtful accounts receivable related to a distributor.

Increase / (Reduction) in Expenses

Successor Successor Predecessor
Three
Months Nine Months
Ended
December Ended
September
Item Year 2007 31, 2006 30, 2006
Fresh-Start: @
Change in depreciation and amortization $ (13.3) $ (3.4) -
Inventory-related costs - 12.4 -
Other Significant Items:
Cost reduction initiatives expenses @ - 1.4 $ 0.7
Product warranty accrual @ - - 3.3

(1) See Note 3 for more information on fresh-start reporting.
(2) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses.

(3) The majority of the product warranty accrual increase was from revising certain assumptions that were used in prior periods when estimating the accrual.
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Building Products

Successor Successor Predecessor Combined Change is Favorable
Three Nine Months Excluding
Months Ended Effects of
Ended September 30, Foreign
December As Exchange
Year 2007 31, 2006 2006 Year 2006 Reported Rates ™
Net Sales:
Americas $ 7615 $ 170.8 $ 529.3 $ 700.1 8.8% 8.3%
Europe 4425 98.0 276.2 374.2 18.3% 9.1%
Pacific Rim 88.1 20.9 54.3 75.2 17.2% 9.8%
Total Segment Net Sales $1,292.1 $ 289.7 $ 859.8 $ 1,149.5 12.4% 8.7%
Operating Income $ 2214 $ 249 $ 152.9 $ 177.8
@ Excludes favorable foreign exchange rate effect in translation of $40.7 million on net sales and $3.5 million on operating income

The Americas net sales increased $61.4 million. The improvement was primarily driven by price increases across the majority of
channels and a more favorable mix of products. The improved product mix reflects a continued focus on developing and marketing
high value products which satisfy today’s design trends and higher acoustical performance needs.

Excluding the translation effect of changes in foreign exchange rates, net sales in Europe grew by $35.9 million. The sales
improvement was driven equally by volume growth and improved pricing across both Western and Eastern Europe.

Excluding the translation effect of changes in foreign exchange rates, net sales in the Pacific Rim grew $7.5 million on strong sales
in India, Australia and China.

Operating income increased by $43.6 million due to sales growth and improved manufacturing productivity. These benefits were
partially offset by inflation in direct production costs and by increased investment in SG&A to support the sales growth. In addition,
both 2007 and 2006 operating profit were impacted by the previously described items as detailed in the following table.

Increase / (Reduction) in Expenses

Successor Successor Predecessor
Three
Months Nine
Ended Months
December Ended
Year September
Item 2007 31, 2006 30, 2006
Fresh-Start: ®
Change in depreciation and amortization $22.1 $5.2 -
Change in costs for benefit plans (6.3) (1.3) -
Impact on hedging-related activity (4.3) (0.8) -
Inventory-related costs - 9.2 -
Inventory-related costs (WAVE) - 3.7 -
Expenses from WAVE step-up 6.7 1.7 -

Other Significant Items:

Cost reduction initiatives expenses @ 0.2 0.1 $0.6
(1) See Note 3 for more information on fresh-start reporting.
(2) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses.
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Cabinets
Successor Successor Predecessor Combined
Three Nine Months
Months Ended
Ended September 30, Change is
December
Year 2007 31, 2006 2006 Year 2006 Favorable
Total Segment Net Sales @ $235.2 $ 56.5 $174.4 $230.9 1.9%
Operating Income $ 105 $ 0.2 $ 6.1 $ 6.3

@ All Cabinet products are sold in the U.S.

Net sales grew $4.3 million as growth in the first half of the year was largely offset by declines in the second half related to

deterioration in the U.S. housing market.

Operating income grew $4.2 million due to the previously described items as detailed in the following table. In addition, operating

income was reduced by manufacturing inefficiencies.

Increase / (Reduction) in Expenses

Item
Fresh-Start: @
Change in depreciation and amortization
Inventory-related costs

Other Significant Items:

Insurance settlement @)
(1) See Note 3 for more information on fresh-start reporting.

(2) We received an insurance settlement related to a warehouse fire.

Successor Successor Predecessor
Three
Months Nine
Ended Months
December Ended
Year September
2007 31, 2006 30, 2006
$(0.3) $0.1 -
- 0.8 -
(5.0) - -
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Unallocated Corporate

Unallocated corporate expense of $39.9 million in 2007 increased from $30.7 million in 2006 ($7.2 million in the three months
ended December 31, 2006 and $23.5 million in the nine months ended September 30, 2006). The changes were primarily due to
higher benefit plan costs and the previously described items as detailed in the following table.

Increase / (Reduction) in Expenses
Successor Successor Predecessor

Three
Months Nine
Ended Months
December Ended
September
Item Year 2007 31, 2006 30, 2006
Fresh -Start:
Change in depreciation and amortization $ 20 $0.3 -
Change in costs for benefit plans (19.7) (4.8) -
Other Significant Items:
Cost reduction initiatives expenses @ - - $(0.1)
Contribution to Armstrong Foundation ® - - 5.0
Liability settlement related to a divested business ¥ - - 2.8
Patent infringement settlement ® - - (8.6)
Chapter 11 related post-emergence expenses © 7.1 4.6

Review of strategic alternatives () 8.7 - -
(1) See Note 3 for more information on fresh-start reporting.
(2) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses.
(3) We made a contribution to the Armstrong Foundation (a community giving program funded by Armstrong) in the third quarter of 2006.
(4) We settled a liability related to a previously divested business in the third quarter of 2006 for an amount greater than what was previously accrued.
(5) In the first quarter of 2006, we recorded a gain from the settlement of a patent infringement case.
(6) These costs represent professional and administrative fees incurred primarily to resolve remaining claims related to AWI's Chapter 11 Case and distribute
proceeds to creditors, and expenses incurred by Armstrong Holdings, Inc. as it completed its plan of dissolution.
(7) These expenses were incurred, primarily from advisors, in conducting our review of strategic alternatives.

FINANCIAL CONDITION AND LIQUIDITY

Cash Flow

The Consolidated Statements of Cash Flows combine the cash flows generated from discontinued operations with the cash flows
from continuing operations within operating, investing and financing activities. Cash flows from discontinued operations were not
material for each cash flow category. The absence of these cash flows from discontinued operations will not materially affect our
future liquidity and capital resources.

As shown on the Consolidated Statements of Cash Flows, our cash and cash equivalents balance increased by $250.5 million in
2007 compared to a decrease of $338.4 million in 2006.

Operating activities in 2007 provided $575.2 million of net cash, primarily due to cash earnings, net U.S. federal income tax refunds
of $209.1 million and distributions from WAVE of $117.5 million. In 2006 operating activities used $633.0 million ($95.1 million
provided in the three months ended December 31, 2006 and $728.1 million used in the nine months ended September 30, 2006)
primarily due to the settlement of liabilities subject to compromise (excluding prepetition debt) of $832.7 million.

Investing activities in 2007 used $36.7 million of cash primarily due to capital expenditures of $102.6 million partially offset by
proceeds received from the divestiture of a business of $58.8 million. In 2006 investing activities used $172.0 million ($40.3 million
used in the three months ended December 31, 2006 and $131.7 million used in the nine months ended September 30, 2006) due
to capital expenditures of
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$138.5 million and cash paid for acquisitions of $60.5 million, which were partially offset by proceeds from the sale of assets of
$39.1 million. Year-to-year, capital expenditures decreased approximately $36 million as all our businesses were able to reduce
their investments, partially due to prior years’ spending, while still maintaining our operations.

Financing activities used $305.4 million of cash in 2007 primarily due to voluntary principal debt prepayments of $300 million. In
2006 financing activities provided $459.9 million ($8.1 million used in the three months ended December 31, 2006 and $468.0
million provided in the nine months ended September 30, 2006) due to the receipt of $800 million from the issuance of new debt
upon emergence partially offset by payments of $300.7 million made as part of discharging the debt-related portion of liabilities
subject to compromise.

Balance Sheet and Liquidity

Changes in significant balance sheet accounts and groups of accounts from December 31, 2006 to December 31, 2007 are as
follows:

Successor Company

December 31, December 31,
Increase
2007 2006 (Decrease)
Cash and cash equivalents $ 514.3 $ 2525 $261.8
Current assets, excluding cash
and cash equivalents 986.7 1,108.1 (121.4)
Current assets $1,501.0 $ 1,360.6 $140.4

The increase in cash and cash equivalents was described above (see “Cash Flow”). The decrease in current assets, excluding
cash and cash equivalents, is primarily due to the divestiture of the assets of a discontinued business and a reduction in the income
tax receivable due to the receipt of expected refunds, partially offset by smaller increases in inventories and other current assets.

December 31, December 31,
2007 2006 Increase
Property, plant and equipment, less
accumulated depreciation and
amortization (“PP&E”) $1,012.8 $ 966.2 $ 46.6

The increase in PP&E was primarily due to purchases of fixed assets of $102.6 million, 2007 adjustments to the October 2, 2006
fresh-start reporting balance sheet (see Note 3 for details) of $54.3 million and foreign currency translation effect of approximately
$24 million. These were partially offset by depreciation of $123.4 million and a reclassification to Assets Held for Sale of $7.9
million.

December 31, December 31,
2007 2006 Increase
Prepaid pension costs $708.0 $579.8 $128.2

The increase in prepaid pension cost was primarily due to balance sheet adjustments of $65.4 million between prepaid pension
cost and other comprehensive income to reflect net unrecognized actuarial gains which arose during 2007 (see Note 18), and net
periodic pension credits of $58.3 million.

41



Table of Contents

Management’s Discussion and Analysis of Financial Condition and Results of Operations
(dollar amounts in millions)

December 31, December 31,
2007 2006 (Decrease)
Investment in affiliates $ 232.6 $ 294.6 $ (62.0)

The decrease in investments in affiliates was primarily due to distributions from WAVE of $117.5 million partially offset by equity
earnings from WAVE of $46.0 million.

December 31, December 31,
Increase
2007 2006 (Decrease)
Deferred income tax asset, current $ 435 $6.8 $36.7
Deferred income tax asset, non-
current 424.5 201.4 223.1
Deferred income tax liability, current (29.5) (2.4) (27.1)
Deferred income taxes, non-current (471.4) (11.2) (460.2)
$ (32.9) $194.6 $(227.5)
See Note 16 for further information on income taxes.
December 31, December 31,
Increase
2007 2006 (Decrease)
Current installments of long-term
debt $24.7 $10.9 $13.8
Long-term debt, less current
installments 485.8 801.5 (315.7)
Long-term debt $510.5 $812.4 $ (301.9)

The decrease in long-term debt was primarily due to voluntary principal prepayments of $300.0 million.

Liquidity

Our liquidity needs for operations vary throughout the year. We retain lines of credit to facilitate our seasonal needs. On October 2,
2006, Armstrong executed a $1.1 billion senior credit facility arranged by Banc of America Securities LLC, J.P. Morgan Securities,

Inc., and Barclays Capital. This facility was made up of a $300 million revolving credit facility (with a $150 million sublimit for letters
of credit), a $300 million Term Loan A, and a $500 million Term Loan B. There were no outstanding borrowings under the revolving
credit facility, but $29.6 million in letters of credit were outstanding as of December 31, 2007 and, as a result, availability under the

revolving credit facility was $270.4 million.

Our credit facility contains two financial covenants, minimum Interest Coverage and maximum Indebtedness to EBITDA (Earnings
Before Interest Taxes and Depreciation). Management believes that the likelihood of default under these covenants is remote. Fully
borrowing our revolving credit facility would not violate these covenants.

During 2007 we made voluntary principal prepayments of $300.0 million reducing the $500 million Term Loan B.

On December 31, 2007, we also had outstanding letters of credit totaling $25.4 million arranged with another bank. Letters of credit
are issued to third party suppliers, insurance and financial institutions and typically can only be drawn upon in the event of AWI's

failure to pay its obligations to the beneficiary. We also have several commercial letters of credit whereby vendors are paid directly
via the letter of credit.

Our foreign subsidiaries had available lines of credit totaling $35.5 million, of which $5.8 million was used as of December 31, 2007,
leaving $29.7 million of unused lines of credit available for foreign borrowings. However, these lines of credit are uncommitted, and

poor operating results or credit concerns at the related foreign subsidiaries could result in the lines being withdrawn by the lenders.

We have been able to maintain and, as needed, replace credit facilities to support our foreign operations.
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On February 25, 2008, we executed an amendment to our senior credit facility. This amendment (a) permits us to make “Special
Distributions,” including dividends (such as the special cash dividend described below) or other distributions (whether in cash,
securities or other property) of up to an aggregate of $500 million at any time prior to February 28, 2009, (b) requires that we and
our domestic subsidiaries maintain minimum liquidity of at least $100 million as of March 31, June 30, September 30 and
December 31 of each year, which may be comprised of a combination of cash and cash equivalents and undrawn commitments
under our revolving credit facility and (c) increases by 0.25% the borrowing margins in the pricing grid set forth in the facility for the
revolving credit facility and Term Loan A.

Also on February 25, 2008, our Board of Directors declared a special cash dividend of $4.50 per common share, payable on
March 31, 2008, to shareholders of record on March 11, 2008. This special cash dividend will result in an aggregate payment to our
shareholders of approximately $260 million, based on the number of common shares currently outstanding.

The Board of Directors based its decision to declare a special dividend on the substantial amount of cash generated in 2007, and
on expectations that future cash generation will more than meet Armstrong’s needs.

We intend to pay the special cash dividend declared on February 25, 2008, out of our cash on hand and short-term borrowings
under our revolving credit facility, if needed. We believe that our remaining cash on hand and cash generated from operations,
together with lines of credit and the $300 million revolving credit facility, will be adequate to satisfy our minimum liquidity
requirements and scheduled payments under our outstanding debt obligations, as well as address our foreseeable liquidity needs
in the normal course of our business operations.
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2006 COMPARED TO 2005
CONSOLIDATED RESULTS

Successor Predecessor Combined Predecessor Change is Favorable
Three Months
Excluding
Ended Nine Months Effects of
December 31, Ended Foreign
September As Exchange
2006 30, 2006 Year 2006 Year 2005 Reported Rates ®
Net Sales:
Americas $606.9 $2,011.3 $2,618.2 $ 2,562.4 2.2% 1.8%
Europe 172.2 499.4 671.6 643.7 4.3% 4.8%
Pacific Rim 38.2 97.9 136.1 120.5 12.9% 13.6%
Total Consolidated Net Sales $817.3 $2,608.6 $3,425.9 $ 3,326.6 3.0% 2.8%
Cost of goods sold 660.4 2,028.7 2,689.1 2,651.8
SG&A 144.0 417.0 561.0 590.0
Restructuring charges, net 1.7 10.0 11.7 23.0
Equity earnings (5.3) (41.4) (46.7) (39.3)
Operating Income $ 16.5 $ 194.3 $210.8 $ 1011
Interest Expense 134 5.2 18.6 7.7
Other non-operating expense 0.3 1.0 1.3 15
Other non-operating (income) (4.3) (7.2) (11.5) (11.8)
Chapter 11 reorganization (income), net - (1,955.5) (1,955.5) (1.2)
Income tax expense (benefit) 3.8 726.6 730.4 (1.2)
(Gain) loss from discontinued operations 1.1 68.4 69.5 (5.0)
Net earnings $ 2.2 $1,355.8 $1,358.0 $ 1111
@ Excludes favorable foreign exchange rate effect in translation of $7.8 million on net sales and $2.0 million on operating

income

Consolidated net revenue grew 3%, with positive contributions from both price and an improved mix of higher-value products
offsetting a modest volume decline.

Net revenue in the Americas increased 2%, on volume growth in the Wood Flooring business and both price and a higher-value
product mix improvement in the Building Products and Cabinets segments. Declines in Resilient Flooring volumes and lower Wood
Flooring pricing partially offset this growth.

Excluding the translation effect of changes in foreign exchange rates, net revenue in the European markets grew by 5%, mainly in
the Building Products segment. Improved product mix and price realization increased revenue and offset modest volume declines.

Excluding the translation effect of changes in foreign exchange rates, net revenue in the Pacific Rim increased 14% on volume and
product mix improvement.

Operating expenses in 2006 were impacted by the effects of adopting fresh-start reporting, as a result of AWI emerging from
Chapter 11 on October 2, 2006. Adopting fresh-start reporting resulted in material adjustments to the historical carrying amount of
reorganized Armstrong’s assets and liabilities. Certain of these adjustments impacted our statements of earnings for the periods
following emergence, through changes in the items noted in the chart below. The amounts represent the post-emergence change in
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these items. Net sales were not impacted by fresh-start reporting. In addition, both 2006 and 2005 operating expenses were
impacted by several other significant items. The fresh-start and other significant items, which impacted cost of goods sold
(“COGS"), selling, general and administrative expenses (“SG&A”), restructuring charges and Equity Earnings, include:

Increase / (Reduction) in Expenses

Successor Predecessor Predecessor

Three Months

Nine Months
Ended
December 31, Ended
Where September
Item Reported 2006 30, 2006 Year 2005
Fresh-Start @
Change in depreciation and amortization COGS $(1.3) - -
Change in costs for benefit plans COGS (4.6) - -
Impact on hedging-related activity COGS (1.0) - -
Inventory-related costs COGS 29.6 - -
Change in depreciation and amortization SG&A 2.8 - -
Change in costs for benefit plans SG&A (2.3) - -
Inventory-related costs (WAVE) Equity Earnings 3.7 - -
Expenses from WAVE step-up Equity Earnings 1.7 - -
Other Significant Items:
Business interruption claim @ COGS (4.7 - $(3.5)
Settlement of breach of contract dispute COGS - - (6.4)
Cost reduction initiatives expenses ® COGS 0.7 $10.3 29.4
Product warranty accrual @ COGS - 3.3 -
Pension curtailment charge @ COGS - - 11.4
Fixed asset impairments COGS - - 2.7
Contribution to Armstrong Foundation ©) SG&A - 5.0 -
Liability settlement related to a divested business © SG&A - 2.8 -
Patent infringement settlement ) SG&A - (8.6) -
Cost reduction initiatives expenses @ SG&A - 7.4 -
Gain on sale of properties ® SG&A - (17.0) -
Pension curtailment charge @ SG&A - - 5.5
Chapter 11 related post-emergence expenses © SG&A 4.6 - -
Environmental charges SG&A - - 3.1
Fixed asset impairments SG&A - - 0.5
Cost reduction initiatives expenses @) Restructuring 1.6 10.1 23.0

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

(2) Inthe fourth quarter of 2006, we received the final payment for a business interruption claim, totaling $4.7 million. We
received $3.5 million in 2005 for the same claim.

(3) See “Factors Affecting Operating Costs” and Note 15 for a discussion on the cost reduction expenses and pension
curtailment charges.

(4) The majority of the product warranty accrual increase was from revising certain assumptions that were used in prior periods
when estimating the accrual.

(5) We made a contribution to the Armstrong Foundation (a community giving program funded by Armstrong) in the third quarter
of 2006.

(6) We settled a liability related to a previously divested business in the third quarter of 2006 for an amount greater than what
was previously accrued.

(7) In the first quarter of 2006, we recorded a gain from the settlement of a patent infringement case.

(8) During 2006, we recorded a gain from the sale of two buildings.

(9) AWI incurred expenses during the fourth quarter of 2006 for Chapter 11 related post-emergence activities.
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Cost of goods sold in 2006 was 78.5% of net sales, compared to 79.7% in 2005. This reduction was the result of benefits from
higher selling prices, primarily in Building Products, better manufacturing performance, mainly in the Resilient and Wood Flooring
businesses, and improvement from higher sales. Cost of goods sold in 2006 also benefited from a larger U.S. pension plan credit.
These factors more than offset raw material, energy and freight inflation across all businesses. In addition, cost of goods sold in
2006 and 2005 were impacted by the items as detailed in the above table.

SG&A expenses in 2006 were $561.0 million, or 16.4% of net sales compared to $590.0 million or 17.7% of net sales in 2005. The
$29.0 million decrease was realized despite higher revenue and included the benefit from a larger U.S. pension plan credit.
Resilient and Wood Flooring and Cabinets reduced spending, while Building Products grew at less than the rate of growth in
revenue. In addition, both 2006 and 2005 SG&A expenses were impacted by the items as detailed in the above table.

Equity earnings, primarily from our WAVE joint venture, were $46.7 million in 2006, as compared to $39.3 million in 2005. 2006
results include expenses related to the adoption of fresh-start reporting as detailed in the above table. See Note 11 for further
information.

We recorded operating income of $210.8 million in 2006, compared to operating income of $101.1 million in 2005.

Interest expense was $18.6 million in 2006, compared to $7.7 million in 2005. In accordance with SOP 90-7, we did not record
contractual interest expense on prepetition debt during our Chapter 11 proceedings. This unrecorded interest expense was $57.6
million in 2006 and $82.8 million in 2005. Unrecorded interest expense reflects the amount of interest expense we would have
incurred under the original maturities of prepetition debt. Included in the $18.6 million in 2006 was $12.2 million from debt incurred
as part of emerging from Chapter 11.

Other non-operating income of $11.5 million in 2006 compared to $11.8 million in the prior year. The 2005 results included a $3.4
million gain on the sale of our equity investment in Interface Solutions, Inc.

Net Chapter 11 reorganization income in 2006 was $1,955.5 million compared to $1.2 million of income recorded in 2005. See Note
3 to the Consolidated Financial Statements for a detailed breakout of the 2006 results. 2005 income primarily resulted from income
on cash balances and a reversal of an accrual for professional fees for certain advisors.

During 2006, income tax expense of $730.4 million compared to income tax benefit of $1.2 million in 2005. The effective tax rate for
2006 as reported was 33.8% and was 38.3% excluding the tax impact of fresh-start reporting and POR-related settlement
adjustments. The 2005 tax rate was lower than 2006 primarily due to certain one-time benefits recorded during 2005 of
approximately $61.2 million related to a subsidiary capital restructuring.
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REPORTABLE SEGMENT RESULTS
Resilient Flooring

Change is Favorable/

Successor Predecessor Combined Predecessor (Unfavorable)
Three _
Months Nine Months Excluding
Ended Effects of
December  Ended Foreign
September  Year As Exchange
31,2006 30, 2006 2006 Year 2005 Reported Rates®
Net Sales:
Americas $ 187.0 $662.6 $849.6 $882.8 (3.8)% (4.3)%
Europe 74.2 223.2 297.4 296.9 0.2 % 0.7 %
Pacific Rim 17.3 43.6 60.9 52.9 15.1 % 16.1 %
Total Segment Net Sales $ 2785 $9294 $1,2079 $1,232.6 (2.0)% (2.2)%
Operating Income $ (1.2 $12.6 $11.4 $(28.4)

(@ Excludes favorable foreign exchange rate effect in translation of $2.4 million on net sales and $1.5 million on operating income

Net sales in the Americas decreased primarily due to volume declines in residential products primarily as a result of declining U.S.
housing markets. Laminate sales were down slightly as lower prices offset volume growth as increases in sales to other customers
more than offset a reduction in sales to Lowes. Commercial product sales grew on a mix of higher-value products and better
pricing.

Net sales in Europe grew slightly on improvements in price realization and improved value from product/geographic mix. Net sales
in the Pacific Rim sustained double-digit growth rates in strong markets.

Despite the decline in sales, operating profit increased significantly as benefits from cost reduction initiatives and reduced SG&A
expenses offset substantial increases in the costs of petroleum-based raw materials. In addition, both 2006 and 2005 operating
profit were impacted by the items that were previously described, and are detailed in the following table.

Increase / (Reduction) in Expenses

Successor Predecessor Predecessor
Three Months Nine Months
Ended December Ended September
Year

Item 31, 2006 30, 2006 2005
Fresh-Start @
Change in depreciation and amortization $(0.8) - -
Change in costs for benefit plans (0.8) - -
Impact on hedging-related activity (0.2) - -
Inventory-related costs 7.2 - -
Other Significant Items:
Business interruption claim @ (4.7) - $(3.5)
Settlement of breach of contract dispute - - (5.2)
Cost reduction initiative expenses ©) 0.8 $ 26.6 28.9
Fixed asset impairments - - 1.8
Gain on sale of properties ¥ - (17.0) -
Environmental charges - - 3.1

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

(2) Inthe fourth quarter of 2006, we received the final payment for a business interruption claim, totaling $4.7 million. We
received $3.5 million in 2005 for the same claim.

(3) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses and pension curtailment
charges.

(4) During 2006, we recorded a gain from the sale of two buildings.
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Wood Flooring

Successor Predecessor Combined Predecessor

Three
Months Nine Months
Ended
December Ended Change
September is
31, 2006 30, 2006 Year 2006 Year 2005 Favorable
Total Segment Net Sales @ $192.6 $645.0 $837.6 $833.9 0.4%
Operating Income $ (0.2) $ 46.2 $ 46.0 $ 60.9

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

Net sales in 2006 were up only slightly as significant weakness in the final third of the year due to declines in the U.S. housing
markets offset both growth through the majority of the year, and the benefit from acquisitions. Volume, excluding acquisitions, was
up modestly for the year, despite an 8% volume decline in the fourth quarter. Declining price realization partially offset the volume
growth.

Operating income declined approximately $15 million compared to the prior year. Higher lumber costs and increased promotional
and marketing spending offset improved manufacturing efficiencies and the contribution from acquisitions. In addition, both 2006
and 2005 operating profit were impacted by the items that were previously described, and are detailed in the following table.

Increase / (Reduction) in Expenses

Successor Predecessor Predecessor
Three
Months Nine
Ended Months
December Ended
September Year
Item 31, 2006 30, 2006 2005
Fresh-Start: ®
Change in depreciation and amortization $ (3.4) - -
Inventory-related costs 12.4 - -
Other Significant Items:
Breach of contract settlement = = $ (1.2
Cost reduction initiatives expenses ? 14 $ 0.7 14.0
Product warranty accrual ® - 3.3 -
Fixed Asset Impairments - - 1.4

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

(2) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses.

(3) The majority of the product warranty accrual increase was from revising certain assumptions that were used in prior
periods when estimating the accrual.
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Building Products

Successor Predecessor Combined Predecessor Change is Favorable
Three Excluding
Months  Nine Months Effects of
Ended Foreign
December Ended Exchange
September As
31, 2006 30,2006  Year 2006 Year 2005 Reported Rates®
Net Sales:
Americas $170.8 $529.3 $ 700.1 $ 633.2 10.6% 9.9%
Europe 98.0 276.2 374.2 346.8 7.9% 8.3%
Pacific Rim 20.9 54.3 75.2 67.6 11.2% 11.7%
Total Segment Net Sales $ 289.7 $ 859.8 $1,1495 $1,047.6 9.7% 9.5%
Operating Income $ 249 $152.9 $ 177.8 $ 1485

(@ Excludes favorable foreign exchange rate effect in translation of $3.3 million on net sales and $0.5 million on

operating income

The Americas sustained growth through the year to achieve record net sales. Sales primarily benefited from price increases made

to offset inflationary pressures and an improved mix of higher-value sales.

Net sales in Europe grew $27 million as increased sales of metal ceilings and improved price and higher-value product mix offset
volume declines in mineral fiber ceilings across weak Western European markets.

Net sales in the Pacific Rim increased almost $8 million on strong growth in India and Australia, and modest growth in China.

Building Products operating income grew 20% on higher sales. Improved performance by WAVE contributed an incremental $8
million of operating income. Higher sales offset significant increases in raw materials and energy costs and increased investment in
SG&A. In addition, both 2006 and 2005 operating profit were impacted by the items that were previously described, and are

detailed in the following table.

Increase / (Reduction) in Expenses

Successor Predecessor Predecessor
Three
Months Nine
Ended Months
December Ended
September Year
Item 31, 2006 30, 2006 2005
Fresh-Start; @
Change in depreciation and amortization $5.2 - -
Change in costs for benefit plans (1.3) - -
Impact on hedging-related activity (0.8) - -
Inventory-related costs 9.2 - -
Inventory-related costs (WAVE) 3.7 - -
Expenses from WAVE step-up 1.7 - -
Other Significant Items:
Cost reduction initiatives expenses @ 0.1 $0.6 $7.9

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

(2) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses.

49



Table of Contents

Management’s Discussion and Analysis of Financial Condition and Results of Operations
(dollar amounts in millions)

Cabinets
Successor Predecessor Combined Predecessor
Three
Months Nine Months
Ended
December Ended Change is
September Year
31, 2006 30, 2006 2006 Year 2005 Favorable
Total Segment Net Sales @ $56.5 $174.4 $230.9 $212.5 8.7%
Operating Income $ 0.2 $ 6.1 $ 6.3 $ (9.7)

@ All Cabinet products are sold in the U.S.

Net sales grew $18 million despite significant weakness in the final third of the year due to declines in the U.S. housing markets.
Higher selling prices and a higher-value product mix, more than offset lower volume related to market weakness.

The sales growth primarily contributed to a $16 million increase in operating income, which also benefited from lower SG&A
expense. In addition, both 2006 and 2005 operating profit were impacted by the items that were previously described, and are
detailed in the following table.

Increase / (Reduction) in Expenses

Successor Predecessor Predecessor
Three
Months Nine Months
Ended
December Ended
September Year
Item 31, 2006 30, 2006 2005
Fresh-Start: ®
Change in depreciation and amortization $0.1 - -
Inventory-related costs 0.8 - -

Other Significant Items:
Cost reduction initiatives expenses @ - - $1.6

(1) See Note 3 for more information on fresh-start reporting.
(2) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses.
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Unallocated Corporate

Unallocated corporate expense of $30.7 million in 2006 ($7.2 million in the three months ended December 31, 2006 and $23.5
million in the nine months ended September 30, 2006) decreased from $70.2 million in 2005. This decrease included a $20 million
increased U.S. pension credit related to plan changes and favorable asset performance. In addition, both 2006 and 2005 operating
profit were impacted by the items that were previously described, and are detailed in the following table.

Increase / (Reduction) in Expenses

Successor Predecessor Predecessor
Three
Months Nine Months
Ended
December Ended
September Year
Item 31, 2006 30, 2006 2005
Fresh -Start:
Change in depreciation and amortization $0.3 - -
Change in costs for benefit plans (4.8) - -
Other Significant Items:
Cost reduction initiatives expenses @ - $(0.1) -
Pension curtailment charge @ - - $16.9
Contribution to Armstrong Foundation ® - 5.0 -
Liability settlement related to a divested business ¥ 2.8 -
Patent infringement settlement ® - (8.6) -
Chapter 11 related post-emergence expenses © 4.6 - -

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

(2) See “Factors Affecting Operating Costs” for a discussion on the cost reduction expenses and pension curtailment charges.

(3) We made a contribution to the Armstrong Foundation (a community giving program funded by Armstrong) in the third quarter of
2006.

(4) We settled a liability related to a previously divested business in the third quarter of 2006 for an amount greater than what was
previously accrued.

(5) In the first quarter of 2006, we recorded a gain from the settlement of a patent infringement case.

(6) AWI incurred expenses during the fourth quarter of 2006 for Chapter 11 related post-emergence activities.

FINANCIAL CONDITION AND LIQUIDITY

Cash Flow

As shown on the Consolidated Statements of Cash Flows, our cash and cash equivalents balance decreased by $338.4 million in
2006 ($48.0 million increase in the three months ended December 31, 2006 and $386.4 million decrease in the nine months ended
September 30, 2006), compared to an $86.3 million increase in 2005.

Operating activities in 2006 used $633.0 million of net cash ($95.1 million provided in the three months ended December 31, 2006
and $728.1 million used in the nine months ended September 30, 2006), which was an $802.7 million change from the $169.7
million provided in 2005. The change was primarily due to the settlement of liabilities subject to compromise (excluding prepetition
debt) of $832.7 million ($28.6 million in the three months ended December 31, 2006 and $804.1 million in the nine months ended
September 30, 2006).

Net cash used for investing activities was $172.0 million in 2006 ($40.3 million used in the three months ended December 31, 2006
and $131.7 million used in the nine months ended September 30, 2006), compared to $71.5 million used in 2005. The increase was
primarily due to $60.5 million spent on acquisitions partially offset by increased proceeds from the sale of assets of $34.0 million.
2005 also benefited from $58.9 million from the sale of notes and the sale of an investment in an affiliate.
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Net cash totaling $459.9 million was provided by our financing activities in 2006 ($8.1 million used in the three months ended
December 31, 2006 and $468.0 million provided in the nine months ended September 30, 2006), compared to $3.9 million used in
2005. In 2006, we received $800 million from the issuance of new debt upon emergence, while we used $300.7 million of cash as
part of discharging the debt-related portion of liabilities subject to compromise. The change from 2005 to 2006 was also due to
higher debt repayments in 2006 by subsidiaries not involved in our Chapter 11 case.

OFF-BALANCE SHEET ARRANGEMENTS
No disclosures are required pursuant to Item 303(a)(4) of Regulation S-K.

CONTRACTUAL OBLIGATIONS

As part of our normal operations, we enter into numerous contractual obligations that require specific payments during the term of
the various agreements. The following table includes amounts ongoing under contractual obligations existing as of December 31,
2007. Only known payments that are dependent solely on the passage of time are included. Obligations under contracts that
contain minimum payment amounts are shown at the minimum payment amount. Contracts that have variable payment structures
without minimum payments are excluded. Purchase orders that are entered into in the normal course of business are also excluded
because they are generally cancelable and not legally binding. Amounts are presented below based upon the currently scheduled
payment terms. Actual future payments may differ from the amounts presented below due to changes in payment terms or events
leading to payments in addition to the minimum contractual amounts.

2008 2009 2010 2011 2012  Thereafter Total
Long-Term Debt $24.7 $31.1 $32.3 $234.7 $4.0 $183.7 $510.5
Scheduled Interest Payments @ 26.9 24.1 22.2 18.5 10.7 8.2 110.6
Capital Lease Obligations @ 0.4 - - - - - 0.4
Operating Lease Obligations @ 16.0 134 8.6 4.7 2.6 6.5 51.8
Unconditional Purchase Obligations ©) 8.3 7.4 4.3 0.2 0.2 0.1 20.5
Other Long-Term Obligations 4. ©) 1.8 - - - - - 1.8
Total Contractual Obligations $78.1 $76.0 $67.4 $258.1 $17.5 $198.5 $ 695.6

@ For debt with variable interest rates, we projected future interest payments based on January 31, 2008 interest rates.

@ Capital and operating lease obligations include the minimum lease payments due under existing lease agreements with
noncancelable lease terms in excess of one year.

@) Unconditional purchase obligations include (a) purchase contracts whereby we must make guaranteed minimum payments of a
specified amount regardless of how little material is actually purchased (“take or pay” contracts) and (b) service agreements.
Unconditional purchase obligations exclude contracts entered into during the normal course of business that are non-
cancelable and have fixed per unit fees, but where the monthly commitment varies based upon usage. Cellular phone contracts
are an example.

@  Other long-term obligations include payments under severance agreements.

®)  Other long-term obligations does not include $180.7 million of liabilities under FIN 48. Of this amount, $146.4 million relates to
the utilization of a 10-year carryback of net operating losses created by funding the Asbestos PI Trust under AWI's POR in
October 2006. Due to the uncertainty relating to this and other positions, we are unable to reasonably estimate the ultimate
amount or timing of the settlement of these issues. See Note 16 to the Consolidated Financial Statements for more information.

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

We are party to supply agreements, some of which require the purchase of inventory remaining at the supplier upon termination of
the agreement. The last such agreement will expire on July 31, 2010. Had these agreements terminated at December 31, 2007,
Armstrong would have been obligated to purchase
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approximately $14.3 million of inventory. Historically, due to production planning, we have not had to purchase material amounts of
product at the end of similar contracts. Accordingly, no liability has been recorded for these guarantees.

As part of our executive compensation plan, certain current and former executives participate in a split-dollar insurance program
where we are responsible for remitting the premiums. Since 1998, the program was closed to new participants. As of December 31,
2007, we carried a cash surrender value asset of $8.5 million related to this program. Should we discontinue making premium
payments, the insured executives have the right to the entire policy cash surrender value. In light of the Sarbanes-Oxley Act, we
believe it is inappropriate to make the premium payments for three of the executives participating in this plan. As a result, we have
required these three individuals to make the premium payments to continue the policy.

We utilize lines of credit and other commercial commitments in order to ensure that adequate funds are available to meet operating
requirements. Letters of credit are issued to third party suppliers, insurance and financial institutions and typically can only be
drawn upon in the event of our failure to pay our obligations to the beneficiary. This table summarizes the commitments we have
available for use as of December 31, 2007. Letters of credit are currently arranged through our revolving credit facility. Certain
letters of credit arranged with another bank prior to our Chapter 11 filing remain outstanding.

Less
Than 1
Other Commercial Total Amounts 1-3 4-5 Over 5
Commitments Committed Year Years Years Years
Letters of Credit $55.0 $55.0 - - -

In addition, we have lines of credit for certain international operations totaling $35.5 million, of which $5.8 million was used at
December 31, 2007 and $29.7 million was available to ensure funds are available to meet operating requirements.

In disposing of assets, AWI and some subsidiaries have entered into contracts that included various indemnity provisions, covering
such matters as taxes, environmental liabilities and asbestos and other litigation. Some of these contracts have exposure limits, but
many do not. Due to the nature of the indemnities, it is not possible to estimate the potential maximum exposure under these
contracts. For contracts under which an indemnity claim has been received, a liability of $6.3 million has been recorded as of
December 31, 2007. See Note 32 of the Consolidated Financial Statements for additional information.

RELATED PARTIES
See Note 31 of the Consolidated Financial Statements for a discussion of our relationships with WAVE and Interface Solutions, Inc.
(HISIH).

Related party transactions with executives and outside directors are discussed in Item 13 - Certain Relationships and Related
Transactions, and Director Independence.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

Market Risk

We are exposed to market risk from changes in foreign currency exchange rates, interest rates and commaodity prices that could

impact our results of operations and financial condition. We use forward swaps and option contracts to hedge currency and

commodity exposures. We regularly monitor developments in the capital markets and only enter into currency and commodity
transactions with established counterparties having investment-grade ratings. Exposure to individual counterparties is controlled,
and thus we consider the risk of counterparty default to be negligible. Forward swap and option contracts are entered into for
periods consistent with underlying exposure and do not constitute positions independent of those exposures. We use derivative
financial instruments as risk management tools and not for speculative trading purposes. In addition, derivative financial
instruments are entered into with a diversified group of major financial institutions in order to manage our exposure to potential

nonperformance on such instruments.

Interest Rate Sensitivity

Armstrong is subject to interest rate variability on its Term Loan A, Term Loan B, revolving credit facility and other borrowings.
There were no borrowings under the revolving credit facility as of December 31, 2007. A hypothetical increase of one-quarter
percentage point in interest rates from December 31, 2007 levels would increase 2008 interest expense by approximately $1.2

million.

The table below provides information about our long-term debt obligations as of December 31, 2007 and December 31, 2006,
including payment requirements and related weighted-average interest rates by scheduled maturity dates.

Successor Company After

Scheduled maturity date 2008 2009 2010 2011 2012 2013 Total

($ millions)

As of December 31, 2007

Long-term debt:
Fixed rate $75 <$0.1 <$0.1 <$0.1 <$0.1 <$0.1 $7.6
Avg. interest rate 5.49% 4.25% 5.56% 5.63% 5.63% 5.63% 5.48%
Variable rate $17.2 $31.0 $32.3 $234.7 $35 $184.2 $502.9
Avg. interest rate 6.23% 5.44% 6.23% 6.22% 6.72% 6.72% 6.36%

Successor Company After

Scheduled maturity date 2007 2008 2009 2010 2011 2012 Total

($ millions)

As of December 31, 2006

Long-term debt:
Fixed rate $0.6 $05 <$0.1 <$0.1 <$0.1 <$0.1 $1.1
Avg. interest rate 7.54% 7.46% 5.85% 7.63% 7.63% 7.63% 7.49%
Variable rate $10.3 $20.2 $34.0 $35.2 $237.7 $473.9 $811.3
Avg. interest rate 6.91% 6.87% 6.10% 6.86% 6.85% 7.10% 6.97%

Exchange Rate Sensitivity

We manufacture and sell our products in a number of countries throughout the world and, as a result, are exposed to movements in
foreign currency exchange rates. To a large extent, our global manufacturing and sales provide a natural hedge of foreign currency
exchange rate movement. We have used foreign currency forward exchange contracts to reduce our remaining exposure. At
December 31, 2007, our major foreign currency exposures are to the Euro, the Canadian dollar and the British pound. A 10%
strengthening of all currencies against the U.S. dollar compared to December 31, 2007 levels would decrease our 2008 earnings

before income taxes by approximately $2.4 million.
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We also use foreign currency forward exchange contracts to hedge exposures created by cross-currency intercompany loans.

The table below details our outstanding currency instruments as of December 31, 2007 and 2006.

On balance sheet foreign exchange related derivatives
Successor Company
As of December 31, 2007

Notional amounts (millions)

Liabilities at fair value (millions)

Successor Company

As of December 31, 2006
Notional amounts (millions)
Liabilities at fair value (millions)

Commodity Price Sensitivity

Maturing in:

2008 2009 Total
$158.4 $17.9 $176.3
($4.0) ($1.0 ($5.0)

Maturing in:

2007 2008 Total
$381.5 $0.0 $381.5
($2.0 - ($ 2.0

We purchase natural gas for use in the manufacture of ceiling tiles and other products, as well as to heat many of our facilities. As a
result, we are exposed to movements in the price of natural gas. We have a policy of reducing natural gas cost volatility through
derivative instruments, including forward swap contracts, purchased call options and zero-cost collars. A 10% increase in natural
gas prices compared to December 31, 2007 prices would increase our 2008 expenses by approximately $4.4 million. The table
below provides information about our natural gas contracts as of December 31, 2007 and 2006 that are sensitive to changes in
commodity prices. Notional amounts are in millions of Btu’s (MMBtu), while the contract price ranges are shown as the price per

MMBtu.

On balance sheet commodity related derivatives
Successor Company
As of December 31, 2007

Contract amounts (MMBtu)

Contract price range ($/MMBtu)

Liabilities at fair value (millions)

Successor Company

As of December 31, 2006
Contract amounts (MMBtu)
Contract price range ($/MMBtu)
Assets at fair value (millions)

Maturing in:

2008 2009 Total
4,700,000 1,370,000 6,070,000
$7.00- $10.85 $8.00—- $10.69 $7.00- $10.85
($1.4) ($0.2) ($1.5)
Maturing in:

2007 2008 Total
4,670,000 1,410,000 6,080,000
$8.50 - $11.85  $8.52 —$10.85  $8.50 - $11.85
$1.9 $0.6 $25
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

SUPPLEMENTARY DATA
Quarterly Financial Information for the Years Ended December 31, 2007 and 2006 (Unaudited)

The following consolidated financial statements are filed as part of this Annual Report on Form 10-K:
Report of Independent Registered Public Accounting Firm
Consolidated Statements of Earnings for the Year Ended December 31, 2007 (Successor Company), the Three Month Period

Ended December 31, 2006 (Successor Company), the Nine Month Period Ended September 30, 2006 @ (Predecessor Company)
and the Year Ended December 31, 2005 (Predecessor Company)

Consolidated Balance Sheets as of December 31, 2007 (Successor Company) and 2006 (Successor Company)
Consolidated Statements of Shareholders’ Equity (Deficit) for the Year Ended December 31, 2007 (Successor Company), the

Three Months Ended December 31, 2006 (Successor Company), the Nine Months Ended September 30, 2006 @ (Predecessor
Company) and the Year Ended December 31, 2005 (Predecessor Company)

Consolidated Statements of Cash Flows for the Year Ended December 31, 2007 (Successor Company), the Three Months Ended
December 31, 2006 (Successor Company), the Nine Months Ended September 30, 2006 @& (Predecessor Company) and the Year
Ended December 31, 2005 (Predecessor Company)

Notes to Consolidated Financial Statements
Schedule Il for the Year Ended December 31, 2007 (Successor Company), the Three Month Period Ended December 31, 2006

(Successor Company), the Nine Month Period Ended September 30, 2006 @ (Predecessor Company) and the Year Ended
December 31, 2005 (Predecessor Company)

(@ The financial statements for the nine month period ended September 30, 2006 include the effects of the Plan of Reorganization
and fresh-start reporting in accordance with SOP 90-7 (see Note 3 to the Consolidated Financial Statements).
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QUARTERLY FINANCIAL INFORMATION

ARMSTRONG WORLD INDUSTRIES, INC. (unaudited)

(millions except for per share data)

2007

@

Net sales
Gross profit

Net earnings from continuing operations
Per share of common stock:
Basic
Diluted

Net earnings
Per share of common stock:
Basic
Diluted

Price range of common stock—high
Price range of common stock—low

Net sales
Gross profit

Net earnings from continuing operations
Per share of common stock:
Basic
Diluted

Net earnings
Per share of common stock:
Basic
Diluted

Price range of common stock—high
Price range of common stock—low

Successor Company

First Second Third Fourth
$863.4 $920.6 $913.3 $852.4
202.1 234.0 229.7 198.6
30.7 52.7 48.4 21.0
$ 0.55 $094 $0.86 $0.37
$ 0.55 $093 $0.85 $0.37
26.0 51.6 48.1 19.6
$0.47 $092 $0.86 $0.35
$0.46 $091 $0.85 $0.34
$56.72 $57.48 $52.47 $44.28
$41.55 $49.85 $35.04 $ 38.00
Successor
Predecessor Company Company
First Second Third @ Fourth
$822.2 $884.0 $902.4 $817.3
167.6 203.8 208.5 156.9
27.7 49.6 1,346.9 3.3
n/a n/a n/a $0.06
n/a n/a n/a $0.06
28.0 40.2 1,287.6 2.2
n/a n/a n/a $0.04
n/a n/a n/a $0.04
n/a n/a n/a $42.50
n/a n/a n/a $ 30.00

Reflects the effects of the Plan of Reorganization and fresh-start reporting. See Note 3 to the Consolidated Financial Statements.

