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ITE}T 1. BUSINESS

PART I

is  pr imar i ly  a  ho ld ing company.  We operateValhi ,  Inc . (NYSE : VHI )
through our whol ly-owned and major i ty-owned subsidiar ies,  including NL
Indus t r ies ,  Inc . ,  Kronos  Wor l -dwide ,  Inc . ,  CompX fn te rna t iona l  Inc .  and Waste
C o n t r o l -  S p e c i a l i s t s  L L C  ( " W C S " )  P r i o r  t o  M a r c h  2 5 , 2 0 0 7  w e  w e r e  a L s o  t h e
la rges t  shareho lder  o f  T i tan ium Meta ls  Corpora t ion  ( "T IMET") ,  a l though we owned
l-ess than a major i ty interest  and we accounted for our investment in TIMET by
the  equ i ty  method.  On February  28 ,2007 our  board  o f  d i rec to rs  dec l -a red  a
special  d iv idend of  a l l  of  the TIMET common stock we owned. The special
d iv idend was pa id  on  March  25 ,  2007 to  s tockho lders  o f  record  as  o f  March  L2 ,
2007. After complet ion of  the div idend, we own approximately 1? of  TIMET
primari ly through our NL subsidiary.  See Note 3 to our Consol idated Financial-
Statements .  Kronos (NYSE: KRO) ,  NL ( luySn: NL) and CompX (NySn: CIX) each f  i le
per iod ic  repor ts  w i th  the  U.S.  Secur i t ies  and Exchange Commiss ion  ( *SEC") .

Our  p r inc ipa l  execut ive  o f f i ces  are  l -oca ted  a t  Three L inco ln  Center ,  5430
LBJ Freeway,  Su i te  1700,  Da1 las ,  Texas  75240.  Our  te lephone number  i s  (S lz1
233-1700.  We main ta in  a  wor l -dwide  webs i te  a t  vaTh i .ne t .

Br ie f  H is to ry

LLC Corpora t ion ,  our  lega l  p redecessor ,  was  incorpora ted  in  De l -aware  in
1932.  We are  the  successor  company o f  the  L987 merger  o f  LLC Corpora t ion  and
another ent i ty control l -ed by Contran Corporat ion.  We are major i ty owned by a
subsidiary of  Contran, which owns approximately 93? of  our outstanding common
stock  a t  December  31 ,  2007.  Subs tan t ia l l y  a I l  o f  Cont ran 's  ou ts tand ing  vo t ing
s tock  is  he ld  by  t rus ts  es tab l - i shed fo r  the  benef i t  o f  cer ta in  ch i ld ren  and
grandchi l -dren of  Harol-d C. Simmons ( for  which Mr.  Simmons is the sole t rustee)
or  i s  he ld  d i rec t l y  by  Mr .  S immons or  o ther  persons  or  re la t .ed  compan ies  to  Mr .
Simmons. Consequent ly,  Mr.  Simmons may be deemed t .o control-  Contran and us.

Key  events  in  our  h is to ry  inc lude:
o ] -979 Contran acquires control-  of  LLC;
o  1981 -  Cont ran  acqu i res  cont ro l  o f  our  o ther  p redecessor  company;
o  ] -982 -  Cont ran  acqu i res  cont ro ]  o f  Keys tone Conso l ida ted

I n d u s t r i e s ,  I n c . ,  a  p r e d e c e s s o r  t o  C o m p X ;
o  1984 -  Keys tone sp ins-o f f  an  en t i t y  tha t  inc ludes  what  i s  to

become CompX;  th is  en t i t y  subsequent ly  merges  w i th  LLC;
r  1985 -  Cont ran  acqu i res  cont ro l -  o f  NL,  wh ich  a t  the  t ime owns l -003

of  Kronos  and a  50? in te res t  in  T fMET;
.  L987 -  LLC and another Contran control- ]ed company merge to form

Valh i ,  our  cur ren t  corpora te  s t ruc tu re ;
o  1 9 8 8

T IMET;

o  1 9 9 5

o  1 9 9 6

NL sp ins  -o f  f  an  en t i t y  t .ha t .  inc ludes  i t s  inves tment  in

WCS beg ins  s ta r t -up  opera t ions ;
T IMET comple tes  an  in i t ia l  pub l i c  o f fe r ing ;

o

Unless
t tour"  rgfer

e  2003 NL comple tes  the  sp in -o f f  o f  Kronos  th rough the  pro- ra ta
d is t r ibu t ion  o f  Kronos  shares  to  i t s  shareho l -ders  inc lud ing  us ;
2004 th rough 2005 -  NL d is t r ibu tes  Kronos  shares  to  i t s
shareho l -ders ,  inc lud ing  us ,  th rough quar te r ly  d iv idends ;  and
2007 We d is t r ibu te  a l l  o f  our  T IMET common s tock  to  our
shareho l -ders  th rough a  s tock  d iv idend.

otherwise indicated, ref  erences in th is report  to r \we" ,  "us "  or
to  Va lh i ,  Inc .  and i t s  subs id ia r ies ,  taken as  a  who le .



Forvtrard- Looking S t,atements

This Annual  Report  contains forward- looking statements wi th in the meaning
o f  t h e  P r i v a t e  S e c u r i t i e s  L i t i g a t i o n  R e f o r m  A c t  o f  1 9 9 5 .  S t a t e m e n t s  i n  t h i s
Annual-  Report  on Form 10-K that are not histor ical-  in nature are forward-
look ing  in  na ture  about  our  fu tu re  tha t  a re  no t  s ta tements  o f  h is to r ica l -  fac t .
S ta tements  a re  found in  th is  repor t  inc lud ing ,  bu t  no t  l im i ted  to ,  s ta tements
found in  l tem 1 " B u s i n e s s ,  "  I t e m  1 A " R i s k  F a c t o r s , "  f t e m  3  -  t ' L e g a 1

Proceed ings ,  "  I tem 7  -  r tManagemenE's  D iscuss ion  and Ana lys is  o f  F inanc ia l -
Condi t ion and Resul- ts of  Operat ionstr  and I tem 7A -  r rQuant i tat ive and
Qual - i ta t i ve  D isc l -osures  About  Marke t  R isk ,  "  a re  fo rward- look ing  s ta tements
that represent our bel iefs and assumptions based on current ly avai lable
in fo rmat ion .  fn  some cases  you can ident i f y  these fo rward- look ing  s ta tements
b y  t h e  u s e  o f  w o r d s  s u c h  a s  " b e l - i e v e s , t t  ' r i n t e n d s , r r  " m a y ,  t '  " s h o u I d , t t  I ' c o u l d r r l

"an t ic ipa tes ,  r r  t ' expec ted ' r  o r  comparab le  te rmino logy ,  o r  by  d iscuss ions  o f
strategies or t rends. Al though we bel- ieve the expectat ions ref  lected in such
forward- looking statements are reasonable,  we do not know i f  these expect,at ions
w i l l  b e  c o r r e c t . Forward- looking statements by their  nature invol-ve
subs tan t ia l -  r i sks  and uncer ta in t ies  tha t  cou ld  s ign i f i can t ly  impact  expec ted
r e s u l - t s .  A c t u a l  f u t u r e  r e s u l t s  c o u l - d  d i f f e r  m a t e r i a l l y  f r o m  t h o s e  p r e d i c t e d .
Whi le  i t  i s  no t  poss ib le  to  ident i f y  a l - l -  f  ac to rs ,  w€ cont inue to  f  ace  many
r isks and uncertaint ies.  Among the factors that  could cause actual-  future
resu l t .s  to  d i f fe r  mater ia l l y  f rom those descr ibed here in  a re  the  r i sks  and
uncertaint ies discussed in th is Annual-  Report  and those descr ibed from t ime to
t ime in our other f i l ings wi th the sEc including, but not l imi ted to,  the
f o l l o w i n g :

o

o

Future supply and demand for our products;
T h e  c y c l i c a l i t y  o f  c e r t a i n  o f  o u r  b u s i n e s s e s  ( s u c h  a s  K r o n o s '  T i o 2
o p e r a t i o n s ;
Customer inventory l -evefs (such as the extent to which Kronos'  customers
f f iay ,  f  rom t ime to  t ime,  acce l -e ra te  purchases  o f  T iO2 in  advance o f
an t ic ipa ted  pr ice  inc reases  or  de fer  purchases  o f  T iO2 in  advance o f
a n t i c i p a t e d  p r i c e  d e c r e a s e s ;
Changes in  our  raw mater ia l  and o ther  opera t ing  cos ts  (such as  energy
c o s t s )  ;
T h e  p o s s i b i l i t y  o f  f a b o r  d i s r u p t i o n s ;
General-  g loba1 economic and pol i t ical  condi t ions (such as changes in the
level-  of  gross domest ic product.  in var ious regions of  the wor ld and the
impact  o f  such changes on  demand fo r ,  among o ther  th ings ,  T iOz) ;
Compet i t ive products and subst i tute products;
Poss ib le  d is rup t ion  o f  our  bus iness  or  inc reases  in  the  cos t  o f  do ing
bus iness  resu l t ing  f rom te r ro r is t  ac t i v i t ies  o r  g lobaI  conf l - i c ts ;
Customer and compet i tor  strategies;
The impact of  pr ic ing and product ion decis ions;
Compet i t ive technology posi t ions ;
The introduct ion of  t rade barr iers;
Restructur ing t ransact ions invol-v ing us and our af  f  i l - iates;
Potent ia l -  consol- idat ion of  our compet i tors;
The extent to which our subsidiar ies were to become unabl-e to pay us
d iv idends ;
U n c e r t a i n t i e s  a s s o c i a t e d  w i t h  n e w
Fl-uctuations in currency exchange
ra te  be tween the  U.S.  do l - l -a r  and
and the Canadian dol- Iar)  ;
Opera t ing  in te r rup t ions  ( inc lud ing ,  bu t  no t  l im i ted  to ,  l -abor  d j -spu tes ,
l -eaks ,  na tura l  d . i sas ters ,  f  i res ,  exp los ions ,  unschedu led  or  unp lanned
downt ime and t ranspor ta t ion  in te r rup t ions)  ;
The t im ing  and amounts  o f  insurance recover ies ;

o

o

o

O

o

o

o

o

O

o

O

o

o

product development;
rates (such as changes in the exchange
each of  the euro,  the Norwegian kroner



our  ab i l i t y  to  renew or  re f inance c red i t  fac i l i t i es ;
The u l - t imate  ou t .come o f  income tax  aud i ts ,  tax  se t t lement  in i t ia t i ves  or
o t h e r  t a x  m a t t e r s ;

o  The u l t imate  ab i l i t y  to  u t i l - i ze  income tax  a t t r ibu tes  or  changes in
income tax  ra tes  re l -a ted  to  such a t t r ibu tes ,  the  benef i t  o f  wh ich  has
been recogn ized under  the  more  l i ke Iy  than no t  recogn i t ion  c r i te r ia
(such as  Kronos '  ab i l i t y  to  u t i l - i ze  i t s  German net  opera t ing  loss
carryforwards )  ;

r  Environmental-  matters (such as those requir ing compl iance with emission
and d ischarge s tandards  fo r  ex is t ing  and new fac i l i t ies ,  o r  new
developments regarding environmental-  remediat ion at  s i tes related to our
f o r m e r  o p e r a t i o n s ) ;

o Government l -aws and regulat ions and possible changes therein (such as
changes in government regulat ions which might impose var ious obl igat ions
on present and former manufacturers of  l -ead pigment and lead-based.
p a i n t ,  i n c l u d i n g  N L ,  w i t h  r e s p e c t  t o  a s s e r t e d  h e a l t h  c o n c e r n s  a s s o c i a t e d
w i t h  t h e  u s e  o f  s u c h  p r o d u c t s ) ;

I  The u ] t imate  reso fu t ion  o f  pend ing  l i t iga t ion  (such as  NL 's  l_ead p igment
J - i t iga t ion  and l i t iga t ion  sur round ing  env i ronmenta l  mat te rs  o f  NL an6
Tremont ) ,. and

r  Poss ib l_e  fu tu re  l i t iga t ion .

Shoul-d one or more of  these r isks mater ia l tze (or the consequences of  such
development worsen),  or  shoul-d the under ly ing assumptions piove incorrect ,
ac tua l -  resu l ts  cou ld  d i f fe r  mater ia l l y  f rom those cur ren t ly  fo recas ted  or
expected. we disclaim any intent ion or obl igat ion to update or revise any
forward- looking statement whether as a resul- t  of  changes in informat ion,  future
events  o r  o therw ise .

o

o

3



Segrments

We have three

Chemicals

Kronos Wor ldwide,

conso l - ida ted

I n c .

Component Products

CompX In ternat iona l  Inc .

Waste Management,

Was te  Con t ro l  Spec ia ] i s t s  LLC

opera t ing  segments  a t  December  31 ,  2Q07 z

Our chemical-s segment is operated through
our major i ty ownership of  Kronos. Kronos
is  a  lead ing  g lobaI  p roducer  and marke ter
o f  va l -ue-added t i tan ium d iox ide  p igments
( " T i o 2 ' )  T i o 2 ,  w h i c h  i m p a r E s  w h i t e n e s s ,

br igh tness  and opac i ty ,  i s  used fo r  a
var ie ty  o f  manufac tur ing  app l ica t ions
i n c l u d i n g :  p l a s t i c s ,  p a i n t s ,  p a p e r  a n d
other  indus t r ia l  p roduc ts . Kronos has
produc t ion  fac i l i t i es  in  Europe and Nor th
America T i O 2  s a l e s  w e r e  o v e r  9 0 t  o f
K r o n o s '  s a l e s  i n  2 0 0 7 .

We operate in the component products
industry through our major i ty ownership of
CompX. CompX is a leading manufacturer of
s e c u r i t y  p r o d u c t s ,  p r e c i s i o n  b a l l  b e a r i n g
sl- ides and ergonomic computer support
sys tems used in  the  o f f i ce  fu rn i tu re ,
t r a n s p o r t a t i o n ,  p o s t a l ,  t o o l  s t o r a g e ,
app l iance and a  var ie ty  o f  o ther
i n d u s t r i e s . CompX is al-so a leading
manuf  ac tu rer  o f  s ta in l -ess  s tee l -  exhaust
sys tems,  gauges and th ro t t l -e  cont ro l -s  f  o r
the performance marine industry.  CompX
has produc t ion  fac i l i t i es  in  Nor th  Amer ica
a n d  A s i a .

WCS is our whol ly-owned subsidiary which
owns and operates a West Texas faci l i ty
fo r  the  process ing ,  t rea tment ,  s to rage and
d isposa l  o f  hazardous ,  tox ic  and cer ta in
types of  l -ow-Ievel  radioact ive waste.  WCS
is  in  the  process  o f  seek ing  to  ob ta in
regulatory author izat ion to expand i ts
low-l-evel-  and mixed l -ow-leveI radioact ive
waste  hand l ing  capab i l i t ies .

For addi t iona1 informat ion about our segments and equi ty investments see
"Par t  I I  I tem 7  .  Management 's  D iscuss ion  and Ana lys is  o f  F inanc ia l -  Cond i t ion
and Resu l ts  o f  Opera t ions"  and Notes  2  and 7  to  our  Conso l - ida ted  F inanc ia l -
S t a t e m e n t s .
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CHEMICAIJS SEGMENT - KRONOS WORIJDWIDE, INC .

Business Overview -  Through our major i ty owned subsidiary,  Kronos, we
are  a  lead ing  g loba l  p roducer  and marke ter  o f  va l -ue-added T iO2,  wh ich  is  a
wh i te  inorgan ic  p igment  used to  impar t  wh i teness ,  b r igh tness  and opac i ty  fo r
p r o d u c t . s  s u c h  a s  c o a t i n g s ,  p l a s t i c s ,  p a p e r ,  f i b e r s ,  f o o d ,  c e r a m i c s  a n d
cosmet ics .  Kronos  and i t s  p redecessors  have produced and marke ted  T iO2 in
Nor th  Amer ica  and Europe fo r  over  80  years .  T iO2 is  cons idered a  "qua l i t y  o f
l i fe '  p roduc t  w i th  demand and growth  a f fec ted  by  gross  domest ic  p roduc t  and
overal- l -  economic condi t ions in var ious regions of  the wor ld.  We produce TiO2
in  four  fac i l i t i es  in  Europe and two fac i l i t i es  in  Nor th  Amer ica ,  inc lud ing
o n e  f a c i l i t y  i n  t h e  U . S .  t h a t  i s  o w n e d  b y  a  5 0 / 5 0  j o i n t  v e n t u r e .  W e  a l s o  m i n e
i lmen i te ,  the  raw mater ia l  used in  the  produc t ion  o f  T iO2,  in  Norway.

T j -Or 's  va l -ue  is  in  i t s  wh i ten ing  proper t ies  and h id ing  power  (opac i ty ) ,
wh ich  is  the  ab i l i t y  to  cover  o r  mask  o ther  maLer ia ls  e f fec t i ve ly  and
ef f i c ien t ly .  T iO2 is  the  la rges t  commerc ia l l y  used wh i ten ing  p igment  by
vo1ume because i t  provides more hiding power than any other commercial ly
produced wh i te  p igment  due to  i t s  h igh  re f rac t i ve  index  ra t ing .  In  add i t ion ,
T i O 2  h a s  e x c e l l e n t  r e s i s t a n c e  t o  i n t e r a c t i o n  w i t h  o t h e r  c h e m i c a l s ,  g o o d
thermal -  s tab i l i t . y  and res is tance to  u l t rav io le t  degradat ion .  We sh ip  T iO2 to
our  cus tomers  in  e i ther  a  powder  o r  s lu r ry  fo rm v ia  ra i l - ,  t ruck  or  ocean
c a r r i e r .

Approx imate ly  one-ha l f  o f  our  2OO7 T iO2 sa l -es  vo lumes was to  Europe.  We
be l ieve  we are  the  second- la rges t  p roducer  o f  T iO2 in  Europe,  w i th  an
es t imated 202 o f  European T iO2 sa l -es  vo l -umes.  We es t imated we had l -5 t  o f
Nor th  Amer ican T iO2 sa l -es  vo l -umes.

Per  cap i ta  consumpt ion  o f  T iO2 is  g rea tes t  in  the  Un i ted  Sta tes  and
Western Europe and far exceeds consumption in other areas of  the wor l -d.  We
expect  these marke ts  to  cont inue to  be  the  la rges t  consumers  o f  T iO2 fo r  the
near  fu tu re .  I t  i s  p robab le  s ign i f i can t  marke ts  fo r  T iO2 cou ld  emerge in
Eastern  Europe,  the  Far  Eas t ,  Ind ia  o r  Ch ina ,  ds  the  economies  in  these
reg ions  cont inue to  deve lop .

Manufacturing, Operations and Products We produce TiO2 using t .wo
d i f  f  e ren t  methods :  the  ch l -o r ide  process  and the  su l - f  a te  p rocess .  The ch l -o r ide
process ,  wh ich  beg ins  w i th  raw natura l -  ru t i le  o re  o r  purchased s lag  as  the
base,  u t i l i zes  newer  techno l -ogy ,  i s  l -ess  l -abor  in tens ive ,  requ i res  l -ess  energy
and resu l - ts  in  l -ess  waste .  The ch lo r ide  process  produces  ru t i le  T iO2 wh ich  is
pre fer red  fo r  the  major i t y  o f  cus tomer  app l i ca t ions  because i t  has  a  b luer
under tone and h igher  durab i l i t y  than su l - f  a te  p rocess  ru t i l -e  T iO2.  Ch lor ide
p r o c e s s  r u t i l e  T i O 2  i s  p r e f e r r e d  f o r  u s e  i n  c o a t i n g s  a n d  p l a s t i c s ,  t h e  t w o
larges t  end-use marke ts .  As  a  resu l - t  approx imate ly  th ree- four ths  o f  the  T iO2
we produce is  ch l -o r ide  based ru t i le .  For  the  overa l l -  T iO2 indus t ry ,  ch lo r ide
based T iO2 sa l -es  have increased re l -a t i ve  to  su l - fa te  p rocess  p igments  over  the
l -as t  severa l -  years .  The su l - fa te  p rocess ,  wh ich  beg ins  w i th  i l -men i te  o re  o r
purchased s lag  as  a  base,  p roduces  bo th  ru t i l -e  and anaLase T iO2.  Anat .ase  T iO2
is  a  much smal - le r  percentage o f  annua l  g loba l  T iO2 produc t ion  and is  p re fe r red
for  use  in  se l -ec ted  paper ,  ceramics ,  rubber  t i res ,  man-made f ibers ,  food and
c o s m e t i c s  a p p l i c a t i o n s  .

A f te r  the  in te rmed ia te  T iO2 p igment  i s  p roduced by  e i ther  the  ch l -o r ide
o r  s u l - f a t e  p r o c e s s ,  i t  i s  " f i n i s h e d "  i n t o  p r o d u c t s  w i t h  s p e c i f i c  p e r f o r m a n c e
charac ter is t i cs  fo r  par t i cuLar  end-use app l ica t ions  th rough propr ie ta ry
processes involv ing var ious chemical-  surf  ace treatments and int .ensive
micron iz lng  (mi I l ing) .  We cur ren t ly  p roduce over  40  d i f fe ren t  T io2  grades ,
sol-d under our Kronos'u t rademark,  which provide a var iety of  perf  ormance
proper t ies  to  meet  our  cus tomers '  spec i f i c  requ i rements .  Our  ma jor  cus tomers
inc l -ude domest ic  and in te rna t iona l -  pa in t ,  p las t i cs  and paper  manuf  ac tu rers  .
D i rec t l y  and th rough our  d is t r ibu tors  and agents ,  we se l l -  and prov ide
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techn ica l -  serv ices  fo r  our  p roduc ts  to  over  4 ,000 cus tomers  in  over  100
count r ies ,  w i th  the  major i t y  o f  our  sa l -es  in  Europe and Nor th  Amer ica .

We be l - ieve  there  are  no  e f fec t i ve  subs t i tu tes  fo r  T iO2.  Ex tenders ,  such
as  kao l - in  c1ays ,  ca lc ium carbonate  and po lymer ic  opac i f ie rs ,  a re  used in  a
number  o f  end-use marke ts  as  wh i te  p igments ,  however  the  opac i ty  in  these
produc ts  i s  no t  ab le  to  dup l i ca te  the  per fo rmance charac ter is t i cs  o f  T iO2.
There fore ,  we be l ieve  these produc ts  a re  no t  an  e f fec t i ve  subs t i tu te  fo r  T iO2.

Over the last  10 years we have focused on expanding our annual-
p roduc t ion  capac i ty  by  ob ta in ing  add i t iona l -  opera t ing  e f f i c ienc ies  a t  our
ex is t ing  p lan ts  th rough modest  cap i ta l  expend iEures . I n  2 0 0 7 ,  w €  p r o d u c e d
5 1 - 2 , 0 0 0  m e t r i c  t o n s  o f  T i O 2  c o m p a r e d  t o  5 1 5 , 0 0 0  m e t r i c  t o n s  2 Q Q 5 .  O u r
produc t ion  records  inc lude our  50? share  o f  T iO2 produced a t  our  jo in t -venture
owned Lou is iana fac i l i t y .  We be l ieve  our  a t ta inab l -e  p roduc t ion  capac i ty  fo r
2 0 0 8  i s  a p p r o x i m a t e l y  5 3 2 , 0 0 0  m e t r i c  t o n s  w i t h  s o m e  s l i g h t  a d d i t i o n a l -  c a p a c i t y
ava i lab le  in  2009,  th rough our  cont inued debot t leneck ing  e f fo r ts .

T iO2 sa l -es  were  about  90*  o f  our  to ta l -  Chemica ls  sa l -es  in  2007.  The
remain ing  108 o f  our  to ta l -  chemica l -  sa les  i s  compr ised o f  o ther  p roduc ts  tha t
are  complementary  to  our  T i02  bus iness .  These produc ts  a re  as  fo l - l -ows:

We own and operate an i lmeni te mine in Norway pursuant to a
governmental-  concession with an unl imited term, and we are current ly
excavat ing  a  second mine l -oca ted  near  the  f  i r s t  m ine .  I l -men i te  i s  a
raw mater ia l -  used d i rec t l y  as  a  feeds tock  by  some su l - fa te -process
T i O 2  p l a n t s ,  i n c l u d i n g  a l l  o f  o u r  E u r o p e a n  s u l - f a t e - p r o c e s s  p l a n t s .
We a lso  se l -1  i lmen i te  o re  to  th i rd -par t ies ,  some o f  whom are  our
compet i to rs .  The mines  have es t imated aggregate  reserves  tha t  a re
expec ted  to  l -as t  fo r  a t  l -eas t  another  50  years .

We manufac ture  and se I I  i ron-based chemica ls ,  wh ich  are  co-produc ts
and processed co-produc ts  o f  the  T iO2 p igment  p roduc t ion  process .
These co-produc t  chemica l -s  a re  marke ted  th rough our  Ecochem d iv is ion ,
and are  used pr imar i l y  as  t rea tment  and cond i t ion ing  agents  fo r
indus t r ia l -  e f  f  l -uents  and mun ic ipa l  was tewater  as  we l l -  as  in  the
manufac ture  o f  i ron  p igments ,  cement  and agr icu l tu ra l -  p roduc ts .

We manuf acture and sel-1 t i tanium oxychlor ide and t i tanyl  sul- f  ate,
wh ich  are  s ide-s t ream produc ts  f rom the  produc t ion  o f  T iO2.  t i tan ium
oxych lor ide  is  used in  spec ia l ty  app l i ca t ions  in  the  fo rmula t ion  o f
pear lescent  p igments ,  p roduc t ion  o f  e l -ec t roceramic  capac i to rs  fo r
ce l - l -  phones and o ther  e l -ec t ron ic  dev ices .  T i tany l  su l - f  a te  p roduc ts
a r e  u s e d  p r i m a r i l y  i n  p e a r l e s c e n t  p i g m e n t s .

Our Chemicals Segment operated the fol lowing TiO2 faci l i t ies,  two slurry
fac i l i t i es  and an  i l -men i te  mine  a t  December  31 ,  2007.

Loca t i on

Leverkusen, Germany (  1)
Nordenham, Germany
Langerbrugge, Belgium
Fredr iks tad ,  Norway (2 )
Varennes, Quebec

Lake Char les ,  Lou is iana (3 )
Lake Charl-es,  Louis iana
Hauge I  Dal-ane, Norway (4)

Descr ip t ion

Chl-or ide and su1fate process TiO2 product ion
Su l - fa te  p rocess  T iO2 produc t ion
Chl-or ide process TiO2 product ion
Su l - fa te  p rocess  T iO2 produc t ion
Chl-or ide and sul fate process TiO2 product ion,

s lu r ry  fac i l i t y
Chlor ide process TiO2 product ion
Slur ry  fac i l i t y
I l -menite mine

(1)  The Leverkusen fac i l i ty  is  located wi th in  an extens ive manufactur ing
complex owned by Bayer  AG.  We own the Leverkusen fac i l i ty ,  which
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represents about one-third of  our current Ti02 product ion capaci ty,  but
we l -ease the 1and under the faci l i ty  f rom Bayer AG under a long term
agreement which expires in 2050. Lease payments are per iodical ly
negot ia ted  w i th  Bayer  fo r  per iods  o f  a t  leas t  two years  a t  a  t ime.
Bayer provides some raw mater ia ls,  including chlor ine,  auxi l iary and
opera t ing  mater ia ls ,  u t i l i t i es  and serv ices  necessary  to  opera te  the
Leverkusen faci l i ty  under separate suppl ies and services agreements.

(2) The Fredr ikstad plant is l -ocated on publ ic land and is l -eased unt i l
201,3,  wi th an opt ion to extend the l -ease f  or  an addi t ional-  50 years.

(3 )  We opera te  th is  fac i l i t y  in  a  50 /50  jo in t  ven ture  w i th  Huntsman
Hol-dings LLC. See Note 7 to the Consol- idated Financial-  Statements .

(4)  We are current ly excavat ing a second mine l -ocated near our current mine
in Norway.

We produce our i ron-based chemicals products in Germany, Norway and Belgium,
and we produce our t i tanium chemical-s products in Belgium and Canada. our
Chemica ls  Segment  a l -so  leases  var ious  corpora te  and admin is t ra t i ve  o f f i ces  in
t h e  U . S .  a n d  v a r i o u s  s a l - e s  o f f  i c e s  i n  t h e  U . S .  a n d  E u r o p e .

Raw Mater ia ls -  The pr imary raw mater ia ls used in chlor ide process TiO2
are  t i tan ium-conta in ing  feeds tock  (na tura l -  ru t i l -e  o re  o r  purchased s lag)  ,
ch l -o r i ne  and  coke . Chl-orine and coke are avai l-abl-e f  rom a number of
supp l ie rs .  T i tan ium-conta in ing  feeds tock  su i tab le  fo r  use  in  the  ch l -o r ide
process  is  ava i l -ab l -e  f rom a  l im i ted ,  bu t  inc reas i rg ,  number  o f  supp l ie rs
around the  wor ld ,  p r inc ipa l l y  in  Aus t ra l ia ,  South  Af r i ca ,  Canada,  Ind ia  and
the  Un i ted  St .a tes .  We purchased ch l -o r ide  process  grade s lag  in  2007 f  rom Rio
Tinto I ron and Ti tanium, under a long-term supply contract  that  expires at .  the
end o f  2011.  We purchase na tura l  ru t i l -e  o re  p r imar i l y  f rom l luka  Resources ,
l - , im i ted  under  a  long- te rm supp ly  cont rac t  tha t  exp i res  a t  the  end o f  2009.  We
expect .  t .o  success fu l l y  ob ta in  long- te rm ex tens ions  to  those and o ther  ex is t ing
supp ly  cont rac ts  p r io r  to  the i r  exp i ra t ion .  We expec t  the  raw mater ia l -s
purchased under  these cont rac ts  to  meet  our  ch l -o r ide  process  feeds tock
requ i rements  over  the  nex t  severa l  years .

The pr imary  raw mater ia ls  used in  suLfa te  p rocess  T iO2 are  t i tan ium-
conta in ing  feeds tock  (p r imar i l y  i l -men i te  f rom our  Norweg ian  mine  or  purchased
s lag)  and su l - fu r ic  ac id .  T i tan ium-conta in ing  feed s tock  su i tab l -e  fo r  use  in
the  su l fa te  p rocess  is  ava i lab le  f rom a  l im i ted  number  o f  supp l ie rs ,
p r inc ipa l l y  in  Norway,  Canada,  Aus t ra l ia ,  Ind ia  and South  Af r i ca .  We are  one
of  the  few ver t i ca l l y  in tegra ted  producers  o f  su l - fa te  p rocess  T iO2.  We own
and opera te  a  rock  i l -men i te  mine  in  Norway wh ich  supp l ied  a l l  the  i lmen i te
used in  our  European su l f  a te  p rocess  T iO2 in  2007.  We expec t  i l -men i te
produc t ion  f rom our  mine  to  meet  our  European su l fa te  p rocess  feeds tock
requ i rements  fo r  the  fo reseeab le  fu tu re .  For  our  Canad ian  su l - fa te  p rocess
T i O 2 ,  w €  p u r c h a s e  s u l f a t e  g r a d e  s l a g ,  p r i m a r i l y  f r o m  Q . I . T .  F e r  e t  T i t a n e  f n c .
(a lso  a  subs id ia ry  o f  R io  T in to  r ron  and T i tan ium) ,  under  a  long- te rm supp ly
cont rac t  tha t  exp i res  a t  the  end o f  2009 and T in fos  T i tan  and I ron  KS o f
Norway under  a  supp ly  cont rac t  tha t  exp i res  in  201-0 .  We expec t  these cont rac ts
wi l l  meet  our  su l fa te  p rocess  feeds tock  requ i rements  over  the  nex t  few years .
Su l - fu r ic  ac id  i s  ava i l -ab l -e  f  rom a  number  o f  supp l ie rs .

Many of  our raw mater ia l -  contracts contain f  ixed quant i t . ies we are
required to purchase, al though these contracts al- low for an upward or downward
ad jus tment  in  the  quant i t y  purchased.  We are  no t  requ i red  to  purchase
feedstock in excess of  amounts we woul-d reasonably consume in a year.  Raw
mater ia l -  p r ic ing  under  these agreements  i s  genera l l y  negot ia ted  annua l Iy .
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The f  o l lowing tabl-e summarizes our raw mater ia l -s procured or mined in
2 0 0 7

Produc t i on  P rocess /Raw Ma te r i a l -

C h l o r i d e  p r o c e s s  p l a n t s
purchased s lag  or  na t .u ra l  ru t , i le  o re

S u l f a t e  p r o c e s s  p l a n t s :
Raw i lmen i te  o re  mined and used

in te rna l  1y
Purchased s laq

R a w  M a t e r i a l s

Procured or  Mined
( In  t .housands o f  met r ic  t ,ons)

4 7 0

3 1 1
2 5

Ti02 Manuf aeturing i loint Venture - We hold a 5OE interest in a
manufactur ing jo int  venture wi th a subsidiary of  Huntsman Corporat ion (NYSE:
HUN). The jo int  venture owns and operates a chl-or ide process TiO2 faci l i ty  in
Lake Char1es ,  Lou is iana.  We share  produc t ion  f rom the  fac i l i t y  equa l ly  w i th
Hunt.sman pursuant to separate of f take agreements.

A supervisory committee composed of four members, two of whom we appoint
and two of  whom are appointed by Huntsman, directs the business and af fa i rs of
the jo int  venture,  including product ion and output decis ions.  Two general
managers, one we appoint and one appointed by Huntsman, manage the j oint
venture operat ions act ing under the direct ion of  the supervisory commit tee.

We are required to purchase one-hal f  of  the TiO2 produced by the jo int
venture.  Because we do not control-  the jo int  venture,  i t  is  not  consol- idated
in our Consol idated Financial  Statements;  instead we use the equi ty method to
account  fo r  our  in te res t .  The jo in t  ven ture  opera tes  on  a  b reak-even bas is ,
and therefore we do not have any equi ty in earnings from the jo int  venture.
With the except ion of  raw mater ia l  costs and packaging costs for  the pigment
grades produced, we share al l  costs and capi ta l  expendi tures of  the jo int
venture equal ly wi th Huntsman. Our share of  the net costs is reported as cost
o f  sa les  as  the  re l -a ted  T iO2 is  so l -d .  See Note  7  to  our  Conso l - ida ted  F inanc ia l
Statements for  addi t ional-  f inancial-  informat ion.

Patents and Trademarks We hold patents for products and product.ion
processes  wh ich  we be l - ieve  are  impor tan t  to  our  cont inu ing  bus iness  ac t iv i t ies .
We seek patent protect ion for  technical-  developments,  pr incipal ly in the Uni ted
States,  Canada and Europe, and from t ime to t ime we enter into l icensing
ar rangements  w i th  th i rd  par t ies .  Our  ex is t ing  pa ten ts  genera l l y  have te rms o f
2Q years f rom the date of  f i l ing,  and have remaining terms ranging from 2 to
19 years .  We ac t ive ly  p ro tec t  our  in te l l -ec tua l -  p roper ty  r igh ts ,  inc lud ing  our
patent r ights,  and from t ime to t ime we are engaged in disputes relat ing to the
pro tec t ion  and use o f  in te l lec tua l  p roper ty  re la t ing  to  our  p roduc ts .  We a l -so
rely on unpatented propr ietary know-how, cont inuing technological  innovat ion
and other t rade secrets to develop and maintain our compet i t ive posi t ion.  Our
propr ietary chl-or ide product ion process is an important part  of  our technol-ogy,
and our business coul-d be harmed i f  we f  a i l  to maintain conf ident ia l - i tv  of
t rade secre ts  used in  th is  techno logy .

Our major t rademarks,  including KronosN, are protected by registrat ion in
the United States and el-sewhere for products we manuf acture and sel l - .

U -



SaTes We sel- l -  to a diverse customer base, wi th no single customer makes
up more  than 10? o f  our  Chemica ls  Segment 's  sa l -es  in  2007.  Our  ten  la rges t
Chemica ls  Segment  cus tomers  accounted  fo r  approx imate ly  27*  o f  the  Chemica ls
Segment 's  2007 sa l -es .  Due in  par t  to  the  inc rease in  pa in t  p roduc t ion  in  the
spr ing to meet spr ing and summer paint . ing season demand, our sales are s l ight ly
seasona l  w i th  T iO2 sa les  genera l l y  h igher  in  the  f i rs t  ha l f  o f  the  year .

Compet, i t , ion -  The TiO2 industry is highly compet i t ive,  wi th f ive major
producers  inc lud ing  us .  Our  four  la rges t  compet i to rs  a re :  E . I .  du  Pont  de
N e m o u r s  &  C o .  ( " D u P o n t " ) ,  N a t i o n a l -  T i t a n i u m  D i o x i d e  C o m p a n y  L t d .  ( C r i s t a l - ) ,
Tronox Incorporated and Huntsman. These four largest compet i tors,  p lus the
nex t  la rges t  p roducer  Ish ihara  Sangyo Ka isha,  L td . ,  have es t imated ind iv idua l
shares  o f  T iO2 produc t ion  capac i ty  rang ing  f rom 4Z ( fo r  Ish ihara)  to  222 ( fo r
DuPont)  ,  and an est . imated aggregate share of  wor l -dwide TiO2 product ion vol-ume
in  excess  o f  608.  DuPont  has  about .  one-ha l - f  o f  to ta l  Nor th  Amer ican T iO2
produc t ion  capac i ty  and is  our  p r inc ipa l  Nor th  Amer ican compet i to r .

We compete pr imari ly on the basis of  pr ice,  product qual i ty and technical
service,  and the avai l -abi l i t .y  of  h igh perf  ormance pigment grades .  Al though
cer ta in  T iO2 grades  are  cons idered spec ia l ty  p igments ,  the  major i t y  o f  our  T iO2
grades and substant ia l ly  a l -1 of  our product ion are considered commodity
p igments  w i th  p r ice  genera l l y  be ing  the  most  s ign i f i can t  compet i t i ve  fac to r .
We bel ieve we are the leading sel- l -er  of  TiO2 in several  countr ies,  including
Germany,  w i th  an  es t imated  a2Z o f  wor ldwide  T iO2 sa les  vo l -umes in  2007 .
O v e r a l l ,  w e  a r e  t h e  w o r l - d ' s  f  i f t h - l a r g e s t  p r o d u c e r  o f  T i O 2 .

Worl-dwide capaci ty addi t ions in the TiO2 market resul t ing f rom
construct ion of  greenf ie ld plants require s igni f icant capi ta l  expendi tures and
substan t ia l  lead  t ime ( t1p ica I ly  th ree  to  f i ve  years  in  our  exper ience) .  We
are not aware of  any TiO2 plants current ly under construct ion.  DuPont has
announced i ts intent ion to bui ld a TiO2 faci l i ty  in China, but i t  is  not  c l -ear
when construct ion wi l l  begin and i t  is  not  1 ike1y that any product woul-d be
a v a i l - a b l e  u n t i l  2 0 I I ,  d t  t h e  e a r l i e s t .

We expect that  industry capaci ty wi l l  increase as we and our compet i tors
cont inue to debott l -eneck our exist ing faci l i t ies.  We expect the average annual-
increase in industry capaci ty f rom announced debott l -enecking projects to be
less than the average annual- demand growth for TiO2 during the next three to
f ive years.  However,  we do not know i f  future increases in the TiO2 industry
product ion capaci ty and future average annual-  demand growth rates for  TiO2
wi l l  con form to  our  expec ta t . ions .  I f  ac tuaL deve lopments  d i f fe r  f rom our
expec ta t ions ,  ours  and the  T iO2 indus t ry 's  per fo rmances cou ld  be  un favorab ly
a f f e c t e d .

Research and DeveTopment - Our research and development activit ies are
focused pr imari ly on improving both the chl-or ide and sul fate product ion
processes, improving product qual i ty and strengthening our compet i t ive posi t ion
by developing new pigment appl icat ions. We conduct our research and
development act iv i t ies pr imari ly at  our Leverkusen, Germany faci l i ty .  We spent
approx imate ly  $9  miL l - ion  in  2005,  $11 mi l l - ion  in  2006 and $ I2  mi l - l - ion  in  2007
on these act iv i t ies and certain technical-  support  programs.

We are cont inual ly improving the qual i ty of  our f in ished grades, and we
have been successful  at  developing new grades for exist ing and new appl icat ions
to meet the needs of  our customers and increase product l i fe cyc1e. Since
2002,  w€ have added L4  new grades  fo r  p las t i cs ,  coa t ings ,  f iber  o r  paper
laminate  app l i ca t ions  .

ReguTatory and Environmental Matters - Our operations are governed by
var ious environmental-  l -aws and regulat ions.  Certain of  our operat ions are,  or
have been, engaged in the handl ing,  manufacture or use of  substances or
compounds that may be considered toxic or hazardous within the meaning of
appl icable environmental-  laws and regulat ions.  As with other companies engaged
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in s imi lar  businesses, certain of  our past and current operat ions and products
have the potential to cause environmentaL or other damage. We have implemented
and cont inue to implement var ious pol ic ies and programs in an ef for t  to
min imize  these r i sks .  Our  po l i cy  i s  to  ma in ta in  compl iance w i th  app l i cab le
environmental-  l -aws and regulat ions at  a l l  of  our faci l i t ies and to str ive to
improve our environmental performance. I t  i s  Doss ib le  tha t  fu tu re
developments,  such as str icter requirements of  environmental-  laws and
enforcement  po l i c ies ,  cou ld  adverse ly  a f fec t  our  p roduc t ion ,  hand l i rg ,  use ,
s to rage,  t ranspor ta t ion ,  sa le  o r  d isposa l  o f  such subs tances  as  we l l -  as  our
conso l - ida ted  f inanc ia l -  pos i t ion ,  resu l ts  o f  opera t . ions  or  l iqu id i ty .

Our U.S. manufactur ing operat ions are governed by federal  environment.al
and worker heal- th and saf ety l -aws and regulat ions,  pr incipal ly the Resource
Conservat ion and Recovery Act ("RCRA";,  the Occupat ional  Safety and Heal- th Act,
the C1ean Air  Act ,  the Clean Water Act,  the Safe Dr inking Water Act,  the Toxic
Substances Control  Act  ("TSCA"),  and the Comprehensive Environmental-  Response,
Compensat ion and Liabi l i ty  Act,  as amended by the Superfund Amendments and
Reauthor iza t ion  Ac t  ( "CERCLA") ,  as  we l l -  as  the  s ta te  counterpar ts  o f  these
s ta tu tes .  We be l ieve  our  jo in t  ven ture  Lou is iana T iO2 fac i l i t y  and a  Lou is iana
TiO2 slurry faci l i ty  we own are in substant ia l  compl iance with appl icable
requirements of  these laws or compl iance orders issued thereunder.  These are
o u r  o n l y  U . S .  f a c i l i t i e s .

