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STOCK OFTIONS

The Company's 1956 Long-Tenn Incentive Plan (the “Plan',, admimistered by the Cocpensation
Committee of the Board of Directors, permuts the grant to officers and certain key employees of stock options,
stock appreciation nghts (“SARs™) and performance units. Theze are also options and SARs outstanding
pursuant to cther incentive plans of th: Company w.der which the Company does not intend to make any
additional grants,

The grant or excrcise of an option does not result in & charge against the Company™s ezmungs because
all options kave been granted at exercise prices approximating the market value of the stock at the date of
grant. However, any excess of the Common Stock market pnce over the option pnce of options winch include
SARs does result 1n a charge against the Company’s camings; a subsequent decline tn market pnce results in
a credit 1o eamings, but only to a maximum of the ecamings charges incurred in pnor yeats gn nnexercised
SARs. There was no charge against or credst to eamings for SARs in 1987, 1986 or 1985.

After the Restructuring, outstanding stock options were amended to reflect the spin-off of the refining
and marketing business, resulting i options being outstanding for an additional 680,497 shares.

At December 31, 1987 and 1986, there were 1,922,374 and 1,650,760 shares of Common Steck,
respectively, reserved for future grants under the 1986 Plan, and stock options reprasenung 1,385,896 shares
of Common Stock were exercisable under all incentive plans of the Company. Stock option activity was as
fodows:

1987 1985 1933
Qutstanding at January 1............ ciismsnsasenensaneaaae 2,557,978 2,322,403 1,918,523
Granted covneeenrnninstinesnannase tsiesisenes 698,200 1,237,213 549,000
Exeraised covee cennnnnnns Creresnens secassarasesaes  (296,280) (105)
Caelledse cuvvevaenenannns ersvsasssansrensnnnneaas (1,571,599 (1,000,638) (145,015)
Restructuring conversion ceevavisaascassoncnnosansssess 680,497
Outstanding at December 31 ......... vessnnsrvesnnrvessaaes 2,063,796 2,557,978 2,322,403

Exercite prices of stock ¢ptions outstanding at December 31, 1987 ranged from $6.25 to $23.639 per
share.

LEASES

The Company Jcases certun machinery and equipment, facilities and office space under eancellable and
noa-cancellable operating leases, most of which expire within 20 years and may be renewed.

Minimum annual rentals for operating leases at December 31, 1987 wers as follows:
1988 i tieciiiesssensesssnnnannnsa nnasa = 3 180
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Rental expense for operating leases was as follows:

157 1986 18
TOL FENMAlS suvensesnconasensanuraranassonansrnnnssarssssaa-cansseas $348 $I71 $356
Less—Sublease 1ental intome <e vasivnorssncersannsnsnssasaiisnnieiaeas _ 65 48 37

Rental €Xpense svvruursnsnsserasnnsnsesssnnsnsnsssnrsesassasssacenss 5283 $323 $IL9
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COMMITMENTS AND CONTINGENCIES

A pumber of stockholders of the Company have commenced purported class action and dernative
Liugauon in the Pelaware Chancery Court aganst the Companv and, n most of the acuions, directors of the
Company. Three of the pending actions wezre commenced 1n January 1987, six of the aztions were commencad
1n February 1687, and one action was commenced th October 1987, These actions allege, in general, that the
durectors breached ther fiductary duties by, or wasted corporate assets 1n connection with, among other
things, apptoving the adoption of the Company’s Sharcholder Rights Plan (Rights Plar) 1n Ocicber 1986,
refusing to redeemn the nghts thereunder, repecuing the takeover offers made by Mesa Limited Partnership or
affibates thersof 1n 1986 and 1987, refusing to negotiate the sale of the Company or to subaut the matter 1o
stockholder vote, adopting a plan restructunng the Company (see “Restructuring Program'™), or a
combnation of the foregoing matters. The Company has reached an agreament in pnnciple to settle these
actions by redeenung the Commoa Share Purchase Reghts issued pursuznt to the Rights Plan in accordance
with thar terms and adopting a new Preferred Share Purchase Rights Plan The settlement also provides for
a release of all claims that have been or could be asserted by any stockholder of the Company ansing from
the subject matters of the htigatica. The Company will pay the amount of plaintiffs' counsel fees and expenses
as may be awarded by the Court, but pot to exceed $1,075,000. The settlement, which s subject, among other
things, to the approval of the Delaware Chancery Court, 1s expected to be finalized in the first half of 1988,

The Company was a defendant 'n a large number of lawswits arisirg from exposure of mihtary personnel
in Vietnam to “Agent Orange” manufactured by the Company and other companics which allegedly
contaned some amount of dioxun. This hugation was cerufied as a class act:on and was settled 1n 1984 when
the defendants pad an aggregate of $180 O mull:on 1nt0 2 court-admun:stered fund. The Federal Distnet Count
also dismissed tn clums of the plantiffs in individual actions pending before 1t who had requested exclusion
from the class. The Umted States Count of Appeals for the Second Circuit has affirmed the Distnet Court's
approval of the settlement and the axsmussal of the clams by the planuffs who had requested exclusion from
the class. Petitions to the Unuted States Supreme Court for review of certain aspects of this hitigation reman
pending.