There were no dividends paid in 2007 or 2006.

Note: The net sales and gross profit amounts reported above are reported on a continuing operations basis. The sum of the quarterly earnings per share data may not equal

the total year amounts due to changes in the average shares outstanding.
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Fourth Quarter 2007 Compared With Fourth Quarter 20 06

Net sales of $852.4 million in the fourth quarter of 2007 increased from net sales of $817.3 million in the fourth quarter of 2006, an
increase of 4.3%. Excluding the favorable effects of foreign exchange rates of $28.8 million, net sales increased 0.8%. Benefits
from price realization and an improved mix of higher value products more than offset low single-digit volume decline. Primarily due
to declining U.S. volumes, Resilient Flooring net sales decreased 0.8%, excluding the favorable effects of foreign exchange rates.
Wood Flooring net sales decreased by 2.0% due to weakness in the U.S residential markets. Due to increased selling prices and
improved product mix, Building Products net sales increased by 5.9%, excluding the favorable effects of foreign exchange rates of
$14.4 million. Cabinets net sales decreased by 6.4% on lower volume. Net sales increased 0.5% in the Americas. Excluding the
favorable effects of foreign exchange rates of $19.0 million, Europe net sales grew 2.8% and Pacific Rim sales increased 10.4%.

Operating expenses in the fourth quarter of 2007 and the fourth quarter of 2006 were impacted by the effects of having adopted
fresh-start reporting, as a result of AWI emerging from Chapter 11. Net sales were not impacted by fresh-start reporting. In addition,
2007 and 2006 operating expenses were impacted by several other significant items. The fresh-start and other significant items,
which impacted cost of goods sold (“COGS”), selling, general and administrative expenses (“SG&A”), restructuring charges and
equity earnings, include:

Increase / (Reduction) in Expenses

Where

Item Reported 2007 2006
Fresh-Start @
Change in depreciation and amortization COGS $0.9 $(1.3)
Change in costs for benefit plans COGS (5.1) (4.6)
Impact on hedging-related activity COGS (1.2) (1.0)
Inventory-related costs COGS - 29.6
Change in depreciation and amortization SG&A 3.3 2.8
Change in costs for benefit plans SG&A (2.8) (2.3)
Inventory-related costs (WAVE) Equity Earnings 3.7
Expenses from WAVE step-up Equity Earnings 1.7 1.7
Other Significant Items:
Business interruption claim @ COGS - (4.7)
Cost reduction initiatives expenses ® COGS - 0.7
Insurance settlement SG&A (5.0) -
Environmental accrual SG&A 11 -
Chapter 11 related post-emergence expenses @ SG&A 0.3 4.6
Review of strategic alternatives SG&A 3.8 -
Cost reduction initiatives expenses © Restructuring - 1.6

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

(2) Inthe fourth quarter of 2006, we received the final payment for a business interruption claim, totaling $4.7 million.

(3) See “Factors Affecting Operating Costs” and Note 15 for a discussion on the cost reduction expenses.

(4) AWI incurred $4.6 million in expenses during the fourth quarter of 2006 for Chapter 11 related post-emergence activities.

For the fourth quarter of 2007, the cost of goods sold was 76.7% of net sales, compared to 80.8% in 2006. The 4.1 percentage
point improvement is primarily due to the items detailed in the above table. In addition, 2007 benefited from higher selling prices,
primarily in Building Products, better manufacturing performance, mainly in the global Resilient Flooring, domestic Building
Products and Wood Flooring businesses, and higher sales. These factors more than offset inflation across all businesses.

SG&A expenses for the fourth quarter of 2007 were $158.4 million as compared to $144.0 million for the fourth quarter of 2006.
Resilient Flooring, Building Products and Wood Flooring all increased SG&A
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spending, primarily to support our selling efforts. In addition, both 2007 and 2006 SG&A expenses were impacted by the items as
detailed in the above table.

Operating income from continuing operations of $51.1 million in the fourth quarter of 2007 compared to operating income of $16.5
million in the fourth quarter of 2006.

The tax expense from continuing operations for the fourth quarter 2007 was $26.1 million versus $3.8 million for the same period of
2006. The effective tax rate for 2007 was 55.4% as compared to a rate of 53.5% for 2006. The effective tax rate for the fourth
quarter was higher than the comparable 2006 period primarily due to nondeductible costs associated with the review of strategic
alternatives, interest on federal tax reserves and taxes on foreign source income partially offset by lower nondeductible bankruptcy
reorganization expenses.
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is
defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as amended. Our internal control over
financial reporting was designed to provide reasonable assurance to management and our Board of Directors regarding the
reliability of financial reporting and the fair presentation of our financial statements.

With the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we conducted an
evaluation of the effectiveness of our internal control over financial reporting based on the framework in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on our evaluation,
our management concluded that our internal control over financial reporting was effective as of December 31, 2007.

KPMG LLP, an independent registered public accounting firm, audited our internal control over financial reporting. Their audit report
can be found on page 61.

/s/ Michael D. Lockhart
Michael D. Lockhart
Chairman and Chief Executive Officer

/s/ F. Nicholas Grasberger I
F. Nicholas Grasberger IlI
Senior Vice President and Chief Financial Officer

/s/ William C. Rodruan
William C. Rodruan
Vice President and Corporate Controller
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Report of Independent Registered Public Accounting Firm

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

We have audited Armstrong World Industries, Inc. and subsidiaries’ (“the Company”) internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for maintaining effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion on
the Company'’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audit also included performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company'’s internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Armstrong World Industries, Inc. and subsidiaries maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
accompanying consolidated financial statements of the Company as listed in the accompanying index on page 56, and our report
dated February 28, 2008 expressed an unqualified opinion on those consolidated financial statements.

/sl KPMG LLP

Philadelphia, Pennsylvania
February 28, 2008
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Report of Independent Registered Public Accounting Firm

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

We have audited the accompanying consolidated financial statements of Armstrong World Industries, Inc. and subsidiaries (“the
Company”) as listed in the accompanying index on page 56. In connection with our audits of the consolidated financial statements,
we also have audited the financial statement schedule as listed in the accompanying index on page 56. These consolidated
financial statements and financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Armstrong World Industries, Inc. and subsidiaries as of December 31, 2007 and December 31, 2006 for the Successor Company,
and the results of their operations and their cash flows for the year ended December 31, 2007 and the three months ended
December 31, 2006 for the Successor Company, and for the nine months ended September 30, 2006 and the year ended
December 31, 2005 for the Predecessor Company, in conformity with U.S. generally accepted accounting principles. Also in our
opinion, the related financial statement schedule, when considered in relation to the basic consolidated financial statements taken
as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Notes 1 and 3 to the consolidated financial statements, on August 18, 2006, the Bankruptcy Court confirmed the
Company’s Plan of Reorganization (the Plan), related to its Chapter 11 bankruptcy proceeding. The Plan became effective on
October 2, 2006 and Armstrong World Industries, Inc. emerged from the Chapter 11 bankruptcy proceeding. In connection with its
emergence from the Chapter 11 bankruptcy proceeding, the Company adopted fresh-start reporting pursuant to Statement of
Position 90-7, “Financial Reporting by Entities in Reorganization Under the Bankruptcy Code” as of October 2, 2006. As a result,
the financial statements of the Successor Company are presented on a different basis than those of the Predecessor Company
and, therefore, are not comparable in all respects. As described in Note 3 to the consolidated financial statements, the Company
has reflected the effects of the Plan and fresh-start reporting in the Predecessor Company for the nine month period ended
September 30, 2006. As discussed in Note 2 to the consolidated financial statements, upon adoption of fresh-start reporting, the
Company adopted FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement
No. 109” and Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R).”

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
Company'’s internal control over financial reporting as of December 31, 2007, based on criteria established in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report
dated February 28, 2008 expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial
reporting.

/sl KPMG LLP

Philadelphia, Pennsylvania
February 28, 2008
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Net sales

Cost of goods sold

Gross profit

Selling, general and administrative expenses
Restructuring charges, net
Equity earnings from joint ventures

Operating income

Interest expense (unrecorded contractual interest
of $0.0, $0.0, $57.6 and $82.8, respectively)

Other non-operating expense

Other non-operating (income)

Chapter 11 reorganization (income), net

Earnings from continuing operations before income taxes
Income tax expense (benefit)
Income tax expense on settlement and fresh-start adjustments

Earnings from continuing operations
(Loss) gain from discontinued operations, net of tax of $0.3, $0.9, $(8.7) and

$2.8

Net earnings

Earnings per share of common stock, continuing operations:

Basic
Diluted

Loss per share of common stock, discontinued operations:

Basic
Diluted

Net earnings per share of common stock:

Basic
Diluted

Average number of common shares outstanding:

Basic
Diluted

Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Earnings
(amounts in millions, except per share data)

Successor Company

Predecessor Company

(1) Reflects the effects of the Plan of Reorganization and fresh-start reporting. See Note 3 to the Consolidated Financial Statements.

See accompanying notes to consolidated financial statements beginning on page 67.

Three Nine
Year Months Months Year
Ended Ended Ended Ended
December December September pecember
31, 2007 31,2006 30,2006 W 31, 2005
$ 3,549.7 $817.3 $ 2,608.6 $ 3,326.6
2,685.3 660.4 2,028.7 2,651.8
864.4 156.9 579.9 674.8
613.5 144.0 417.0 590.0
0.2 1.7 10.0 23.0
(46.0) (5.3) (41.4) (39.3)
296.7 16.5 194.3 101.1
55.0 13.4 5.2 7.7
1.4 0.3 1.0 1.5
(18.2) (4.3) (7.2) (11.8)
0.7) - (1,955.5) (1.2)
259.2 7.1 2,150.8 104.9
106.4 3.8 69.6 (1.2)
- - 657.0 -
152.8 3.3 1,424.2 106.1
(7.5) (1.1) (68.4) 5.0
$ 145.3 $2.2 $1,355.8 $111.1
$2.73 $0.06 n/a n/a
$2.69 $0.06 n/a n/a
$(0.13)  $(0.02) n/a n/a
$(0.13)  $(0.02) n/a n/a
$2.59 $0.04 n/a n/a
$2.56 $0.04 n/a n/a
56.0 55.0 n/a n/a
56.7 55.3 n/a n/a
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Armstrong World Industries, Inc., and Subsidiaries

Consolidated Balance Sheets

(amounts in millions, except share data)

Successor Company

Assets December 31, 2007 December 31, 2006
Current assets:
Cash and cash equivalents $514.3 $252.5
Accounts and notes receivable, net 311.2 321.9
Inventories, net 543.5 521.7
Assets of discontinued business held for sale - 121.6
Deferred income taxes 43.5 6.8
Income tax receivable 25.3 81.4
Other current assets 63.2 54.7
Total current assets 1,501.0 1,360.6
Property, plant and equipment, less accumulated depreciation and
amortization of $ 158.9 and $ 28.8, respectively 1,012.8 966.2
Prepaid pension costs 708.0 579.8
Investment in affiliates 232.6 294.6
Intangible assets, net 686.5 669.9
Deferred income taxes 4245 201.4
Other noncurrent assets 84.5 87.4
Total assets $ 4,649.9 $4,159.9
Liabilities and Shareholders’ Equity
Current liabilities:
Short-term debt $3.9 $3.8
Current installments of long-term debt 24.7 10.9
Accounts payable and accrued expenses 438.7 432.5
Liabilities of discontinued business held for sale - 53.3
Income tax payable 0.5 3.1
Deferred income taxes 29.5 2.4
Total current liabilities 497.3 506.0
Liabilities subject to compromise - 1.3
Long-term debt, less current installments 485.8 801.5
Postretirement and postemployment benefit liabilities 318.6 373.7
Pension benefit liabilities 205.5 207.8
Other long-term liabilities 67.8 75.7
Income taxes payable 159.4 10.7
Deferred income taxes 471.4 11.2
Minority interest in subsidiaries 6.9 7.5
Total noncurrent liabilities 1,715.4 1,489.4
Shareholders’ equity:
Common stock, $ 0.01 par value per share, authorized 200 million shares;
issued 56,828,754 shares in 2007 and 56,091,218 shares in 2006 0.6 0.6
Capital in excess of par value 2,112.6 2,099.8
Retained earnings 147.5 2.2
Accumulated other comprehensive income 176.5 61.9
Total shareholders’ equity 2,437.2 2,164.5
Total liabilities and shareholders’ equity $4,649.9 $4,159.9

See accompanying notes to consolidated financial statements beginning on page 67.
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Shareholders’ Equity

Common stock:
Balance at beginning of period
Cancellation of Predecessor common stock
Issuance of Successor common stock
Balance at end of period
Capital in excess of par value:
Balance at beginning of period

Elimination of additional paid in capital due to cancellation of Predecessor

common stock
Paid in capital associated with issuance of Successor common stock
Share-based employee compensation

Balance at end of period

Reduction for ESOP loan guarantee:
Balance at beginning of period

Cancellation of Predecessor ESOP loan guarantee
Balance at end of period

Retained earnings (accumulated deficit):
Balance at beginning of period

Net earnings for period

Elimination of Predecessor retained earnings

Balance at end of period

Accumulated other comprehensive income (l0ss):
Balance at beginning of period
Foreign currency translation adjustments
Derivative (loss) gain, net
Pension and postretirement adjustments
Minimum pension liability adjustments

Total other comprehensive income (loss)
Elimination of Predecessor accumulated other comprehensive income

Balance at end of period

Comprehensive income

Less treasury stock at cost:
Balance at beginning of period
Elimination of Predecessor treasury stock

Balance at end of period
Total shareholders’ equity (deficit)

(amounts in millions)

Successor Company

Predecessor Company

Three Months Ended

Nine Months Ended

Year 2007 December 31, 2006  September 30, 2006 () Year 2005
$0.6 $0.6 $51.9 $51.9
- - (51.9) -
- - 06 -
$0.6 $0.6 $0.6 $51.9
$2,099.8 $2,097.6 $172.6 $172.6
- - (172.6) ;
- - 2,097.6 -
12.8 2.2 - -
$2,112.6 $2,099.8 $2,097.6 $172.6
$ $- $(142.2) $(142.2)
- - 142.2 ;
$ $- $- $ (142.2)
$2.2 $- $(910.8) $(1,021.9)
1453 $145.3 2.2 $2.2 1,355.8 $1,3568  111.1  $111.1
- - (445.0) -
$147.5 $2.2 $- $(910.8)
$61.9 $- $37.1 $42.8
308 19 185 14.1)
(5.4) 07 (9.5) 12
89.2 59.3 - ;
- - ©0.7) 7.2
1146 1146 61.9 61.9 8.3 8.3 G761
- - (45.4) ;
$1765 $61.9 $- $37.1
$259.9 $64.1 $1,364.1 $105.4
$- $- $ (528.5) $(528.5)
- - 528.5 -
$- $- $- $ (528.5)
$2,437.2 $2,164.5 $2,098.2 $(1,319.9)

) Reflects the effects of the Plan of Reorganization and fresh-start reporting. See Note 3 to the Consolidated Financial Statements.

See accompanying notes to consolidated financial statements beginning on page 67.
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Cash Flows

(amounts in millions)

Successor Company

Predecessor Company

Nine Months
Thr%?ul;ltlec()jnths ended
December 31, September
Year 2007 2006 30, 2006 Year 2005
Cash flows from operating activities:
Net earnings $145.3 $22 $1,355.8 $111.1
Adjustments to reconcile net earnings to net cash provided by
(used by) operating activities:
Depreciation and amortization 137.8 32.2 101.2 141.0
Fixed asset impairments - - 0.6 17.6
Deferred income taxes 79.6 1.8 726.2 (24.6)
Share-based compensation 13.6 2.5 - -
Gain on sale of assets (0.6) - (17.1) (0.2)
Gain on sale of notes - - - (10.4)
Equity earnings from affiliates, net (46.0) (5.3) (41.4) (39.0)
Distributions from equity affiliates 117.5 25.0 18.0 23.0
Chapter 11 reorganization costs (income), net 0.6 - 15.2 (1.2)
Chapter 11 reorganization costs payments (0.2) - (13.1) (22.7)
Post-emergence chapter 11 fees 7.1 4.6 - -
Post-emergence chapter 11 payments (11.5) (2.5) - -
Restructuring charges, net of reversals 0.2 1.7 10.0 23.2
Restructuring payments 2.7) (0.4) (3.0) (24.0)
Asbestos-related insurance recoveries - - 7.0 -
Cash effect of hedging activities (5.0) 3.1) (2.8) 21.9
Gain on discharge of debt and liabilities subject to compromise (1.3) - (1,510.8) -
Non-cash fresh-start adjustments - - (389.5) -
Changes in operating assets and liabilities:
Receivables 29.4 49.6 (66.0) (8.7)
Inventories (12.7) 54.8 (12.7) 15
Other current assets (7.5) (5.1) 2.0 3.7)
Other noncurrent assets (51.6) (13.9) (45.3) (16.8)
Accounts payable and accrued expenses 7.4 (13.6) 11.3 8.5
Income taxes payable 208.6 (4.6) (64.7) (16.7)
Other long-term liabilities (16.6) (2.8) (10.5) (20.1)
Cash distributed under the POR (14.5) (28.6) (804.1) -
Other, net (1.7) (1.4) 5.6 -
Net cash provided by (used by) operating activities 575.2 95.1 (728.1) 169.7
Cash flows from investing activities:
Purchases of property, plant and equipment and computer software (102.6) (40.3) (98.2) (135.5)
Divestitures (acquisitions) 58.8 - (60.5) -
Proceeds from sale of notes - - - 38.3
Acquisition of equity affiliate (5.2) - (4.3) -
Proceeds from sale of investment in affiliates - - - 20.6
Loan to affiliate - - (6.3) -
Proceeds from insurance 6.7 - - -
Proceeds from the sale of assets 5.6 - 39.1 5.1
Purchase of minority interest - - (1.5) -
Net cash (used for) investing activities (36.7) (40.3) (131.7) (71.5)
Cash flows from financing activities:
Increase/(decrease) in short-term debt, net - 2.8 (15.2) 5.1
Issuance of long-term debt 5.0 - 800.0 -
Payments of long-term debt (309.2) (0.2) (15.5) (7.6)
Payments under the POR - - (300.7) -
Debt issuance costs - (10.7) - -
Other, net (1.2) - (0.6) (1.4)
Net cash (used for) provided by financing activities (305.4) (8.1) 468.0 (3.9
Effect of exchange rate changes on cash and cash equivalents 17.4 1.3 5.4 (8.0)
Net increase (decrease) in cash and cash equivalents $250.5 $48.0 $(386.4) $86.3
Cash and cash equivalents at beginning of period $263.8 $215.8 $602.2 $515.9
Cash and cash equivalents at end of period $514.3 $263.8 $215.8 $602.2
Cash and cash equivalents at end of period from discontinued operations 11.3
Cash and cash equivalents at end of period from continuing operations $514.3 $252.5 $215.8 $602.2

(1) Reflects the effects of the Plan of Reorganization and fresh-start reporting. See Note 3 to the Consolidated Financial Statements.

See accompanying notes to consolidated financial statements beginning on page 67.
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Notes to Consolidated Financial Statements
(dollar amounts in millions)

NOTE 1. BUSINESS AND CHAPTER 11 REORGANIZATION

Armstrong World Industries, Inc. (“AWI") is a Pennsylvania corporation incorporated in 1891. On December 6, 2000, AWI filed a
voluntary petition for relief under Chapter 11 of the U.S. Bankruptcy Code in order to use the court-supervised reorganization
process to achieve a resolution of AWI's asbestos-related liability. On October 2, 2006, when all conditions precedent were met,
AWI’s plan of reorganization (the “POR”), as confirmed by the U.S. District Court for the District of Delaware by order dated
August 18, 2006, became effective, and AWI emerged from Chapter 11.

When we refer to “we”, “our” and “us” in this report, we are referring to AWI and its subsidiaries. References in this report to
“reorganized Armstrong” are to AWI as it was reorganized under the POR on October 2, 2006, and its subsidiaries collectively. We
use the term “AWI” when we are referring solely to Armstrong World Industries, Inc.

The following summarizes the events in its Chapter 11 case that led to AWI emerging from Chapter 11.

Proceedings under Chapter 11

On December 6, 2000, AWI filed a voluntary petition for relief (the “Filing”) under Chapter 11 of the U.S. Bankruptcy Code (the
“Bankruptcy Code”) in the United States Bankruptcy Court for the District of Delaware (the “Bankruptcy Court”) in order to use the
court-supervised reorganization process to achieve a resolution of AWI's asbestos-related liability. Also filing under Chapter 11
were two of AWI’'s wholly-owned subsidiaries, Nitram Liquidators, Inc. (“Nitram”) and Desseaux Corporation of North America, Inc.
(“Desseaux”). The Chapter 11 cases are being jointly administered under case number 00-4471 (the “Chapter 11 Case”).

AWI's other direct and indirect subsidiaries and affiliates, including Armstrong Wood Products Inc. (formerly Triangle Pacific Corp.),
WAVE (AW!I's ceiling grid systems joint venture with Worthington Industries, Inc.), Armstrong Canada, and Armstrong DLW AG,
were not a part of the Filing and accordingly, except for any asbestos-related liability that also relates, directly or indirectly, to the
pre-Filing activities of AWI, the liabilities, including asbestos-related liability if any, of such companies were not resolved in AWI's
Chapter 11 Case.

Plan of Reorganization and Emergence

On November 4, 2002, AWI filed a plan of reorganization with the Bankruptcy Court. Subsequently, AWI filed several amendments
to the plan, along with various exhibits. The Fourth Amended Plan of Reorganization was filed on May 23, 2003. This plan, as so
amended and as modified through May 23, 2006, was confirmed by the U.S. District Court for the District of Delaware (the “Court”)
on August 18, 2006. The plan, as confirmed, is referred to in this report as the “POR”. Pursuant to the POR, upon emergence from
Chapter 11 on October 2, 2006, AWI's existing shares were cancelled and new common shares of reorganized Armstrong and
cash were issued to its unsecured creditors and to the Armstrong World Industries, Inc. Asbestos Personal Injury Settlement Trust
(the “Asbestos PI Trust”), as described below. The POR excludes AWI's Nitram and Desseaux subsidiaries, neither of which is
material to Armstrong and which pursued separate resolutions of their Chapter 11 cases. See “Resolution of Nitram and Desseaux
Cases” in this Note for further information.

Asbestos PI Trust

On October 2, 2006, the Asbestos PI Trust was created to address AWI's personal injury (including wrongful death) asbestos-
related liability. All present and future asbestos-related personal injury claims against AWI, including contribution claims of co-
defendants, arising directly or indirectly out of AWI’s pre-Filing use of, or other activities involving, asbestos are channeled to the
Asbestos PI Trust. See Note 32 under “Asbestos-Related Litigation” for more information on the Asbestos PI Trust.
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Matters Concerning AHI

Armstrong Holdings, Inc. (“AHI") was a Pennsylvania corporation and was the publicly held parent holding company of AWI. AHI's
only operation was its indirect ownership, through Armstrong Worldwide, Inc. “AWWD,” a Delaware corporation), of all of the
capital stock of AWI. Upon AWI's POR becoming effective on October 2, 2006, all then-current shares of AWI were cancelled, and
AHI was not entitled to any distribution under the POR in respect of its former equity interest in AWI.

On August 23, 2006, AHI announced that it and AWWD had pending claims in AWI's Chapter 11 Case (collectively, the “AHI
Claim”). The AHI Claim related to intercompany charges and credits among the companies. During 2007 AHI and AWI reached,
and the Bankruptcy Court approved, a settlement on all intercompany claim and tax matters. Under the settlement, AWI paid AHI
approximately $22 million in cash and 98,697 shares of AWI common stock. The settlement gave AWI the right to make all relevant
tax elections and file all required tax returns on behalf of the Armstrong group of companies for all relevant tax periods during which
the two companies were affiliated, and to receive and retain all related tax refunds.

A final federal income tax return for AHI and AWI on a consolidated basis was filed in September 2007. AHI and AWI reported
substantial tax losses in this final joint tax return for these companies. As permitted by its settlement with AHI, AWI chose to carry
back its losses for ten years in the return.

Resolution of Disputed Claims

Except for one priority tax claim for $0.3 million that is currently being negotiated, the few claims in AWI's Chapter 11 case that
remained open as of the end of 2007 were resolved and closed in January and February 2008 pursuant to the Bankruptcy Court’s
procedures for settlement of claims. AWI has made a final distribution to general unsecured creditors of AWI under the POR and
will close the Chapter 11 estate after the final claim is resolved.

Resolution of Nitram and Desseaux Cases

In September 2007, Nitram and Desseaux proposed a joint plan of liquidation to the Bankruptcy Court. On December 17, 2007, the
Bankruptcy Court approved the Joint Amended Plan of Liquidation (the “Joint Plan”). The Joint Plan became effective

December 28, 2007. Armstrong contributed $0.2 million to the estate of Nitram and Desseaux. Armstrong and its subsidiaries
subordinated their claims to those of other unsecured creditors under the Joint Plan and will receive no distribution from the
bankruptcy estate in this case.

Claimants alleging personal injury claims under the Joint Plan are allowed to proceed only against the pre-existing insurance
coverage assets of Nitram and will not share in any distribution of general assets.

Deadlines under the Joint Plan for claimants to file claims based on rejected executory contracts or unexpired leases, for
administrative claims and for final fee applications passed in January 2008. Pending objections to certain claims are expected to be
addressed by the Court in coming months. An initial distribution to unsecured creditors is expected in the second quarter of 2008.
After all assets in the bankruptcy estate (other than insurance assets available to personal injury claimants) have been distributed,
Nitram and Desseaux will dissolve.

As a result of the Joint Plan becoming effective on December 28, 2007, Armstrong recorded a $1.3 million gain from the discharge
of liabilities subject to compromise. The gain was recorded as a Chapter 11 Reorganization activity (see below).

Accounting Impact

AICPA Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy Code” (“SOP 90-7")
provides financial reporting guidance for entities that are reorganizing under the Bankruptcy Code. This guidance was implemented
in the accompanying consolidated financial statements.
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Pursuant to SOP 90-7, AWI was required to segregate pre-Filing liabilities that were subject to compromise and report them
separately on the balance sheet. Liabilities subject to compromise at December 31, 2006 totaled $1.3 million and related to Nitram
and Desseaux.

SOP 90-7 also requires separate reporting of all revenues, expenses, realized gains and losses, and provision for losses related to
the Filing as Chapter 11 reorganization costs, net. Accordingly, we recorded the following Chapter 11 reorganization activities
during 2007, 2006 and 2005:

Successor Company Predecessor Company
Three Months Nine Months
Ended Ended
December September
Year 2007 31, 2006 30, 2006 Year 2005

Professional fees $0.6 $- $30.2 $10.4
Interest (income) - - (15.0) (11.8)
Adjustments to pre-Filing liabilities - - - 0.1

(Gain) from discharge of liabilities subject to
compromise (1.3) - (1,510.8) -

(Gain) from fresh-start reporting - (459.9) -
Other expense directly related to bankruptcy,

net - - - 0.1
Total Chapter 11 reorganization (income), net $(0.7) $- $(1,955.5) $(1.2)

Professional fees represent legal and financial advisory fees and expenses that were incurred directly as a result of the Filing. 2007
charges relate to Nitram and Desseaux.

Interest income represents income earned from short-term investments between the Filing date and AWI's emergence date.

Pursuant to SOP 90-7, AWI and its subsidiaries adopted fresh-start reporting upon AWI emerging from Chapter 11. The conditions
required in order for AWI to adopt fresh-start reporting were met on October 2, 2006. For administrative convenience, we selected
September 30, 2006, following the close of business, as the date to adopt fresh-start reporting. Consequently, the impact of
emergence, including the gain on settlement of liabilities subject to compromise and the gain on fresh-start reporting, is reflected in
the Predecessor Company for the nine months ended September 30, 2006 and the results of operations beginning October 1, 2006
are reflected within the Successor Company. We recorded gains of $1,510.8 million and $459.9 million from discharging the
liabilities subject to compromise and adopting fresh-start reporting, respectively. See Note 3 for more information on the impact of
the implementation of the plan of reorganization and fresh-start reporting.

AWI incurred $7.1 million and $4.6 million of expenses during the year 2007 and the three months ended December 31, 2006,
respectively, for Chapter 11 related post-emergence activities. Pursuant to SOP 90-7, these expenses were reported as selling,
general and administrative (SG&A) expenses.

Review of Strategic Alternatives

On February 15, 2007, we announced that we had initiated a review of our strategic alternatives. On February 29, 2008, we
announced that we have completed the strategic review process after extensive evaluation of alternatives, including a possible sale
of our individual businesses and the entire company. The Board of Directors concluded that it is in the best interest of Armstrong
and its shareholders to continue to execute our strategic operating plan under our current structure as a publicly traded company.
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NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Consolidation Policy . The consolidated financial statements and accompanying data in this report include the accounts of AWI and
its majority-owned subsidiaries. The results of less than majority owned subsidiaries are accounted for under the equity method. All
significant intercompany transactions have been eliminated from the consolidated financial statements.

Use of Estimates . These financial statements are prepared in accordance with U.S. generally accepted accounting principles. The
statements include management estimates and judgments, where appropriate. Management utilizes estimates to record many
items including asset values, allowances for bad debts, inventory obsolescence and lower of cost or market charges, warranty,
workers’ compensation, general liability and environmental claims and income taxes. When preparing an estimate, management
determines the amount based upon the consideration of relevant information. Management may confer with outside parties,
including outside counsel. Actual results may differ from these estimates.

Reclassifications . Our policy is to record distributions from equity investments using the equity in earnings method and report
returns on investments as cash flows from operating activities. Accordingly, “Distributions from equity affiliates” in the prior years’
Consolidated Statements of Cash Flows was reclassified from cash flows from investing activities to cash flows from operating
activities. The amounts reclassified were $25.0 million in the three months ended December 31, 2006, $18.0 million in the nine
months ended September 30, 2006 and $23.0 million in the year 2005.

Certain other amounts in the prior year’s Consolidated Financial Statements and related notes thereto have been recast to conform
to the 2007 presentation.

Revenue Recognition. We recognize revenue from the sale of products when persuasive evidence of an arrangement exists, title
and risk of loss transfers to the customers, prices are fixed and determinable, and it is reasonably assured the related accounts
receivable is collectible. Our sales terms primarily are FOB shipping point. We have some sales terms that are FOB destination.
Our products are sold with normal and customary return provisions. Sales discounts are deducted immediately from the sales
invoice. Provisions, which are recorded as a reduction of revenue, are made for the estimated cost of rebates, promotional
programs and warranties. We defer recognizing revenue if special sales agreements, established at the time of sale, warrant this
treatment.

Sales Incentives. Sales incentives are reflected as a reduction of net sales.

Shipping and Handling Costs. Shipping and handling costs are reflected in cost of goods sold.

Advertising Costs . We recognize advertising expenses as they are incurred.

Research and Development Costs. We recognize research and development costs as they are incurred.

Pension and Postretirement Benefits . We have benefit plans that provide for pension, medical and life insurance benefits to certain
eligible employees when they retire from active service. Generally, for plans that maintain plan assets, our practice is to fund the
actuarially determined current service costs and the amounts necessary to amortize prior service obligations for the pension
benefits over periods ranging up to 30 years, but not in excess of the funding limitations.
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Taxes . The provision for income taxes has been determined using the asset and liability approach of accounting for income taxes
to reflect the expected future tax consequences of events recognized in the financial statements. Deferred income tax assets and
liabilities are recognized by applying enacted tax rates to temporary differences that exist as of the balance sheet date which result
from differences in the timing of reported taxable income between tax and financial reporting.

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

Earnings per Common Share . Basic earnings per share is computed by dividing the earnings by the weighted average number of
shares of common stock outstanding during the period. Diluted earnings per common share reflects the potential dilution of
securities that could share in the earnings.

Cash and Cash Equivalents . Cash and cash equivalents include cash on hand and short-term investments that have maturities of
three months or less when purchased.

Concentration of Credit . We principally sell products to customers in the building products industries in various geographic regions.
Net sales to The Home Depot, Inc. were $285.3 million in the nine months ended September 30, 2006 and $384.1 million in the
year 2005, which is in excess of 10% of our consolidated net sales for those periods. Net sales to The Home Depot were less than
10% of consolidated net sales in the year 2007 and the three months ended December 31, 2006. Net sales to The Home Depot
were recorded in our Resilient Flooring, Wood Flooring and Building Products segments. No other customers accounted for 10% or
more of our total consolidated net sales.

There are no significant concentrations of credit risk other than with The Home Depot, Inc. and Lowe’s Companies, Inc. who
together represented approximately 22% of our net trade receivables as of December 31, 2007 and 2006. We monitor the
creditworthiness of our customers and generally do not require collateral.

Receivables . We sell the vast majority of our products to select, pre-approved customers using customary trade terms that allow
for payment in the future. Customer trade receivables, customer notes receivable and miscellaneous receivables (which include
supply related rebates and claims to be received, unpaid insurance claims from litigation and other), net of allowances for doubtful
accounts, rebates, promotional programs and warranties are reported in accounts and notes receivable, net. Notes receivable from
divesting certain businesses are included in other current assets and other non-current assets based upon the payment terms.

We establish credit worthiness prior to extending credit. We estimate the recoverability of current and non-current receivables each
period. This estimate is based upon triggering events and new information in the period, which can include the review of any
available financial statements and forecasts, as well as discussions with legal counsel and the management of the debtor company.
As events occur which impact the collectibility of the receivable, all or a portion of the receivable is reserved. Account balances are
charged off against the allowance when the potential for recovery is considered remote. We do not have any off-balance-sheet
credit exposure related to our customers.

Inventories . Inventories are valued at the lower of cost or market. Inventories also include certain samples used in ongoing sales
and marketing activities. Cash flows from the sale of inventory and the related cash receipts are classified as operating cash flows
on the Consolidated Statements of Cash Flows. See Note 8 for further information on our accounting for inventories.
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Property and Depreciation . Property, plant and equipment in place as of September 30, 2006 were set equal to fair value as of our
emergence date and are currently stated at that value less accumulated depreciation and amortization. Property, plant and
equipment acquired after our emergence date is stated at acquisition cost less accumulated depreciation and amortization.

Depreciation charges for financial reporting purposes are determined on a straight-line basis at rates calculated to provide for the
full depreciation of assets at the end of their useful lives. Machinery and equipment includes manufacturing equipment (depreciated
over 3 to 15 years), computer equipment (3 to 5 years) and office furniture and equipment (5 to 7 years). Within manufacturing
equipment, assets that are subject to quick obsolescence or wear out quickly, such as tooling and engraving equipment, are
depreciated over shorter periods (3 to 7 years). Heavy production equipment, such as conveyors and production presses, are
depreciated over longer periods (15 years). Buildings are depreciated over 15 to 30 years, depending on factors such as type of
construction and use. Computer software is depreciated over 3 to 7 years.

Impairment losses are recorded when indicators of impairment are present, such as operating losses and/or negative cash flows. If
an indication of impairment exists, we compare the carrying amount of the asset group to the estimated undiscounted future cash
flows expected to be generated by the assets. The amount of impairment loss to be recognized is then measured by comparing the
asset group’s carrying amount to its fair value. The estimate of an asset group’s fair value is based on discounted future cash flows
expected to be generated by the asset group. If the fair value is less than the carrying value of the asset group, we record an
impairment charge equal to the difference between the fair value and carrying value of the asset group. Impairments of assets
related to our manufacturing operations are recorded in cost of goods sold. When assets are disposed of or retired, their costs and
related depreciation are removed from the financial statements and any resulting gains or losses normally are reflected in cost of
goods sold or SG&A expenses.

Costs of the construction of certain property may include capitalized interest which is amortized over the estimated useful life of the
related asset. There was no capitalized interest recorded in the nine months ended September 30, 2006 or the year 2005 due to
the Chapter 11 Filing. There was also no capitalized interest in the three months ended December 31, 2006 or in the year 2007.

Plant and equipment held under capital leases are stated at the present value of the minimum lease payments. Plant and
equipment held under capital leases and leasehold improvements are amortized on a straight line basis over the life of the lease
plus any specific option periods.

Asset Retirement Obligations . We recognize the fair value of obligations associated with the retirement of tangible long-lived
assets in the period in which they are incurred. Upon initial recognition of a liability, the discounted cost is capitalized as part of the
related long-lived asset and depreciated over the corresponding asset’s useful life. Over time, accretion of the liability is recognized
as an operating expense to reflect the change in the liability’s present value.

Goodwill and Other Intangibles . Goodwill and intangible assets with indefinite useful lives are tested for impairment annually in the
fourth quarter. Effective with our emergence from Chapter 11 on October 2, 2006 and as part of fresh-start reporting, Predecessor
Company goodwill was eliminated from our balance sheet and intangible assets were revalued. See Note 3 for further information.
Intangible assets with determinable useful lives are amortized over their respective estimated useful lives and reviewed for
impairment whenever events or circumstances indicate that its carrying amount may not be recoverable. See Note 12 for disclosure
on goodwill and other intangibles.
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Foreign Currency Transactions. Assets and liabilities of our subsidiaries operating outside the United States which account in a
functional currency other than U.S. dollars are translated using the year end exchange rate. Revenues and expenses are translated
at exchange rates effective during each month. Foreign currency translation gains or losses are included as a component of
accumulated other comprehensive income (loss) within shareholders’ equity. Gains or losses on foreign currency transactions are
recognized through the statement of earnings.

Financial Instruments and Derivatives . From time to time, we use derivatives and other financial instruments to offset the effect of
currency, interest rate and commaodity price variability. See Note 20 for further discussion.

Stock-based Employee Compensation. On January 1, 2006, we adopted FASB Statement No. 123 (revised 2004), “Share-Based
Payment” (“FAS 123R"). Prior to January 1, 2006, we used the intrinsic value method for stock-based employee compensation.
There would have been no effect on net income if we had applied the fair value recognition provisions of FAS 123R to share-based
employee compensation in 2005. For awards with only service and performance conditions that have a graded vesting schedule,
we recognize compensation expense on a straight-line basis over the vesting period for the entire award. See Note 25 for additional
information on FAS 123R.

Recently Adopted Accounting Standards

In connection with AWI's emergence from Chapter 11 on October 2, 2006, reorganized Armstrong adopted fresh-start reporting in
accordance with AICPA Statement of Position 90-7, “Financial Reporting by Entities in Reorganization Under the Bankruptcy
Code” (“SOP 90-7"). As a result of the application of fresh-start reporting, changes in accounting principles that would have been
required in reorganized Armstrong’s financial statements within the twelve months following our emergence date were required to
be adopted at the time fresh-start reporting was adopted. Accordingly, effective October 2, 2006 we adopted Financial Accounting
Standards Board Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes” and Statement of Financial
Accounting Standards No. 158 (“FAS 158”), “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans.”
We adopted no new accounting standards in 2007.

Recently Issued Accounting Standards

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (“FAS 157”), “Fair Value
Measurements,” which establishes a framework for measuring fair value in generally accepted accounting principles and expands
disclosures about fair value measurements. FAS 157 is generally effective for fiscal years beginning after November 15, 2007.
However, the effective date for certain non-financial assets and liabilities was deferred to fiscal years beginning after November 15,
2008. We do not expect any material impact from adopting FAS 157.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159 (“FAS 159”), “The Fair Value Option for
Financial Assets and Financial Liabilities Including an Amendment of FASB Statement No. 115,” which permits companies to
measure financial instruments and certain other assets and liabilities at fair value on an instrument by instrument basis. FAS 159 is
effective for fiscal years beginning after November 15, 2007. We do not expect any material impact from adopting FAS 159.

In March 2007, the FASB ratified Emerging Issues Task Force Issue No. 06-10 “Accounting for Collateral Assignment Split-Dollar
Life Insurance Agreements” (EITF 06-10). EITF 06-10 provides guidance for determining a liability as well as recognition and
measurement of the associated asset on the basis of the terms of the collateral assignment agreement. EITF 06-10 is effective for
fiscal years beginning after December 15, 2007. We do not expect any material impact from adopting EITF 06-10.
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In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141 Revised 2007, “Business
Combinations” (“FAS 141R"). FAS 141R revises the original FAS 141, while retaining the underlying concept that all business
combinations be accounted for at fair value. However, FAS 141R changes the methodology of applying this concept in that
acquisition costs will generally be expensed as incurred, non-controlling interests will be valued at fair value, in-process research
and development will be recorded at fair value as an indefinite-lived intangible, restructuring costs associated with a business
combination will generally be expensed subsequent to the acquisition and changes in deferred tax asset allowances after the
acquisition date generally will affect income tax expense. This pronouncement applies prospectively to all business combinations
whose acquisition dates are on or after the beginning of the first annual period subsequent to December 15, 2008. We will consider,
upon adoption, the impact of any future acquisitions.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, “Non-controlling Interests in
Consolidated Financial Statements — an amendment of ARB No. 51” (“FAS 160”). FAS 160 requires the recognition of a non-
controlling interest (formerly known as a “minority interest”) as equity in the consolidated financial statements and separate from the
parent’s equity. The amount of net income attributable to the non-controlling interest will be included in consolidated net income on
the face of the income statement. It also amends certain of ARB 51’s consolidation procedures for consistency with the
requirements of FAS 141R. This pronouncement is effective for fiscal years, and all interim periods within those fiscal years,
beginning after December 15, 2008. Early adoption is not permitted. We do not expect any material impact from adopting FAS 160.

NOTE 3. PLAN OF REORGANIZATION AND FRESH-START REPORTING

In connection with its emergence from bankruptcy on October 2, 2006 (the “Effective Date”), AWI adopted fresh-start reporting in
accordance with SOP 90-7. The conditions required in order for AWI to adopt fresh-start reporting were met on October 2, 2006.
For administrative convenience, we selected September 30, 2006, following the close of business, as the date to adopt fresh-start
reporting. Consequently, the impact of emergence, including the gain on settlement of liabilities subject to compromise and the gain
on fresh-start reporting, is reflected in the Predecessor Company for the nine months ended September 30, 2006 and the results of
operations beginning October 1, 2006 are reflected within the Successor Company. Adopting fresh-start reporting has resulted in
material adjustments to the historical carrying amount of reorganized Armstrong’s assets and liabilities. In addition, all accounting
standards that are required to be adopted in the financial statements within twelve months following the adoption of fresh-start
reporting, were adopted as of October 2, 2006. As a result, our post emergence financial statements are not comparable with our
pre-emergence financial statements.