Whi le  the  1aws regu la t ing  opera t ions  o f  indus t r ia l  fac i l i t i es  in  Europe
vary from country to country, a common regulatory framework is provided by the
European Union ("EU' ' )  Germany and Belgium are members of  the EU and fol l_ow i ts
in i t iat ives.  Norway, al though not a member of  the EU, general ly patterns i ts
environmental  regulat ions af ter  the EU. We bel ieve we have obtained al-1
required permits and we are in substant ia l  compl iance with appl icable
envj-ronmental-  requirements for  our European and Canadian faci l i t ies.

A t  our  su l fa te  p lan t  fac i l i t i es  in  Germany,  w€ recyc le  weak su l - fu r ic
ac id  e i ther  th rough cont rac ts  w i th  th i rd  par t ies  o r  a t  our  own fac i l i t i es .  A t
our  Norweg ian  p1ant ,  w€ sh ip  spent  ac id  to  a  th i rd  par ty  loca t ion  where  i t  i s
t rea ted  and d isposed.  A t  our  German su l - fa te  p rocess  fac i l i t i es  we have
c o n t r a c t e d  w i t h  a  t h i r d  p a r t y  t o  t r e a t  c e r t a i n  s u l f a t e - p r o c e s s  e f f l u e n t s .
Ei t .her party may terminate the contract  af ter  g iv ing three or four years
advance no t ice ,  depend ing  on  the  cont rac t .

From t ime to t ime, our faci l i t ies may be subject  to environmental-
regu la to ry  en forcement  under  U.S.  and fo re ign  s ta tu tes .  T1p ica l l y  we es tab1 ish
compl iance programs to resolve such matters.  Occasional ly,  we may pay
penal t i -es,  but  to date such penal t ies have not had a mater ia l -  adverse ef  f  ect  on
our  conso l - ida ted  f inanc ia l -  pos i t ion ,  resu l ts  o f  opera t ions  or  l iqu id i ty .  We
be l - ieve  a l l -  o f  our  f  ac i l i t i es  a re  in  subs tan t ia l  compl iance w i th  app l i cab le
envi-ronmental  ]aws.

Capital  expendi tures in 2007 rel-ated to ongoing environmental
compl iance,  p ro tec t ion  and improvement  p rograms were  $s .0  mi l1 ion ,  and are
cur ren t ly  expec ted  to  be  approx imate ly  $ l  m i l - l ion  in  2008.

EmpToyees -  As of  December 31, 2007, our Chemical-s Segment employed the
fol lowing number of  people:

Europe
Canada
u n i t e d  s t a t e s ( 1 )

Total

L , 9 4 0
4 t_0

5 0
2  , 4 0 0

(1) Excl-udes employees of  our Louis iana jo int  venture.

Our hour ly employees in product ion faci l i t ies wor ldwide, including the
TiO2 jo int  venture,  are represented by a var iety of  labor unions under labor
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agreements wi th var ious expirat ion dates.  our European union employees are
covered by master colLect ive bargaining agreements in the chemical-s industry
that are renewed annuaIly. Our Canadian union employees are covered by a
col- l -ect ive bargaining agreement that  expires in ,June 2010.

COMPONENT PRODUCTS SEGMENT - COMPX INTERNATIONAI, TNC.

Business Overview -  Through our major i ty-owned subsidiary,  CompX, w€ are
a  lead ing  g loba l  manufac turer  o f  secur i ty  p roduc ts ,  p rec is ion  ba l l  bear ing
sl ides,  and ergonomic computer support  systems used in the of f ice furni ture,
t ranspor ta t ion ,  pos ta l ,  too l  s to rage,  app l iance and a  var ie ty  o f  o ther
indus t r ies .  We are  a l -so  a  lead ing  manuf  ac tu rer  o f  s ta in less  s tee l -  exhaust
sys tems,  gauges and th ro t t le  cont ro ls  f  o r  the  per f  o rmance mar ine  indus t ry  as  a
resu l - t  o f  the  acqu is i t ion  o f  two per fo rmance manufac turers  in  August  2005 and
Apr i l  2006.  See Note  3  to  the  Conso l - ida ted  F inanc ia l  S ta tements .  Our
produc ts  a re  p r inc ipa l l y  des igned fo r  use  in  med ium-  to  h igh-end produc t
app l ica t ions ,  where  des ign ,  qua l i t y  and durab i l i t y  a re  c r i t i ca l -  to  our
c u s t o m e r s .

Manufacturing, OperaEions and Products - We manufacture locking
mechan isms and o ther  secur i ty  p roduc ts  fo r  sa l -e  to  the  pos ta l ,  t ranspor ta t ion ,
fu rn i tu re ,  bank ing ,  vend ing ,  and o ther  indus t r ies .  We be l j -eve  tha t  we are  a
North American market leader in the manufacture and sal-e of  cabinet l -ocks and
other  lock ing  mechan isms.  Our  secur i ty  p roduc ts  a re  used in  a  var ie ty  o f
app l i ca t ions  inc lud ing  ign i t ion  sys tems,  ma i l -boxes ,  vend ing  and gaming
mach ines ,  park ing  meters ,  e lec t r i ca l -  c i rcu i t  pane ls ,  s to rage compar tments ,
o f f i ce  fu rn i tu re  and med ica l -  cab ine t  secur i ty .  These produc ts  inc lude:

d isc  tumbler  l -ocks ,  wh ich  prov ide  modera te  secur i ty  and genera l l y
represent  the  lowest .  cos t  l -ock  to  p roduce;
pin tumbler locking mechanisms, which are more cost ly to produce and are
used in  app l i ca t ions  requ i r ing  h igher  l -eve l -s  o f  secur i ty ,  inc lud ing  our
KeySet high secur i ty system, which al l -ows the user to change the keying
on a  s ing le  lock  64  t imes w i thout  remov ing  the  lock  f rom i ts  enc losure , '
and

our  innovat ive e l 'ock@ elect ron ic
secu r i t y  and  aud i t  t r a i l  capab i l i t y
through the use of  a  prox imi ty
c r e d e n t i a l - s .

A  s u b s t a n t i a l  p o r t i o n  o f  o u r  s e c u r i t y  p r o d u c t s '  s a l e s  c o n s i s t  o f
p roduc ts  w i th  spec ia l i zed  adapt .a t . ions  to  ind iv idua l  manuf  ac tu rer '  s
spec i f i ca t ions ,  some o f  wh ich  are  l i s ted  above.  We a l -so  have a  s tandard ized
product l ine sui tabl-e for  many customers which is of fered through a North
American distr ibut ion network wi th our STOCK LOCKS distr ibut ion program to
lock  d is t r ibu tors  and fo r  smal le r  o r ig ina l  equ ipment  manufac turers  ( "OEMs"1

We manufac ture  a  comple te  l ine  o f  fu rn i tu re  components  (p rec is ion  ba l l
bear ing  s l - ides  and ergonomic  computer  suppor t  sys tems)  fo r  use  in  app l i ca t ions
such as  computer  re la ted  equ ipment ,  too l  s to rage cab ine ts ,  imag ing  equ ipment ,
f i le  cab ine ts ,  desk  drawers ,  au tomated te l -1er  mach ines ,  app l iances  and o ther
app l ica t ions  .  These produc ts  inc l -ude:

ou r  pa ten ted  I n teg ra ted  S f i de  Lock ,  wh i ch  a I l ows  a  f i l e  cab ine t
manu fac tu re r  t o  reduce  t he  poss ib i l i t y  o f  mu l - t i p Ie  d rawers  be ing  opened
a t  t he  same  t ime ;

ou r  pa ten ted  ad jus tab le  Ba l - l -  Lock ,  wh i ch  reduces  t he  r i s k  o f  heav i l y -
f i l l ed  d rawers ,  such  as  au to  mechan i c  t oo1  boxes ,  f r om open ing  wh i l e  i n
movement, '

ou r  Se l f -CTos ing  SL ide ,  wh i ch  i s  des igned  to  ass i s t  i n  c l os ing  a  d rawer
and  i s  used  i n  app l i ca t i ons  such  as  bo t t om moun t  f r eeze rs ;

l -ocks,  which prov ide s tand a l -one
for  drug s torage and other  va luabl -es
c a r d ,  m a g n e t i c  s t r i p e ,  e t  k e y p a d
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ar t i cu l -a t ing  computer  keyboard  suppor t  a rms (des igned to  a t tach  to  desks
in  the  workp lace  and home o f f i ce  env i ronments  to  a l lev ia te  poss ib le
s t ra ins  and s t ress  and max imize  usab1e workspac€) ,  a long w i th  our
patented LeverL'ock keyboard arm, which is designed to make the
adjustment of  an ergonomic keyboard arm easier;
CPU s torage dev ices  wh ich  min imize  adverse  e f fec ts  o f  dus t  and mois tu re ;
and
compl imentary  accessor ies ,  such as  ergonomic  wr is t  res t  a ids ,  mouse pad
supports and f lat  screen computer monitor support  arms.

We al-so manufacture and distr ibute marine instruments,  hardware and
accessor ies  fo r  per fo rmance boats .  Our  spec ia l ty  mar ine  component  p roduc ts
are  h igh  per fo rmance components  des igned to  opera te  w i th in  p rec ise  to l -e rances
in  the  h igh ly  cor ros ive  mar ine  env i ronment .  These produc ts  inc l -ude:

or ig ina l  equ ipment  and a f te rmarke t  s ta in l -ess  s tee l  exhaust  headers ,
exhaust  p ipes ,  muf  f  l -e rs ,  o ther  exhaust  components  and b i l le t
a c c e s s o r i e s ;  a n d
high performance gauges and related components such
s p e e d o m e t e r s ,  t h r o t t l e s ,  c o n t r o l s ,  t a c h o m e t e r s  a n d  p a n e l _ s .

a S  G P S

Our Component Products segment operated
f a c i l i t i e s  a t  D e c e m b e r  3 1 ,  2 0 0 7 .

the  fo l low ing  manufac tur ing

Marine Components
Neenah,  WI
Grays lake ,  IL

Furn i ture  Components

By ron  Cen te r ,  M I
T a i p e i ,  T a i w a n

Secur i ty  Produc ts
Mau l -d in ,  SC
Grays l -ake ,  IL

W e  a l - s o  l e a s e  a  d i s t r i b u t i o n  f a c i l i t v ] o c a t e d  i n  C a l i f o r n i a

Raw Ltater ia ls Our pr imary raw mater ia l -s are:

z inc  (used in  the  manufac ture  o f  lock ing  mechan isms) ;
co i l -ed  s tee l -  (used in  the  manufac t .u re  o f  p rec is ion  ba l l  bear ing  s ] ides
and ergonomic  computer  suppor t  sys tems) ;
s ta in l -ess  s tee l -  (used in  the  manufac ture  o f  exhaust  headers  and p ipes
and o ther  mar ine  components ) ;  and
p l a s t i c  r e s i n s  ( u s e d  f o r  i n j e c t i o n  m o l d e d  p l a s t i c s  i n  t h e  m a n u f a c t u r e  o f
ergonomic computer support  systems) .

These raw mater ia ls  a re  purchased f rom severa l -  supp l ie rs  and are  read i l y
avai l -abl-e f  rom numerous sources.

We occasional ly enter into raw mater ia l  arrangements to mit igate the
shor t - te rm impact  o f  fu tu re  inc reases  in  raw mater ia l  cos ts .  Whi le  these
arrangements do not necessar i ly  commit  us to a minimum volume of  purchases,
they general ly provide for stated uni t  pr ices based upon achievement of
speci f ied purchase vol-umes. We uEi l - ize purchase arrangements to stabi l - : -ze our
raw mater ia l  pr ices,  provided we meet.  the speci f ied minimum monthly purchase
quant i t ies.  Raw mater ia l -s purchased outside of  these arrangements are somet imes
sub jec t  to  unant ic ipa ted  and sudden pr ice  inc reases .  Due to  the  compet i t i ve
nature of  the markets served by our products,  i t  is  of ten di f f icul- t  to recover
a l l  inc reases  in  raw mater ia l -  cos ts  th rough increased produc t  se l l ing  pr ices  or
raw mater ia l -  surcharqes. Consequent ly,  overal- l -  operat ing margins can be
af f  ected by such raw mater ia l -  cost  pressures.  Steel-  and z:-r : rc pr ices are
cycI ical ,  ref lect ing overal-L economic t rends and speci f ic  developments in
consuming indus t r ies  and are  cur ren t ly  a t  h is to r ica l l y  h igh  leve ls .

o

o

- 1 2



Patents and Trademarks Our Component Products Segment hol-ds a number
o f  pa ten ts  re la t ing  to  i t s  component  p roduc ts ,  cer ta in  o f  wh ich  we be l ieve  are
impor tan t  to  our  cont inu ing  bus iness  ac t iv i t y .  Pa ten ts  genera l l y  have a  te rm
of  20  years ,  and our  pa ten ts  have remain ing  te rms rang ing  f rom less  than one
y e a r  t o  1 5  y e a r s  a t  D e c e m b e r  3 1 ,  2 0 0 7 .
inc l -ude:

our maj or t,rademarks and brand names

Furn i - ture  Components

CompX WaterToo@
CompX ErgonomX@
CompX DurISLide@
Dynas 7 ide@
WaterLoo Furn i ture

Components Linited@

Secur i ty  Produc ts
CompX Security Products@
/Va Lr onaT Cabinet Lock@
Fort Lock@
Tinberl-rne@
Chicago Lock@
STOCK LOCKS@
KeSe t @

TuBar@
ACE TT@
eLocks@

Livorsi Marine@
CMI Industrial
Custom Marine

Exhaust'u
The #t Choice

Performance
Mega Rjm'u
Race Rim'u

Muf f l-ers'u
S t a r n L e s s

in
Boat ing@

Sales -  Our Component Products Segment sel- l -s direct ly to large OEM
customers  th rough our  fac to ry -based sa les  and marke t ing  pro fess iona l -s  and
eng ineers  work ing  in  concer t  w i th  f ie ld  sa lespeop le  and independent
m a n u f a c t u r e r s '  r e p r e s e n t a t i v e s .  W e  s e l e c t  m a n u f a c t u r e r s '  r e p r e s e n t a t i v e s  b a s e d
on spec ia l  sk i l l s  in  cer ta in  marke ts  o r  re l -a t ionsh ips  w i th  cur ren t  o r
p o t e n t i a l  c u s t o m e r s .

A s ign i f  i can t  por t ion  o f  our  sa l -es  a re  a l -so  made th rough d is t r ibu tors .
We have a  s ign i f i can t .  marke t  share  o f  cab ine t  lock  sa l -es  as  a  resu l t  o f  the
l -ocksmi th  d is t r ibu t ion  channe l .  We suppor t  our  d is t r ibu tor  sa l -es  w i th  a  1 ine
of  s tandard ized produc ts  used by  the  la rges t  segments  o f  the  marke tp lace .
These produc ts  a re  packaged and merchand ised fo r  easy  ava i lab i t i t y  and
hand l ing  by  d is t r ibu tors  and end users .  Due to  our  success  w i th  the  STOCK
LOCKS inventory  p rogram wi th in  the  secur i ty  p roduc ts  bus iness  un i t ,  s im i la r
programs have been implemented for distr ibutor sales of  ergonomic computer
support  systems within the furni ture components business uni t .

In  2007,  our  ten  la rges t  cus tomers  accounted  fo r  approx imate ly  31? o f
our  to ta l  sa l -es , '  however ,  no  one cus tomer  accounted  fo r  sa l -es  o f  10? or  more
i n  2 0 A 7 .  O f  t h e  3 1 ? ,  l - 3 t  w a s  r e l a t e d  t o  s e c u r i t y  p r o d u c t s  a n d  1 8 t  w a s  r e l - a t e d
to  fu rn i tu re  components  and overa l l ,  our  cus tomer  base is  d iverse  and the  loss
o f  any  s ing le  cus tomer  wou ld  no t  have a  mater ia l -  adverse  e f fec t  on  our
o p e r a t i o n s .

Compet i t ion The markets in which our Component Products Segment
competes  are  h igh ly  compet i t i ve .  We compete  pr imar i l y  on  the  bas is  o f  p roduc t
des ign ,  inc lud ing  ergonomic  and aes the t ic  fac to rs ,  p roduc t  qua l i t y  and
durab i l i t y ,  p r ice ,  oD- t ime de l i very ,  serv ice  and techn ica l  suppor t .  We focus
our  e f fo r ts  on  the  midd l -e  and h igh-end segments  o f  the  marke t ,  where  produc t
des ign ,  qua l i t y ,  durab i l i t y  and serv ice  are  p laced a t  a  p remium by  t .he
c u s t o m e r .

Our  per fo rmance mar ine  components  bus iness  un i t ' s  p roduc ts  compete  w i th
smal l -  domest ic  manufac turers  and is  min ima l ly  a f fec ted  by  fo re ign  compet i to rs .
Our  secur i ty  p roduc ts  and fu rn i tu re  components  bus iness  un i ts '  p roduc ts
compete  aga ins t  a  number  o f  domest ic  and fo re ign  manufac turers .  Supp l ie rs ,
par t i cu la r ly  the  fo re ign  fu rn i tu re  components  supp l ie rs ,  have pu t  in tense
pr ice  pressure  on  our  p roduc ts .  In  some cases ,  w€ have l -os t  sa les  to  these
l owe r  cos t  f o re ign  manu fac tu re rs . We  have  responded  by t  sh i f t i ng  t he
manufac ture  o f  some produc ts  to  our  l -ower  cos t  fac i l i t i es ;  work ing  to  reduce
cos ts  and ga in  opera t iona l -  e f f i c ienc ies  th rough work fo rce  reduc t ions  and
process  improvements  in  a l -1  o f  our  fac i l i t i es ;  and by  work ing  w i th  our
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Regulatory and Environrnent,al Matters
f e d e r a l - ,  s t a t e ,  l o c a l  a n d  f o r e i g n  l a w s  a n d  r e g u l a t i o n s  r e l a t i n g  t o  t h e  u s e ,
s to rage,  hand1 i .g ,  genera t ion ,  t ranspor ta t , ion ,  t rea tment ,  emiss ion ,  d ischarge,
d isposa l ,  remed ia t ion  o f  ,  and exposure  to ,  hazard .ous  and non-hazardous
substances ,  mater ia l -s  and wastes  .  We are  a l -so  sub j  ec t  to  f  edera l - ,  s ta te ,
l -oca l  and fo re ign  laws and regu la t ions  re la t ing  to  worker  hea l th  and sa fe ty .
We be l ieve  we are  in  subs tan t ia l  compl iance w i th  a l1  such l -aws and
regu la t ions .  To  da te ,  the  cos ts  o f  ma in ta in ing  compl iance w i th  such laws and
regulat ions have not s igni f icant ly impacted our Component Products Segment,  s
resu l - ts .  We cur ren t ly  do  no t  an t ic ipa te  any  s ign i f i can t  cos ts  o r  expenses
re la t ing  to  such mat te rs , '  however ,  i t  i s  poss ib le  fu tu re  laws and regu la t ions
may requ i re  us  to  incur  s ign i f i can t  add i t iona l  expend i tu res .

EmpToyees -  As of  December 31, 2007, w€ employed the fol lowing number of
p e o p l e :

cus tomers  to  be  the i r  va l_ue-added supp l ie r
suppor t  serv ices  wh ich  fo re ign  supp l ie rs  a re

Un i ted  Sta tes
Canad.a(1)
Taiwan

Total

o f  cho i ce  by  o f f e r i ng  cus tomer
gene ra l l y  unab le  t o  p rov ide .

-  Ou r  f  ac i l - i t i es  a re  sub j  ec t  t . o

636
259
L34

1 , 0 2 9

(1) Approximately 752 of  our Canad. ian employees are represented by a
labor union covered by a col l -ect ive bargaining agreement that  expires in
'January  2009 wh ich  prov ides  fo r  annua l -  wage increases  f rom 1 t  to  2 .sZ over  the
t .e rm o f  the  cont rac t .

We be l i eve  ou r  l abo r  r e l - a t i ons  a re  good  a t  a l l  o f  ou r  f ac i l i t i e s

WASTE MA}IAGEMENT SEGMElillT - WASTE EOMTROI, SPECIAIJISTS I'LC

Business Overview Our Waste Management Segment was formed. in 1995 and
in  ear ly  1 -997 we comple ted  cons t ruc t ion  o f  the  in i t ia l  phase o f  our  waste
d i s p o s a l  f a c i l i t y  i n  W e s t  T e x a s .  T h e  f a c i l i t y  i s  d e s i g n e d  f o r  t h e  p r o c e s s i n g ,
t rea tment ,  s to rage and d isposa l  o f  cer ta in  hazardous  and tox ic  wastes .  We
rece ived the  f i rs t  was tes  fo r  d isposa l  in  1997.  Subsequent ly ,  w€ have expanded
our  permi t t ing  au thor iza t ions  to  inc l -ude the  process ing ,  t rea tment  and s to rage
of l -ow- level-  and mixed l -ow- level-  radioact ive wastes and the d. isposal  of
cer ta in  types  o f  exempt  l -ow- leve I  rad ioac t ive  wastes .

We cur ren t ly  opera te  our  waste  d isposa l  fac i l i t y  on  a  re l -a t i ve ly  l im i ted
bas is  wh i l -e  we nav iga te  the  regu la t .o ry  l i cens ing  requ i rements  to  rece ive
permi ts  fo r  the  d isposa l  o f  byproduc t  r f  .e (2 )  was te  mater ia l -  and fo r  a  b road
range o f  low- l -eve l  and mixed low- leve l -  rad ioac t ive  wastes .

FaciTi ty,  operat ions and Services -  Our Waste Management Segment has
permi ts  by  the  Texas  Commiss ion  on  Env i ronmenta l -  Qua l i t y  ( "TCEQ' ' ;  and the  U.S.
Environmental  ProLect ion Agency (  , ,EpA,,  )  to accept hazardous and toxic wastes
governed by RCRA and TSCA. In October 2005, our RCRA permit  was renewed. for  a
n e w  t e n - y e a r  p e r i o d . L i k e w i s e  i n  S e p t e m b e r  2 0 0 5 ,  o u r  f i v e - y e a r  T S C A
author iza t ion  was renewed fo r  a  new f i ve-year  per iod .  Our  RCRA permi t  and
TSCA author iza t ion  are  sub jec t  to  add i t iona l  renewals  by  the  agenc ies  assuming
we remain  in  compl iance w i th  the  prov is ions  o f  the  permi ts .

I n  November  1 -997 ,  t he  Texas  Depa r tmen t  o f  S ta te  Hea l t h  Se rv i ces
( "TDSHS"  )  i s sued  a  1 i cense  t o  Was te  Con t ro l -  Spec ia l i s t s  f  o r  t he  t r ea tmen t  and
s to rage ,  bu t  no t  d i sposa l  ,  o f  l - ow-  l eve l  and  m ixed  l ow-  l eve l  r ad ioac t i ve
was tes .  I n  June  2007 ,  t he  TDSHS regu la to r y  au tho r i t y  f o r  t h i s  l i cense  was
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t rans fer red  to  TCEQ.  The cur ren t  p rov is ions  o f  th is  l i cense genera l l y  enab l -e
us  to  accept  such wastes  fo r  t rea tment  and s to rage f rom U.S.  commerc ia l  and
federa l -  genera tors ,  inc lud ing  the  Depar tment  o f  Energy  ( "DOE")  and o ther
governmenta l  agenc ies .  We accepted  the  f i rs t  sh ipments  o f  such wastes  in
1998.  We have ob ta ined add i t iona l -  au thor i ty  to  d ispose o f  cer ta in  ca tegor ies
o f  low-  1eve l  rad ioac t ive  mater ia l -  inc lud ing  na t .u ra l l y -occur r ing  rad ioac t ive
mater ia l  ( "NORM" )  and exempt - l -eve l -  mater ia ls  ( rad ioac t ive  mater j -a l -s  tha t  do
not  exceed cer ta in  spec i f ied  rad ioac t ive  concent ra t ions  and are  exempt  f rom
l - icens i rg )  .

O u r  w a s t e  d i s p o s a l  f a c i l i t y  a l s o  s e r v e s  a s  a  s t a g i n g  a n d  p r o c e s s i n g
loca t ion  fo r  mater ia l -  tha t  requ i res  o ther  fo rms o f  t rea tment  p r io r  to  f ina l -
d isposa l  as  mandated  by  the  EPA or  o ther  regu la to ry  bod ies .  Our  20 ,000 square
foo t  t rea tment  fac i l i t y  p rov ides  fo r  was te  t rea tment /s tab i l i za t ion ,  warehouse
s torage,  t rea tment  fac i l i t i es  fo r  hazardous ,  tox ic  and mixed fow- l -eveL
rad ioac t ive  wastes ,  d rum to  bu l -k ,  and bu lk  to  d rum mater ia l -s  hand l ing  and
r e p a c k a g i n g  c a p a b i l i t i e s . Trea tment  opera t ions  invo1ve process ing  wastes
through one or more chemical-  or  other Lreatment methods, depending upon the
par t i cu la r  wasLe be ing  d isposed and regu la to ry  and cus tomer  requ i rements .
Chemica l -  t rea tment  uses  chemica l -  ox ida t ion  and reduc t ion ,  chemica l
p rec ip i ta t ion  o f  heavy  meta ls ,  hydro lys is  and neut ra l - i za t ion  o f  ac id  and
a lka l ine  wastes ,  and resu l ts  in  the  t rans format ion  o f  was te  in to  iner t
mater ia l -s  th rough one or  more  o f  these chemica l -  p rocesses .  Cer ta in  t rea tment
processes  invo lve  techno logy  wh ich  we may acqu i re ,  l i cense or  subcont rac t  f rom
t h i r d  p a r t i e s .

O n c e  t r e a t e d  a n d  s t a b i l i z e d ,  w a s t e  i s  e i t h e r  ( i )  p l a c e d  i n  o u r  l - a n d f i l - l - ,
( f i )  s t o r e d  o n s i t e  i n  d r u m s  o r  o t h e r  s p e c i a l i z e d  c o n t a i n e r s  o r  ( i i i )  s h i p p e d
t o  t h i r d - p a r t y  f a c i l i t i e s  f o r  f i n a l  d i s p o s i t i o n .  O n l y  w a s t e  t h a t  m e e t s
cer ta in  spec i f ied  regu la to ry  requ i rements  can be  d isposed o f  in  our  fu l l y -
l ined  l -andf i I I ,  wh ich  inc ludes  a  leachate  co l lec t ion  sys tem.

W e  o p e r a t e  o n e  W a s t e  M a n a g e m e n t  f a c i l i t y  l o c a t e d  o n  a  1 , 3 3 8 - a c r e  s i t e  i n
West  Texas ,  wh ich  we own.  The s i te  i s  permi t ted  fo r  5 .4  mi l - l - ion  cub ic  yards
of  a i rspace landf i l l  capac i ty  fo r  the  d isposa l  o f  RCRA and TSCA wastes .  We
aLso own approx imate ly  13 ,500 acres  o f  add i t iona l  l -and sur round ing  the
p e r m i t t e d  s i t e ,  a  s m a l l -  p o r t i o n  o f  w h i c h  i s  l o c a t e d  i n  N e w  M e x i c o ,  w h i c h  i s
ava i -1ab l -e  f  o r  fu tu re  expans ion . We be l ieve  our  fac i l i t y  has  super io r
geo log ica l  charac ter is t i cs  wh ich  make i t  an  env i ronmenta l l y -des i rab l -e  l -oca t ion
f  o r  th is  type  o f  was te  d isposa l  .  The f  ac i l i t y  i s  l -oca ted  in  a  re l -a t i ve ly
remote  and ar id  sec t ion  o f  West  Texas .  The poss ib i l i t y  o f  leakage in to  any
underground water tabl-e is considered highly remote because the ground is
composed o f  t r iass ic  red  bed c1ay .  However ,  we do  no t  be l - ieve  there  are  any
underground aqu i fe rs  o r  o ther  usab l -e  sources  o f  water  be l -ow the  s i te  based in
par t  on  ex tens j -ve  dr i l l i ng  by  the  o i l  and  gas  indus t ry  and our  own tes t  we l ls .

.9a. l ,es Our Wast.e Management SegmenL's target customers are industr ia l
compan ies ,  inc lud ing  chemica l ,  aerospace and eLec t ron ics  bus inesses  and
governmenta l -  agenc ies ,  inc lud ing  the  DOE,  wh ich  genera te  hazardous ,  mixed l -ow-
leve l  rad ioac t ive  and o ther  wastes .  We employ  our  own sa l -espeop le  to  marke t
o u r  s e r v i c e s  t o  p o t e n t i a l  c u s t o m e r s .

Compet i t ion -  The hazardous waste indust ry  (o ther  than l -ow-  leve l  and
mixed  l - ow- l eve l -  r ad ioac t i ve  was te )  cu r ren t l y  has  excess  i ndus t r y  capac i t y
caused by a  number  o f  f  ac tors ,  inc lud ing a re la t ive dec l ine in  t .he number  o f
env i ronmen ta l  r emed ia t i on  p ro jec t s  gene ra t i ng  haza rdous  was tes  and  e f f o r t s  on
the par t  o f  waste generators  to  reduce the vo l -ume of  waste and/or  manage waste
ons i t e  a t  t he i r  f ac i l - i t i es .  These  f ac to r s  have  l ed  t o  reduced  demand  and
inc reased  p r i ce  p ressu re  f o r  non - rad ioac t i ve  haza rdous  was te  managemen t
se rv i ces .  Wh i l e  we  be l i eve  ou r  b road  range  o f  pe rm i t s  f o r  t he  t r ea tmen t  and
s to rage  o f  l - ow- l - eve l -  and  m ixed - l - eve l  r ad ioac t i ve  was te  s t reams  p rov ides  us
ce r ta i n  compe t i t i ve  advan tag€s ,  a  key  e l - emen t  o f  ou r  l ong - te rm  s t ra tegy  i s  t o
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p rov ide  r rone -s top  shopp ing "  f  o r  haza rdous ,  l - ow- l - eve l  and  m ixed  l ow-1eve1
rad ioac t i ve  was tes .  To  o f f e r  t h i s  se rv i ce  we  w i l l  have  t o  ob ta in  t he
add i t i ona l -  r egu la to r y  au tho r i za t i ons  f o r  wh i ch  we  have  app l i ed .

Compet i t ion  w i th in  the  hazardous  waste  indus t ry  i s  d iverse  and based
pr imar i l y  on  fac i l i t y  l -oca t ion /prox imi ty  to  cus tomers ,  p r ic ing  and cus tomer
serv ice .  We expec t  p r ice  compet i t ion  to  be  in tense fo r  RCRA-  and TSCA-re la ted
w a s t e s .  W i t h  r e s p e c t  t o  o u r  c u r r e n t l y - p e r m i t t e d  a c t i v i t i e s ,  o u r  p r i n c i p a l
compet i to rs  a re  Energy  So lu t ions ,  LLC,  Amer ican Eco logy  Corpora t ion  and Perma-
F ix  Env i ronmenta l  Serv ices ,  Inc .  These compet i to rs  a re  we1 l -  es tab l i shed and
have signi f  icant. ly greater resources than we do, which coul-d be important
f a c t o r s  t o  o u r  p o t e n t i a l  c u s E o m e r s . We bel - ieve we may have cer ta in
compet i t i ve  advantag€s ,  inc lud ing  our  env i ronmenta l -1y-des i rab l -e  l -oca t ion ,
broad level  of  Local-  community support ,  a rai l -  t ransportat ion network leading
to  our  fac i l i t y  and our  capab i l i t y  fo r  fu tu re  s i te  expans ion .

ReguTatory and Environmental MaEters - While the waste management
industry has benef i ted f rom increased governmental-  regulat ion,  i t  has also
become subject  to extensive and evolv ing regulat ion by federal ,  state and focal-
author i t ies.  The regulatory process requires Waste Management businesses to
obtain and retain numerous operat ing permits cover ing var ious aspects of  their
operat ions,  any of  which coul-d be subject  to revocat ion,  modif icat ion or
den ia l - .  Regu la t ions  a l -so  a l - low pub l ic  par t i c ipa t ion  in  the  permiL t ing  process .
Indiv idual-s as wel- l -  as companies may oppose the grant ing of  permits.  In
addi t . ion,  governmental-  pol ic ies and the exercise of  broad discret ion by
regu la t .o rs  a re  sub jec t  to  change.  I t  i s  poss ib le  our  ab i l i t y  to  ob ta in  and
ret .a in permits on a t imely basis could be impaired in the future.  The l -oss of
an indiv idual  permit  or  the fa i l -ure to obtain a permit  could have a s igni f icant
impact on our Waste Management Segment 's future operat ing plans, f inancial-
cond i t ion ,  resu l - ts  o f  opera t ions  or  l iqu id i ty ,  espec ia l l y  because we on ly  own
and operate one disposal  s i te.  For example,  adverse decis ions by governmental-
au thor i t ies  on  our  permi t  app l i ca t ions  cou l -d  cause us  to  abandon pro jec ts ,
p remature ly  c lose  our  fac i l i t y  o r  res t r i c t  opera t ions .  We expec t  our  RCRA
permit  and our l - icense from the TCEQ, ds amended, to expire in 2075 and our
TSCA author iza t ion  to  exp i re  in  2010. Such permi ts ,  l i censes  and
author izat j -ons can be renewed subject  to compl iance with the requirements of
the appl icat ion process and approval  by the TCEQ or EPA, as appl icabl-e.

Pr io r  to  June 2003,  Texas  s ta te  law proh ib i ted  the  app l icab le  Texas
regulatory agency from issuing a l icense for the disposal  of  a broad range of
low-l-evel-  and mixed l -ow-l-evel-  radioact ive waste to a pr ivate enterpr ise
opera t ing  a  d isposa l  fac i l i t y .  In  June 2003,  a  new Texas  s ta te  law was enac ted
that al l -ows the TCEQ to issue a l -ow-Level  radioact ive waste disposal  l - icense to
a pr ivate ent i ty,  such as us.  Our Waste Management Segment is the only ent i ty
to apply for  such a l - icense with the TCEQ. The appl icat ion was declared
administrat ively complete by the TCEQ in February 2005. The TCEQ began i ts
techn ica l -  rev iew o f  the  app l ica t ion  in  May 2005.  In  October  2007 we rece ived
not i f i ca t ion  Ehat  the  TCEQ had prepared a  dra f t  l - i cense fo r  the  d isposa l  o f
byproduc t  mater ia l -  a t  our  fac i l i t y  and made the  pre l im inary  dec is ion  tha t  th is
l - i cense met  a l l -  s ta tu to ry  and regu la to ry  requ i rements .  We are  uncer ta in  as  to
the  length  o f  t ime i t  w i l l  take  fo r  the  dra f t  byproduc t  was te  mater ia l  L icense
to become f inal  and for agencies to complete their  reviews and act  upon our
o ther  l - i cense app l ica t ions .  We cur ren t ly  be l - ieve  the  app l icab le  s ta te  agency
wi l l  no t  i ssue a  f ina l  dec is ion  on  our  app l i ca t ion  fo r  byproduc t  was te
mater ia l -  un t i l  l -a te  2008,  and we do  no t  expec t  to  rece ive  a  f ina l -  dec is ion  on
our  app l i ca t ion  fo r  l -ow- leve l -  and mixed l -ow- leve l -  rad ioac t ive  waste  d isposa l
un t i l  2009.  We do no t  know i f  we w i l l  be  success fuL  in  ob ta in ing  these
l - i c e n s e s .

From t ime to t ime federal ,  state and local  author i t ies have proposed or
adopted other types of  l -aws and regulat ions for  the waste management industry,
including l -aws and regulat ions restr ict ing or banning the interstate or
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int rastate shipment of  certain waste,  changing the regulatory agency issuing a
l- icense, imposing higher taxes on out-of-state waste shipments compared to in-
s ta te  sh ipments ,  rec lass i fy ing  cer ta in  ca tegor ies  o f  hazardous  waste  as  non-
hazardous  and regu la t ing  d isposa l  fac i l - i t ies  as  pub l i c  u t i l i t i es .  Cer ta in
states have issued regulat . ions t .hat  at . tempt Eo prevent waste generated within
tha t  par t i cu la r  s ta te  f rom be ing  sent  to  d isposa l  s i tes  ou ts ide  tha t  s ta te .
The U. S. Congress has al-so considered legis l -at ion that would enable or
fac i l - i ta te  such bans ,  res t r i c t ions ,  taxes  and regu la t ions .  Due to  the  complex
nature of  industry regulat ion,  implementat ion of  exist ing or future laws and
regulat ions by di f  f  erent l -eveIs of  government coul-d be inconsistent and
d i f f i - cu l t  to  fo resee.  Whi le  we a tLempt  to  mon i to r  and an t ic ipa te  regu la to ty ,
pol i t ical  and legal  developments that  af fect .  the industry,  we cannot assure you
we wi l l  be able t .o do so. Nor can we predict  the extent to which legis lat ion
or  regu la t ions  tha t  may be  enac ted ,  o t  any  fa i lu re  o f  leg is la t ion  or
regulat ions to be enacted, f f idy af fect  our operat ions in the future.

The demand fo r  cer ta in  hazardous  waste  serv ices  we in tend to  p rov ide  is
dependent  in  la rge  par t  upon the  ex is tence and en forcement  o f  federa l ,  s ta te
and l -ocal-  environmental  laws and regulat ions governing the discharge of
hazardous  waste  in to  the  env i ronment .  We and the  indus t ry  as  a  whoLe cou ld  be
adverse ly  a f fec ted  to  the  ex ten t  such l -aws or  regu la t ions  are  amended or
repea led  or  the i r  en forcement  i s  l -essened.

Because o f  the  h igh  degree o f  pub l i c  awareness  o f  env i ronmenta l -  i ssues ,
companies in the waste management business may be, in the normal course of
t h e i r  b u s i n e s s ,  s u b j e c t  t o  j u d i c i a l  a n d  a d m i n i s t r a t i v e  p r o c e e d i n g s .
Government.aL agencies may seek to impose f  ines or revoke, deny renewal-  of  ,  or
mod i fy  any  app l icab l -e  opera t ing  permi ts  o r  l i censes .  In  add i t ion ,  p r iva te
par t ies  and spec ia l  in te res t  g roups  cou l -d  b r ing  ac t ions  aga ins t  us  a l leg ing ,
among o ther  th ings ,  a  v io la t ion  o f  opera t ing  permi ts  o r  oppos i t ion  to  new
l - i cense auLhor iza t ions  .

EmpToyees  -  A t  December  31 ,  20Q7 ,  w€  had  110  emp loyees
labor  re l -a t ions are good.

We bel- ieve our

TTTA}ITIIM METAIJS - TTTA}ITI'M METALS CORPORATION
As d iscussed in  Note  3  to  the  Conso l ida ted  F inanc ia l -  S ta tements ,  we

comple ted  a  spec ia l  d iv idend o f  our  T IMET common s tock  on  March  26 ,  20Q7.  We
now own approx imate ly  1?  o f  T IMET's  common s tock ,  and we account  fo r  our
inves tment  in  T IMET's  common s tock  as  ava i l -ab l -e - fo r -sa le  marke tab l -e  secur i t ies
c a r r i e d  a t  f  a i r  v a l - u e .

OTHER

IfE Industr ies,  Inc.  -  At  December 31, 2007, NL owned 85t of  CompX and
362 o f  Kronos .  NL a lso  owns 1008 o f  EWf  RE,  fnc . ,  d r  insurance brokerage and
r isk  management  serv ices  company and a lso  ho lds  cer ta in  marke tab le  secur i t ies
and o ther  inves tments .  See Note  16  to  our  Conso l - ida ted  F inanc ia l -  S ta tements
fo r  add i t iona l -  in fo rmat ion .

Tremont, IJI 'C - Tremont is primarily a holding company through which we
h o l d  i n d i r e c t ,  o w n e r s h i p  i n t e r e s t s  i n  B a s i c  M a n a g e m e n t ,  I n c .  ( " B M I " ) ,  w h i c h
prov ides  u t i l i t y  serv j -ces  to ,  and owns proper ty  ( the  "BMI  Complex" )  ad jacent
t o ,  T I M E T ' s  f a c i l i t y  i n  N e v a d a ,  a n d  T h e  L a n d w e l - l -  C o m p a n y  L . P .  ( " L a n d w e l l " ) ,
wh ich  is  engaged in  e f fo r ts  to  deve lop  cer ta in  l -and ho ld ings  fo r  commerc ia l ,
indus t r ia l  and res ident ia l  purposes  sur round ing  the  BMI  Complex .

Business Strategy - We routinely compare our l iquidity requirements and
al- ternat. ive uses of  capi ta l  against  the est imated future cash f  lows to be
rece ived f rom our  subs id ia r ies  and unconso l ida ted  a f f i l i a tes ,  and the  es t imated
sal-es val-ue of  those businesses. As a resul- t ,  w€ have in the past,  and may in
the  fu tu re ,  seek  to  ra ise  add i t iona l -  cap i ta l ,  re f inance or  res t ruc tu re
indebtedness, repurchase indebtedness in the market or otherwise, modify our
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d iv idend po l i cy ,  cons ider  the  sa le  o f  our  in te res t  in  our  subs id ia r ies ,
bus iness  un i ts ,  marke tab l -e  secur i t ies  o r  o ther  assets ,  o t  take  a  combina t ion  o f
these or other steps, to increase l iquidi ty,  reduce indebtedness and fund
future act iv i t ies,  which have in the past and may in the future involve related
companr_es. From t ime to t ime, w€ and our rel-ated ent i t ies consider
restructur ing ownership interests among our subsidiar ies and related companies.
We expect to cont inue this act iv i ty in the future.

We and other ent i t ies that  may be deemed to be control l -ed by or
a f f i l i a ted  w i th  Mr .  Haro l -d  C.  S immons rou t ine ly  eva lua te  acqu is i t ions  o f
j -nterests in,  or  combinat ions wi th,  companies,  including related companies,  we
perceive to be underval-ued in the marketpl-ace . These companies may or may not
be  engaged in  bus inesses  re l -a ted  to  our  cur ren t  bus inesses .  In  some ins tances
we act ivel-y manage the businesses we acquire wi th a focus on maximizing return-
on- investment through cost reduct ions,  capi ta l  expendi tures,  improved operat ing
ef f i c ienc ies ,  se lec t i ve  marke t ing  to  address  marke t  n iches ,  d ispos i t ion  o f
marginal  operat ions,  use of  leverage and redeployment of  capi ta l  to more
produc t ive  assets .  In  o ther  ins tances ,  we have d isposed o f  our  in te res t  in  a
company pr ior  to gaining control .  We intend to consider such act . iv i t ies in the
future and f f idy,  in connect ion wi th such act iv i t ies,  consider issuing addi t ional-
equ i ty  secur i t ies  and increas ing  our  indebtedness .