Several lawsuits were filed 2gamnst the Company 1n New Jersey state courts relating to its former Newark,
New Jersey plant which was used for the manufacture of Agent Orange. The Company has secured favorable
Judgments on all claims tncluded in these suits, except for one suit in which elaims for personz] injury and
property loss allegedly ancurred by residents and businesses 1n the Newark area and former employees at the
plant are sull in the discovery stage. The Company docs pot expect any matenal habuny from ths remaunisg
claim.

In 1934, the Company, working with the New Jersey Depariment of Environmental Protection, signed
orders to clean up the Newark plant and surrounding neighborliood. The neighborhood cleanup 15
substantially finished. The Depanment of Environmental Protection hzs approved tle Company's
recommended remedial action plan for the plant site, and the plan 18 now being reviewed by the
Environmental Protection Agency. The cleanup program, which is expected to cost approxmately $93
million, is anticipated to begthin 1988,

The Company and The B. F. Goodnch Company are parties to & Federal Trade Commission
adminstrative complawnt ssued 1n January 1982 that alleges the acquisiion by Goodnch of the Company's
plastics subsidiary in 1981 would illegably reduce compsetition in the domestie production of vinyl ¢chlonde
pionomer and polyvinyl chlonde resins, The Company and Goodrich believe the sale was lawful. The
Company has agreed, however, that if a final yudgment of & federal appesls court requires Goodrich to davest
itself of the acquired assets and they arc not sold to a thind party, the Company will reacquire them. After a
trul on the ments of thas matter 1n 1935, an Adounistrative Law Judge disoussed the complaint. The appeal
before the Federal Trade Lommussion was heard in January 1986 No decision has yet been rendered.

In 1981, a mansfacturer of pleasure boats and waditary craft sued the Company and Koppers wleging
that & resun supplied by the Company and Korpers for use 1 making boat hulls caused bhsters on the
fiberglass parts of the pleasure boats. The resin was supplied by the Company from 1975 until 1ty resing
business was sold to Koppers in Jate 1977. Thereafter, Koppers supplied the resin untal 1t ceased production
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in 1931. Pursvant to 21 agreement among the Company, ¥ oppers and the boat manvfacturer, 10 J2asuits
which involve Li= .ompany are bang defended by the boat manufacturer, and the Company s directly
defending an addiuoaal 17 lawsuats. In addition, clams for which the Company s responsible have been filed
by approximately ; 40 boat owners. To date the Company has paid approximately §8 0 million 10 settle claims
and lawsuits ansing from this matter, and anticipates adchtional costs of at Jeast as much to resolve pending
and future claims and Jawsuits.

The insarance companies which wrote the Company's pnmary and excess snsurance dunng the relevant
penod have to date refused to provide coverage for the Company’s losses and expenses ansing from the Agent
Orange htigation, the personal injury and property damage clums refated to the Newark plant, the cleanup
of the Newark plant site, other environmental claims and the beat manufacturer claims. in two actions filed
in New Jersey state courts and in an action filed 1n & Califorma state court, the Company has commenced
bugation agunst all of these insurers for declaratory Judgments that it 1s entatled to coverage for these claims
1n accordance with the Company's understanding of the terms of the policies. Dunng 1937, the Company
was granted summary judgment on saveral impanant sssues involved in this litigation, pnnapally relating to
the Agent Orange settlement, but to date has not recovered any insurance proceeds in these cases. The $750
million resenve desenbed ander “Discont.nued Operauons™ includes costs expected 10 be incurred in the
Newark claim and in the boat manufacturer htigation,

In November of 1587 the Company filed a fawsuit 1n Texas state court aganst Kidder, Peabody & Co.
Incorporated, Martin A. Siegel and Ivan F. Boesky secking damages of at Jeast 3300 C mullien ansing from
alleged Jeaks by Stegel to Boesky of confiden.ral information about the 1983 acquisiiion of Natomus Company
by a predecessor of the Company. At the ime, Siegel was an officer and director of Kidder, Peabody, which
acted as the Company’s invesiment advisor for the Natomas acquisition Subsequently, Kidder, Peahody filed
declaratory Judzment acttons in Defaware state count and a Federal Dustinct Court in New Yark City secatng
declarations that it had no hubility to the Company fou the actvit es of Siegel and Boesly The Company has
maoyed to disouss or stay these actions, and Kidder has muved to stay the Texas action The Company believes
that it 1s entitled 1o recover maienal amounts of damages f.om the defendants and will vigorously parsve its
claims, Kidder, Peabody can be expected 1o defend the Inigation tenactously. There can be no assurance that
the Company will actually obtain any significant recovery.

The Company 15 also a party to a number of other lawsuits, the outcomes of which are not expected fo
have a material sffect on the Company’s operations or financial position.
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