The approach used to determine reorganized Armstrong’s reorganization value, as defined in SOP 90-7, was primarily based on a
discounted cash flow approach, while also using a comparable company guideline method as a test for reasonableness of the
derived value. These analyses are necessarily based on a variety of estimates and assumptions which, though considered
reasonable by management, may not be realized and are inherently subject to significant business, economic and competitive
uncertainties and contingencies, many of which are beyond AWI's control.

The assumptions used in the discounted cash flow analysis regarding revenue, costs and cash flows were based on management’s
best estimate at the time the analysis was performed. Key assumptions included a four year operating horizon with a compound
average growth rate (CAGR) in sales of 3%, an effective tax rate of 38% and a discount rate based on an estimated weighted
average cost of capital of 10.5%. In addition to the cash flows during the projection period, a terminal value for the enterprise was
developed based on a perpetuity growth model using a constant growth rate of 2.5%. Changes in these assumptions could have
had a significant effect on the determination of AWI's reorganization value.
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In applying fresh-start reporting as of the Effective Date, the reorganization value of reorganized Armstrong was determined to be
$2.94 billion. This amount is within the range of values from the Disclosure Statement that supported the POR. The shareholders’
equity value was then derived as follows:

Reorganization value $2,940.0
Less: New interest bearing debt (800.0)

Predecessor debt assumed (41.8)
Shareholders’ equity $2,098.2

Fresh-start reporting required us to allocate the reorganization value to our assets and liabilities based upon their estimated fair
values in accordance with procedures specified by Statement of Financial Accounting Standards No. 141, “Business
Combinations” (“FAS 141"). Adjustments necessary to state our balance sheet accounts at fair value were made such that the
newly assigned fair values to our assets and liabilities fully reflected the emerged entity’s reorganization value. No goodwill was
assigned at emergence.

The following table provides a reconciliation of the Predecessor’s consolidated balance sheet as of September 30, 2006 to that of
the Successor’'s on October 1, 2006, reflecting the debt and equity restructuring, reorganization and fresh-start reporting
adjustments. We are reflecting the issuance of debt and cash payments to creditors through October 17, 2006 (the initial
distribution date, as determined by the POR) within the following table:
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Current Assets:
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Deferred income taxes
Assets of discontinued operations
Income tax receivable

Other current assets

Total current assets
Property, plant and equipment
Insurance receivable for asbestos
Prepaid pension costs
Investment in affiliates
Goodwill, net
Other intangibles, net
Deferred income taxes, noncurrent
Other noncurrent assets

Total assets

Current liabilities:
Short-term debt
Current portion of long term debt
Accounts payable and accrued expenses
Short term amounts due affiliates
Liabilities of discontinued operations
Income tax payable
Deferred income taxes

Total current liabilities

Liabilities subject to compromise

Long term debt, less current portion
Postretirement and postemployment liabilities
Pension benefit liabilities
Other long term liabilities
Income tax payable, noncurrent
Deferred income taxes, noncurrent
Minority interest in subsidiaries
Total noncurrent liabilities
Shareholders’ equity:
Common stock — predecessor
Common stock — successor
Capital in excess of par
Reduction for ESOP loan guarantee
Accumulated deficit
Accumulated other compr. income
Treasury stock-predecessor
Total shareholders’ equity (deficit)
Total liabilities and shareholders’ equity (deficit)

Armstrong World Industries, Inc., and Subsidiaries

Notes to Consolidated Financial Statements

(dollar amounts in millions)

Predecessor Plan of Successor
Sept. 30, 2006 Reorganization Fresh - Start QOct. 1, 2006
$520.6 $(304.8) (A) $5.9 @ $209.9
407.5 46.8) () 360.7
542.6 27.0 (FJ) 569.6
18.2 a7.2) () 1.0

- 120.7  (J) 120.7

18.2 (18.2) (H) 78.5 78.5
60.7 27 @ 58.0
1,567.8 (323.0) 153.6 1,398.4
1,194.2 (242.6) (F,J) 951.6
91.5 (91.5) (B,C) -
510.0 (25.1) (F) 484.9
95.0 219.2  (F) 314.2
143.1 (143.1) (F,G) -
54.3 619.3 (F) 673.6
967.4 (719.1) (1) 248.3
97.5 (5.6) (C) 3.00 (FJ) 88.9
$4,720.8 $(420.1) $ (140.8) $4,159.9
$0.4 $0.9 (J) $1.3

0.9 50 (AD) 5.9
415.9 69.1 (C) 43.0) (FJ) 442.0
10.1 (10.1) (C) -

- 50.6 (J) 50.6

7.5 (64.5) (H) 60.6 (1,J) 3.6

0.8 (0.8) (H) 13.5 13.5
435.6 (1.3) 82.6 516.9
4,868.1 (4,866.8) (C) 1.3
12.1 795.0 (AD) 807.1
260.9 144.8 (F) 405.7
230.7 3.00 (FJ) 227.7
74.6 (1.0) (C) 05 (FJ) 74.1

- 119 () 11.9

35.7 534.7 (H) (560.7) (1) 9.7

7.3 7.3
621.3 1,328.7 (406.5) 1,543.5
51.9 (51.9) (E) -

- 06 (E) 0.6

172.6 1,480.1 (E) 4449  (K) 2,097.6
(142.2) 1422 (E) -
(803.4) 1,019.8 (C) (216.4) (K) -
45.4 45.4) (K) -
(528.5) 5285 (E) -
(1,204.2) 3,119.3 183.1 (F) 2,098.2
$4,720.8 $(420.1) $ (140.8) $4,159.9
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Notes to Reorganization and “Fresh-Start” Activity

(A) To reflect cash proceeds from the debt and payout to the unsecured creditors and Asbestos Pl Trust pursuant to the
distribution provisions of the Plan of Reorganization (POR) as follows:

Cash balance of Predecessor as of September 30, 2006 $520.6

Proceeds from Successor borrowing $800.0

Cash distributed to unsecured creditors (362.0)

Cash distributed to asbestos trust (738.5)

Cash distributed for convenience, cure and other (4.3)

Net change in cash (304.8) (304.8)

Cash balance of Successor prior to fresh-start adjustments $215.8
Distributions made to date $1,150.6

Distributions reserved and pending
(B) To reflect assignment of asbestos insurance receivable to Asbestos Pl Trust pursuant to POR.
(C) To adjust for discharge of liabilities subject to compromise, assumption of certain liabilities and net gain on settlement
pursuant to the POR as follows:
Liabilities subject to compromise that were discharged:

Debt (at face value) $1,388.6
Asbestos related liability 3,190.6
Prepetition trade payables 57.1
Prepetition other payables and accrued interest 68.1
Amounts due to affiliates 4.7
ESOP loan guarantee 157.7
Total liabilities subject to compromise 4,866.8
Effect of new shares, new debt and other settlement items:

Liabilities subject to compromise not discharged and reclassified to liabilities (19.2)
Insurance receivable transferred to asbestos trust (91.5)
Fair value of new equity issued (2,098.2)
Proceeds of Successor debt to be paid to creditors (775.0)
Available cash to be paid to creditors (370.7)
Amounts due to affiliates settled in bankruptcy 10.1
Recognition of convenience, environmental and other claim liability (5.5)
Other (6.0)
Gross gain on settlement 1,510.8
Less: Professional fees payable 4.3)
Less: Tax effect on settlement (486.7)
Net gain on settlement $1,019.8

(D) To record post emergence debt financing pursuant to the Senior Credit Agreement.
(E) To record cancellation of predecessor common stock, close out of remaining equity balances and issuance of successor
common stock.

77



Table of Contents

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

(F) To set equity to reorganization value. Assets and liabilities then adjusted to fair value in connection with the application of
fresh-start reporting. Adjustments creating net gain on fair value adjustments are as follows:

Inventory $ 86.6
Property, plant and equipment (172.3)
Prepaid pension costs (22.8)
Investment in affiliates 219.2
Goodwill (243.1)
Other intangibles 619.3
Postretirement and pension obligations (146.2)
Other 19.2
Gain on fresh-start adjustments before tax 459.9
Less: Discontinued operation fair value adjustment (70.4)
Less: Elimination of other comprehensive income (45.4)
Less: Tax effect on fresh-start (161.0)
Change in equity $183.1

(See Note 6 for a summary of amounts reclassified to Assets and Liabilities of
Discontinued Business Held for Sale)

(G) To eliminate Predecessor goodwill.

(H) To reflect tax effect on POR settlement items.

(D To adjust deferred income taxes to reflect differences in the book versus tax basis of revalued assets and liabilities.

(J) To reclassify discontinued business as ‘Assets of discontinued business held for sale’ and ‘Liabilities of discontinued business
held for sale.’

(K) To reset accumulated other comprehensive income and accumulated deficit to zero and adjust capital in excess of par to
reorganization value.

2007 adjustments

In accordance with FAS 141, the allocation of equity value is subject to adjustment within a one year period when additional
information on asset and liability valuations becomes available. Further, in accordance with Statement of Financial Accounting
Standards No. 109, “Accounting for Income Taxes” (“FAS 109"), any subsequent releases of deferred income tax asset valuation
allowances existing at October 2, 2006 may adjust the allocation of equity value in the future.

In this regard, the initial tax balances for the October 2, 2006 fresh-start balance sheet were calculated assuming that we would
elect to carry back our net operating loss (“NOL”) two years when filing the 2006 tax returns. During 2007, we continued to evaluate
carry back alternatives prior to filing our federal income tax returns in September 2007. Upon completion of this analysis, we
decided to file a ten-year carryback. See Note 16 for more information. Since the realizable book value of the NOL based upon a
ten-year carryback was different from the calculation based upon a two-year carryback, adjustments to the fresh-start balance
sheet were recorded in the third quarter of 2007 to reflect the ten-year value.

During the fourth quarter of 2007, additional tax adjustments were recorded which further refined the realizable value of the NOL,
recorded certain provision-to-return adjustments and released various state valuation allowances.
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Collectively, the adjustments described above were re-allocated to other assets and liabilities as follows:

Deferred income tax asset — current $6.8
Property, plant & equipment 54.3
Income tax receivable 7.7
Investment in affiliates 12.6
Other intangibles 40.1
Deferred income tax asset- non current (89.3)

Total assets $32.2
Accrued expenses $ (0.6)
Income tax payable — current (0.6)
Deferred income tax liability - non current (31.0)

Total liabilities $ (32.2)

NOTE 4. NATURE OF OPERATIONS

Reportable Segments

Resilient Flooring — produces and sources a broad range of floor coverings primarily for homes and commercial and institutional
buildings. Manufactured products in this segment include vinyl sheet, vinyl tile, linoleum flooring, automotive carpeting and other
specialized textile floor products. In addition, our Resilient Flooring segment sources and sells laminate flooring products, ceramic
tile products, adhesives, installation and maintenance materials and accessories. Resilient Flooring products are offered in a wide
variety of types, designs and colors. We sell these products to wholesalers, large home centers, retailers, contractors and to the
manufactured homes industry.

Wood Flooring — produces and sources wood flooring products for use in new residential construction and renovation, with some
commercial applications in stores, restaurants and high-end offices. The product offering includes pre-finished solid and engineered
wood floors in various wood species, and related accessories. Virtually all of our Wood Flooring’s sales are in North America. Our
Wood Flooring products are generally sold to independent wholesale flooring distributors and large home centers. Our products are
principally sold under the brand names Bruce®, Hartco®, Robbins®, Timberland®, Armstrong™, HomerWood® and Capella®.

Building Products — produces suspended mineral fiber, soft fiber and metal ceiling systems for use in commercial, institutional and
residential settings. In addition, our Building Products segment sources complementary ceiling products. Our products are available
in numerous colors, performance characteristics and designs, and offer attributes such as acoustical control, rated fire protection
and aesthetic appeal. Commercial ceiling materials and accessories are sold to ceiling systems contractors and to resale
distributors. Residential ceiling products are sold primarily in North America to wholesalers and retailers (including large home
centers). Suspension system (grid) products manufactured by WAVE are sold by both Armstrong and our WAVE joint venture.

Cabinets — produces kitchen and bathroom cabinetry and related products, which are used primarily in the U.S. residential new
construction and renovation markets. Through our system of Company-owned and independent distribution centers and through
direct sales to builders, our Cabinets segment provides design, fabrication and installation services to single and multi-family
homebuilders, remodelers and consumers under the brand names Armstrong® and Bruce®.
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Unallocated Corporate — includes assets and expenses that have not been allocated to the business units. Unallocated Corporate
assets are primarily deferred income tax assets, cash and cash equivalents, the Armstrong brand name and the U.S. prepaid
pension cost. Expenses for our corporate departments and certain benefit plans are allocated to the reportable segments based on
known metrics, such as time reporting, headcount, square-footage or net sales. The remaining expenses, which cannot be
attributable to the reportable segments without a high degree of generalization, are reported in Unallocated Corporate.

Unallocated
Successor Company Resilient Wood Building
For the year ended 2007 Flooring  Flooring Products Cabinets Corporate Total

Net sales to external customers $1,230.8 $791.6 $1,2921 $235.2 - $ 3,5649.7
Equity loss (earnings) from joint ventures - 0.6 (46.6) - - (46.0)
Segment operating income (loss) @ 40.4 64.3 221.4 10.5 (39.9) 296.7
Restructuring charges, net of reversals - - 0.2 - - 0.2
Segment assets 734.8 509.7 1,139.7 82.5 2,183.2 4,649.9
Depreciation and amortization 44.0 10.9 59.3 2.6 21.0 137.8
Fixed asset impairment loss - - - - - -
Investment in affiliates 0.1 - 232.5 - - 232.6
Capital additions 29.9 17.8 37.7 4.4 11.8 101.6

Successor Company Resilient Unallocated

For the three months ended Wood Building

December 31, 2006 Flooring Flooring Products Cabinets Corporate Total
Net sales to external customers $278.5 $192.6 $289.7 $56.5 - $817.3
Equity loss (earnings) from joint ventures - 0.2 (5.5) - - (5.3)
Segment operating income (loss) @ 1.2) (0.2) 24.9 0.2 (7.2) 16.5
Restructuring charges, net of reversals 0.3 1.4 - - - 1.7
Segment assets 690.1 498.9 1,159.8 81.8 1,729.3 4,159.9
Depreciation and amortization 10.5 2.3 13.9 0.7 4.8 32.2
Fixed asset impairment loss - - - - - -
Investment in affiliates - 4.0 290.6 - - 294.6
Capital additions 10.3 10.2 12.1 15 4.1 38.2

Predecessor Company Resilient Unallocated
For the nine months ended Wood Building

September 30, 2006 Flooring Flooring Products Cabinets Corporate Total
Net sales to external customers $929.4 $645.0 $859.8 $174.4 - $2,608.6
Equity loss (earnings) from joint ventures - 0.1 (41.5) - - (41.4)
Segment operating income (loss) @ 12.6 46.2 152.9 6.1 (23.5) 194.3
Restructuring charges, net of reversals 9.6 - 0.5 - (0.2) 10.0
Depreciation and amortization 35.2 15.0 27.7 2.1 17.8 97.8
Fixed asset impairment loss - 0.6 - - - 0.6
Capital additions 20.8 23.9 34.1 3.8 10.0 92.6
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Unallocated

Predecessor Company Resilient  Wood Building

For the year ended 2005 Flooring Flooring Products Cabinets Corporate Total
Net sales to external customers $1,2326 $8339 $1,047.6 $2125 - $ 3,326.6
Equity (earnings) from joint venture - - (39.3) - - (39.3)
Segment operating income (loss) @ (28.4) 60.9 148.5 (9.7) (70.2) 101.1
Restructuring charges, net of reversals 16.2 0.1 6.3 0.4 - 23.0
Segment assets 715.9 646.4 613.2 99.1 2,374.8 4,449.4
Depreciation and amortization 55.6 19.0 33.9 2.4 25.5 136.4
Fixed asset impairment loss 1.8 15.3 0.5 - - 17.6
Investment in affiliates - - 67.4 - - 67.4
Capital additions 42.8 28.8 42.6 4.5 12.2 130.9

(1)Segment operating income (loss) is the measure of segment profit or loss reviewed by the chief operating decision maker. The sum of the segments’ operating income
(loss) equals the total consolidated operating income as reported on our income statement. The following reconciles our total consolidated operating income (loss) to
income before taxes, extraordinary items, discontinued operations, and the cumulative effect of changes in accounting principles. These items are only measured and
managed on a consolidated basis:

Successor Company Predecessor Company
Three months
Nine months
ended ended

December 31, September 30,

Year 2007 2006 2006 @ Year 2005
Segment operating income $ 296.7 $ 16.5 $194.3 $101.1
Interest expense 55.0 134 5.2 7.7
Other non-operating expense 1.4 0.3 1.0 15
Other non-operating (income) (18.2) (4.3) (7.2) (11.8)
Chapter 11 reorganization (income), net (0.7) - (1,955.5) (1.2)
Earnings from continuing operations before income taxes $259.2 $7.1 $2,150.8 $104.9

1) Reflects the effects of the Plan of Reorganization and fresh-start reporting. See Note 3 to the Consolidated Financial Statements.
Accounting policies of the segments are the same as those described in the summary of significant accounting policies.

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

Successor Company Predecessor Company

Three months Nine months
ended December ended September
Geographic Areas

Net trade sales Year 2007 31, 2006 30, 2006 Year 2005
Americas:

United States $2,409.7 $560.7 $1,825.2 $2,334.1

Canada 167.1 36.7 157.6 192.1

Other Americas 38.5 8.8 25.8 30.9
Total Americas $2,615.3 $606.2 $2,008.6 $2,557.1
Europe:

Germany $164.6 $41.0 $115.6 $160.9

United Kingdom 140.4 31.6 94.6 126.6

Other Europe 422.2 91.2 270.3 341.2
Total Europe $727.2 $163.8 $480.5 $628.7
Total Pacific Rim $207.2 $47.3 $119.5 $140.8
Total net trade sales $3,549.7 $817.3 $2,608.6 $3,326.6
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Successor Company

Long-lived assets (property, plant and equipment), net

at December 31 2007 2006
Americas:
United States $747.0 $723.8
Other Americas 21.2 19.7
Total Americas $768.2 $743.5
Europe:
Germany $108.7 $101.3
Other Europe 85.0 83.6
Total Europe $193.7 $184.9
Total Pacific Rim $50.9 $37.8
Total long-lived assets, net $1,012.8 $966.2

The above balances exclude amounts related to discontinued operations.

NOTE 5. ACQUISITIONS

On April 3, 2006, we purchased certain assets and assumed certain liabilities of HomerWood, Inc., a hardwood flooring company.
On May 1, 2006 we purchased certain assets and assumed certain liabilities of Capella Engineered Wood, LLC, a hardwood
flooring company, and of its parent company, Capella, Inc. The combined purchase price of these acquisitions was $61.5 million.
Both acquisitions were financed from existing cash balances. Both investments expanded Armstrong’s wood flooring product
offerings. The acquisitions were accounted for under the purchase method of accounting in the second quarter of 2006. Allocation
of the purchase price to the fair value of tangible and identifiable intangible assets acquired in each transaction has been
completed.

On August 20, 2007 we purchased the remaining 50% interest in Kunshan Holding Limited for approximately $5 million, at which
time it became a wholly-owned subsidiary. The acquisition was accounted for under the purchase method of accounting during the
third quarter of 2007. Preliminary allocation of the purchase price to the fair value of tangible and identifiable intangible assets
acquired has been completed. Adjustments may be recorded in future periods as the allocation is finalized.

NOTE 6. DISCONTINUED OPERATIONS

On May 31, 2000, Armstrong completed its sale of all entities, assets and certain liabilities comprising its Insulation Products
segment. During the fourth quarter of 2005, we recorded a net gain of $10.4 million due to the early settlement of the remaining
notes receivable and the settlement of other disputed items. During the fourth quarter of 2006, we recorded a net gain of $1.7
million due to the settlement of various legal disputes. In accordance with Financial Accounting Standards Board (“FASB”)
Statement No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“FAS 144”), these adjustments were
classified as discontinued operations since the original divestiture was reported as discontinued operations.

On March 27, 2007 we entered into an agreement to sell Tapijtfabriek H. Desseaux N.V. and its subsidiaries—the principal
operating companies in our European Textile and Sports Flooring business. These companies were first classified as discontinued
operations at October 2, 2006 when they met the criteria of FAS 144. The sale transaction was completed in April 2007 and total
proceeds of $58.8 million have been received to-date. Certain additional post completion adjustments specified in the agreement
are currently subject to dispute by the parties. We are claiming $7.8 million and, as such, have recorded a receivable related to the
estimated amount of these adjustments that is classified in the December 31,
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2007 Consolidated Balance Sheet as part of “Other current assets.” The matter will be referred to an independent expert for a final

and binding determination.

Prior period results within the Consolidated Statement of Earnings have been recast to reflect the results of discontinued
operations. The segment results in Note 4 exclude the amounts related to discontinued operations. The Consolidated Statements
of Cash Flows do not separately report the cash flows of the discontinued operations.

Net sales, pre-tax income (loss) and net loss from discontinued operations, as well as net assets of Tapijtfabriek H. Desseaux N.V.

and its subsidiaries are as follows:

Net sales

Pre-tax loss from discontinued operations

Fresh-start reporting adjustments

(Loss) gain on expected disposal of
discontinued operations

Income tax (expense) benefit

Net (loss) income from discontinued operations

(1) Reflects the effects of fresh-start reporting.

Current assets
Property, plant and equipment
Non-current assets

Assets of discontinued business held for sale
Current liabilities
Other non-current liabilities

Liabilities of discontinued business held for sale
Net assets

Successor Company Predecessor Company
Three months
Nine months
ended
December 30, ended
Year September  vear
2007 2006 30, 2006 @ 2005
$59.8 $ 66.7 $187.1 $231.8
$(1.4) $(2.8) $(6.7) $(2.6)
- - (70.4) -
(5.8) 2.6 - 10.4
(0.3) (0.9) 8.7 (2.8)
$ (7.5 $(1.1) $ (68.4) $5.0

Successor Company
December December

31, 2007 31, 2006

$-  $119.8
- 1.6
- 0.2
$-  $121.6
- (47.9)
- (5.4)
$-  $(53.3)
$- $68.3
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NOTE 7. ACCOUNTS AND NOTES RECEIVABLE

Successor Company
December December

31, 2007 31, 2006

Customer receivables $342.3 $ 355.9
Customer notes 7.6 7.4
Miscellaneous receivables 14.6 18.2
Less allowance for discounts and losses (53.3) (59.6)
Net accounts and notes receivable $311.2 $321.9

Generally, we sell our products to select, pre-approved customers whose businesses are affected by changes in economic and
market conditions. We consider these factors and the financial condition of each customer when establishing our allowance for
losses from doubtful accounts.

The above balances exclude amounts related to discontinued operations.

NOTE 8. INVENTORIES
Following are the components of our inventories:

Successor Company
December 31, December 31,

2007 2006
Finished goods $ 355.7 $330.0
Goods in process 39.7 37.0
Raw materials and supplies 160.7 163.2
Less LIFO and other reserves (12.6) (8.5)
Total inventories, net $543.5 $521.7

The above balances exclude inventories related to discontinued operations.

Approximately 65% and 70% of our total inventory in 2007 and 2006, respectively, was valued on a LIFO (last-in, first-out) basis.
Inventory values were lower than would have been reported on a total FIFO (first-in, first-out) basis by $2.4 million at the end of
2007 and higher by $0.2 million at the end of 2006.

The distinction between the use of different methods of inventory valuation is primarily based on geographical locations and/or legal
entities rather than types of inventory. The following table summarizes the amount of inventory that is not accounted for under the
LIFO method.

Successor Company

2007 2006
International locations $158.8 $128.7
Cabinets 27.3 28.6
U.S. sourced products 2.0 1.4
Total $188.1 $158.7
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Substantially all of our international locations use the FIFO method of inventory valuation (or other methods which closely
approximate the FIFO method) primarily because either the LIFO method is not permitted for local tax and/or statutory reporting
purposes, or the entities were part of various acquisitions that had adopted the FIFO method prior to our acquisition. In these
situations, a conversion to LIFO would be highly complex and involve excessive cost and effort to achieve under local tax and/or
statutory reporting requirements.

The sourced products represent certain finished goods sourced from third party manufacturers, primarily from foreign suppliers.

NOTE 9. OTHER CURRENT ASSETS

Successor Company
December 31, December 31,

2007 2006
Prepaid expenses $36.4 $38.3
Other 10.3 11.2
Assets held for sale 7.9 0.7
Receivable related to discontinued operations 7.8 -
Fair value of derivative asset 0.8 4.5
Total other current assets $63.2 $54.7

NOTE 10. PROPERTY, PLANT AND EQUIPMENT

Successor Company
December  December
31, 2007 31, 2006

Land $131.7 $124.2
Buildings 287.6 259.7
Machinery and equipment 664.6 512.3
Computer software 36.2 29.1
Construction in progress 51.6 69.7
Less accumulated depreciation and amortization (158.9) (28.8)
Net property, plant and equipment $1,012.8 $ 966.2

The above balances exclude amounts related to discontinued operations.

Pursuant to SOP 90-7, upon adopting fresh-start reporting in 2006 we recorded a $242.6 million reduction to reflect the fair value of
our net property, plant and equipment. In the third and fourth quarters of 2007, we recorded additional adjustments to increase the
estimated fair value of net property, plant and equipment on our October 2, 2006 fresh-start balance sheet by $54.3 million ($48.8
million to machinery and equipment and $5.5 million to land). See Note 3 for further information.

In the fourth quarter of 2005, we recorded $17.6 million of fixed asset impairment charges, primarily in Wood Flooring. These
impairment charges related to idle equipment and unused property associated with excess manufacturing capacity and products
that will no longer be produced. These charges were recorded in cost of goods sold. The fixed asset impairment charges were
triggered by an evaluation of production capacity for certain product lines.

See Note 2 for discussion of policies related to property and depreciation and asset retirement obligations.
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NOTE 11. EQUITY INVESTMENTS
Investments in affiliates of $232.6 million at December 31, 2007 reflected the equity interest in our 50% investment in our WAVE
joint venture.

On August 20, 2007 we purchased the remaining 50% interest in Kunshan Holding Limited (“Kunshan”), at which time it became a
wholly-owned subsidiary. Our equity investment in Kunshan at December 31, 2006 of $4.0 million along with our additional
investments was reclassified as part of the purchase accounting for the subsidiary.

The decrease in the investment balance from December 31, 2006 of $62.0 million is due to special distributions from WAVE and
the Kunshan reclassification discussed above, partially offset by our equity interest in WAVE'’s earnings and a $12.6 million
adjustment to our fresh start balance sheet recorded in 2007 to increase our investment in WAVE. See Note 3 for information on
fresh-start reporting.

See Note 2 for a discussion of the reclassification of distributions from equity affiliates on our cash flow statements.

Successor Company Predecessor Company
Three Nine
months months
ended ended
Year December September Year
Affiliate Income Statement Classification 2007 31, 2006 30, 2006 2005
WAVE Equity earnings from joint venture $ 46.6 $55 $41.5 $39.3
KHL Equity loss from joint venture (0.6) (0.2) (0.2) -
ISI Other non-operating income - - - 4.1
ISI/Other Other non-operating expense - - - (2.0)

In August 2005, we sold our equity interest in Interface Solutions, Inc.

We account for our WAVE joint venture using the equity method of accounting. Our recorded investment in WAVE was higher than
our 50% share of the carrying values reported in WAVE's consolidated financial statements by $219.2 million as of emerging from
Chapter 11, by $213.7 million as of December 31, 2006 and by $219.7 million as of December 31, 2007. These differences are due
to our adopting fresh-start reporting upon emerging from Chapter 11, while WAVE's consolidated financial statements do not reflect
fresh-start reporting. The differences are comprised of the following fair value adjustments to assets:

December 31, December 31, October 2,

2007 2006 2006
Inventory - - $3.7
Property, plant and equipment $3.9 $5.1 5.4
Other intangibles 185.3 190.7 192.2
Goodwill 30.5 17.9 17.9
Total $219.7 $213.7 $219.2
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Of the $192.2 million fair value adjustment to other intangibles upon emergence, $107 million is for identifiable intangible assets
that have useful lives of between 15 and 20 years, while the remaining amount is for identifiable intangibles that have indefinite
lives. Our equity earnings reported in the fourth quarter of 2006 were reduced by $5.4 million due to the impact of fresh-start
reporting. See Exhibit 99 for WAVE's consolidated financial statements. Condensed financial data for WAVE is summarized below:

December December

31, 2007 31, 2006
Current assets $131.0 $157.7
Non-current assets 30.9 28.2
Current liabilities 28.9 28.8
Other non-current liabilities 104.1 4.1

Three months

Nine months
ended
December 31, ended
September
2007 2006 30, 2006 2005

Net sales $380.0 $ 88.6 $260.2 $307.7
Gross profit 134.9 21.3 102.8 99.1
Net earnings 107.0 21.9 83.0 78.6

See discussion in Note 31 for additional information on these related parties.

NOTE 12. GOODWILL AND INTANGIBLE ASSETS

Goodwiill

As of January 1, 2006, we had goodwill of $134.2 million. Pursuant to SOP 90-7, we eliminated the existing goodwill of $143.1 upon
adopting fresh-start reporting. The newly assigned fair values to our assets and liabilities fully reflect the emerged entity’s
reorganization value. No goodwill was assigned at emergence.

The following table represents the changes in goodwill for 2006:

January 1, Goodwill ~ Adjustments, December 31,
Goodwill by segment Fresh-Start
2006 acquired net ® Impacts 2006
Wood Flooring $108.2 $8.0 - $(116.2) $-
Building Products 13.4 - $0.9 (14.3) -
Cabinets 12.6 - - (12.6) -
Total consolidated goodwill $134.2 $8.0 $0.9 $(143.1) $-

(@) Consists of the effects of foreign exchange.
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Pursuant to SOP 90-7, we recorded the estimated fair value of intangibles of $673.6 million upon adopting fresh-start reporting. In
the third and fourth quarters of 2007, we recorded adjustments to increase the estimated fair value of intangibles by $28.6 million
($16.6 million to trademarks, $8.2 million to customer relationships and $3.8 million to developed technology). See Note 3 for a

discussion of these adjustments.

The following table details amounts related to our intangible assets as of December 31, 2007 and 2006.

Amortizing intangible assets
Customer relationships
Developed technology
Other

Total

Non-amortizing intangible assets
Trademarks and brand names

Total other intangible assets

Aggregate Amortization Expense

Successor Company

For the year ended December 31, 2007

For the three months ended December 31, 2006

Predecessor Company

For the nine months ended September 30, 2006

Successor Company

December 31, 2007 December 31, 2006
Gross Gross
Estimated Carrying Accumulated Carrying Accumulated
Useful Life Amount Amortization Amount Amortization
20 years $ 173.3 $ 105 $ 165.1 $ 21
15 years 81.7 6.6 77.9 1.2
Various 12.4 1.1 10.1 0.4
$ 267.4 $ 18.2 $ 253.1 $ 3.7
Indefinite 437.3 420.5
$ 704.7 $ 673.6
$ 145
3.7
0.4

There are no intangible assets related to discontinued operations.

The annual amortization expense expected for the years 2008 through 2012 is as follows:

2008
2009
2010
2011
2012

$ 143
14.3
14.3
14.3
14.3
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NOTE 13. OTHER NON-CURRENT ASSETS

Successor Company

December December

31, 2007 31, 2006
Cash surrender value of Company owned life insurance policies $ 52.9 $ 52.9
Other 31.6 34.5
Total other non-current assets $ 845 $ 874

The above balances exclude amounts related to discontinued operations.

NOTE 14. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Successor Company

December 31, December 31,
2007 2006
Payables, trade and other $ 241.7 $ 231.5
Employment costs 130.7 118.9
Other 66.3 82.1
Total accounts payable and accrued expenses $ 438.7 $ 4325

Certain other accounts payable and accrued expenses have been categorized as liabilities subject to compromise (see Note 1).
The above balances exclude amounts related to discontinued operations.

NOTE 15. RESTRUCTURING AND OTHER ACTIONS

Net restructuring charges of $0.2 million, $1.7 million, $10.0 million and $23.0 million were recorded in the year 2007, the three
months ended December 31, 2006, the nine months ended September 30, 2006 and the year 2005, respectively. The following
table summarizes these charges:

Successor Company Predecessor Company
Three Nine
Months Months (unaudited)
Ended Ended Number of
Year December September  Year  Employees
Action Title 2007 31, 2006 30, 2006 2005 Impacted Segment
Lancaster Plant - $ 05 $ 9.6 $ 16.3 450 Resilient Flooring
Nashville Plant - 1.4 - - 270 Wood Flooring
Hoogezand $ 0.2 - 0.5 6.3 130 Building Products
Other initiatives - (0.2) (0.1) 0.4 Various
Total $ 0.2 $ 17 $ 10.0 $ 23.0
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Lancaster Plant : These charges related to the fourth quarter 2004 decision to cease commercial flooring production at Lancaster in
2006. We made this decision because of changes in the level and structure of demand for vinyl flooring products, because we had
excess capacity in other plants and because Lancaster was our highest cost plant. Commercial flooring production requirements
are being serviced in part by our other facilities around the world. We recorded no costs in 2007 related to this initiative, but
recorded the following costs in 2006 and 2005:

Successor
Company Predecessor Company
Three Months
Nine Months
Ended Ended

December September

31, 2006 30, 2006 Year 2005
Non-cash restructuring charges for enhanced retirement benefits $0.5 $8.5 $14.1
Severance and related costs - 1.1 2.2
Total restructuring charges $0.5 $9.6 $16.3
Accelerated depreciation - $0.3 $6.4
Other related costs $0.5 9.3 6.3
Total cost of goods sold $0.5 $9.6 $12.7
Gain on sale of warehouse - $(14.3) -
Other related costs - 7.4 -
Total SG&A - $(6.9) -

Other related costs recorded in cost of goods sold related primarily to commercial flooring site clean-up and maintenance costs and
costs to redesign the remaining portions of the plant to function without the commercial flooring site. Other related costs in SG&A
primarily related to the donation of the commercial flooring site to an outside party.

We have incurred project-to-date restructuring charges of $27.4 million related to costs for enhanced retirement benefits ($23.7
million) and severance and related employee costs ($3.7 million). We do not expect to incur any additional restructuring or other
charges related to this initiative in the future.

Nashville : This charge is related to the fourth quarter 2006 decision to cease production at this facility in 2007. Production was
halted in order to reduce excess capacity in our wood flooring facilities. Finished goods production ceased in January 2007, and all
production activities ceased by the end of 2007. Solid hardwood flooring production requirements are being serviced by six of our
existing plants in the United States. We have incurred project-to-date restructuring charges of $1.4 million for severance and
related employee costs. We do not expect to incur additional restructuring charges related to this initiative in the future.

Hoogezand : These charges are related to the first quarter 2004 decision to close the manufacturing facility. The plant closure is the
result of our decision to restructure our European production capacity in light of excess capacity in the European mineral and soft
fiber ceiling industry. The plant was closed in the first quarter of 2005. The production was transferred to the Miinster, Germany
plant. This reduced employment by approximately 72 positions. We have incurred project-to-date restructuring charges of $17.9
million and do not expect to incur any additional restructuring charges related to this initiative. Additionally, we recorded $0.5 million
of accelerated depreciation in cost of goods sold in 2005. We also recorded $0.2 million and $0.7 million of other related costs
(primarily employee costs related to the shutdown activities) in cost of goods sold in 2006 and 2005, respectively. In 2005, we
recorded fixed asset impairments of $0.4 million, also in cost of goods sold. In the fourth quarter of 2007, we sold this facility.
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The following table summarizes activity in the restructuring accruals for 2006 and 2007. Net charges in the table may not agree with
the income statement due to non-cash charges for enhanced retirement benefits that did not affect the restructuring accrual
amounts.

Severance and Related Costs Leases
Lancaster Other U.K. Other

Predecessor Company: Plant  Nashville Hoogezand Initiatives Lease Initiatives Total
December 31, 2005 $14 - $0.3 $0.5 $4.7 $1.3 $8.2
Cash payments (1.8) - (0.6) (0.2) (0.2) - (2.8)
Net charges 1.1 - 0.5 - (0.2) - 15
Other - - - - 0.4 - 0.4
September 30, 2006 $0.7 - $0.2 $0.3 $4.8 $1.3 $7.3
Liability discharged upon emergence - - - - - (1.3) (1.3)
Successor Company:

Cash payments (0.3) - - - (0.2) - (0.4)
Net charges = $1.4 - (0.2) - - 1.2
Other - - - - 0.2 - 0.2
December 31, 2006 $04 $14 $0.2 $0.1 $4.9 $- $7.0
Cash payments (0.4) (1.4) (0.3) (0.1 (0.5) - 2.7)
Net charges - - 0.2 - - - 0.2
Other - - - - 0.1 - 0.1
December 31, 2007 $- $- $0.1 $- $4.5 $- $4.6

The amounts in “Other” are related to the effects of foreign currency translation.

The Predecessor Company balances included $1.3 million reported in liabilities subject to compromise. This amount was
discharged upon emergence from Chapter 11.

Substantially all of the remaining balance of the restructuring accrual as of December 31, 2007 relates to a noncancelable U.K.
operating lease, which extends through 2017.

NOTE 16. INCOME TAXES

The tax effects of principal temporary differences between the carrying amounts of assets and liabilities and their tax bases are
summarized in the table below. Management believes it is more likely than not that results of future operations will generate
sufficient taxable income to realize deferred tax assets, net of valuation allowances, including the remaining federal net operating
losses of $1,163.2 million principally resulting from the payment to the Asbestos Pl Trust in 2006 under the POR that may be
carried forward for the remaining 19 years. In arriving at this conclusion, we considered the profit before tax generated for the years
1996 through 2007, as well as future reversals of existing taxable temporary differences and projections of future profit before tax.

We have provided valuation allowances for certain state and foreign net operating loss carryforwards, foreign tax credits and other
basis adjustments of $225.0 million. We have $1,570.3 million of state net operating loss carryforwards with expirations between
2008 and 2026, and $362.5 million of foreign net operating loss carryforwards, which are available for carryforward indefinitely.

The valuation allowance increased from 2006 by a net amount of $34.7 million. This includes an increase of $64.7 million for
foreign tax credits and capital loss carryforwards, a decrease for state net operating losses of $14.5 million, and a decrease for
foreign tax loss carryforwards of $15.5 million. The increase in the foreign tax credits was due to the election to carry back net
operating losses ten years and an increase in the amount of unremitted earnings of foreign subsidiaries. The decrease in the
valuation allowance for state net operating losses of $14.5 million was due to increases in state taxable income projections mainly
due to additional taxable temporary differences reversing during the net operating loss carryforward period. This reduction was
recorded as a balance sheet adjustment in accordance with FAS
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109 and SOP 90-7. No portion of this decrease in valuation allowance resulted in a reduction of income tax expense from
continuing operations. The decrease in the valuation allowance for foreign tax loss carryforwards was primarily due to reductions in
German tax rates, which also reduced the related deferred income tax asset. We estimate we will need to generate future taxable
income of approximately $1,163.2 million for federal income tax purposes and $1,392.3 million for state income tax purposes in
order to fully realize the deferred income tax assets discussed above.

Successor Company

Deferred income tax assets (liabilities) December December
31, 2007 31, 2006
Postretirement and postemployment benefits $169.1 $189.5
Chapter 11 reorganization costs and restructuring costs 1.4 15
Pension benefit liabilities 21.5 34.8
Net operating losses 573.8 730.2
Foreign tax credit carryforward 105.3 38.5
Capital losses 16.7 14.2
Other 84.9 73.7
Total deferred income tax assets 972.7 1,082.4
Valuation allowances (225.0) (190.3)
Net deferred income tax assets 747.7 892.1
Intangibles (316.3) (304.2)
Accumulated depreciation (117.6) (90.1)
Prepaid pension costs (268.4) (225.6)
Tax on unremitted earnings (51.0) (39.8)
Inventories (20.6) (32.4)
Other (6.7) (5.4)
Total deferred income tax liabilities (780.6) (697.5)
Net deferred income tax (liabilities) assets $(32.9) $194.6
Deferred income taxes have been classified in the Consolidated Balance Sheet as:
Deferred income tax asset — current $435 $6.8
Deferred income tax asset — non-current 424.5 201.4
Deferred income tax liability — current (29.5) (2.4)
Deferred income tax liability — non-current (471.4) (11.2)
Net deferred income tax (liabilities) assets $(32.9) $194.6

The Successor Company balance excludes amounts related to discontinued operations.
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Earnings (loss) from continuing operations
before income taxes:

Domestic

Foreign

Eliminations

Total

Income tax provision (benefit):
Current:
Federal
Foreign
State
Total current
Deferred:
Federal
Foreign
State
Total deferred
Total income taxes (benefit)

Notes to Consolidated Financial Statements

(dollar amounts in millions)

Successor Company

Predecessor Company

Three
Months Nine Months
Ended
December Ended
September
Year 2007 31, 2006 30, 2006 Year 2005
$221.4 $34.0 $1,950.1 $119.1
42.1 (6.4) 196.0 (50.6)
(4.3) (20.5) 4.7 36.4
$ 259.2 $7.1 $2,150.8 $104.9
$4.8 - $(13.2) $1.6
17.4 $1.8 14.6 19.0
4.6 0.2 (1.0) 4.2
26.8 2.0 0.4 24.8
72.5 3.7 761.6 (35.4)
1.5 a.7) (6.2) 7.6
5.6 (0.2) (29.2) 1.8
79.6 1.8 726.2 (26.0)
$106.4 $3.8 $ 726.6 $(1.2)

At December 31, 2007, we had $152.3 million excess book basis (including unremitted earnings) in the shares of certain foreign

subsidiaries for which no deferred income taxes have been provided because we consider the underlying earnings to be

permanently reinvested. This basis difference could reverse through a sale of the subsidiaries, the receipt of dividends from the
subsidiaries, as well as various other events. It is not practical to calculate the residual income tax which would result if these basis
differences reversed due to the complexities of the tax law and the hypothetical nature of the calculations. We do, however,
estimate that approximately $1.9 million in foreign withholding taxes would be payable if the underlying earnings were to be

distributed.
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Successor Company Predecessor Company

Three Nine

Months Months

Ended Ended

December September
Reconciliation to U.S. statutory tax rate Year 2007 31, 2006 30, 2006 Year 2005
Continuing operations tax at statutory rate $90.7 $25 $752.8 $36.7
State income taxes (benefit), net of federal benefit © 6.7 - (30.2) 34
Foreign losses @ 6.0 4.8 35.7 22.7
Tax on foreign and foreign-source income 1.7) (5.0) (1.2) (1.0
Bankruptcy reorganization expense 0.4 2.0 8.8 25
Benefit for subsidiary debt impairment - - - (29.6)
Capital loss utilization - - - (3.7)
Permanent book/tax differences 1.4 (0.8) (25.8) (6.1)
Permanent fresh-start adjustments - - (0.9) -
Permanent settlement adjustments - - (39.6) -
Tax on unremitted earnings 2.9 0.3 26.9 (26.1)
Tax expense (benefit) at effective rate $106.4 $3.8 $726.6 $(1.2
@ Includes impact of increases in valuation allowances.
Successor Company Predecessor Company

Three Nine

Months Months

Ended Ended

December September

Other taxes Year 2007 31, 2006 30, 2006 Year 2005
Payroll taxes $77.1 $16.9 $55.3 $724
Property, franchise and capital stock taxes 18.3 4.6 12.3 15.4

The effective tax rate for the year ended December 31, 2007 includes a benefit of $5.0 million (net of federal benefit) for legislative
changes in New York and Texas and $1.0 million for the reduction in the German income tax rate.

As previously described, we funded the Asbestos Pl Trust in 2006 resulting in certain significant tax adjustments that impacted the
effective tax rate for the nine months ended September 30, 2006. We reduced valuation allowances of approximately $29.2 million
related to certain state net operating losses and deferred income tax assets as available evidence, including pre-tax profit
projections and new deferred tax liabilities on fresh-start adjustments, indicated that it is more likely than not that these benefits will
be realized. In addition, as part of fresh-start reporting, several significant balance sheet accounts were adjusted resulting in a
permanent book versus tax difference which had an impact on the effective tax rate. These adjustments were primarily the
reduction in the carrying value of nondeductible goodwill as well as certain other foreign currency translation accounts.