Websit,e and AvaiTable Information Our f iscal- year ends December 31 . We
furnish our stockholders wi th annual-  reports containing audi ted f inancial-
statements.  In addi t ion,  we f i le annual ,  quarter ly and current reports,  proxy
and informat ion statements and other informaEion with the SEC. Certain of  our
consol- idated subsidiar ies (Kronos, NL and CompX) also f i le annual ,  quarter ly
and current reports,  proxy and informat ion statements and other informat ion
with the SEC. We al-so make our annual-  report  on Form 10-K, quarter ly reports on
Form 10-Q, current reports on Form 8-K and amendments thereto,  avai lable f ree
of  charge th rough our  webs i te  a t  www.va lh i .ne t  as  soon as  reasonab ly  p rac t ica l
a f t e r t h e y h a v e b e e n f i 1 e d w i t h f f i a 1 s o p r o v i d e t o a n y o n e , w i t h o u t
charge, copies of  such documents upon wri t ten request.  Requests should be
directed to the at tent ion of  the Corporate Secretarv at  our address on the
cover  page o f  th is  Form 10-K.

Addi t ional  informat ion,  including our Audi t  Commit tee charter,  our Code
of Business Conduct and Ethics and our Corporate Governance Guidel ines,  can
al-so be found on our websi te.  Informat ion contained on our websi te is not part
of  th is Annua1 Report .

The general  publ ic may read and copy any mater ia ls we f i le wiLh the SEC
a t  t h e  S E C ' s  P u b l i c  R e f e r e n c e  R o o m  a t  l - 0 0  F  S t r e e t ,  N E ,  W a s h i n g t o n ,  D C  2 0 5 4 9 .
The pub l ic  may ob ta in  in fo rmat ion  on  the  opera t ion  o f  the  Pub l ic  Reference
R o o m  b y  c a l l i n g  t h e  S E C  a t  1 - - 8 0 0 - S E C - 0 3 3 0 .  W e  a r e  a n  e l - e c t r o n i c  f  i l - e r .  T h e
SEC main ta ins  an  In te rne t  webs i te  a t  www.sec .gov  tha t  con ta ins  repor ts ,  p roxy
and in fo rmat ion  s ta tements  and o ther  in fo rmat ion  regard ing  issuers  tha t  f i l e
e l e c t r o n i c a l l y  w i t h  t h e  S E C ,  i n c l u d i n g  u s .

ITEM 1,A. RTSK FACTORS

L i s t e d  b e l o w  a r e  c e r t a i n  r i s k  f a c t o r s  a s s o c i a t e d  w i t h  u s  a n d  o u r
b u s i n e s s e s .  I n  a d d i t i o n  t o  t h e  p o t e n t i a l  e f f e c t  o f  t h e s e  r i s k  f a c t o r s
d iscussed be l -ow,  dny  r i sk  f  ac to r  wh ich  cou l -d  resu l t  in  reduced earn ings  or
opera t ing  l -osses ,  o t  reduced l iqu id i ty ,  cou ld  in  tu rn  adverse ly  a f fec t  our
ab i l i t y  to  serv ice  our  l iab i l i t ies  o r  pay  d iv idends  on  our  common s tock  or
adverse ly  a f fec t  the  quoted  marke t  p r ices  fo r  our  secur i t ies .

Our assets consist  pr imari ly of  investments in our operat ing
subsidiar ies,  and we are dependent upon dietr ibut ions f rom our subsidiar ies to
s e r v i c e  o u r  l i a b i l i t i e s .  A  s i g n i f i c a n t  p o r t i o n  o f  o u r  a s s e t s  c o n s i s t s  o f
ownersh ip  in te res t .s  in  our  subs id ia r ies  and a f  f  i l - ia tes  .  A  maj  o r i t y  o f  our
cash f lows are  genera ted  by  our  subs id ia r ies ,  and our  ab i l i t y  to  serv ice  our
l iab i l i t ies  and to  pay  d iv idends  on  our  common s tock  depends to  a  la rge  ex ten t
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upon the  cash d iv idends  or  o ther  d is t r ibu t ions  we rece ive  f rom our
s u b s i d i a r i e s .  O u r  s u b s i d i a r i e s  a n d  a f f i l - i a t e s  a r e  s e p a r a t e  a n d  d i s t i n c t  1 e g a l
en t i t ies  and they  have no  ob l iga t ion ,  con t ingent ,  o r  o therw ise ,  to  pay  cash
d iv idends  or  o ther  d is t r ibu t i -ons  to  us . I n  add i t i on ,  i n  some  cases  ou r
subs id ia r ies '  ab i l i t y  to  pay  d iv idends  or  o ther  d is t r ibu t ions  cou l -d  be  sub jec t
to  res t r i c t ions  as  a  resu l t  o f  debt  covenants ,  app l i cab1e tax  laws or  o ther
res t r i c t ions  imposed by  cur ren t  o r  fu tu re  agreements .  Events  beyond our
cont ro l ,  inc lud ing  changes in  genera l  bus iness  and economic  cond i t ions ,  cou ld
adverse ly  impact  the  ab i l i t y  o f  our  subs id ia r ies  to  pay  d iv idends  or  make
other  d is t r ibu t ions  to  us .  I f  our  subs id ia r ies  shou ld  become unab l -e  to  make
suf f i c ien t  cash d iv idends  or  o ther  d is t r ibu t ions  to  us ,  our  ab i l i t y  to  serv ice
our l iabi l i t ies and to pay div idends on our common stock coul-d be adversely
a f fec ted .  In  add i t ion ,  i f  the  l -eve l -  o f  d iv idends  and o ther  d is t r ibu t ions  we
receive f rom our subsidiar ies were to decrease to such a l -evel-  that .  we were
requ i red  to  l iqu ida te  any  o f  our  inves tments  in  the  secur i t ies  o f  our
subs id ia r ies  o r  a f f i l - ia tes  in  o rder  to  genera te  funds  to  sa t is fy  our
l i a b i l i t i e s ,  w €  m a y  b e  r e q u i r e d  t o  s e l l -  s u c h  s e c u r i t i e s  a t  a  t i m e  o r  t i m e s  a t
which we woul-d not be abl-e to real- ize what we bel- ieve to be the actual  value
o f  s u c h  a s s e t s .

Demand tot ,  and pr ices of ,  certain of  our produets are cycl ical  and we
may exper ience proJ.onged depressed market condi t ions for  our products,  which
may resu l t  in  reduced earn ings  or  opera t ing  loeses .  A  s ign i f i can t  por t ion  o f
our  revenues is  a t t r ibu tab le  to  sa l -es  o f  T iO2.  Pr ic ing  w i th in  the  g lobaI  T iO2
indus t ry  over  the  long te rm is  cyc1 ica l ,  and changes in  indus t ry  economic
c o n d i t i o n s ,  e s p e c i a l l y  i n  W e s t e r n  i n d u s t r i a l i z e d  n a t i o n s ,  c a n  s i g n i f i c a n t l y
impact  our  earn ings  and opera t ing  cash f lows.  Th is  may resu l t  in  reduced
earn ings  or  opera t ing  l -osses .

H is to r ica l l y ,  the  marke ts  fo r  many o f  our  p roduc ts  have exper ienced
a l - te rna t ing  per iods  o f  inc reas ing  and decreas ing  demand.  Re l -a t i ve  changes in
t h e  s e l l i n g  p r i c e s  f o r  o u r  p r o d u c t s  i s  o n e  o f  t h e  m a i n  f a c t o r s  t h a t  a f f e c t s
the  leve l -  o f  our  p ro f i tab i l i t y .  Tn  per iods  o f  inc reas ing  demand,  our  se l l ing
pr ices  and pro f i t  marg ins  genera l l y  w i l l  tend  to  inc rease,  wh i l -e  in  per iods  o f
decreas ing  demand our  se l l ing  pr ices  and pro f i t  marg ins  genera l l y  tend to
decrease. Future growt.h in demand f  or  TiO2 may not be suf f  ic ient  to al- l -eviate
any  fu tu re  cond i t ions  o f  excess  indus t ry  capac i ty ,  and such cond iE ions  may no t
be  sus ta ined or  may be  fu r ther  aggravated  by  an t ic ipa ted  or  unant ic ipa ted
capac i ty  add i t ions  or  o ther  events .

The demand for TiO2 dur ing a given year is aLso subject  to annual-
seasona l -  f  luc tua t ions .  T iO2 sa les  are  genera l l y  h igher  in  the  f  i r s t  ha l f  o f
the  year .  Th is  i s  due in  par t  to  the  inc rease in  pa in t  p roduc t ion  in  the
spr ing to meet demand dur ing the spr ing and summer paint ing season. See I tem
7.  "Management 's  D iscuss ion  and Ana lys is  o f  F inanc ia l -  Cond i t ion  and Resu l - ts  o f
Opera t ions"  fo r  fu r ther  d iscuss ion  on  produc t ion  and pr ice  changes.

We seI1 several  of  our products in mature and highly compet i t ive
industr ies and faee pr ice pressures in the markets in which we operate,  which
may resul t  in reduced earnings or operat ing losses. The markets in which
Kronos ,  CompX and WCS opera t ,e  the i r  bus inesses  are  h igh ly  compet i t i ve .
Compet i t ion  is  based on  a  number  o f  fac to rs ,  such as  pr ice ,  p roduc t  qua l i t y
and serv ice .  Some o f  our  compet i to rs  may be  ab le  to  d r ive  down pr ices  fo r  our
produc ts  because the i r  cos ts  a re  1ower  than our  cos ts .  In  add i t ion ,  some o f
our  compet i to rs '  f inanc ia l - ,  techno log ica l  and o ther  resources  may be  grea ter
than our  resources ,  and these compet i to rs  may be  be t te r  ab l -e  to  w i ths tand
changes in market condi t ions.  Our compet i tors may be abl-e to respond more
quickly than we can to new or emerging technol-ogies and changes in cusLomer
requ i rements .  Fur ther ,  conso l - ida t ion  o f  our  compet i to rs  o r  cus tomers  in  any
of the industr ies in which we compete may resul- t  in reduced demand for our
produc ts  o r  make i t  more  d i f f i cu l t  fo r  us  to  compete  w i th  our  compet i to rs .  fn
add i t ion ,  in  some o f  our  bus inesses  new compet i to rs  cou1d emerge by  mod i fy ing
the i r  ex is t ing  produc t ion  fac i l i t i es  so  they  cou ld  manufac ture  produc ts  tha t
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compete  w i th  our  p roduc ts .  The occur rence o f  any  o f  these events  cou ld  resuLt
in  reduced earn ings  or  opera t ing  losses .

Higher costs or l imi ted avai labi l i ty  of  our raw mater ia ls may reduce our
earnings and decrease our l iquidi ty.  The number of  sources and avai labi l i ty
o f  cer ta in  raw mater ia l -s  i s  spec i f i c  to  the  par t i cu l -a r  geograph ica l -  reg ions  in
wh ich  our  fac i l i t i es  a re  loca ted .  For  example ,  t i tan ium-conta in ing  feeds tocks
su i tab le  fo r  use  in  p roduc ing  our  T io2  are  ava i lab le  f rom a  l im i ted  number  o f
supp l ie rs  a round t ,he  wor ld . Po l - i t i ca l -  and economic  ins tab i l i t y  in  the
count r ies  f rom wh ich  we purchase our  raw mater ia l  supp l ies  cou l -d  adverse ly
a f  f  ec t  the i r  ava i lab i l i t y .  I f  our  wor l -dwide  vendors  were  no t  ab le  to  meet
the i r  con t rac tua l  ob l iga t ions  and we were  o therw ise  unab le  to  ob ta in  necessary
raw mater ia l -s or i f  we wou1d have to pay more for our raw mater ia ls and other
operat ing costs,  w€ may be required to reduce product ion l -evel-s or reduce our
gross  marg ins  i f  we were  unab le  to  pass  pr ice  inc reases  on to  our  cus tomers ,
wh ich  may decrease our  l iqu id i ty  and opera t ing  income and resu l ts  o f
o p e r a t i o n s .

We could incur s igni f icant cost ,s related to Iegal  and environmental
remediat ion matters.  NI- ,  f  ormerl-y manuf actured lead pigments f  or  use in paint .
NL and others pigment manufacturers have been named as defendants in var ious
legaI proceedings seeking damages for personal  in jury,  property damage and
governmenta l  expend i tu res  a l leged1y caused by  the  use  o f  l -ead-based pa in ts .
These l -awsu i ts  seek  recovery  under  a  var ie ty  o f  theor ies ,  inc lud ing  pub l ic  and
pr iva te  nu isance,  neg l igent  p roduc t  des ign ,  neg l igent  fa i l -u re  to  warn ,  s t r i c t
l iab i l i t y ,  b reach o f  war ran ty ,  consp i racy /concer t  o f  ac t ion ,  a id ing  and
a b e t t i t g ,  e n t e r p r i s e  l i a b i l i t y ,  m a r k e t  s h a r e  o r  r i s k  c o n t r i b u t i o n  l i a b i l i t y ,
in ten t iona l -  to r t ,  f raud and mis representa t ion ,  v io la t ions  o f  s ta te  consumer
p r o t e c t i o n  s t a t u t e s ,  s u p p l i e r  n e g l i g e n c e  a n d  s i m i l - a r  c l - a i m s .  T h e  p l a i n t i f f s
in  these ac t ions  genera l l y  seek  to  impose on  the  de fendants  respons ib i l i t y  fo r
Lead pa in t  abatement  and hea l - th  concerns  assoc ia ted  w i th  the  use  o f  lead-based
pa in ts ,  inc lud ing  damages fo r  persona l  in ju ry ,  con t r ibu t ion  and/or
indemni f i ca t ion  fo r  med ica l  expenses ,  med ica l  mon i to r ing  expenses  and cos ts
f  o r  educat iona l -  p rograms .  As  w i th  a l l  lega l  p roceed ings ,  the  ou t .come is
uncer ta in .  Any  l iab i l i t y  NL might  incur  in  the  fu tu re  cou ld  be  mater ia l .  See
a l - s o  f t e m  3 .

Cer ta in  p roper t ies  and fac i l - i t ies  used in  our  fo rmer  bus inesses  are  the
s u b j e c t  o f  l i t i g a t i o n ,  a d m i n i s t r a t i v e  p r o c e e d i n g s  o r  i n v e s t i g a t i o n s  a r i s i n g
under  var ious  env i ronmenta l  laws.  These proceed ings  seek  j -nves t iga t ion  and
remedia t ion  cos t .s ,  persona l  in ju ry  o r  p roper ty  damages and/or  damages fo r
in j  u ry  to  na tura l  resources  .  Some o f  these proceed ings  invo l -ve  c la ims f  o r
subs tan t iaL  amounts .  Env i ronmenta l  ob l iga t ions  are  d i f f i cu l - t  to  assess  and
est imate  fo r  numerous  reasons ,  and we may incur  cos ts  fo r  env i ronmenta l
remediat ion in the future in excess of  amounts current l -y est imated. Any
l iab i l i t y  we might  j -ncur  in  the  fu tu re  cou ld  be  mater ia l  .

Our failure to enter into new markets with our current compoenent
producte businesses would resul t  in the cont inued signi f icant impact,  of
f luctuat, ions in demand within the of f ice furni ture manufactur ing industry on
our  opera t , ing  resu l ts .  In  an  e f fo r t  to  reduce our  dependence on  the  o f f i ce
fu rn i tu re  marke t  fo r  cer ta in  p roduc ts  and to  inc rease our  par t i c ipa t ion  in
o ther  marke ts ,  we have been devot ing  resources  to  ident i f y ing  new cus tomers
and deve lop ing  new app l ica t ions  fo r  those produc ts  in  marke ts  ou ts ide  o f  the
of f i ce  fu rn i tu re  indus t ry ,  such as  home app l iances  and too l  boxes .  Deve lop ing
these new app l ica t ions  fo r  our  p roduc ts  invo lves  subs tan t ia l  r i sk  and
uncer ta in t ies  due to  our  l im i ted  exper ience w i th  cus t .omers  and app l ica t ions  in
these marke ts ,  as  we l l -  as  fac ing  compet i to rs  who are  a l ready  es tab l i shed in
these marke ts .  We may no t  be  success fu l  in  deve lop ing  new cus tomers  or
app l ica t ions  fo r  our  p roduc ts  ou ts ide  o f  the  o f f i ce  fu rn i tu re  indus t ry .
S ign i f i can t  t ime may be  requ i red  to  deve lop  new app l ica t ions  and uncer ta in ty
ex is ts  as  to  the  ex ten t  to  wh ich  we w i l l  face  compet i t ion  in  th is  regard .
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Our development of new cornponent products as weII as innovative features
for our current component products is cr i t ical  to sustaining and growing our
Component  Produc t ,  Segment  sa les .  H is to r ica f fy ,  our  ab i l i t y  to  p rov ide  va lue-
added custom engineered component products that  address requirements of
techno logy  and space u t i l i za t ion  has  been a  key  e l -ement  o f  our  success .  The
in t roduc t ion  o f  new produc ts  and fea tures  requ i res  the  coord ina t ion  o f  the
design, manufactur ing and market ing of  such products wi th current and
p o t e n t i a l  c u s t o m e r s . The abi l i ty  to implement such coordinat ion may be
af fec ted  by  fac to rs  beyond our  cont ro l .  Whi le  we w i l - l  con t inue to  emphas ize
the  in t roduc t ion  o f  innovat ive  new produc ts  tha t  ta rge t  cus tomer-spec i f i c
oppor tun i t ies ,  there  can be  no  assurance tha t  any  new produc ts  we in t roduce
wi l l  ach ieve  the  same degree o f  success  tha t  we have ach ieved w i th  our
ex is t ing  produc ts .  In t roduc t ion  o f  new produc ts  typ ica l l y  requ i res  us  to
increase produc t ion  vo lume on a  t ime ly  bas is  wh i le  ma in ta in ing  produc t
qua l i t y .  Manufac turers  o f ten  encounter  d i f f i cu l - t ies  in  inc reas ing  produc t ion
vo lumes,  inc lud ing  de lays ,  qua l i t y  con t roL  prob lems and shor tages  o f  qua l i f ied
personne l  o r  raw mater ia ls .  As  we a t tempt  to  in t roduce new produc ts  in  the
fu tu re ,  there  can be  no  assurance tha t  we w i l l  be  ab le  to  inc rease produc t ion
vo lume wi thout  encounter ing  these or  o ther  p rob lems,  wh ich  migh t  negat ive ly
impact  our  f inanc iaL  cond i t ion  or  resu l - ts  o f  opera t ions .

Our leverage may impair  our f inancial  condi t ion or l imi t  our abi l i ty  to
opera te  our  bus inesses .  We have a  s ign i f i can t  amount  o f  debt ,  subs tan t ia l l y
a l l  o f  wh ich  re l -a tes  to  Kronos '  Sen ior  Secured Notes  and our  l -oans  f rom Snake
River Sugar Company. Our l -evel  of  debt could have important consequences to
our  s tockho l -ders  and c red i to rs ,  inc lud ing :

o  mak ing  i t  more  d i f f i cu l - t  fo r  us  to  sa t is fy  our  ob l iga t ions  w i th  respec t
t o  o u r  l i a b i l i t i e s ;

o  inc reas ing  our  vu l -nerab i l i t y  to  adverse  genera l  economic  and indus t ry
c o n d i t i o n s , '

o  regu i r ing  tha t  a  porL ion  o f  our  cash f l -ow f rom opera t ions  be  used fo r
t .he payment of  interest  on our debt,  reducing our abi l i ty  to use our
cash f l -ow to  fund work ing  cap i ta l ,  cap i ta l  expend i tu res ,  d iv idends  on
our  common s tock ,  acqu is i t ions  and genera l  corpora te  requ i rements ;

o  l im i t ing  our  ab i l i t y  to  ob ta in  add i t iona l  f inanc ing  to  fund fu tu re
work ing  cap i ta l ,  cap i ta l  expend i tu res ,  acqu is i t ions  or  genera l  corpora te
requ i rements ;
l im i t ing  our  f lex ib i l i t y  in  p lann ing  fo r ,  o r  reac t ing  to ,  changes in  our
bus iness  and the  indus t ry  in  wh ich  we opera te , .  and
p lac ing  us  a t  a  compet i t i ve  d isadvantage re la t i ve  to  o ther  l -ess
leveraged compet i to rs  .

rn  add i t ion  to  our  indebtedness ,  we are  par ty  to  var ious  lease and o ther
agreements  pursuant  to  wh ich  we are  commi t ted  to  pay  approx imate ly  $362
mi l l ion  in  2008.  our  ab i l i t y  to  make payments  on  and re f j -nance our  debt ,  and
to  fund p lanned cap i ta l  expend i tu res ,  depends on  our  ab i l i t y  to  genera te  cash
f l - o w .  T o  s o m e  e x t e n t ,  t h i s  i s  s u b j e c t  t o  g e n e r a l  e c o n o m i c ,  f i n a n c i a l ,
compet i t i ve ,  leg is la t i ve ,  regu la to ry  and o t .her  fac to rs  tha t  a re  beyond our
cont ro l - .  In  add i t ion ,  our  ab i l i t y  to  bor row add i t iona l -  funds  under  our
s u b s i d i a r i e s '  c r e d i t  f a c i l i t i e s  w i l l  i n  s o m e  i n s t a n c e s  d e p e n d  i n  p a r t  o n  o u r
s u b s i d i a r i e s '  a b i l i t . y  t o  m a i n t a i n  s p e c i f  i e d  f  i n a n c i a l -  r a t i o s  a n d  s a t i s f y
cer ta in  f inanc ia l  covenants  conta ined in  the  app l icab le  c red i t  agreements .

Our  bus iness  may no t  genera te  su f f i c ien t  cash f lows f rom opera t ing
act iv i t ies to al l -ow us to pay our debts when they become due and to fund our
o ther  l iqu id i ty  needs .  As  a  resu l - t ,  w€ may need to  re f inance a l l  o r  a  por t ion
of our debt before matur i ty.  We may not be ab1e to ref inance any of  our debt
in  a  t ime ly  manner  on  favorab le  te rms ,  i f  a t  a l l .  Any  inab i l i t y  to  genera te
suff ic ient  cash f l -ows or to ref inance our debt on favorabl-e terms could have a
mater ia l -  adverse  e f fec t  on  our  f inanc ia l -  cond i t ion .
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ITEM 78. UNRESOIJVED STAFF COMMETiES

None .

TTEM 2. PROPERTIES

We along with our subsidiar ies:  Kronos, CompX, WCS and NL lease of f ice
space fo r  our  p r inc ipa l  execut ive  o f f i ces  in  Da1 las ,  Texas .  A  l i s t  o f
opera t ing  fac i l i t i es  fo r  each o f  our  subs id ia r ies  i s  descr ibed in  the
a p p l i c a b l e  b u s i n e s s  s e c t i o n s  o f  I t e m  1  -  " B u s i n e s s .  "  W e  b e l i e v e  o u r  f a c i l i t i e s
are general ly adequate and sui tabl-e for  their  respect ive uses.

ITEM 3. I'EGAIJ PROCEEDTNGS

We are invol-ved in var ious legaI proceedings. In addi t ion to informat ion
inc luded be low,  cer ta in  in fo rmat ion  ca l led  fo r  by  th is  I tem is  inc l -uded in
Note t7 to our Consol idated Financial-  Statements,  which is incorporated herein
by  re fe rence.

Lead pigment Ti t igat , ion -  M

NL 's  fo rmer  opera t ions  inc luded the  manufac ture  o f  lead  p igments  fo r  use
in  pa in t  and l -ead-based pa in t .  NL,  o ther  fo rmer  manuf  ac tu rers  o f  l -ead
p igments  fo r  use  in  pa in t  and l -ead-based pa in t  ( together ,  the  " fo rmer  p igment
m a n u f a c t u r e r s " )  a n d  t h e  L e a d  I n d u s t r i e s  A s s o c i a t i o n  ( * L I A " ) ,  w h i c h
d iscont inued bus iness  opera t ions  in  2002,  have been named as  de fendants  in
var ious lega1 proceedings seeking damages for personal-  in jury,  property damage
and governmental-  expendi tures a11egedly caused by the use of  l -ead-based
p a i n t s .  C e r t a i n  o f  t h e s e  a c t i o n s  h a v e  b e e n  f i l e d  b y  o r  o n  b e h a l f  o f  s t a t e s ,
c o u n t i e s ,  c i t i e s  o r  t h e i r  p u b l i c  h o u s i n g  a u t h o r i t i e s  a n d  s c h o o l -  d i s t r i c t s ,  a n d
cer ta in  o thers  have been asser ted  as  c l -ass  ac t ions .  These l -awsu i ts  seek
recovery  under  a  var ie ty  o f  theor ies ,  inc lud ing  pub l ic  and pr iva te  nu isance,
neg l igent  p roduc t  des ign ,  neg l igent  fa i l -u re  to  warn ,  s t r i c t  l i ab i l i t y ,  b reach
of  war ran ty ,  consp i racy /concer t  o f  ac t ion ,  a id ing  and abet t i rg ,  en terpr ise
l i a b i l i t y ,  m a r k e t  s h a r e  o r  r i s k  c o n t r i b u t i o n  l i a b i l i t y ,  i n t e n t i o n a l  t o r t ,
f raud and mis representa t ion ,  v io l -a t ions  o f  s ta te  consumer  p ro tec t ion  s ta tu tes ,
s u p p l i e r  n e g l i g e n c e  a n d  s i m i l a r  c l a i m s .

The pJ-a in t i f f s  in  these ac t ions  genera l l y  seek  to  impose on  the
defendants  respons ib i l i t y  fo r  lead  pa in t  abatement  and hea l th  concerns
assoc ia ted  w i th  the  use  o f  l -ead-based pa in ts ,  inc lud ing  damages fo r  persona l
in ju ry ,  con t r ibu t ion  and/or  indemni f i ca t ion  fo r  med ica l -  expenses ,  med ica l
mon i to r ing  expenses  and cos ts  fo r  educat iona l -  p rograms.  A  number  o f  cases  are
inac t ive  or  have been d ismissed or  w i thdrawn.  Most  o f  the  remain ing  cases  are
i n  v a r i o u s  p r e - t r i a l  s t a g e s .  S o m e  a r e  o n  a p p e a l  f o l l o w i n g  d i s m i s s a l  o r
summary  judgment  ru l ings  in  favor  o f  e i ther  the  de fendanLs or  the  p la in t i f f s .
In  add i t ion ,  var ious  o ther  cases  are  pend ing  ( in  wh ich  we are  no t  a  de fendant )
seek ing  recovery  fo r  in ju ry  a l leged ly  caused by  l -ead p igment  and lead-based
pa in t .  A l though we are  no t  a  de fendant  in  these cases ,  the  ou tcome o f  these
cases  may have an  impact  on  cases  tha t  migh t  be  f i led  aga ins t  us  in  the
f u t u r e .

We be l - ieve  tha t  these ac t ions  are  w i thout  mer i t ,  and we in tend to
cont inue to  deny  a l l  a l lega t ions  o f  wrongdo ing  and l iab i l i t y  and to  de fend
aga ins t  a l l -  ac t ions  v igorous fy .  We have never  se t t l -ed  any  o f  these cases ,  nor
have any f inal-  adverse judgments against  us been entered. However,  see the
d iscuss ion  be l -ow in  The Sta te  o f  Rhode Is l -and case.  See a l -so  Note  L7  to  our
C o n s o l i d a t e d  F i n a n c i a l  S t a t e m e n t s .

We have not accrued any amounts for  any of  the pending Lead pigment and
l - e a d - b a s e d  p a i n t  l i t i g a t i o n  c a s e s ,  i n c l u d i n g  t h e  R h o d e  I s l - a n d  c a s e .  L i a b i l i t y
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tha t  may resu l t ,  i f  a . r r ! ,  cannot  be  reasonab ly  es t imated .  In  add i t ion ,  new
cases  may cont inue to  be  f i led  aga ins t  us .  We cannot .  assure  you tha t  we w i l l
no t  incur  l iab i l i t y  in  the  fu tu re  in  respec t  o f  any  o f  the  pend ing  or  poss ib le
l i t iga t ion  in  v iew o f  the  inherent  uncer ta in t ies  invo lved in  cour t  and ju ry
ru l ings .  The reso l -u t ion  o f  any  o f  t .hese cases  cou l -d  resu l t .  in  recogn i t ion  o f
a l -oss cont ingency accrual  that  coul-d have a mater ia l  adverse impact on our
net  income fo r  the  in te r im or  annua l  per iod  dur ing  wh ich  such l iab i l i t y  i s
recogn ized,  and a  mater ia l  adverse  impact  on  our  conso l ida ted  f inanc ia l -
cond i t ion  and l iqu id i ty .

fn  SepLember  1999,  dD amended compla in t  was  f i led  in  Thomas v .  Lead
I n d u s t r i e s  A s s o c i a t i o n ,  € t  a l .  ( C i r c u i t  C o u r t ,  M i l w a u k e e ,  W i s c o n s i n ,  C a s e  N o .
99-CV-641-1-)  adding as defendants the former pigment manufacturers to a sui t
o r i g i n a l l y  f  i l e d  a g a i n s t  p l a i n t i f  f  ' s  l - a n d l - o r d s .  P l - a i n t  i f f  ,  a  m i n o r ,  d l l e g e d
in ju r ies  purpor ted ly  caused by  lead on  the  sur faces  o f  p remises  in  homes in
wh ich  he  res ided.  P la in t i f f  sought  compensatory  and pun i t i ve  damages.  The
case was t r ied  in  October  2007,  and in  November  2007 the  ju ry  re tu rned a
verd ic t  in  f  avor  o f  a l l  de f  endants .  fn  ,January  2008,  the  judge den ied
p l a i n t i f f ' s  m o t i o n  f o r  a  n e w  t r i a l .  T h e  t i m e  f o r  a p p e a l  h a s  n o t  y e t  e x p i r e d .

In  October  1 ,999,  w€ were  served w i th  a  compla in t  in  S ta te  o f  Rhode
IsLand v .  Lead Indus t r ies  Assoc ia t ion ,  € t  a l " .  (Super io r  Cour t  o f  Rhode Is land,
No.  99-5226) .  The Sta te  sought  compensatory  and pun i t i ve  damages,  ds  we l l  as
reimbursement for  publ ic and pr ivate bui ld ing abatement expenses and funding
of  a  pub l i c  educat ion  campaign  and hea l th  sc reen ing  programs.  A  2QO2 t r ia l  on
the sol-e quest ion of  whether l -ead pigment in paint  on Rhode Is l -and bui ld ings
is  a  pub l i c  nu isance resu l - ted  in  a  mis t r ia l  when the  ju ry  was unab le  to  reach
a verd ic t  on  the  ques t ion ,  w i th  the  ju ry  repor ted ly  dead locked 4-2  in
d e f e n d a n t s r  f a v o r .  I n  2 0 0 5 ,  t h e  t r i a }  c o u r t  d i s m i s s e d  t h e  c o n s p i r a c y  c l a i m
w i t h  p r e j u d i c e ,  a n d  t h e  S t a t e  d i s m i s s e d  i t s  U n f a i r  T r a d e  P r a c t i c e s  A c t  c l a i m
wi thout  p re jud ice .  A  second t r ia l -  commenced aga ins t  us  and th ree  o ther
d e f e n d a n t s  o n  N o v e m b e r  1 - , 2 0 0 5  o n  t h e  S t a t e ' s  r e m a i n i n g  c l a i m s  o f  p u b l i c
nu isance,  indemni ty  and un jus t  enr ichment .  Fo l low ing  the  Sta te 's  p resenta t ion
of  i t s  case,  the  t r ia l -  cour t  d ismissed the  Sta te '  s  c l -a ims o f  indemni ty  and
un jus t  enr ichment .  In  February  2006,  the  ju ry  found tha t  we and two o ther
defendants  subs tan t ia l l y  con t r ibu ted  to  the  c rea t j -on  o f  a  pub l i c  nu isance as  a
resu l - t  o f  the  co l - l -ec t i ve  p resence o f  l -ead p igments  in  pa in ts  and coat ings  on
bui ld ings in Rhode f  s l -and. The j  ury al-so f  ound that we and the two other
defendants  shou ld  be  ordered to  abate  the  pub l ic  nu isance.  Fo l low ing  the
t r i a l - ,  t . h e  t r i a l  c o u r t  d i s m i s s e d  t h e  S t a t e ' s  c l - a i m  f o r  p u n i t i v e  d a m a g e s .  I n
March  2007,  the  f ina l  judgment  and order  was en tered ,  and de fendants  f i led  an
a p p e a l .  I n  e p r i l  2 0 0 7 ,  t h e  S t a t e  c r o s s - a p p e a l e d  t h e  i s s u e  o f  e x c l - u s i o n  o f
pas t  and pun i t i ve  damages,  ds  we l l  as  the  d ismissa l  o f  one o f  the  de fendants .
Oral-  argument on the appeal  has been scheduled for May 2008. Whi le the appeal
is pending, the t r ia l  court  cont inues to move forward on the abatement
process .  In  September  2Q07,  the  St .a te  submi t ted  i t s  p lan  o f  abatement  and
defendants '  f i l ed  a  response in  December  2007.  In  December  2007,  the  Judge
named two spec ia l  masters  to  ass is t  the  judge in  de termin ing  the  scope o f  any
abatement remedv.

fn  October  1999,  w€ were  served w i th  a  compla in t  in  Sn i th ,  e t  a l - .  v .
Lead Indus t r ies  Assoc ia t ion ,  € t  a l - .  (C i rcu i t  Cour t  fo r  Ba l t imore  C i ty ,
M a r y l a n d ,  C a s e  N o .  2 4 - C - 9 9 - 0 0 4 4 9 0 ) . P l -a i n t i f f s ,  seven  m ino rs  f r om fou r
fam i l i es ,  each  seek  compensa to ry  damages  o f  $5  m i l - l - i on  and  pun i t i ve  damages  o f
$ 1 0  m i l l i o n  f o r  a l l e g e d  i n j u r i e s  d u e  t o  l - e a d - b a s e d  p a i n t .  P l - a i n t i f f s  a l l e g e
that  the former  p igment  manufact ,urers  and other  companies a l leged to  have
manu fac tu red  pa in t  and /o r  gaso l i ne  add i t i ves ,  t he  L IA  and  t he  Na t i ona l  Pa in t
and  Coa t i ngs  Assoc ia t i on  a re  j o i n t l y  and  seve ra l l y  l i ab le .  We  have  den ied
l i a b i l i t y .  I n  F e b r u a r y  2 0 0 6 ,  t h e  t r i a l  c o u r t  i s s u e d  o r d e r s  d i s m i s s i n g  t h e
Smi th  f am i l y ' s  case  and  seve r i ng  and  s tay ing  t he  cases  o f  t he  t h ree  o the r

I n  M a r c h  2 0 0 6 ,  t h e  p l a i n t i f  f  s  a p p e a l e d .  I n  A u g u s t  2 0 0 7 ,  t . h ef  ami  l -  ies
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Spec ia l  Cour t  o f  Appea ls  d ismissed the  appea l
Cour t  o f  Appea ls  accepted  rev iew.

I n  December  2007 ,  t he  Mary land

In  Apr i l  2000,  w€ were  served w i th  a  compla in t  in  County  o f  Santa  C lara
v .  A tLant ic  R ich f  ieTd Company,  e  t  a l  .  (Super io r  Cour t  o f  the  St .a te  o f
Ca l i fo rn ia ,  County  o f  Santa  C l -a ra ,  Case No.  CV7B8657)  b rought  aga ins t  the
former  p igment  manufac turers ,  the  L IA  and cer ta in  pa in t  manufac turers .  The
County of  Santa Cl-ara seeks to represent a c l -ass of  Cal i fornia governmental-
en t i t . ies  (o ther  than the  s ta te  and i t s  agenc ies)  to  recover  compensatory
damages for funds the plaint i f fs have expended or wi l l  in the future expend
for  med ica l  t rea tment ,  educat iona l -  expenses ,  abatement  o r  o ther  cos ts  due to
exposure  to ,  o r  po ten t ia l  exposure  to ,  lead  pa in t ,  d isgorgement  o f  p ro f i t ,  and
pun i t i ve  damages.  So lano,  A l -ameda,  San Franc isco ,  Monterey  and San Mateo
count ies ,  the  c i t ies  o f  San Franc isco ,  Oak1and,  Los  Ange les  and San D iego,  the
oak l -and and San Franc isco  un i f ied  schoo l  d is t r i c ts  and hous ing  au thor i t ies  and
the  Oak land Redeve lopment  Agency  have jo ined the  case as  p la in t i f f s .  In
February  2003,  de fendants  f i led  a  mot ion  fo r  summary  judgment ,  wh ich  was
g r a n t e d  i n  J u l y  2 0 0 3 .  I n  M a r c h  2 0 0 6 ,  t h e  a p p e l l - a t e  c o u r t  a f f i r m e d  t h e
d i s m i s s a l -  o f  p l a i n t i f f s '  t r e s p a s s  c l a i m ,  U n f a i r  C o m p e t i t i o n  L a w  c l a i m  a n d
pub l ic  nu isance c l -a im fo r  government -owned proper t ies ,  bu t  reversed the
d i s m i s s a l -  o f  p l a i n t i f  f  s '  p u b l i c  n u i s a n c e  c l - a i m  f  o r  r e s i d e n t i a l -  h o u s i n g
p r o p e r t i e s ,  p l a i n t i f f s '  n e g l i g e n c e  a n d  s t r i c t  l i a b i l i t y  c l a i m s  f o r  g o v e r n m e n t -
o w n e d  b u i l d i n g s  a n d  p l a i n t i f f s '  f r a u d  c l - a i m .  I n  J a n u a r y  2 0 0 7 ,  p l a i n t i f f s
amended t .he complaint  to drop al l  of  the c la ims except for  the publ ic nuisance
c l - a i m . In  Apr i l  2007,  the  t r ia l  cour t  ru l -ed  tha t  the  cont ingency  fee
ar rangement  be tween p la in t i f f s  and the i r  counse l  was  i l lega l . ,  and in  May 2OO7 ,
p l a i n t i f f s  a p p e a l e d  t h e  r u l i n g .
reso l -u t ion  o f  th is  appea l  .

The proceedings have been stayed pending

I n  J u n e  2 0 0 0 ,  a  c o m p l a i n t  w a s  f i l e d  i n  I l l i n o i s  s t a t e  c o u r t ,  L e w i s ,  e t
a L .  v .  L e a d  I n d u s t r i e s  A s s o c i a t i o n ,  € t  a L .  ( C i r c u i t  C o u r t  o f  C o o k  C o u n t y ,
I l l i n o i s ,  C o u n t y  D e p a r t m e n t ,  C h a n c e r y  D i v i s i o n ,  C a s e  N o .  0 O C H O 9 8 0 0 ) .
P l a i n t i f f s  s e e k  t o  r e p r e s e n t  t w o  c l - a s s e s ,  o n e  c o n s i s t i n g  o f  m i n o r s  b e t w e e n  t h e
ages o f  s ix  months  and s ix  years  who res ided in  hous ing  in  I l l - ino is  bu i l t
be fore  1978,  and another  cons is t ing  o f  ind iv idua l -s  be tween the  ages  o f  s ix  and
twenty  years  who l i ved  in  f l l i no is  hous ing  bu i l t  be fore  1 ,978 when they  were
between the ages of  s ix months and six years and who had bl-ood l -ead l -evel-s of
1 -0  mic rograms/dec i l i te r  o r  more .  The compla in t  seeks  damages jo in t l y  and
severa l l y  f rom the  fo rmer  p igment  manufac turers  and the  L IA  to  es tab l - i sh  a
medica l -  sc reen ing  fund fo r  the  f  i r s t  c l -ass  to  de t .e rmine  b lood lead leve ls ,  a
med ica l -  mon i to r ing  f  und f  o r  the  second c lass  to  de tec t  the  onset  o f  l -a ten t
d iseases ,  and a  fund fo r  a  pub l i c  educat ion  campaign .  In  March  2002,  the
c o u r t  d i s m i s s e d  a l - l  c l a i m s .  P L a i n t i f f s  a p p e a l e d ,  a n d  i n  J u n e  2 0 0 3  t h e
appe lLa te  cour t  a f f i rmed the  d ismissa l -  o f  f i ve  o f  the  s ix  counts  o f  the
p l a i n t i f f s ,  b u t  r e v e r s e d  t h e  d i s m i s s a l  o f  t h e  c o n s p i r a c y  c o u n t .  I n  M a y  2 0 0 4 ,
de fendants  f i led  a  mot ion  fo r  summary  judgment  on  p la in t i f f s '  consp i racy
count ,  wh ich  was gran ted  in  February  2005.  In  February  2006,  the  cour t  o f
appea ls  reversed the  t r ia l  cour t ' s  d ismissa l -  o f  the  case and remanded the  case
for  fu r ther  p roceed ings .  The case is  now proceed ing  in  the  t r ia l  cour t .

In  February  200L,  w€ were  served w i th  a  compla in t  in  Barker ,  e t  aL .  v .
The Sherwin-wi l l iams Company, €t  aJ .  (Circui t  Court  of  Jef ferson County,
M i s s i s s i p p i ,  C i v i l  A c t i o n  N o .  2 O O O - 5 8 7 ,  a n d  f o r m e r l y  k n o w n  a s  B o r d e n ,  e t  a l .
vs . The Sherwin-Wil-l- iams Company, €t al. . ) . The complaint seeks j oint and
several-  l iabi l i ty  for  compensatory and puni t ive damages from more than 40
manufac turers  and re ta i l -e rs  o f  Lead p igment  and/or  pa in t ,  inc lud ing  us ,  on
beha l f  o f  18  adu l t  res j -dents  o f  Miss iss ipp i  who were  a l Ieged ly  exposed to  l -ead
dur ing  the i r  employment  in  cons t ruc t ion  and repa i r  ac t i v i t ies .  The c la ims o f
a l -1  bu t  one o f  the  p la in t i f f s  have been d ismissed w i thout  p re jud ice  w i th
r e s p e c t  t o  u s .
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fn May 2001-,  w€ were served with a complaint  in Ci ty of  Mi l -waukee v.  Nl
Indus t r r ies ,  Inc .  and Mautz  Pa in t  (C i rcu i t  Cour t ,  C iv i l  D iv is ion ,  Mi l -waukee
C o u n t y ,  W i s c o n s i n ,  C a s e  N o .  0 1 C V O 0 3 0 5 5 ) .  P l a i n t i f f  s o u g h t  c o m p e n s a t o r y  a n d
equ i tab le  re l - ie f  fo r  lead  hazards  in  Mi l -waukee homes,  res t i tu t ion  fo r  amounts
i t  has  spent  to  abate  l -ead and pun iE ive  damages.  The case was t r ied  in  May
and June 2007,  and in  June 2007,  the  ju ry  re tu rned a  verd ic t  in  favor  o f  NL.
I n  D e c e m b e r  2 Q 0 7 ,  p l a i n t i f f  f i l e d  a  n o t i c e  o f  a p p e a l .