The effective tax rate for the three months ended December 31, 2006, reflects a tax benefit of $1.5 million related to a recent
change in German tax law which allows for a recovery of previously frozen imputation tax credits. This benefit was more than offset,
however, by foreign losses incurred during the quarter for which a full valuation allowance is required.

During the fourth quarter of 2005, we completed a restructuring of a subsidiary that resulted in tax benefits for the impairment of
intercompany debt of $29.6 million and the utilization of capital losses of $3.7 million. The restructuring also caused the elimination
of previously unremitted taxable earnings on which we had recorded a deferred income tax liability of $27.0 million.
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In October 2004, the American Jobs Creations Act of 2004 (the “AJCA”) was signed into law. The AJCA provided for a one-time tax
deduction of 85% of certain foreign earnings that were repatriated in 2005. During 2005, we repatriated foreign earnings eligible for
this deduction and recorded a net tax benefit of $0.4 million as a result of the reversal of deferred income taxes previously provided
on these earnings.

The 2005 tax provision reflected the reversal of certain federal, state and foreign income tax accruals no longer required due to the
completion of tax audits and expiration of statutes of limitation partially offset by certain nondeductible expenses.

In accordance with the requirements for fresh-start reporting pursuant to SOP 90-7, we adopted FIN 48 effective as of October 2,
2006. The transition adjustments, although not material in the aggregate, were shown as an adjustment to the October 2, 2006
fresh-start balance sheet.

We have $180.7 million of Unrecognized Tax Benefits (“UTB") as of December 31, 2007. Of this amount, $3.4 million, if recognized
in future periods, would impact the reported effective tax rate. The remaining amount of $177.3 million is generally related to issues
that existed as of the adoption of fresh-start reporting, that if recognized, would result in balance sheet adjustments.

In October 2007 we received $178.7 million in refunds for federal income taxes paid over the preceding ten years. The refunds
result from the carryback of a portion of net operating losses created by funding of the Asbestos PI Trust in October 2006. The tax
refunds are subject to examination and adjustment by the Internal Revenue Service (IRS) under its normal audit procedures. Upon
receipt of the refunds, AWI recorded a liability of $144.6 million on the balance sheet in the fourth quarter of 2007 pending
completion of the IRS audit. Any tax losses disallowed for a ten-year carryback would be available to carry forward. This amount is
included in the table of UTB'’s below.

It is reasonably possible that certain UTB’s may increase or decrease within the next twelve months due to tax examination
changes, settlement activities, expirations of statute of limitations, or the impact on recognition and measurement considerations
related to the results of published tax cases or other similar activities. We estimate that statutes may expire with regard to $1.5
million of UTB’s over the next twelve months.

Under FIN 48, we elected to continue our prior practice of accounting for interest and penalties on uncertain tax positions as
income tax expense consistently for all income tax purposes, and as a result have reported $4.0 million of interest and penalty
exposure as accrued income tax in the statement of financial position as of December 31, 2007, of which $2.6 million was
recognized as income tax during 2007.

We have significant operations in over 26 countries and file income tax returns in approximately 80 tax jurisdictions, in some cases
for multiple legal entities per jurisdiction. Generally, we have open tax years subject to tax audit scrutiny on average of between
three years to six years. We have not materially extended any open statutes of limitation for any significant location and have
reviewed and accrued for, where necessary, tax liabilities for open periods. We have been audited in the United States, the most
significant tax jurisdiction, for all tax years through 2003, resulting in the years 2004 through 2007 being subject to future potential
tax audit adjustments while years prior to 2004 are settled. We are currently under audit for federal income tax purposes for the
2005 and 2006 tax years. In addition, examinations are in progress in The Netherlands and Germany. We have evaluated the need
for tax reserves for these audits as part of our FIN 48 evaluation process.
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We had the following activity recorded for unrecognized tax benefits for the year ended December 31, 2007:

Taxes Payable

Non- Taxes NOL
Current Current Receivable Carryforward Total

Unrecognized tax benefits at December 31, 2006 $- $9.5 $8.3 $19.2 $37.0
Gross change for current year positions - 1.4 - - 1.4
Increases for prior period positions 5.2 - 157.2 162.4
Decrease for prior period positions - (2.1) (8.3) (9.3) (29.7)
Decrease due to settlements and payments - (0.2) - - (0.2)
Decrease due to statute expirations - (0.3) - - (0.3)
Unrecognized tax benefits at December 31, 2007 $- $13.6 $- $167.1 $180.7

NOTE 17. DEBT
Successor Company

Average Average

year-end year-end
2007 interest rate 2006 interest rate
Term Loan A due 2011 $296.3 6.22%  $300.0 6.85%
Term Loan B due 2013 195.5 6.72% 500.0 7.10%
Foreign banks due 2008 3.4 5.83% 2.8 4.17%
Bank loans due through 2012 8.2 5.30% 1.3 3.11%
Industrial development bonds due 2009 10.0 3.77% 10.0 4.26%
Capital lease obligations due through 2018 0.4 4.89% 11 7.63%
Other 0.6 7.79% 1.0 7.89%
Subtotal 514.4 6.34% 816.2 6.96%
Less current portion and short-term debt 28.6 6.03% 14.7 6.48%
Total long-term debt, less current portion $485.8 6.36% $801.5 6.97%

The above balances exclude amounts related to discontinued operations.

On October 2, 2006, Armstrong executed a $1.1 billion senior credit facility arranged by Banc of America Securities LLC, J.P.
Morgan Securities, Inc., and Barclays Capital. This facility was made up of a $300 million revolving credit facility (with a $150 million
sublimit for letters of credit), a $300 million Term Loan A, and a $500 million Term Loan B. This $1.1 billion senior credit facility is
secured by U.S. personal property (excluding land and buildings), the capital stock of material U.S. subsidiaries, and a 65% pledge
of the stock of our material foreign subsidiaries.

The senior credit facility includes two financial covenants which do not permit the ratio of consolidated funded indebtedness to
consolidated EBITDA (earnings before interest, taxes, depreciation and amortization) (“Consolidated Leverage Ratio”) to be greater
than 3.75 to 1.00 and the ratio of consolidated EBITDA to consolidated interest expense to be less than 3.00 to 1.00. We are in
compliance with these covenants. Fully borrowing our revolving credit facility would not violate these covenants.
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The Revolving Credit and Term Loan A portions are currently priced at a spread of 1.25% over LIBOR and the Term Loan B portion
is priced at 1.75% over LIBOR for its entire term. As of December 31, 2007, the Term Loan A and Term Loan B were both fully
drawn down (net of scheduled and voluntary principal payments) and are currently priced on a variable interest rate basis. The
Term Loan A and Term Loan B portions of the credit facility may be prepaid without penalty at the maturity of their respective
interest reset periods. Any amounts prepaid may not be reborrowed. The credit facility also includes an “incremental credit facility”
feature under which the credit facility may be increased by an additional $200 million at our option.

On February 25, 2008, we executed an amendment to our senior credit facility. This amendment (a) permits us to make “Special
Distributions,” including dividends (such as the special cash dividend described below) or other distributions (whether in cash,
securities or other property) of up to an aggregate of $500 million at any time prior to February 28, 2009, (b) requires that we and
our domestic subsidiaries maintain minimum liquidity of at least $100 million as of March 31, June 30, September 30 and
December 31 of each year, which may be comprised of a combination of cash and cash equivalents and undrawn commitments
under our revolving credit facility and (c) increases by 0.25% the borrowing margins in the pricing grid set forth in the facility for the
revolving credit facility and Term Loan A.

Approximately $4.1 million of the remaining $22.6 million of debt (excluding Term Loans A and B) as of December 31, 2007 was
secured with buildings and other assets. The credit lines at our foreign subsidiaries are subject to immaterial annual commitment
fees.

As of December 31, 2006, approximately $4.1 million of the $16.2 million of total debt outstanding (excluding Term Loans A and B)
was secured with buildings and other assets.

The decrease in long-term debt from December 31, 2006 to December 31, 2007 was primarily due to voluntary principal
prepayments of $300.0 million.

Scheduled payments of long-term debt:

2008 $24.7
2009 31.1
2010 32.3
2011 234.7
2012 3.5
2013 and later 184.2

NOTE 18. PENSION AND OTHER BENEFIT PROGRAMS

We have defined benefit pension plans and postretirement medical and insurance benefit plans covering eligible employees
worldwide. We also have defined-contribution pension plans for eligible employees. Benefits from defined benefit pension plans,
which cover most employees worldwide, are based primarily on an employee’s compensation and years of service. We fund our
pension plans when appropriate. The U.S. defined benefit pension plans were closed to new salaried and salaried production
employees on January 1, 2005. We also froze benefits for certain non-production salaried employees effective February 28, 2006.
We fund postretirement benefits on a pay-as-you-go basis, with the retiree paying a portion of the cost for health care benefits by
means of deductibles and contributions.

UNITED STATES PLANS

The following tables summarize the balance sheet impact of the pension and postretirement benefit plans, as well as the related
benefit obligations, assets, funded status and rate assumptions. The pension benefits disclosures include both the Retirement
Income Plan (RIP) and the Retirement Benefit Equity Plan, which is a nonqualified, unfunded plan designed to provide pension
benefits in excess of the limits defined under Sections 415 and 401(a)(17) of the Internal Revenue Code.

We use a December 31 measurement date for our U.S. defined benefit plans.
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U.S. defined-benefit pension plans
Change in benefit obligation:

Benefit obligation as of beginning of period
Service cost

Interest cost

Plan amendments

Effect of special termination benefits
Actuarial loss/(gain)

Benefits paid

Benefit obligation as of end of period

Change in plan assets:

Fair value of plan assets as of beginning of period
Actual return on plan assets — gain

Employer contribution

Benefits paid

Fair value of plan assets as of end of period

Funded status of the plans
(1) Reflects the effects of fresh-start reporting.

U.S. defined-benefit pension plans

Weighted-average assumptions used to determine benefit obligations at end of period:

Discount rate
Rate of compensation increase

Weighted-average assumptions used to determine net periodic benefit cost for the period:

Discount rate
Expected return on plan assets
Rate of compensation increase

Predecessor
Successor Company Company
Three
Months Nine Months
Ended
December Ended
September

Year 2007 31, 2006 30, 2006 ©

$1,7054 $1,705.0 $1,775.9

16.9 3.4 13.6
96.3 24.3 69.4

- - 0.2

- 0.5 8.5
8.7 (0.5) (78.0)
(114.7) (27.3) (84.6)

$1,7126 $1,705.4 $1,705.0

$2,238.7 $2,143.7 $2,089.2

228.5 1215 136.7
3.2 0.8 2.4
(114.7)  (27.3) (84.6)

$2,355.7 $2,238.7 $2,143.7

$643.1 $533.3 $438.7
Predecessor
Successor Company Company
Three
Months  Nine Months
Ended
December Ended
September
Year 2007 31, 2006 30, 2006
5.85% 5.75% 5.75%
4.00% 4.00% 4.00%
5.75% 5.75% 5.50%
8.00% 8.00% 8.00%
4.00% 4.00% 4.00%
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Predecessor
Successor Company Company
Three
Months Nine Months
Ended
December Ended
September
U.S. defined-benefit retiree health and life insurance plans Year 2007 31, 2006 30, 2006 ®
Change in benefit obligation:
Benefit obligation as of beginning of period $390.6 $391.5 $378.5
Service cost 1.8 0.7 1.8
Interest cost 19.1 54 14.9
Plan participants’ contributions 6.7 1.6 4.7
Plan amendments - - (3.4)
Effect of curtailments - - (0.3)
Actuarial (gain)/loss (50.3) - 19.3
Benefits paid, gross (33.3) (9.3) (25.3)
Medicare subsidy receipts 2.4 0.7 1.3
Benefit obligation as of end of period $337.0 $390.6 $391.5
Change in plan assets:
Fair value of plan assets as of beginning of period - - -
Employer contribution $24.2 $7.0 $19.3
Plan participants’ contributions 6.7 1.6 4.7
Benefits paid, gross (33.3) (9.3) (25.3)
Medicare subsidy receipts 2.4 0.7 1.3
Fair value of plan assets as of end of period $0.0 $0.0 $0.0
Funded status of the plans $(337.0) $ (390.6) $(391.5)
(1) Reflects the effects of fresh-start reporting.
Predecessor
Successor Company Company
Three
Months Nine
Ended Months
December Ended
September
U.S. defined-benefit retiree health and life insurance plans Year 2007 31, 2006 30, 2006
Weighted-average discount rate used to determine benefit obligations
at end of period 5.85% 5.70% 5.70%
Weighted-average discount rate used to determine net periodic benefit
cost for the period 5.75% 5.70% 5.50%

Investment Policies

The RIP’s primary investment objective is to increase the ratio of RIP assets to liabilities by maximizing the long-term return on
investments while minimizing the likelihood of cash contributions over the next 5-10 years. This is to be achieved by (a) investing
primarily in publicly-traded equities, (b) limiting return volatility by diversifying investments among additional asset classes with
differing expected rates of return and return correlations, and (c) investing a portion of RIP assets in a bond portfolio whose
duration is roughly equal to the duration of RIP liabilities. Derivatives may be used either to implement investment positions
efficiently or to hedge risk but not to create investment leverage.
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Each asset class utilized by the RIP has a defined asset allocation target and allowable range. The table below shows the asset

allocation target and the December 31, 2007 and 2006 position for each asset class:

Asset Class

Successor Company

Target Weight at
December 31, 2007

Position at December 31,

Domestic equity
International equity
High yield bonds
Long duration bonds
Real estate

Other fixed income

Basis of Rate-of-Return Assumption

2007 2006
38% 40%
24% 23%
4% 5%
27% 26%
6% 5%
1% 1%

Long-term asset class return assumptions are determined based on input from investment professionals on the expected
performance of the asset classes over 10 to 20 years. The forecasts were averaged to come up with consensus passive return
forecasts for each asset class. An incremental component was added for the expected return from active management based both
on the RIP’s experience and on historical information obtained from the RIP’s investment consultants. These forecast gross returns
were reduced by estimated management fees and expenses, yielding a long-term return forecast of 8.00% per annum.

Amounts recognized in assets and liabilities at year end consist of:

Prepaid pension costs

Accounts payable and accrued expenses
Postretirement and postemployment benefit liabilities
Pension benefit liabilities

Net amount recognized

Pension Benefits

Retiree Health and Life
Insurance Benefits

Successor Company

Successor Company

2006 2007 2006
$578.7 - -

(3.5) $(30.2) $(30.7)

- (306.8) (359.9)
(41.9) - -

$533.3 $(337.0) $(390.6)

Pre-tax amounts recognized in accumulated other comprehensive income at year end consist of:

Net actuarial (gain)
Prior service cost (credit)

Accumulated other comprehensive income

Pension Benefits

Retiree Health and Life
Insurance Benefits

Successor Company

Successor Company

2006 2007 2006
$ (79.5) $ (50.5) -
$(79.5) $ (50.5) $-

No amounts in accumulated other comprehensive income are expected to be amortized into the pension credit in 2008. We expect
to amortize $0.7 million of previously unrecognized net actuarial gains into postretirement benefit cost in 2008.

The accumulated benefit obligation for the U.S. defined benefit pension plans was $1,690.9 million and $1,686.0 million at

December 31, 2007 and 2006, respectively.
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The following table relates to the Retirement Benefit Equity Plan, which is a nonqualified, unfunded plan designed to provide
pension benefits in excess of the limits defined under Sections 415 and 401(a)(17) of the Internal Revenue Code.

Successor Company

U.S. pension plans with benefit obligations in excess of assets 2007 2006
Projected benefit obligation, December 31 $44.7 $45.4
Accumulated benefit obligation, December 31 435 43.3
Fair value of plan assets, December 31 - -
Successor Company Predecessor Company

Three

Months Nine Months

Ended Ended
The components of pension credit are as follows: December September
U.S. defined-benefit pension plans Year 2007 31, 2006 30, 2006 Year 2005
Service cost of benefits earned during the period $16.9 $34 $13.6 $24.7
Interest cost on projected benefit obligation 96.3 24.3 69.4 96.0
Expected return on plan assets (169.4) (42.5) (121.5) (158.5)
Amortization of prior service cost - - 6.7 16.0
Amortization of net actuarial loss - - 1.3 1.5
Net periodic pension credit $ (56.2) $(14.8) $ (30.5) $ (20.3)

As a result of our announcement that certain non-production salaried employees would have their plan benefits frozen as of
February 28, 2006, we recorded a curtailment charge of $16.9 million in the fourth quarter of 2005 in cost of goods sold ($11.4
million) and SG&A ($5.5 million). This charge is not reflected in the table above.

In addition, we recorded separate charges of $0.5 million in the three months ended December 31, 2006, $8.5 million in the nine
months ended September 30, 2006 and $14.1 million in 2005 within restructuring expense for special termination benefits related to
the closure of certain operations at a manufacturing plant in Lancaster. See Note 15 for further information.

Successor Company Predecessor Company

Three Nine

Months Months
The components of postretirement benefit costs Ended Ended
are as follows: December September
U.S. defined-benefit retiree health and life insurance plans Year 2007 31, 2006 30, 2006 Year 2005
Service cost of benefits earned during the period $1.8 $0.7 $1.8 $29
Interest cost on accumulated postretirement benefit obligation 19.1 5.4 14.9 20.6
Amortization of prior service benefit - - (4.8) (5.6)
Amortization of net actuarial (gain)/loss (0.9) - 9.4 11.9
Net periodic postretirement benefit cost $20.0 $6.1 $21.3 $29.8
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For measurement purposes, average rates of annual increase in the per capita cost of covered health care benefits of 10.5% for
pre-65 retirees and 11.0% for post-65 retirees were assumed for 2008, decreasing 1% per year to an ultimate rate of 5%. Assumed
health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-percentage-point
change in assumed health care cost trend rates would have the following effects:

One percentage point

U.S. retiree health and life insurance benefit plans Increase Decrease
Effect on total of service and interest cost components $0.6 $ (0.6)
Effect on postretirement benefit obligation 10.4 (9.9)

We expect to contribute $3.4 million to our U.S. defined benefit pension plans and $30.2 million to our U.S. postretirement benefit
plans in 2008.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid over the next ten
years for our U.S. plans:

Retiree Health and  Retiree Health

Medicare Subsidy
Life Insurance

Pension Benefits Benefits, Gross Receipts
2008 $110.5 $34.2 $(4.0)
2009 110.6 35.9 (4.4)
2010 111.1 37.1 4.7)
2011 112.0 37.2 (4.8)
2012 113.6 35.2 (5.0)
2013-2017 595.6 162.5 (26.8)

NON-U.S. PLANS

We have defined benefit pension plans covering employees in a number of foreign countries that utilize assumptions which are
consistent with, but not identical to, those of the U.S. plans. The following tables summarize the balance sheet impact of foreign
pension benefit plans, as well as the related benefit obligations, assets, funded status and rate assumptions.

Effective with our adoption of FAS 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans,” on
October 2, 2006, we use a December 31 measurement date for all of our non-U.S. defined benefit plans. Prior to our adoption of
FAS 158, we used a December 31 measurement date for most of our non-U.S. defined benefit plans.
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Non-U.S. defined-benefit plans

Change in benefit obligation:

Benefit obligation as of beginning of period
Service cost

Interest cost

Plan participants’ contributions
Measurement date adjustment

Foreign currency translation adjustment
Actuarial gain

Benefits paid

Benefit obligation as of end of period

Change in plan assets:

Fair value of plan assets as of beginning of period
Actual return on plan assets - gain

Employer contributions

Plan participants’ contributions

Foreign currency translation adjustment

Benefits paid

Fair value of plan assets as of end of period

Funded status of the plans
(1)Reflects the effects of fresh-start reporting.

Non-U.S. defined-benefit plans

Weighted-average assumptions used to determine benefit obligations at end of period:

Discount rate
Rate of compensation increase

Weighted-average assumptions used to determine net periodic benefit cost for the

period:
Discount rate
Expected return on plan assets
Rate of compensation increase

(dollar amounts in millions)
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Predecessor
Successor Company Company
Three
Months Nine Months
Ended
December Ended
September
Year 2007 31, 2006 30, 2006 D
$ 406.5 $397.2 $377.6
6.9 1.7 5.1
19.2 4.5 12.3
2.2 0.5 1.5
- - 0.8
29.2 11.8 26.3
(38.0) (5.0) (11.9)
(23.0) (4.2) (14.5)
$ 403.0 $ 406.5 $ 397.2
$229.9 $215.7 $175.6
7.8 7.4 9.3
11.3 4.6 30.2
17.8 0.5 1.5
2.2 5.9 14.1
(23.0) (4.2) (15.0)
$246.0 $229.9 $215.7
$ (157.0) $ (176.6) $ (181.5)
Predecessor
Successor Company Company
Three
Months Nine Months
Ended Ended
December September
Year 2007 31, 2006 30, 2006
5.5% 4.7% 4.6%
3.5% 3.2% 3.2%
4.7% 4.6% 4.3%
6.6% 6.6% 6.5%
3.2% 3.2% 3.0%
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Investment Policies
Each of the funded non-US pension plan’s primary investment objective is to earn sufficient long-term returns on investments both

to increase the ratio of the assets to liabilities in order for the plans to meet their benefits obligations, and to minimize required cash
contributions to the plans. This is to be achieved by (a) investing in publicly-traded equities, (b) limiting return volatility by
diversifying investments among additional asset classes with differing expected rates of return and return correlations, and

(c) utilizing long duration bonds to limit the volatility of the plans’ asset/liability ratios.

Each of the plans has a targeted asset allocation for each asset class. The table below shows, for each asset class, the weighted
average of the several plans’ asset allocation targets and positions at December 31, 2007 and 2006:

Successor Company

Target Weight at Position at December 31,
Asset Class December 31, 2007 2007 2006
Equities 57% 61% 58%
Long duration bonds 24% 23% 28%
Other fixed income 10% 10% 7%
Real estate 9% 6% 7%

Basis of Rate-of-Return Assumption
Long-term asset class return forecasts were obtained from investment professionals. The forecasts were averaged to come up with

consensus passive return forecasts for each asset class. These forecast asset class returns were weighted by the plans’ target
asset class weights, yielding a long-term return forecast of 6.6% for the year ended December 31, 2007, 6.6% per annum for the
three month period ended December 31, 2006 and 6.5% per annum for the nine month period ended September 30, 2006.

Amounts recognized in the consolidated balance sheets consist of :
Successor Company

2007 2006
Prepaid pension costs $20.2 $1.1
Accounts payable and accrued expenses (13.0) (11.8)
Pension benefit liabilities (164.2) (165.9)
Net amount recognized $ (157.0) $ (176.6)

Pre-tax amounts recognized in accumulated other comprehensive income at year end consist of :
Successor Company

2007 2006
Net actuarial (gain) $(41.7) $(9.0)
Prior service cost (credit) - -
Accumulated other comprehensive income $(41.7) $ (9.0

We expect to amortize $0.3 million of previously unrecognized net actuarial gains into pension cost in 2008.

The accumulated benefit obligation for the non-U.S. defined benefit pension plans was $376.0 million and $372.5 million at
December 31, 2007 and 2006, respectively.
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Successor Company

Non-U.S. pension plans with benefit obligations in excess of assets 2007 2006
Projected benefit obligation, December 31 $177.2 $382.7
Accrued benefit obligation, December 31 172.0 350.0
Fair value of plan assets, December 31 - 205.0

The decrease in non-U.S. pension plans with benefit obligation in excess of assets occurred primarily because two of our funded
plans became fully funded in relation to their benefit obligations during 2007.

Successor Company Predecessor Company
Three Nine
Months Months
Ended Ended

December  September
The components of pension cost are as follows:

Non-U.S. defined-benefit plans Year 2007 31, 2006 30, 2006 Year 2005
Service cost of benefits earned during the period $6.9 $1.7 $5.1 $6.1
Interest cost on projected benefit obligation 19.2 4.5 12.3 17.7
Expected return on plan assets (15.4) (3.6) (8.6) (11.3)
Amortization of transition obligation (asset) - - (0.2) (0.1)
Amortization of prior service cost - - 0.4 0.5
Amortization of net actuarial loss - - 2.1 1.7
Net periodic pension cost $10.7 $2.6 $11.2 $14.6

We expect to contribute $18.8 million to our non-U.S. defined benefit pension plans in 2008.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid over the next ten
years:

Pension Benefits

2008 $ 219
2009 23.0
2010 23.5
2011 24.8
2012 24.3
2013-2017 142.9

Costs for other worldwide defined contribution benefit plans and multiemployer pension plans were $15.2 million in 2007, $3.3
million in the three months ended December 31, 2006, $9.6 million in the nine months ended September 30, 2006 and $11.0 million
in 2005.
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NOTE 19. FINANCIAL INSTRUMENTS
We do not hold or issue financial instruments for trading purposes. The estimated fair values of our financial instruments are as
follows:

Successor Company

2007 2006
Carrying Estimated Carrying Estimated
(millions at December 31) amount fair value amount fair value
Assets/(Liabilities):
Long-term debt, including current portion $ (510.5) $ (502.0) $ (812.4) $ (812.4)
Foreign currency contract obligations (5.0) (5.0) (2.0) (2.0)
Natural gas contracts (1.5) (1.5) 2.5 2.5
Other energy contracts - - (0.5) (0.5)

The carrying amounts of cash and cash equivalents, receivables, accounts payable and accrued expenses, short-term debt and
current installments of long-term debt approximate fair value because of the short-term maturity of these instruments. The fair value
estimates of long-term debt were based upon quotes from major financial institutions taking into consideration current rates offered
to us for debt of the same remaining maturities. The fair value estimates of foreign currency contract obligations are estimated from
national exchange quotes. The fair value estimates of natural gas contracts are estimated by obtaining quotes from major financial
institutions.

We utilize lines of credit and other commercial commitments in order to ensure that adequate funds are available to meet operating
requirements. On December 31, 2007, we had a $300 million revolving credit facility with a $150 million sublimit for letters of credit,
of which $29.6 million was outstanding. There were no outstanding borrowings under the revolving credit facility. Availability under
this facility totaled $270.4 million as of December 31, 2007. Our foreign subsidiaries had available lines of credit totaling $35.5
million, of which $5.8 million was used, leaving $29.7 million of unused lines of credit available for foreign borrowings.

On December 31, 2007, we had outstanding letters of credit totaling $55.0 million, of which $29.6 million was issued under the
revolving credit facility and $25.4 million were arranged with another bank. Letters of credit are issued to third party suppliers,
insurance and financial institutions and typically can only be drawn upon in the event of AWI's failure to pay its obligations to the
beneficiary. We also have several 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 in foreign currency exchange rates, interest rates and commodity prices that could
impact our results of operations and financial condition. We use forward swaps and option contracts to hedge currency and
commodity exposures. We regularly monitor developments in the capital markets and only enter into currency and swap
transactions with established counter-parties having investment grade ratings. Exposure to individual counterparties is controlled
and derivative financial instruments are entered into with a diversified group of major financial institutions. Forward swaps and
option contracts are entered into for periods consistent with underlying exposure and do not constitute positions independent of
those exposures. At inception, we formally designate and document our derivatives as either (1) a hedge of a forecasted
transaction or “cash flow” hedge, or (2) a hedge of the fair value of a recognized liability or asset or “fair value” hedge. We use
derivative financial instruments as risk management tools and not for speculative trading purposes.

Interest Rate Risk - There were no open interest rate derivatives as of December 31, 2007 and 2006. We may at some future date
execute interest rate swaps to mitigate interest rate variability on our Term Loan A and B and other floating rate debt.
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Currency Rate Risk - We manufacture and sell our products in a number of countries throughout the world and, as a result, are
exposed to movements in foreign currency exchange rates. To a large extent, our global manufacturing and sales provide a natural
hedge of foreign currency exchange rate movement, as foreign currency expenses generally offset foreign currency revenues. We
manage our cash flow exposures on a net basis and use derivatives to hedge our unmatched foreign currency cash inflows and
outflows. At December 31, 2007, our major foreign currency exposures are to the Euro, the Canadian dollar, and the British pound.

We use foreign currency forward exchange contracts to reduce our exposure to the risk that the eventual net cash inflows and
outflows, resulting from the sale of product to foreign customers and purchases from foreign suppliers, will be adversely affected by
changes in exchange rates. These derivative instruments are used for forecasted transactions and are classified as cash flow
hedges. Cash flow hedges are executed quarterly for up to 15 months forward and allow us to further reduce our overall exposure
to exchange rate movements, since the gains and losses on these contracts offset losses and gains on the transactions being
hedged. Gains and losses on these instruments are deferred in other comprehensive income until the underlying transaction is
recognized in earnings. The net fair value of these instruments at December 31, 2007 was a liability of $5.5 million. A loss of $5.5
million is included in other comprehensive income related to changes in the fair value of our foreign currency forward exchange
contracts, $4.5 million of which is expected to be charged to earnings in the next twelve months. The earnings impact is reported in
either net sales or cost of goods sold to match the underlying transaction being hedged. The earnings impact of these hedges was
a loss of less than $0.1 million during 2007. There were no circumstances where hedge treatment was discontinued during 2007.
The earnings impact of the ineffective portion of these hedges was not material during 2007.

We also use foreign currency forward exchange contracts to hedge exposures created by cross-currency intercompany loans. The
underlying intercompany loans are classified as short-term and translation adjustments related to these loans are recorded in other
non-operating income or expense. The offsetting gains and losses on the related derivative contracts are also recorded in other
non-operating income or expense. These transactions are executed on a six-month rolling basis and are offset or increased as
repayment or additional intercompany loans are extended. The fair value of these instruments at December 31, 2007 was an asset
of $0.5 million. During 2007, the net earnings impact of these transactions was a loss of $5.0 million recorded in other non-
operating expense.

Commodity Price Risk - We purchase natural gas for use in the manufacture of ceiling tiles and other products and to heat many of
our facilities. As a result, we are exposed to movements in the price of natural gas. We have a policy of reducing cost volatility by
purchasing natural gas forward contracts, purchased call options, and zero-cost collars up to 15 months forward to reduce our
overall exposure to natural gas price movements. The gains and losses on these transactions offset losses and gains on the
transactions being hedged. These instruments are designated as cash flow hedges. The mark-to-market gain or loss on qualifying
hedges is included in other comprehensive income to the extent effective, and reclassified into cost of goods sold in the period
during which the underlying products are sold. The mark-to-market gains or losses on ineffective portions of hedges are recognized
in cost of goods sold immediately. There were no circumstances where hedge treatment was discontinued during 2007. The fair
value of these instruments at December 31, 2007 was a $1.5 million liability. There is also a loss of $2.2 million included in other
comprehensive income related to changes in the fair value of our natural gas hedge contracts, of which $2.1 million is expected to
be charged to earnings in the next twelve months. The remaining $0.1 million is expected to be charged to earnings in 2009. The
earnings impact of hedges that matured during 2007, recorded in cost of goods sold, was $3.6 million of expense. The earnings
impact of the ineffective portion of these hedges was not material during 2007.
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NOTE 21. GUARANTEES

In disposing of assets, AWI and some subsidiaries have entered into contracts that included various indemnity provisions, covering
such matters as taxes, environmental liabilities and asbestos and other litigation. Some of these contracts have exposure limits, but
many do not. Due to the nature of the indemnities, it is not possible to estimate the potential maximum exposure under these
contracts. For contracts under which an indemnity claim has been received, a liability of $6.3 million has been recorded as of
December 31, 2007. See Note 32 of the Consolidated Financial Statements for additional information.

NOTE 22. PRODUCT WARRANTIES

We provide direct customer and end-user warranties for our products. These warranties cover manufacturing defects that would
prevent the product from performing in line with its intended and marketed use. The terms of these warranties vary by product and
generally provide for the repair or replacement of the defective product. We collect and analyze warranty claims data with a focus
on the historic amount of claims, the products involved, the amount of time between the warranty claims and their respective sales
and the amount of current sales. The following table summarizes the activity for the accrual of product warranties for 2007 and
2006:

Predecessor
Successor Company Company
Three Nine Months
Months
Ended Ended
Year December  September
2007 31, 2006 30, 2006
Balance at beginning of period $21.2 $22.6 $21.1
Reductions for payments (22.8) (9.4) (23.9)
Current period warranty accruals 19.7 8.0 28.9
Preexisting warranty accrual changes (0.9 (0.2) (0.3)
Acquisitions - - 0.6
Discontinued operations - - (4.1
Effects of foreign exchange translation 0.4 0.2 0.3
Balance at end of period $17.6 $21.2 $22.6

The warranty reserve is recorded as a reduction of sales and accounts receivable. The above balances exclude amounts related to
discontinued operations.

NOTE 23. OTHER LONG-TERM LIABILITIES

Successor Company

December 31, December 31,
2007 2006
Long-term deferred compensation arrangements $ 35.7 $ 36.1
U.S. workers’ compensation 15.8 155
Environmental liabilities 7.0 5.9
Other 9.3 18.2
Total other long-term liabilities $ 67.8 $ 75.7

The above balances exclude amounts related to discontinued operations.
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NOTE 24. SAVINGS AND INVESTMENT PLAN (SIP)

The Savings and Investment Plan (“SIP”) is a qualified defined contribution plan that includes a 401(k) elective deferral component
and an Employee Stock Ownership Plan (“ESOP”) component. A substantial portion of U.S. employees are eligible and participate.
The SIP currently covers parent company nonunion employees, some parent company union employees, Wood Flooring salaried
employees, and Cabinets salaried employees. We recorded costs for the SIP of $8.7 million in 2007, $1.9 million in the three
months ended December 31, 2006, $6.2 million in the nine months ended September 30, 2006 and $6.5 million in 2005, which
related to Company cash matching contributions.

In 1989, we established an ESOP that borrowed $270 million from banks and insurance companies, repayable over 15 years and
guaranteed by AWI. The ESOP used the proceeds to purchase 5,654,450 shares of a new series of company convertible preferred
stock. In 1996, the ESOP was merged with the Retirement Savings Plan for salaried employees (a defined-contribution pension
plan) to form the Retirement Savings and Stock Ownership Plan. On July 31, 1996, the trustee of the ESOP converted the
preferred stock held by the trust into approximately 5.1 million shares of common stock at a one-for-one ratio. Effective March 1,
2005, the name of the plan was changed to the Savings and Investment Plan (SIP).

The number of shares released for allocation to participant accounts has been based on the proportion of principal and interest paid
to the total amount of debt service remaining to be paid over the life of the borrowings. Through May 22, 2007, the SIP allocated
1,421,000 AHI shares to participants that remained outstanding, participants retired 3,003,000 shares, Armstrong contributed an
additional 437,000 shares from its treasury (in 1999 and 2000) and the trustee purchased 243,000 shares on the open market to
allocate to employees (in 1999 and 2000). During 2005 and 2004, the SIP sold 1,462,000 and 450,000 unallocated shares on the
open market, respectively. The proceeds from the sale remained in the SIP until November 2006 when they were allocated to
participants as a result of AWI's Chapter 11 emergence. As of December 31, 2006, there were no assets in the SIP that had yet to
be allocated to participants. As of May 23, 2007, all remaining allocated outstanding shares were transferred out of the ESOP and
into the 401(K) portion of the SIP.

On November 22, 2000, AWI failed to repay $50 million in commercial paper that was due. Subsequently, the remaining ESOP
bond principal balance of $142.2 million became immediately payable along with a $15.5 million interest and tax make-whole
premium. ESOP debt service payments had not been made since June 2000. As a result of the Chapter 11 Filing, AWI's guarantee
of these ESOP loan obligations of $157.7 million was classified as a liability subject to compromise and was discharged as part of
AWI's Chapter 11 emergence.

The SIP does not hold any shares of reorganized Armstrong.

NOTE 25. STOCK-BASED COMPENSATION PLANS

On January 1, 2006, we adopted FASB Statement No. 123 (revised 2004), “Share-Based Payment” (“FAS 123R"), which requires
all share-based payment transactions to be recognized in the financial statements using a fair-value method of accounting. This
statement replaced FASB Statement No. 123 and superseded APB Opinion No. 25. Prior to January 1, 2006, we used APB
Opinion No. 25’s intrinsic value method for stock-based employee compensation. There would have been no effect on 2005 net
income if we had applied the fair value recognition provisions of FAS 123R to share-based employee compensation in that year
because all outstanding awards were fully vested.

Predecessor Company
We used the modified prospective method of adopting FAS 123R, which does not require restatement of prior periods. There was
no impact of adoption of the new standard because all of our outstanding stock options on January 1, 2006 were fully vested.
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Awards under the 1993 Long-Term Stock Incentive Plan (“1993 Plan”) were made in the form of stock options, stock appreciation
rights in conjunction with stock options, performance restricted shares and restricted stock awards. During 1999, we adopted the
1999 Long-Term Incentive Plan (“1999 Plan”) which replaced the 1993 Plan. Pre-1999 grants made under predecessor plans were
governed under the provisions of those plans. The 1999 Plan provided for the granting of incentive stock options, nonqualified stock
options, stock appreciation rights, performance-restricted shares and restricted stock awards. The 1999 Plan also incorporated
stock awards and cash incentive awards. During 2000, we adopted the Stock Award Plan (“2000 Plan”) to enable stock awards and
restricted stock awards to officers, key employees and non-employee directors. Upon AHI becoming AWI's corporate parent on
May 1, 2000, all outstanding options and restricted shares granted by AHI were converted into equivalent options and restricted
shares of AHI.

All three of the plans discussed above were terminated upon AWI emerging from Chapter 11 on October 2, 2006. No equity based
compensation was granted between the Chapter 11 filing date and the Chapter 11 emergence date, other than commitments
entered into prior to the Chapter 11 filing.

Options were granted to purchase shares at prices not less than the closing market price of the shares on the dates the options
were granted. The options generally became exercisable in one to three years and expired 10 years from the date of grant.

Predecessor Company

Nine Months
Ended
September 30,

Changes in AHI option shares outstanding
(thousands except for share price) 2006 Year 2005
Option shares at beginning of period 1,987.3 2,264.0
Options granted - -
Option shares exercised - -
Options forfeited (23.8) (44.9)
Options expired (189.8) (231.8)
Option shares at end of period 1,773.7 1,987.3
Option shares exercisable at end of period 1,773.7 1,987.3
Shares available for grant 5,029.0 4,815.4
Weighted average price per share:

Options outstanding $ 24.67 $27.97

Options exercisable $ 24.67 $27.97

Although the plans under which these options were issued were terminated upon AWI's emerging from Chapter 11, the existing
option contracts remained enforceable against AHI until AHI's liquidation in December 2007. Reorganized Armstrong has no further
liability under these plans.

Restricted stock awards were used for the purposes of recruitment, special recognition and retention of key employees. As of

September 30, 2006, no award of restricted stock shares had been granted since 2000. As of September 30, 2006, there were
111,463 restricted shares of AHI common stock outstanding with 596 accumulated dividend equivalent shares. These awards

expired upon AWI's emerging from Chapter 11 on October 2, 2006.

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

The 2006 Plan authorizes us to issue stock options, stock appreciation rights, restricted stock awards, stock units, performance-
based awards and cash awards to officers and key employees. No more than
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5,349,000 common shares may be issued under the 2006 Plan, and the 2006 Plan will terminate on October 2, 2016, after which

time no further awards may be made. As of December 31, 2007, 3,150,366 shares were available for future grants under the 2006
plan.

For grants made between our Chapter 11 emergence on October 2, 2006 and October 17, 2006, options were granted to purchase
shares at a price equal to the volume weighted average closing price of the shares for the period October 18, 2006 through
October 31, 2006. For grants made on or after October 18, 2006, options were granted to purchase shares at prices equal to the
closing market price of the shares on the dates the options were granted. The options generally become exercisable in two to four
years and expire 10 years from the date of grant.

Successor Company
Year Ended December 31, 2007

Weighted-  weighted-
average Aggregate

Number of average remaining intrinsic
shares exercise  contractual value
(thousands) price term (years)  (millions)
Option shares outstanding at beginning of period 1,592.0 $ 38.42
Options granted 64.1 52.38
Option shares exercised
Options forfeited (86.3) (38.47)
Option shares outstanding at end of period 1,569.8 $38.99 8.8 $25
Option shares exercisable at end of period - - - -
Option shares expected to vest 1,516.4 - - $25

We have reserved sufficient authorized shares to allow us to issue new shares upon exercise of all outstanding options. When
options are actually exercised, we will issue new shares, use treasury shares (if available), acquire shares held by investors, or a
combination of these alternatives in order to satisfy the option exercises.

The fair value of option grants was estimated on the date of grant using the Black-Scholes option pricing model. The weighted
average assumptions for the year 2007 and the three months ended December 31, 2006 are presented in the table below.

Successor Company
Three Months

Ended
December 31,

Year 2007 2006

Weighted-average grant date fair value of options

granted (dollars per option) $20.64 $15.51
Assumptions
Risk free rate of return 4.8% 4.6%
Expected term (in years) 6.0 6.5
Expected volatility 30.2% 33.2%
Expected dividend yield 0.0% 0.0%

The risk free rate of return is determined based on the implied yield available on zero coupon U.S. Treasury bills at the time of grant
with a remaining term equal to the expected term of the option. The expected life is the midpoint of the average vesting period and
the contractual life of the grant. Because reorganized Armstrong’s stock has been trading for only a short period of time, the
expected volatility is
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established based on an average of the actual historical volatilities of the stock prices of a peer group of companies. The expected
dividend yield is assumed to be zero, again due to our limited history.

In addition to options, we also granted restricted stock and restricted stock units. These awards generally have vesting periods of
two to four years. A summary of these awards follows:

Successor Company
Non-Vested Stock Awards

Weighted-
average fair
Number of value at grant
Shares date

January 1, 2007 530,650 $ 36.96
Granted 91,559 52.38
Vested - -
Forfeited (31,275) (39.12)
December 31, 2007 590,934 $39.24

In 2007, we granted 37,900 performance restricted shares to the company CEO, which entitles him to receive a specified number
of shares of reorganized Armstrong’s common stock on various vesting dates, provided certain cumulative financial targets are
achieved over the three-year performance period. We estimated the fair value of performance share awards based on the market
price of the underlying stock on the date of grant.

In addition to the equity awards described above, we also granted 81,244 phantom shares to non-employee directors which will be
settled in the future for cash. These awards generally have vesting periods of one to three years, and as of December 31, 2007,
29,281 shares were vested. The awards are generally payable six months following the director’'s separation from service. The total
liability recorded for these shares as of December 31, 2007 was $1.4 million.

We recognize compensation expense on a straight-line basis over the vesting period. Share-based compensation cost was $13.6
million ($8.8 million net of tax benefit) in 2007 and $2.5 million ($1.5 million net of tax benefit) in the three months ended
December 31, 2006. Share-based compensation expense is recorded as a component of SG&A. There has been no cash flow
impact to date of these awards.

As of December 31, 2007, there was $37.5 million of total unrecognized compensation cost related to non-vested share-based
compensation arrangements. That cost is expected to be recognized over a weighted-average period of 2.8 years.
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NOTE 26. EMPLOYEE COMPENSATION

Employee compensation is presented in the table below. Charges for severance costs and early retirement incentives to terminated

employees that were otherwise recorded as restructuring charges have been excluded.

Successor Company

Predecessor Company

Three Nine

Months Months

Ended Ended

December September

Employee compensation cost Year 2007 31, 2006 30, 2006 Year 2005
Wages, salaries and incentive compensation $ 755.8 $ 180.0 $ 555.6 $746.5
Payroll taxes 77.1 16.9 55.3 72.4
Pension expense (credits), net (30.3) (8.9) (9.7) 22.2
Insurance and other benefit costs 84.0 23.3 64.2 92.8
Stock-based compensation 13.6 2.5 - (0.1)
Total $900.2 $213.8 $ 665.4 $933.8

On January 13, 2006 we announced that certain U.S. non-production salaried employees will have their pension plan benefits
frozen as of February 28, 2006. As a result, we recorded a curtailment charge of $16.9 million in the fourth quarter of 2005. This

amount is included in the pension expense reported in the table above.