In November 2003, w€ were served with a complaint  in Lauren Brown v.  NI
I n d u s t r i e s ,  I n c . ,  e t  a l .  ( C i r c u i t  C o u r t  o f  C o o k  C o u n t y ,  1 1 1 i n o i s ,  C o u n t y
Depar tment ,  Law Div is ion ,  Case No.  03L 01-2425)  .  The compla in t  seeks  damages
aga ins t  us  and two loca l  p roper ty  owners  on  beha l f  o f  a  minor  fo r  in ju r ies
a l leged to  be  due to  exposure  to  lead pa in t  con ta ined in  the  minor 's
r e s i d e n c e .  W e  h a v e  d e n i e d  a l l -  a l l e g a t i o n s  o f  l i a b i l i t y .  T h e  c a s e  i s
proceed ing  in  the  t r ia l -  cour t .

fn  January  2006,  w€ were  served w i th  a  compla in t  in  Hess ,  e t  a f .  v .  N l
Indus t r ies ,  Inc  .  ,  e t  a l - .  (M issour i  C i rcu i t  Cour t  22nd Jud ic ia ]  C i rcu i t ,  S t  .
Lou is  C i ty ,  Cause No.  052- ] - ] -7  99)  .  P la in t i f  f  s  a re  two minor  ch i l -d ren  who
a1Iege in ju r ies  purpor ted ly  caused by  lead on  the  sur faces  o f  the  home in
wh ich  they  res ided.  P la in t i f f s  seek  compensatory  and pun i t i ve  damages.  We
d e n i e d  a l I  a l l e g a t i o n s  o f  l i a b i l i t y .  T h e  c a s e  i s  p r o c e e d i n g  i n  t h e  t r i a l -
c o u r t .

fn  December  2006 and January  2007,  w€ were  served w i th  ten  compla in ts  by
v a r i o u s  c i t i e s  i n  t h e  S t a t e  o f  O h i o .  O f  t h e s e ,  e i g h t  w e r e  d i s m i s s e d  b y  t h e
p l a i n t i f f s  w i t h o u t  p r e j u d i c e ,  o n e  w a s  d i s m i s s e d  b y  t h e  c o u r t  o n  d e f e n d a n t s '
mot ion to dismiss and no appeal  was taken, and one remains pending: Col-umbus
City,  Ohio v.  Sherwin-WiTLiams Company et  a l  .  (Court  of  Common Pl-eas, Frankl in
C o u n t y ,  O h i o ,  C a s e  N o .  0 6 C V H - 1 - 2 - I 5 4 8 0 ) . The Citrr  of  Col-umbus seeks
compensatory  and pun i t i ve  damages,  de tec t ion  and abatement  in  res j -dences ,
schoo ls ,  hosp i ta ls  and pub l ic  and pr iva te  bu i ld ings  w i th in  the  C i ty  wh ich  are
access ib le  to  ch i ld ren  and damages fo r  fund ing  o f  a  pub l i c  educat ion  campaign
and hea l th  sc reen ing  programs.  P la in t i f f  seeks  judgments  o f  jo in t  and severa l -
l iab i l i t y  aga ins t  the  fo rmer  p igment  manufac turers  and the  L IA .  We in tend to
deny  l iab i l i t y  and to  de fend aga ins t  a l l  o f  the  c l -a ims v igorous ly .

In ,January and February 2007, w€ were served with several  complaints,
the  maj  o r i t y  o f  wh ich  were  f  i l ed  in  C i rcu i t  Cour t  in  Mi lwaukee County ,
W i s c o n s i n .  I n  s o m e  c a s e s ,  c o m p l a i n t s  h a v e  b e e n  f i l e d  e l s e w h e r e  i n  W i s c o n s i n .
The p la in t i f f  (s )  a re  minor  ch i ld ren  who a l lege in ju r ies  purpor ted ly  caused by
lead on  the  sur faces  o f  the  homes in  wh ich  they  res ide .  P l -a in t i f f s  seek
compensatory  and pun i t i ve  damages.  The de fendants  in  these cases  inc l -ude us ,
Amer ican Cyanamid  Company,  Armst rong Conta iners ,  Inc . ,  E . I .  Du Pont  de  Nemours
& Company, Mi l - lennium Holdings, LLC, At lanta Richf ie ld Company, The Sherwin-
Wi l l iams Company,  Conagra  Foods,  Inc .  and the  Wiscons in  Depar tment  o f  Hea l - th
and Fami ly  Serv ices  .  f  n  some cases ,  add i t iona l -  l -ead pa in t  manuf  ac tu rers
and/or  p roper ty  owners  a re  a1so de fendants .  We have den ied  a l l  l i ab i l i t y  in
those cases in which we have been required to answer and, we intend to deny
a l l  l i a b i l i t y  i n  t . h e  o t h e r  c a s e s .  O f  t h e s e  c a s e s ,  n i n e  h a v e  b e e n  d i s m i s s e d
wi thout  p re jud ice ,  and 2 I  remain  pend ing .  Seven o f  the  remain ing  cases  have
been removed to  Federa l -  cour t .  These cases  are  proceed ing  a t  the  t r ia l -  cour t
l-eve l- .

I n  Janua ry  2007 ,  w€  we re  se rved  w i t h  a  comp la in t  i n  Sm i th  eL  a f .  v .  2328
Un ive rs i t y  Avenue  Co rp .  e t  a7 .  (Sup reme  Cou r t ,  S ta te  o f  New Yo rk ,  Case  No .
1 3 4 7 0 / 0 2 ) .  P l a i n t i f f s ,  t w o  m i n o r s  a n d  t h e i r  m o t h e r ,  d l 1 e g e  n e g l i g e n c e ,  s t r i c t
l i ab i l i t y ,  and  b reach  o f  wa r ran t y  and  seek  compensa to ry  and  pun i t i ve  damages
fo r  i n j u r i es  pu rpo r ted l y  caused  by  l ead  pa in t  on  t he  su r faces  o f  t he  apa r tmen t
i n  w h i c h  t h e y  r e s i d e d .  I n  M a r c h  2 0 0 7 ,  w €  f i l e d  a  m o t i o n  t o  d i s m i s s  t h e
c l a i m s ,  w h i c h  w a s  d e n i e d  i n  O c t o b e r  2 0 0 7 .  I n  N o v e m b e r  2 0 0 7 ,  w €  f i l e d  a  n o t i c e
o f  a p p e a l .
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fn  May 2007,  w€ were  served w i th  a  compla in t  in  S ta te  o f  Oh io ,  ex  re7 .
Marc Dann Attorney GeneraL v.  Sherwin-Wil- l - iams Company et  a l -  ,  (U. S .  Distr ict
C o u r t ,  S o u t h e r n  D i s t r i c t  o f  O h i o ,  E a s t e r n  D i v i s i o n ,  C a s e  N o .  2 z O 9 - c v - 0 7 9 ) .
The State seeks compensat,ory and puni t ive damages, detect ion and abatement in
res idences ,  schoo ls ,  hosp i ta ls  and pub l ic  and pr iva te  bu i ld ings  w i th in  the
State accessibl-e to chi l -dren and damages f  or  f  unding of  a pubJ- ic educat ion
campaign  and hea l th  sc reen ing  programs.  P la in t i f f  seeks  judgments  o f  jo in t
and several-  l iabi l i ty  against  the former pigment manufacturers and the LIA.
In , fanuary 2 0 0 8 ,  the case was removed to Federa1 court  ,  and in February we
f i l e d  a  m o t i o n  t o  d i s m i s s  t h e  c l a i m s .

In October 2007, w€ were served with a complaint  in ,Jones v.  ,Joaquin Coe
e t  a J - .  ( S u p e r i o r  C o u r t  o f  N e w  J e r s e y ,  E s s e x  C o u n t y ,  C a s e  N o .  E S X - L - 9 9 0 0 - 0 6 )  .
P la in t i f f  seeks  compensatory  and pun i t i ve  damages fo r  in ju r ies  purpor ted ly
caused by  lead pa in t  on  the  sur faces  o f  the  apar tments  in  wh ich  he  res ided as
a minor.  Other defendants incl-ude three former owners of  the apartment
b u i l d i n g  a t  i s s u e  i n  t h i s  c a s e .  r n  D e c e m b e r  2 0 0 7 ,  N L  d e n i e d  a l 1  l i a b i l i t y .
The mat te r  i s  p roceed ing  in  the  t r ia l -  cour t .

In  add i t ion  to  the  fo rego ing  l i t iga t ion ,  var ious  leg is la t ion  and
admin is t ra t i ve  regu la t ions  have,  f rom t ime to  t ime,  been proposed tha t  seek  to
(a) impose var ious obl igat ions on present.  and f  ormer manuf acturers of  l -ead

p igment  and l -ead-based pa in t  w i th  respec t  to  asser ted  hea l - th  concerns
assoc ia ted  w i th  the  use  o f  such produc ts  and (b )  e f fec t i ve ly  over tu rn  cour t
dec is ions  in  wh ich  we and o ther  p igment  manufac turers  have been success fu l , .
Examples  o f  such proposed leg is la t ion  inc l -ude b i l l s  wh ich  wou l -d  permi t  c iv i l
l i ab i l i t y  fo r  damages on  the  bas is  o f  marke t  share ,  ra ther  than requ i r ing
p la in t i f f s  to  p rove  tha t  the  de fendant 's  p roduc t  caused the  a l leged damage,
and b i l - I s  wh ich  wou l -d  rev ive  ac t ions  bar red  by  the  s ta tu te  o f  l im i ta t ions .
Whi le  no  leg is la t ion  or  regu la t ions  have been enac ted  to  da te  tha t  a re
expec ted  to  have a  mater ia l -  adverse  e f  f  ec t  on  our  conso l - ida ted  f  inanc ia l
pos i t ion ,  resu l ts  o f  opera t ions  or  l iqu id i ty ,  the  impos i t ion  o f  marke t  share
l i a b i l i t y  o r  o t h e r  l e g i s l a t i o n  c o u l d  h a v e  s u c h  a n  e f f e c t .

Environmental  Matt ,ers and LiEigat ion

GeneraL - Our operations are governed by various environmental- l-aws and
regu la t ions .  Cer ta in  o f  our  bus inesses  are  and have been engaged in  the
handl i tg,  manufacture use or disposal  of  substances or compounds that may be
considered toxic or hazardous within the meaning of  appl icabl-e environmental-
l -aws and regu la t ions .  As  w i th  o ther  compan ies  engaged in  s imi la r  bus inesses ,
cer ta in  o f  our  pas t  and cur ren t  opera t ions  and produc ts  have the  po ten t ia l  to
cause environmental-  or  other damage. We have implemented and cont inue to
imp lement  var ious  po l i c ies  and programs in  an  e f fo r t  to  min imize  these r i sks .
our pol icy is to maintain compl iance with appl icable environmental-  l -aws and
regulat ions at  a l l  of  our plants and to str ive to improve our environmental-
performance. From t . ime to t ime, w€ may be subject  to envj-ronmental-  regulatory
enforcement  under  U.S.  and fo re ign  s ta tu tes ,  the  reso lu t ion  o f  wh ich  t1p ica l l y
involves the establ ishment of  compl j -ance programs. I t  is  possible that  future
deve lopments ,  such as  s t r i c te r  requ i rements  o f  env i ronmenta l  l -aws and
enforcement  po l i c ies ,  cou l -d  adverse ly  a f fec t  our  p roduc t ion ,  hand l i rg ,  use ,
s t o r a g e ,  t r a n s p o r t a t i o n ,  s a l - e  o r  d i s p o s a l  o f  s u c h  s u b s t a n c e s .  W e  b e l i e v e  t h a t
a l l  o f  o u r  f a c i l i t i e s  a r e  i n  s u b s t a n t i a l  c o m p l i a n c e  w i t h  a p p l i c a b l e
environmental-  l -aws.

C e r t a i n  p r o p e r t i e s  a n d  f a c i l i t i e s  u s e d  i n  o u r  f o r m e r  o p e r a t i o n s ,
including divested pr imary and secondary lead smel- ters and former mining
l o c a t i o n s  o f  N L ,  a r e  t h e  s u b j e c t  o f  c i v i l  I i t i g a t i o n ,  a d m i n i s t r a t i v e
proceed ings  or  inves t iga t ions  ar is ing  under  federa l  and s ta te  env i ronmenta l -
l - a w s .  A d d i t i o n a l l y ,  i n  c o n n e c t i o n  w i t h  p a s t  d i s p o s a l  p r a c t i c e s ,  w €  a r e
cur ren t ly  invo l -ved as  a  de fendant ,  po ten t ia l l y  respons ib le  par ty  ( "PRP")  o r
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both,  pursuant to the Comprehensive Environmental-  Response, Compensat ion and
Liabi l i ty  Act,  as amended by the Superfund Amend.ments and Reauthor izat ion Act
( "CERCLA") ,  and s imi la r  s ta te  laws in  var ious  governmenta l -  and pr iva te  ac t ions
a s s o c i a t e d  w i t h  w a s t e  d i s p o s a l  s i t e s ,  m i n i n g  l o c a t i o n s ,  a n d  f a c i l i t . i e s  w e  o r
our  p redecessors  cur ren t ly  o r  p rev ious ly  owned,  opera ted  or  were  used by  us  or
o u r  s u b s i d i a r i e s ,  o r  t h e i r  p r e d e c e s s o r s ,  c e r t a i n  o f  w h i c h  a r e  o n  t h e  E P A , s
Super fund Nat iona l -  Pr io r i t ies  L is t  o r  s im i la r  s ta te  1 is t ,s .  These proceed ings
seek cJ-eanup cosLs, damages for personal  in jury or property damage and/or
damages fo r  in ju ry  to  na tura l  resources .  Cer ta in  o f  these proceed ings  invo lve
c l -a ims fo r  subs tan t ia l  amounts . Al though we may be jo int ly and several ly
l iab le  fo r  these cos ts ,  in  most  cases  we are  on ly  one o f  a  number  o f  PRPs who
may a lso  be  jo in t l y  and severa l l y  l iab le .  In  add i t ion ,  we are  a  par ty  to  a
number  o f  persona l  in ju ry  l -awsu i ts  f i led  in  var ious  ju r isd ic t ions  a l leg ing
c l -a ims re la ted  to  env i ronmenta l -  cond i t ions  a l leged to  have resu l - ted  f rom our
o p e r a t i o n s .

Env i ronmenLa l  ob l iga t ions  are  d i f f i cu l - t  to  assess  and es t imate  fo r
numerous  reasons  inc lud ing :

r  complexi ty and
r e g u l a t i o n s ;

d i f fe r ing  in te rpre ta t ions of governmental-

number  o f  PRPs and the i r  ab i l i t y  o r  w i l l i ngness  to
a l - l -oca t j -on  o f  cos ts , .
f inanc ia l -  capab i l i t ies  o f  the  PRPs and the  a l loca t ion

fund such

o f  c o s t s
among them;

o  so ]vency  o f  o ther  PRPs;
o  m u ] t i p l i c i t y  o f  p o s s i b l e  s o l - u t i o n s ;  a n d
o number of  years of  invest igatory,  remedial  and monitor ing

ac t iv i t y  requ i red .

In addi t ion,  the imposi t ion of  more str ingenE standards or requirements
under environmental- l-aws or regulations, new developments or changes regarding
s i te  c leanup cos ts  o r  a l loca t ion  o f  cos ts  among PRPs,  so lvency  o f  o ther  PRPs,
the resul- ts of  future test ing and analysis undertaken with respect to certain
s i tes  o r  a  de terminat ion  tha t  we are  po ten t ia l l y  respons ib le  fo r  the  re lease o f
hazardous substances at  other s i tes,  could cause our expendi tures to exceed our
cur ren t  es t imates .  Because we may be  jo in t l y  and severa l l y  l iab le  fo r  the
to ta l -  remed ia t ion  cos t  a t  cer ta in  s i tes ,  the  amount  fo r  wh ich  we are
u l t imate ly  l iab le  fo r  may exceed our  accrua l -s  due to ,  among o ther  th ings ,  the
rea l l -oca t i -on  o f  cos ts  among PRPs or  the  inso lvency  o f  one or  more  PRPs.  We
cannot assure you that actuaL costs wi l l -  not  exceed accrued amounts or the
upper end of  the range for s i tes for  which est imates have been made, and we
cannot  assure  you tha t  cos ts  w i l l  no t  be  incur red  fo r  s i tes  where  no  es t imate
present ly can be made. Further,  addi t ional  environmental-  matters may ar j -se in
the  fu tu re .  I f  we were  to  incur  any  fu tu re  l iab i l i t y ,  th is  cou l -d  have a
mater ia l -  adverse  e f fec t  on  our  conso l - ida ted  f inanc ia l -  pos i t . ion ,  resu l ts  o f
opera t ions  and l iqu id i ty .

We record  l iab i l i t ies  re l -a ted  to  env i ronmenta l -  remed ia t ion  ob l iga t ions
when es t imated fu tu re  expend i tu res  are  probab le  and reasonab ly  es t imab le .  We
ad jus t  our  env i ronmenta l  accrua ls  as  fu r ther  in fo rmaL ion  becomes ava i lab le  to
us  or  c i rcumstances  change.  We genera l l y  do  no t  d iscount  es t imated  fu tu re
expendi tures to their  present val-ue due to the uncertainty of  the t iming of
the  pay  ou t .  We recogn ize  recover ies  o f  remed ia t ion  cos ts  f rom o ther  par t ies ,
i f  d ry ,  as  assets  when the i r  rece ip t  i s  deemed probab le A t  D e c e m b e r  3 1 ,
2 0 0 7 ,  w €  h a d  n o  r e c e i v a b l - e s  f o r  r e c o v e r i e s .

We do not  know and cannot  est imate the exact  t ime f rame over  which we
wi l l  make payments  for  our  accrued env i ronmenta l -  costs .  The t iming of
payments  depends upon a number  o f  fac tors  inc lud ing the t iming of  the actua l -
r emed ia t . i on  p rocess ;  wh i ch  i n  t u rn  depends  on  f  ac to r s  ou t s i de  o f  ou r  con t ro l - .
A t  each  ba lance  shee t  da te ,  w€  es t ima te  t he  amoun t  o f  ou r  acc rued
env i ronmenta l -  costs  we expect  to  pay wi th in  the next  twel -ve months,  and we
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c 1 a s s i f y  t h i s  e s t i m a t e  a s  a  c u r r e n t  l i a b i l i t y .  W e  c l - a s s i f  y  t h e  r e m a i n i n g
accrued env i ronmenta l -  cos ts  as  a  noncur ren t  l iab i l i t y .

NI,  -  On a quarter ly basis,  NL eval-uates the potent ia l  range of  l iabi l i ty
at  s i tes where NL has been named as a PRP or defendant,  including si tes for
which our whoLly-owned environmental- management subsidiary, NL Environmental
Management  Serv ices ,  Inc .  ( "EMS' )  has  cont rac tua l l y  assumed our  ob l iga t ions .
See Note  !7  to  our  Conso l ida ted  F inanc ia l -  S ta tements .  A t  December  31 ,  2007,  w€
had accrued approximately $50 mi l l ion for  those environmental-  matters rel-ated
to NL that we bel- ieve are reasonably est imable.  We bel ieve that i t  is  not
poss ib le  to  es t imate  the  range o f  cos ts  fo r  cer ta in  s i tes .  The upper  end o f
the  range o f  reasonab ly  poss ib le  cos ts  to  us  fo r  s i tes  fo r  wh ich  we be l ieve  i t
i s  poss ib le  to  es t imate  cos ts  i s  approx imate ly  $71 mi l l ion ,  inc lud ing  the
amount current ly accrued. We have not discounted these est imates to present
va l -ue .

At  December  31 ,  2007,  there  are  approx imate ly  20  s i tes  fo r  wh ich  we are
n o t  c u r r e n t l y  a b 1 e  t o  e s t i m a t e  a  r a n g e  o f  c o s t s .  F o r  t h e s e  s i t e s ,  g e n e r a l l y
the  inves t iga t ion  is  in  the  ear ly  s tages ,  and we are  unab le  to  de termine
whether  o r  no t  we ac tua l l y  had any  assoc ia t ion  w i th  the  s i te ,  the  na ture  o f
our  respons ib i l i t y ,  i f  a . r i l ,  fo r  the  contaminat ion  a t  the  s i te  and the  ex ten t
o f  con taminat . ion  a t  the  s i t .e .  The t im ing  and ava i lab i l i t y  o f  in f  o rmat ion  on
these s i tes  i s  dependent  on  events  ou ts ide  o f  our  cont roL ,  such as  when the
par ty  a l leg ing  l iab i l i t y  p rov ides  in fo rmat ion  to  us .  A t  cer ta in  o f  these
prev ious ly  inac t ive  s i tes ,  w€ have rece ived genera l  and spec ia l  no t ices  o f
l iab i l i t y  f rom the  EPA a l leg ing  tha t  w€,  a long w i th  o ther  PRPs,  a re  l iab le  fo r
pas t  and fu tu re  cos ts  o f  remed ia t ing  env i ronmenta l -  con taminat ion  a l1eged ly
caused by  fo rmer  opera t ions  conducted  a t  the  s i tes .  These no t i f i ca t ions  may
a s s e r t  t h a t  w € ,  a l o n g  w i t h  o t h e r  P R P s ,  a r e  l i a b l e  f o r  p a s t  c l e a n - u p  c o s t s  t h a t
cou l -d  be  mater ia l -  to  us  i f  we are  u l t imate l -y  f  ound l iab Ie .

In December 2003, w€ were served with a complaint  in The Quapaw Tr ibe of
Okfahoma e t  a l - .  v .  ASARCO Incorpora ted  e t  a l - .  (Un i ted  Sta tes  D is t r i c t  Cour t ,
N o r t h e r n  D i s t r i c t  o f  O k l a h o m a ,  C a s e  N o .  0 3 - C I I - 8 4 5 H  ( J )  )  . The complaint
a l l e g e s  p u b l i c  n u i s a n c e ,  p r i v a t e  n u i s a n c e ,  t r e s p a s s ,  u n j u s t  e n r i c h m e n t ,  s t r i c t
l iab i l i t y ,  dece i t  by  fa lse  representa t ion  and asser ts  c la ims under  CERCLA and
RCRA against  us and six other mining companies wi th respect to former
opera t ions  in  the  Tar  Creek  min ing  d is t r i c t  in  Ok lahoma.  The compla in t  seeks
c l -ass  ac t  j -on  s ta tus  f  o r  f  o rmer  and cur ren t  owners ,  and possessors  o f  rea1
property l -ocated within the Quapaw Reservat ion.  Among other th ings, the
complaint  seeks actual  and puni t ive damages from defendants.  We have moved to
d i s m i s s  t h e  c o m p l a i n t  a n d  h a v e  d e n i e d  a l l  o f  p l a i n t i f f s '  a l - l e g a t i o n s .  f n  J u n e
2 0 0 4 ,  t h e  c o u r t  d i s m i s s e d  p l a i n t i f f s '  c l a i m s  f o r  u n j u s t  e n r i c h m e n t  a n d  f r a u d
as  we l - l -  as  one o f  the  RCRA c la ims.  In  February  2005,  the  cour t  o f  appea ls
a f  f  i rmed the  t r ia l -  cour t '  s  ru l ing  tha t  p la in t i f  f  s  wa ived the i r  sovere  j -gn
immuni ty  to  de fendants '  counter  cLa im fo r  con t r ibu t ion  and indemni ty .  In
Apr i l  2007,  p la in t i f f s  amended the  compla in t  to  add cer ta in  c la ims aga ins t  the
Uni ted  Sta tes ,  to  add an  add i t iona l -  de fendant ,  to  remove cer ta in  bankrupt
defendants,  and to conform the complaint  to recent developments in the
govern ing  law.  In .Tune 2007,  p la in t i f f s  amended the  compla in t  to  d rop  the
c l a s s  a l l e g a t i o n s .  I n  D e c e m b e r  2 0 0 7 ,  t h e  c o u r t  g r a n t e d  t h e  d e f e n d a n t s '  m o t i o n
t o  d i s m i s s  t h e  T r i b e ' s  m e d i c a l  m o n i t o r i n g  c l - a i m s .

In February 2004, w€ were served in Evans v.  ASARCO (United States
D i s t r i c t  C o u r t ,  N o r t h e r n  D i s t r i c t  o f  O k l a h o m a ,  C a s e  N o .  0 4 - C V - 9 4 E A ( M )  )  ,  a
purpor ted  c l -ass  ac t ion  on  beha l - f  o f  two c l -asses  o f  persons  l i v ing  in  the  town
of  Quapaw,  Ok l -ahoma:  (1 )  a  med ica l -  mon i to r ing  c lass  o f  persons  who have f i ved
in  the  area  s ince  1 ,994,  and (2 )  a  p roper ty  owner  c l -ass  o f  res ident ia l ,
commercial-  and government property owners. Four  ind iv idua l -s  are named as
p la i n t i f f s ,  t oge the r  w i t h  t he  mayo r  o f  t he  t own  o f  Quapaw,  Ok l -ahoma ,  and  t he
Schoo l -  Boa rd  o f  Quapaw,  Ok lahoma .  P l -a i n t i f  f  s  a I l ege  causes  o f  ac t i on  i n
nu isance and seek a medica l -  moni tor ing program,  a  re l -ocat ion program,  proper ty
damages and puni t ive  damages.  We answered the compla inE and denied a l l  o f
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p la in t i f f s '  a l lega t ions .  The t r ia l  cour t  subsequent ly  s tayed a l1  p roceed ings
in  th is  case pend ing  the  ou tcome o f  a  c l -ass  cer t i f i ca t ion  dec is ion  in  another
case tha t  had been pend ing  in  the  same U.S.  D is t r i c t  Cour t ,  a  case f rom wh ich
w e  h a v e  b e e n  d i s m i s s e d  w i t h  p r e j u d i c e .

In January 2006, w€ were served in Brown et  a l  .  v.  Nl  Industr ies,  Inc.
e t  a 7 .  ( C i r c u i t  C o u r t  W a y n e  C o u n t y ,  M i c h i g a n ,  C a s e  N o .  0 5 - 6 0 2 0 9 6  C Z ) .
P la in t i f f s ,  p roper ty  owners  and o ther  pas t  o r  p resent  res idents  o f  the  Kra inz
Woods Ne ighborhood o f  Wayne County ,  Mich igdh,  a11ege causes  o f  ac t ion  in
neg l igence,  nu isance,  t respass  and under  the  Mich igan Natura l  Resources  and
Env i ronmenta l  Pro tec t ion  Ac t  w i th  respec t  to  a  l -ead smel t ing  fac i l i t y  fo rmer ly
opera ted  by  us  and another  de fendant .  P la in t i f f s  seek  proper ty  damages,
persona l  in ju ry  damages,  loss  o f  income and med ica l -  expense and med ica l
mon i to r ing  cos ts .  In  February  2005,  w€ f i led  a  pe t i t ion  to  remove the  case to
f e d e r a l  c o u r t .  I n  M a y  2 0 0 7 ,  w €  m o v e d  t o  d i s m i s s  s e v e r a l -  p l a i n t i f f s  w h o  f a i l e d
to  respond to  d iscovery  reques ts .  fn  August  2007,  the  case was remanded to
s t a t e  c o u r t .

In ,June 2006, w€ and several-  other PRPs received a Uni lateral-
Administrat ive Order f rom the EPA regarding a formerl-y-owned mine and mi l l ing
fac i l i t y  loca ted  in  Park  H i l - l -s ,  M issour i .  The Doe Run Company is  the  cur ren t
owner  o f  the  s i te ,  and i t s  p redecessor  purchased the  s i te  f rom us  in
approx imate ly  1935.  Doe Run is  a lso  named in  the  Order .  fn  August  2006,  Doe
Run ceased to  negot ia te  w i th  us  regard ing  an  appropr ia te  a l loca t ion  o f  cos ts
fo r  the  remedia t ion .  In  2007,  the  par t ies  engaged in  med ia t ion  regard ing  an
appropr ia te  a l l -oca t ion  o f  cos ts  fo r  the  remedia t ion  and in  January  2008,  the
par t ies  reached an  agreement  in  p r inc ip le  on  a l - l -oca t ion  ca l l ing  f  o r  the
prepara t ion  o f  a  de f in i t i ve  agreement .  f f  such  an  agreement  i s  no t  reached,
we in tend to  pursue Doe Run fo r  i t s  share  o f  the  cos ts  assoc ia ted  w i th
comply ing  w i th  the  Order .

In June 2006, we were served with a complaint  in DonneTTy and DonneTTy
v.  NL Indus t r ies ,  Inc .  (S ta te  o f  New York  Supreme Cour t . ,  County  o f  Rensse laer ,
Cause No.  2LgL49)  .  The p la in t i f f s ,  a  man who c la ims to  have worked near  one
of  our  fo rmer  s i tes  in  New York  and h is  w i fe ,  d l lege  tha t  he  su f fe red  in ju r ies
(wh ich  are  no t  descr ibed in  the  compla in t )  as  a  resuLt  o f  exposure  to  harmfu l
l -eve l -s  o f  tox ic  subs tances  as  a  resu l - t  o f  our  conduct .  P la in t i f  f  s  c l -a im
damages fo r  neg l igence,  p roduc t  l iab i l i t y  and der iva t ive  losses  on  the  par t  o f
the  w i fe .  fn  Ju ly  2005,  w€ removed th is  case to  Federa l  Cour t .  In  August
2006,  w€ answered the  compla in t  and den ied  a l l  o f  t ,he  p la in t i f f s '  a l lega t ions .
D i s c o v e r y  i s  p r o c e e d i n g .  N o  t r i a l  d a t e  h a s  b e e n  s e t .

In July 2006, w€ were served with a complaint  in Norampac Industr ies,
I n c .  v .  N I  I n d u s t r i e s ,  I n c .  ( U n i t e d  S t a t e s  D i s t r i c t  C o u r t ,  W e s t e r n  D i s t r i c t  o f
N e w  Y o r k ,  C a s e  N o .  0 5 - C V - 0 4 7 9 ) .  f n  F e b r u a r y  2 0 0 8 ,  t h e  p a r t i e s  s e t t l e d  t h e
m a t t e r  a n d  f i l e d  a  s t i p u l a t i o n  w i t h  t h e  c o u r t  d i s m i s s i n g  t h e  c a s e .

In  October  2006,  w€ en tered  in to  a  consent  decree  in  the  Un i ted  Sta tes
Dis t r i c t  Cour t  fo r  the  D is t r i c t  o f  Kansas ,  in  wh ich  we agreed to  per fo rm
remedia l -  des ign  and remedia l -  ac t ions  in  OU-5,  Waco Subs i te ,  o f  the  Cherokee
County  Super fund S i te .  We conducted  mi l l ing  ac t iv i t ies  on  the  por t ion  o f  the
s i te  wh ich  we have agreed to  remed ia te .  We are  a l -so  shar ing  respons ib i l i t y
w i th  o ther  PRPs as  we l l -  as  the  EPA fo r  remed ia t ing  a  t r ibu tary  tha t  d ra ins  the
por t ions  o f  the  s i te  in  wh ich  the  PRPs opera ted .  We wi l l  a l -so  re imburse  t .he
EPA fo r  a  por t ion  o f  i t s  pas t  and fu tu re  response cos ts  re la ted  t .o  the  s i te .

See also f tem 1 "ReguJ.a tory and Environmental- MatEers" .

Tremont  -  Pr ior  to  2005,  Tremont ,  another  o f  our  whoI ly -owned
subs id i a r i es ,  en te red  i n to  a  vo lun ta ry  se t t l - emen t  ag reemen t  w i t h  t he  A rkansas
Depar tment  o f  Env i ronmenta l -  Qual i ty  and cer ta in  o ther  PRPs pursuant  to  which
Tremont  and the other  PRPs would under take cer ta in  invest igatory  and in ter im
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remed ia l  ac t i v i t ies  a t  a  fo rmer  min ing  s i te  par t l y  opera ted  by  NL loca ted  in
Hot Spr ings County,  Arkansas. Tremont had entered into an agreement wi th
Ha l l - ibur ton  Energy  Serv ices ,  Inc . ,  another  PRP fo r  th is  s i te ,  wh ich  prov ides
for,  among other th ings, the inter im shar ing of  remediat ion costs associated
with t .he s i te pending a f  inal  a l - locat ion of  costs through an agreed-upon
procedure  in  a rb i t ra t ion ,  ds  fu r ther  d iscussed be low.

On December 9,  2005, Hal l - iburton and DII  Industr ies,  LLC, another PRP of
th is  s i te ,  f i l ed  su i t  in  the  Un i ted  Sta tes  D is t r i c t  Cour t  fo r  the  Southern
D i s t r i c t  o f  T e x a s ,  H o u s t o n  D i v i s i o n ,  C a s e  N o .  H - 0 5 - 4 L 5 0 ,  a g a i n s t  N L ,  T r e m o n t
a n d  c e r t a i n  o f  i t s  s u b s i d i a r i e s ,  M - I ,  L . L . C . ,  M i l - w h i t e ,  I n c .  a n d  G e o r g i a -
Pac i f i c  Corpora t ion  seek ing :

to recover response and remediat ion costs incurred at  the s i te;

a  dec l -a ra t ion  o f  the  par t ies '  f iab i l i t y  fo r  response and
remedia t ion  cos ts  incur red  a t  the  s i te ;

a decl-arat ion of  the part ies '  I iabi l i ty  for  response and
remediat ion costs to be incurred in the future at  the s i te;  and

a decLarat ion regarding the obl igat ion of  Tremont to indemnify
Hal l iburton and DII  for  costs and expenses at t r ibutabl-e to the
s i t e .

On December  27 ,  2005,  a  subs id ia ry  o f  Tremont  f i led  su i t  in  the  Un i ted
Sta tes  D is t r i c t  Cour t  fo r  the  Western  D is t r i c t  o f  Arkansas ,  Hot  Spr ings
D i v i s i o n ,  C a s e  N o .  0 5 - 5 0 8 9 ,  a g a i n s t  G e o r g i a - P a c i f i c ,  s e e k i n g  t o  r e c o v e r
response cos ts  i t  has  incur red  and w i l l  incur  a t  the  s i te .  Subsequent ly ,
p la in t i f f s  in  the  Houston  l i t iga t ion  agreed to  s tay  tha t  l i t i ga t ion  by  en ter ing
into an amendment wi th NL, Tremont and i ts af f i l iates to the arbi t rat ion
agreement previously agreed upon for resolv ing the al locat ion of  costs at  the
si te.  The Tremont subsidiary subsequent ly also agreed with Georgia Paci f ic  to
stay the Arkansas l i t . igat ion,  and subsequent ly that  matter was consol idated
with the Houston l i t igat ion,  where the court  has agreed to stay the plaint i f fs
c la ims aga ins t  Tremont  and i t s  subs id ia r ies ,  bu t  den ied  Tremont 's  mot ions  to
d ismiss  and to  s tay  the  c l -a ims made by  M- I ,  M i lwh i te  and Georg ia  Pac i f i c .

In June and September,  2007 the arbi t rat ion panel  chosen by the part ies
to address the issues noted above returned decis ions favorable to NL, Tremont
and i t s  a f f i l i a tes .  Among o ther  th ings ,  the  pane l  found tha t  Ha l l ibur ton  is
ob l iga ted  to  indemni fy  Tremont  and i t s  a f f i l i a tes  ( inc lud ing  NL)  aga ins t  a l l
costs and expenses, including at torney fees, dssociated with any environmental-
remediat ion at  the s i te,  and ordered Hal l iburton to pay Tremont approximately
$10.0  mi l - l ion  in  cash in  recovery  o f  pas t  inves t iga t ion  and remedia t ion  cos ts
and legal  expenses incurred by Tremont related to the s i te,  p lus any future
remedia t ion  and Iega l  expenses  incur red  a f te r  spec i f ied  da tes ,  together  w i th
pos t - judgment  in te res t  accru ing  a f te r  September  7 ,  2007.  In  October  2007
Tremont.  f i led a mot ion wi th the court  in the Houston l i t igat ion to conf i rm the
arb i t ra t ion  pane l ' s  dec is ions ,  and Ha l l ibur ton  f i led  a  mot ion  to  vacate  such
decis ions. A conf i rmat ion hear ing was held on November 13, 2007 and we are
await ing the opinion of  the court  on th is matter.  Due to the uncertain nature
of the on-going legal  proceedings, w€ have not accrued a receivabl-e for  any
awards at  December 31, 2007. Pending a f inal-  conf i rmat ion of  the arbi t rat ion
pane l ' s  dec is ions ,  Tremont .  has  accrued fo r  th is  s i te  based upon the  agreed-upon
in te r im cos t  shar ing  aL l -oca t ion .  Tremont  has  $ .5  mi l - l - ion  accrued a t  December
3 1 ,  2 0 0 7  f o r  t h i s  m a t t e r .

Other  -  We have a lso  accrued approx imate ly  $4 .9  mi l - l ion  a t  December  3a ,
2007 for other environmental-  c leanup matters.  This accrual-  is  near the upper
end o f  the  range o f  our  es t imate  o f  reasonab ly  poss ib le  cos ts  fo r  such mat te rs .

o

o
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Insurance coverage claims.

We are invoLved in var ious lega1 proceedings with certain of  our former
insurance car r ie rs  regard ing  the  na ture  and ex ten t  o f  the  car r ie rs '
ob l iga t ions  to  us  under  insurance po l i c ies  w i th  respec t  to  cer ta in  l -ead
p igment  and asbes tos  1awsu i ts .  The issue o f  whether  insurance coverage fo r
de fense cos ts  o r  indemni ty  o r  bo th  w i l l  be  found to  ex is t  fo r  our  lead p igment
and asbes tos  l i t iga t ion  depends upon a  var ie ty  o f  fac to rs ,  and we cannot
assure  you tha t  such insurance coverage w i l l  be  ava i lab le .  We have no t
cons idered any  po ten t ia l  insurance recover ies  fo r  l -ead p igment  o r  asbes tos
l i t i g a t i o n  m a t t e r s  i n  d e t e r m i n i n g  r e l a t e d  a c c r u a L s .

We have agreements wi th two former insurance carr iers pursuant to which
the carr iers reimburse us for  a port ion of  our past and future l -ead pigment
l i t iga t ion  de fense cos ts .  We are  no t  ab le  to  de termine how much we w i l l
u l t imate ly  recover  f rom these car r ie rs  fo r  pas t  de fense cos ts  incur red  by  us ,
because o f  cerLa in  i ssues  tha t  a r ise  regard ing  wh ich  pas t  de fense cos ts
qua l i f y  f  o r  re imbursement .  See Note  17  to  the  Conso l - ida ted  F inanc ia l -
S ta tements .  Whi le  we cont inue to  seek  add i t iona l -  insurance recover ies ,  we do
not  know i f  we w i l l  be  success fu l -  in  ob ta in ing  re imbursement  fo r  e i ther
de fense cos ts  o r  indemni ty .  We have no t  cons idered any  add i t iona l -  po ten t ia l
insurance recover ies  in  de termin ing  accrua ls  fo r  lead  p igment  o r  asbesLos
l i t iga t . ion  mat te rs .  Any  add i t iona l -  insurance recover ies  wou1d be  recogn ized
when the  rece ip t  i s  p robab le  and the  amounL is  de terminab le .

We have sett l "ed insurance coverage cl-aims concerning environmental-
c la ims w i th  cer ta in  o f  our  p r inc ipa l  fo rmer  car r ie rs .  We do no t  expec t
fu r ther  mater ia l  se t t l -ements  re la t ing  to  env i ronmenta l  remed ia t ion  coverage.

ITEM 4 . SUBMISSION Ot MATTERS TO A VOTE OF SECURITY HOITDERS

None.
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I TEM 5 .

PART II

II{ARKET FOR REGTSTRJA}flT I S COMMON EQUTTY, REI,ATED STOCKHOIJDER II{ATTERS
AlrD rssItER PLRCIIASES OR EQUTTY SECnRTTIES

Common Stock and Dividends -  Our common stock is l is ted and traded on
t h e  N e w  Y o r k  S t o c k  E x c h a n g e  ( s y m b o l :  V H I ) .  A s  o f  F e b r u a r y  2 9 , 2 0 0 8 ,  w €  h a d
approx imate ly  3 ,100 ho lders  o f  record  o f  our  common s tock .  The fo l low ing
tab le  se ts  f  o r th  the  h igh  and l -ow c los ing  per  share  sa l -es  p r ices  f  o r  our
common s tock  and d iv idends  fo r  the  per iods  ind ica ted .  On February  29 ,  2008
t h e  c l o s i n g  p r i c e  o f  o u r  c o m m o n  s t o c k  w a s  $ 1 9 . 3 3 .