NOTE 27. LEASES

We rent certain real estate and equipment. Several leases include options for renewal or purchase, and contain clauses for
payment of real estate taxes and insurance. In most cases, management expects that in the normal course of business, leases will

be renewed or replaced by other leases.

Rental expense was $23.5 million in the year 2007, $5.6 million in the three months ended December 31, 2006, $17.3 million in the
nine months ended September 30, 2006 and $23.7 million in the year 2005. Future minimum payments at December 31, 2007, by

year and in the aggregate, having noncancelable lease terms in excess of one year were as follows:

Scheduled minimum lease payments
2008

2009

2010

2011

2012

Thereafter

Total
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$0.4

$16.0
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2.6
6.5

$0.4
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Assets under capital leases are included in the consolidated balance sheets as follows:

Successor Company
December 31, December 31,

2007 2006
Land $1.6 $15
Building 3.2 4.6
Machinery 3.0 3.3
Less accumulated amortization (1.2) (0.2)
Net assets $6.7 $9.2

The above balances exclude amounts related to discontinued operations.

NOTE 28. SHAREHOLDERS' EQUITY

There were no Successor Company treasury shares at December 31, 2007 or December 31, 2006.

The balance of each component of accumulated other comprehensive income as of December 31, 2007 and 2006 is presented in

the table below.

Successor Company

December 31,

December 31,

2007 2006
Foreign currency translation adjustments $32.7 $1.9
Derivative (loss) gain, net 4.7) 0.7
Pension and postretirement adjustments 148.5 59.3
Accumulated other comprehensive income $176.5 $61.9

The amounts and related tax effects allocated to each component of other comprehensive income during 2007 are presented in the

table below.

Foreign currency translation adjustments
Derivative (loss) gain, net

Pension and postretirement adjustments
Total other comprehensive income

The above balances exclude amounts related to discontinued operations.
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Successor Company

Tax (Expense)

Pre-tax After tax
Amount Benefit Amount
$35.7 $(4.9) $30.8
(8.6) 3.2 (5.4)
133.3 (44.1) 89.2
$ 160.4 $ (45.8) $114.6
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NOTE 29. SUPPLEMENTAL FINANCIAL INFORMATION

Successor Company

Predecessor Company

Three Nine

Months Months

Ended Ended

December September
Year

Selected operating expenses Year 2007 31, 2006 30, 2006 2005
Maintenance and repair costs $116.9 $27.6 $88.3 $111.7
Research and development costs 43.8 115 32.3 42.4
Advertising costs 36.2 6.1 22.7 32.3
Other non-operating expense
Foreign currency translation loss, net of hedging activity $0.7 $- $- $-
Equity loss in ISI - - - 0.9
Other 0.7 0.3 1.0 0.6
Total $1.4 $0.3 $1.0 $1.5
Other non-operating income
Interest income $15.3 $4.0 $2.9 $4.6
Foreign currency translation gain, net of hedging activity 2.5 0.3 4.2 2.8
Equity earnings in ISI - - - 0.7
Gain on sale of ISI - - - 3.4
Other 0.4 - 0.1 0.3
Total $18.2 $4.3 $7.2 $11.8

NOTE 30. SUPPLEMENTAL CASH FLOW INFORMATION

Successor Company
Three Months

Ended
December 31,
Year 2007 2006
Interest paid $47.8 $9.9
Income taxes (refunded) paid, net (181.4) 7.5

NOTE 31. RELATED PARTIES

Predecessor Company

Nine Months
Ended
September 30,
2006 Year 2005
$0.7 $25
56.6 42.9

We purchase grid products from WAVE, our 50%-owned joint venture with Worthington Industries. The total amount of these
purchases was approximately $88 million in the year 2007, $22 million in the three months ended December 31, 2006, $54 million
in the nine months ended September 30, 2006 and $68 million in the year 2005. We also provide certain selling, promotional and
administrative processing services to WAVE for which we receive reimbursement. Those services amounted to $15.0 million in the
year 2007, $3.4 million in the three months ended December 31, 2006, $10.3 million in the nine months ended September 30, 2006
and $13.0 million in the year 2005. The net amounts due from us to WAVE for all of our relationships were $5.8 million and $4.7

million at the end of 2007 and 2006, respectively. See Note 11 for additional information.

We sold 65% of our ownership in our gasket products subsidiary (now known as Interface Solutions, Inc. or “ISI”) on June 30, 1999.
As part of the 1999 divestiture, we had agreed to continue to purchase a portion of the felt products used in the manufacturing of
resilient flooring from ISI for an initial term of eight years. We were required to purchase at least 75% of our felt requirements from
ISI. On August 8, 2005 we sold our remaining 35% equity interest in ISI and ISl is no longer considered a related party. Our
purchases of felt products from ISI for the pre-divested part of 2005 were $16.4 million. Additionally, we had received nominal
monthly payments from ISI for some logistics and administrative services. See Note 11 for additional information.
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NOTE 32. LITIGATION AND RELATED MATTERS

ASBESTOS-RELATED LITIGATION

On October 2, 2006 (the “Effective Date”), AWI's plan of reorganization, which was confirmed by order dated August 18, 2006,
became effective, and AWI emerged from Chapter 11. The following summarizes how the asbestos-related litigation matters were
impacted by AWI's emergence. See Note 1 for additional information.

Prior to December 6, 2000, AWI had been named as a defendant in personal injury cases and property damage cases related to
asbestos-containing products. On December 6, 2000, AWI filed a voluntary petition for relief (“the Filing”) under Chapter 11 of the
U.S. Bankruptcy Code to use the court-supervised reorganization process to achieve a resolution of AWI's asbestos-related liability.

Two of AWI's domestic subsidiaries also commenced Chapter 11 proceedings at the time of the Filing. AWI's other direct and
indirect subsidiaries and affiliates, including Armstrong Wood Products Inc. (formerly Triangle Pacific Corp.), WAVE (Armstrong’s
ceiling grid systems joint venture with Worthington Industries, Inc.), Armstrong Canada and Armstrong DLW AG were not a part of
the Filing and accordingly the liabilities, including asbestos-related liability if any, of such companies arising out of their own
activities were not resolved in AWI's Chapter 11 Case except for any asbestos-related liability that also relates, directly or indirectly,
to the pre-Filing activities of AWI.

Upon AWI’s Plan of Reorganization becoming effective on October 2, 2006, the Asbestos PI Trust was created for the purpose of
addressing and resolving AWI’s personal injury (including wrongful death) asbestos-related liability. As of October 2, 2006, all
present and future asbestos-related personal injury claims against AWI, including contribution claims of co-defendants, arising
directly or indirectly out of AWI's pre-Filing use of or other activities involving asbestos were channeled to the Asbestos Pl Trust.

As part of the POR, in accordance with an injunction issued under Section 524(g) of the Bankruptcy Code and entered in
connection with the POR, various entities are protected from present and future asbestos-related personal injury claims. These
entities include, among others, reorganized Armstrong, AHI, AWI's subsidiaries and other affiliates (as defined in the POR), and
their respective officers and directors. Now that it has emerged from Chapter 11, AWI does not have any responsibility for these
claims (including claims against AWI based solely on its ownership of a subsidiary or other affiliate), nor does it participate in their
resolution. Accordingly, AWI has no recorded liability for asbestos-related personal injury claims as of December 31, 2007 and
December 31, 2006.

On October 2, 2006, pursuant to the POR becoming effective, AWI transferred to the Asbestos PI Trust rights arising under liability
insurance policies issued to AWI with respect to asbestos-related personal injury claims. As of October 2, 2006, resolution of
asbestos-related personal injury insurance matters is the responsibility of the Asbestos PI Trust. As part of accounting for
emergence, AWI reflected the transfer of these rights to the Asbestos PI Trust. Therefore, there is no recorded insurance asset in
respect of asbestos claims as of December 31, 2007 and December 31, 2006.

However, although AWI's domestic and foreign subsidiaries and other affiliates have certain protection afforded by the 524(g)
injunction, asbestos-related personal injury claims against them will be channeled to the Asbestos PI Trust only to the extent such
claims directly or indirectly relate to the manufacturing, installation, distribution or other activities of AWI or are based solely on
AWI's ownership of the subsidiaries or other affiliates (as distinguished from independent activities of the subsidiaries or affiliates).
Currently, two asbestos-related personal injury litigations against subsidiaries of AWI allegedly arising out of such independent
activities are pending. These claims will not be channeled to the Asbestos PI Trust under the POR. The subsidiaries deny liability
and are aggressively defending the matters. AWI has not recorded any liability for these matters. Management does not expect that
any sum that may be paid in connection with these matters will be material to reorganized Armstrong.
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In addition, workers’ compensation claims brought against AWI or its subsidiaries or other affiliates will not be channeled to the
Asbestos PI Trust. These claims remain subject to the workers’ compensation process. Historically, workers’ compensation claims
against AWI and its subsidiaries have not been significant in number or amount. AWI honored its obligations with respect to such
claims during the Chapter 11 Case and following emergence. Workers’ compensation law provides that the employer is responsible
for evaluation, medical treatment and lost wages as a result of a job-related injury. Currently, AWI has six pending workers’
compensation claims, and a UK subsidiary has six employer liability claims involving alleged asbestos exposure.

There is uncertainty as to the effectiveness of the 524(g) injunction in precluding the assertion in foreign jurisdictions of asbestos-
related personal injury claims, proceedings related thereto or the enforcement of judgments rendered in such proceedings.

Management believes that AWI, its subsidiaries and other affiliates are not subject to any asbestos-related personal injury claims
that will not be channeled to the Asbestos PI Trust under the POR that, individually or collectively, would be material in amount to
reorganized Armstrong.

ENVIRONMENTAL MATTERS

Environmental Expenditures

Our manufacturing and research facilities are affected by various federal, state and local environmental requirements relating to the
discharge of materials or the protection of the environment. We make expenditures necessary for compliance with applicable
environmental requirements at each of our operating facilities. Regulatory requirements continually change, therefore we cannot
predict with certainty future expenditures associated with compliance with environmental requirements.

Environmental Remediation

Summary

We are actively involved in proceedings under the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA"), and similar state “Superfund” laws at four off-site locations. We have also been investigating and/or remediating
environmental contamination allegedly resulting from past industrial activity at five domestic and five international current or former
plant sites. In most cases, we are one of many potentially responsible parties (“PRPs”") which have potential liability for the required
investigation and remediation of each site. In some cases, we have agreed to jointly fund that required investigation and
remediation, while at some sites, we dispute the liability, the proposed remedy or the proposed cost allocation among the PRPs.
We may also have rights of contribution or reimbursement from other parties or coverage under applicable insurance policies.

Estimates of our future environmental liability at the Superfund sites and current or former plant sites are based on evaluations of
currently available facts regarding each individual site and consider factors such as our activities in conjunction with the site,
existing technology, presently enacted laws and regulations and prior company experience in remediating contaminated sites.
Although current law imposes joint and several liability on all parties at Superfund sites, our contribution to the remediation of these
sites is expected to be limited by the number of other companies potentially liable for site remediation. As a result, our estimated
liability reflects only our expected share. In determining the probability of contribution, we consider the solvency of other parties,
whether liability is being disputed, the terms of any existing agreements and experience with similar matters, and the impact of
AWI's emergence from Chapter 11 upon the validity of the claim.

Effects of Chapter 11

Upon AWI's emergence from Chapter 11 on October 2, 2006, AW!I's environmental liabilities with respect to properties that AWI
does not own or operate (such as formerly owned sites, or landfills to which AWI's waste was taken) were discharged. Claims
brought by a federal or state agency alleging that AWI should reimburse the claimant for money that it spent cleaning up a site
which AWI does not own or operate, and claims by private parties, such as other PRPs with respect to sites with multiple PRPs,
were discharged
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upon emergence. Now that it has emerged from Chapter 11, AWI does not have any responsibility for these claims.

Those environmental obligations that we have with respect to AWI's subsidiaries, as well as those environmental claims AWI has
with respect to property that it currently owns or operates, have not been discharged. Therefore, we will be required to continue
meeting our on-going environmental compliance obligations at those sites.

In addition to the right to sue for reimbursement of the money it spends, however, CERCLA also gives the federal government the
right to sue for an injunction compelling a defendant to perform a cleanup. Several state statutes give similar injunctive rights to
those States. While we believe such rights against AWI were also discharged upon AWI's emergence from Chapter 11, there does
not appear to be controlling judicial precedent in that regard. Thus, according to some cases, while a governmental agency’s right
to require AWI to reimburse it for the costs of cleaning up a site may be dischargeable, the same government agency’s right to
compel us to spend our money cleaning up the same site may not be discharged even though the financial impact to AWI would
have been the same in both instances if the liability had not been discharged.

Specific Events

Upon emergence, AWI resolved its environmental liabilities at 45 sites through its Chapter 11 Case. The liabilities at 38 sites were
resolved through the global environmental settlement (“Global Settlement”) with the Department of Justice (“DOJ”) and the EPA
with respect to CERCLA liability. The Global Settlement, which was approved by the Bankruptcy Court in October 2005 and further
amended in July 2007, provided EPA an approved proof of claim in the amount of $9.2 million, which included $7.8 million with
respect to the Peterson Puritan site. At one CERCLA site, however, AWI will continue to participate in the cleanup under a
previously approved Consent Decree. In addition to the federal claims resolved by the Global Settlement, AWI's emergence from
Chapter 11 also resolved its environmental liabilities with respect to claims asserted by the State and/or private parties at 7 other
sites.

AWI is subject to a unilateral order by the Oregon Department of Environmental Quality (“DEQ”) to conduct a remedial investigation
and feasibility study and any necessary remedial design and action at its St. Helens, Oregon facility, as well as the adjacent
Scappoose Bay. AWI has denied liability for Scappoose Bay, but has cooperated with the DEQ regarding its owned property. Other
potentially responsible parties who are not yet subject to orders by the DEQ include former property owners Owens Corning
Fiberglass Corporation (“OC") and Kaiser Gypsum Company, Inc. (“Kaiser”). AWI has entered into an agreement with Kaiser for the
sharing of costs and responsibilities with respect to the remedial investigation, feasibility study and remedy selection at the
Armstrong property. OC has entered into a settlement with the DEQ, pursuant to which, OC has made a lump sum payment to the
DEQ in exchange for contribution protection (including protection against common law and statutory contribution claims by AWI
against OC), and a covenant not to sue, all with respect to the Armstrong property. AWI has reached an agreement with the DEQ
as to how these funds will be made available to reimburse AWI and Kaiser for a portion of their shared costs of investigation and
remediation of the property. AWI has recorded an environmental liability with respect to the investigation and feasibility study for the
property we own. During the second quarter of 2007, AWI received a written request from the DEQ to perform investigations in
Scappoose Bay. During the third quarter of 2007, the DEQ extended a similar request to both Kaiser and OC. Kaiser has told the
DEQ it will conduct the requested investigation. AWI and OC have tentatively indicated that they will cooperate with Kaiser and
provide a portion of the funding for the investigation, without waiving any defenses to liability. AWI continues to deny all liability for
any contamination of the adjacent bay. We are not currently able to estimate with reasonable certainty any amounts we may incur
with respect to the bay, although it is possible that such amounts may be material.

During the second quarter of 2007, AWI received a notice of violation and a monetary penalty assessment from the Nebraska
Department of Environmental Quality (“NDEQ”). It alleged violations of our air emissions permit for our Auburn, Nebraska cabinet
manufacturing facility. In September 2007, we entered into a Consent Order with the NDEQ resolving our liability with respect to
this issue.
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Subsequent Events

During the first quarter of 2008, AWI received a Notice and Finding of Violation (“NFV”) from the USEPA, Region 6, relating to air
emissions from our Center, Texas hardwood flooring manufacturing facility. The NFV seeks monetary penalties in the amount of
$0.2 million. Armstrong will take appropriate actions to defend itself against the allegations in the NFV in an effort to resolve its
liability.

Summary of Financial Position

Liabilities of $7.0 million and $5.9 million at December 31, 2007 and December 31, 2006, respectively were for potential
environmental liabilities that we consider probable and for which a reasonable estimate of the probable liability could be made.
Where existing data is sufficient to estimate the liability, that estimate has been used; where only a range of probable liabilities is
available and no amount within that range is more likely than any other, the lower end of the range has been used. As assessments
and remediation activities progress at each site, these liabilities are reviewed to reflect new information as it becomes available.

The estimated liabilities above do not take into account any claims for recoveries from insurance or third parties. Such recoveries,
where probable, have been recorded as an asset in the consolidated financial statements and are either available through
settlement or anticipated to be recovered through negotiation or litigation. The amount of the recorded asset for estimated
recoveries was $2.1 million and $2.2 million at December 31, 2007 and December 31, 2006, respectively.

Actual costs to be incurred at identified sites may vary from our estimates. Based on our current knowledge of the identified sites,
we are not able to estimate with reasonable certainty future costs which may exceed amounts already recognized.

PATENT INFRINGEMENT CLAIMS

We are a defendant in a lawsuit claiming patent infringement related to some of our laminate flooring products. We are being
defended and indemnified by our supplier for costs and potential damages related to the litigation. The jury verdict has held the
asserted patent claims to be non-infringed and invalid for a number of reasons. The plaintiff has stated that it will appeal.

In the second quarter of 2007, a second lawsuit claiming patent infringement related to some of our laminate flooring products was
settled without cost to us. We obtained a release with respect to alleged past damages and certain limited undertakings not to
assert the patents against us. Pursuant to its indemnity obligations, our supplier bore the costs of the litigation.

During the first quarter of 2006, a favorable settlement of a patent infringement case totaling $8.6 million was recorded within
SG&A. This case, in which we were the plaintiff, related to a previously divested business. We received the proceeds in the second
quarter of 2006.

BREACH OF CONTRACT CLAIM

Since 2003, we had been pursuing a breach of contract claim against a former laminate flooring supplier. An arbitration hearing
was held in March 2005. In July 2005 the tribunal communicated that it intended to rule in Armstrong’s favor. A hearing to address
an award amount had been scheduled in September 2005. Prior to this scheduled hearing, the parties reached a settlement in
which the supplier agreed to pay $6.75 million to Armstrong to resolve all existing and potential claims between the parties. The
Bankruptcy Court approved the settlement in October 2005. Accordingly, we recorded a net gain in the third quarter of 2005 of $6.4
million in our Resilient Flooring ($5.2 million) and Wood Flooring ($1.2 million) segments.
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OTHER CLAIMS

Additionally, we are involved in various other claims and legal actions involving product liability, patent infringement, breach of
contract, distributor termination, employment law issues (including one purported class action suit pending in California state court)
and other actions arising in the ordinary course of business. While complete assurance cannot be given to the outcome of these
claims, we do not believe there is a reasonable possibility that a loss exceeding amounts already recognized would be material.

NOTE 33. EARNINGS PER SHARE
The difference between the average number of basic and diluted common shares outstanding is due to contingently issuable
shares. Earnings per share components may not add due to rounding.

NOTE 34. SUBSEQUENT EVENTS

On February 29, 2008, we announced that we have completed our strategic review process after extensive evaluation of
alternatives, including a possible sale of our individual businesses and the entire company. The Board of Directors concluded that it
is in the best interest of Armstrong and its shareholders to continue to execute our strategic operating plan under our current
structure as a publicly traded company.

On February 25, 2008, we executed an amendment to our senior credit facility. This amendment (a) permits us to make “Special
Distributions,” including dividends (such as the special cash dividend described below) or other distributions (whether in cash,
securities or other property) of up to an aggregate of $500 million at any time prior to February 28, 2009, (b) requires that we and
our domestic subsidiaries maintain minimum liquidity of at least $100 million as of March 31, June 30, September 30 and
December 31 of each year, which may be comprised of a combination of cash and cash equivalents and undrawn commitments
under our revolving credit facility and (c) increases by 0.25% the borrowing margins in the pricing grid set forth in the facility for the
revolving credit facility and Term Loan A.

Also on February 25, 2008, our Board of Directors declared a special cash dividend of $4.50 per common share, payable on
March 31, 2008, to shareholders of record on March 11, 2008. This special cash dividend will result in an aggregate payment to our
shareholders of approximately $260 million, based on the number of common shares currently outstanding.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES

Our management, with the participation of our chief executive officer and our chief financial officer, performed an evaluation of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934
(“Exchange Act")) as of the end of the period covered by this Annual Report on Form 10-K. Our chief executive officer and our chief
financial officer have concluded that our disclosure controls and procedures were effective to ensure that information required to be
disclosed in reports we file or submit under the Exchange Act is (1) recorded, processed, summarized and reported within the time
periods specified in Securities and Exchange Commission rules and forms, and (2) accumulated and communicated to our
management, including our chief executive officer and our chief financial officer, to allow their timely decisions regarding required
disclosure.

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act)
occurred during the fiscal quarter ended December 31, 2007 that has materially affected, or is reasonably likely to materially affect,
our internal control over financial reporting.

Management’s Report on Internal Control over Financial Reporting and the Report of Independent Registered Public Accounting
Firm are incorporated by reference to Item 8.

ITEM 9B. OTHER INFORMATION

On February 29, 2008, we announced that we have completed our strategic review process after extensive evaluation of
alternatives, including a possible sale of our individual businesses and the entire company. The Board of Directors concluded that it
is in the best interest of Armstrong and its shareholders to continue to execute our strategic operating plan under our current
structure as a publicly traded company.

On February 25, 2008, we executed an amendment to our senior credit facility. This amendment (a) permits us to make “Special
Distributions,” including dividends (such as the special cash dividend described below) or other distributions (whether in cash,
securities or other property) of up to an aggregate of $500 million at any time prior to February 28, 2009, (b) requires that we and
our domestic subsidiaries maintain minimum liquidity of at least $100 million as of March 31, June 30, September 30 and
December 31 of each year, which may be comprised of a combination of cash and cash equivalents and undrawn commitments
under our revolving credit facility and (c) increases by 0.25% the borrowing margins in the pricing grid set forth in the facility for the
revolving credit facility and Term Loan A.

Also on February 25, 2008, our Board of Directors declared a special cash dividend of $4.50 per common share, payable on
March 31, 2008, to shareholders of record on March 11, 2008. This special cash dividend will result in an aggregate payment to our
shareholders of approximately $260 million, based on the number of common shares currently outstanding.

The Board of Directors based its decision to declare a special dividend on the substantial amount of cash generated in 2007, and
on expectations that future cash generation will more than meet Armstrong’s needs.
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The Board of Directors established Monday, June 23, 2008 as the date for the Company’s annual meeting of shareholders.
Shareholders of record at the close of trading on Friday, March 28, 2008 will be entitled to vote at that meeting. Pursuant to Article
II, Section 5 of the Company’s Bylaws, if a shareholder other than the Asbestos Personal Injury Settlement Trust should wish to
propose business to come before that meeting, written notice of such business must be received by the Corporate Secretary of the
Company no later than Thursday, March 20, 2008. Any such notice should be addressed to the attention of: Walter Gangl,
Corporate Secretary, Armstrong World Industries, Inc., 2500 Columbia Avenue, Lancaster, PA 17603. It is recommended that any
notice be sent via means that will provide confirmation of the delivery date.
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PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by Item 10, other than information regarding the executive officers of the Company which is presented in
Item 4A. Executive Officers of the Company, is incorporated by reference to the sections entitled “Code of Ethics,” “Board of
Directors,” “Nominating and Governance Committee,” “Audit Committee and Audit Committee Expert,” “Management Development
and Compensation Committee,” “Director Information” and “Section 16(a) Beneficial Ownership Reporting Compliance” in the
Company’s proxy statement for its 2008 annual meeting of shareholders.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 is incorporated by reference to the sections entitled “Compensation Discussion and Analysis,”
“Compensation Committee Report,” “Summary Compensation Table,” “Grants of Plan-Based Awards,” “Outstanding Equity Awards
at Fiscal Year-End,” “Option Exercises and Stock Vested,” “Pension Benefits,” “Nonqualified Deferred Compensation,” “Potential
Payments Upon Termination or Change in Control,” “Compensation Committee Interlocks and Insider Participation” and
“Compensation of Directors” in the Company’s proxy statement for its 2008 annual meeting of shareholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by Iltem 12 is incorporated by reference to the sections entitled “Security Ownership of Certain Beneficial
Owners,” “Security Ownership of Management” and “Equity Compensation Plan Information” in the Company’s proxy statement for
its 2008 annual meeting of shareholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE
The information required by Iltem 13 is incorporated by reference to the sections entitled “Certain Relationships and Related
Transactions” and “Director Independence” in the Company'’s proxy statement for its 2008 annual meeting of shareholders.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
The information required by Item 14 is incorporated by reference to the section entitled “Audit Committee Report” in the Company’s
proxy statement for its 2008 annual meeting of shareholders.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@) (1)

(@) (2)

@) (3)

Exhibit No.

The financial statements and schedule of Armstrong World Industries, Inc. filed as a part of this 2007 Annual
Report on Form 10-K is listed in the “Index to Financial Statements and Schedules” on page 56.

The financial statements required to be filed pursuant to Item 15(d) of Form 10-K are:

Worthington Armstrong Venture consolidated financial statements for the years ended December 31, 2007, 2006
and 2005 (filed herewith as Exhibit 99)

The following exhibits are filed as part of this 2007 Annual Report on Form 10-K:

Description

No. 2

No. 3.1

No. 3.2

No. 4

No. 10.1

No. 10.2

No. 10.3
No. 10.4

No. 10.5

Armstrong World Industries, Inc.’s Fourth Amended Plan of Reorganization, as amended by modifications through
May 23, 2006 is incorporated by reference from the 2005 Annual Report on Form 10-K wherein it appeared as
Exhibit 2.3.

Amended and Restated Certificate of Incorporation of Armstrong World Industries, Inc. is incorporated by reference
from the Current Report on Form 8-K dated October 2, 2006, wherein it appeared as Exhibit 3.1.

Armstrong World Industries, Inc.’s Bylaws are incorporated by reference from the Current Report on Form 8-K
dated October 2, 2006, wherein they appeared as Exhibit 3.2.

Armstrong World Industries, Inc.’s Retirement Savings and Stock Ownership Plan effective as of October 1, 1996,
as amended April 12, 2001 is incorporated by reference from the Quarterly Report on Form 10-Q for the quarter
ended June 30, 2001, wherein it appeared as Exhibit 4. (SEC File No. 1-2116)*

Directors’ Retirement Income Plan, as amended, is incorporated by reference from the 1996 Annual Report on
Form 10-K wherein it appeared as Exhibit 10(iii)(c). * (SEC File No. 1-2116)

Management Achievement Plan for Key Executives, effective as of November 28, 1983, as amended April 30,
2007, is filed with this Report.*

Retirement Benefit Equity Plan, effective January 1, 2005, as amended October 29, 2007, is filed with the Report.*

Form of Change in Control Agreement with certain officers is incorporated by reference from the 2000 Annual
Report on Form 10-K wherein it appears as Exhibit 10(iii)(k). * (SEC File No. 1-2116)

Change in Control Agreement with Michael D. Lockhart, dated August 7, 2000 is incorporated by reference from
the Quarterly Report on Form 10-Q for the quarter ended September 30, 2000, wherein it appeared as Exhibit 10
(e). * (SEC File No. 000-50408)
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No. 10.6

No. 10.7

No. 10.8

No. 10.9

No.

No.

No.

No.

No.

No.

No.

No.

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

Form of Indemnification Agreement among Armstrong Holdings, Inc., Armstrong World Industries, Inc. and certain
directors and officers is incorporated by reference from the Quarterly Report on Form 10-Q for the quarter ended
June 30, 2000, wherein it appeared as Exhibit 10(iii)(a). * (SEC File No. 000-50408)

Form of Indemnification Agreement among Armstrong Holdings, Inc., Armstrong World Industries, Inc. and certain
directors is incorporated by reference from the 2003 Annual Report on Form 10-K wherein it appeared as Exhibit 10
(iii)(q). * (SEC File No. 000-50408)

Form of Indemnification Agreement among Armstrong Holdings, Inc., Armstrong World Industries, Inc. and certain
directors is incorporated by reference from the 2001 Annual Report on Form 10-K wherein it appeared as Exhibit 10
(iii)(s). * (SEC File No. 000-50406)

Bonus Replacement Retirement Plan, effective as of January 1, 1998, as amended January 1, 2007, is filed with this
Report.*

Employment Agreement with Michael D. Lockhart dated August 7, 2000 is incorporated by reference from the
Quarterly Report on Form 10-Q for the quarter ended September 30, 2000 wherein it appeared as Exhibit 10(a). *
(SEC File No. 000-50408)

Amendment to August 7, 2000 Employment Agreement with Michael D. Lockhart is incorporated by reference from
the Quarterly Report on Form 10-Q for the quarter ended March 31, 2001, wherein it appeared as Exhibit 10. *(SEC
File No. 000-50408)

Hiring Agreement with F. Nicholas Grasberger 11l dated January 6, 2005 is incorporated by reference from the
Current Report filed on Form 8-K on January 6, 2005, wherein it appeared as Exhibit 10.1. *

Change in Control Agreement with F. Nicholas Grasberger Il dated January 6, 2005 is incorporated by reference
from the Current Report filed on Form 8-K on January 6, 2005, wherein it appeared as Exhibit 10.2. *

Indemnification Agreement with F. Nicholas Grasberger 11l dated January 6, 2005 is incorporated by reference from
the Current Report filed on Form 8-K on January 6, 2005, wherein it appeared as Exhibit 10.3. *

Armstrong World Industries, Inc.’s Nonqualified Deferred Compensation Plan effective January 2005 is incorporated
by reference from the 2005 Annual Report on Form 10-K wherein it appeared as Exhibit 10.29. *

Schedule of Armstrong World Industries, Inc. Nonemployee Director Compensation is incorporated by reference from
the 2006 Annual Report on Form 10-K wherein it appeared as Exhibit 10.19. *

Order of the U.S. District Court dated January 26, 2006, and related Armstrong World Industries, Inc.’s Motion for an
Order Authorizing and Approving Continued Cash Retention Program for Key Employees, is incorporated by
reference from the Current Report filed on Form 8-K/A on February 2, 2006, wherein it appeared as Exhibit 99.1 *
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No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

Form of Long-Term Incentive Plan 2006 award letter regarding executive participation in the 1999 Long-Term
Incentive Plan is incorporated by reference from the 2005 Annual Report on Form 10-K wherein it appeared as Exhibit
10.37.*

Change in Control Agreement with Donald A. McCunniff dated March 13, 2006 is incorporated by reference from the
Current Report filed on Form 8-K on March 14, 2006, wherein it appeared as Exhibit 10.1.*

Indemnification Agreement with Donald A. McCunniff dated March 13, 2006 is incorporated by reference from the
Current Report filed on Form 8-K on March 14, 2006, wherein it appeared as Exhibit 10.2. *

Credit Agreement, dated as of October 2, 2006, by and among the Company, certain subsidiaries of the Company as
guarantors, Bank of America, N.A., as Administrative Agent, the other lenders party thereto, JP Morgan Chase Bank,
N.A. and Barclays Bank PLC, as Co-Syndication Agents and LaSalle Bank National Association and the Bank of Nova
Scotia, as Co-Documentation Agents, is incorporated by reference from the Current Report on Form 8-K dated
October 2, 2006, wherein it appeared as Exhibit 10.1.

The Armstrong World Industries, Inc. Asbestos Personal Injury Settlement Trust Agreement dated as of October 2,
2006, by and among Armstrong World Industries, Inc. and, as trustees, Anne M. Ferazzi, Harry Huge, Paul A. Knuti,
Lewis R. Sifford and Thomas M. Tully is incorporated by reference from the Current Report on Form 8-K dated
October 2, 2006, wherein it appeared as Exhibit 10.2.

Stockholder and Registration Rights Agreement, dated as of October 2, 2006, by and between Armstrong World
Industries, Inc. and the Armstrong World Industries, Inc. Asbestos Personal Injury Asbestos Trust is incorporated by
reference from the Current Report on Form 8-K dated October 2, 2006, wherein it appeared as Exhibit 10.3.

Armstrong World Industries, Inc. 2006 Long-Term Incentive Plan is incorporated by reference from the Current Report
on Form 8-K dated October 2, 2006, wherein it appeared as Exhibit 10.4.*

Form of Armstrong World Industries, Inc. 2006 Long-Term Incentive Plan Stock Option Agreement is incorporated by
reference from the Current Report on Form 8-K dated October 2, 2006, wherein it appeared as Exhibit 10.5. *

Form of Armstrong World Industries, Inc. 2006 Long-Term Incentive Plan Restricted Stock Award Agreement is
incorporated by reference from the Current Report on Form 8-K dated October 2, 2006, wherein it appeared as Exhibit
10.6. *

Form of Armstrong World Industries, Inc. 2006 Long-Term Incentive Plan notice of restricted stock and/or option
award is incorporated by reference from the Current Report on Form 8-K dated October 2, 2006, wherein it appeared
as Exhibit 10.7. *

Form of Indemnification Agreement for directors and officers of Armstrong World Industries, Inc. is incorporated by
reference from the Current Report on Form 8-K dated October 2, 2006, wherein it appeared as Exhibit 10.8. * A
Schedule of Participating Directors and Officers is incorporated by reference from the 2006 Annual Report on Form
10-K wherein it appeared as Exhibit 10.33.
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No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

11

21

23.1

23.2

24

31.1

31.2

2006 Director Phantom Stock Unit Plan is incorporated by reference from the Current Report on Form 8-K dated
October 23, 2006, wherein it appeared as Exhibit 10.1. *

2006 Director Phantom Stock Unit Agreement is incorporated by reference from the Current Report on Form 8-K dated
October 23, 2006, wherein it appeared as Exhibit 10.3. A Schedule of Participating Directors is incorporated by
reference from the 2006 Annual Report on Form 10-K wherein it appeared as Exhibit 10.36. *

2007 Award under the 2006 Director Phantom Stock Unit Agreement and the Schedule of Participating Directors are
incorporated by reference from the Current Report on Form 8-K dated October 22, 2007, wherein they appeared as
Exhibits 10.1 and 10.2, respectively. *

Stipulation and Agreement with Respect to Claims of Armstrong Holdings, Inc. and Armstrong Worldwide, Inc.; and
Motion for Order Approving Stipulation and Agreement are incorporated by reference from the Current Report on Form
8-K dated February 26, 2007, wherein they appeared as Exhibits 99.2 and 99.3, respectively.

Share Purchase Agreement dated March 27, 2007, between the Company and NPM Capital N.V. and Flagstone
Beheer B.V. for the sale of Tapijtfabriek H. Desseaux N.V. and its subsidiaries is incorporated by reference from the
2006 Annual Report on Form 10-K wherein it appeared as Exhibit 10.38.

Form of Armstrong World Industries, Inc. grant letter used in connection with the equity grant of stock options and
performance restricted shares under the 2006 Long-Term Incentive Plan to Michael D. Lockhart is filed with this Report.

*

Form of Armstrong World Industries, Inc. grant letter used in connection with awards of restricted stock under the 2006
Long-Term Incentive Plan is filed with this Report.*

Amendment No. 1, dated February 25, 2008, to the Credit Agreement, dated October 2, 2006, by and among the
Company, certain subsidiaries of the Company as guarantors, Bank of America, N.A., as Administrative Agent, the
other lenders party thereto, JP Morgan Chase Bank, N.A. and Barclays Bank PLC, as Co-Syndication Agents and
LaSalle Bank National Association and the Bank of Nova Scotia, as Co-Documentation Agents, is filed with this Report.
Computation of earnings per share.

Armstrong World Industries, Inc.’s domestic and foreign subsidiaries.

Consent of Independent Registered Public Accounting Firm.

Consent of Independent Registered Public Accounting Firm.

Power of Attorney and authorizing resolution.

Certification of Principal Executive Officer required by Rule 13a-15(e) or 15d-15(e) of the Securities Exchange Act.

Certification of Principal Financial Officer required by Rule 13a-15(e) or 15d-15(e) of the Securities Exchange Act.
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No. 32.1 Certification of Chief Executive Officer required by Rule 13a and 18 U.S.C. Section 1350 (furnished herewith).
No. 32.2 Certification of Chief Financial Officer required by Rule 13a and 18 U.S.C. Section 1350 (furnished herewith).

No. 99  Worthington Armstrong Venture consolidated financial statements for the years ended December 31, 2007, 2006 and
2005.

* Management Contract or Compensatory Plan.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

ARMSTRONG WORLD INDUSTRIES, INC.
(Registrant)

By: /s/ Michael D. Lockhart
Chairman and Chief Executive Officer

Date: February 28, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Report has been signed below by the
following persons on behalf of the registrant Armstrong and in the capacities and on the dates indicated.

Directors and Principal Officers of the registrant AWI:

Name Title

Michael D. Lockhart Chairman and Chief Executive Officer
(Principal Executive Officer)

F. Nicholas Grasberger 11| Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

William C. Rodruan Vice President and Controller
(Chief Accounting Officer)

James J. Gaffney Director

Robert C. Garland Director

Judith R. Haberkorn Director

James J. O’Connor Director

Russell F. Peppet Director

Arthur J. Pergament Director

John J. Roberts Director

Alexander M. Sanders, Jr. Director

By: /s/ Michael D. Lockhart

(Michael D. Lockhart, as attorney-in-fact
for AWI directors and on his own behalf)
As of February 28, 2008

By: /s/ F. Nicholas Grasberger Ill
(F. Nicholas Grasberger 111)
As of February 28, 2008

By: /s/ William C. Rodruan
(William C. Rodruan)
As of February 28, 2008
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Provision for Losses

Balance at beginning of period
Additions charged to earnings
Deductions

Discontinued operations

Balance at end of period

SCHEDULE Il

Armstrong World Industries, Inc.
Valuation and Qualifying Reserves of Accounts Receivable
(amounts in millions)

Provision for Discounts and Warranties

Balance at beginning of period
Additions charged to earnings
Deductions

Balance at end of period

Total Provision for Discounts, Warranties and Losses

Balance at beginning of period
Additions charged to earnings
Deductions

Discontinued operations

Balance at end of period

Predecessor
Successor Company Company
Three Nine
Months Months Year
Year Ended Ended Ended Ended
December September December
December

31, 2007 31, 2006 30, 2006 31, 2005

$10.6 $10.8 $10.8 $ 13.0

10.7 1.4 5.2 2.4
(9.3) (1.6) 4.1) 3.7)

- - (1.1 (0.9)

$12.0 $10.6 $10.8 $10.8

$49.0 $ 49.6 $39.8 $45.5

213.4 48.2 185.5 212.6
(221.1) (48.8) (175.7) (218.3)

$41.3 $49.0 $49.6 $ 39.8

$59.6 $60.4 $50.6 $58.5

224.1 49.6 190.7 215.0
(230.4) (50.4) (179.8) (222.0)

- - (1.1) (0.9)

$53.3 $59.6 $ 60.4 $ 50.6
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ARMSTRONG WORLD INDUSTRIES, INC.

MANAGEMENT ACHIEVEMENT PLAN FOR KEY EXECUTIVES

AMENDED APRIL 30, 2007
(PLAN TEXT)

Purpose

The Armstrong World Industries, Inc. (the “Companifanagement Achievement Plan (the “Plan”) is destjto promote the financial
success of the Company by recognizing the sigmificantributions key employees can make to theeagment of Company goals. The
Plan’s objectives are to motivate key Company arnibisliary employees to produce outstanding redylisroviding the opportunity to
earn financial rewards in relation to the attaintrfrcorporate, business unit and individual goals.

The Plan is based on the concept that the Compstablishes for each participant at the beginninthefyear a target incentive award
based on the achievement of specific corporaténess unit and individual goals. When the yeawisrpthe results actually achieved v
be evaluated against these goals to determinatbera, if any, of compensation that may be paimhdlividuals participating in the Plan.

Administration

The Plan shall be administered by the ManagememtiDpment and Compensation Committee (the “Comaiittef the Board of
Directors of the Company with the advice and coliokis Chief Executive Officer. Designated subaigt companies may adopt this
Plan. Subject to compliance with the requiremehSextion 162(m) of the Internal Revenue Code &atuttibility of awards, the Board
may amend or terminate the Plan from time to timéag as the amendment or termination does natradly affect any rights or
obligations with respect to awards for the I-current year or any prior year which has not yetrbeaid.



3.

Eligibility
The intent of the Plan is to extend participatioydo those key employees whose duties and regpbitiss give them the opportunity to

make a continuing material and substantial impadhe achievement of organization goals. The Chiefcutive Officer of the Company
may annually determine the non-executive officatip@ants and recommend executive officer partioiig to the Committee.

Incentive Award:

A)

B)

C)

At the beginning of each year, the Chief ExegaiDfficer shall present to the Committee critéoiaevaluating performance against
corporate and business unit goals for the purpokdstermining the level of incentive awards whiohy be paid for the year based
upon actual results for the ye

At the same time, the Chief Executive Officealhecommend a target award expressed as a pageeat salary for each
participant which shall be subject to approval ty Committee

As soon as practical following the close of egeér, the Chief Executive Officer shall evaludte tevels of corporate and business
unit achievement and individual performance. Basethese factors, the Chief Executive Officer sredbmmend to the Commiti
the percentage of the target award to be paiddb participant based on corporate and businessasiitts. Following the receipt
the recommendations from the Chief Executive Offittlee Committee shall determine the amount todié f participants based
corporate and business unit results. The maximumudachievement percentage for corporate and kassimet performance shall
be 200% of the target award. Within parameterdéisteed by the Committee, the Chief Executive @ffimay increase or decrease
the award payments for non-executive officer pgodiots based on the Company’s evaluation of thelividual performance. The
award payments for executive officer participamislisbe approved by the Committee. All award paymewithorized by the
Committee will be final
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D) The performance measures approved by the sHderhdor determining awards under the Plan argh law, earnings, operating
income and sales. The Committee has establishetil&n as the maximum amount that may be paidny @articipant in any one
year under the Plal

E) The incentive award determined in accordance whighprovisions of Paragraphs A through D of thisti®ac4 shall be reduced fi
such year as follows for Plan participants whodigible to participate in the Bonus ReplacemertirBment Plan of Armstrong
World Industries, Inc.

@ If a Plan participant’s grade level is 18 orakfof January 1 of the calendar year for whichirthentive award is determined,
the incentive award otherwise payable shall begediy the lesser of (i) 50% of the amount deteeshinnder Paragraphs
through D, (ii) $7,500 or (iii) the authorized cohtition to the Bonus Replacement Retirement F

2 If a Plan participant’s grade level is 20 ora&lof January 1 of the calendar year for whichintbhentive award is determined,
the incentive award otherwise payable shall begediy the lesser of (i) 50% of the amount deteeshinnder Paragraphs
through D, (ii) $15,000 or (iii) the authorized ¢obution to the Bonus Replacement Retirement F

3) If a Plan participars grade level is 22 or higher as of January 1@f#lendar year for which the incentive awar
determined, the incentive award otherwise payaiddl be reduced by the lesser of (i) 50% of the ambaletermined under
Paragraphs A through D, (ii) $20,000 or (iii) theteorized contribution to the Bonus ReplacemenirBaent Plan

-3-



5.

Time of Paymen
Awards under this Plan shall be paid as soon agipahle after the yearly financial results haverbdetermined.

Miscellaneous Provisior

A)

B)

C)

D)

E)

Condition of Awarc- Plan participants who retire, become disabledpdigre involuntarily terminated for reasons otlnemt caus:
on or after the last workday of March may be elgitor a prorated award based on the Company’suatiah of their individual
performance. Employees who voluntarily terminatglaryment at any time from the beginning of the yeatil the award for that
year is paid are not eligible for an award. The @ottee, in its absolute discretion, may determmmditect payment of all or ar
portion of an award to an individual notwithstarglthe preceding two sentenc

No Assignment or Transf- Awards are payable only to the participant, exéephe case of death or legal incapacity at iime tof
payment, the award may be paid to his heirs, estdtggal guardian. No awards under the Plan orrgiys or interests therein sh
be assignable or transferable by a particig

No Rights to Award:- No employee or other person shall have any claingbt to be granted an award under the Plan. Neitie
Plan nor any action taken hereunder shall be aoedtas giving any employee any right to be retaingde employ of the
Company or any of its subsidiari

Withholding Taxes The Company shall have the right to deduct frdraveards hereunder paid all taxes required byttale
withheld with respect to such awar

Funding of Plar- The Company shall not be required to establishspegial or separate fund or to make any other gatjom of
assets to assure the payment of any award und@ahe

-4-



7.

Effective Date of the Pla

The effective date of the Plan shall be Novemberl283.



Exhibit 10.:

As Amended October 29, 20!
effective as of January 1, 2(

RETIREMENT BENEFIT EQUITY PLAN
OF
ARMSTRONG WORLD INDUSTRIES, INC.

This Retirement Benefit Equity Plan was originahitablished, pursuant to the authority of the Badidirectors of Armstrong World
Industries, Inc., effective January 1, 1976 to pagplemental retirement benefits to certain empmeye the Company who have qualified or
may qualify for benefits under the Retirement Ineotan for Employees of Armstrong World Industries, The Retirement Benefit Equity
Plan was previously amended and restated as oftMar2z004.

The Retirement Benefit Equity Plan is hereby amdrated restated as of January 1, 2005 to comply tv@ghrequirements of
Section 409A of the Internal Revenue Code of 1988mended and the guidance (including transitignalance) thereunder.

All benefits payable under this Plan shall be maitof the general assets of the Company, or framas, if any, established by the
Company for the purpose of paying benefits undeittan, the assets of which shall remain subjettte¢@laims of judgment creditors of the
Company in accordance with the provisions of archgwust.

Article 1. Definitions

1.01.“Actuarial Equivalent Present Va” shall refer to the present value of a Men’s supplemental benefits. With respect to
Member who is eligible to retire or has retired enthe Retirement Income Plan, such present vélak Ise determined using the
actuarial assumptions and factors reasonably edilimder the Retirement Income Plan as of theafatetermination applied to a
single life annuity payable immediately. With resp® any Member who is not eligible to retire @shot retired under the
Retirement Income Plan, such present value shalebermined using the actuarial assumptions andraceasonably utilized unc
the Retirement Income Plan as of the date of détation applied to an age 65 single life annuitjeTetermination of Actuarial
Equivalent Present Value shall reflect future assiincreases in the limitations under Section 4theInternal Revenue Code,
with such future assumed increases being baseuednterest rate that is used by the Committeeterchine the amount of any
employment taxes that may be owed under Sectiof(8)2f the Internal Revenue Coc

1.02.“Board of Director” shall mean the Board of Directors of the Compi
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1.03.“Change in Control” shall mean the first to occéiaay of the following events: (i) a Change in Owsteép of the Company, (ii) a
Change in Effective Control of the Company or @ihange in the Ownership of a Substantial Podfdhe Assets of the
Company.

(@ A *“Change in Ownersh” of the Company occurs on the date that any on@pgos more than one person acting as a g
acquires ownership of stock of the Company thagetioer with stock held by such person or groupstitiiies more than 50
percent of the total fair market value or totalingtpower of the stock of the Compal

(b) A *“Change in Effective Contr’ of the Company occurs on the date that eit

(i) Any one person, or more than one person a@g group, acquires (or has acquired during thdrh period
ending on the date of the most recent acquisitioauth person or persons) ownership of stock oCii@pany
possessing 30 percent or more of the total votowggp of the stock of the Company;

(i) a majority of members of the Company’s boafdlioectors is replaced during any 12-month pebgdlirectors whose
appointment or election is not endorsed by a migjoifithe members of the Company’s board of dinectwior to the
date of the appointment or electic

(c) A *“Change in the Ownership of a Substantial PortiothefAssets of the Compe” occurs on the date that any one per.
or more than one person acting as a group, acqlrdsms acquired during the 12-month period endimghe date of the
most recent acquisition by such person or persassyts from the Company that have a total grosenfaiket value equal to
or more than 40 percent of the total gross fairke@value of all of the assets of the Company imatety prior to such
acquisition or acquisitions. For this purpose, griaér market value means the value of the assétg ldisposed of,
determined without regard to any liabilities asatail with such assets. There is no Change in auemt under this
Section 1.03(c) when there is a transfer to artyetitat is controlled by the shareholders of tlamsferring corporation
immediately after the transfe

The determination of whether a Change in Contreh¢was occurred will be made in accordance wighrélguirements of Code
Section 409A and the guidance issued thereunderfdrkgoing definition of Change in Control shaltkeide the occurrence of the
date(s) on which (i) the Chapter 11 Plan of Reomgion of the Company shall become effective andhe creation by the
Company of the Asbestos Personal Injury Trust.

1.04.“Committe¢’ shall mean the Retirement Committee as providethfdrticle 4.
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1.05.“Company” shall mean Armstrong World Industries;.lor any successor by merger, purchase or otherwith respect to its
employees. The term Company shall also mean amy odtmpany participating in the Retirement IncorfenRvith respect to its
employees if such Company adopts this F

1.06.“Compensatic” shall mean a Memb's“compensatia” as determined under the Retirement Income Plarowtittegard tc
limitations under Section 401(a)(17) of the IntéfRavenue Code, plus amounts deferred by the Menntder the Armstrong
Deferred Compensation Plan, if any, and amounttriboeed by the Company to the Bonus ReplacemetitdReent Plan of
Armstrong World Industries, Inc. (the “Bonus Regarnt Retirement Plan”) on behalf of the Membeh@year in which such
contribution is made

1.07.“Effective Dat” shall mean January 1, 197
1.08.“Membe” shall mean any person included in the membershipeoPlan as provided in Article

1.09.“Plan” shall mean the Retirement Benefit EquityrPtd Armstrong World Industries, Inc. as descrilbedein or as hereafter
amended

1.10.“Specified Employee” shall mean, as determinedymmsto Section 409A of the Internal Revenue Codkragulations thereunder,
a key employee (as defined in Section 416(i) ofGoee without regard to paragraph 5 thereof) of@benpany if any stock of the
Company is publicly traded on an established steannarket or otherwis

1.11.“Retirement Income PI” shall mean the Retirement Income Plan for Emplopéésmstrong World Industries, Inc. as amen
and restated as of January 1, 2007 as may be athéodetime to time

Article 2. Membership

2.01.Every person who was a member of the Plan as éttedin December 31, 1999 shall remain a MembdreoPtan on or afte
January 1, 200(

2.02.Every other employee of the Company shall becoiiember of the Plan on the first day of the calendsar in which the
Committee determines th:

(@) the employee’s benefit calculated under thér&®aent Income Plan exceeds the allowed benefieuSection 415 of the
Internal Revenue Cod

(b) the employe’'s compensation exceeds the maximum allowed undgio8el01(a)(17) of the Internal Revenue Cc
(c) the employee has compensation deferred underins t&f the Armstrong Deferred Compensation F
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(d) the employee is a key executive designatedheyBbard of Directors, or its delegate, to recensglit for employment prior
to his Company employment for purposes of calaudpkiis Retirement Income Plan benefit, as provigeder Section 3.01
(a)(iii) of this Plan, ol

(e) the employee has a contribution made on his béhaife Bonus Replacement Retirement P

Effective January 1, 2008, every other employeta@fCompany shall become a Member of the Plan e@ffitt day of the calendar
year following the calendar year in which the Comt@e makes the determination described above.

2.03.Membership under the Plan shall terminate if a Mer s employment with the Company terminates unlefisattime the Membe
is entitled to retirement income payments purst@attie Retirement Income Plan or benefits describ&kction 3.04

Article 3. Amount and Payment of Supplemental Biasef

3.01.The supplemental benefits under this Plan shalidyable by the Company only with respect to a Memali® has retired ¢
otherwise terminated his employment with the Conypefter becoming vested under the Retirement IncBtae. Any such
supplemental benefits shall be payable from theggrassets of the Company or from a trust, if @syablished by the Company
for the purpose of paying benefits under the Rlamassets of which shall remain subject to thindaf judgment creditors of the
Company in accordance with the provisions of archduust.

The amount of any supplemental benefits payabdeNtember pursuant to this Plan, expressed as kedifegannuity payable as of
the Member’s “normal retirement date” (as that tésrdefined in the Retirement Income Plan) or i ¢élvent the Member defers his
retirement beyond his normal retirement date, teférred retirement date” (as that term is defimettie Retirement Income Plan),
shall be equal to (a) minus (b) minus (c) minus \djere:

(@) s the benefit calculated under the provisionshefRetirement Income Plan, b

(i) disregarding any reduction in the amount oféféa under the Retirement Income Plan attributéblany provision
therein incorporating limitations imposed by Sect#d5 of the Internal Revenue Code or Section 4Qi{aof the
Internal Revenue Cod

(i) disregarding any reduction due to compensationrdafainder the Armstrong Deferred Compensation;F

(i) including, for purposes of calculating Totaérvice under the Retirement Income Plan, yeaesngfioyment for a
Member describe



(b)

()

(d)

in Section 2.02(d) which precede his Company emmpkmt to the extent so designated by the Board i&diirs, or its
delegate, at the time such individual is designasedligible for membership in the Plan; ¢

(iv) including, for purposes of determining compatisn, any amounts contributed on the Member’s lhébidhe Bonus
Replacement Retirement Plan; ¢

(v) excluding any amount attributable to (1) an Extdiwerry Event (as defined in the Retirement IncoraaPand (2) al
retirement enhancements related to past and faarkéce that may become payable due to a job tksving a
Change in Control (as defined in the Retirementine Plan) under the Retirement Income F

is the actual amount of benefits payable toroaccount of the Member as calculated under thieeReent Income Plan,
excluding any amounts attributable to (1) an Extlatary Event (as defined in the Retirement Incdtan) and (2) all
retirement enhancements related to past and faarkéce that may become payable due to a job tkmfing a Change in
Control (as defined in the Retirement Income Plarger the Retirement Income Pl

is the value of the benefit (excluding the mrtof such benefit attributable to employee cdmitions) which is payable,
which has been paid or which will become payabla kdember described in Section 2.02(d) from a dedlidefined benefit
plan to the extent such plan takes into accounpén®d of employment described in Section 3.01i(p)in the event the
Member has received, is receiving, or is schedtdedceive benefits from another such plan in amgpnfother than a single
life annuity or at a time other than when benefismmence under this Plan, the benefit to be takienaccount under this
subsection (c) shall be determined by the Compasgd on actuarial assumptions and factors reasouglited under the
Retirement Income Plan as of the date of determoimaand

is the actuarial equivalent value of any supplemdmtnefits previously paid to the Member undes ®lan, provided that tl
actuarial equivalent value of any supplemental fisngaid as a single sum shall be determined uiagctuarial
assumptions and factors reasonably utilized urideREetirement Income Plan as of the date of detextion.

Notwithstanding the preceding provisions of thigt®m 3.01, in the event a retired or terminatedider’s benefit calculated und
the Retirement Income Plan is increased for anyorafter the Member’'s supplemental benefit paymkave commenced in an
annuity form, the amount of any supplemental beéagiyable to or on account of such Member undeRtan shall be reduced
correspondingly on a prospective basis, and irettemt such increase is
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made retroactively resulting in the overpaymentarof or all of the Member’s supplemental benefitajre benefit payments under
this Plan shall be reduced to reflect such prie@rpsayments in any manner determined by the Comenittets discretion, and
applied on a consistent basis to all similarlyatiéal Members, until an amount equal to the totatmayments in the Member’s
supplemental benefit payments are recovered.

3.02. Subject to the following rules, an employee of @@mpany who becomes a Member under this Plan iordance with Section 2.1
shall elect in writing the form and timing of paymef the supplemental benefits payable on beHafioh Member under this Plan
within the thirty (30) day period following the Caonittee’ s determination that such employee has become abgte

(@)

(b)

()

(d)

The Member may elect to have his supplemental litergeid in the form of any annuity that is offen@alder the Retiremel
Income Plan (other than a level income life annaity level income joint and survivor annuity). éffive January 1, 2005, a
Member may initially elect to have his benefit paidhe form of a “life annuity” and then, immedi$t prior to
commencement of payment, elect the specific formctdarially equivalent life annuity among thosteégd under the
Retirement Income Pla

In no event shall the Member elect to haveshigplemental benefits commence or be paid eahér the later of: (i) the
Members attainment of age 55, or (ii) the date the Menfilogtr becomes eligible to receive his benefitsanttie Retiremer
Income Plan and in no event shall the Member étebtive his supplemental benefits commence or toelgt@r than the
Membe's attainment of age 65 or, if later, his actuateetent from the Compan

In no event shall the Member elect to have his Empental benefits commence to be paid later thanil Apf the calendar
year following the later of (x) the calendar yaamihich the Member attains age 70 1/2, or (y) tderadar year in which the
Member terminates employment.

In the event the Member fails to affirmativeligct the form and timing of payment of his suppaial benefits hereunder,
the Member shall be deemed to have elected to tiav®ipplemental benefits paid in the form andhattime that his
benefits are paid under the Retirement Income B#active January 1, 2009, in the event the Menfiaiés to affirmatively
elect the form and timing of payment of his suppeaial benefits hereunder, the Member shall be déemkave elected to
have his supplemental benefits paid in the forra tife annuity and at the later of the Member'siatinent of age 55 or
termination of employmen

Notwithstanding any other provision of the Plartte contrary, in the event the Member elects teiveca period certai
annuity or joint and survivor annuity and eithee theneficiary designated by the Member dies padhé¢
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date the Member commences receiving his suppleirieenefits or the Member designates his spousésdseheficiary and
the Member is not legally married to such spouseédiately preceding the date the Member commermmesving his
supplemental benefits, the Member’s election teikersuch period certain annuity or joint and suviannuity shall
automatically be converted to an election to regeisingle life annuity

3.03. Notwithstanding the provisions of Section 3.02, alvber who has not commenced receiving paymensdaupplemental benefi
may request in writing to the Committee to amer@ldbmmencement date of his supplemental beneéitsesl by the Member
under Section 3.02, in accordance with the follgniales:

(@)

A Member who has not commenced receiving paymehisofupplemental benefits may request to amentirttieg and/ot
form of payment of the supplemental benefits (stitfje@ the limitations of Section 3.02(a)) provid€dithe commencement
date in the absence of such distribution electiorradment is not within twelve (12) months of théedaf the amendment;
(ii) his amended commencement date is at leasven@2) months (five (5) years for election amendtaenade on or after
January 1, 2009) after the date of the distribuéilmttion amendment; and (iii) his amended commeece date is otherwis
in conformance with the provisions of Section 3t)2Notwithstanding the foregoing, during calengear 2007, a Member
who has not yet commenced receiving payment odiniplemental benefits may request in writing toGleenmittee to
amend the timing and/or form of payment (subje¢htlimitations of Section 3.02(a)) provided tmeesndment shall only
apply to amounts that would not otherwise be payabP007 and shall not cause an amount to beip&@07 that would
not otherwise be payable in 2007. Notwithstandirgforegoing, during calendar year 2008, a Membw®r has not yet
commenced receiving payment of his supplementatfitermay request in writing to the Committee toeguoh the timing
and/or form of payment (subject to the limitatiaisSection 3.02(a)) provided the amendment shayl apply to amounts
that would not otherwise be payable in 2008 andl slbacause an amount to be paid in 2008 that dvook otherwise be
payable in 200€

3.04. Notwithstanding the provisions of Section 3.01 &sattion 3.02, supplemental benefits shall be payabtler this Plan to or ¢
account of a Member described in Section 2.02(d): Wil is involuntarily terminated after completioge year of service but prior
to becoming vested in the Retirement Income Plad, (&) receives severance pay benefits under gvei@nce Pay Plan for
Salaried Employees of Armstrong World Industries, lor any individual severance agreement. The Meislsupplemental
benefits will be calculated using the guaranteatsjipa schedule for Salaried Employees of Armstidfagld Industries, Inc. under
the Retirement Income Plan multiplied by the tgtrs of service credited for employment prioriso®ompany employment, .
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determined in Section 2.02(d) and his years of Comgemployment and shall be payable in the form sihgle life annuity
commencing as of the later of the Men’s attainment of age 62 or the Men’s termination date

3.05.1f a Member is restored to employment with the Campafter having retired, any monthly payments unide Plan shall be
discontinued and, upon subsequent retirement mination of employment with the Company, the Mentbenefits under the
Plan shall be recomputed in accordance with Se@&idh and shall again become payable to such Meinlzacordance with the
provisions of the Plan, including his election un8ection 3.02

3.06.1n the event the dollar amount of the maximum bi¢neider the Retirement Income Plan pursuant taiG@ed 15 of the Internal
Revenue Code increases because of adjustments @osh of living, the supplemental benefits of 8gmber payable under the
Plan, whether or not in pay status, shall be redaied to take into account the higher maximum bepayable from the Retireme
Income Plan. If payments have already commencedruhé Retirement Income Plan and this Plan, beaefounts under both
plans shall be adjusted to reflect the higher marinbenefit, by increasing the amount paid undeRiégtrement Income Plan and
decreasing the amount paid under this Plan, asa®administratively possible after such a chaNgéwithstanding the above, if
the Retirement Income Plan is terminated, no adfjests shall be made to benefits payable undePthis with respect to changes
in the maximum benefit after the date of such taation.

3.07 In the event a Member dies after becoming vesteléiuthe Retirement Income Plan but prior to the diéd supplemental benefits
under this Plan are scheduled to commence or loe @apouse’s benefit shall be payable to the Mebarviving spouse. The
spouse’s benefit shall be paid to the Member’sisimg spouse in a life annuity, beginning as of fingt day of the month
immediately following the date of the Member’s deat, if later, the date the Member would haveiad¢td age 55 if he had lived,
under which each payment shall equal one-ha&lfy) of the amount that would have been payable tdvtember under
Section 3.01 if the Member had elected a singéediinuity under Section 3.02 with payments comnmgnas of the same date as
the spouse’s benefit.

3.08. Effective as of March 1, 2004, all rights and bbfigations of the Company to honor single-sum diitwal requests shall be
terminated

3.09. Effective January 1, 2005, notwithstanding any miow of this Plan to the contrary, if the Memb&considered a Specifit
Employee at termination of employment under suctt@dures as established by the Company in accardeitit Section 409A of
the Internal Revenue Code, benefit distributiorsg #re made by reason of termination of employmeat not commence earlier
than six (6) months after the date of such ternonadf employment. Therefore, in the event thist®ec3.09 is applicable to a
Member, any distribution that would otherwise b&lga the Member within the first six months follow the
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termination of employment shall be accumulated aid to the Participant in a lump sum (payable \iterest determined based
upon the short-term applicable federal rate (ARR)purposes of Section 1274(d) of the Internal ReeeCode for the November
preceding the calendar year of the terminatiomgbleyment) on the first day of the seventh montlofeing the termination of
employment. All subsequent distributions shall b&lpn the manner specifie

3.10. Notwithstanding any other provision of the Planhe contrary, a Member may request at any timedeive a lump sur
distribution of a portion of his supplemental benheéfie to ar*Unforeseeable Emerger” as follows:

(@)

(b)

(€)

(d)
(€)

“Unforeseeable Emergency” shall mean any sefigaacial hardship to the Member resulting fromilaress or accident of
the Member or his spouse or dependent (as definBédtion 152 of the Internal Revenue Code, withegard to Sections
152(b)(1), (b)(2) and (d)(1)(B) thereof), loss b&tMember’'s property due to casualty, or otherlsingxtraordinary and
unforeseeable circumstances arising as a resaltasfts beyond the control of the Memt

Any distribution pursuant to this provisionlimited to the amount necessary to meet the emeygemd any amounts
necessary to pay any federal, state, local ordargicome taxes or penalties reasonably anticipateglsult from such
distribution.

The circumstances that will constitute an Uasareable Emergency will depend upon the factsaf ease, but, in any case,
payment may not be made to the extent that suashgris or may be relieved (i) through reimbursethte compensation
by insurance or otherwise or (ii) by liquidationtb& Participant’s assets, to the extent the ligpineh of such assets would
not itself cause severe financial hards

If the Committee determines that a Particigeg demonstrated an Unforeseeable Emergency, timerdeation to make a
distribution pursuant to this Section 3.10 remainthe sole discretion of the Committ

Any distribution due to an Unforeseeable Emecgeshall be made by determining the Actuarial Eglgint Present Value of
the Member’s supplemental benefits and a lump sigiritlslition shall not be in excess of such Actudeiguivalent Present
Value. In the event the distribution is less thiaa Actuarial Equivalent Present Value, the Actldguivalent Present value
of the Membe’'s supplemental benefits shall then be reduceddardance with Section 3.01(t

Article 4. Administration

4.01.The administration of the Plan and the respongjtiitir carrying out its provisions are vested iRetirement Committee which sh
be composed of the members of the Retirement Caesrprovided for under Article 1X of tr
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Retirement Income Plan. The provisions of Artictedf the Retirement Income Plan concerning powétsi® Committee shall
apply under this Plan. The Retirement Committed sla@e the full and exclusive discretion and auitiydto interpret the Plan and
to determine all benefits and to resolve all questiarising from the administration, interpretatiand application of Plan
provisions, either by general rules or by particdlecisions, including determinations as to whethelaimant is eligible for
benefits, the amount, form and timing of benefitsd any other matter (including any question of)feaised by a claimant or
identified by the Retirement Committee. All decissoof the Committee shall be conclusive and bindipgn all affected persons.
The expenses of the Committee shall be paid dirbgtthe Company

Article 5. General Provisions

5.01. The establishment of the Plan shall not be condtaseconferring any legal rights upon any persorafcontinuation of
employment, nor shall it interfere with the riglfsthe Company to discharge any employee and &b hien without regard to the
effect which such treatment might have upon hira dember of the Plan. No legal or beneficial ins¢ie any of the Company’s
assets is intended to be conferred by the terrttsedPlan

5.02.1n the event that the Committee shall find thatenMber or other person entitled to benefits hereuisdenable to care for his affa
because of iliness or accident, the Committee nir@gtdthat any benefit payment due him, unlesswckstiall have been made
therefor by a duly appointed legal representatieepaid to his spouse, a child, a parent or otleerdrelative, or to a person with
whom he resides, and any such payment so madebghalcomplete discharge of the liabilities of @@mpany and the Plan
therefor.

5.03. The Company shall have the right to deduct fronhgeyment to be made under the Plan any requirddhalding taxes

5.04. Subject to any applicable law, no benefit underRle shall be subject in any manner to anticipatidienation, sale, transfer,
assignment, pledge, encumbrance or charge, angtsn to do shall be void, nor shall any such fiebe in any manner liable for
or subject to garnishment, attachment, executidewy, or liable for or subject to the debts, cants, liabilities, engagements or
torts of the Member. In the event that the Commaitkall find that any Member or other person extitb benefits hereunder has
become bankrupt or has made any such attempt @sfiect to any such benefit, such benefit shallecaad terminate, and in that
event the Board shall hold or apply the same toothe benefit of such Member or other persontletito benefits

5.05.(a) In the event that a Member (i) is dischargednfitiful, deliberate, or gross misconduct as detieed by the Board of Directors
or a duly constituted committee thereof; or (iijjdflowing the Member’s termination of employmenittwthe Company and, within
a period of three years thereaft
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the Member engages in any business or entersigtermployment which the Board of Directors or aydtdnstituted committee
thereof determines to be either directly or indisecompetitive with the business of the Companguostantially injurious to the
Company'’s financial interest (the occurrence oéwaant described in (i) or (ii) shall be referrecag”Injurious Conduct”), all
benefits which would otherwise be payable to hirdamthe Plan shall be forfeited. Further, the BadrDirectors or a duly
constituted committee thereof, in its discretiomymequire the Member who has engaged in Injur@oisduct to return any
amounts previously received by the Member, provithedright to require repayment under this subsadh) must be exercised
within ninety (90) days after the Board (or comesttas the case may be) first learns of the Injsridonduct, but in no event later
than twenty-four (24) months after the Member'srigiation of employment with the Company. A Membexymequest the Board
of Directors or a duly constituted committee thér@owriting, to determine whether any proposedibass or employment activity
would constitute Injurious Conduct. Such a reqsést! fully describe the proposed activity and Buard’s (or the committee’s, as
the case may be) determination shall be limitetthéospecific activity so describe

(b)  Notwithstanding the foregoing, benefits shall nease or be forfeited or be required to be repaictindecause the Memb
(1) owns publicly traded shares of stock of a coapion which competes with the Company, or (2)@&3 as a consultant fc
(b) has an investment in, or (c) is a Board menalb@rbusiness where after the Member notifies the@any in writing in
advance of his potential involvement under (2)(),0r (c), the Company’s Board of Directors ondycconstituted
committee thereof determines that the Member watllye in violation of the Company’s Conflicts oténest policy, or
(3) becomes associated with a business which caspéth the Company within two years following ahd@hge in Control”
and is eligible for benefits under any individuaverance agreemel

5.06.The Plan shall be constructed, regulated and adteneid under the laws of the Commonwealth of Pdunasia.
5.07.The masculine pronoun shall mean the feminine wisgrappropriate

5.08.The Board of Directors may, through written resiolus adopted by the Board of Directors, amend seatitinue the Retireme
Benefit Equity Plan at any time; provided, howevhat if the Plan is amended to discontinue or cedhe amount of supplemental
benefit payments (except as may be required pursaamy plan arising from insolvency or bankruppegceedings) (a) any
Member who is being paid his supplemental bengfitaediately prior to the effective date of the adrent shall continue to be
paid his supplemental benefits in the amount andn@a(as provided under Article 3 hereof) as theyenbeing paid at the time of
such amendment, and (b) any Member who is not @iy his supplemental benefits immediately priothie effective date of the
amendmen
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shall be entitled to receive (i) the supplemen&aldits accrued by such Member as of the effediate of the amendment, with
such supplemental benefits being paid at the tieeated by the Member under Section 3.02, and i) lagal fees and related
expenses incurred by the Member in receiving supplemental benefits (as permitted under Sectif8(B)) and interest under
Section 5.09(f) (to the extent applicable). Notwitinding the preceding sentence, any written empdoy agreement between the
Executive Committee and any Member described inseldb) of the preceding sentence shall goverhg@xtent such agreement
either amends or discontinues the Member’s suppitahbenefits under the Plan, and Section 5.09 gbakrn to the extent any
Member engages in Injurious Conduct as defined uthd section

5.09.(a) Any person claiming a benefit, requesting darpretation or ruling under the Plan, or requestiiormation under the Plan
shall present the request in writing to the Coneeitivhich shall respond in writing as soon as prabte.

(b)

()

(d)

(€)

If the claim or request is denied, the written cetf denial shall stat

(i) The reasons for denial, with specific referencthoPlan provisions on which the denial is ba

(i) A description of any additional material or infortiea required and an explanation of why it is neeeg.
(i) An explanation of the PI¢s claim review procedur

Any person whose claim or request is deniedtoy has not received a response within thirty (B0)s may request review

by notice given in writing to the Committee. Thaioh or request shall be reviewed by the Committke may, but shall not
be required to, grant the claimant a hearing. @reve the claimant may have representation, exampérgnent documents,

and submit issues and comments in writ

The decision on review shall normally be madihiw sixty (60) days. If an extension of time exquired for a hearing or
other special circumstances, the claimant shatidiéied and the time limit shall be one hundreémty (120) days. The
decision shall be in writing and shall state thesmns and the relevant Plan provisions. All deosian review shall be final
and bind all parties concerne

In the event a Member’s claim for supplemehtalefits under this Plan is denied and the Membeeessfully appeals the
denial of such claim under the foregoing proceduies Company shall pay or reimburse the legal éesexpenses directly
incurred by the Member in connection with his appedject to a maximum payment or reimbursememnetthird of the
Actuarial Equivalent Present Value of the suppletadmenefits to which the Member is entitled. Farposes of the
preceding sentence, actual
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(f)

equivalence shall be determined using the actuassimptions and factors reasonably utilized utideRetirement Income
Plan as of the date of determination. Any suchllégss and expenses shall be paid by the Compamy tm behalf of, the
Member no later than thirty (30) days following tlember’s written request for the payment of swedel fees and
expenses, provided the Member supplies the Conenitith evidence of the fees and expenses incuyabdeoMember that
the Committee, in its sole discretion, determirsesifficient.

Further, in the event a Meml's claim for supplemental benefits under this Péagenied and the Member successf
appeals the denial of such claim under the foragpiocedures, the Company shall pay to the Menmterdst on the portic
of the Member’s supplemental benefits that wereotieérwise paid when due because of the initialadef the claim. For
purposes of the preceding sentence, interestabailie at an annual rate equal to the prime raq@ated in the Wall Street
Journal as of the date the supplemental benefitddvatherwise have been paid if the claim had nitiglly been denied,
plus five percent (5%), and shall be adjusted asssary to reflect any partial payment or paymehtse amounts owed to
the Member
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BONUS REPLACEMENT RETIREMENT PLAN
OF ARMSTRONG WORLD INDUSTRIES, INC.

Foreword

Effective January 1, 1998, Armstrong World Indwestrilnc. adopted the Bonus Replacement Retirenmientd? Armstrong World
Industries, Inc. (the “Plan”) for the benefit ofrtaén of its employees.

The Plan hereinafter set forth has been approveatdéBoard of Directors of Armstrong World Indussj Inc. and is intended to conform
to the requirements of the Employee Retirementrive&ecurity Act of 1974, as amended, and to qualifg profit sharing plan under
Section 401(a) of the Internal Revenue Code of 188&mended, or any other applicable sectionsdher

Since January 1, 1998, the Plan was amended asvéoll

. The Plan was amended in December of 2002, butteféeganuary 1, 1998, in response to IRS commeritictude specific chang

to the definition of compensation used in applyting limitations of Article XI, and to add languagédressing the treatment of
military service.

. Effective as of January 1, 2003, Armstrong WooddBuots, Inc. (including its divisions AFP Wood Floar and Armstrong Cabint
Products) was designated as a Participating Compadyoverage was extended to include certain graptoof AFP Wood
Flooring and Armstrong Cabinet Products Divisioh&uonstrong Wood Products, Inc. In addition, effeetJanuary 1, 2003, the
Asset Manager Funds were removed from the PlarttenBidelity Equity Income Fund, the Fidelity Integdiate Bond Fund, and
the Fidelity Freedom Funds substituted in lieu ¢loél

Effective January 1, 2003, the Plan was amendedestdted to incorporate amendments adopted diedadt restatement of the Plan.
Since January 1, 2003, the Plan was amended fromtt time to make various design and statutorygés, including the following:
. Effective March 1, 2005, the Plan was amendedrtoore the Money Market Fund as an available investrakernative

. Effective January 1, 2007, the Plan was amendeehove the existing vesting schedule and 100%alesbntributions made t
the Plan and to modify the default investment uridemplan to be a target retirement Balanced F

Unless a different date is specified in the PlaRlean amendment or in resolutions of the Retiren@@mhmittee or the Board of Directors
of the Company, the Plan is hereby amended anategse¢ffective as of January 1, 2007 to incorpgreggious amendments to the Plan, with
the intent that the amended and restated Planisdalibmitted to the Intern



Revenue Service for an advance determination tiealPtan continues to be qualified under Code Sedtrd (a). However, any Plan provision
necessary to comply with the requirements of fddegaslation or regulations, which requirementséan earlier required effective date, shall
be effective retroactively to the date requiredtry applicable law or regulation. In any case wizepeovision of the Plan has an effective date
later than January 1, 2007, the language of the #dn effect immediately prior to this restatetrsall continue to apply until such later
effective date.

The rights to benefits of any eligible employee sde@mployment terminates prior to the effective ddtany amendment to the Plan, .
the rights of the Beneficiary of such eligible eoyse, shall be determined solely by the provismitthie Plan under which such eligible
employee is covered, if any, as in effect at threetof such termination of employment, unless otlisrspecifically provided herei
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ARTICLE |
Definitions

As used herein, unless otherwise defined or reduiyethe context, the following words and phradeslsave the meanings indicated.
Some of the words and phrases used in the Plamadefined in this Article I, but, for convenieneee defined as they are introduced into the
text.

1.1 Account” means the Member’s account into wisicall be credited the amounts in the InvestmentBattributable to contributions
made by the Company on the Member's behalf pursimaection 3.1.

1.2 “Affiliated Company” means any company whichiétated to the Company as a member of a contrgiedp of corporations in
accordance with Section 414(b) of the Code, ortagde or business under common control in accaaaith Section 414(c) of the Code, or
any other entity to the extent it is required tateated as an Affiliated Company in accordancé Biection 414(0) of the Code and any
regulations thereunder, or any organization whécpart of an affiliated service group in accordawit Section 414(m) of the Code. For the
purposes under the Plan of determining whetheobarmerson is an employee and the period of emmdoy of such person, each such
company shall be considered an Affiliated Compamly for such period or periods during which suchestcompany is a member of the
controlled group or under common control.

1.3 “Beneficiary” means such beneficiary as maylésignated pursuant to Section 2.3.
1.4 “Board of Directors” means the Board of Direstof the Company.

1.5 “Code” means the Internal Revenue Code of 188&mended.

1.6 “Committee” means the committee appointed ooedance with Section 8.1.

1.7 “Company” means Armstrong World Industries,.JacPennsylvania corporation, or any successondrgier, purchase or otherwise
with respect to its employees.

1.8 “Company Contributions” mean those contribugiomde by the Company under Section 3.1.

1.9 “Continuous Employment” means, subject to fithe provisions set forth herein, service with @@mpany or one or more Affiliated
Companies, including successive service with twmore Affiliated Companies.
(a) Notwithstanding the foregoing, periods whileamnuncompensated leave of absence or an uncontpe tespoff shall be
disregarded in the determination of an Employe@at@uous Employment.
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(b) Continuous Employment shall be deemed terméhatethe earliest of the following events:
(1) Death, retirement, resignation, or quit by Eraployee;
(2) Discharge;
(3) Failure to return to work on:
(i) Expiration of approved leave of absence;
(i) Recall after layoff;
(ii) Expiration of reemployment rights protecteg law; or
(4) Elapse of 12 months following layoff withoutel.

1.10 “Effective Date” means January 1, 1998, ohdater date as of which the Plan is made applkcabaccordance with Section 10.8.

1.11 “Employee” means a person in the employ ofGbmpany or an Affiliated Company. The term “Emmeyshall exclude any pers
who is (i) a leased employee, (i) a member of @aiaing unit, and (iii) a foreign national or eiin of a territorial possession of the United
States of America whose employment relationshipomtract of employment originates at, and whoseises are performed solely for and a
branch facility of the Company outside the Unitedt&s. The term “leased employee” shall mean arsopgother than an Employee of the
Company or an Affiliated Company) who pursuantricagreement between the Company or Affiliated Camg@and any other persongasing
organization”) has performed services for the Camypar an Affiliated Company on a substantially ftithe basis for a period of at least one
year, and such services are performed under theapyidirection or control by the Company or an dfed Company. A leased employee s
not be considered an Employee of the Company éffilimted Company if: (i) such individual is coved by a money purchase pension plan
providing (1) an employer contribution of 10% ohgpensation as defined under Section 11.1, (2) inmteg@articipation, and (3) full and
immediate vesting; and (ii) leased employees daapstitute more than 20% of the Company’s nonlyigbimpensated workforce.

1.12 “ERISA” means the Employee Retirement Incoraeusity Act of 1974, as amended.

1.13 “Fund” or “Investment Fund” means any of teparate funds in which contributions to the Planiavested in accordance with
Article IV.

1.14 “Insurance Company” means the insurance coynpaich issues a contact, and any successor inseli@mpany thereto.

1.15 “Insurance Contract” means a contract issyeghbinsurance Company to fund benefits under the, Rnd any successor contract
thereto.



1.16 “Investing Institution” means a Trustee, agurance Company, mutual fund or investment manabgah is designated by the
Committee, by Trust Agreement or Insurance Conttaananage the Funds.

1.17 “Member” means any Employee who becomes a Memibthis Plan as provided in Section 2.1.

1.18 “Named Fiduciary” means the Board of Directtine Committee, and the Trustee.

1.19 “Participating Company” means the Companynyrather Affiliated Company approved by the Comestt

1.20 “Plan” means the Bonus Replacement Retireflamt of Armstrong World Industries, Inc. , as déssul herein.

1.21 “Plan Year” means the 12-month period begigmin January 1 and ending on the following Decertier

1.22 “Trust Agreement” means the agreement eniaeteetween the Company and the Trustee to funefiie under the Plan.

1.23 “Trust Fund” means the cash and other pragedrising from contributions made by the Compargcicordance with the provisions
of this Plan and held and administered by the ®ripursuant to the Trust Agreement.

1.24 “Trustee” means any bank or trust companygthesed by the Board of Directors under a trustegent to receive Company
Contributions made in accordance with Section 3.1.

1.25 “Valuation Date” means the date or datespatiaable, on which the Trust Fund is valued incaadance with Article V.
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ARTICLE Il

Eligibility, Membership, and Beneficiary Designatian

2.1 Eligibility . Each Employee of a Participating Company whaherfirst day of the Plan Year, is (1) at a graelesl of 18 or more on
the Participating Company’s organizational manageragstem, and (2) eligible to participate in thentpany’s Management Achievement
Plan shall become a Member on the later of (A)&fiective Date of the Plan, or (B) the date the Eypee first satisfies the criteria for Plan
eligibility. An Employee who has transferred fronetemployment of a foreign subsidiary of the Conyparthe employment of a Participating
Company and who is accruing benefits under a ragre program maintained by such foreign subsidsagll not become a Member of the
Plan until the earliest of the date on which:

(a) He becomes a United States citizen;
(b) He is granted permanent resident alien statdenthe laws of the United States; or
(c) He ceases to accrue benefits under such foseibsidiary retirement program.
2.2 Suspension of Membership due to Transfer to-Slovered Employmentlf, in any Plan Year, a Member is not in a catgguf

employment described in Section 2.1 above as ditalay of such Plan Year, but continues in theleyment of the Company or an
Affiliated Company, he shall be a suspended Menfitrethe entire such Plan Year subject to the foilfgaconditions:

(a) During the period of his suspension, the Mensibedl not be entitled to share in any allocatioh€ompany Contributions. If
during the period of his suspension his employnhemiinates or he retires or dies, there shall tistaibution of his Account in
accordance with Article VI.

(b) If and when a suspended Member again becompkoged by the Company at a grade level of 18 ovabbe shall again be an
active Member as of that date and may share irelogations of Company Contributions (in accordawété the terms of the Plan).

2.3 Beneficiary DesignationSubject to the rules set forth below with respgecharried Members, each Member has the righaitoena
Beneficiary to receive any death benefits payableinder. Each Member also has the right, from toriene, to change any designation of
Beneficiary. A designation or change of Beneficiamyst be in writing on forms supplied by the Contedtand any change of Beneficiary will
not become effective until such change of Benefycig filed with the Committee or its designee wieetor not the Member is alive at the time
of such filing; provided, however, that any suclmge will not be effective with respect to any payts made by the Trustee in accordance
with the Member’s last designation and prior totihee such change was received by the Committés designee. In the case of any Member
who is married on the date of his death, the Merslsgrouse as of his
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date of death shall be his Beneficiary unless spduse shall have consented to a different Beaeficn prescribed forms and before either a
notary public or an individual designated by ther@attee. Such spousal consent must acknowledgeftbet of the Beneficiary designation.
In the absence of an effective Beneficiary designadr if a named Beneficiary shall have died andcantingent Beneficiary shall have been
properly designated, the first of the followingssas of successive preference beneficiaries shaticoBeneficiary:

(a) the Member’s surviving spouse;

(b) the Member’s surviving children;

(c) the estate of the Member.
Any individual who is designated as an alternatgepaunder a “qualified domestic relations ordes’ dafined in Code Section 414(p)) relating
to a Member’s Account under this Plan shall betté@a@as a Beneficiary hereunder, to the extent gea/by such order. The Committee may
require and rely upon such proof of death and swathence of the right of any Beneficiary or othergon to receive the undistributed value of

a deceased Member’s Account as the Committee mawy geoper, and its determination of death and efight of such Beneficiary or other
person to receive payment shall be conclusive.



ARTICLE 1lI

Company Contributions

3.1 Company ContributionsThe Company may contribute to the Plan the ansonetessary to make the following allocations.

(a) Allocations - Company Contributions for a P¥ar shall be allocated to the Accounts of Membdre are employed in a
category described in Section 2.1 on the last daych Plan Year in accordance with the following:

(1) If a Member’'s employment grade is at least gra8l but not more than grade 19 under the Compamganizational
management system as of January 1 of the Plan ¥ea€ompany Contributions allocated on behalfugshsMember for the Plan
Year shall be equal to the lesser of (i) 50% ofabtial “gross bonus” (as such term is defined ottt Company’s Management
Achievement Plan) awarded to the Employee unde€tmapany’s Management Achievement Plan with resjpesgrvices
performed by the Member for the Company for therdar year coinciding with such Plan Year, or&i)500.

(2) If a Member’s employment grade is at least grad but not more than grade 21 under the Compamganizational
management system as of January 1 of the Plan ¥ea€ompany Contributions allocated on behalfugshsMember for the Plan
Year shall be equal to the lesser of (i) 50% ofabgial “gross bonus” awarded to the Employee utideCompany’s Management
Achievement Plan with respect to services perfortmethe Member for the Company for the calendar geaciding with such
Plan Year, or (ii) $15,000.

(3) If a Member’'s employment grade is at least gra@ under the Company’s organizational managesystém as of
January 1 of the Plan Year, the Company Contribstallocated on behalf of such Member for the Maar shall be equal to the
lesser of (i) 50% of the actual “gross bonus” awdrtb the Employee under the Company’s Managemehiefement Plan with
respect to services performed by the Member foCitvapany for the calendar year coinciding with sBtmn Year, or (ii) $20,000.

3.2 Return of ContributionsAll Company Contributions are conditioned on theing allowed as a deduction for federal incoae t
purposes. Notwithstanding any provision of the Rtathe contrary, Company Contributions made toRtas may be returned to the Company
if:

(a) the contribution is made by reason of mistakiact; or
(b) the contribution is conditioned on its deduititypunder Code Section 404 and such deductibilitgenied;

provided such return of contribution is made withire year of the mistaken payment of the contrisutir the disallowance of the deduction,
as the case may be. A contribution shall be consitie® be made by reason of a mistake of facoifekample, it is based on incorrect
information as to eligibility or compensation of Bmployee, a mathematical error or an erroneousftibt such contribution is consistent
with the limitations of Section 11.1. So



much of the contribution as is attributable to thistake of fact shall be repaid by the Trustee upemand by the Company upon presentation
of evidence of the mistake of fact and calculaisrto the impact of the mistake.

3.3 Vesting of Membés Account and ForfeituresA Member shall have a vested and nonforfeitafitierest in his Account immediately
upon becoming a Member.




ARTICLE IV

Investment of Contributions

4.1 Investment FundsContributions to the Plan shall be invested lgyltivesting Institution in one or more of the feliog Investment
Funds in accordance with Section 4.2:

(a) “Equity Investment Fund” is one or more divéesl equity funds, as may be available from timéinee, invested in equity
securities or securities convertible into equitgwséies or in a commingled equity trust for thelective investment of funds of employee
benefit plans qualified under Section 401(a) ofGwele (or corresponding provisions of any subseijtederal revenue law at the time
effect), excluding, however, any stocks or otheusigies of the Investing Institution. This exclosishall not apply to any investment in a
commingled trust or Insurance Company account ragquibed by applicable law. Pending the selectiot purchase of suitable
investments for this Fund, any part of this Fung/ daa invested in short-term and medium-term fixezbime securities, such as
commercial paper, notes of finance companies, alidations of the U.S. Government and any agendpsirumentality thereof.

(b) “Stable Value Fund” is one or more stable vdluels, as may be available from time to time, gted in investment contracts
issued by insurance companies and other finanmgséitutions, fixed income securities such as Urgasury and agency bonds, corporate
bonds, mortgage-backed securities, asset-backedtsesand bond funds, futures contracts, optiontiacts and swap agreements, and
money market funds and other short term investmergsovide daily liquidity, and may also includezestment in any commingled trust
fund qualified under Section 401(a) of the Codecf@responding provisions of any subsequent Fedevahue law at the time in effect),
which is invested primarily in similar types of siities.