Year ended December 37, 2005

F i rs t  Quar te r
Second Quarter
Third Quarter
Fourth Quarter

Year ended December 37, 2007

F i rs t  Quar te r
Second Quarter
Third Quarter
Fourth Quarter

First Quarter 2008 through February 29

High

$ 1 8  .  e 0
2 5  . 8 L
2 7  . 5 Q
2 7 . 9 2

$ 3 1 . 3 2
1 9 . 5 5
2 5 . L 5
2 6  . 6 9

i 2 o  . 6 2

IrOW

$ rz .  oo
1 8 . 1 4
2 2 . 7 5
2 2  . 9 2

$ 1 3 . 2 0
7 4  . 9 0
1 5  . 4 4
1 5  . 9 4

$ t q  .  t q

Cash
dividends

paid

$ . 1 0
. 1 0
. 1 0
. 1 0

. 1 0

. 1 0

. 1 0

. 1 0

We pa id  regu la r  quar te r ly  cash d iv idends  o f  $ .10  per  share  dur ing  2006
a n d  2 0 0 7 .  I n  F e b r u a r y  2 0 0 8 ,  o u r  b o a r d  o f  d i r e c t o r s  d e c l - a r e d  a  f i r s t  q u a r t e r
2 0 0 8  d i v i d e n d  o f  $ . 1 0  p e r  s h a r e ,  t o  b e  p a i d  o n  M a r c h  3 1 ,  2 0 0 8  t o  s h a r e h o l - d e r s
o f  r e c o r d  a s  o f  M a r c h  1 A , 2 0 0 8 .  I n  a d d i t i o n  t o  o u r  r e g u l a r  d i v i d e n d ,  i n  M a r c h
2007 we pa id  a  spec ia l  d iv idend to  our  shareho l -ders  in  the  fo rm o f  shares  o f
T IMET common s tock .  In  the  spec ia l  d iv idend we d is t r ibu ted  approx imate ly  55 .8
mi l - l - ion shares of  TIMET common stock,  which amount represented al l  of  the
TfMET common stock we owned at  that  date and approximately 35. l -8 of  the
outs tand ing  T IMET common s tock .  See Note  3  to  our  Conso l - ida ted  F inanc ia l -
Statements.  However,  declaraLj-on and payment of  future div idends, and the
amount thereof,  is  d iscret ionary and is dependent upon our resul t ,s of
opera t ions ,  f inanc ia l  cond i t ion ,  cash requ i rements  fo r  our  bus inesses ,
contractual  requirements and restr ict ions and other factors deemed rel-evant by
our  Board  o f  D i rec to rs .  The amount  and t im ing  o f  pas t  d iv idends  is  no t
necessar i l y  ind ica t ive  o f  the  amount  o r  t im ing  o f  any  fu tu re  d iv idends  wh ich
we might  pay .  In  th is  regard ,  our  revo lv ing  bank  c red i t  fac i l i t y  cur ren t ly
l - im i ts  the  amount  o f  our  guar te r ly  cash d iv idends  to  $ .10  per  share ,  p lus  an
a d d i t i o n a l  a g g r e g a t e  a m o u n t  o f  $ f z : . 0  m i l l i o n  a t  D e c e m b e r  3 1 ,  2 0 0 7 .

Performance Graph -  Set for th below is a l ine graph comparing the year ly
change in our cumulat ive total  stockhol-der return on our common stock against
the  cumul -a t i ve  to ta l -  re tu rn  o f  the  S&P 500 Compos i te  S tock  Pr ice  Index  and the
S&P 500 Indus t r ia l -  Cong lomera tes  Index  fo r  the  per iod  f rom December  3 I ,  2002
through December  31 ,  2007.  The graph shows the  va lue  a t  December  3 l -  o f  each
year  assuming an  or ig ina l  inves tment  o f  $100 a t  December  31 ,  2002,  and assumes
the reinvestment of  our regular quarter ly cash div idends in shares of  our
s tock  and the  sa l -e  o f  the  T fMET shares  d is t r ibu ted  in  our  spec ia l  d iv idend
wi th  the  proceeds a ]so  re inves ted  in  our  s tock .
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The informat ion contained in the performance graph shal- l -  not  be deemed
" s o l i c i t i n g  m a t e r i a l "  o r  " f i l - e d "  w i t h  t h e  S E C ,  o r  s u b j e c t  t o  t h e  l i a b i l i t i e s
o f  Sec t ion  18  o f  the  Secur i t ies  Exchange Ac t ,  as  amended,  except  to  the  ex ten t
we spec i f i ca l l y  reques t  tha t  the  mater ia l  be  t rea ted  as  so l - i c i t ing  mater ia l -  o r
spec i f i ca l l y  incorpora te  th is  per fo rmance graph by  re fe rence in to  a  document
f i led  under  the  Secur i t ies  Ac t  o r  the  Secur i t ies  Exchange Ac t .

Treasury St.ock Purchases I n  M a r c h  2 0 0 5 ,  o u r  b o a r d  o f  d i r e c t o r s
author ized  the  repurchase o f  up  to  5 .0  mi l - l - ion  shares  o f  our  common s tock  in
open marke t  t ransac t ions ,  inc lud ing  b lock  purchases ,  o r  in  p r iva te ly
n e g o t i a t e d  t r a n s a c t i o n s ,  w h i c h  m a y  i n c l u d e  t r a n s a c t i o n s  w i t h  o u r  a f f i l i a t e s .
In  November  2006,  our  board  o f  d i rec to rs  au thor ized  the  repurchase o f  an
add i t iona l -  5 .0  mi l l ion  shares .  We may purchase the  s tock  f rom t ime to  t ime as
marke t  cond i t ions  permi t .  The s tock  repurchase program does no t  inc1ude
spec i f i c  p r ice  ta rge ts  o r  t imetab les  and may be  suspended a t  any  t ime.
Depending on market condi t ions,  w€ couLd terminate the program pr ior  to
comple t ion .  We wi l l  use  our  cash on  hand to  acqu i re  the  shares .  Repurchased
shares wi l l  be ret i red and cancel- l -ed or may be added to our t reasury stock and
used fo r  employee benef i t  p lans ,  fu tu re  acqu is i t ions  or  o ther  corpora te
purposes .  See Notes  14  and 16  to  the  Conso l - ida ted  F inanc ia l -  S ta tements .

The fo l low ing  tab l -e  d isc loses  cer ta in  in fo rmat ion  regard ing  the  shares
of our common stock we purchased in November 2007 (our only purchases dur ing
the  four th  quar te r  o f  2007)  .  A11 o f  these purchases  were  made under  the
repurchase program in  open marke t  t ransac t ions .

Va lh i  common s tock  $ fOO
S & P  5 0 0  C o m p o s i t e  S t o c k  P r i c e  I n d e x  1 0 0
S&P 500 fndus t r ia l -  Cong lomera tes  Index  100

$ 1 8 4  $ 2 0 2  $ 2 3 7  $ 3 3 8  $ 4 7 s
1 , 2 9  1 4 3  1 5 0  7 7 3  1 8 3
l - 3 5  t 6 t  r - 5 5  1 6 8  1 7 6

Maxirnurn number of
Average Tot,al number of shares that may yet

pr ice pa id  shares purchased be purchased under
per  share,  € lB parL o f  a  the publ ic ly -

inc lud ing publ ic ly -announced announced p lan at

conmr iss ions p lan end of  per iod

$ 2 r  . 4 8

-  3 3

Per iod

November 1,  2007
to  November  30 ,
2 0 0 7

To ta I
nurnber of

shares
purchased

5 1 ,  1 0 0 6 l _ ,  1 0 0 4  , 0 0  5 ,  6 0 0



ITE}T 5. SEI,ECTED FINAI{CTAI, DATA

The fo l lowing se l -ected f inanc ia l  data  has been der ived f rom our  audi ted
Consol - idated F inanc ia l  Sta tements .  The fo l lowing se l -ected f  inanc ia l -  data
shoul -d  be read in  con junct ion wi th  our  Consol - idated F inanc ia l -  Sta tements  and
re l -a ted Notes and I tem 7 -  r tManagementrs  Discuss ion and Analys is  o f  F j -nanc ia l
Condi t ion and Resul - ts  o f  Operat ions.  t l

Years ended December 3L,
2003  2004

( In  mi l l ions,  except  per

2005  2007

share data)

2 0 0 5

STATEME}iES OF OPERATTONS DATA:
N e t  s a l e s :

Chemica ls
Component products
Waste manasement

To ta l  ne t  sa les

Opera t i ng  i ncome  ( l oss )
Chemica l s
Component products
Waste management

Tota l  operat ing income

Equ i t y  i n  ea rn ings  ( l osses )  o f
TIMET

rncome  ( l oss )  f r om con t i nu ing
operat ions

D iscon t i nued  ope ra t i ons
Cumulat ive e f fec t  o f  change in

accoun t i ng  p r i nc ip l e

Ne t  i ncome  ( l oss )

$ 1 , 0 0 8 . 2  $ l - , 1 - 2 8 . 6
L 7 3 . 9  L 8 2 . 6

8 . 9

( 1  1 R 6  ?  ( 1  j 2 O . l

f i  r 2 3 . 5  $  L 0 2 . 4
9 . 1  t 6 . 2

( 1 1 - . s )  ( 1 0 . 2 )

s  1 2 r . 2  s  r _ 0 8 . 4

$  1 5 s . 5  $  r - 3 8 . 1 _
r _ 9 . 3  2 0 . 6

( L 2 . 1 , )  ( e . s )

s__Jl2- 3 g___r-422 $_____9!l

$ L , 2 7 9 . 5  $ 1 , 3 1 _ 0 . 3
l - 9 0 . 1  L 7 7 . 7
1 1 .  B  4 . 2

iL431J 61,4922

A  ^ ^  -

)  u d .  o

t - 5 . 0
( 1 4  .  1 )

( 1  1 q ( ' 7
v L  t  L J v .  '

l _ u b  .  J

9 . 8

$r- JJ2-_q

$  ( 8 4 . 8 )
( 2 . e )

. 6

2 2 5  . 5
3 . 7

< A 4 q- $  1 0 1 . 1

8 2 . L
( . 2 )

$ ] -41,  .7

. 6 e  $  1 . 2 0  $

4 n , s
Y

l - r a t .  f ,

. 4 0  s

A  ^ ?  A
\  / h  Y
Y--------------1=

$  ( 4 s . 7 )

( . 4 0 )

A i

DILUTED EARNINGS PER
fncome  ( l oss )  f r om

Operat ions

Ne t  i ncome  ( l oss )

Cash d iv idends

SI{ARE DATA:
con t inu ing

$___lrfl) fi___222-2 $_____€u E____L4L_'7 A  I  r -  - \

>  t + 5 .  / ,

$  ( . 7 1 )  $  1 . 8 7  $  . 5 e  $ r . 2 0  $  ( . 4 0 )

Weighted average common shares
Outs tanding

STATEMENTS OF CASH FLOW DATA:
Cash  p rov ided  by  (used  i n ) :

Ope ra t i ng  ac t i v i t i es
Inves t i ng  ac t i v i t i es
F inanc ing  ac t i v i t i es

BALANCE SHEET DATA (at year end):
T o t a l  a s s e t s  

( 1 )

Long- term debt
s tockho lde rs '  equ i t y  

( 1 )  ( 2 )

$  ( . 7 3 )  g  1 . e 0  $

$ . 2 4 # . 2 4 $

l - 1 - 9 . 9 L Z U . +

$  r - 0 8 . s  i  1 , 4 2 . L
( 3 3 .  B )  ( s B . l - )
( 7 L . 2 )  7 8 . 4

# 2  , 3 0 7  . 2  i 2  , 6 9 0 . 5
6 3 2 . 5  7 6 9 . 5
6 3 1 , . 2  8 7 6 . r

# 2  , 5 7 8  . 4  $ 2 , 8 0 4 . 7  $ 2 , 6 0 3  . 0
7 1 5  . 8  7 8 5  . 3  8 8 9 . 8
7 9 7  . 3  8 5 5 . 8  5 L 8 . 4

l - l - 6 . 5  L L 4 . 7

$  1 0 4  . 3
a n  A
z v  . . * .

( 1 1 s . 8 )

$  8 5  . 3
( B e . s )
( 8 7 . 5 )

$  5 3 . s
( 5 s . 4 )
( s 5 .  r )

( 1 )  
We  adop ted  t he  asse t  and  l i ab i l i t y  r ecogn i t i on  p rov i s i ons  o f  S ta temen t  o f
F inanc ia l  Accoun t i ng  S tanda rd  ( *SFAS" )  No .  l - 58  as  o f  December  31 ,  2006  and

t h e  m e a s u r e m e n t  d a t e  p r o v i s i o n s  o f  S F A S  N o .  1 5 8  a s  o f  D e c e m b e r  3 1 ,  2 0 0 7 .

See  No tes  11 -  and  1 -8  t o  ou r  ConsoL ida ted  F inanc ia l  S ta temen ts .

We adopted FASB In terpreta t ion
See  No te  18  t o  ou r  Conso l i da ted

Number  ( "F IN" )  48  as  o f  January  1 - ,  2007
F i n a n c i a l  S t a t e m e n t s .
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ITEI{ 7 MAI\TAGEMEIiflT'S DlseussloN AIID AI{AI,YSIS oF
RESUI,TS OF OPERATIONS

FINAI{CIAL COIIDITION AI{D

RESUI,TS OF OPER.ATTONS

Business Overview

we are primarily a holding company. we operate through our wholly-owned
and maj or i ty-owned subsidiar ies,  inciuding l l l ,  rndustr iLs ,  rnc .  ,  Kronoswor ldwide ,  rnc . ,  Compx rn te rna t iona l ,  tnc . l  T remont  LLc  and waste  Cont ro l
s p e c i a l i s t s  L L c  ( * w c s ' ) .  P r i o r  t o  M a r c h  2 6 ,  2 o o 7  w e  w e r e  t h e  l a r g e s c
shareho l -der  o f  t i tan ium Meta ls  Corpora t ion  ( *T tMfT, ;  a l though we owned.  less
than a  major i t y  in te res t .  Kronos  ( lUVSg:  KRO)  ,  NL (NYSE:  NL)  and CompX (NySE:
C r x )  e a c h  f i l e  p e r i o d i c  r e p o r t s  w i t h  t h e  S E c .

we have th ree  conso l ida ted  opera t ing  segmenEs:

chemical-s our chemical-s segment is operat ,ed. through our maj or i ty
ownership of  Kronos. Kronos is a ieading globa] producer and
m a r k e t e r  o f  v a ] u e - a d d e d  t i t a n i u m  d i o x i d e  p i g m e n t s  ( , . r i o r " ; .  T i o 2  i s
used fo r  a  var ie ty  o f  manufac tur ing  app l ic i t io t r " ,  incJ-ua ing  p las t1cs ,
pa in ts ,  paper  and o ther  indus t r ia l  p rod .uc ts  .

component Ptoducts we operate in the component prod.ucts industry
through our major i ty ownership of  CompX. CompX is a leading global
manufac turer  o f  secur i ty  p roduc ts ,  p rec is ion  ba l l  bear ing  s f iaes  and
ergonomic  computer  suppor t  sysEems used in  the  o f f i ce  fu rn i tu re ,
t ranspor ta t ion ,  too l  s to rage and a  var ie ty  o f  o ther  indus t r ies .
CompX is  a lso  a  lead ing  manufac turer  o f  s ta in l -ess  s tee l  exhaust
syscems,  gauges and th ro t t le  cont roLs  fo r  the  per fo rmance mar ine
indus t ry .

o Waste Management WCS is our whol- ly-owned subsidiary which owns and
o p e r a t e s  a  w e s t  T e x a s  f a c i l i t y  f o r  t h e  p r o c e s s i n g ,  t r e a t m e n t  a n d ,
storage of  hazardous, toxic and l -ow l -evel-  rad. ioact ive waste as wel ]
as  the  d isposa l  o f  hazardous ,  tox ic  and cer ta i -n  low ]eve l  rad ioac t ive
waste  '  wcs  is  in  the  process  o f  seek ing  to  ob ta in  regu la to ry
author iza t ion  to  expand i t s  low- l -eve1 and mixea low- leve1 rad loac t ive
w a s t e  d i s p o s a l  c a p a b i l i t i e s .

on  March  25 ,  2007 we comple ted .  a  spec ia l  d iv idend o f  the  T IMET common
stock  we owned to  our  s tockho ld .e rs .  we accounted .  fo r  our  35 t  in te res t  inTrMET by Ehe equi ty method Ehrough March 31, 2007. As a resul- t  we now own
approx imate ly  1?  o f  TrMET's  ou ts tand ing  common s tock .  Accord ing ly  we now
account  fo r  our  share  o f  TrMET common s tock  as  ava i lab ]e- fo r -sa ]e  marke tab le
secur i t ies  car r ied  a t  f  a i r  va l -ue .  See Note  3  to  the  Conso l - ida ted  F inanc ia l
s ta tements -  TrMET is  a  lead ing  g loba l  p roducer  o f  t i tan ium sponge,  me l ted .produc ts  and mi l led  prod .uc ts  .  T i tan ium is  used.  f  o r  a  var ie ty  o f  commerc ia l ,
aerospace,  mi l i ta ry ,  med ica l  and o ther  emerg ing  marke ts .  T IMET is  a l -so  the
on ly  t i tan ium producer  w i th  ma jor  p roduc t ion  tac i l i t i es  in  bo th  o f  the  wor ld ,  sp r i n c i p a l  t i t a n i u m  m a r k e t s :  t h e  u . s .  a n d  E u r o p e .

Income From Continuing Operations Overview

Year Ended December 37,

We reported a net
$ . + O  p e r  d i l u t e d  s h a r e

2006 Compared to year Ended December 31, 2007

] o s s  f r o m  c o n t i n u i n g  o p e r a t i o n s  o f  $ q s . l  m i l l i o n  o r
in 2007 compared to income from cont inuing operat ions
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o f  $ L 4 L . 7  m i l l i o n ,  o r  i I  . 2 0  p e r  d i l u t e d  s h a r e ,  i n  2 0 0 5  a n d  j . n c o m e  o f  $ 8 2  .  1
m i l l i o n ,  o r  $ . 5 9  p e r  d i l u t e d  s h a r e ,  i n  2 0 0 5 .

Our  d i lu t .ed  earn ings  per  share  decreased f rom 2006 to  2007 due pr imar i l y
to  t .he  ne t  e f  f  ec ts  o f  :

o an income tax charge recognized by our Chemicals Segment in 2QO7
primari ly as a resul- t  of  a reduct j -on in German tax rates;

.  an income tax benef i t  due to a net,  decrease in our reserve for
uncer ta in  tax  pos i t ions  in  2007;

o lower ef fect ive income tax rate in 2005 pr imari ly due to the
favorable resol-ut ion in 2006 related to audi ts in our Chemicals
Segment 's operat ions in Germaf ly,  Belgium and Norway;

o ceasing to record equi ty in earnings from TIMET due to the
d is t r ibu t ion  o f  our  T IMET shares  in  the  f i rs t  quar te r  o f  2007;

o the gain in 2006 from the sal-e of  certain l -and in Nevada;

.  lower operat ing income from each of  our segments in 2007;

o  a  charge in  2006 f rom the  redempt ion  o f  our  8 .8752 Sen ior  Secured
N o t e s ;

.  l -ower interest  expense in 2007 resul t ing f rom the Apr i l  2006
ref  inancing of  our Senj-or Secured Notes;  and

o ]ower div idend income from Amalgamated Sugar Company in 2oo7 as the
add i t iona l  d iv idend i t  owed to  us  was comple te ly  pa id  in  2006.

Our income from cont inuing operat ions in 2006 incLudes (net of  tax and
minor i ty  in te res t ,  as  app l i cab le )  :

o  a  ne t  income tax  benef i t  o f  $ .21  per  d i lu ted  share  a t  our  Chemica l -s
Segment related to the net ef  f  ect  of  the wi t .hdrawal-  of  certain
income tax assessments previously made by Belgian and Norwegian tax
author i t ies,  the favorabl-e resol-ut ion of  certain income tax issues
related to our German and Belgian operat ions and the enactment of  a
reduct ion in Canadian federal  income tax rates of fset  by the
unfavorabl-e reso]ut ion of  certain other income tax issues related
to our German operat ions;

o  income o f  $ .20  per  d i lu ted  share  re la ted  to  the  sa le  o f  our  land in
Nevada;

o  a  charge re l -a ted  to  the  redempt ion  o f  our  8 .875t  Sen ior  Secured
N o t e s  o f  $ . 0 9  p e r  d i l u t e d  s h a r e ;

o  a  g a i n  o f  $ . 0 9  p e r  d i l u t e d  s h a r e  r e l a t e d  t o  T I M E T ' s  s a l e  o f  i t s
minor i ty interest  in VALTIMET, a manufactur ing jo int  venture
l-ocated in France; and

o income 
.o f  $ .03  per  d i lu ted  share  re l -a ted  to  cer ta in  insurance

recover ies recognized by NL.

Our  ne t  l -oss  in  2007 inc l -udes  (ne t  o f  tax  and minor i ty  in te res t )  :

o  a  c h a r g e  o f  $ . 5 2  p e r  d i l u t e d  s h a r e  a s  a  r e s u l t  o f  t h e  e f f e c t  o f  a
reduct ion of  the German income tax rates in 2007;

o  a  charge o f  $ .05  per  d i lu ted  share  re l -a ted  to  the  ad jus tment  o f
certain German tax at t r ibutes wi th in our Chemical-s Segment;

o  an  income tax  benef i t  o f  $ .03  per  d i lu ted  share  due to  a  ne t
decrease in  our  reserve  fo r  uncer ta in  tax  pos i t ions ;  and

o income o f  $ .03  per  d i lu ted  share  re la ted  to  cer ta in  insurance
recover ies recognized by NI- , .

We discuss t .hese amountrs more fu] Iy below.
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Year Ended December 37, 2005 Compared to Year Ended December 31, 2006

We repor ted  income f rom cont inu ing  opera t ions  o f  iL41- .7  mi l l ion ,  o r
$ 1 . 2 0  p e r  d i l u t e d  s h a r e ,  i n  2 0 0 6  c o m p a r e d  t o  i n c o m e  o f  $ 8 2 . 1  m i l l i o n ,  o r  $ . 5 9
per  d i lu t .ed  share ,  in  2  0  05  .

Our  d i lu ted  earn ings  per  share  inc reased f rom 2005 to  2006 due pr imar i l y
t o  t h e  n e t  e f f e c t s  o f :

o a l -ower ef fect ive income tax rate in 2006 pr imari ly due to the
f  avorable resol-ut ion in 2Q05 rel-ated to audi ts in our Chemical-s
Segment' s operations in Germany, Belgium and Norway and a provision
in 2005 rel-ated to a change in the permanent rej-nvestment
concl-usion for earnings of  certain foreign subsidiar ies of  our
Component Products Segment;

.  h igher equi ty in earnings from TIMET in 2006.

o the gain in 2006 from the saLe of  certain l -and in Nevada;

o l -ower total  operat ing income in 2006 as improvements in operat ing
income from our Component Products and Waste Management Segments
were more than of fset  by a decl ine in operat ing income at our
Chemicals Segment;

o  a  charge in  2005 f rom the  redempt ion  o f  our  8 .875? Sen ior  Secured
N o t e s ;

.  the  wr i te -o f f  o f  accrued in te res t  in  2005 on  our  p r io r  l -oan to
Snake River Sugar Company;

.  secur i t ies  t ransac t ion  ga ins  rea l i zed  in  2005, '  and

o ]ower interest  and div idend income in 2006 pr imari ly due to lower
distributions received from The Amalgamated Sugar Company LLC in
2 0 0 6 .

Our income from cont inuing operat ions in 2005 incl-udes (net of  tax and
minor i ty  in te res t ,  as  app l i cab l -e )  :

.  income rel-ated to certain income tax benef i ts recognized by TIMET
o f  $ . 1 1  p e r  d i l u t e d  s h a r e ;

o  ga ins  f rom NL 's  sa l -es  o f  shares  o f  Kronos  common s tock  o f  $ .05  per
d i lu ted  share ;

o  a  non-cash income tax  expense o f  $ .03  per  d i lu ted  share  re l -a ted  to
developments in certain income tax audi ts at  NL and our Chemical-s
Segment and a change in the permanent reinvestment concl-usion for
earnings of  certain foreign subsidiar ies of  our Component Products
Segment;

.  a gain f rom the sale of  our passive interest  in a Norwegian
s m e l t i n g  o p e r a t i o n  o f  $ . 0 2  p e r  d i l u t e d  s h a r e ;

.  income re la ted  to  T IMET's  sa l -e  o f  cer ta in  rea l  p roper ty  ad jacent  to
i ts  Nevada opera t ions  o f  $ .02  per  d i lu ted  share ;  and

o income o f  $ .01  per  d i lu ted  share  re l -a ted  to  cer ta in  insurance
recover ies recognized by NL.

Our income from cont inuing operaLions in 2006 incl-udes (net of  t .ax and
minor i ty  in te res t ,  as  app l i cab l -e )  :

o  a  ne t  income tax  benef i t  o f  # .2a  per  d i lu ted  share  a t  our  Chemica ls
Segment rel-ated to the net ef fect  of  the wi thdrawal of  certain
income tax assessments previously made by Belgian and Norwegian tax
author i t ies,  the f  avorabl-e resol-ut ion of  certain income tax issues
related to our German and Belgian operat ions and the enactment of  a
reduct ion in Canadian federal-  income tax rates of fset  by the
unfavorable resol-ut ion of  certain other income tax issues related
to our German operat ions;
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a

We d iscuss

income o f  $ .20  per  d i lu ted  share  re la ted  to  the  sa le  o f  our  Land in
Nevada;

a  charge re l -a ted  to  the  redempt ion  o f  our  8 .875? Sen ior  Secured
N o t e s  o f  $ . 0 9  p e r  d i l u t e d  s h a r e , '

a  g a i n  o f  $ . 0 9  p e r  d i l u t e d  s h a r e  r e l a t e d  t o  T I M E T ' s  s a l e  o f  i t s
minor i ty interest  in VALTIMET, a manufactur ing jo int  venture
l-ocated in France; and

income o f  $ .03  per  d i lu ted  share  re l -a ted  to  cer ta in  insurance
recover j -es recognized by NL.

these amounts more fuI ly bel-ow.

Current Forecast for 2008

We current ly expect to report  a l -ower net l -oss for  2008 as compared to
the  ne t  l -oss  in  2007 due pr imar i l y  to  the  ne t  e f  fec ts  o f  :

o lower income taxes as the unfavorable ef fect  of  the reduct ion in
German income taxes  ra tes  was recogn ized 2007;

o no equi ty in earnings from TIMET as we ceased to account for  our
interest  in TIMET by the equi ty method fol lowing our March 2007
special  d istr ibut ion of  TIMET common stock;  and

o lower expected operat ing income from our Chemicals Segment due to
cont inued l -ower average sel l ing pr ices and increases in raw
m a t e r i a l  c o s t s .

Cr i t icaL account ing pol ic ies and est imat,es

We have based the  accompany ing  "Management 's  D iscuss ion  and Ana l -ys is  o f
F inanc ia l -  Cond i t ion  and Resu l ts  o f  Opera t ions"  upon our  Conso l ida ted  F inanc ia l -
S ta tements .  We prepare  our  Conso l ida t .ed  F inanc ia l  S ta tements  in  accordance
wi th  account ing  pr inc ip tes  genera l l y  accepted  in  the  Un i ted  Sta tes  o f  Amer ica
( "GAAP") .  fn  many cases  the  account ing  t rea tment  o f  a  par t i cu la r  t ransac t ion
does no t  requ i re  us  to  make es t imates  and judgments .  However ,  in  o ther  cases
we are  requ i red  to  make es t imates  and judgments  tha t  a f fec t  the  repor ted
amounts  o f  asse ts  and l iab i l i t ies  and d isc l -osure  o f  con t ingent  asse ts  and
l iab i l i t ies  a t  the  da te  o f  the  f inanc ia l  s ta tements ,  and the  repor ted  amounts
o f  revenues and expenses  dur ing  the  repor ted  per iod .  On an  on-go ing  bas is ,  we
eva l -ua te  our  es t imates ,  inc lud ing  those re l -a ted  to  impa i rments  o f  inves tments
in  marke tab l -e  secur i t ies  and inves tments  accounted  fo r  by  the  equ i ty  method,
the  recoverab i l i t y  o f  o ther  long- l i ved  assets  ( inc lud ing  goodwi l l  and  o ther
i n t a n g i b l e  a s s e t s ) ,  p e n s i o n  a n d  o t h e r  p o s t r e t i r e m e n t  b e n e f i t  o b l i g a t i o n s  a n d
the  under ly ing  ac tuar ia l -  assumpt ions  re l -a ted  there to ,  the  rea l i za t ion  o f
de fer red  income and o ther  tax  assets  and accrua ls  fo r  env i ronmenta l -
remed ia t ion ,  l i t i ga t ion ,  income tax  cont ingenc ies .  We base our  es t imates  on
h is to r ica l -  exper ience and on  var ious  o ther  assumpt ions  we be l - ieve  are
reasonab l -e  under  the  c i rcumstances ,  the  resu l - ts  o f  wh ich  fo rm the  bas is  fo r
mak ing  judgments  about  the  repor ted  amounts  o f  asse ts ,  l iab i l i t ies ,  revenues
and expenses .  Ac tua1 resu l ts  migh t  d i f fe r  s ign i f i can t ly  f rom prev ious ly -
es t imated  amounts  under  d i f fe ren t  assumpt ions  or  cond i t ions .

"Our  c r i t i ca l -  account ing  po l i c ies"  re la te  to  amounts  hav ing  a  mater ia l -
impact  on  our  f inanc ia l -  pos i t ion  and resu l ts  o f  opera t ions ,  and tha t  requ i re
our most sub j  ect ive or complex j  udgments .  See Note l -  to our Consol- idated
F inanc ia l -  S ta tements  fo r  a  de ta i l -ed  d iscuss ion  o f  our  s ign i f i can t  account ing
p o l i c i e s .

Marketable secur i t ies -  We own investments in certain companies that we
account  fo r  as  marke tab le  secur i t ies  car r ied  a t  fa i r  va lue  or  tha t  we
account f  or  under the equi ty met.hod. For these investment.s,  w€ eval-uate
t .he  f  a i r  va l -ue  a t  each ba l -ance sheet .  da te .  We use quoted  marke t  p r ices ,
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Leve1  1  i npu ts  as  de f  i ned  i n  SFAS No .  1 ,57  ,  t o  de te rm ine  f  a i r  va lue  f  o r
ou r  marke tab l -e  deb t  secu r i t i es  and  pub l i c l y  t r aded  i nves tees .  We  use
Level -  3  inputs  to  determine f  a i r  va l -ue f  or  our  o ther  marketab l -e
secur i t ies ,  pr imar i ly  our  investment  in  Amalgamated Sugar  Company LLC.
See  No te  18  t o  ou r  Conso l - i da ted  F inanc ia l  S ta temen ts . We record an
impairment charge when we bel- ieve an investment has exper ienced an other
than temporary  dec l ine  in  f  a i r  va l -ue  be l -ow i ts  cos t  bas is  ( f  o r
marke tab le  secur i t ies )  o r  be l -ow i ts  car ry ing  va lue  ( fo r  equ i ty  method
inves tees) .  Fu ture  adverse  changes in  marke t  cond i t ions  or  poor
opera t ing  resu l ts  o f  under ly ing  inves tments  cou1d resu l t .  in  l -osses  or
our inabi l i ty  to recover the carry ing value of  the investments that  may
not  be  re f l -ec ted  in  an  inves tment 's  cur ren t  car ry ing  va1ue,  thereby
poss ib ly  requ i r ing  us  to  recogn ize  an  impa i rment  charge in  the  fu tu re .

A t  December  3 I ,  20Q7,  the  car ry ing  va lue  (wh ich  equa ls  the i r  fa i r  va lue)
o f  subs tan t ia l l y  a l l  o f  our  marke tab l -e  secur i t ies  equa led  or  exceeded
the  cos t  bas is  o f  each o f  such inves tment .  Our  inves tment  in  The
Amalgamated Sugar Company LLC represents approximately 782 of  the
aggregate  car ry ing  va lue  o f  a l l  o f  our  marke tab l -e  secur i t ies  a t  December
31,  2007.  The $250 mi l - l - ion  car ry ing  va l -ue  is  the  same as  i t s  cos t
b a s i s .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  t h e  # 2 5 . 4 5  p e r  s h a r e  q u o t e d  m a r k e t  p r i c e
of our investment in TIMET was a]most f  ive t imes our per share net
carry ing value of  our investment in TIMET.

Goodwi l - l -  Our  goodwi l l  to ta l -ed  $405.  8  mi l l - ion  a t  December  31 ,  2007
resu l t ing  pr imar i l y  f rom our  var ious  s tep  acqu is i t ions  o f  Kronos  and NL.
In accordance with SFAF No .  ] -42 ,  Goodwi l -7 and Other Intangible Assets,
we do  no t  amor t i ze  goodwi I l .

Goodwi l l  is  eval-uated f  or  impairment at  l -east  annual1y.  Goodwi l - l  is
a lso  eva lua ted  fo r  impa i rment  i f  the  book  va l -ue  o f  i t s  repor t ing  un i t
exceeds i t s  es t imated  fa i r  va lue .  A  repor t ing  un i t  can  be  a  segment  o r
an operat ing div is ion.  For our Chemical-s Segment,  w€ use Level-  l -  inputs
o f  pub l i c ly  t raded marke t  p r ices  to  compare  the  book  va l -ue  to  assess
impairment. .  For our Component Products Segment,  w€ use Level  3 inputs
o f  a  d iscounted  cash f  low techn ique.  I f  the  f  a i r  va lue  is  l -ess  than the
book va lue ,  the  asset  i s  wr i t ten  down to  the  es t imated  fa i r  va l -ue .

Considerable management judgment is necessary to eval-uate the impact of
opera t ing  changes and to  es t imate  fu t .u re  cash f  lows.  AssumpEions  used
in our impairment eval-uat ions,  such as f  orecasted growt.h rates and our
c o s t  o f  c a p i t a l ,  a r e  c o n s i s t e n t  w i t h  o u r  i n t e r n a l  p r o j e c t i o n s  a n d
o p e r a t i n g  p l a n s .

We d id  no t  recogn ize  an  impa i rment  charge fo r  goodwi l l  dur ing  2007.

Long- l " i ved  assets  We account  fo r  our  long- l i ved  assets ,  inc lud ing  our
invesLment in WCS, in accordance with SFAS No. 1-44 ,  Account. ing f  or  the
Impairment or Disposal  of  Long-Lived Assets.  We assess property,
equipment and capi ta l : -zed permit  costs for  impairment only when
c i r c u m s t a n c e s  i n d i c a t e  a n  i m p a i r m e n t  m a y  e x i s t .  D u r i n g  2 0 0 7 ,  d s  a
r e s u l t  o f  c o n t i n u e d  o p e r a t i n g  l - o s s e s ,  c e r t a i n  l o n g - l i v e d  a s s e t s  o f  o u r
Waste Management Segment were eval-uated for impairment as of  December
31,  2007 .  Our  ana lys is ,  based on  es t imated f  u tu re  und iscount .ed  cash
f  lows o f  WCS'  opera t ions ,  ind ica ted  no  impa i rment  was present  as  t .he
es t imate  exceeded the  car ry ing  va lue  o f  WCS'  ne t  asse ts .  Cons iderab le
management judgment is necessary to evaluate the impact of  operat ing
changes and to  es t imate  fu tu re  cash f lows.  Assumpt ions  used in  our
impa i rment  eva lua t ions ,  such as  fo recas ted  growth  ra tes  and our  cos t  o f
cap i ta l ,  a re  cons is ten t  w i th  our  in te rna l -  p ro jec t ions  and opera t ing
p 1 a n s .
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EmpToyee benef i t  p lan costs -  We provide a range of  benef i ts including
var ious  de f ined benef i t  pens ion  and o ther  pos t re t i rement  benef i t s  fo r
our employees. We record annual-  amounts rel-ated to these plans based
upon cal-culat ions required by GAAP, which make use of  var ious actuar ia l -
assumpt ions ,  such ds :  d iscount  ra tes ,  expec ted  ra tes  o f  re tu rns  on  p lan
assets ,  compensat ion  inc reases ,  employee tu rnover  ra tes ,  mor ta l i t y  ra tes
and  expec ted  hea l t h  ca re  t r end  ra tes . We rev iew our  ac tuar ia l
assumpt ions  annua l ly  and make mod i f i ca t ions  to  the  assumpt ions  based on
current rates and trends when we bel- ieve appropr iate.  As required by
GAAP,  mod i f i ca t ions  to  the  assumpt ions  are  genera l l y  recorded and
amor t i zed  over  fu tu re  per iods .  D i f fe ren t  assumpt ions  cou l -d  resu l t  in
the  recogn i t ion  o f  d i f fe ren t  expense amounts  over  d i f fe ren t  per iods  o f
t imes.  These assumpt ions  are  more  fu1 ly  descr ibed be low under  \ \ -

Assumpt ions  on  de f ined benef i t  pens ion  p lans  and pos t re t i rement  benef i t
p l a n s .  "

Income taxes  We recogn ize  de fer red  taxes  fo r  fu tu re  tax  e f fec ts  o f
temporary di f ferences between f inancial  and income tax report ing in
accordance with SFAS 709 Account ing for Income Taxes. Whi le we have
considered future taxable income and ongoing prudent and feasible tax
p l a n n i n g  s t r a t e g i e s  i n  a s s e s s i n g  t h e  n e e d  f o r  u n c e r t a i n  t a x  p o s i t i o n s ,
i t  i s  poss ib le  tha t  in  the  fu tu re  we may change our  es t imate  o f  the
amount  o f  the  de fer red  income tax  assets  tha t  wou ld  more-1 ike ly - than-not
b e  r e a l i z e d  i n  t h e  f u t u r e .  I f  s u c h  c h a n g e s  t a k e  p l a c e ,  t h e r e  i s  a  r i s k
tha t  an  ad jus tment  to  our  de fer red  income tax  asset  va lua t ion  a l - l -owance
may be  requ i red  tha t  wou l -d  e i ther  inc rease or  decrease,  as  app l i cab l -e ,
our  repor ted  ne t  income in  the  per iod  such change in  es t imate  was made.

We al-so eval-uate at  the end of  each report ing per iod whether some or al l
o f  the  und is t r ibu ted  earn ings  o f  our  fo re ign  subs id ia r ies  a re
permanent ly  re inves ted  (as  tha t  te rm is  de f ined in  GAAP) .  Whi le  we may
have concluded in the past that  some undistr ibuted earnings are
permanent ly  re inves ted ,  fac ts  and c i rcumstances  can change in  the
fu tu re ,  such as  a  change in  the  expec ta t ion  regard ing  the  cap i ta l  needs
of  our  fo re ign  subs id ia r ies ,  cou l -d  resu l - t  in  a  conc lus ion  tha t  some or
a l l -  o f  the  und is t r ibu ted  earn ings  are  no  longer  permanent ly  re inves ted .
I f  our pr ior  concl-usions change, w€ woul-d recognize a def erred income
tax  l iab i l i t y  in  an  amount  equa l  to  the  es t imated  inc rementa l  U .S.
income tax  and w i thho ld ing  tax  l iab i l i t y  tha t  wou ld  be  genera ted  i f  a l l
o f  such prev ious ly -cons idered permanent ly  re inves ted  und is t r ibu ted
earn ings  were  d is t r ibu ted  to  us .  We d id  no t  change our  concLus ions  on
our  und is t r ibu ted  fo re ign  earn ings  in  2007.

Beg inn ing  in  2007,  w€ record  a  reserve  fo r  uncer ta in  tax  pos i t ions  in
accordance with FIN No. 48, Account ing for Uncertain Tax Posi t ions for
tax  pos i t ion  where  we be l - ieve  i t  i s  more- l i ke1y- than-not  our  pos i t ion
wi l l  no t  p reva i l  w i th  the  app l icab le  tax  au thor i t ies .  F rom t ime to  t ime,
tax author i t ies wi l l  examine certain of  our income tax returns.  Tax
author i t ies may interpret  tax regulat ions di f ferent ly than we do.
Judgments and est imates made at  a point  in t ime may change based on the
outcome of tax audi ts and changes to or fur ther interpretat ions of
regulat ions,  thereby resul t ing in an increase or decrease in the amount
we are required to accrue for uncertain tax posi t ions (and therefore a
decrease or increase in our reported net income in the per iod of  such
change)  .  Our  reserve  fo r  uncer ta in  tax  pos i t ions  changed dur ing  2007.
See Note l -8 to our Consol- idated Financial-  Statement.s.

Lit igation and environmental- Tiabil-it ies - We are invol-ved in numerous
legal  and environmental  act ions in part  due to NL's former invoLvement in
the manufacture of  l -ead-based products.  In accordance with SFAS No. 5,
Account ing f  or  Cont ingencies,  we record accrual-s for  these l iabi l - i t ies
when est imated future expendi tures associated with such cont ingencies
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become probable,  and we can reasonably est imate the amounts of  such
future expenditures. However, new information may become avail-abl-e to
us,  or c i rcumstances (such as appl icable laws and regulat ions) may
change, thereby resul t ing in an increase or decrease in the amount we are
required to accrue for such matters (and therefore a decrease or increase
in our reported net income in the per iod of  such change).  At  December 31,
2007 we have recorded to ta l  accrued env i ronmenta l -  l iab i l i t ies  o f  $55.7
m i l l i o n .

Operat ing income for each of  our three operat ing segments are impacted
by  cer ta in  o f  these s ign i f i can t  judgments  and es t imates ,  as  summar ized be low:

Chemica ls  reserves  f  o r  obso]e te  o r  unmarke tab l -e  inventor ies ,
impa i rment  o f  equ i ty  method inves tees ,  goodwi l l  and  o ther  long-1 ived
asseLs,  de f ined benef i t .  pens ion  and OPEB p lans  and l -oss  accrua l -s .

Component Products reserves f  or  obsol-ete or unmarketabl-e inventor ies,
impa i rment  o f  long- l - i ved  assets  and l -oss  accrua ls .
Waste  Management  impa i rment  o f  long- l i ved  assets  and l -oss  accrua l -s .

In  add i t ion ,  genera l  corpora te  and o ther  i tems are  impacted  by  the  s ign i f i can t
judgments  and es t imates  fo r  impa i rment  o f  marke tab le  secur i t ies  and equ i ty
method inves tees ,  de f ined benef i t  pens ion  and OPEB p lans ,  de fer red  income tax
asset  va l -ua t ion  a l - l -owances  and l -oss  accrua ls .

Segment, Operating ResuJ,ts 2006 Compared to 2007 and 2005 Compared to 2006

Chemical s

We cons ider  T iO2 to  be  a  "qua l i t y  o f  l i fe "  p roduc t ,  w i th  demand a f fec ted
by  gross  domest ic  p roduc t  ( *GDP")  in  var ious  reg ions  o f  the  wor l -d .  Over  the
long- te rm,  w€ expec t  demand fo r  T iO2 w i l l  g row by  2Z to  3*  per  year ,
cons is ten t  w i th  our  expec ta t ions  fo r  the  long- te rm growth  in  GDP.  However ,
even i f  we and our  compet i to rs  ma in ta in  cons is ten t  shares  o f  the  wor ldwide
market,  demand for TiO2 in any inter im or annual  per iod may not change in the
same proport ion as the change in GDP, in part  due to rel-at ive changes in the
TiO2 inventory l -evel-s of  our customers .  We bel- ieve our customers'  inventory
l -eve l -s  a re  par t l y  in f luenced by  the i r  expec ta t ion  fo r  fu tu re  changes in  marke t
T i O 2  s e l l i n g  p r i c e s .