(c) “Company Stock Fund” is a fund designed sotelinvest in the common stock of Armstrong Holdinige. or to hold the
common stock of Armstrong Holdings, Inc. contriltite the Plan by the Company. Up to 100% of thetassf the Plan may be invested
in the Company Stock Fund. As of May 1, 2000, estwdre of Company Stock held by the Plan will beveoted into a share of common
stock of Armstrong Holdings, Inc. Thereafter, aaference to “Company Stock” or “Company commonl|stat the Plan shall refer to
the common stock of Armstrong Holdings, Inc. Nohsianding the foregoing, beginning January 1, 2681 Company Stock Fund shall
not be available as an Investment Fund with regpdalvestment elections under Section 4.1, chaingewestment options under
Section 4.2, and transfers between Investment Funder Section 4.4.

(d) “Balanced Fund” is one or more balanced fuadsnay be available from time to time, that invest mixture of bonds,
equities, and short-term instruments, as deterntiyettie Fund manager.

Any such common, collective or commingled trustdsimeferred to in connection with the Funds reféteein Subsections 4.1(a), 4.1(b), or 4.1
(d) shall satisfy such requirements of



ERISA governing the establishment of such fundgHerinvestment of assets of employee benefit pjaiadified under Section 401(a) and
exempt under Section 501(a) of the Code whereup@instrument or instruments establishing such comroollective or commingled trust
funds, as amended from time to time, shall cortstitupart of this Plan and the Trust Agreement vafpect to any assets of the Investment
Fund(s) which are at the time invested in such $uddhy portion of an Investment Fund may, pendiagnmanent investment or distribution, be
invested in short term securities issued or guasthby the United States of America or any ageméystrumentality thereof or any other
investments of a short term nature, including caatmobligations or patrticipation’s therein or thgh the medium of any common, collective
or commingled trust fund maintained by the Trustbéch is invested principally in property of thenldi specified in this Section. A portion of
an Investment Fund may be maintained in cash.

4.2 Investment ElectionsCompany Contributions made on a Member’s behadieu Section 3.1 will be invested in multiples &6,1in
any one or more of the Investment Funds (other tharCompany Stock Fund, with respect to Companyti@utions made on and after
January 1, 2001), as elected by the Member in deooe with such uniform rules as the Committee adypt from time to time. If Company
Contributions are made prior to the time that a Mermrhas made an election under this Section 4ch, @empany Contributions shall be
invested in the Balanced Fund until such investregattion is received. Any Company Contributionat thre designated by the Member to be
invested in the Company Stock Fund shall be ingeista Balanced Fund until the Member properly giegies the investment of such
Company Contributions in and among the other Imaest Funds available under Section 4.1.

4.3 Change in Investment Option& Member may change his election of the Investnk@mds (other than the Company Stock Fund,
with respect to Company Contributions made on dtet danuary 1, 2001) at any time with respectny subsequent Company Contributions
to be allocated on his behalf, by giving noticecliiing telephonic notice) to the Committee in so@mner and within the time limit prescrit
by the Committee.

4.4 Transfer Between Funds

(a) An active or inactive Member may elect to tfansll or any portion of the value of his Accoumine of the Investment Funds
to any other Investment Fund (other than the Comgack Fund, with respect to transfer requestsameadand after January 1, 2001) at
the following times (and under such uniform rulestee Committee may adopt from time to time):

(1) Any election to transfer between and amonggteity Investment Fund, the Stable Value Fund &edalanced Fund
(and any related funds maintained in the Equityestment Fund, the Stable Value Fund and the BadalRead) may be made at ¢
time, to be effective as soon as practicable tlieneand

(2) Any election to transfer from the Company Stécikad may be made at any time. Effective Janua®pQy, transactions
will be executed daily, and are subject to nornettlement timeframes and practices.
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(b) Except as otherwise provided, transfers purstgathis Section 4.4 may be made by telephonirtg@do the Investing
Institution, and shall be effective as soon astprable following the Investing Institution’s repeiof the notice.

4.5 Investment OptionsEach Member is solely responsible for the sedaatif his investment option. The Investing Instdos, the
Committee, the Company or any of the officers gresuisors of the Company are not empowered to advidlember as to the manner in wi
his Account shall be invested. The fact that a §8cis available to Members for investment under Plan shall not be construed as a
recommendation for the purchase of that securdy shall the designation of any option impose éaalyility on the Company, its directors,
officers or employees, the Investing Institutiotie Committee or any Member of the Plan.

4.6 Voting Rights; Offer to Purchase Stack

(a) Voting- All Company stock (including fractional sharethe value of which is allocated to Members’ Accayshall be voted
by the Trustee of the Trust, in accordance witlricdions from the Members. Armstrong Holdings,.Isleall provide Members with
notices and information statements when votingtsigine to be exercised, the content of which mesemlly be the same as for all
holders of interests in Company stock. Fractiohares may be voted by the Trustee on a combinesg, im®rder to reflect the direction
of the Members holding such shares. The Trusteétsbalate the instructions and shall determiresrtitio of votes for and against each
proposition. The Trustee shall then vote all stoeld by it, including stock for which no instruat®have been received, in the ratios
determined by the vote of those Members who retuumting instructions.

(b) Tender Offer Procedurdn the event any offer is made to shareholdewrofstrong Holdings, Inc. generally by any person
corporation or other entity (the “Offeror”) to pinase any or all of the outstanding stock of Armmagréloldings, Inc., including the stock
the value of which is then held in Members’ Accaynhen and in that event the Trustee shall pronipitivard to each Member all
materials and written information furnished to Trreistee by the Offeror and/or by Armstrong Holdinige. in connection therewith, and
shall notify each Member in writing of the numbésbares of Company stock the value of which is ttredited to such Member’s
Account. Such notice shall also set forth the sgtfforded each Member by the following sentencksdrall state that, absent timely
instructions from such Member to the Trustee, malée to the Offeror shall be made of any of theahapecified in such written notice.
Each Member shall be entitled to instruct the Teasts to whether all (but not less than all) ofsth@res of Company stock standing tc
credit should be tendered by the Trustee purswasuch offer.

(c) Shares Tenderedrhe Trustee shall tender only those shares ofgamm stock the value of which is held in a Member’s
Account for which it receives instructions to snder from such Member and shall not tender anyeshas to which such instructions are
not so received.

(d) Proceeds In the event that Company stock the value of Wihgcheld in a Member’s Account is tendered, trecpeds received
upon the acceptance of such tender by
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the Offeror shall be credited to such Member’s AsttoThe Trustee shall invest amounts represettiagroceeds of tendered Company
stock and any earnings thereon, in accordanceimstiuctions from the Committee.

4.7 Limitations. Provisions of this Article are subject to theitmtions of any contract with any Investing Intiibn.
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ARTICLE V

Valuation of a Member's Account

“Valuation Date”shall mean any day that the New York Stock Exchasg@en for trading or such other date as maydségdated by tr
Committee or its delegate. The Investment Funderiesd in Section 4.1 shall be valued on each Malndate in accordance with rules
established by the Committee. Whenever a distobutd a Member is made, the amount paid to the Mersball be based on the value of the
Member’s Account determined as of the ValuationeDs#t forth in Article VI.

Each Member’'s Account will be credited, as of treduation Date on which such amounts are receivettidy rustee, with all
contributions made on the Member’s behalf and éebitith the amount of any distribution made toMember or on the Member’s behalf
pursuant to Article VI. The Account of each Membelt also be adjusted, as of each Valuation Datejricreases reflecting the Member’s
share of the net investment income and any reafineldunrealized capital gains of the Funds ande@dsess reflecting the Member’s share of
any realized and unrealized losses, including ahlusses, as well as the payment of brokeragediegsransfer taxes applicable to purchases
and sales for each Investment Fund and all sifréaisactions, and any Plan administrative expetosttge extent they are not paid by the
Company, of the Investment Funds that occurrecedine last Valuation Date. Except to the extenéwtiise reflected in the value of mutual
fund shares, such Member’s share of such incoméoasds will be that portion of the total net invesnt income, capital gains and losses of
each such Investment Fund which bears the saneetoaguch total as the balance of his Member Actattributable to each such Investment
Fund on the preceding Valuation Date bears to ggeegate of the balances of all Member Accountibatable to each such Investment Fund
as of the preceding Valuation Date.
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ARTICLE VI
Distributions

6.1 Distributions on Termination of Employment Qthiegan by Reason of a MembgDeath

(a) Subject to Section 6.4, if a Member termina@ployment for any reason other than death, heetey (in the manner specifi
by the Committee) at any time following his terntioa to receive a single sum cash payment of hisofint as soon as practicable
following the Committee’s receipt of the Memberleation.

(b) If a Member is eligible to receive a distritortiin accordance with subsection (a), he may reduéke manner prescribed by 1
Committee (including telephonically) to have sudstribution paid directly to him or paid as a “diteollover distribution” (as defined in
Code Section 402(c) and the regulations and othielagce issued thereunder).

(c) The amount of such distribution shall be valasdf the Valuation Date prior to the actual disttion, which will be on the date
of the request or as soon as administratively fdasi

(d) Notwithstanding subsection (a), the portioriref Member’s Account that is invested in the Conyp@tock Fund shall be
distributed in a single sum in either cash or Comypatock (with cash for fractional shares), astelébdy the Member. If the Member
fails to elect, prior to the time the time suchtaligition is to be processed pursuant to the Mefalsection or pursuant to the
requirements of Section 6.4, to receive the portibhis Account invested in the Company Stock Fimshares of Company Stock, such
distribution shall be made in cash.

(e) The Committee or its designee shall notify eglember, at such time and in such manner as refjbiyeSections 402(f) and 411
(2)(11) of the Code and the regulations and oth&tamce issued thereunder, of his right to makéirct rollover distribution,” in
accordance with Section 6.5 below, and his righiet®ive a distribution of his Account under thecton 6.1. Distribution of a Membear’
Account under the Plan may occur prior to 30 ddiey she Committee or its designee provides sudit@oprovided:

(1) the Member is informed that he has a right pgaod of at least 30 days after receiving thecedib consider the decision
of whether to make a direct rollover distributiardavhether to receive an immediate distributiord an

(2) the Member, after receiving the notice, regaiéstreceive an immediate distribution in the mamrescribed by the
Committee (including telephonically).

6.2 Distribution Upon a Member Death

(a) In the event a Member dies prior to his receff distribution under Section 6.1, the entirkigaof his Account shall be paid in
a single sum cash payment to the
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Member’s Beneficiary as soon as practicable foltayieceipt of proper payment instructions by thestee from the Committee. The
amount of such distribution shall be determineddoordance with Section 6.1(c), substituting “fayment instructions received” for the
phrase “for any request made” in such section. Ctiamittee shall provide the Trustee payment inssas as soon as practicable after
the Member’s death or notification of the Memisedteath, if later. No benefits shall be payableentkis Section 6.2 to any Benefician
the Member dies after commencing to receive aildigion of his Accounts.

(b) Notwithstanding the foregoing, if the MembeBsneficiary is the Member’s spouse, such Benefjaiaay elect to defer receipt
of the single sum payment beyond the date on wihisbrmally would become payable, but in no evated than December 31 of the
calendar year in which the Member would have agthiage 70/ 2.

(c) In no event may a Beneficiary elect to receiygayment of a Member’s Account in any form of paytother than a single sum
payment. Further, if a spousal Beneficiary deféssrithution of any amounts from the Plan, then pt@the distribution of such Account,
the Beneficiary may not obtain any partial disttibns. However, such Beneficiary may continue teesBt amounts in the Member’s
Account in accordance with Article 1V.

(d) Notwithstanding subsection (a), the portioriref Member’s Account that is invested in the Conyp@tock Fund shall be
distributed in a single sum in either cash or ComypBtock (with cash for fractional shares), astelédy the Beneficiary. If the
Beneficiary fails to elect to receive the portidrtlte Member’s Account invested in the Company kteend in shares of Company
Stock, such distribution shall be made in cash.

6.3 Lost Members or Beneficiarief a Member or Beneficiary cannot be located égsonable efforts of the Committee within a
reasonable period of time after the latest datlh bewefits are otherwise payable under the Planatimount in such Member’s Account shall be
forfeited and used to reduce future Company Coutioins, defray administrative expenses of the Riad,restore Members’ Accounts in
accordance with this section; provided, howevet such forfeited amount shall be restored (witlearhings) if, at any time, the Member or
Beneficiary who was entitled to receive such bereffien it first became payable shall, after furimighproof of his identity and right to make
such claim to the Committee, file a written requestsuch benefit with the Committee.

6.4 Required Distributions

(a) Notwithstanding anything to the contrary irstRilan, and subject to subsection (c) below, paysnamder the Plan to a Member
shall begin not later than the 60th day after #étedt of the close of the Plan Year in which:

(1) the Member attains age 65;
(2) occurs the tenth anniversary of the year inciwhihe Member commences participation in the Rian;
(3) the Member terminates employment.
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(b) All payments under this Plan shall be adjustecheet the requirements of Section 401(a)(9) efGbde and the regulations and
other guidance issued thereunder, subject to tngions of this Section 6.4. In addition, all distitions under the Plan shall comply
with the incidental death benefit requirements eét®n 401(a)(9)(G) of the Code.

(c) Payment of benefits to any Member who is nB¥%aowner as defined in Code Section 416 shall tipahe form of a lump
sum payment not later than the April 1 following tlater of: (i) the calendar year in which such Ndemattains age 70/ 2, or (ii) the
calendar year in which such Member terminates eympémt. Payment of benefits to any Member who i%osvner as defined in Code
Section 416 séh/all be paid in the form of a lump aayment not later than the April 1 following thedendar year in which such Member
attains age 70/ 2.

6.5 Direct Rollover DistributionsAt the request of a Member, a surviving spousa bfember, or a spouse or former spouse of a Me
that is an alternate payee under a qualified ddmesations order under Section 10.5 (referredgdhe “distributee”) and upon receipt of the
direction of the Committee or its designee, thestea shall effectuate a direct rollover distribntaf the amount requested by the distribute
accordance with Code Section 401(a)(31), to anbddigetirement plan (as defined in Code SectioA(d{8)(B)). Such amount may constitute
all or any whole percent of any distribution frone tPlan otherwise to be made to the distributemyiged that such distribution constitutes an
“eligible rollover distribution” as defined in Codection 402(c) Code and the regulations and gthielance issued thereunder. All direct
rollover distributions shall be made in accordawdh the following subsections (a) through (d):

(a) A direct rollover distribution may only be mateone eligible retirement plan; a distributee may elect to have a direct
rollover distribution apportioned between or amomgre than one eligible retirement plan.

(b) Direct rollover distributions shall be madecsh to the Trustee of the eligible retirement pllamccordance with procedures
established by the Committee, plus shares of constamk otherwise distributable under the Plan &distributee, which shares shall be
registered in a manner necessary to effectuateeatdbllover under Code Section 401(a)(31), predichowever, that the distributee may
request that such direct rollover distribution bad®a entirely in cash in the manner described above.

(c) No direct rollover distribution shall be mad@ess the distributee furnishes the Committee witth information as the
Committee shall require and deems to be sufficient.

(d) Direct rollover distributions shall be treatesl all other distributions under the Plan and shatlbe treated as a direct trustee-to-
trustee transfer of assets and liabilities.

6.6 Distributions on Sales of Business&®r the sole purpose of determining a Membertglement to a distribution under this Plan, no
distribution shall be permitted upon the sale tieobusiness disposition by the Company of a teaidmisiness or the sale by the
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Company of its interest in a subsidiary, with refge a Member who is employed by such trade oimess or subsidiary immediately prior to
such sale or disposition and who continues in thpley of (i) the employer that acquires the aseétich trade or business or acquires the
interest of such subsidiary or (ii) any other gntélated to such employer.

6.7 Payments to Minors and Incompeterifsa Member or Beneficiary entitled to receiveydrenefits hereunder is a minor or is deemed
by the Committee or is adjudged to be legally irdde of giving valid receipt and discharge for sbemefits, they will be paid to such persons
as the Committee might designate or to the dulyeged guardian. Any such payment shall be a commplscharge of the liability of the Plan
and the Trust therefor.
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ARTICLE VII

Management of Funds

7.1 General Responsibilitie\ll the funds of the Plan shall be held by a Teesor Trustees appointed from time to time byBbard of
Directors, in one or more trusts under a trustrimsent or instruments approved or authorized byBib&rd of Directors for use in providing the
benefits of the Plan; provided that no part of¢bgpus or income of the Trust Fund shall be usedofodiverted to, purposes other than for the
exclusive benefit of Members and their Beneficiarie

7.2 Funding Agreements

(a) All the funds of the Plan shall be held by anenore Investing Institutions appointed from titogime by the Company under a
Trust Agreement or an Insurance Contract adopteals amended, by the Company for the administratighe funds of the Plan. The
Company shall have no liability for the investmehthe funds paid over to the Investing Institution

(b) The Company retains the right to act on bebidfll persons having an interest in any Trust Fandnder any Insurance
Contract, and to enter into additional Trust Agreais or Insurance Contracts.

7.3 Investment Managerd he Committee may appoint one or more Investriviariagers to manage the investment of all or antyqdar
one or more of the Investment Funds. Every Investrivianager so appointed must meet the requirenaéfERISA Section 3(38). An
Investment Manager shall acknowledge in writingaipgointment as a fiduciary of the Plan, and sd&xve until a proper resignation is recei
by the Committee, or until it is removed and/orlagpd by the Committee. The Committee and the &eushall be under no duty to question
any direction or lack of direction of any Investrh&fanager, but shall act, and shall be fully prtgddn acting, in accordance with each such
direction. An Investment Manager shall have solegtment responsibility for that portion of the Barwhich it is appointed to manage, anc
other Plan fiduciary shall have any responsibiiitythe investment of any asset of the Fund, theagament of which has been delegated to an
Investment Manager, or liability for any loss omdtution in value of the Fund resulting from anyi@ directed, taken or omitted by an
Investment Manager.
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ARTICLE VI

Administration of the Plan

8.1 The Committee The administration of this Plan, the exclusivevpoto interpret and construe it and the respolitsitior carrying out
its provisions, shall be vested in the Committeleictv shall consist of the same persons as corestitiet Retirement Committee of the
Retirement Income Plan for Employees of ArmstrongrM/Industries, Inc. The Chairman and SecretahefRetirement Income Plan’s
Committee shall be the Chairman and Secretaryi®f@bmmittee. In the event no members of the Cotemére in office, the Company shall
be deemed the Committee.

8.2 Duties of the CommitteeThe members of the Committee may appoint fronr thember such subcommittees with such powers as
they shall determine; may authorize one or morhe&f number or any agent to execute or deliveringtyument or make any payment on tt
behalf; may retain counsel, employ agents and geofor such clerical, accounting and consultingises as they may require in carrying out
the provisions of the Plan; and may allocate antbegselves or delegate to other persons all or gation of their duties hereunder, other
than those granted to any Investment Manager parsogection 7.3 or the Trust agreement adoptedde in implementing the Plan, as they,
in their sole discretion shall decide.

8.3 Meetings The Committee shall hold meetings upon such apttsuch place or places, and at such time estahit may from time
to time determine.

8.4 Action by Majority. Any act which the Plan authorizes or requiresGbenmittee to do may be done by a majority of iesmbers. Th
action of such majority expressed from time to tioyea vote at a meeting or in writing without a rieg shall constitute the action of the
Committee and shall have the same effect for app@ses as if assented to by all members of the Gtiemat the time in office.

8.5 CompensationNo member of the Committee shall receive any camsption from the Plan for his services as suckveyer, all
expenses of the Committee shall be paid by the @osp

8.6 Establishment of RulesSubject to the provisions of any Insurance Cahtaad the limitations of the Plan, the Committesf time
to time shall establish rules for the administnatid the Plan and the transaction of its busin€éss. Committee shall have the full and exclus
discretionary authority to interpret the Plan, &etmine all benefits and to resolve all questimnising from the administration, interpretation,
and application of Plan provisions, either by gaharles or by particular decisions, including detmations as to whether a claimant is elig
for benefits, the amount, form and timing of betsefand any other matter (including any questiofacf) raised by a claimant or identified by
the Committee. All decisions of the Committee sbhallconclusive and binding upon all affected pesson

8.7 Prudent ConductThe members of the Committee shall use that @éegireare, skill, prudence and diligence that alpni man acting
in a like capacity and familiar with
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such matters would use in his conduct of a sinsitaration. A member of the Committee shall notibble for the breach of fiduciary
responsibility of another fiduciary unless (a) letizipates knowingly in, or knowingly undertakescbnceal, an act or omission of such other
fiduciary, knowing such act or omission is a breamh(b) by his failure to discharge his dutiesedpin the interest of the Members and
Beneficiaries for the exclusive purpose of provigtheir benefits and defraying reasonable expewisadministering the Plan not met by the
Company, he has enabled such other fiduciary tontiban breach; or (c) he has knowledge of a bregcsubbh other fiduciary and does not
make reasonable efforts to remedy the breach;)adhédCommittee improperly allocates responsieiittmong themselves or improperly
delegates responsibilities to others, or failsrupprly review any allocation or delegation of fadary responsibilities.

8.8 Indemnification The Company will indemnify and save harmlessnieenbers of the Committee and any person to whoutitdy
responsibilities are delegated under this Plannsgainy cost or expense (including attorney’s feedipbility (including any sum paid in
settlement of a claim with the approval of the Camy arising out of any act or omission to act,eptdn the case of willful misconduct.
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ARTICLE IX

Amendment and Termination

This Plan may be terminated, modified, alteredmemded by the Retirement Committee by resoluti@ngttime, provided that no such
termination, modification, alteration or amendmsimall cause or permit the Trust Fund to be usecfadiverted to, any purposes other than
for the exclusive benefit of the employees of tleenPany included in this Plan. In no case shallamgndment of this Plan cause the reduc
or elimination of any Member’s accrued benefit [iring optional forms of benefit and the manner iming thereof) in violation of Code
Section 411(d)(6) or ERISA Section 204(g). Notwittmgling the foregoing, any modification or amendhwdrihe Plan may be made,
retroactively if necessary, which the Retiremenin@attee or its delegate deems necessary or progweirtg the Plan into conformity with any
law or governmental regulation relating to plansraosts of this character, including the qualifioatof any trust or other fund created under the
Plan as exempt from income taxes under the CodeAtkount balance of each affected Member shalimmoa to be held in trust until the
Member is entitled to a distribution under Artitlé
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ARTICLE X

General Provisions

10.1 ExpensesAll costs and expenses in administering the Bleachmanaging the Trust Fund shall be paid fromTtiuist Fund and
charged within the Trust Fund to the appropriatestment Funds to which such costs and expensedtabaitable to the extent such expenses
are not paid by the Company. Notwithstanding thredoing, brokerage fees, commissions, stock tratefes and other charges and expenses
in connection with the purchase and sale of sdear#thall be paid from the Trust Fund and chargétimthe Trust Fund to the Investment
Fund to which such charges and expenses are &itolbu

10.2 Source of PaymenBenefits under the Plan shall be payable onlyobtiie Trust Fund and the Company shall not hayelegal
obligation or liability to make any direct paymaeitbenefits under the Plan. Neither the Companytim@iTrustee guarantees the Trust Fund
against any loss or depreciation, or guaranteepapment of any benefit hereunder. No persons Bbak any rights under the Plan with
respect to the Trust Fund, or against the TrustéeeoCompany, except as specifically providedhferein.

10.3 No Right of EmploymentNothing contained in the Plan shall be deemegite any employee the right to be retained in #reise
of the Company or to interfere with the right o tBompany to discharge or to retire any employesgatime.

10.4 NonAlienation of Benefits Except as specifically provided in the Plan, eodfit payable at any time under this Plan shall be
subject in any manner to alienation, sale, transfesignment, pledge, attachment or encumbranaeyokind. Any attempt to alienate, sell,
transfer, assign, pledge, attach or otherwise ebeuginy such benefit, whether presently or thezegthyable, shall be void. Neither any
benefit, nor the Trust Fund shall, in any mannerlidgble for or subject to the debts or liabiliiyamy employee included in this Plan or any
beneficiary. If any employee included in this Ptarany Beneficiary shall attempt to or shall alienaell, transfer, assign, pledge, attach or
otherwise encumber his rights or benefits under Bhan or any part thereof, or if by reason of baptcy or otherwise the rights or benefits of
any employee included in this Plan or of any beafy would devolve upon anyone else or would reoebjoyed by him, then the Committee,
in its discretion and to the extent permitted by, lenay terminate his interest in any such righbemnefit and direct the Trustee to hold or apply
it for his use or account or for the use or accadiitis spouse, children, or other dependents pio&them in such manner as the Committee
may deem proper.

10.5 Qualified Domestic Relations Ordefdotwithstanding any provision in the Plan to tdoatrary, the Committee shall take such steps
as are necessary under the Plan to comply wittetines of any applicable “qualified domestic relaarder” (as defined by Code Section 414
(p) and ERISA Section 206(d)). The Account of angrivber subject to such an order shall be adjusteefiect any payments made pursuar
such order. Payments may be made from this Plasupat to such an order at any time prior to edantetfement age, as defined in the Code
and ERISA. The Committee shall adopt such procedasat deems necessary and appropriate to carth@provisions of this Section.
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10.6 Invalidity of Provisions If any provision of this Plan is held invalid enenforceable, such invalidity or unenforceabiihall not
affect any other provisions hereof, and this Plzadlde construed and enforced as if such invalidnenforceable provision had not been
included.

10.7 Failure to Initially Qualify Planin no event shall any part of the corpus or tttmime of the Plan be used for, or diverted to, any
purpose other than the exclusive benefit of MemBdersner Members and their Beneficiaries hereundetwithstanding the foregoing, in the
event that the Internal Revenue Service initiatyeimines that the Plan does not qualify under Retgion 401(a), all Company Contributic
made prior to such initial determination as todqelification of the Plan may be returned to thenpany within one year of the denial of
qualification.

10.8_Adoption of Plan by Subsidiary, Affiliated Associated CompanyThe Company may, by resolution of the Board aEbtors,
exclude from participation in this Plan any oraflthe Employees of the Company or an Affiliatech@pany. Any subsidiary company of the
Company may, by action of its board of directorthwihe approval of the Board of Directors of then@pany, adopt this Plan with respect to its
Employees. The Company may, by resolution of tharBef Directors, or by action of the appropriatiécers of the Company, make this Plan
applicable to any Employees of the Company or dii#&td Company. With respect to any such Emplay®ewhich this Plan is made
applicable, Effective Date refers to the date astuth the Plan is made applicable to such Empley&ke Committee shall adopt such
procedures as it deems necessary and appropriederyoout the provisions of this Section.

10.9 Mergers and Transferdlo merger or consolidation with, or transfer s§ets or liabilities to, any profit sharing or rethent plan,
shall be made unless the benefit each MembersrRtain would receive if the Plan were terminatech@diately after such merger or
consolidation, or transfer of assets and liabgitiwould be at least as great as the benefit hédwmve received had the Plan terminated
immediately before such merger, consolidation angfer.

10.10_Compliance with Securities LawAny other provisions in this Plan to the contraptwithstanding, purchase or distribution of
Company common stock shall be subject to compliaviteany applicable federal or state securitiegslar rules and regulations thereunder.

10.11 Governing Law To the extent such laws are not preempted by ERt& provisions of the Plan shall be interprdateedccordance
with the laws of the Commonwealth of Pennsylvania.

10.12 Trusto-Trust Transfers In the event of a transfer from a qualified p{ather than a plan subject to the requirementsecfién 41°
of the Code), and at the discretion of the Commjtsand pursuant to procedures issued by the Coeenttie individuals who were participants
in such other plan may be given the opportunitglezt to have their entire interests in such ptandferred directly on a trust-to-trust basis into
this Plan. Any such transferred amounts shall leeated to Accounts of Members as determined byCitwamittee.
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10.13_Construction The masculine pronoun includes the feminine &edstngular includes the plural.

10.14 Nondiscrimination Testing~or purposes of satisfying the nondiscriminatiequirements under Code Section 401(a)(4), the term
“highly compensated employee” shall mean an Empafehe Company or an Affiliated Company who:

(a) was a 5% owner, as defined in Section 416(p{the Code, at any time during the Plan Yeahergreceding Plan Year; or

(b) for the preceding Plan Year performed serviceshe Company or an Affiliated Company and reedicompensation (within
the meaning of Treasury Regulation Section 1.45¢21)(i)) in excess of $80,000 (adjusted at tlraeséime and in the same manner as
under Section 415(d) of the Code). For purposébeopreceding sentence, “compensation” shall irckidctive deferrals made on behalf
of the Employee under any qualified cash or defeaangement (as defined under Code Section 40hintained by the Company or
an Affiliated Company, any cafeteria plan (as dedimnder Code Section 125) maintained by the Coynpaan Affiliated Company,
and/or any qualified transportation fringe arrangat(as defined under Code Section 132(f)).

Notwithstanding the foregoing, the Committee maykena “top-paid group” election under the regulasion other guidance issued
pursuant to Section 414(q) of the Code with resfreany preceding year. If such election is make foregoing provisions of subsection (b)
shall be applied in accordance with such elecfldre “top-paid group” shall include all Employeesondre in the top 20% of all Employees on
the basis of compensation. For purposes of detémgthe number of employees in the “top-paid grbtipe following Employees shall be
excluded: (i) Employees who have not completed&pmonths of service; (i) Employees who normaligrk less than 17/ 2 hours per week;
(iif) Employees who normally work not more than &4 months during any calendar year; (iv) Empleyao have not attained age 21; and
(P]/) Emgloyees who are nonresident aliens receimmynited States source income within the meanfri§eations 861(a)(3) and 911(d)(2) of
the Code.

10.15 Military Service Notwithstanding any other provision of this Ptarthe contrary, contributions, benefits and serdredits with
respect to qualified military service will be prded in accordance with Code Section 414(u).
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ARTICLE Xl

Contribution Limitations

11.1 Annual Addition Limitation

(a) Notwithstanding any provision of the Plan te ttontrary, in no event shall the Annual Additias bereinafter defined) with
respect to any Member in any calendar year (whielil be the “Limitation Year”) exceed the lesser of

(1) 25% (100% effective January 1, 2002) of the Mers compensation (as defined below); or

(2) the dollar limit in effect for such calendarayeén accordance with Code Section 415(c)(1)(AX(80 effective January 1,
2002), and the adjustments for increases in cdsting as established by regulations issued purstaCode Section 415(d).

(b) For purposes of this Section 11.1, the termriad Addition” with respect to any Member means @wmwnpany Contributions
made pursuant to Section 3.1 allocated to the MesBecount and amounts described in Code Sectddigl)(1) and 419A(d)(2).

(c) For purposes of subsection (a)(1), a Membearspensation shall be determined under Treasury IR&gu Section 1.415-2(d)
(11)(i)) and shall be defined as wages within treaning of Code Section 3401(a) and all other paysneficompensation to the Member
by the Company or any Affiliated Company (in theise of the Company’s or Affiliated Company’s tramebusiness) for which the
Company or Affiliated Company is required to fuimibe Member a written statement under Codes Sec@641(d), 6051(a)(3) and
6052, but determined without regard to any ruledenrCode Section 3401(a) that limit the remunenaiticluded in wages based on the
nature or location of the employment or the ses/performed, and shall include elective deferrasienon behalf of the Member under
any qualified cash or deferred arrangement (asidéfunder Code Section 401(k)) maintained by thmgzmy or an Affiliated Company,
any cafeteria plan (as defined under Code Secf6i) haintained by the Company or an Affiliated Camy, and/or any qualified
transportation fringe arrangement (as defined uaele Section 132(f)).

(d) If a Member is also participating in anothet-tpualified defined contribution plan maintainedthg Company or an Affiliated
Company (as modified by application of Code SectibB(h)), the otherwise applicable limitation onntial Additions under this Plan
shall be reduced by the amount of annual addifjaithin the meaning of Code Section 415(c)(2)) uraiey such other defined
contribution plan.

(e) For Plan Years beginning prior to January DQ20f a Member in this Plan is a Member in any-¢@alified defined benefit plan
maintained by the Company or any Affiliated Compéay modified by application of Code Section 41}(thle overall limitation of Coc
Section 415(e) shall be complied with by limitirgetamount of contributions that may be made onlbeha Member under this Plan.
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(f Excess Company Contributions, as determinecusdbsections (a) through (d) above, shall be tsestuce future Company
Contributions on behalf of the Member for the nextceeding Limitation Year and succeeding Limitatitears as necessary. If the
Member is not covered by the Plan as of the erslioi succeeding year, but an excess amount ssitsegsuch excess amount will be
held unallocated in a suspense account. The suspensunt will be applied to reduce future contiiims on behalf of the other
Members entitled to an allocation, in that LimitatiYear, and succeeding Limitation Years, if neanss

11.2 TopHeavy Provisions
(a) Special TofHeavy Definitions For purposes of this Section 11.2, the followtieigns shall have the following meanings:
(1) “Determination Date” means, with respect to &tgn Year, the last Valuation Date of the precgdifan Year.
(2) “Key Employee” means a Member or former membleo is a “key employee” as defined in Code Sectib(i).

(3) “Permissive Aggregation Group” means, with extfio a given Plan Year, this Plan and all oth@ng of the Company
and its Affiliated Companies (other than thoseudeld in the Required Aggregation Group) which, waggregated with the plans
in the Required Aggregation Group, continue to ntieetrequirement of Code Sections 401(a)(4) and 410

(4) “Present Value of Accounts” means, as of amgiDetermination Date, the sum of the Members’ Actswnder the Plan
as of such Valuation Date. The determination ofRhesent Value of Accounts shall take into consitien distributions made to or
on behalf of the Member in the Plan Year endinghenDetermination Date and the four preceding Rlears, but shall not take
into consideration the Accounts of any Member whe hot performed any services for the Company dutia five year period
ending on the Determination Date. Notwithstandimg foregoing, effective for Plan Years beginningaon after January 1, 2002,
all distributions made with respect to a Memberarttie Plan and any plan aggregated with the RideruCode Section 416(g)(2)
during the one-year period ending on the DeterriindDate shall be taken into account in determinimgPresent Value of
Accounts for the Member. The preceding sentenck allsa apply to distributions under a terminatéahpwhich, had it not been
terminated, would have been aggregated with the &tt@er Code Section 416(g)(2)(A)(i). In the cafa distribution made for a
reason other than separation from service, deattisability, this provision shall be applied bybstituting “five-year period” for
“one-year period.” Further, notwithstanding theefgoing, the Present Value of Accounts of an indigildvho has not performed
services for the Company or an Affiliated Companying the one-year period ending on the Determamalate will not be taken
into account.

(5) “Required Aggregation Group” means with resged given Plan Year, (i) this Plan, (ii) eachestplan of the Company
and its Affiliated Companies in which a Key Empleyie a participant (regardless of whether the pmterminated within the last
five
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(5) Plan Years), and (iii) each other plan of tlmrpany and its Affiliated Companies which enablgdaa described in (i) or (ii) to
meet the requirements of Code Sections 401(a)(4)0r

(6) “Top-Heavy” means, with respect to the Plandd?lan Year:

(i) that the Present Value of Accounts of Key Enyples exceeds 60% of the Present Value of Accolirst o
Members; or

(i) the Plan is part of a Required Aggregation @r@and such Required Aggregation Group is a Topsi€&aoup,
unless the Plan or such Top-Heavy Group is itsaif of a Permissive Aggregation Group which isadiop-Heavy Group.

(7) “Top-Heavy Group” means, with respect to a gifan Year, a group of Plans of the Company whitte aggregate,
meet the requirements of the definition contaime@ode Section 416(g)(2)(B). Solely for the purpokdetermining if the Plan, or
any other Plan included in a required aggregationg of which this Plan is a part, is top-heavytkivi the meaning of Code
Section 416(g)) the accrued benefit of an Emplayteer than a key employee (within the meaning af€C8ection 416(i)(1)) shall
be determined under (1) the method, if any, thi#bumly applies for accrual purposes under all Blaraintained by the Company,
or (ii) if there is no such method, as if such Hrmecrued not more rapidly than the slowest aatrate permitted under the
fractional accrual rate of Code Section 411(b)(1)(C

(b) Special TogHeavy Rules Notwithstanding any other provision of the Plarttte contrary, the following provisions of this
Section 11.2 shall automatically become operatheeshall supersede any conflicting provisions efftan if, in any Plan Year, the Plan
is Top-Heavy.

(1) The minimum Company Contribution during therP¥ear on behalf of a Member who is not a Key Emptoshall be
equal to the lesser of (i) 3% of such Member’s cengation (as defined under Section 11.1(c)); ptHé percentage of
compensation at which Company Contributions arearfadrequired to be made) under the Plan on belfidtife Key Employee for
whom such percentage is the highest.

(2) The provisions of this subsection (b)(2) slglply with regard to Plan Years beginning beforauday 1, 2000. In order to
comply with the requirements of Code Section 416(h)he case of a Member who is or has also ppatied in a defined benefit
plan of the Company (or any Affiliated Company tlsatequired to be aggregated with the Company@odance with Section 415
(h) of the Code) in any Plan Year in which the R&afop-Heavy, there shall be imposed under sutihettbenefit plan the
following limitation in addition to any limitatiomhich may be imposed as described in Section 11.dny such year, for purposes
of satisfying the aggregate limit on contributiaml benefits imposed by Section 415(e) of the Coadletributions to this Plan she
except as hereinafter described, be reduced soasrtply with a limit determined in accordance withction 415(e) of the Code,
but with the number “1.0” substituted for the numtie25” in the “defined benefit plan fraction” (a@efined in Section 415(e)(2) of
the Code) and in the “defined contribution plarcfian” (as defined in Section 415(e)(3) of the Cpddotwithstanding the
foregoing, if the application of the additional ltation set forth in this Subsection 11.2(b) worddult in the
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reduction of accrued benefits of any Member underdefined benefit plan, such additional limitatghall not become operative,
long as (i) no additional Company Contributionsfédures or voluntary nondeductible contributiare allocated to such Member
accounts under any defined contribution plan maiethby the Company including this Plan and (ii)aatitional benefits accrue
such Member under any defined benefit plan maiethlyy the Company. Accordingly, in any Plan Yeat the Plan is Topleavy,
no additional benefits shall accrue under the @efibenefit plan on behalf of any Member whose divbemefits under the defined
benefit plan otherwise would be reduced in accazdamith the limitation described in this subsectib)(2).

(3) A Member who is not a Key Employee is entittecall of his Account under the Plan following thesting schedule
provided in Section 3.3 before or while the Plaa iBop Heavy Plan. In the event the Plan previously a Top-Heavy Plan but
subsequently is not a Top-Heavy Plan, the Planfalibw the vesting schedule provided in Sectiod. 3.

(4) In the event that Congress should provide bjugt, or the Treasury Department should provideegulation or ruling,
that the limitations provided in this Section 1&r2 no longer necessary for the Plan to meet thdrements of Section 401 or ot
applicable law then in effect, such limitations lsbacome void and shall no longer apply, withdwe hecessity of further
amendment to the Plan.

IN WITNESS WHEREOF, the Committee has executedRlas on the day of April, 2007.

F. Nicholas Grasberg: Donald A. McCunniff

John N. Riga: R. Scott Webste
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Exhibit No. 10.3

[Date]
PERSONAL & CONFIDENTIAL

Michael D. Lockhart
Office of the Chairman

Subject:_yyyyl ong-Term Incentive Equity Grants
Dear Mike:

The Management Development and Compensation Coeeriftthe Board of Directors (the “Committee”) afdstrong World Industries, Inc.
(“AWI” or the “Company”) granted you the followinigong-Term Incentive Equity Grants effective mm/ddfy .

xxxxx  Stock Options to purchase AWI common ktoc
xxxxx Performance Restricted Shares

These awards are made under the Company’s 2006 Temg Incentive Plan (the “Plan”), and are subjedhe terms of the Plan and of this
grant letter. In the event of any questions or ulisgoncerning these awards, the decisions angbietations of the Board of Directors and,
where applicable, the Committee administering tlae Rwill be binding, conclusive and final.

A copy of the Plan is enclosed. Also enclosed és2B06 Long-Term Incentive Plan Summary, which tiogewith the Company’s current
Form 10-K Annual Report constitutes part of thedpextus covering the securities. Form 10-K Annwegdrts are available from the
Treasurer’s Office.

Stock Options
Each Stock Option entitles you to purchase oneesblaAWI common stock at an exercise price equ&btaxx which was the closing price of

AWI shares as reported by the New York Stock Exgeaom mm/dd/yyyy

These option grants are “non-qualified” stock opgidor tax purposes and accordingly are not sulijeitte additional restrictions or tax
treatment applicable to qualified (also called &ntive”) stock options. The Stock Options will havéen-year term starting mm/dd/yyyy¥he
Stock Options will vest and become exercisabldindg installments at one, two and three years fromidd/yyyyas follows: xxxx shares on
mm/dd/yyyy; xxxx shares on mm/dd/yyyyand xxxx shares on mm/dd/yyy¥f you remain employed by Armstrong on a schedwesting
date, you will become entitled to exercise the eeipe Stock Option installment, subject to thevisimns set out below and in the Plan.

If you terminate employment due to voluntary resiipn without “Good Reason” (“Good Reason” is defirpursuant to the terms of an
individual Change in Control Agreement in effecttbat date), or if you are terminated due to wijlfieliberate or gross misconduct, you will
forfeit all vested and unvested Stock Options.

If you terminate employment due to voluntary retisnt (minimum age 55 with 5 years of service) withGood Reason, you will forfeit all
unvested Stock Options, and you will have until¢aéier of five years from the date of retirementhe Stock Option expiration date to
exercise any vested Stock Options.

If you are involuntarily terminated for reasonsestthan willful, deliberate or gross misconducty yaill forfeit all unvested Stock Options, and
you will have until the earlier of three monthsrfreéhe date of termination or the Stock Option eajdn date to exercise any vested St
Options.

In the event of your long-term disability or deathich occurs after mm/dd/yyyyall unvested Stock Options will immediately vastl be
exercisable. You or your beneficiary will have uthie earlier of three years from the date of digglor death, or the Stock Option expiration
date to exercise any outstanding Stock Optionsjiged that in the case of death, your legal repriedive or beneficiary will have a minimum
of one year from the date
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death to exercise any outstanding Stock Optionisowitregard to the scheduled Stock Option expinadiate. In the event of your long-term
disability or death on or before mm/dd/yyyyou will forfeit all unvested Stock Options.

If you resign or retire for Good Reason after mniygidy , all unvested Stock Options will immediately vastl be exercisable. You will have
until the earlier of five years from the date dfigmation or retirement, or the Stock Option exjradate to exercise any outstanding Stock
Options. If you resign or retire on or before mniyggy , you will forfeit all unvested stock options.

Upon a Change in Control of AWI, all unvested St@gtions will immediately vest and be exercisalleu will have until the earlier of five
years from the date of Change in Control or thelStption expiration date to exercise any outstam@tock Options

In accordance with Section 6(c) of the Plan, yoy pay the exercise price by delivering shares ofIAWck you have owned for at least six
months. You may also elect to satisfy your tax titlding obligations by requesting that the Compeaitithold shares of common stock that
would otherwise be delivered to you.

Performance Restricted Shares

This Performance Restricted Share grant allowstgaarn up to 150% of the number of PerformancerReesd Shares specified below if
Armstrong is able to significantly exceed the fic@htargets established by the Committee for gint during the three-year period of
mm/dd/yyyythrough_ mm/dd/yyyy Shares of AWI common stock earned, if any, walldistributed to you following the conclusion oéth
performance period and after the actual finan@allts have been certified by the Committee.

The Committee has established the following perforee schedule that will be used to determine tinetien of Performance Restricted Shares
you will earn. The percentage of shares to be eamiflustrated in the following schedule. Acttimancial results will be used to interpol:
the percentage of shares earned to the nearest whwoiber.

Percentage of Financ Percentage of Performan
Target Achievet Restricted Shares Earn
Less than 809 0%

80% 50%
85% 70%
90% 90%
95% 95%
100% 100%
110% 110%
120% 120%
130% 130%
140% 140%
150% and higher 150% (maxim
payout)

At this time no shares of AWI common stock in regp# this grant have been issued in your nameh Pacformance Restricted Share granted
is credited to an account maintained for you. Dgitime three-year performance period, you will hasewnership or voting rights relative to
these shares. If AWI makes cash dividend paymertslders of its common stock during the perforneaperiod, you will accrue an amount
equal to the dividend that would have been paitherstated number of shares in this grant in aintamest bearing account. You will receive a
cash payment for the accrued dividends followirggabnclusion of the performance period. Such paymsieall be adjusted, up or down, in
proportion to the number of shares earned.