The factors having the most impact on our reported operat ing resul- ts
a r e :

T i O 2  a v e r a g e  s e l l i n g  p r i c e s ;

foreign currency exchange rates (part icular ly the exchange rate for
the  U.S.  do l - la r  re l -a t i ve  to  the  euro  and the  Canad ian  do l - l -a r )  ;

T iO2 sa les  and produc t ion  vo l -umes;  and

manuf actur ing costs ,  part . icular ly maintenance and energy- rel-ated
e x p e n s e s .

a

o
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The key per formance
ave rage  se l - l i ng  p r i ces ,  and

Net  sa l -es
Cost  o f  goods  so1d

Gross  marg in

Operat ing income

P e r c e n t  o f  n e t  s a l - e s :
C o s t  o f  s a l e s
Gross  marg in
Operat ing income

TiO2 opera t ing  s ta t i s t i -cs  :
Sal-es vol-umes *

Product ion vol-umes*
Produc t ion  ra te  as

percent  o f  capac i ty

ind ica tors  fo r
our  T iO2 sa l -es

our  Chemica l -s  Segment  are our  T iO2
and  p roduc t i on  vo l -umes .

Years ended December 3L, t Change
2 0 0 s - 0 5  2 0 0 6 - 0 72 0 0 s 2 0 0 6 2007

(Do l l a r s  i n  m i l l i ons )

$ 1 , 1 9 6 . 7  $ A , 2 7 9 . 5
8 8 4 . 1  9 8 0 . 8

5  z t z .e  5  zge . t

$ 1 ,  3 1 0  .  3
L , 0 6 2 . 2

$___2_48.1

8 8 . 5

8 1 %
1 9 t

7 %

5 1 9
5L2

9 8 *

7 Z
1 1  I

( 4 ) r

( 1 7 ) ?

( 1 7 )  ?

( 3 5 ) r

1 ?
( 1 )  I

2 ?
8 t

l - 6 5 . 6

7 4 2
2 5 *
1 ,42

4 7 8
4 9 2

9 9 *

1 3 8 . 1

7 7 2
232
1 1 ?

5 1 1 -
5 1 5

FuLl -

7 z
5 ?

Percen t  change  i n  ne t  sa l - es :
T iO2  p roduc t  p r i c i ng

T iO2  saLes  vo l -umes
Tio2 product  mix
Changes in  cur rency exchange ra tes

Tota l -

*Thousands  o f  me t r i c  t ons

- t
7 ?
- z
- ?

7 ?

( 4 )  t
1 %
- t
s 8

2 ?

Net  Sa les  Our  Chemica l -s  Segment '  s  sa l -es  inc reased by  2Z or  $3  0  .  I
m i l l i on  in  2007 compared to  2005 due pr imar i l y  to  a  58  favorab l -e  e f fec t  o f
f luc tua t ions  in  fo re ign  cur rency  exchange ra tes ,  wh ich  inc reased sa l -es  by
approx imate ly  $65 mi l l ion ,  o r  5 t  and to  a  l -esser  ex ten t  a  1 t  inc rease in  T iO2
sa les  vo l -umes,  o f  f  se t .  by  a  4*  dec l - ine  in  average se l l ing  pr ices  in  2007 as
compared to  2006.  Our  Chemica ls  Segment 's  sa l -es  vo lumes in  2007 were  a  new
record  fo r  us .  The increase in  our  T iO2 sa les  vo l -umes in  2007 was due
pr imari ly to higher sal-es volumes in Europe and export  markets,  which were
par t ia l l y  o f fse t  by  l -ower  sa les  vo lumes in  Nor th  Amer ica .

O u r  C h e m i c a l s  S e g m e n t ' s  s a } e s  i n c r e a s e d  b y  7 Z  o r  $ 8 2 . 8  m i l - I i o n  i n  2 0 0 6
compared to  2005 due pr imar i l y  to  a  7Z increase in  T iO2 sa l -es  vo l -umes and to  a
l-esser extent the f  avorable ef  f  ect  of  f  luctuat j -ons in f  oreign currency
exchange ra tes ,  wh ich  inc reased sa les  by  approx imate ly  #2  mi l l ion ,  o r  less
than 1? .  Our  Chemica ls  Segment 's  sa l -es  vo lumes in  2005 were  a  new record  fo r
us  a t  tha t  t ime.  The increase in  our  T iO2 sa l -es  vo l -umes in  2006 was due
pr imar i l y  to  h igher  sa les  vo l -umes in  the  Un i ted  Sta tes ,  Europe and in  expor t
marke ts ,  wh ich  were  par t ia l l y  o f fse t  by  lower  sa les  vo lumes in  Canada.  Our
sales vol-umes in Canada were impacted by decreased demand for TiO2 used in
p a p e r  p r o d u c t s .

Cost  o f  Goods So l -d  Our  Chemica ls  Segment 's  cos t  o f  sa les  j -ncreased in
2 O O 7  p r i m a r i l y  d u e  t o  t h e  i m p a c t  o f  h i g h e r  s a l e s  v o l u m e s ,  l o w e r  u t i l i t y  c o s t s ,
lower product ion volumes, and the ef fect  of  changes in currency exchange rates
and h igher  opera t ing  cos ts .  Cos t  o f  sa l -es  as  a  percentage o f  sa les  inc reased
i n  2 O O 7  d u e  t o  t h e  n e t  e f f e c t s  o f  l o w e r  a v e r a g e  s e l l i n g  p r i c e s ,  l o w e r  u t i l i t y
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cos ts ,  h igher  o ther  manufac tur ing  cos ts  ( inc lud ing  main tenance)  and s l igh t ly
l -ower  p roduc t ion  vo l -umes.  T iO2 produc t ion  vo l -umes decreased 18  fo r  2007
compared Eo the same per iod in 2006, which unfavorably J-mpacted our income
f rom opera t ions  compar isons .  Our  opera t ing  ra tes  were  near  fu l l -  capac i ty  in
b o t h  p e r i o d s .

Our  Chemica ls  Segment 's  cos t  o f  sa l -es  inc reased in  2006 pr imar i l y  due to
the  impact  o f  h igher  sa les  vo l -umes and h igher  opera t ing  cos ts .  Cos t  o f  sa les
as  a  percentage o f  sa l -es  inc reased in  2005 pr imar i l y  due to  a  15 t  inc rease in
u t i l i t y  c o s t s  ( p r i m a r i l y  e n e r g y  c o s t s ) ,  a  4 Z  i n c r e a s e  i n  r a w  m a t e r i a l -  c o s t s
and cur rency  f luc tua t ions  (p r imar i l y  Ehe Canad ian  do l la r ) .  The negat ive
impact  o f  the  inc rease in  raw mater ia ls  and energy  cos ts  on  our  Chemica l -s
Segment 's  g ross  marg in  and opera t ing  income compar isons  was somewhat  o f fse t  by
record  T iO2 produc t ion  vo lumes tha t  inc reased 5 t  in  2006 as  compared to  2005.
We cont inued to  ga in  opera t iona l  e f f i c ienc ies  by  enhanc ing  our  p rocesses  and
debot t leneck ing  produc t ion  to  meet  long- te rm demand.  Our  opera t ing  ra tes  were
n e a r  f u l 1  c a p a c i t y  i n  2 0 0 5  a n d  a t  f u l l  c a p a c i t y  i n  2 0 0 5 ,  a n d  o u r  T i O 2
produc t ion  vo lumes in  2005 were  a  new record  fo r  us  fo r  the  f i f th  consecut ive
year .

Operat ing Income Our Chemical-s Segment 's operat ing income decl- ined in
2007 pr imari ly due to the decrease in gross margin and the ef fect  of
f l -uctuat ions in foreign currency exchange rates.  The decl ine in operat ing
income is  d r iven  by  the  dec l ine  in  g ross  marg in ,  wh ich  decreased to  19? in
2 0 Q 7  c o m p a r e d  t o  2 3 2  i n  2 0 0 5 .  W h i l e  o u r  s a l e s  v o 1 u m e s  w e r e  h i g h e r  i n  2 0 0 7 ,
our  g ross  marg in  decreased pr imar i l y  because o f  l -ower  average T iO2 se l l ing
pr ices ,  Lower  p roduc t ion  vo lumes and h igher  manufac tur ing  cos ts ,  wh ich  more
than of  f  set  t .he impact of  h igher sales vol-umes. Changes in currency rates
have a l -so  negat ive ly  a f fec ted  our  g ross  marg in .  We es t imate  the  negat ive
e f fec t  o f  changes in  fo re ign  cur rency  exchange ra tes  decreased opera t ing
income by  approx imate ly  $+  mi l l ion  when compar ing  2007 to  2005.

Our Chemicals Segment 's operat ing income decl- ined in 2005 pr imari ly due
to  the  decrease in  g ross  marg in  and the  e f fec t  o f  f luc tua t ions  in  fo re ign
currency exchange rat .es.  Whi le our sales voLumes were higher in 2006, our
gross margin decreased as we were not abl-e Lo achieve pr ic ing l -evel-s to of fset
the negat ive impact of  our increased operat ing costs (pr imari ly energy and raw
mater ia l -s  cos ts )  .  Changes in  cur rency  ra tes  a l -so  negat ive ly  a f fec ted  our  g ross
margin.  We est imate the negat ive ef fect  of  changes in foreign currency
exchange rates decreased operat ing income by $20 mi l l - ion in 2006 as compared to
2 0 0 5 .

Our Chemical-s Segment 's operat ing income is net of  amort izat ion of
purchase account ing adjustments made in conjunct ion wi th our acquis i t ions of
interests in NL and Kronos. As a resul t ,  w€ recognize addi t ional-  depreciat ion
expense above the amounts Kronos reports separat€fy,  substant ia l ly  a l - l -  of  which
is incl-uded within cost  of  goods sol-d.  We recognized addi t ional  depreciat ion
e x p e n s e  o f  $ 1 5 . 5  m i l l i o n  i n  2 0 0 5 ,  i I 3  . 2  m i l l i o n  i n  2 0 0 5  a n d  $ 3  . 5  m i l - l - i o n  i n
2007,  wh ich  reduced our  repor ted  Chemica l -s  Segment 's  opera t ing  income as
compared to  amounts  repor ted  by  Kronos .  In  the  th i rd  quar te r  o f  2006,  cer ta in
o f  the  bas is  d i f fe rences  became fu1 ly  amor t i zed ,  and as  a  resu l t  the
amor t i za t ion  o f  our  purchase account ing  ad jus tments  was l -ower  in  2007 as
c o m p a r e d  t o  2 0 Q 6  a n d  2 0 0 5 .

Foreign Currency Exchange Rates Our Chemicals Segment has substantial
operat ions and assets l -ocated outside the United States (pr imari ly in Germany,
Belgium, Norway and Canada).  The major i ty of  sales generated from our foreign
operat ions are denominated in foreign currencies,  pr incipal ly the euro,  other
maj or European currencies and the Canadian dol- l -ar .  A port ion of  our sales
genera ted  f rom our  fo re ign  opera t ions  are  denominated  in  the  u .S .  do l - Ia r .
Cer ta in  raw mater ia ls  used wor ldwj -de ,  p r imar i l y  t i tan ium-conta in ing  feeds tocks ,
are  purchased in  U.S.  do l la rs ,  wh i le  Labor  and o ther  p roduc t ion  cos ts  a re
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purchased pr imar i l y  in  loca l  cur renc ies .  Consequent ly ,  the  t rans l -a ted  U.S.
dol- l -ar  val-ue of  our foreign sa1es and operat ing resul ts are subject  to currency
exchange rate f luctuat ions,  which may favorably or adversely impact reported
earnings and may af fect  the comparabi l i ty  of  per iod-to-per iod operat ing
resul- ts .  Overal-1,  f  luctuat j -ons in foreign currency exchange rates had the
fo l low ing  e f fec ts  on  our  Chemica ls  Segment 's  ne t  sa les  and opera t ing  income in
2OO7 and 2006 as  compared to  the  respec t ive  pr io r  year .

I nc rease  (dec rease )

Year  ended December  31,
2 0 0 5  v s .  2 0 0 6 2 0 0 6  v s .  2 0 0 7

( I n  m i L l i o n s )

Impact  on :

Net  sa l -es
Operat ing income

i 2
( 2 0 )

$ 5 s
( 4 )

Other  -  On September  22 ,  2005,  the  ch l -o r ide-process  T iO2 fac i l i t y
opera ted  by  our  SO?-owned jo in t  ven ture ,  Lou is iana P igment  Company ( "LPC") ,
temporar i ly  hal ted product ion due to Hurr icane Rita.  Al though storm damage to
core  process ing  fac i l - i t ies  was no t  ex tens ive ,  a  var ie ty  o f  fac to rs ,  inc lud ing
l -oss  o f  u t i l i t i es ,  l - im i ted  access  and ava i lab i l i t y  o f  employees  and raw
mater ia ls ,  p revented  the  resumpt ion  o f  par t ia l  opera t ions  un t i l -  Oc tober  9 ,  2005
and ful l  operat ions unt i l -  late 2005. The major i ty of  LPC's property damage and
unabsorbed f ixed costs for  per iods in which normal-  product ion 1evels were not
achieved were covered by insurance, and insurance covered our lost  prof i ts
(  subj  ect  to appl icable deduct ib l -es )  resul- t ing f  rom our share of  the l -oss of

product ion at  LPC. Both we and LPC f i led c l -a ims with our insurers.  We
recogn ized a  ga in  o f  $ r .g  mi l l ion  re la ted  to  our  bus iness  in te r rup t ion  c l -a im in
the fourth quarter of  2006, which is incLuded in other income on our
Conso l ida ted  Sta tement  o f  Opera t ions .

Out l -ook  -  We cur ren t ly  expec t  our  Chemica ls  Segment 's  opera t ing  income
i n  2 0 0 8  w i l l  b e  l o w e r  i n  2 0 0 8  c o m p a r e d  t o  t h a n  2 0 0 7 ,  d s  t h e  f a v o r a b l - e  e f f e c t s
of  ant ic ipated modest improvements in sal-es vol-ume, product ion volume and
average T iO2 se l l ing  pr ices  are  expec ted  to  be  more  than o f fse t  by  h igher
produc t ions  cos ts ,  par t i cu la r ly  raw mater iaL  and energy  cos ts  as  we l l -  as
h igher  f re igh t  cos ts  and un favorab l -e  cur rency  e f fec ts .  Our  expec ta t ions  as  to
the future of  the Tio2 industry are based upon a number of  factors beyond our
cont ro l - ,  inc lud ing  wor ldwide  growth  o f  g ross  domest ic  p roduc t ,  compet i t ion  in
the  marke tp l -ace ,  unexpected  or  ear l ie r  than expec ted  capac i ty  add i t ions  and
techno log ica l  advances .  I f  ac tua l -  deve lopments  d i f fe r  f rom our  expec ta t ions ,
our  resu l - ts  o f  opera t ions  cou ld  be  un favorab ly  a f fec ted .

Our  Chemica l -s  Segment 's  e f fo r ts  to  debot t leneck  our  p roduc t ion
fac i l i t ies  to  meet  long- te rm demand cont inue to  p rove success fu l .  Recent
debot t leneck ing  e f fo r ts  inc luded,  among o ther  th ings ,  the  add i t ion  o f
f in ish ing  capac i ty  in  the  German ch lo r ide  process  fac i l i t y  and equ ipment
upgrades and enhancements in several  locat ions to al l -ow for reduced downt ime
f o r  m a i n t e n a n c e  a c t i v i t i e s . our  p roduc t ion  capac i ty  has  inc reased by
approx imate ly  30*  over  the  pas t  ten  years  due to  debot t leneck ing  programs,
w i th  on ly  modera te  cap i ta l  expend i tu res .  We be l ieve  our  annua l  a t ta inab l -e
p r o d u c t i o n  c a p a c i t y  f o r  2 0 0 8  i s  a p p r o x i m a t e l y  5 3 2 , 0 0 0  m e t r i c  t o n s ,  w i t h  s o m e
s l igh t  add i t iona l  capac i ty  expec ted  to  be  ava i lab le  in  2009 th rough our
cont inued debot t leneck ing  e f fo r ts  .
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Component Products

The key performance
operat ing income marg in .

indicator for our Component Products Segment 1 S

Years ended December 31 % Change
2007 2 0 0 5 - 0 6  2 0 0 6 - 0 72 0 0 5-(Dorrars 2 0 0 5

in  mi l l ions)

Net sal-es
Cost  o f  goods  soLd

Gross  marg in

Operat ing income

P e r c e n t  o f  n e t  s a l - e s :
Cost  o f  goods  so ld
Gross margin
Operat ing income

$ 1 8 6 . 3
7 4 2  . 6

fi_a3- l

$  1e .3

7 7 2
232
1_0?

$ r - e 0 . 1
r 4 3  . 6

$_tsl

#  2 0 . 6

7 6 *
24*
1 1 ?

$ L 7 7  . 7
1 3 2  . 5

s  4s .2

$  1 5 . 0

7 5 *
25t^

9 t

2 Z
l-*

6 Z

7 Z

( 7 )  %
( 8 )  %

( 3 ) %

(22)  %

NeE SaLes Our Component Product Segment 's sal-es decreased in 2007 as
compared to  2006 pr imar i l y  due to  lower  sa l -es  o f  cer ta in  p roduc ts  to  the  o f f i ce
furni ture market where Asian compet i tors have establ ished sel l ing pr ices at  a
l -evel-  below which we consider woul-d return a minimal margin as wel l  as lower
order rates f rom many of  our customers due to unfavorabl-e economic condi t ions,
o f fse t  in  par t  by  the  e f fec t  o f  sa les  p r ice  inc reases  fo r  cer ta in  p roduc ts  to
mi t iga te  the  e f fec t  o f  h igher  raw mater ia1  cos ts .

Our Component Product Segment 's sal-es increased in 2005 as compared to
2005 pr imari ly due to new sal-es volumes generated from the August 2005 and
Apr i l  2006 acqu is i t ions  o f  two mar ine  component  bus inesses ,  wh ich  inc reased
sa les  by  $11.3  mi l l ion  in  2005.  Other  fac to rs  cont r ibu t ing  to  the  inc rease in
sal-es include sal-es vol-ume increases in secur i ty products resul t ing f  rom
improved demand and the favorabl-e effects of currency exchange rates on
furni ture component sal-es ,  of f  set ,  in part  by sal-es volume decreases for certain
furni ture components products due to compet i t ion f rom lower pr iced Asian
manufac turers .

Cost of  Goods SoLd Our Component Products Segment 's cost  of  sales
decreased as a percentage of  sal-es in 2007 compared to 2006, and as a resul t
gross margin increased over the same per iod.  Dur ing 2Q07, w€ exper ienced the
favorabl-e effects of an improved product mix and improvements in our operating
eff ic iency through cost reduct ions part ia l ly  of fset  by the unfavorabl-e ef fect
of  re l -at ive changes in foreign currency exchange rates,  lower sal-es to the
off ice furni ture industry due to compet i t ion f rom lower pr iced Asian
manufacturers and l-ower order rates from many of our customers due to
unfavorabl-e economic condi t ions.

Our Component Products Segment 's cost  of  saLes decreased as a percentage
of  sa l -es  in  2006 compared to  2005,  and as  a  resu l - t  g ross  marg in  inc reased over
the same per iod.  The gross margin improvement is pr imari ly due to an improved
product mix,  wi th a decl- ine in l -ower-margin furni ture components sales and an
increase in sal-es of  h igher margin secur i ty and marine component products,  as
wel l -  as a cont inued focus on reducing costs,  of fset .  in part  by higher raw
mater ia l -  costs and the unf avorabl-e ef  f  ect  of  changes in currency exchange
r a t e s .

Operat ing Income Our Component Products Segment '  s operat ing income
d e c r e a s e d  i n  2 0 0 7  d u e  t o  t h e  u n f a v o r a b l e  e f f e c t s  o f  t h e  # Z . l  m i l l - i o n  i n  c o s t s
re l -a ted  to  the  conso l ida t ion  o f  th ree  o f  Component  Produc ts  Segment 's
n o r t h e r n  I l l - i n o i s  f a c i l i t i e s  i n t o  o n e  n e w l y  c o m p l e t e d  f a c i l i t y ,  a  # 2 . 4  m i l l - i o n
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unfavorabl-e ef fect  of  re lat ive changes in foreign currency exchange rates
( i n c l u d i n g  t h e  $ t . z  m i l l i o n  i n  f o r e i g n  e x c h a n g e  L r a n s a c t i o n  l - o s s e s ) ,  a n d  t h e

e f f e c t  o f  l o w e r  s a 1 e s .

Our Component.  Products Segment. 's  gross margin and operat ing income
increased in  2006 pr imar i l y  due to  the  inc rease in  sa l -es  and the  favorab l -e
change in  p roduc t  mix ,  as  we l l -  as  decreased opera t iona l  cos ts  as  a  resu l - t  o f  a
cont inuous  f  ocus  on  red .uc ing  cos ts  across  a l i  p roduc t  l - ines ,  par t ia l l y  o f  f  se t
by the negat ive impact of  currency exchange rates an6 highlr  raw mater ia l
c o s t s .

Foreign Currency Exchange Rates our Component products Segment has
substant ia l  operat ions and assets located outsid.e the United States in Canada
and Tai-wan- The major i ty of  sal-es generated. f rom our foreign operat ions are
denominated in the U. S. dol-1ar,  wi th the rest  denominated in foreign
cur renc ies ,  p r inc ipa l l y  the  Canad ian  doL]ar  and the  New Ta iwan do l l -a r .  Most
of  our raw mater ia ls,  l -abor and other product ion costs for  our foreign
operat ions are denominated pr imari ly in l -ocal  currencies.  Consequent ly,  the
t rans la ted  U.  S .  do l - la r  va lues  o f  our  fo re ign  sa les  and opera t ing  

- resu l ts  
a re

subj ect to currency exchange rate f l-uctuations which may tavorably or
unfavorably impact reported earnings and. may af fect  comparabi l i ty  of  per iod.- to-
per iod operat ing resul- ts .  overal1,  f  l -uctuat ions in f  oreign currency exchange
rates had the fol lowing ef fects on our Component Prod.ucts Segment,  s sales and
opera t ing  income in  2OO7 and TOOG as  compared to  the  respec t ivJ  p r io r  years .

fncrease (decrease)
Year ended December 31,

2 0 0 5  v s .  2 0 0 6 2 0 0 5  v s .  2 0 0 7
( r n  m i l l i o n s )

fmpact  on :
Net  sa l_es
Operat ing income

( 1 1

( r _  .  1 )
$  . e
( 2  . 4 )

OutLook Demand is s lowing across most product segments as customers
react to the condi t ion of  the overal- l -  economy. Asian sourced. compet i t ive
pr ic ing pressures are expected. to cont inue to be a chal- lenge for us i "  Asian
manufac turers ,  par t i cu la r ly  those Located  in  Ch ina ,  ga in  share  in  cer ta in
markets.  We bel- ieve the impact of  th is environment wi l l  be mit igated through
our on-going in i t iat ives to expand. both new prod.ucts and new market
opportuni t ies.  Our strategy in responding to the compet i t ive pr ic ing pressure
has included reducing product ion costs through producC reenginelr ing,- i i rproving
manufactur ing processes through lean manufactur ing techniques and 

-moving

produc t ion  to  l -ower -cos t  fac i l i t i es ,  inc lud ing  our  own As ian-based.
manufac tur ing  fac i l i t i es .  fn  add i t ion ,  we cont inue to  deve lop  sources  fo r
l -ower cost  components for  certain product l ines to strengthen our abi l i ty  to
meet compet i t ive pr ic ing when pract ical .  We also emphasize and focus on
opportuni t ies where we can provide value-added customer support  services that
Asian-based manufacturers are general ly unable to provide.-  As a resul- t .  of
pursuing this strategy, we wi l l  forego certain segment sales in favor of
developing new products and new market opportuni t ies where we bel ieve the
combinat ion of  our cost  control  in i t iat ives and value-added approach wi l l
produce better resul- ts for  our sharehol-ders.  We also expect raw mater ia l  cosL
vol-at i l i ty  to cont inue dur ing 2008, which we may not be able to fu l1y recover
through pr ice increases or surcharges due to the compet i t ive natur l  of  the
markets we serve.
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Waste Management,

Net  sa l -es
Cost of goods sol-d

Gross margin

Operat ing l -oss

Years ended December 31,
2 0 0 5

$  e . 8
1 5  . 4

$_15_.5)

$ ( 1 2 . 1 )

2 0 0 6
( In  mi l l ions)

$ t _ 1 - . 8
1 5 . 0

iGJ)

$ (e . s )

2007

$  4 . 2
LL.7

$_l_z-5)

$  ( 1 4 . 1 )

GeneraT We cont inue to  opera te  WCS's  waste  management  fac i l i t y  on  a
re la t i ve ly  l im i ted  bas is  wh i le  we nav iga te  the  regu la to ry  l i cens ing
requ i rements  to  rece ive  permi ts  fo r  the  d isposa l  o f  byproduc t  was te  mater ia l
and fo r  a  b road range o f  Low- leve l  and mixed l -ow- l -eve l  rad ioac t ive  wastes .  We
h a v e  p r e v i o u s l y  f i l e d  l i c e n s e  a p p l i c a t i o n s  f o r  s u c h  d i s p o s a l  c a p a b i l i t i e s  w i t h
the  app l icab le  Texas  s ta te  agenc ies ,  and in  October  2007 we rece ived
not i f i ca t ion  thaE the  Texas  Commiss ion  on  Env i ronmenta l -  Qua l i t y  has  prepared a
dra f t  1 icense fo r  the  d isposa l  o f  by ; l roduc t  mater ia l -  a t  our  fac i l i t y  and made
the pre l im inary  dec is j -on  tha t  th is  l - i cense meets  a l l  s ta tu to ry  and regu la to ry
requ i rements .  We are  uncer ta in  as  to  the  length  o f  t ime i t  w i l l  take  fo r  the
dra f t  byproduc t  was te  mater iaL  l i cense to  become f ina l -  and fo r  agenc ies  to
comple te  the i r  rev iews and ac t  upon our  o ther  l - i cense app l ica t ions .  We
cur ren t ly  be l ieve  the  app l icab le  s ta te  agency  w i l l  no t  i ssue a  f ina l  dec is ion
on our  app l i ca t ion  fo r  byproduc t  was te  mater ia l  un t i l  l -a te  2008,  and we do  no t
expec t  to  rece ive  a  f ina l  dec is ion  on  our  app l i ca t ion  fo r  l -ow- leve l -  and mixed
low- l -eve l  rad ioac t ive  waste  d isposaL un t i ]  2009.  We do no t  know i f  we w i l l  be
s u c c e s s f u l -  i n  o b t a i n i n g  t h e s e  l i c e n s e s . Whi le  the  approva ls  fo r  these
l i censes  are  s t i l l  i n  p rogress ,  we cur ren t ly  have permi ts  tha t  a l low us  to
t rea t ,  s to re  and d ispose o f  a  b road range o f  hazardous  and tox ic  wastes ,  and
to t reat and store a broad range of  low-l-evel-  and mixed l -ow-level-  radioact ive
w a s t e s .

Net sa-7.es and operat ing -Loss Our Waste Management Segment '  s sal-es
decreased dur ing 2007 compared to 2006, and our Waste Management.  operat ing
l -oss  inc reased,  due to  l -ower  u t i l i za t ion  o f  our  waste  management  serv ices ,
pr imar i l y  due to  the  comple t ion  in  2006 o f  a  few pro jec ts  tha t  have no t  ye t
b e e n  r e p l a c e d  w i t h  n e w  b u s i n e s s  i n  2 0 0 7 .  O u r  W a s t e  M a n a g e m e n t  S e g m e n t ' s  s a l e s
increased in  2006 as  compared to  2005,  and our  Waste  Management  opera t ing  l -oss
decreased over  the  same per iods ,  a 's  we ob ta ined new cus tomers  and ex is t ing
cus tomers  inc reased the i r  u t i l i za t ion  o f  our  waste  management  serv ices .  We
cont inue to  seek  to  inc rease our  Waste  Management  Segment 's  sa l -es  vo l -umes f  rom
waste  s t reams permi t ted  under  our  cur ren t  l - i censes .

OutLook  We are  a lso  exp lo r ing  oppor tun i t ies  to  ob ta in  cer ta in  t14>es o f
new bus iness  ( inc lud ing  d isposa l  and s to rage o f  cer ta in  types  o f  was te)  tha t ,
i f  ob ta ined,  cou ld  he lp  to  inc rease our  Waste  Management  Segment 's  sa les ,  and
d e c r e a s e  o u r  W a s t e  M a n a g e m e n t  S e g m e n t ' s  o p e r a t i n g  l o s s ,  i n  2 0 0 8 .  O u r  a b i l i t y
to  inc rease our  Waste  Management  Segment 's  sa l -es  vo lumes th rough these waste
s t reams,  together  w i th  improved opera t ing  e f f i c ienc ies  th rough fu r ther  cos t
reduc t j -ons  and increased capac i ty  u t i l  i za t ion ,  a re  impor tan t  fac to rs  in
improving our Waste Management operat ing resul ts and cash f l -ows. Unt i l  we are
abl-e to increase our Waste Management Segment '  s sal-es volumes, w€ expect we
wi l l -  con t inue to  genera l l y  repor t  opera t ing  l -osses  in  our  Waste  Management
Segment .  Whi le  ach iev ing  inc reased sa les  vo lumes cou l -d  resu l t  in  opera t . ing
pro f i t s ,  we cur ren t ly  do  no t  be l ieve  we w i l l  repor t  any  s ign i f i can t  leve ls  o f
Wast.e Management operat ing prof  i t  unt i l -  we have obtained the l icenses
d i s c u s s e d  a b o v e .
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We be l - ieve  WCS can become a  v iab le ,  p ro f i tab le  opera t ion ,  even i f  we are
unsuccess fu l  in  ob ta in ing  a  l - i cense fo r  the  d isposa l  o f  a  b road range o f  1ow-
l-evel-  and mixed l -ow-l-evel-  radioact ive wastes.  However,  we do not know i f  we
wi l l  be  success fu l  in  improv ing  WCS's  cash f lows.  We have in  the  pas t ,  and we
may in  the  fu tu re ,  cons ider  s t ra teg ic  a l te rna t ives  w i th  respec t  to  WCS.  We
cou l -d  repor t  a  loss  in  any  such s t ra tegJ-c  t ransac t ion .

Equi ty in earnings of  TIMET As discussed in Note 3 to the Consol idated
F inanc ia l -  S ta tements ,  we comple ted  a  spec ia l  d iv idend o f  our  T IMET common
stock  on  March  26 ,  2007.  We now own approx imate ly  13  o f  T fMET's  common s tock ,
and we account  fo r  our  inves tment  in  T IMET's  common s tock  as  ava i l -ab l -e - fo r -
s a l - e  m a r k e t , a b l - e  s e c u r i t i e s  c a r r i e d  a t  f a i r  v a l - u e .  P r i o r  t o  M a r c h  3 1 ,  2 0 0 7 ,  w €
accounted  fo r  our  in te res t  in  T IMET by  the  equ i ty  method.

General Corporate Items,
Minority Int,erest,

Interest Expense, Provision for Income Taxes,

Interest  and Dividend Income A signi f icant port ion of  our interest  and
d i v i d e n d  i n c o m e  i n  2 0 0 5 ,  2 0 0 6  a n d  2 O O 7  r e l a t e s  t o  t h e  d i s L r i b u t i o n s  w e
received from The Amalgamated Sugar Company LLC and, in 2005, f rom the
in te res t  income o f  $3 .9  mi l l - ion  we earned on  our  $80 mi1 l - ion  loan to  Snake
River  Sugar  Company tha t  Snake R iver  p repa id  in  October  2005.  We recogn ized
d i v i d e n d  i n c o m e  f r o m  t h e  L L C  o f  $ 4 5 . 0  m i l ] i o n  i n  2 0 0 5 ,  $ 3 1 - . 1  m i l l i o n  i n  2 o o 5
a n d  $ Z S  .  q  m i l - l i o n  i n  2 0 0 7  .

In October 2005, w€ and Snake River amended the Company Agreement of  the
LLC pursuant to which,  among other th ings, the LLC is required to make higher
min j -mum l -eve ls  o f  d is t r ibu t ions  to  i t s  members  ( inc lud ing  us)  as  compared to
levels required under the pr ior  Company Agreement.  Under the new agreement,
we shoul-d receive annual ly aggregate distr ibut ions f rom the LLC of
a p p r o x i m a t e l y  $ 2 5 . 4  m i l l i o n . I n  a d d i t i o n ,  b e c a u s e  c e r t a i n  s p e c i f i e d
condi t ions were met dur ing the l -5-month per iod that commenced on October 1-,
2  005,  the  LLC was requ i red  to  d is t r ibu te  Eo us  an  add i t iona l -  $25 mi l l - ion
d u r i n g  t h e  1 5 - m o n t h  p e r i o d .  T h i s  d i s t r i b u t i o n  i s  i n  a d d i t i o n  t o  t h e  i 2 5 . 4
mi l l - ion  d is t r ibu t ion  no t .ed  above.  We rece ived approx imate ly  $20 mi l - l - ion  o f
th is  add i t iona l -  amount  in  the  four th  quar te r  o f  2005,  and the  remain ing  $5
mi l l ion  dur ing  2006.  We d id  no t  rece ive  s imi la r  add i t iona l -  amounts  dur ing
2Q07,  nor  do  we expec t  to  rece ive  any  add i t iona l  amount  dur ing  2008.
There fore ,  we expec t  our  in te res t  and d iv idend income f rom the  LLC in  2008
wi l l  be  s imi l -a r  to  the  amount  we rece ived in  2007.  See Notes  4  and 15  to  our
Conso l - ida ted  F inanc iaL  s ta tement .s .  Other  genera l  corpora te  in te res t .  and
d iv idend income in  2008 is  expec ted  to  be  s l igh t ly  lower  than 2007 due to
lower expected bal-ances avai- labIe f  or  j -nvestment.

Insurance Recover ies Insurance recover ies rel-ate pr imari ly to amounts
NL rece ived f rom cer ta in  o f  i t s  fo rmer  insurance car r ie rs ,  and re la te
pr inc ipa l l y  to  the  recovery  o f  p r io r  l -ead p igment  l i t iga t ion  de fense cos ts
incurred by NL. We have agreements wi th two former insurance carr iers
pursuant  to  wh ich  the  car r ie rs  re imburse  us  fo r  a  por t ion  o f  our  pas t  and
fu ture  lead p igment  l i t iga t ion  de fense cos ts ,  and the  insurance recover ies  in
2 0 0 5  ,  2 0 0 6  a n d  2 0 0 7  i n c l u d e  a m o u n t s  w e  r e c e i v e d  f r o m  t h e s e  c a r r i e r s .  W e  a r e
not  ab le  to  de termine how much we w i l l  u l t imate ly  recover  f rom the  car r ie rs
fo r  pas t  de fense cos ts  incur red  because o f  cer ta in  i ssues  tha t  a r ise  regard ing
which  pas t  de fense cos ts  qua l i f y  fo r  re imbursement .  Insurance recover ies  in
2005 and 2006 a l -so  inc lude amounts  we rece ived fo r  p r io r  1ega1 de fense and
indemnity coverage for certain of  our environmental  expendi tures.  We do noL
expect  to  rece ive  any  fu r ther  mater ia l  insurance se t t l -ements  re la t ing  to
env i ronmenta l  remed ia t ion  mat te rs .

Whi le  we cont inue to  seek  add i t iona l -  insurance recover ies  f  o r  l -ead
p igment  and asbes tos  l i t iga t ion  mat t .e rs ,  w€ do  no t  know i f  we w i l l  be
success fu l  in  ob ta in ing  re imbursement  fo r  e i ther  de fense cos ts  o r  indemni ty .
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We have not considered any addi t ional-  potent ia l  insurance recover ies in
determin ing  accrua ls  fo r  lead  p igment  l i t iga t ion  mat te rs .  Any  add i t iona l
insurance recover ies wou1d be recognized when the receipt  is  probable and the
amount  i s  de terminab l -e .  See Note  I7  to  our  Conso l - ida ted  F inanc ia l  S ta tements .

Secur i t res  Transac t ions  Net  secur i t ies  t ransac t ions  ga ins  in  2005
r e l a t e  p r i n c i p a l l y  t o  a  $ t + . 1  m i l l i o n  p r e - t a x  g a i n  r e l a t e d  t o  N L ' s  s a l - e s  o f
shares  o f  Kronos  common s tock  in  marke t  t ransac t ions  and a  $5 .4  p re- tax
mi l - l - ion  ga in  re l -a ted  to  Kronos '  sa l -e  o f  i t s  pass ive  in te res t  in  a  Norweg ian
smelt ing operat ion,  which had a nominal  carry ing value for f inancial-  report ing
purposes .  See Note  15  to  our  Conso l - ida ted  F inanc ia l -  S ta tements .

Otrher general  corporate income jEems The gain on disposal  of  f ixed
assets  in  2006 re l -a tes  to  the  sa le  o f  cer ta in  l -and in  Nevada tha t  was  no t
assoc ia ted  w i th  any  o f  our  opera t ions . NL has  cer ta in  rea l  p roper ty ,
including some subject  to environmental-  remediat ion,  which might be sold in
the  fu tu re  fo r  a  n ro f i t
S t a t e m e n t s .

Corporate Expenses, Net

See Note  15  to  our  Conso l ida ted  F inanc ia l

Corpora te  expenses  were  f la t  in  2005 as
compared to  2005 as  h igher  l i t iga t ion  and env i ronmenta l  expenses  a t  NL were
of fse t  by  lower  env i ronmenta l  and pens ion  expenses  fo r  o ther  subs id ia r ies .
Corpora te  expenses  were  $+.0  mi l1 ion  h igher  in  2007 as  compared to  2005 due to
h igher  env i ronmentaL and l i t iga t ion  expenses  a t  NL,  wh ich  were  o f fse t  somewhat
by  lower  pens ion  expenses  fo r  o ther  subs id ia r ies .

We expect corporate expenses in 2008 wi l l  be somewhat l -ower as compared
to 2007, in part  due to s l ight ly lower expected legaI and environmental-
expenses at  NL. However,  obl igat ions for  environmental-  remediat ion costs are
d i f  f  i c u l - t  t o  a s s e s s  a n d  e s t i m a t e ,  a n d  i t  i s  p o s s i b l e  t h a t  a c t u a l -  c o s t s  f  o r
env i ronmenta l  remed ia t ion  w i l l  exceed accrued amounts  o r  tha t  cos ts  w i l l  be
incur red  in  the  fu tu re  fo r  s i tes  in  wh ich  we cannot  cur ren t ly  es t imate  the
l iab i l i t y .  I f  these events  were  to  occur  dur ing  2008,  our  corpora te  expenses
wou ld  be  h igher  than our  cur ren t  es t imates .  See Note  17  to  our  Conso l ida ted
F inanc ia l -  S ta tements  .

Loss on Prepayment.  of  Debt In Apr i l  2006, w€ issued our euro 400
mi l I ion  aggregate  pr inc ipa l  amount  o f  5 .58  Sen ior  Secured Notes  due 2073,  and
used the  proceeds to  redeem our  euro  375 mi l - l ion  aggregate  pr inc ipa l  amount  o f
8 . 8 7 5 ?  S e n i o r  S e c u r e d  N o t e s  i n  M a y  2 0 0 5 .  A s  a  r e s u l - t  o f  t h i s  p r e p a y m e n t ,  w e
r e c o g n i z e d  a  $ 2 2 . 3  m i l l i o n  p r e - t a x  j - n t e r e s t  e x p e n s e  c h a r g e  i n  2 0 0 6 ,
represent ing  the  ca l - l -  p remium on the  o ld  Notes  and the  wr i te -o f f  o f  de fer red
f inanc ing  cos ts  and the  ex is t ing  unamor t i zed  premium on the  o ld  Notes .  See
Note  9  to  our  Conso l - ida ted  F inanc ia l  S ta tements .  The annua l -  in te res t  expense
on the  new 5 .5*  Notes  is  approx imate ly  euro  6  mi l - l - ion  less  than on  the  o ld
8 . 8 7 5 t  N o t e s .

Interest  Expense We have a s igni f icant amount of  indebtedness
denominat.ed in the euro,  pr imari  Iy t .hrough our subs id iary Kronos
In te rna t iona l - ,  Inc  .  (  "K f  I "  )  .  F rom 2  005 un t i l -  May 2006,  K I I  had euro  375
mi lL ion  aggregate  pr inc ipa l  amount  o f  8 .875? Sen ior  Secured Notes  ou ts tand ing .
KI I  has  had euro  400 mi l l - ion  aggregate  pr inc ipa l  amount  o f  6 .52  Sen ior  Secured
Notes  ou ts tand ing  s j -nce  Apr i l  2006.  The in te res t  expense we recogn ize  on
these f i xed  ra te  Notes  w i l l  vary  w i th  f luc tua t ions  in  the  euro  exchange ra te .
See a l -so  I tem 7A,  "Quant i ta t i ve  and Qua l i ta t i ve  D isc l -osures  About .  Marke t
R i s k .  "

I n t e r e s t  e x p e n s e  d e c r e a s e d  s l i g h t l y  t o  $ 6 4 . 4  m i l - l - i o n  i n  2 0 0 7  f r o m  $ 6 7 . 5
mi l l - ion  in  2006.  In te res t  expense was l -ower  in  2007 because we rep laced the
8 . 8 7 5 3  S e n i o r  S e c u r e d  N o t e s  w i t h  5 . 5 ?  S e n i o r  S e c u r e d  N o t e s  d u r i n g  t h e  s e c o n d
quar te r  o f  2006 o f fse t  by  the  e f fec t  o f  hav ing  bo th  no tes  ou ts tand ing  dur ing
May 2006.  Th is  in te res t  sav ings  wh ich  was par t ia l l y  o f fse t  by  un favorab l -e
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changes in  cur rency  exchange ra tes  in  2OO7 compared to  2005.  The in te res t
expense we recogn ize  on  our  Sen ior  Secured Notes  w i l l  vary  w i th  f l -uc tua t ions
in  the  euro  exchange ra te .  fn  the  four th  quar te r  o f  2007,  CompX issued a
$ 5 2  . 5  m i l l i o n  p r o m i s s o r y  n o t e  w h i c h  b e a r s  i n t e r e s t  a t  L I B O R  p l u s  l - t .  S e e  N o t e
9  to  our  Conso l ida ted  F inanc ia l -  S ta tements .

f n t e r e s t  e x p e n s e  d e c r e a s e d  s l i g h t l y  f r o m  2 0 0 5  t o  2 0 0 6 ,  f r o m  5 6 9 . 2
m i l - l - i o n  i n  2 0 0 5  t o  # 6 7 . 6  m i l l i o n  i n  2 0 0 6 .  I n t e r e s t  e x p e n s e  w a s  l o w e r  i n  2 0 0 6
a s  t h e  d e c r e a s e d  i n t e r e s t  r a t e  o n  t h e  n e w  5 . 5 t  N o t e s  o f f s e t  t h e  e f f e c t  o f  t h e
30 days  o f  in te res t  expense in  Apr i l  2006 when bo th  i ssues  o f  the  Sen ior
Secured Notes were outstanding and the ef fect  of  changes in currency exchange
r a t e s .

Assuming currency exchange rates do not change signi f icant ly f rom their
cur ren t  leve Is ,  we expec t  in te res t  expense w i l l  be  h igher  in  2008 as  compared
to 2007 in part  due to the new promissory note CompX issued to TIMET in the
f o u r t h  q u a r t e r  o f  2 0 Q 7 .

Provis ion for Income Taxes We recognized income tax expense of  $ l -04.5
m i l - l i o n  i n  2 0 0 5 ,  $ 6 3  . 8  m i l l i o n  i n  2 0 0 6  a n d  $ 1 0 3  . 2  m i l - I i o n  i n  2 0 0 7 .  S e e  N o t e
L2 to  our  Conso l - ida ted  F inanc ia l -  S ta tements  fo r  a  tabu la r  reconc iL ia t ion  o f
our st .atutory tax expense to our actual  tax expense. Some of the more
s ign i f i can t  i tems impact ing  th is  reconc i l - ia t ion  are  summar ized be low.

Our  p rov is ion  fo r  income taxes  in  2007 inc l -udes :
o  a  charge o f  $87 .4  mi l - l - ion  re l -a ted  to  the  reduc t ion  o f  our  ne t

deferred income tax asset in Germany resul t ing f rom the reduct ion in
the i r  income tax  ra tes ;

o  a  c h a r g e  o f  $ 8 . 7  m i l l - i o n  r e l - a t e d  t o  t h e  a d j u s t m e n t  o f
income tax  a t t r ibu tes ;  and

o a  $3  .8  mi l - l - ion  benef  i t  resu l t ing  f  rom a  ne t  reduc t ion
f o r  u n c e r t a i n  t a x  p o s i t i o n s .

Our  income tax  expense in  2006 inc l -udes :
o  a n  i n c o m e  t a x  b e n e f  i t  o f  $ Z t . l  m i ] l - i o n  r e l - a t e d  t o  a n  i n c r e a s e  i n  t h e

amount of  our German trade tax net operat ing loss carryforward, ds a
resu l t  o f  the  reso lu t ion  o f  cer ta in  income tax  aud i ts  in  Germany;

.  a n  i n c o m e  t a x  b e n e f i t  o f  $ 1 0 . 4  m i ] L i o n  p r i m a r i l y  r e s u l - t i n g  f r o m  t h e
reduct ion in our income tax cont ingency reserves rel-ated to favorabl-e
developments of  income tax audi t  issues in Be1gium, Norway and
Germany;

o  a n  i n c o m e  t a x  b e n e f i t  o f  $ f .  a
resol-ut ion of  certain income t .ax
and

o a  $1 .3  mi l - l - ion  benef  i t  resu l t ing  f  rom the  enac tment  o f  a  reduc t i -on  in
Canad ian  income tax  ra tes .

Our  i ncome  tax  expense  i n  2005  i nc l - udes :

o  an  i ncome  tax  bene f  i t  o f  $11 .5  m i l - l - i on  re l a ted  t o  t he  f  avo rab l -e
e f f ec t s  o f  deve lopmen ts  w i t h  respec t  t o  ce r ta i n  non -U .S .  i ncome  tax
aud i t s  o f  K ronos ,  p r i nc i pa l l y  i n  Be lg ium and  Canada ;

o  an  i ncome  tax  bene f  i t  o f  $7 .0  m i l ] i on  re l - a ted  t o  t he  f  avo rab l -e  e f  f  ec t
o f  deve lopmen ts  w i t h  respec t  t o  ce r ta i n  i ncome  tax  i t ems  o f  NL ;

o  a  $ l - 7 .5  m i l - l - i on  p rov i s i on  f o r  i ncome  Laxes  re l - a ted  t o  t he  l oss  o f
cer ta in  income tax a t t r ibutes o f  Kronos in  Germany;  and

o  a  p rov i s i on  f o r  i ncome  taxes  o f  $9 .0  m i ] l i on  re l - a ted  t o  a  change  i n
CompX 's  pe rmanen t  r e i nves tmen t  conc lus ion  rega rd ing  ce r ta i n  o f  i t s
n o n - U . S .  s u b s i d i a r i e s .

cer ta in  German

in our  reserve

mi l l ion  re l -a ted  to  the  f  avorab l -e
aud i t  i ssues  in  Germany and Be lg ium;
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In  add i t ion ,  as  d iscussed in  Note  l -  to  our  Conso] ida ted  F inanc ia l -
S ta tements ,  we recogn ize  de fer red  income taxes  w i th  respec t  to  the  excess  o f
the f inancial  report ing carry ing amount over the income tax basis of  our
direct  investment in Kronos. The amount of  such deferred income taxes can
vary f rom per iod to per iod and have a s igni f icant impact on our overal1
e f fec t i ve  income tax  ra te .  The aggregate  amount  o f  such de fer red  income taxes
i n c l u d e d  i n  o u r  p r o v i s i o n  f o r  i n c o m e  t a x e s  w a s  $ l - 0 . 4  m i l - l i o n  i n  2 0 0 5  a n d  $ l - 3 . 8
mi l - l - ion  in  2006,  and our  p rov is ion  f  o r  income taxes  in  2007 inc luded a
d e f e r r e d  i n c o m e  t a x  b e n e f i t  o f  S l - 3 . 9  m i l l i o n  a s s o c i a t e d  w i t h  o u r  i n v e s t m e n t  i n
Kronos .

Minor i ty Interest  in Cont inuing Operat. ions Minor i ty interest  in
e a r n i n g s  ( L o s s e s )  d e c l i n e d  f r o m  a  c o s t  o f  $ l - 2 . 0  m i l - l i o n  i n  2 0 0 6  t o  a  b e n e f i t  o f
$3.5 mi l l ion in 2007 due to a l -osses at  Kronos and NL and lower income at
CompX. Dur ing October 2007, our ownership interest  in CompX increased to
approximately 852; and as a resu1t our minor i ty interest  in CompX's earnings
decreased beginning in the fourth quarter of  2007. See Notes 3 and 13 Lo the
Conso l - ida ted  F inanc ia l  S ta tements .

Minor i ty  in te res t  in  earn ings  inc reased s l igh t ly  f rom a  cos t  o f  $ l -1 .6
m i l l i o n  i n  2 0 0 5  t o  $ 1 2 . 0  m i l l i o n  i n  2 0 0 6 .  T h i s  i n c r e a s e  i s  d u e  t o  h i g h e r
earnings at  CompX and Kronos. These increases were most ly of fset  by an
increase in our ownership percentage of  Kronos and CompX in 2006 as compared to
2005 through our purchases of  their  common stock throughout 2005 and 2006 as
wel l -  as by l -ower j -ncome at NL. In addi t ion,  see Note l -3 to our Consol idated
Financial-  Statements .

Rel-ated Party Transact ions We are a party to certain t ransact ions wi th
re la ted  par t ies .  See Note  L6  to  our  Conso l - ida ted  F inanc ia l -  S ta tements .

Assumptions on defined benefit, pension plans and OPEB plans.

Def ined benef i t  pension p7ans. We maintain var ious def ined benef i t
p e n s i o n  p l a n s  i n  t h e  U . S . ,  E u r o p e  a n d  C a n a d a .  S e e  N o t e  1 1  t o  o u r  C o n s o l - i d a t e d
F i n a n c i a l  S t a t e m e n t s .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  t h e  p r o j e c t e d  b e n e f i t  o b l i g a t i o n s
f o r  a l l  d e f i n e d  b e n e f i t  p l a n s  c o m p r i s e d  $ 8 7 . 4  m i l l i o n  r e l - a t e d  t o  U . S .  p l a n s
a n d  $ 4 5 0 . 7  m i l l - i o n  r e l - a t e d  t o  f o r e i g n  p l a n s .  S u b s t a n t i a f  l y ,  a l - l -  o f  t h e
pro jec ted  benef i t  ob l iga t ions  a t t r ibu tab l -e  to  fo re ign  p lans  re l -a ted  to  p lans
main ta ined by  Kronos ,  and approx imate ly  L6Z,  482 and 36 t  o f  t .he  pro jec ted
b e n e f i t  o b l i g a t i o n s  a t t r i b u t a b l - e  t o  U . S .  p l a n s  r e l a t e d  t o  p l a n s  m a i n t a i n e d  b y
Kronos ,  NL, and Medite Corporat ion ,  a f  ormer bus j -ness uni t  of  Valhi  ( the

"Med i te  p1an"  )  .

We account  fo r  our  de f ined benef i t  pens ion  p lans  us ing  SFAS No.  87 ,
EmpToyer 's Account ing for  Pensionst as amended by SFAS No. 158 ef fect ive
D e c e m b e r  3 1 ,  2 0 0 6 .  U n d e r  S F A S  N o .  8 7 ,  w e  r e c o g n i z e  d e f i n e d  b e n e f i t  p e n s j - o n
p lan  expense and prepa id  and accrued pens ion  cos ts  based on  cer ta in  ac tuar ia l
assumpt ions ,  p r inc ipa l l y  the  assumed d iscount  ra te ,  the  assumed long- te rm ra te
o f  re tu rn  on  p lan  assets  and the  assumed j .nc rease in  fu tu re  compensat ion
l -eve l -s .  Upon adopt ion  o f  SFAS No.  1 -58  e f  fec t i ve  December  31 ,  2005,  w€
recogn ize  the  fu l l  funded s ta tus  o f  our  de f ined benef i t  pens ion  p lans  as
e i t h e r  a n  a s s e t  ( f o r  o v e r f u n d e d  p l a n s )  o r  a  l i a b i l i t y  ( f o r  u n d e r f u n d e d  p l a n s )
in  our  Conso l ida ted  Ba lance Sheet .

We recogn ized conso l - ida ted  de f ined benef i t  pens ion  p lan  expense o f  $1-3 .1
m i l - l - i o n  i n  2 0 0 5 ,  $ 1 5 . 0  m i l - l - i o n  i n  2 0 0 6  a n d  $ l - 5 . 6  m i l l - i o n  i n  2 0 0 7 .  T h e  a m o u n t
o f  fund ing  requ i rements  fo r  these de f ined benef i t  pens ion  p lans  is  genera l l y
based upon app l icab le  regu la t ions  (such as  ERf  SA in  the  U.  S .  )  ,  and w i l l
genera l l y  d i f fe r  f rom pens ion  expense recogn ized under  SFAS No.  87  fo r
f inanc ia l -  repor t ing  purposes .  We made cont r ibu t ions  to  a l l  o f  our  de f ined
b e n e f  i t  p e n s i o n  p l a n s  o f  $ 1 9 . 2  m i l - l i o n  i n  2 0 0 5 ,  $ 2 8 . 1  m i l - l - i o n  i n  2 0 0 6  a n d
$ 2 8 . 0  m i l l - i o n  i n  2 0 0 7  .
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The d iscount  ra tes  we u t i l - i ze  fo r  de termin ing  de f ined benef i t  pens ion
expense and the  re l -a ted  pens ion  ob l iga t ions  are  based on  cur ren t  in te res t
rates earned on long-term bonds that receive one of  the two highest rat ings
given by recognized rat . ing agencies in t .he appl icable country where the
def ined benef i t  pens ion  benef i t s  a re  be ing  pa id .  In  add i t ion ,  we rece ive
adv ice  about  appropr ia te  d iscount  ra tes  f rom our  th i rd -par ty  ac tuar ies ,  who
may in  some cases  u t i l - i ze  the i r  own marke t  ind ices .  We ad jus t  these d iscount
ra tes  as  o f  eaeh va lua t ion  da te  (December  31" '  fo r  a l l  p lans  beg inn ing  in
2007 )  to  re f l -ec t  the  then-cur ren t  in te res t  ra tes  on  such long- te rm bonds.  We
use these d iscount  ra tes  to  de termine the  ac tuar ia l -  p resent  va l -ue  o f  the
pens ion  ob l iga t ions  as  o f  December  31" '  o f  tha t  year .  We a lso  use  these
d iscount  ra tes  to  de termine the  in te res t  component  o f  de f ined benef i t  pens ion
expense fo r  the  fo l low ing  year .

A p p r o x i m a t . e l y  6 2 2 ,  1 8 3 ,  l - 3 t  a n d  3 t  o f  t h e  p r o j e c t e d  b e n e f i t  o b l i g a t i o n s
at t r ibu tab l -e  to  p lans  main ta ined by  Kronos  a t  December  31 ,  2007 re la ted  to
p lans  in  Germany,  Canada,  Norway and the  U.S. ,  respec t ive ly .  The Med i te  p lan
and NI - , '  s  p lans  are  a l l  in  the  U.  S  .  We use severa l -  d i f  f  e ren t  d iscount  ra te
assumpt ions  in  de termin ing  our  conso l - ida ted  de f ined benef i t  pens ion  p lan
ob l iga t ions  and expense because we main ta in  de f ined benef i t  pens ion  p lans  in
severa l  d i f fe ren t  count r ies  in  Nor th  Amer ica  and Europe and the  in te res t  ra te
environment di f fers f rom country to country.

We used the  fo l low ing  d iscount  ra tes  fo r  our  de f ined benef i t  pens ion
p l a n s :

Discount  ra tes  used fo r :
Ob l iga t ions  a t

December  31 ,  2005
and expense in 2006

Obl igat ions
December 31,

and expense in

Obl iga t ions  a t
December 3L, 2007

and expense in  2008

s .5 *
5 . 3
5 . 5
6 . L
5 . 4

a t
2 0 0 6

2 0 0 7

Kronos and NL p lans :
Germany
Canada
Norway
U . S .

M e d i t e  p l a n

4  . 0 2
5 . 0
4 . 5
5 . 5
5 . 5

4  . 5 +
5 . 0
4 . 8
5 . 8
5 . 8

The assumed long- te rm ra te  o f  re tu rn  on  p lan  assets  represents  the
est imated average rate of  earnings we expect to be earned on the funds
inves ted  or  to  be  inves ted  in  the  p lans '  asse ts  p rov ided to  fund the  benef i t
payments  inherent  in  the  pro jec ted  benef i t  ob l iga t ions .  Un l - i ke  the  d iscount
ra te ,  wh ich  is  ad jus ted  each year  based on  changes in  cur ren t  long- te rm
i n t e r e s t  r a t e s ,  t h e  a s s u m e d  l o n g - t e r m  r a t e  o f  r e t u r n  o n  p l a n  a s s e t s  w i l l  n o t
necessar i l y  change based upon the  ac tua l ,  shor t - te rm per fo rmance o f  the  p lan
assets  in  any  g iven year .  Def ined benef i t  pens ion  expense each year  i s  based
upon the  assumed long- te rm ra te  o f  re tu rn  on  p lan  assets  fo r  each p lan  and the
ac tua l -  f  a i r  va l -ue  o f  the  p lan  assets  as  o f  the  beg inn ing  o f  the  year .
D i f fe rences  be tween the  expec ted  re tu rn  on  p lan  assets  fo r  a  g iven year  and
the  ac tua l  re tu rn  a re  de fer red  and amor t i zed  over  fu tu re  per iods  based e i ther
upon the  expec ted  average remain ing  serv ice  l i fe  o f  the  ac t ive  p lan
par t i c ipants  ( fo r  p lans  fo r  wh ich  benef i t s  a re  s t i l l  be ing  earned by  ac t ive
employees) or the average remaining l i fe expectancy of  the inact ive
par t i c ipants  ( fo r  p lans  fo r  wh ich  benef i t s  a re  no t  s t i l l  be ing  earned by
a c t i v e  e m p l o y e e s ) .

A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  t h e  f  a i r  v a l - u e  o f  p l a n  a s s e t s  f  o r  a l l -  d e f  i n e d
b e n e f  i t  p l a n s  c o m p r i s e d  $ 1 3 3  . 1  m i l - l - i o n  r e l - a t e d  t o  U .  S .  p l a n s  a n d  $ 3 1 - 2 . 3
m i l " l i o n  r e l a t e d  t o  f o r e i g n  p 1 a n s .  A 1 1  o f  s u c h  p l a n  a s s e t s  a t t r i b u t a b l e  t o
f  oreign plans rel-ated to plans maintained by Kronos, and approximat.ely LsZ ,
442 and 4L+ o f  the  p lan  assets  a t t . r ibu t .ab l -e  to  U.S.  p lans  re l -a ted  to  p lans
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main ta ined by  Kronos ,  NL and the  Med i te  p lan ,  respec t ive ly .  Approx imate ly
5 0 t ,  2 3 2 ,  1 8 8  a n d  6 *  o f  t h e  p l a n  a s s e t s  a t t r i b u t a b l e  t o  p l a n s  m a i n t a i n e d  b y
Kronos at  December 31, 2007 rel-ated to plans in Germany, Canada, Norway and
t h e  U . S . ,  r e s p e c t i v e l y .  W e  u s e  s e v e r a l  d i f f e r e n t  l o n g - t e r m  r a t e s  o f  r e t u r n  o n
p lan  asset  assumpt ions  in  de termin ing  our  conso l ida ted  de f ined benef i t  pens ion
p lan  expense because we main ta in  de f ined benef i t  pens ion  p lans  in  severa l
d i f fe ren t  count r ies  in  Nor th  Amer ica  and Europe,  the  p lan  assets  in  d i f fe ren t
count r j -es  a re  inves ted  in  a  d i f fe ren t  mix  o f  inves tments  and the  long- te rm
ra tes  o f  re tu rn  fo r  d i f fe ren t  inves tments  d i f fe rs  f rom count ry  to  count ry .

In  de termin ing  the  expec ted  long- te rm ra te  o f  re tu rn  on  p lan  asset
a s s u m p t i o n s ,  w €  c o n s i d e r  t h e  l o n g - t e r m  a s s e t  m i x  ( e . g .  e q u i t y  v s .  f i x e d
income)  fo r  the  assets  fo r  each o f  i t s  p lans  and the  expec ted  long- te rm ra tes
o f  re tu rn  fo r  such asset  components .  In  add i tJ -on ,  we rece ive  adv ice  about
appropr ia te  long- te rm ra tes  o f  re tu rn  f rom our  th i rd -par ty  ac tuar ies .  Such
assumed asset  mixes  are  summar ized be ]ow:

D u r i n g  2 0 0 7 ,  s u b s t a n t i a l l y  a l l  o f  t h e  K r o n o s ,  N L  a n d  M e d i t e  p l a n ,  d s s e t s
in  the  U.S.  were  inves ted  in  The Combined Master  Ret i rement  Trus t
( *CMRT" ;  ,  a  co l - l -ec t i ve  inves tment  t rus t .  sponsored by  Cont ran  to  permi t
the  co l lec t i ve  inves tment  by  cer ta in  master  t rus ts  wh ich  fund cer ta in
employee benef i t s  p lans  sponsored by  Cont ran  and cer ta in  o f  i t s
a f  f  i l - ia tes  .  Haro ]d  C.  S immons is  the  so l -e  t rus tee  o f  the  CMRT.  The
CMRT's  long- te rm inves tment  ob jec t ive  is  to  p rov ide  a  ra te  o f  re tu rn
exceed ing  a  compos i te  o f  b road marke t  equ i ty  and f i xed  income ind ices
( i n c l u d i n g  t h e  s & P  5 0 0  a n d  c e r t a i n  R u s s e l l  i n d i c e s ) ,  w h i l e  u t i l l - z i n g

both th i rd-party investment managers as wel- l  as investments directed by
Mr.  Simmons. Dur ing the 1-9-year history of  the CMRT through December
31,  2007,  the  average annua l -  ra te  o f  re tu rn  o f  the  CMRT (exc lud ing  the
CMRT's investment.  in TIMET common stock) has been approximately L4+
( inc lud ing  a  L7Z re tu rn  dur ing  2006 and an  l - l - t  re tu rn  dur ing  2007) .

In  Germany,  the  compos i t ion  o f  our  p lan  assets  i s  es tab l i shed to  sa t is fy
the requirements of  the German insurance commissj-oner.
In  Canada,  w€ cur ren t ly  have a  p lan  asset  ta rge t  a l - l -oca t ion  o f  50 t  to
e q u i t y  s e c u r i t i e s  a n d  4 0 t  t o  f i x e d  i n c o m e  s e c u r i t i e s ,  w i t h  a n  e x p e c t e d
long-term rate of  return for  such investments to average approximately
L25 bas is  po in ts  above the  app l icab le  equ i ty  o r  f i xed  income index .
In Norway, w€ current ly have a plan asset target al- locat ion of  1-42 to
equ i ty  secur i t ies ,  642 to  f i xed  income secur i t ies  and the  remainder
pr imar i l y  to  cash and l iqu id  inves tments .  The expec ted  long- te rm ra te
o f  r e t u r n  f o r  s u c h  i n v e s t m e n t s  i s  a p p r o x i m a t e l y  8 . 5 ? ,  5 . 0 t  a n d  4 . 5 2 ,
r e s p e c t i v e l y .
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Our  pens ion  p lan
were  as  fo l - lows:

weighted average a s s e t a l l oca t i ons  by  asse t  ca tego ry

December 31 2 0 0 5

E q u i t y  s e c u r i t i e s  a n d  l i m i t e d
par tnersh ips

F ixed income secur i t ies
R e a l  e s t a t e
Cash,  cash equ iva len ts  and o ther

Tota l

Equ i ty  secur i t ies  and l im i t .ed
par tnersh ips

F ixed income secur i t ies
Rea l -  es ta te
Cash,  cash equ iva len ts  and o ther

CMRT

9 7 2
2
1

l_Q_Q.t

Germany

232
4 8
1_4
1 5

1 ! 9 3

December 31

Canada Norway

r-3 3
6 4

2 3

r _ 0 0 t

6 6 2
3 2

2

_1_Q_q?

2007
EMRT

9 8 t

z

r _ 0 0 ?

Germany

2 8 *
4 9
T 2
1_1

lQ_q?

Canada

6 0 t
3 4

o

1q_Q 8

Norway

1 8 ?
5 8

1 4

1 0 0 tTota l -

We regu lar ly  rev lew our  ac tua l -  asse t  a l - ]oca t ion  fo r  each
per iod ica l l y  reba lance the  inves tments  in  each p lan  to  more
the  ta rge ted  a1 loca t ion  when cons idered appropr ia te .

The assumed long- te rm ra tes  o f  re tu rn  on  p lan  assets
o f  d e t e r m i n i n g  n e t  p e r i o d  p e n s i o n  c o s t .  f o r  2 0 0 5 ,  2 0 0 6
fo l - l -ows:

o f  our  p lans ,  and
a c c u r a t e l y  r e f l e c t

used fo r  purposes
a n d  2 0 0 7  w e r e  a s

2 0 0 5 2 0 0 6

the  same long- te rm ra tes
u s e d  i n  2 0 0 7  f o r  p u r p o s e s
e x p e n s e .

2007

5 . 8 8
6 . 8
5 . 5

1 0 . 0
1 0 . 0

of return on
of  de termin ing

Kronos  and NL p lans :
Germany
Canada
Norway
U . S .

Med i te  p lan

We cur ren t ly  expec t  to  u t i l_ ize
p l a n  a s s e t  a s s u m p t i o n s  i n  2 0 0 8  a s  w e
o u r  2 0 0 8  d e f i n e d  b e n e f i t  p e n s i o n  p l a n

s .  s t
7 . 0
5 . 5

r - 0 . 0
1 0 . 0

5 . 3 ?
t . v

6 . 5

1 0 . 0
1 0 . 0

To the  ex ten t  tha t  a  p lan 's  par t i cu la r  pens ion  benef i t  fo rmula
ca lcu la tes  the  pens ion  benef i t  in  who le  o r  in  par t  based upon fu tu re
compensat ion  Ieve ls ,  the  pro jec ted  benef i t  ob l iga t ions  and the  pens i -on  expense
wi l l  be  based in  par t  upon expec ted  inc reases  in  fu tu re  compensat ion  leve ls .
For  a l l  o f  our  p lans  f  o r  wh ich  the  benef  i t  f  o rmu]a  is  so  ca ]cu la ted ,  we
genera l l y  base the  assumed expec ted  inc rease in  fu tu re  compensat ion  leve1s  on
the  average long- te rm in f la t ion  ra tes  fo r  the  app l icab l -e  count ry .

In  add i t ion  to  the  ac tuar ia l -  assumpt ions  d iscussed above,  because Kronos
m a i n t a i n s  d e f i n e d  b e n e f i t  p e n s i o n  p l a n s  o u t s i d e  t h e  U . S . ,  t h e  a m o u n t s  w e
recogn ize  fo r  de f ined benef i t  pens i -on  expense and prepa id  and accrued pens ion
costs wi l l  vary based upon relat ive changes in foreign currency exchange
r a t e s .
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As d iscussed above,  dssumed d iscount  ra tes  and ra tes  o f  re tu rn  on  p lan
assets  a re  re -eva l -ua ted  annua l ly .  A  reduc t ion  in  the  assumed d iscount  ra te
genera l l y  resu l - ts  in  an  ac tuar ia l  l -oss ,  ds  the  ac tuar ia l l y -de termined present
va lue  o f  es t imated  fu tu re  benef i t  payments  w i l l  inc rease.  Converse ly ,  an
increase in  the  assumed d iscount  ra te  genera l l y  resu l - ts  in  an  ac tuar ia l -  ga in .
In  add i t ion ,  an  ac tua l  re tu rn  on  p lan  assets  fo r  a  g iven year  tha t  i s  g rea ter
than the  assumed re tu rn  on  p lan  assets  resu l - ts  in  an  ac tuar ia l -  ga in ,  wh i le  an
ac tua l  re tu rn  on  p lan  assets  tha t  i s  Less  than the  assumed re tu rn  resu l ts  in
an  ac tuar ia l -  l -oss .  Other  ac tua l -  ou tcomes tha t  d i f  f  e r  f  rom prev ious
assumpt ions ,  such as  ind iv idua l -s  l i v ing  longer  o r  shor te r  than assumed in
mor ta l i t y  tab les ,  wh ich  are  a l -so  used to  de termine the  ac tuar ia l l y -deLermined
present  va l -ue  o f  es t imated  fu tu re  benef i t  payments ,  changes in  such mor ta l i t y
tab1e themse l -ves  or  p lan  amendments ,  w i l l  aLso resu l - t  in  ac tuar ia l -  l -osses  or
ga ins  .  Upon adopt ion  o f  SFAS No .  1 -5  8  e f  f  ec t i ve  December  31  ,  2006,  these
amounts are recognized in other comprehensive income. In  add i t ion ,  any
actuar ia l -  gains generated in f  uture per iods woul-d reduce the negat ive
amor t i za t ion  e f  f  ec t  inc l -uded in  earn ings  o f  any  cumula t ive  unrecogn ized
ac tuar ia l -  l -osses ,  wh i le  any  ac tuar ia l -  l -osses  genera ted  in  fu tu re  per iods  wou l -d
reduce the  favorab le  amor t i za t ion  e f fec t  inc luded in  earn ings  o f  any
cumula t ive  unrecogn ized ac tuar iaL  ga ins .

Dur ing  2007,  our  de f ined benef i t  pens ion  p lans  genera ted  a  ne t  ac tuar j -a l -
g a i n  o f  $ 6 9  .  5  m i l l i o n .  T h i s  a c t u a r i a l  g a i n ,  r e s u l - t e d  p r i m a r i l y  f  r o m  t h e
genera l  overa l l -  inc rease in  the  assumed d iscount  ra tes  f rom 2006 to  2007,
o f fse t  in  par t  by  an  expec ted  re tu rn  on  p lan  asset .s  in  excess  o f  the  ac tua l -
r e t u r n .

Based on  the  ac tuar ia l  assumpt ions  descr ibed above and our  cur ren t
expectat ions for  what actual-  average foreign currency exchange rates wi l l  be
dur ing  2008,  w€ cur ren t ly  expec t  our  aggregate  de f ined benef i t  pens ion  expense
wi l l  approx imate  $10 mi l - l - ion  in  2008.  In  compar ison,  we cur ren t ly  expec t  to
be requ i red  to  make approx imate ly  $28 mi l l - ion  o f  aggregate  cont r ibu t ions  to
s u c h  p l a n s  d u r i n g  2 0 0 8 .

As  no ted  above,  de f ined benef i t  pens ion  expense and the  amounts
recogn ized as  prepa id  and accrued pens ion  cos ts  a re  based upon the  ac tuar ia l
assumpt ions  d iscussed above.  We be l ieve  a l l  o f  the  ac tuar ia l -  assumpt ions  used
are reasonabl-e and appropr iate.  I f  Kronos and NL had l -owered the assumed
d i s c o u n t  r a t e s  b y  2 5  b a s i s  p o i n t s  f o r  a l l  o f  t h e i r  p l a n s  a s  o f  D e c e m b e r  3 1 ,
2007,  the i r  aggregate  pro jec ted  benef i t .  ob l iga t ions  wou ld  have increased by
approx imate ly  i25  mi l l ion  a t  tha t  da te ,  and the i r  aggregate  de f ined benef i t
pension expense would be expected to increase by approximately #2 mi l - l - ion
dur ing  2007.  S imi la r ly ,  i f  Kronos  and NL 1owered the  assumed long- te rm ra tes
o f  r e L u r n  o n  p l a n  a s s e t s  b y  2 5  b a s i s  p o i n t s  f o r  a l 1  o f  t h e i r  p 1 a n s ,  t h e i r
de f ined benef i t  pens ion  expense wou l -d  be  expec ted  to  inc rease by  approx imate ly
$1 mi l - l - ion  dur ing  2008.  S imi la r  assumed changes w i th  respec t  to  the  d iscount
ra te  and expec ted  long- te rm ra te  o f  re tu rn  on  p lan  assets  fo r  the  Med i te  p lan
wou1d no t  be  s ign i f  i can t .

OPEB p7ans. We provide certain heal- th care and l i fe insurance benef i ts
f o r  c e r t a i n  o f  o u r  e l i g i b l e  r e t i r e d  e m p l o y e e s . See Note l -1 to our
C o n s o l i d a t e d  F i n a n c i a l -  S t a t e m e n t s .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  a p p r o x i m a t e l y  3 6 2 ,

342 and 3Ot  o f  our  aggregate accrued OPEB costs  re l -a te  to  Tremont . ,  Kronos and

N L ,  r e s p e c t i v e l y .  K r o n o s  p r o v i d e s  s u c h  O P E B  b e n e f i t s  t o  r e t i r e e s  i n  t h e  U . S .

and Canada,  and NL and Tremont  prov ide such OPEB benef i ts  to  re t i rees in  the

U .S .  We  accoun t  f o r  such  OPEB cos t s  unde r  SFAS No .  106 ,  EmpToye rs  Accoun t r i ng

for  Post re t i rement  Benef i ts  o ther  than Pens ions,  as amended by SFAS No.  158.

Unde r  SFAS No .  ! 05 ,  OPEB expense  and  acc rued  OPEB cos t s  a re  based  on  ce r ta i n

ac tua r i a l -  assump t i ons ,  p r i nc i pa l l y  t he  assumed  d i scoun t  r a te  and  t he  assumed

ra te  o f  i nc reases  i n  f u tu re  hea } th  ca re  cos t s .  Upon  adop t i on  o f  SFAS No .  l - 58

e f f e c t i v e  D e c e m b e r  3 1 ,  2 0 0 6 ,  w €  r e c o g n i z e  t h e  f u l l  u n f u n d e d  s t a t u s  o f  o u r  O P E B
p l a n s  a s  a  l i a b i l i t y .
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W e  r e c o g n i z e d  c o n s o l i d a t e d  O P E B  e x p e n s e  o f  $ L . 2  m i l l i o n  i n  2 0 A 5 ,  $ 2 . 3
m i l - l - i o n  i n  2 0 o G  a n d  i 2 . 4  m i l - l i o n  i n  2 0 0 7 .  S i m i l a r  t o  d e f i n e d  b e n e f i t  p e n s i o n
benef i t s ,  the  amount  o f  fund ing  w i l l  d i f fe r  f rom the  expense recogn ized fo r
f inanc ia l -  repor t ing  purposes ,  and cont r ibu t ions  to  Ehe p lans  to  cover  benef i t
payments  aggregated  $S .  O mi l - l - ion  in  2005 ,  $4  .4  mi l l - ion  in  2006 and i2  .9
m i l l - i o n  i n  2 0 0 7 .  S u b s t a n t i a l l y  a l - 1  o f  o u r  a c c r u e d  O P E B  c o s t s  r e l - a t e s  t o
benef i t s  be ing  pa id  to  cur ren t  re t i rees  and the i r  dependents ,  and no  mater ia l
amount  o f  OPEB benef i t s  a re  be ing  earned by  cur ren t  employees .  As  a  resu l t ,
t .he amount we recognize for OPEB expense for f inancial-  report ing purposes has
been,  and is  expec ted  to  cont inue to  be ,  s ign i f i can t ly  less  t .han the  amount  o f
OPEB benef i t  payments we make each year.  Accordingly,  the amount of  accrued
OPEB cos ts  we recogn ize  has  been,  and is  expec ted  to  cont inue to ,  dec l - ine
gradua l ly .

The assumed d iscount  ra tes  we u t i l i ze  fo r  de termin ing  OPEB expense and
the  re l -a ted  accrued OPEB ob l iga t ions  are  genera l l y  based on  the  same d iscount
r a t e s  w e  u t i 1 i z e  f o r  o u r  U . S .  a n d  C a n a d i a n  d e f i n e d  b e n e f i t  p e n s i o n  p 1 a n s .

In  es t imat ing  the  hea l th  care  cos t  t rend ra te ,  w€ cons ider  our  ac tua l -
hea l - th  care  cos t  exper ience,  fu tu re  benef i t  s t ruc tu res ,  indus t ry  t rends  and
adv ice  f rom th i rd -par ty  ac tuar j -es .  In  cer ta in  cases ,  NL has  the  r igh t  to  pass
on to  re t i rees  a l - l -  o r  a  por t ion  o f  any  inc reases  in  hea l th  care  cos ts  ;  fo r
these re t i rees ,  any  fu tu re  inc rease in  hea l - th  care  cos ts  w i l l  have no  e f fec t
on the amount of  OPEB expense and accrued OPEB costs we recognize.  Dur ing
each o f  the  pas t  th ree  years ,  w€ have assumed tha t  the  re la t i ve  inc rease in
heal- th care costs wi l l  general ly t rend downward over the next several-  years,
re f l -ec t i tg ,  among o ther  th ings ,  dssumed increases  in  e f f i c iency  in  the  hea l th
care  sys tem and indus t ry -w ide  cos t  and p lan-des ign  conta inment  in i t ia t i ves .
F o r  e x a m p l e ,  d t  D e c e m b e r  3 1 ,  2 0 0 7 ,  t h e  e x p e c t e d  r a t e  o f  i n c r e a s e  i n  f u t u r e
h e a l t h  c a r e  c o s t s  r a n g e  i s  5 . 8 ?  t o  8 . 5 *  i n  2 0 0 8 ,  d e c l i n i n g  t o  a  r a n g e  o f  4 . 0 ?
t o  5 . 5 t  i n  2 0 1 0  t o  2 0 1 , 4  a n d  t h e r e a f t e r .

Based on the actuar j -a l -  assumptions descr ibed above and Kronos'  current
expectat ion for  what actual-  average foreign currency exchange rates wi l l  be
dur ing  2008,  w€ expec t  our  conso l ida ted  OPEB expense w i l l  approx imat .e  #2
mi l l - ion  in  2008.  fn  compar ison,  we expec t  to  be  requ i red  to  make
a p p r o x i m a t e l y  $ 3 . 5  m i l l i o n  o f  c o n t r i b u t j - o n s  t o  s u c h  p l a n s  d u r i n g  2 0 0 8 .

As noted above, OPEB expense and the amount we recognize as accrued OPEB
costs  a re  based upon the  ac tuar ia l  assumpt ions  d iscussed above.  We be l ieve
a l l  o f  the  ac tuar ia l  assumpt ions  we use are  reasonab l -e  and appropr ia te .  I f  we
had lowered the  assumed d iscount  ra tes  by  25  bas is  po in ts  fo r  a l l  o f  our  OPEB
p l a n s  a s  o f  D e c e m b e r  3 1 ,  2 0 0 7 ,  o u r  a g g r e g a t e  p r o j e c t e d  b e n e f i t  o b l i g a t i o n s
would have i -ncreased by approximately $ 1 mi l - l - ion at  that  date,  our OPEB
expense wou l -d  be  expec ted  to  be  approx imate ly  the  same dur ing  2008.
S imi la r ly ,  i f  the  assumed fu tu re  hea l th  care  cos t  t rend ra te  had been
increased by  l -00  bas is  po in ts ,  our  accumul -a ted  OPEB ob l iga t ions  wou ld  have
i n c r e a s e d  b y  a p p r o x i m a t e l y  $ 3 . 5  m i l - l - i o n  a t  D e c e m b e r  3 1 ,  2 0 0 7 ,  a n d  O P E B  e x p e n s e
w o u l - d  b e  e x p e c t e d  t o  i n c r e a s e  b y  $ . 3  i n  2 0 0 8 .

Foreign operat,ions

We have subs tan t ia l -  opera t ions  l -oca ted  ou ts ide  the  Un i ted  Sta tes ,
pr incipal ly Chemical-s operat j -ons in Europe and Canada and Component Products
operat ions in Canada and Taiwan. The funct ional-  currency of  these operat ions
is  the  loca l -  cur rency .  As  a  resu l - t ,  the  repor ted  amount  o f  our  asse ts  and
l iab i l i t ies  re l -a ted  to  these fo re ign  opera t ions  w i l l  f luc tua te  based upon
changes in  cur rency  exchange ra tes .
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Consol idated Cash Flows

Qpera t ing  Ac t iv i t ies

Trends  in  cash f lows f rom opera t ing  ac t iv i t ies  (exc lud ing  the  impact  o f
s i g n i f i c a n t  a s s e t  d i s p o s i t i o n s  a n d  r e l - a t i v e  c h a n g e s  i n  a s s e t s  a n d  l i a b i l i t i e s )
are  genera l l y  s im i1ar  to  t rends  in  our  opera t ing  income.

Cash f l -ows prov ided by  our  opera t ing  ac t iv i t ies  decreased f rom $85.3
m i l - l - i o n  i n  2 0 0 6  t o  $ 5 3 . 5  m i l ] i o n  i n  2 0 0 7 .  T h i s  $ 2 2 . 8  m i l l i o n  d e c r e a s e  i n  c a s h
prov ided was due pr imar i l y  to  the  ne t  e f fec ts  o f  the  fo l low ing  i tems:

o  ]ower  conso l ida ted  opera t . ing  income in  2007 o f  $sg .  z  mi l l ion ,  due to
1ower  earn ings  across  a l l  o f  our  segments ,  par t i cu la r ly  a t  our  Chemica l -s
Segment ;

o  t h e  i 2 0 . 9  m i l - l i o n  c a l l -  p r e m i u m  w e  p a i d  i n  2 0 0 6  w h e n  w e  p r e p a i d  o u r  8 . 8 5 t
Sen ior  Secured Notes ,  wh ich  is  requ i red  to  be  inc luded in  cash f  1ows
f r o m  o p e r a t i n g  a c t i v i t i e s ;

o  l -ower  ne t  cash used by  changes in  rece ivab l -es ,  inventor ies ,  payab les  and
a c c r u e d  l i a b i l i t i e s  i n  2 O O 7  o f  $ 1 1 . 5  m i l l i o n ,  d u e  p r i m a r i l y  t o  r e l - a t i v e
changes in  Kronos '  inventory  leve ls ;

o  l -ower  cash pa id  fo r  income taxes  in  2007 o f  $10.5  mi l - ] ion  due in  par t  to
the  2006 payment  o f  cer ta in  j -ncome taxes  assoc ia ted  w i th  the  se t t l -ement
o f  p r io r  year  income tax  aud i ts ;  and

o h igher  ne t  cash cont r ibu ted  to  our  T i02  jo in t  ven ture  wh ich  inc reased
$ 7  . 2  m i l l - i o n  i n  2 0 0 7  a s  c o m p a r e d  t o  2 0 0 6 .