The Performance Restricted Share grant is dividedtivo components of xxxx shares each. 100% ofitsiecomponent will be earned by you
if Armstrong’s three-year cumulative normalizedreags before interest, taxes, depreciation and timation (EBITDA) reach the Committee-
established target of $xxx million. The EBITDA résuvill be normalized for the same exclusions #gply to the Company’s Management
Achievement Plan. 100% of the second componentbgikarned if Armstrong’s three-year cumulative ftash flow (excluding acquisition,
divestiture and other unusual items) amounts tx$milion.
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If you terminate employment due to voluntary resiign or retirement without “Good Reason” priomon/dd/yyyy, you will forfeit this
Performance Restricted Share grant and accruededigls. If you are terminated as a result of willldliberate or gross misconduct you will
forfeit this grant and accrued dividends.

In the event of your resignation or retirement@mod Reason after mm/dd/yyywr your longterm disability, death, or involuntary terminat
for reasons other than willful, deliberate or grogsconduct after mm/dd/yyyyyou would be eligible for a pro-rated paymentdubsn the
length of your employment over the three-year perfmce period. The share payment would be detednisig the three-year cumulative
actual financial results and distributed to yoeanly yyyy. If you terminate for any such reason on or befone/dd/yyyy, you will forfeit the
grant and accrued dividends.

In the event of a Change in Control of AWI, all féemance Restricted Shares will be deemed to haea karned to the maximum extent
(150% of the number of shares stated above) andds® you along with accrued dividends upon thehe

In accordance with Section 6(c) of the Plan, yow mlact to satisfy your tax withholding obligatiobyg requesting that the Company withhold
shares of common stock that would otherwise beréledd to you.

Forfeiture of Awards

The Plan provisions described under Section 13a@eTermination of Employment; Forfeitures, ligdur rights to Performance Restricted
Shares and Stock Options under certain circumssalaents that may result in forfeiture of theseuas include willful, deliberate or gross
misconduct, or post-termination engagement in arginess or employment determined to be competititte or substantially injurious to the
Company’s business interests. These forfeitureigians apply for a period of two years followingwdermination of employment.

Please contact me if you have questions regartiegetdocuments.

Sincerely,

(s/ )
Senior Vice President, Human Resour




Exhibit 10.3!

[Date]

PERSONAL & CONFIDENTIAL

[Name]
[Location]

Subject: _yyyyRestricted Stock Award_( Please retain this forryegords)

Dear [Name]:

The Management Development and Compensation Coaeaftthe Board of Directors granted you a Resii@tock Award effective
mm/dd/yyyy. This award consists of xxxx shares of Restri@aatk of Armstrong World Industries, Inc. (“AWI” ¢he “Company”). This
award is made under the Company’s 2006 Long-Teraritive Plan (the “Plan”). This award represengsiting-term incentive component of
Armstrong’s senior management compensation prodoayyyy .

This award is subject to all terms and conditidiasesl in the Plan and in this letter. In the ewadreny question or dispute concerning this gr
the decisions and interpretations of the Commétgministering the Plan will be binding, conclusar final.

A copy of the Plan is enclosed. Also enclosedésRtan Summary which, together with the Companyisent Form 10-K Annual Report,
constitutes part of the prospectus covering tharéiées. Form 10-K Annual Reports can be foundtmmArmstrong CorkBoard or
Armstrong.com. You can also request a paper capy the Treasurer’s Office.

These shares of AWI common stock are being regidtier your name pending distribution following specified restriction period, and are
subject to forfeiture in accordance with the teohthis grant. While you have the right to vote #@res, during the restriction period these
shares may not be pledged, sold or transferred titha by will or the laws of descent and distribnt To facilitate this, you must sign and
return the enclosed stock power covering theseeshar

The Restriction Periods applicable to this graetas follows:

Number of Share End of Restriction Perio
XXXX mm/dd/yyyy
XXXX mm/dd/yyyy
XXXX mm/dd/yyyy

As indicated above, restrictions will lapse on yRastricted Stock Award in three equal installmémtsvo, three and four years from the grant
date. If you remain employed by Armstrong whenrtgrictions lapse, you will receive unrestricteghership of the respective Restricted
Stock Award installment. The Committee may accédeos waive such restrictions, in whole or in pagsed on service and such other factors
as the Committee may determine. If AWI makes casikdehd payments to holders of AWI common stockimiyithe restriction period, you

will accrue an amount equal to the dividend paynieiat non-interest bearing account. You will reee@iycash payment for the accrued
dividends when the restrictions lapse on the ugdeyiRestricted Stock Award. In the event of a Gfem Control of AWI, all shares of
Restricted Stock and accrued dividends will becénee of restrictions.

If you terminate employment due to voluntary resiipn or retirement without “Good Reason” (as deditbelow) or if you are involuntarily
terminated, you will forfeit all shares of ResteidtStock ant



accrued dividends. Retirement is defined as tertisindrom Armstrong at age 55 or higher followirigef years of service. In the event of your
death, long-term disability, or resignation or metiient for Good Reason, all shares of Restrictedk3ind accrued dividends will become free
of restrictions.

Good Reason for purposes of this Restricted Stagrd is defined as the occurrence of any one ofdath@wving events which occurs prior to
mm/dd/yyyy:
» the assignment to the manager of any duties whiaktitutes a significant reduction in the manager&ponsibilities or any demotion
of the manage
» areduction by the Company of more than 10% tcsthe of the manag’'s annual base salary and s-term incentive target awa
» the relocation of the mana¢'s place of employment by more than 50 miles urdes$ relocation is closer to the man{s residenc
» the involuntary termination of the manager in cartioe with the sale of a busine

A stock certificate for the shares will be distridd to you following the expiration of the restiact period or when the shares are otherwise
of restrictions. In accordance with Section 18h&f Plan, you may elect to satisfy your tax withivgddobligations by requesting that the
Company withhold shares of stock that would othsewie delivered to you. Otherwise, as a conditaeteive the shares, you must remit to
the Company all applicable taxes required to baheld in connection with this grant.

Also enclosed for your review is an IRC Sectiont3pescription concerning your choice to recogmm®me for federal income tax purposes
now rather than when the restrictions lapse. Yaukhconsult with your personal tax advisor onmierits and risks of making an 83(b)
election.

Forfeiture of Awards

The Plan provisions described under Section 13a@eTermination of Employment; Forfeitures, lidur rights to receive payment of
Restricted Stock under certain circumstances. Eviaat may result in forfeiture of these grantdude termination for willful, deliberate or
gross misconduct, or posgrmination engagement in any business or employaetermined to be competitive with or substantiaijurious tc
the Company'’s business interest. These forfeituwgigions will apply for a period of two years folling your termination of employment.

Please contact Human Resources if you have quesegarding these documents.

Sincerely,

(¢ )

Chairman and Chief Executive Offic



Exhibit No. 10.3:
AMENDMENT NO. 1

THIS AMENDMENT NO. 1, dated as of February _, 2q@8s “ Amendment), of that certain Credit Agreement referencecbeis by
and among Armstrong World Industries, Inc., a Pglvasia corporation (the “ Borrowé}, the Lenders identified on the signature pages
hereto and Bank of America, N.A., as Administrathgent. Capitalized terms used but not otherwidendd herein shall have the meanings
provided in the Credit Agreement.

WITNESSETH

WHEREAS, a $300 million revolving credit facilit$§300 million pro rata term loan and $500 milliostitutional term loan have each
been established in favor of the Borrower purst@atie terms of that certain Credit Agreement daedf October 2, 2006 (as amended,
restated, supplemented or otherwise modified fiiame to time, the “ Credit Agreeme?)t among the Borrower, the Lenders, and Bank of
America, N.A., as Administrative Agent;

WHEREAS, the Borrower has requested certain matifios to the terms of the Credit Agreement; and
WHEREAS, the Lenders have agreed to the requestelifications on the terms and conditions set foethein;

NOW, THEREFORE, in consideration of these premises other good and valuable consideration, thépeard sufficiency of which
hereby acknowledged, the parties agree as follows:

1. Amendments to Credit Agreemerithe Credit Agreement is amended as follows:

1.1 In Section 1.01 (Defined Terms) of the Creditdement, the pricing grid set forth in the defomtof “Applicable Rate” is amended
to read as follows:

Consolidated Commitment Letters of Eurodollar Rate Base Rat
Pricing Leverage
Tier Ratio Fee Credit Loans Loans
1 >3.50:1 0.50(% 2.25% 2.25% 1.25%
2 >3.00:1 but
<3.50:1 0.50(% 2.0(% 2.0(% 1.0(%
3 >
2.00:1 but <3.00: 0.375% 1.75% 1.75% 0.75%
4 >1.00:1 but
<2.00:1 0.20(% 1.5(% 1.5(% 0.5(%
5 <1.00:1 0.175% 1.2t% 1.25% 0.25%

1.2 Section 7.11 (Use of Proceeds) of the CredieAgent is amended to read as follows:

7.11 Use of Proceeds

Use the proceeds of the Credit Extensions (a)rid fuayments under the Reorganization Plan ana (fid)ance working capital,
capital expenditures ar



other lawful corporate purposes (including the fagdf Special Distributions (as defined_in Sect®@6(c)); providedthat in no event
shall the proceeds of the Credit Extensions be irsedntravention of any Law or of any Loan Docurnen

1.3 Section 8.06 (Restricted Payments) of the Creglieement is amended by deleting the “and” atethe: of subsection (b) and

amending subsection (c) and incorporating a newetion (d), in each case to read as follows:

form

(c) the Borrower may declare and make other RéstfiPayments in any fiscal year in an amount no¢ea the sum of
(i) $25,000,000 plusi) an amount equal to the difference of (A) twefive percent (25%) of cumulative Consolidated Netome
earned after the Closing Date min(8) the aggregate amount of Restricted Paymerggdrss of $25,000,000 in any fiscal year after the
Closing Date (but excluding Special Distributions purposes hereof), with unused amounts in acglfigear being carried over to
succeeding fiscal years; and

(d) so long as no Event of Default shall exist indiméely before or after giving effect thereto, Berrower may make special
Restricted Payments (“ Special Distributidhé an aggregate amount of up to $500,000,00hgttime on or before February 28, 2009;
provided that if the Borrower makes Special Disitibns, the Borrower shall not make any Restri®agiments pursuant to subsection
(c) above until after February 28, 2009.

1.4 Section 8.11 (Financial Covenants) of the Gr&dreement is amended incorporating a new sulmset) to read as follows:

(c) Minimum Liquidity . Permit as of the end of any fiscal quarter ofBloerower minimum liquidity of the Borrower and its
Domestic Subsidiaries to be less than $100 millwaimch may be comprised of a combination of unreistd readily-available domestic
cash and Cash Equivalents and undrawn Revolvingn@itments, but only to the extent that, if drawre Borrower would be in
compliance with the financial covenants under 8dstion 8.11 after giving effect thereto on a Poonfra Basis.

2. Conditions Preceden®his Amendment shall become effective upon priosimultaneous satisfaction of the following cdratis, in
and substance reasonably satisfactory to ttraiAistrative Agent:

(a) receipt by the Administrative Agent of executegies of the consent and direction letter to Anisendment from the Required
Lenders;

(b) receipt by the Administrative Agent of executegpies of the signature pages to this Amendment the Loan Parties;

(c) receipt by the Administrative Agent of favoralapinions of (i) Weil, Gotshal & Manges LLP, legalunsel to the Loan Parties,
and (ii) in-house counsel to the Loan Parties waefpect to Pennsylvania law, in each case, addréssbe Administrative Agent and
each Lender, dated as of the date of this Amendraedtin form and substance satisfactory to the iAthtnative Agent




(d) receipt by the Administrative Agent of the flling, each of which shall be originals or facsesi(followed promptly by
originals), in form and substance satisfactoryh®Administrative Agent and its legal counsel:

(i) copies of the Organization Documents of eachriLParty certified to be true and complete asretant date by the
appropriate Governmental Authority of the statetter jurisdiction of its incorporation or organtipam, where applicable, and
certified by a secretary or assistant secretaguoh Loan Party to be true and correct as of the afathis Amendment, unless a
Responsible Officer of the Borrower certifies inextificate that the Organization Documents presipualelivered to the
Administrative Agent in connection with the Credigreement have not been amended, supplementetdemase modified and
remain in full force and effect as of the date bére

(ii) incumbency certificates identifying the Respidie Officers of the Loan Parties who are autteatito execute this
Amendment and related documents and to act ondha Parties’ behalf in connection with this Agreetrend the Credit
Documents, unless a Responsible Officer of the ®wer certifies in a certificate that the incumbengeytificates previously
delivered to the Administrative Agent in connectigith the Credit Agreement have not been amendgghlemented or otherwise
modified and remain in full force and effect adtué date hereof.

(iii) such certificates of resolutions or otheriant incumbency certificates and/or other certifésaof Responsible Officers of
each Loan Party as the Administrative Agent mayiregevidencing the identity, authority and capacit each Responsible Officer
thereof authorized to act as a Responsible Offitebnnection with this Amendment; and

(iv) such documents and certifications as the Adstriative Agent may reasonably require to evidehe¢ each Loan Party is
duly organized or formed, and is validly existiagd in good standing in its state of organizatiofoamation;

(e) payment of an amendment fee, for the benefitaoh Lender consenting to this Amendment, in anuartnequal to 0.25% of the
aggregate Commitments of each such consenting temdieall other fees (including all reasonable fegpenses and disbursements of
Moore & Van Allen PLLC) due in connection herewitthich fees shall be deemed fully earned and ddepayable on the effective date
of this Amendment.

3. Effectiveness of Amendmentpon satisfaction of the condition precedentiegh in Section zhereof, all references to the Credit
Agreement in each of the Loan Documents shall lfieremean the Credit Agreement as amended by tirisrAiment



4. Representations and Warranties; Defaulise Borrower affirms that upon authorization bg Board of Directors of this Amendment,
the following:

(a) all necessary action by the Loan Parties thaite the execution, delivery and performanceéns Amendment has been taken;

(b) after giving effect to this Amendment, the eg@ntations and warranties set forth in the Csglieement and the other Loan
Documents are true and correct in all materialeetgas of the date hereof (except those whictesspy relate to an earlier period); and

(c) after giving effect to this Amendment, no Ddfaur Event of Default shall exist.

5. Full Force and EffectExcept as modified hereby, all of the terms arigions of the Credit Agreement and the other_oa
Documents (including schedules and exhibits thgitall remain in full force and effect.

6. Affirmation of Liens and Security Interest§he Loan Parties hereby affirm the liens and sscinterests created and granted in the
Loan Documents and agree that this Amendment i;terided to, nor shall it, adversely affect or @msuch liens and security interests in
manner.

7. ExpensesThe Loan Parties agree to pay all reasonables eost expenses of the Administrative Agent in cotioe with the
preparation, execution and delivery of this Amendmmcluding the reasonable fees and expenseoféi& Van Allen, PLLC.

8. Counterparts This Amendment may be executed in any numbeowofiterparts, each of which when so executed andedet! shall be
deemed an original, and it shall not be necessanyaking proof of this Amendment to produce or actdor more than one such counterpart.

9. Governing Law This Amendment shall be governed by, and condtimaccordance with, the law of the State of Newvkvapplicable
to agreements made and to be performed entirehimstich state.



ARMSTRONG WORLD INDUSTRIES, INC. AND SUBSIDIARIES

COMPUTATION OF EARNINGS PER SHARE
(AMOUNTS IN MILLIONS EXCEPT FOR PER-SHARE DATA)

Three
Months

Year Ended Ended
December

December
31, 2007 31, 2006

Basic earnings per share

Net earnings $145.3 $2.2
Basic weighted average number of common shares outstanding 56.0 55.0
Basic earnings per share $2.59 $0.04

Diluted earnings per share

Net earnings $145.3 $2.2
Basic weighted average number of common shares outstanding 56.0 55.0
Weighted average number of common shares issuable under

stock option or unvested stock grants 0.7 0.3
Diluted weighted average number of common shares outstanding 56.7 55.3

Diluted earnings per share $2.56 $0.04

Exhibit No. 11

Nine
Months Year
Ended Ended
September December
30, 2006 31, 2005

n/a n/a
n/a n/a
n/a n/a
n/a n/a
n/a n/a
n/a n/a
n/a n/a
n/a n/a



Exhibit No. 21

Subsidiaries of Armstrong World Industries, Inc.
As of February 28, 2008

The following is a list of subsidiaries of Armstrong World Industries, Inc., omitting certain subsidiaries, which, considered in the
aggregate as a single subsidiary, would not constitute a significant subsidiary.

Jurisdiction of

U.S. Subsidiaries Incorporation
Armstrong Cork Finance LLC Delaware
Armstrong NW LLC Delaware
Armstrong Hardwood Flooring Company Tennessee
Armstrong Realty Group, Inc. Pennsylvania
Armstrong Ventures, Inc. Delaware
Armstrong Wood Products, Inc. Delaware
Armstrong World Industries (Delaware) LLC Delaware
AWI Licensing Company Delaware
HomerWood Hardwood Flooring Company Delaware

Worthington Armstrong Venture (50% owned Delaware
General Partnership)

Jurisdiction of

Non-U.S. Subsidiaries Incorporation
Armstrong (U.K.) Investments United Kingdom
Armstrong Architectural Products S.L. Spain
Armstrong Building Products B.V. Netherlands
Armstrong Building Products Company (Shanghai) Ltd. PRC

(80% owned affiliate)
Armstrong Building Products G.m.b.H. Germany
Armstrong DLW AG Germany
Armstrong DLW Licensing GmbH Germany
Armstrong Metal Ceilings Limited United Kingdom
Armstrong Metalldecken AG Switzerland
Armstrong Metalldecken GmbH Austria
Armstrong Metalldecken Holdings AG Switzerland
Armstrong World Industries (Australia) Pty. Ltd. Australia
Armstrong World Industries AB Sweden
Armstrong World Industries Canada Ltd. Canada
Armstrong World Industries Holding G.m.b.H. Germany

Armstrong World Industries Ltd. United Kingdom
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Consent of Independent Registered Public Accounting Firm

The Board of Directors
Armstrong World Industries, Inc.:

We consent to the incorporation by reference in Registration Statement No. 333-138034 on Form S-8 of Armstrong World
Industries, Inc. of our reports dated February 28, 2008, with respect to the consolidated balance sheets of Armstrong World
Industries, Inc., and subsidiaries as of December 31, 2007 and December 31, 2006 for the Successor Company, and the related
consolidated statements of earnings, cash flows and shareholders’ equity and the related financial statement schedule for the year
ended December 31, 2007 and three months ended December 31, 2006 for the Successor Company and the nine months ended
September 30, 2006 and the year ended December 31, 2005 for the Predecessor Company, and the effectiveness of internal
control over financial reporting as of December 31, 2007, which reports appear in the December 31, 2007 annual report on Form
10-K of Armstrong World Industries, Inc.

Our report on the consolidated financial statements and related financial statement schedule dated February 28, 2008, contains a
paragraph that states Armstrong World Industries, Inc. emerged from the Chapter 11 bankruptcy proceeding. In connection with its
emergence from the Chapter 11 bankruptcy proceeding, the Company adopted fresh-start reporting pursuant to Statement of
Position 90-7, “Financial Reporting by Entities in Reorganization Under the Bankruptcy Code” as of October 2, 2006. As a result,
the financial statements of the Successor Company are presented on a different basis than those of the Predecessor Company
and, therefore, are not comparable in all respects. The Company has reflected the effects of the Plan and fresh-start reporting in
the Predecessor Company for the nine month period ended September 30, 2006. Our report dated February 28, 2008 also states
that, upon adoption of fresh-start reporting, the Company adopted FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes — an interpretation of FASB Statement No. 109” and Statement of Financial Accounting Standards No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment of FASB Statements No. 87,
88, 106, and 132(R).”

/s KPMG LLP

Philadelphia, Pennsylvania
February 28, 2008



Exhibit No. 23.2

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in Registration Statement No. 333-138034 on Form S-8 of Armstrong World
Industries, Inc. of our report dated February 20, 2008, with respect to the consolidated balance sheets of Worthington Armstrong
Venture and subsidiaries as of December 31, 2007 and 2006 and the related consolidated statements of income, partners’ equity
and comprehensive income, and cash flows for each of the years in the three-year period ended December 31, 2007, which report
is included in the December 31, 2007 annual report on Form 10-K of Armstrong World Industries, Inc.

/sl KPMG LLP

Harrisburg, Pennsylvania
February 28, 2008



Exhibit No. 24

ARMSTRONG WORLD INDUSTRIES, INC.
CERTIFICATION REGARDING
POWER OF ATTORNEY

I, Walter T. Gangl, Deputy General Counsel and Corporate Secretary of Armstrong World Industries, Inc., a corporation organized
and existing under the laws of the Commonwealth of Pennsylvania, do hereby certify that at a meeting of the Board of Directors of
said corporation duly held on the 25 " day of February, 2008, at which a quorum was present and acting throughout, the following
resolution was adopted and is now in full force and effect.

RESOLVED that the execution of the Company’s 2007 Annual Report on Form 10-K on behalf of the Company and by
members of the Board of Directors through respective powers of attorney granting Messrs. Lockhart, Rigas and Gangl the
power to sign on their behalf is authorized.

IN WITNESS WHEREOF, | have hereunto set my hand and the seal of said corporation this 25 t" day of February, 2008.

/s/ Walter T. Gangl
Walter T. Gangl
Deputy General Counsel and Corporate Secretary




Exhibit No. 24
ARMSTRONG WORLD INDUSTRIES, INC.
POWER OF ATTORNEY

RE: 2007 ANNUAL REPORT ON FORM 10-K

I, Michael D. Lockhart, as a Director of Armstrong World Industries, Inc., do hereby constitute and appoint, JOHN N. RIGAS
or, in the case of his absence or inability to act as such, WALTER T. GANGL, my agent, to sign in my name and on my behalf the
Company’s Annual Report on Form 10-K for the year ended December 31, 2007, and any amendments thereto, to be filed by the
Company with the Securities and Exchange Commission under the Securities Exchange Act of 1934, as amended, with the same
effect as if such signature were made by me personally.

/s/ Michael D. Lockhart
Michael D. Lockhart
Dated: February 25, 2008

Each of the undersigned hereby constitutes and appoints, MICHAEL D. LOCKHART or, in the case of his absence or inability to act
as such , JOHN N. RIGAS or, in the case of his absence or inability to act as such, WALTER T. GANGL, as attorney-in-fact, for her
or for him, to sign the Company’s Annual Report on Form 10-K for the year ended December 31, 2007, and any amendments
thereto, to be filed by the Company with the Securities and Exchange Commission under the Securities Exchange Act of 1934, as
amended, with the same effect as if each signed personally.

Pursuant to the Securities and Exchange Act of 1934, as amended, this Report has been signed by the following persons on behalf
of the registrant and in the capacities and on the dates indicated.

James J. Gaffnhey Director February 25, 2008
Robert C. Garland Director February 25, 2008
Judith R. Haberkorn Director February 25, 2008
James J. O'Connor Director February 25, 2008
Russell F. Peppet Director February 25, 2008
Arthur J. Pergament Director February 25, 2008
John J. Roberts Director February 25, 2008

Alexander M. Sanders, Jr. Director February 25, 2008



Exhibit No. 31.1

I, Michael D. Lockhart, certify that:

1)
2)

3)

4)

5)

| have reviewed this report on Form 10-K of Armstrong World Industries, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) or 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls over financial reporting.

Date: _ February 28, 2008

/s/ Michael D. Lockhart
Michael D. Lockhart
Chairman and Chief Executive Officer
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I, F. Nicholas Grasberger lll, certify that:

1)
2)

3)

4)

5)

I have reviewed this report on Form 10-K of Armstrong World Industries, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) or 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls over financial reporting.

Date: _ February 28, 2008

/sl E. Nicholas Grasberger Il
F. Nicholas Grasberger I
Senior Vice President and Chief Financial Officer
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Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, filed herewith.

Armstrong World Industries, Inc.
(the “Company”)

Written Statement by Chief Executive Officer
Pursuant to Section 906 of Sarbanes-Oxley Act of 2002

| certify to the best of my knowledge and belief that the Company’s Form 10-K annual report containing its financial statements for
the fiscal year ended December 31, 2007 fully complies with the requirements of section 13(a) of the Securities Exchange Act of
1934, and that information contained in that report fairly presents, in all material respects, the financial condition and results of
operations of the Company as of that date.

/s/ Michael D. Lockhart

Michael D. Lockhart

Chairman and Chief Executive Officer
Armstrong World Industries, Inc.

Dated: February 28, 2008
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Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 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 of 2002

| certify to the best of my knowledge and belief that the Company’s Form 10-K annual report containing its financial statements for
the fiscal year ended December 31, 2007 fully complies with the requirements of section 13(a) of the Securities Exchange Act of
1934, and that information contained in that report fairly presents, in all material respects, the financial condition and results of
operations of the Company as of that date.

/s/ F. Nicholas Grasberger ll

F. Nicholas Grasberger IlI

Senior Vice President and Chief Financial Officer
Armstrong World Industries, Inc.

Dated: February 28, 2008
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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 and islidr$es (a general partnership) (the
Company) as of December 31, 2007 and 2006, anc:téeed consolidated statements of income, parteqtsty and comprehensive income,
and cash flows for each of the years in the these-period ended December 31, 2007. These contaifiaancial statements are the
responsibility of the Compang’management. Our responsibility is to expresspamian on these consolidated financial statemease on ot
audits.

We conducted our audits in accordance with audgiagdards generally accepted in the United StdtAsnerica. Those standards require that
we plan and perform the audit to obtain reasonasdeirance about whether the financial statemeatse of material misstatement. An audit
includes consideration of internal control ovegfigial reporting as a basis for designing audit@dores that are appropriate in the
circumstances, but not for the purpose of exprgsaimopinion on the effectiveness of the Compamg&rnal control over financial reporting.
Accordingly, we express no such opinion. An aullibancludes examining, on a test basis, evidenppating the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Worthington Armstrong Venture and subsidiariesfa@ecember 31, 2007 and 2006, and the resultsedf tiperations and their cash flows for
the three-year period ended December 31, 200@rifoomity with U.S. generally accepted accountinggiples.

/sl KPMG LLP

Harrisburg, Pennsylvania
February 20, 200



WORTHINGTON ARMSTRONG VENTURE
Consolidated Balance Sheets
December 31, 2007 and 2006

(In thousands)

Assets

Current assett

Cash and cash equivalel

Accounts receivable, n

Inventory, ne

Other current asse

Total current asse

Property, plant, and equipment, |
Goodwill
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
Long-term debt
Other lon¢-term liabilities
Total lon¢-term liabilities
Total liabilities
Partner’ equity:
Contributed capite
Retained earning
Accumulated other comprehensive inca
Total partner equity
Total liabilities and partne’ equity

See accompanying notes to consolidated finanassients.

2

2007 2006
$ 47,30« 72,02
45,87¢  45,65¢
36,28:  38,97¢
1,511 1,067
130,97« 157,72
28,19:  25,77¢
2,31¢ 2,082
45¢ 28¢
$161,94: 185,87!
$ 17,77«  20,43¢
10,41¢ 6,521
741 1,89;
28,93«  28,85:
673 457

100,00( —
3,461 3,61¢
104,14( 4,07¢
133,07« 32,92¢
22,43t  22,63¢
— 127,75
6,43: 2,55¢
28,87( 152,95(
$161,94: 185,87!




Net sales
Cost of sale:
Gross margit
Selling, general, and administrative exper

Other income, ne
Interest incomt
Interest expens
Income before income tax exper
Income tax expens
Net income

See accompanying notes to consolidated financigstents.

WORTHINGTON ARMSTRONG VENTURE
Consolidated Statements of Income
Years ended December 31, 2007, 2006, and 2005
(In thousands)

3

2007 2006 2005
$379,08( 348,81,  307,74(
(245,06) (224,73) (208,629)
134,927 124,07¢ 99,11
(22,310 (19,03) (18,829
112,617 105,03t 80,28
114 10C 123
2,16: 3,67¢ 1,98¢
(4,400 (177) (1,45
110,490 108,64( 80,93
(3,450 (3,759 (2,299
$107,04: 104,88  78,64(




Balance, January 1, 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

Net income

Distributions

Change in funded status of pension
Foreign currency translation adjustme
Balance, December 31, 20

WORTHINGTON ARMSTRONG VENTURE
Consolidated Statements of Partners’ Equity and [@ehensive Income
Years ended December 31, 2007, 2006, and 2005

(In thousands)

Contributed capital

Armstrong The Worthington

Accumulated
other
comprehensive

Total

Comprehensive

Ventures, Steel Retained partners’
Inc. Company earnings income (loss) equity income
$12,92¢ 9,71: 76,23: 3,57¢ 102,44. $ 65,14¢
— — 78,64( — 78,64( $ 78,64(
= = (46,000) = (46,000 =
— — — (152) (153) (152)
— — — (3,977) (3,977) (3,977)
12,92¢ 9,71: 108,87 (557) 130,95: $ 74,51(
— — 104,88t — 104,88t $ 104,88¢
— — (86,000 — (86,000 —
— — — 40 40 40
— — — 3,072 3,07z 3,072
12,92¢ 9,71: 127,75 2,55¢ 152,95( $ 107,99¢
— — 107,04 — 107,04 $ 107,04:
(100) (100) (234,800 — (235,000 —
— — — 252 252 252
— — — 3,62¢ 3,62¢ 3,62¢
$12,82¢ 9,61: — 6,43 28,87( $ 110,92(

See accompanying notes to consolidated finan@ssients.

4



WORTHINGTON ARMSTRONG VENTURE
Consolidated Statements of Cash Flows
Years ended December 31, 2007, 2006, and 2005

(In thousands)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net caskigea 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
Issuance (payments) of Ic-term debi
Distributions paic
Issuance costs related to d
Net cash used in financing activiti
Effect of exchange rate changes on cash and casaénts
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 finanassients.

5

2007 2006 2005
$107,04. 104,88¢  78,64(
3,27¢ 4367 5,087
53 11 (4323)
974 (7,769 (1,45
3,63: (8,660 10,54¢
(400)  7,25¢ (570)
(547) 802 (737)
114,03° 100,897  91,07¢
(5,05) (2,556 (2,999
— 13 44
(5,05]) (2,549 (2,949
100,00 — (50,000
(235,000 (86,000 (46,000)
(232) — (317)
(135,23) (86,000 (96,31
1,531 981 (807)
(24,727 13,33t (8,994
72,028 5869 67,68
$ 47,30¢ 72,02¢  58,69(
$ 2,59 102 1,067
3,937 2,221  2,29¢



1)

(@)

WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

Description of Business

Worthington Armstrong Venture (the Company) is agyal partnership, formed in June 1992, betweenstiong Ventures, Inc.
(Armstrong), a subsidiary of Armstrong World Indies$ Inc., and The Worthington Steel Company (Wagton), a Delaware
corporation (a subsidiary of Worthington Industrieg.). Its business is to manufacture and masispension systems for commercial
and residential ceiling markets throughout the diofhe Company has manufacturing plants locateddarJnited States, France, Spain,
the United Kingdom, and the Peoples Republic oh&hi

Summary of Significant Accounting Policies

(@)

(b)

(©)

(d)

(€)

(f)

Use of Estimates

These consolidated financial statements are prdpar@ccordance with accounting principles gengradicepted in the United
States of America and include management estinaaigjudgments, where appropriate. Significant itsmgect to such estimates
and assumptions include the carrying amount ofgntgpplant, and equipment and goodwill; valuattiowances for receivables
and inventories; and assets and obligations retatedhployee benefits. Actual results could diffem those estimates.

Consolidation Policy

The consolidated financial statements include to®ants of the Company and its subsidiaries. gihicant intercompany
transactions have been eliminated.

Revenue Recognition

The Company recognizes revenue from the sale afyats and the related accounts receivable whenttithsfers, generally on the
date of shipment. At the time of shipment, a priaviss made for estimated applicable discountslasses that reduces revenue.
Sales with independent U.S. distributors of prosiietmajor home center retailers are recorded wheproducts are shipped from
the distributor’s locations to these retailers.

Advertising Costs

The Company recognizes advertising expenses asthdapcurred. Advertising expense was $970,0009 &80 and $812,000 for
the years ended December 31, 2007, 2006, and &s)iectively.

Research and Development Expenditures

The Company recognizes research and developmeahsg@ms expenditures are incurred. Total reseactdevelopment expense
was $3,734,000, $2,805,000 and $2,358,000 for ¢laesyended December 31, 2007, 2006, and 2005 ctashe

Taxes

The Company is a general partnership in the UrBiiades, and accordingly, generally all U.S. fedanal state income taxes are the
responsibility of the two general partners. Deférircome tax assets and liabilities are recogniaefbreign subsidiaries for taxes
estimated to be payable in
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2007 and 2006
future years based upon differences between thadial reporting and tax bases of assets anditiabilDeferred tax assets and

liabilities are determined using enacted rates ebgaeto apply to taxable income in the years theptarary differences are expected
to be recovered or settled.

() Cash and Cash Equivalents
Short-term cash investments that have maturitiekrek months or less when purchased are consittelEicash equivalents.
(h) Trade Accounts Receivable

Trade accounts receivable are recorded at thedada@mount and do not bear interest. The Compaimtairess an allowance for
doubtful accounts for estimated losses inhereitsiaccounts receivable portfolio. In establishihg required allowance,
management considers historical losses, curreeiv@ales aging, and existing industry and nati@tanomic data. Account
balances are charged off against the allowanceaftmeans of collection have been exhausted lamgdtential for recovery is
considered remote. The Company does not have &alafnce-sheet credit exposure related to itsooosts.

(i) 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 watst,accumulated depreciation and amortization destiito arrive at net book
value. Depreciation charges are determined gegeralthe straight-line basis over the useful ligmegollows: buildings, 30 years;
machinery and equipment, 5 to 15 years; and leéd@nprovements over the shorter of 10 years ofifeef the lease. Impairme
losses are recorded when indicators of impairmenpeesent and the undiscounted cash flows estitatee generated by those
assets are less than the assets’ carrying améamtimpairment exists, the asset is reduced tosédue.

(k)  Goodwill

Goodwill is tested for impairment at least annuallige impairment tests performed in 2007, 2006,20@b did not result in an
impairment of the Company’s goodwill.

()  Foreign Currency Translation and Transactions

For subsidiaries with functional currencies othemt the U.S. dollar, income statement items areskaged into dollars at average
exchange rates throughout the year and balanceigms are translated at year-end exchange 1@tas or losses on foreign
currency transactions are recognized in other irggarat in the accompanying consolidated statentdritcome. Gains and losses
on foreign translation are recognized in accumdlater comprehensive income in the accompanyingaaated balance sheets.
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

(m) Reclassifications
Computer software amounts have been reclassifoed éther intangibles to property, plant, and equptrior 2007 and 2006.

Accounts Receivable

The Company sells its products to select, preamar@ustomers whose businesses are directly affegtedanges in economic and
market conditions. The Company considers theseraeind the financial condition of each customeenvéstablishing its allowance for
losses from doubtful accounts. The allowance fartiol accounts was $283,000 and $346,000 at DeeeBih 2007 and 2006,
respectively.

Inventory
2007 2006
(In thousands)
Finished good $15,44¢ 15,85
Goods in proces 12C 53
Raw materialt 17,32¢ 19,77
Supplies 3,394 3,30(
Total inventories $36,28: 38,97¢
Property, Plant, and Equipment
2007 2006
(In thousands)
Land $ 1,407 1,334
Buildings 13,71¢ 13,42
Machinery and equipmel 66,81¢ 62,79¢
Computer softwar 71z 52t
Construction in proces 4,167 1,372
86,81¢ 79,45:
Accumulated depreciation and amortizat (58,627 (53,676
Total property, plant, and equipment, $ 28,19: 25,77¢

Depreciation and amortization expense were $3,206 84,367,000 and $5,087,000 in 2007, 2006, afd,2@spectively.

Goodwill

Goodwill increased (decreased) by $237,000, $189:0@ $(257,000) during 2007, 2006, and 2005, msm@dy, due to foreign currency
translation.
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

(7) Fair Value of Financial Instruments

The Company does not hold or issue financial ims&nts for trading purposes. The carrying amountaeh and cash equivalents,
accounts receivable, and accounts payable appreitinair fair value due to the short-term matuoityhese instruments. The carrying
value of debt approximates fair value as the debies a variable interest rate.

(8) Debt

In September 2005, the Company paid off its $50anilTerm Loan and established a $50 million revriMine of credit. In May 2007,
the Company amended the line of credit facilitgxtend the credit agreement to May 2012 and teeass the line of credit to $150
million. The revolving line of credit is unsecure&t. December 31, 2007, there was $100 million @mding on this line of credit.

The line of credit contains certain restrictivedfiitial covenants, including, among others, interegérage and leverage ratios, as well as
restrictions on dividends. The Company was in cdemgk with its covenants as of December 31, 20072806.

(9) Pension Benefit Programs

The Company contributes to the Worthington defemedit sharing plan for all other eligible U.S. ployees. Cost for this plan was
$901,000, $836,000 and $658,000 for 2007, 20062808, respectively. The Company also contributegolvernment-related pension
programs in a number of foreign countries. The émrsthese plans amounted to $209,000, $184,00%258,000 for 2007, 2006, and
2005, respectively.

The Company also has a defined benefit pensionfplagligible hourly employees in its former maretfzing plant located in Malvern,
Pennsylvania. This plan was curtailed in JanuaBAafue to the consolidation of the Company’s Eaastoperations, which eliminated
the expected future years of service for partidipamthe plan.

The following table sets forth the defined benpéihsion plan’s benefit obligations, fair value tfrpassets, and funded status at
December 31, 2007 and 2006:

2007 2006
(In thousands)
Projected benefit obligation at beginning of y $8,99¢ 8,97¢
Administrative cos 10z 98
Interest cos 49€ 47¢
Actuarial (gain) los: (161) 79
Benefits paic (739 (639
Projected benefit obligation at end of yi $8,70: 8,99¢
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2007 2006
(In thousands)

Benefit obligation at December ! $ 8,70: 8,99¢
Fair value of plan assets as of Decembe 7,63¢€ 7,78¢
Funded status at end of ye $(1,067) (1,215

Amounts recognized in the balance sheets consi
Noncurrent liabilities $(1,067) (1,215
Accumulated other comprehensive inca 2,15¢ 2,40¢

Amounts recognized in accumulated other comprekienscome represent unrecognized net actuariad$oss
The components of net periodic benefit cost (bénafe as follows:

2007 2006 2005
(In thousands)

Administrative Cos $ 102 98 95
Interest Cos 49¢ 47S  46¢
Expected return on plan ass (59€) (59C) (617)
Recognized net actuarial lo 101 142 31

Net periodic benefit cost (benef $ 10t 13C (22)

The net loss for the defined benefit pension pheat will be amortized from accumulated other corhpresive income into net periodic
benefit cost over the next fiscal year is $100,000.

Weighted average assumptions used to determindibellégations for the years ended and as of Ddpem31, 2007 and 2006 are as

follows:
2007 2006

Weighted average assumptions for year ended Dece3iib

Discount rate 57% 5.2t%

Expected lon-term rate of return on plan ass 8.0C 8.0C
Weighted average assumptions as of Decembe

Discount rate 588%  5.7%%

Expected lon-term rate of return on plan ass 8.0C 8.0C

The Company'’s overall expected long-term rate tfrreon plan assets is 8%. In developing the 8%eebgul long-term rate of return
assumption, the Company considered its historisaipmounded return and reviewed asset class retperetions and long-term inflation
assumptions.

The primary investment objective of the defineddf@épension plan is to achieve long-term growtltapital in excess of 8% annually,
exclusive of contributions or withdrawals. This ettjve is to be achieved through a balanced paottmmprised of equities, fixed
income and cash investments.
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WORTHINGTON ARMSTRONG VENTURE
Notes to Consolidated Financial Statements
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Each asset class utilized by the defined benefisipa plan has a targeted percentage. The folloteiblg shows the asset allocation ta
and the December 31, 2007 and 2006 position:

Position at December 3:

Target weight 2007 2006
Equity securitie: 65% 69% 69%
Fixed income securitie 35 29 28
Cash and equivalen — 2 3

(10)

(11)

The Company made no contributions to the U.S. ddfipenefit pension plan in 2007, 2006, or 2005do®s not expect to contribute to
the plan in 2008.

The benefits expected to be paid in each of th¢ fivexyears and in the aggregate for the five yehereafter are shown in the following
table (in thousands):

Expected future payments for period
ending December 31:

2008 $ 56t
2009 56(
2010 58(
2011 58C
2012- 2016 2,93(

The expected benefits are based on the same assospsed to measure the Company’s benefit obtigatt December 31, 2007.

Income Taxes

The Company is a general partnership in the UrSiades, and accordingly, generally all U.S. fedanal state income taxes are the
responsibility of the two general partners. Therefmo income tax provision has been recorded & idcome. There are no significant
differences between the statutory income tax riatésreign countries where the Company operateslamécome tax provision recorded
in the income statements. No deferred taxes, imutuaithholding taxes, have been provided on theeonitted earnings of foreign
subsidiaries as the Company’s intention is to ibtlesse earnings permanently.

Deferred tax balances recorded on the balancesstedate primarily to depreciation, tax-deductigtedwill, and accrued expenses. In
2007, the provision for income tax expense wasZkBAD0 comprising $3,292,000 current and $158,@66rced. In 2006, the provision
for income tax expense (benefit) was $3,754,000pting $3,856,000 current and $(102,000) defedre@005, the provision for
income tax expense (benefit) was $2,299,000 compgris2,338,000 current and $(39,000) deferred.

Leases

The Company rents certain real estate and equipi8eneral leases include options for renewal oclpase and contain clauses for
payment of real estate taxes and insurance. In cagsts, management expects that in the normaleotilaisiness, leases will be
renewed or replaced by other leases. Rent expemsgy®007, 2006, and 2005 amounted to $2,470$P9337,000 and $2,869,000,
respectively.
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Future minimum payments by year and in the aggeefgpatoperating leases having noncancelable |egisestin excess of one year are as

follows (in thousands):

Year:

2008 $ 2,93:
2009 2,711
2010 2,637
2011 2,55(
2012 2,591
Thereaftel 4,90¢

Total $18,33!¢

(12) Accumulated Other Comprehensive Income
The balances for accumulated other comprehensogaria are as follows:

2007 2006
(In thousands)

Foreign currency item $ 8,58¢ 4,96:

Pension plai (2,15¢) (2,409

Total accumulated other comprehensive inci $ 6,432 2,55t

(13) Related Parties

Armstrong provides certain selling, promotionald @aaministrative processing services to the Comganwhich it receives
reimbursement. Armstrong purchases grid produots the Company, which are then resold along witmgtrong inventory to the

customer.
2007 2006 2005
(In thousands)
Services provided by Armstrot $14,96. 13,70¢ 13,02
Sales to Armstron 87,66( 75,85« 67,86(

No amounts were owed to Armstrong as of Decembg@07 or 2006. Armstrong owed the Company $5,8dhd $4,742,000 for
purchases of product for the same periods, resdgtiwhich are included in accounts receivable.

Worthington provides certain administrative progegservices and insurance-related coverages tGaohepany for which it receives
reimbursement.

2007 2006 2005
(In thousands)

Services provided by Worthingtc $ 715 1,07¢ 55k

Raw material purchased from Worthingt 2,07¢ 3,64¢ 5,03¢
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The Company owed $438,000 and $636,000 to Worthings of December 31, 2007 and 2006, respectimdlich are included in
accounts payable.

(14) Legal Proceedings

The Company is involved in various claims and legaions arising in the ordinary course of busings¢he opinion of management, the
ultimate disposition of these matters will not hamaterial adverse effect on the Company’s codatdd financial position, results of
operations, or liquidity.
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