Cash f  l -ows prov ided by  our  opera t ing  ac t iv i t . ies  decreased f rom $104.3
m i l l i o n  i n  2 0 0 5  t o  $ 8 5 . 3  m i l l i o n  i n  2 0 0 6 .  T h i s  d e c r e a s e  i n  c a s h  p r o v i d e d  w a s
due pr imar i l y  to  the  ne t  e f fec ts  o f  the  fo l low ing  i tems:

o  h igher  ne t  cash prov ided by  changes in  rece ivab l -es ,  inventor ies ,
p a y a b l e s  a n d  a c c r u e d  l i a b i l i t i e s  i n  2 0 0 6  o f  $ 3 9 . 0  m i l l J - o n ,  d u e  p r i m a r i l y
to  re la t i ve  changes in  Kronos '  inventory  leve l -s ;

o  l -ower  conso] ida ted  opera t ing  income in  2006 o f  $23 .6  mi1 l ion ,  due
pr imar i l y  to  the  l -ower  earn ings  in  our  Chemica ls  Segment ;

o  the  i2o  .9  mi l - ] ion  ca l - l -  p remium we pa id  in  2006 when we prepa id  our
8 .875t  Sen ior  Secured Notes ,  wh ich  GAAP requ i res  to  be  inc l -uded in  the
determinat ion  o f  cash f  lows f  rom opera t ing  ac t iv i t ies , '

o  l -ower  genera l  corpora te  in te res t  and d iv idends  rece ived in  2005 o f  #76.2
mi l l ion ,  p r imar i l y  due to  a  l -ower  leve l -  o f  d is t r ibu t ions  rece ived f rom
The Amalgamated Sugar Company LLC in 20Q6;

o lower cash paid for  environmental  remediat ion expendi tures of  $6.7
m i l - l - i o n  i n  2 0 Q 6 ;

o  l o w e r  c a s h  p a i d  f o r  i n c o m e  t a x e s  i n  2 0 0 6  o f  $ 1 1 - . 2  m i l l i o n ,  d u e  i n  p a r t
t o  t h e  $ 2 1 . 0  m i l - l i o n  t a x  p a y m e n t  w e  m a d e  i n  2 0 0 5  t o  s e t t l e  N L ' s  p r i o r -
year income tax audi t  that  was of fset  in part  by the 2006 payment.  of
approx imate ly  $ r9 .2  mi l - l - ion  o f  income taxes  assoc ia ted  w i th  the
set t l -ement  o f  p r io r  year  income tax  aud i ts ;

o  l - o w e r  c a s h  p a i d  f o r  i n t e r e s t  i n  2 0 0 6  o f  $ 7 . 0  m i l l i o n ,  p r i m a r i l y  a s  a
r e s u l - t  o f  t h e  M a y  2 0 0 6  r e d e m p t i o n  o f  o u r  8 . 8 7 5 t  S e n i o r  S e c u r e d  N o t e s
(which paid interest  semiannual ly in June and December) and the Apr i l
2 0 0 6  i s s u a n c e  o f  o u r  5 . 5 ?  S e n i o r  S e c u r e d  N o t e s  ( w h i c h  p a y  i n t e r e s t
s e m i a n n u a l l y  i n  A p r i l  a n d  O c t o b e r  s t a r t i n g  i n  O c t o b e r  Z 0 0 6 ) ;  a n d

o  l - o w e r  d i s t r i b u t i o n s  r e c e i v e d  f r o m  o u r  L o u i s i a n a  j o i n t  v e n t u r e  o f  $ 2 . 6
mi l l ion  due to  re l -a t i ve  changes in  the i r  cash requ i rements  in  2006.
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Rel -a t i ve  changes in  work ing  cap i ta l  asse ts  and l iab i l i t ies  can have
s ign i f i can t  e f fec t  on  cash f l -ows f rom opera t ing  ac t iv i t ies .  Changes
working capi ta l  were af fected by accounts receivable and inventory changes:

o  Kronos '  average days  sa l_es  ou ts tand ing  ( "DSO")  inc reased f rom 6 I  days  a t
D e c e m b e r  3 I ,  2 0 0 6  t o  6 3  d a y s  a t  D e c e m b e r  3 A ,  2 0 0 7 ,  d u e  t o  t h e  t i m i n g  o f
co l lec t ion  o f  h igher  accounts  rece ivab les  ba l -ances  a t  the  end o f  2007 .
CompX's average DSO increased from 4I days at  December 31, 2006 to 44
days at  December 31, 2Q07 due to t iming of  col- l -ect ion on the higher
accounts receivabl-e bal-ance at  the end of  2007 .

o  Kronos '  average number  o f  days  in  inventory  ( "DI I " )  decreased f rom 58
d a y s  a t  D e c e m b e r  3 1 ,  2 0 0 5  t o  5 9  d a y s  a t  D e c e m b e r  3 1 ,  2 0 0 7  d u e  t o  t h e
ef fec ts  o f  h igher  sa1es  vo lumes and lower  p roduc t ion  vo lumes.  CompX's
average DII  increased from 57 days at  December 3L, 2006 to 65 days at
December 3L, 2007 due pr imari ly to higher commodity raw mater ia l -  costs
d u r i n g  2 0 Q 7 .

o  K r o n o s ' a v e r a g e  D S O  i n c r e a s e d  f r o m  5 5  d a y s  a t  D e c e m b e r  3 1 , 2 0 0 5  t o  6 L
days at  December 31, 2006 due t 'o the t iming of  col lect ion on higher
accounts receivabl-e bal-ances at  the end of  December.  CompX's average DSO
increased s l igh t ly  f rom 40 days  a t  December  31 ,  2005 to  41 ,  days  a t
December 31, 2006 due to s l ight ly higher accounts receivable bal-ance at
t h e  e n d  o f  2 0 0 5 .

o  Kronos '  average DI I  i -nc reased f rom 59 days  a t  December  31 ,  2005 to  58
days  a t  December  3L ,  2006,  ds  the i r  record  T iO2 produc t ion  vo lumes in
2005 exceeded their  record TiO2 sales vol-umes dur ing the per iod.  CompX's
average Df I  decreased s l igh t ly  f rom 59 days  a t  December  31 ,  2005 to  57
days at  December 31, 2006 due pr imari ly to reduct ions in raw mater ia ls
dur ing 2005 as we ut i l ized the higher than normal balance in inventory at
the  end o f  2005 tha t  was  acqu i red  dur ing  2005 as  par t  o f  our  e f fo r ts  to
mi t iga te  the  impact  o f  vo la t i l i t y  in  raw mater ia l -  p r ices .

We do no t  have comple te  access  to  the  cash f lows o f  our  ma jor i t y -owned
subs id ia r ies ,  due in  par t  to  l im i ta t ions  conta ined in  cer ta in  c red i t
agreements  o f  our  subs id ia r ies  and because we do  no t  own 1-00 t  o f  these
subs id ia r ies .  A  de ta i l  o f  our  conso l ida ted  cash f lows f rom opera t ing
ac t iv i t ies  i s  p resented  in  the  tab l -e  be l -ow.  In te rcompany d iv idends  have been
e l - i m i n a t e d .

Years ended December 3L,
2 0 0 5 2 0 0 6 2007

( In  mi l l ions)

a
in

Cash provided by (used in) operating
a c t i v i t , i e s :

Kronos
NL Parent
CompX
W a s t e  C o n t r o l  S p e c i a l i s t s
Tremont
Va lh i  Parent
Other
E l im ina t ions

$  e 7 . 8
( 2 0 . 1 )
2 0  . 0
( 7 . 7 )
( s . 0 )

1 0 1 _ . 4
( . 7 )

( 8 1 . 4 )

$ 1 0 4 . 3

{  
" 1  

a
Y  ' 4 . v

6 . 9
2 7  . 4
( 3 .  e )
l a  F \

t a . 5 i

9 6  . 5
( r .  r )

( 1 _ 0 e .  e )

$  e o .  t

$  8 e . e
( L L . 2 )
1 1 .  9

( 1 1 .  2  )
( 3  . 1 )
s 9 . 9

( . 7 )
( 7 2 . 0 1

$____63-5Tota l -
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Investr ing Act iv i t ies

We disclose capi ta l  expendi tures by our business segments in Note 2 to
our  Conso l - ida ted  F inanc ia l -  S ta tements .

We purchased the  fo l low ing  secur i t ies  in  marke t  t ransac t ions  dur ing
2 0 Q 7  :

o  o t h e r  m a r k e t a b l e  s e c u r i t i e s  o f  9 2 3 . 3  m i l l i o n ;
r  CompX common s tock  th rough the i r  s tock  repurchase program fo r  $3 .3

m i l l i o n ;  a n d
.  T I M E T  c o m m o n  s t o c k  f o r  $ . T  m i l l i o n .

I n  a d d i t i o n ,  d u r i n g  2 0 0 7  w e  s o l d  o t h e r  m a r k e t a b l - e  s e c u r i t i e s  f o r  $ 2 8 . 5
m i l l i - o n .

we purchased the  fo l low ing  secur i t ies  in  marke t  t ransac t ions  dur ing
2 0 0 5  z

o  shares  o f  Kronos  common s t .ock  fo r  $25.4  mi l l ion ;
o  s h a r e s  o f  T f M E T  c o m m o n  s t o c k  f o r  $ 1 8 . 7  m i l l i o n ;
o  shares  o f  CompX common s tock  fo r  $2 .3  mi l l ion ;  and
o  o t h e r  m a r k e t a b l e  s e c u r i t i e s  f o r  S + S . +  m i l l i o n .

I n  a d d i t i o n ,  d u r i n g  2 0 0 5  w e :
o  s o l - d  o t h e r  m a r k e t a b l _ e  s e c u r i t i e s  f o r  $ 4 2 . 9  m i l l i o n ;
o  s o l - d  c e r t a i n  l a n d  h o l d i n g s  i n  N e v a d a  f o r  $ 3 ? . 9  m i l l i o n ;
o acquired a performance marine components products company for $9.8

m i l l i o n ;  a n d
o  c a p i t a l - i z e d  $ 8  . 3  m i l l i o n  o f  e x p e n d i t u r e s  r e l - a t e d  t o  W c S '  p e r m i t t i n g

e f f o r t s .

We purchased the  fo l low ing  secur i t ies  in  marke t  t ransac t ions  dur ing
2 0 0 5 :

o  s h a r e s  o f  T I M E T  c o m m o n  s t o c k  f o r  $ i _ 9 . 0  m i l l i o n ;
o  shares  o f  Kronos  common s tock  fo r  $2 .  O mi l l ion ;
o  shares  o f  CompX common s tock  fo r  $3 .6  mi l l ion ;  and
r  o t h e r  m a r k e t a b l e  s e c u r i t i e s  f o r  9 2 9 . 4  m i l l - i o n .

I n  a d d i t i o n ,  d u r i n g  2 0 0 5  w e :
o  so l -d  shares  o f  Kronos  common s tock  fo r  i ] -9 .2  mi l l ion ;
o  s o l d  o t h e r  m a r k e t a b l e  s e c u r i _ t i e s  f o r  $ 1 9 . 2  m i l l i o n ;
o  co l l -ec ted  $80 mi l l - ion  on  our  l -oan to  Snake R iver  Sugar  Company;
o  co ] ]ec ted  $10 mi l l - ion  on  our  ]oan to  one o f  the  Cont ran  fami ly  t rus ts

descr ibed in  Note  1  to  the  Conso l - idaEed F inanc ia l  S ta tements ;
o  c o l - l e c t e d  a  n e t  $ + . 9  m i ] l i o n  o n  o u r  s h o r t - t e r m  l - o a n  t o  C o n t r a n ;
o  rece ived a  ne t  $18.1  mi ] l - ion  f  rom the  saLe o f  our  European Thomas Regout

o p e r a t i o n s  ( w h i c h  h a d  $ + . 0  m i l l - i o n  o f  c a s h  a t  t h e  d a t e  o f  d i s p o s a l ) ;
o  r e c e i v e d  $ 3 . 5  m i l l i o n  f r o m  t h e  s a l e  o f  o u r  N o r w e g i a n  s m e l t i n g  o p e r a t i o n ;
o  acqu i red  a  per fo rmance mar ine  components  p roduc ts  company fo r  $2 . :

m i l l i o n ;  a n d
o cap i ta l - i zed  $4  .  1  mi l - l ion  o f  expend i tu res  reLated  to  WCS'  permi t t ing

e f f o r t s .
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Financing Act iv i t ies

In  October  2007,  CompX'  s  repurchased a  ne t  2  .7  mi l - l - ion  shares  o f  i t s
Cl-ass A common stock held by TIMET. CompX purchased for aggregate
c o n s i d e r a t i o n  o f  i 5 2 . 6  m i l l i o n ,  w h i c h  i t  p a i d  i n  t h e  f o r m  o f  a  p r o m i s s o r y
note .  The promissory  no te  bears  in te res t  a t  L IBOR p lus  1 t  and prov ides  fo r
quar te r ly  p r inc ipa l  repayments  o f  $250,000 commenc ing  in  September  2008,  w i th
the balance due at  matur i ty in September 2074. CompX may make prepayments on
the promissory note at  any t ime, in any amount,  wi thout penal ty.  The
promissory  no te  i s  subord ina ted  to  CompX's  U.  S .  revo lv ing  bank  c red i t
agreement .  In  add i t ion ,  dur ing  2007 we had the  fo l low ing  debt  t ransac t ions :

o  repa id  $2 .6  mi ] ] ion  under  CompX's  p romissory  no te  payab le  to  T IMET;  and
o  n e t  b o r r o w i n g s  o f  $ 9  m i l l i o n  u n d e r  K r o n o s ' U . S .  b a n k  c r e d i t  f a c i l i t y .

I n  A p r i l  2 0 0 6 ,  w €  i s s u e d  e u r o  4 0 0  m i l l i o n  a g g r e g a t e  p r i n c i p a l  a m o u n t  o f
o u r  5 . 5 ?  S e n i o r  S e c u r e d  N o t e s  d u e  2 O ! 3  ( $ 4 9 8 . 5  m i l - l i o n  w h e n  i s s u e d )  ,  a n d  u s e d
the  proceeds to  redeem our  euro  375 mi l l ion  aggregate  pr inc ipa l  amount  o f
8 . 8 7 5 8  S e n i o r  S e c u r e d  N o t e s  i n  M a y  2 0 0 6  ( $ 4 7 0 . 5  m i l - l i o n  w h e n  r e d e e m e d ) .  I n
add i t ion ,  dur ing  2005 we had the  fo l low ing  debt  t ransac t ions :

o  bor rowed and repa id  $q .+  mi l ] ion  under  Kronos '  Canad ian  revo lv ing  c red i t
f a c i  I  i t y ;
r e p a i d  a  n e t  $ 5 . 1  m i l l i o n  u n d e r  K r o n o s '  U . S .  b a n k  c r e d i t  f a c i l i t y ;  a n d

r e p a i d  $ 1 . 5  m i l - l - i o n  o f  c e r t a i n  o f  C o m p X ' s  i n d e b t e d n e s s .

D u r i n g  2 0 0 5 ,  w e :
repa id  an  aggregate  euro  10  mi l l - ion  ($1-2 .9  mi l - l - ion  when repa id )  under
Kronos '  European revo lv ing  c red i t  fac i l i t y ;
b o r r o w e d  a  n e t  $ 1 1 - . 5  m i l ] i o n  u n d e r  K r o n o s '  U . S .  c r e d i t  f a c i l i t y ;

en tered  in to  add i t iona l  cap i ta l  l -ease ar rangements  fo r  cer ta in  min ing
e q u i p m e n t  f o r  t h e  e q u i v a l e n t  o f  $ + . +  m i l l i o n ;  a n d
bor rowed and repa id  $5  mi l l - ion  under  Va lh i ' s  revo lv ing  bank  c red i t
f a c i l i t y .

We pa id  aggregate  cash d iv idends  on  our  common s tock  o f  $48.8  mi l l - ion  in
2 0 0 5 ) ,  $ 4 8 . 0  m i l - l - i o n  i n  2 0 0 6  a n d  $ 4 5 . 5  m i l - l - i o n  i n  2 0 0 7  ( $ . 1 0  p e r  s h a r e  p e r
q u a r t e r )  .  D i s t r i b u t i o n s  t o  m i n o r i t y  i n t . e r e s t  i n  2 0 0 5 ,  2 0 0 6  a n d  2 O Q 7  a r e
pr imar i l y  compr ised o f  Kronos  cash d iv idends  pa id  to  shareho l -ders  o ther  than
us or NL, NL div idends paid to sharehol-ders other than us and CompX div idends
pa id  to  shareho l -ders  o ther  than NL.

W e  p u r c h a s e d  a p p r o x i m a t e l y  3  .  5  m i I l i o n ,  7  . 9  m i l l - i o n  a n d  . 6  m i l l i o n
s h a r e s  o f  o u r  c o m m o n  s t o c k  i n  2 0 0 5 ,  2 Q Q G  a n d  2 0 0 7 ,  r e s p e c t i v e l y ,  i n  m a r k e t  a n d
o t h e r  t r a n s a c t i o n s  f o r  $ 6 2 . L  m i l l i o n ,  $ 4 3 . 8  m i l - l - i o n  a n d  $ 1 1 . l -  m i l l i o n ,
respec t ive ly .  See Notes  1 ,4  and 1 ,6  to  our  Conso l ida ted  F inanc ia l -  S ta tements .
We funded these purchases  w i th  our  ava i lab le  cash on  hand.  Other  cash f l -ows
f r o m  f i n a n c i n g  a c t i v i t i e s  i n  2 0 0 5 ,  2 0 0 5  a n d  2 0 0 7  r e l - a t e  p r i n c i p a l l y  t o  s h a r e s
of  common s tock  j -ssued by  us  and our  subs id ia r ies  upon the  exerc ise  o f  s tock
o p t i o n s .

Outstanding Debt Obl igat ions

A t  D e c e m b e r  3 1 ,  2 0 0 7 ,
c o m p r i s e d  o f :

our  conso l ida ted  th i rd -par ty  indebtedness  was

o  K I I ' s  eu ro  4OO m i l l i on  agg rega te  p r i nc ipa l  amoun t  6 .5 t  Sen io r
S e c u r e d  N o t e s  ( $ 5 8 5 . 5  m i l l - i o n  a t  D e c e m b e r  3 1 ,  2 0 0 7 ,  i n c l u d i n g  t h e
e f f ec t  o f  t he  unamor t i zed  o r i g i na l  i s sue  d i scoun t )  due  i n  20L3 ;

o Our  $250 mi l l - ion l -oan f rom Snake River  Sugar  Company due in  2027 ;
r  CompX 's  p rom isso ry  no te  payab le  t o  T IMET ($50  m i l - l - i on  ou t s tand ing

a t  D e c e m b e r  3 1 ,  2 O O 7  )  w h i c h  b e a r s  j - n t e r e s t  a t  L I B O R  p l u s  1 t  ( 5 . 0 t

o

o

o

o
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at  December  31 ,  2007)  and has  quar te r ly  p r inc ipa l  repayments  o f
$ 2 5 0 , 0 0 0  c o m m e n c i n g  i n  S e p t e m b e r  2 0 0 8  d u e  i n  2 0 1 - 4 ;

Kronos '  U .  S .  revo lv ing  bank  c red i t  fac i l i t y  ($ l -5 .4  mi l l - ion
outs tand ing)  due in  September  2008;  and

$S.  z  mi l - l - ion  o f  o ther  indebtedness .

We are  in  compl iance w i th  a l l  o f  our  debt  covenants  a t  December  31 ,
2007.  See Note  9  to  our  Conso l - ida ted  F inanc ia l -  S ta tements .  A t  December  3L ,
2 0 0 7 ,  $ 1 6 . 8  m i l - l i o n  o f  o u r  i n d e b t e d n e s s  i s  d u e  w i t h i n  t h e  n e x t  t w e l v e  m o n t h s ,
and therefore we do not current ly expect we wi l l  be required to use a
signi f icant amount of  our avai labl-e l iquidi ty to repay indebtedness dur ing the
next twel-ve months.

Cer ta in  o f  our  c red i t  agreements  conta in  p rov is ions  tha t  cou ld  resu l - t  in
the  acce l -e ra t . ion  o f  indebtedness  pr io r  to  i t s  s ta ted  matur i t y  f  o r  reasons
other  than de f  au l - ts  fo r  f  a i lu re  to  comply  w i th  app l i cab l -e  covenants .  For
example ,  cer ta in  c red i t  agreements  aL low the  lender  to  acce l -e ra te  the  matur i t y
of  Lhe indebtedness upon a change of  control  (as def ined in the agreement)  of
the  bor rower .  The te rms o f  VaLh i ' s  revo lv ing  bank  c red i t  fac i l i t y  cou ld
requ i re  Va lh i  to  e i ther  reduce ou ts tand ing  bor rowings  or  p ledge add i t iona l
co l - l -a te raL  in  the  event  the  f  a i r  va l -ue  o f  the  ex is t ing  p ledged co l l -a te ra l
f  a l - l -s  be l -ow spec i f  ied  l -eve ls .  In  add i t ion ,  cer ta in  c red i t  agreements  cou l -d
resu l t  in  the  acce l -e ra t ion  o f  a l l  o r  a  por t . ion  o f  the  indebtedness  fo l low ing  a
s a l e  o f  a s s e t s  o u t s i d e  t h e  o r d i n a r y  c o u r s e  o f  b u s i n e s s .

Future Cash Requirements

Liquidi  ty

Our  p r imary  source  o f  l iqu id i ty  on  an  ongo ing  bas is  i s  our  cash f l -ows
f rom opera t ing  ac t iv i t ies  and bor rowings  under  var ious  l - ines  o f  c red i t  and
n o t e s .  W e  g e n e r a l l y  u s e  t h e s e  a m o u n t s  t o  ( i )  f u n d  c a p i t a l  e x p e n d i t u r e s ,  ( i i )
repay  shor t - te rm indebtedness  incur red  pr imar i l y  fo r  work ing  cap i ta l  purposes
and ( i i i )  p rov ide  fo r  the  payment  o f  d iv idends  ( inc lud ing  d iv idends  pa id  to  us
b y  o u r  s u b s i d i a r i e s )  o r  t r e a s u r y  s t o c k  p u r c h a s e s .  F r o m  t i m e - t o - t i m e  w e  w i l l
i ncur  indebtedness ,  genera l l y  to  ( i )  fund shor t - te rm work ing  cap i ta l  needs ,
( i i )  re f inance ex is t ing  indebtedness ,  ( i i i )  make inves tments  in  marke tab l -e  and
o t h e r  s e c u r i t i e s  ( i n c l u d i n g  t h e  a c q u i s i t i o n  o f  s e c u r i t i e s  i s s u e d  b y  o u r
s u b s i d i a r i e s  a n d  a f f i l i a t e s )  o r  ( i v )  f u n d  m a j o r  c a p i t a l  e x p e n d i t u r e s  o r  t h e
a c q u i s i t i o n  o f  o t h e r  a s s e t s  o u t s i d e  t h e  o r d i n a r y  c o u r s e  o f  b u s i n e s s .
Occas iona l l y  we se l - l -  asse ts  ou ts ide  the  ord inary  course  o f  bus iness ,  and we
genera l l y  use  the  proceeds to  ( i )  repay  ex is t ing  indebtedness  ( inc lud ing
indebtedness  wh ich  may have been co l - l -a te ra l i zed  by  the  assets  so ld )  ,  ( i i )  make
inves tments  in  marke tab l -e  and o ther  secur i t ies ,  ( i i i )  fund  major  cap i ta l
expend i tu res  or  the  acqu is i t ion  o f  o ther  assets  ou ts ide  the  ord inary  course  o f
b u s i n e s s  o r  ( i v )  p a y  d i v i d e n d s .

We rou t ine ly  compare  our  l iqu id i ty  requ i rements  and a1 terna t ive  uses  o f
cap i ta l  aga ins t  the  es t imated  fu tu re  cash f }ows we expec t  to  rece ive  f rom our
s u b s i d i a r i e s ,  a n d  t h e  e s t i m a t e d  s a l - e s  v a l u e  o f  t h o s e  u n i t s .  A s  a  r e s u l - t  o f
th is  p rocess ,  we have in  the  pas t  and may in  the  fu tu re  seek  to  ra ise
add i t iona1 cap i ta l ,  re f inance or  res t ruc tu re  indebtedness ,  repurchase
indebtedness  in  the  marke t  o r  o therw ise ,  mod i fy  our  d iv idend po l i c ies ,
c o n s i d e r  t h e  s a l - e  o f  o u r  i n t e r e s t s  i n  o u r  s u b s i d i a r i e s ,  a f f i l i a t e s ,  b u s i n e s s
un i ts ,  marke tab l -e  secur i t ies  o r  o ther  assets ,  o r  take  a  combina t ion  o f  these
and o ther  s teps ,  to  inc rease l iqu id i ty ,  reduce indebtedness  and fund fu tu re
ac t iv i t ies .  Such ac t iv i t ies  have in  the  pas t  and may in  the  fu tu re  invo l -ve
re la ted  compan ies .

We per iodical ly evaluate acquis i t ions of  interests in or combinat ions
with companies ( including our af f i l iates) that  may or may not be engaged in
bus inesses  re l -a ted  to  our  cur ren t  bus inesses .  We in tend to  cons ider  such
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acqu is i t ion  ac t iv i t ies  in  the  fu tu re  and,  in  connect ion  w i th  th is  ac t i v i t y ,  may
cons ider  i ssu ing  add i t iona l  equ i ty  secur i t ies  and increas ing  indebtedness .
From t ime to t ime, w€ also evaluate the restructur ing of  ownership interests
among our respect ive subsidiar ies and related companies.

Based upon our  expec ta t ions  o f  our  opera t ing  per fo rmance,  and the
ant ic ipa ted  demands on  our  cash resources ,  we expec t  to  have su f f i c ien t .
l iqu id i ty  to  meet  our  shor t  - te rm ob l iga t ions  (de f  ined  as  the  twe l -ve-month
p e r i o d  e n d i n g  D e c e m b e r  3 1 ,  2 0 0 8 )  a n d  o u r  l o n g - t e r m  o b l i g a E i o n s  ( d e f i n e d  a s  t h e
f ive-year  per iod  end ing  December  3 I ,  201,2 ,  our  t ime per iod  fo r  long- te rm
budget i rg ) .  I f  ac tua l  deve lopments  d i f fe r  f rom our  expec ta t ions ,  our
l iqu id i ty  cou ld  be  adverse ly  a f fec ted .

A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  w €  h a d  c r e d i t  a v a i l a b l e  u n d e r  e x i s t i n g  f a c i l i t i e s
o f  approx imate ly  $301-  mi l l ion ,  wh ich  was compr ised o f :

o  $152 mi l_ l_ ion  under K r o n o s ' v a r i o u s  U . S .  a n d  n o n - U . S .  c r e d i t
f  a c i l - i t i e s ;

o  $99 mi l l - ion  under  Va l -h i ' s  revo lv ing  bank  c red i t  fac i l i t y ;  and
o  $ 5 0  m i l - l i o n  u n d e r  C o m p X ' s  r e v o l v i n g  c r e d i t  f a c i l i t y .

A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  w €  h a d  a n  a g g r e g a t e  o f  $ 2 2 2  . 7  m i l - l i o n  o f
r e s t r i c t e d  a n d  u n r e s t r i c t e d  c a s h ,  c a s h  e q u i v a l e n t s  a n d  m a r k e t a b l e  s e c u r i t i e s .
A  de ta i l  by  en t i t y  i s  p resented  in  the  tab le  be l -ow.

Amount
( In  mi l l ions)

$  4 0 . 9
7 7  . 2
7 L . 9
1 8  . 4
1 0 . 5

3 . 7

s  2 2 2 . 7

We current ly expect our aggregate capi ta l  expendi tures for  2008 wi l l  be
approx imate ly  $104 mi l - l ion  ($54 mi l l ion  fo r  Kronos ,  f i1 -2  mi l l ion  fo r  CompX and
#28 mi l l - ion  fo r  WCS)  .  The WCS amount  inc ludes  approx imate ly  $9  mi l I ion  in
cap i ta l i zed  permi t  cos ts  and major  in f ras t ruc tu re  improvements  re l -a ted  to  a
new d isposa l  con t rac t  s igned in  l -a te  2007.  Under  the  te rms o f  the  cont rac t ,
we expect to be reimbursed for a major i ty of  these infrastructure improvements
tha t  we w i l l  recogn ize  as  revenue over  the  l i fe  o f  Lhe cont rac t .  We expec t
our 2008 capi ta l  expendi tures wi l l  be f inanced pr imari ly by cash f l -ows from
opera t ing  ac t iv i t ies  o r  ex is t ing  cash resources  and c red i t  fac i l i t i es .  Our
capi ta l  expendi tures are pr imari ly for  improvements and upgrades to exist ing
f a c i l i t i e s .

Repurchases of our Common Stock

We have in the past,  and may in the future,  make repurchases of  our
common s tock  in  marke t  o r  p r iva te ly -negot ia ted  t ransac t ions .  A t  December  31 ,
2007 we had approx imate ly  4 .0  mi l l - ion  shares  ava i lab l -e  fo r  repurchase o f  our
common s tock  under  the  au thor iza t ions  descr ibed in  Note  14  to  our  Conso l ida ted
F i n a n c i a l  S t a t e m e n t s .

Va lh i  Parent
Kronos
NL Parent
CompX
Tremont
Waste  Cont ro l -  Spec ia l - i s ts

Tota l -  cash,  cash equ iva len ts  and marke tab le  secur i t ies

CapitaT Expendi tures
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Dividends

Because our  opera t ions  are  conducted  pr imar i l y  th rough subs id ia r ies  and
af  f  i l - ia tes ,  our  long- te rm ab i l i t y  to  meet  paren t  company l -eve l  corpora te
ob l iga t ions  is  la rge ly  dependent  on  the  rece ip t  o f  d iv idends  or  o ther
d i s t r i b u t i o n s  f r o m  o u r  s u b s i d i a r i e s  a n d  a f f i l - i a t e s . Based  on  t he
approx imate ly  29 .0  mi l l - ion  shares  o f  Kronos  we he ld  a t  December  31 ,  2007 and
Kronos '  cur ren t  quar te r ly  d iv idend ra te  o f  $ .25  per  share ,  we wou l -d  rece ive
aggregate  annua l -  d iv idends  f rom Kronos  o f  $29.0  mi l l ion . N L ' s  c u r r e n t
q u a r t e r l y  c a s h  d i v i d e n d  i s  $ . 1 2 5  p e r  s h a r e ,  a l t h o u g h  i n  t h e  p a s t  N L  h a s  p a i d  a
div idend in the form of Kronos common stock.  I f  NL pays i ts regular quarter ly
d iv idends  in  cash,  based on  the  40 .4  mi l - l - ion  shares  we he ld  o f  NL common s tock
at  December  31 ,  2007,  w€ wou ld  rece ive  aggregate  annua l  d iv idends  f rom NL o f
i20 .2  mi l l ion .  We do no t  expec t  to  rece ive  any  d is t r ibu t ions  f rom WCS dur ing
2 0 0 8 .

Our  subs id ia r ies  have var ious  c red i t  agreements  wh ich  conta in  cus tomary
l im i ta t ions  on  the  payment  o f  d iv idends ,  typ ica l l y  a  percentage o f  ne t  income
or  cash f l -ow;  however ,  these res t r i c t ions  in  the  pas t  have no t  s ign i f i can t ly
impacted  the i r  ab i l i t y  to  pay  d iv idends .

Investment in our Subsidiar ies and Aff i l - iates and Other Acquis i t ions

We have in  the  pas t ,  and may in  the  fu tu re ,  purchase the  secur i t ies  o f
o u r  s u b s i d i a r i e s  a n d  a f f i l i a t e s  o r  t h i r d  p a r t i e s  i n  m a r k e t  o r  p r i v a t e l y -
negot ia ted  t ransac t ions .  We base our  purchase dec is ions  on  a  var ie ty  o f
fac to rs ,  inc lud ing  an  ana lys is  o f  the  op t ima l  use  o f  our  cap i ta l ,  tak ing  in t .o
account the market value of  the secur i t ies and the rel-at ive val-ue of  expected
re turns  on  a l - te rna t ive  inves tments .  In  connect ion  w i th  these ac t iv i t ies ,  we
may cons ider  i ssu ing  add i t ionaL equ i ty  secur i t ies  o r  inc reas ing  our
indebtedness .  We may a1so eva lua te  the  res t ruc tur ing  o f  ownersh ip  in te res ts
o f  our  bus inesses  among our  subs id ia r ies  and re la ted  compan ies .

We general ly do not guarantee any indebtedness or other obl igat ions of
o u r  s u b s i d i a r i e s  o r  a f f i l - i a t e s .  O u r  s u b s i d i a r i e s  a r e  n o t  r e q u i r e d  t o  p a y  u s
d iv idends .  I f  one or  more  o f  our  subs id ia r ies  were  unab l -e  to  ma in ta in  i t s
cur ren t  l -eve l -  o f  d iv idends ,  e i ther  due to  res t r i c t ions  conta ined in  a  c red i t
a g r e e m e n t  o r  t o  s a t i s f y  i t s  l i a b i l i t i e s  o r  o t h e r w i s e ,  o u r  a b i l i t y  t o  s e r v i c e
our  l iab i l i t ies  o r  to  pay  d iv idends  on  our  common s tock  migh t  be  adverse ly
impacted .  I f  th is  were  to  occur ,  we might .  cons ider  reduc ing  or  e l im ina t ing
o u r  d i v i d e n d s  o r  s e l l i n g  j - n t e r e s t s  i n  s u b s i d i a r i e s  o r  o t h e r  a s s e t s .  I f  w e
were  requ i red  to  l iqu ida te  assets  Eo genera te  funds  to  sa t is fy  our
l iab i l i t ies ,  w€ might  be  requ i red  to  se I I  a t  what  we be l - ieve  wou ld  be  l -ess
t h a n  t h e  a c t u a l  v a l u e  o f  s u c h  a s s e t s .

WCS is  requ i red  to  p rov ide  cer ta in  f inanc ia l  assurances  to  Texas
governmenta l -  agenc ies  w i th  respec t  to  cer ta in  decommiss ion ing  ob l iga t ions
re l -a ted  to  i t s  f  ac i l i t y  in  West  Texas .  The f  inanc ia l -  assurances  may be
provided by var ious means, including a parent company guarantee assuming the
p a r e n t  m e e t s  s p e c i f i e d  f i n a n c i a l  t e s t s .  f n  M a r c h  2 0 0 5 ,  w €  a g r e e d  t o  g u a r a n t e e
c e r t a i n  o f  W C S '  s p e c i f i e d  d e c o m m i s s i o n i n g  o b l i g a t i o n s . WCS current l-y
e s t i m a t e s  t h e s e  o b l i g a t i o n s  a t  a p p r o x i m a t e l y  $ 4 . 4  m i l l i o n .  S u c h  o b l i g a t i o n s
wou ld  a r ise  on ly  upon a  c l -osure  o f  the  fac i l i t y  and WCS'  fa i lu re  to  per fo rm
such ac t iv i t ies .  We do no t  cur ren t ly  expec t  we w i l l  have to  per fo rm under
th is  guarantee  f  o r  the  f  o reseeab l -e  fu tu re .

WCS'  p r imary  source  o f  l iqu id i ty  cur ren t ly  cons is ts  o f  in te rcompany
borrowings from one of  our whol- ly-owned subsidiar ies under the terms of  a
revo lv ing  c red i t  fac i l i t y .  We e l im ina te  these in te rcompany bor rowings  in  our
Conso l - i da ted  F inanc ia l  S ta temen ts . D u r i n g  2 0 0 7 ,  W C S  b o r r o w e d  a  n e t  $ 2 0 . 1
mi l l - ion  f rom our  subs id ia ry .  WCS used these ne t  bor rowings  pr imar i l y  to  fund
i ts  opera t ing  l -oss  and cap i ta l  expend i tu res .  We cont r ibu ted  #L9.7  mi l l - ion  o f
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these ne t  bor rowings  to  WCS'  equ i ty  in  November  2007.  We expec t  tha t  WCS wi l l
I ikely borrow addi t ional  amounts f rom us dur ing 2008 under the terms of  the
revo lv i -ng  c red i t  fac i l i t y ,  and we may s imi la r ly  con t r ibu te  such bor rowings  to
W C S '  c a p i t a l - .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  W C S  c a n  b o r r o w  a n  a d d i t i o n a l  $ 3 0 . 2
mi l - l - ion  under  th is  f  ac i l i t y ,  wh ich  matures  in  March  2009.

Investment in The Amalgamated Sugar Company LLC

The terms of The Amalgamated Sugar Company LLC Company Agreement provide
for  an  annua l -  "base leve l - "  o f  cash d iv idend d is t r ibu t ions  (somet imes re fe r red
t o  a s  d i s t r i b u t a b l e  c a s h )  b y  t h e  L L C  o f  $ 2 6 . 7  m i l l i o n ,  f r o m  w h i c h  w e  a r e
e n t i t l e d  t o  a  9 5 ?  p r e f e r e n t i a l  s h a r e .  D i s t r i b u t i o n s  f r o m  t h e  L L C  a r e
dependent ,  in  par t ,  upon the  opera t ions  o f  the  LLC.  We record  d iv idend
distr ibut ions f rom the LLC as income when they are declared by the LLC, which
is  genera l l y  the  same month  in  wh ich  we rece ive  the  d is t r ibu t ions ,  a l though
d is t r ibu t ions  may in  cer ta in  cases  be  pa id  on  the  f i rs t  bus iness  day  o f  the
f  o l low ing  month .  To  the  ex ten t  the  LLCt  s  d is t r ibu tab l -e  cash is  be l -ow th is
base l -eve l -  in  any  g iven year ,  w€ are  en t i t l -ed  to  an  add i t iona l -  958
pre feren t ia l -  share  o f  any  fu tu re  annua l  LLC d is t r ibu tab le  cash in  excess  o f
the  base l -eve l -  un t i l -  such  shor t fa l l  i s  recovered.  Based on  the  I - ,LC 's  cur ren t
pro jec t . ions  fo r  2008,  w€ expec t  d is t r ibu t ions  rece ived f  rom the  I - . ,LC in  2008
wi l l  exceed our  debt  serv ice  requ i rements  under  our  $250 mi l l ion  l -oans  f rom
Snake R iver  Sugar  Company by  approx imate ly  $1 .8  mi l - I ion .

We rrd1r,  at  our opt ion,  require the LLC to redeem our interest  in the LLC
beg inn ing  in  2Q12,  and the  LLC has  the  r igh t  to  redeem our  in te res t  in  the  LLC
b e g i n n i n g  i n  2 0 2 7 .  T h e  r e d e m p t i o n  p r i c e  i s  g e n e r a l l y  $ 2 5 0  m i 1 l i o n  p l u s  t h e
amount of  certain undistr ibut .ed income al- l -ocabl-e to us,  i f  any.  In the event
we require the LLC to redeem our int .erest  in the LLC, Snake River has the
r ight  to accel-erate the matur i ty of  and cal- l -  our $250 mi l - l - ion l -oans from Snake
River .  Redempt ion  o f  our  in te res t  in  the  LLC wou ld  resu l - t  in  us  repor t ing
income reLated  to  the  d ispos i t ion  o f  our  LLC in te res t  fo r  income tax  purposes ,
al though we wou1d not be expected to report  a gain in earnings for f inancial-
repor t ing  purposes  a t  the  t ime our  LLC in te res t  i s  redeemed.  However ,  because
of  Snake R iver 's  ab i l i t y  to  ca l - I  our  $250 mi l l ion  l -oans  f rom Snake R iver  upon
redempt ion  o f  our  in te res t  in  the  LLC,  the  ne t  cash proceeds (a f te r  repayment
of  the debt)  generated by the redemption of  our interest  in the LLC coul-d be
less than the income taxes that we would be required to pay as a resul t  of  the
d i s p o s i t i o n .

Of f -ba lance Sheet  F inanc ing

We do not have any of f -balance sheet f inancing agreements other than the
opera t ing  l -eases  d iscussed in  Note  17  to  our  Conso l ida ted  F inanc ia l -
S t a t e m e n t s .

Conunitments and Contingencies

We are  sub jec t  to  cer ta in  commi tments  and cont ingenc ies ,  as  more  fu l l y
descr ibed in  the  Notes  to  our  Conso l ida ted  F inanc ia l -  S ta tements  and in  th is
Management '  s  D iscuss ion  and Ana l -ys is  o f  F inanc ia l -  Cond i t ion  and Resu l - t . s  o f
O p e r a t i o n s ,  i n c l u d i n g :

o certain income tax exami-nat ions which are underway in var ious
U . S .  a n d  n o n - U . S .  j u r i s d i c t i o n s ;

o certain environmental-  remediat ion matters involv ing NL, Tremont
and Val-hi ;

o  ce r ta i n  l i t i ga t i on  re l a ted  t o  NL ' s  f o rmer  i nvo l - vemen t
manuf  acture o f  l -ead p igment  and l -ead-based pa in t ;  and

o  ce r ta i n  o the r  l i t i ga t i on  t o  wh i ch  we  a re  a  pa r t y .
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In  add i t ion  to  those lega1 proceed ings  descr ibed in  Note  1-7  to  our
Conso l ida ted  F inanc ia l  S ta tements ,  var ious  leg is la t ion  and admin is t ra t i ve
regu la t ions  have,  f rom t ime to  t ime,  been proposed tha t  seek  to  ( i )  impose
var ious obl igat ions on present and former manufacturers of  l -ead pigment and
lead-based pa in t  ( inc lud ing  NL)  w i th  respec t  to  asser ted  hea] th  concerns
assoc ia ted  w i th  the  use  o f  such produc ts  and ( i i )  e f fec t i ve ly  over tu rn  cour t
dec is ions  in  wh ich  we and o ther  p igment  manufac turers  have been success fu l .
Examples  o f  such proposed leg is la t ion  inc l -ude b i l l s  wh ich  wou l -d  permi t  c iv i l -
l i ab i l i t y  fo r  damages on  the  bas is  o f  marke t  share ,  ra ther  than requ i r ing
p la in t i f f s  to  p rove  tha t  the  de fendant 's  p roduc t  caused the  a l teged damage,
and b i l l s  wh ich  wou ld  rev ive  ac t ions  bar red .  by  the  s ta tu te  o f  l im i ta t ions .
Whi le  no  leg is l -a t ion  or  regu la t ions  have been enac ted  Lo  da te  tha t  a re
expec ted  to  have a  mater iaL  adverse  e f fec t  on  our  conso l - ida ted  f inanc ia l
p o s i t i o n ,  r e s u l t s  o f  o p e r a t i o n s  o r  l i q u i d i t y ,  e n a c t m e n t  o f  s u c h  l e g i s l a t i o n
cou]d  have such an  e f  f  ec t .

As  more  f  u1 ly  descr ibed in  the  Notes  to  our  Conso l - ida ted  F inanc ia l -
S ta tements ,  we are  a  par ty  to  var i -ous  debt . ,  lease and o ther  agreements  wh ich
cont rac tua l l y  and uncond i t iona l l y  commi t  us  to  pay  cer ta in  amounts  in  the
fu tu re .  See Notes  9  and 17  to  our  Conso l ida ted  F inanc ia l -  S ta tements .  Our
ob l iga t ions  re la ted  to  the  long- te rm supp ly  cont rac t  fo r  the  purchase o f  T io2
feeds tock  is  more  fu l1y  descr ibed in  Note  17  to  our  Conso l - ida ted  F inanc ia l
S ta tements  and above in  "Bus iness  Chemica ls  Kronos  Wor l -dwide ,  Inc .
manufac tur ing  process ,  p roper t ies  and raw mater ia l -s .  "  The fo l low ing  tab le
summar izes  our  cont rac tua l  commi tments  as  o f  December  31 ,  2OQ7 by  the  type  and
date  o f  payment .

Payment due date

Contraetual conuni tment 2 0 0 8
20L3 and

a f te r TotaI2009 /20L0 20LL/20L2
( rn  mi l l ions)

Indebtedness :
Pr inc ipa l
In te res t

Operat ing l -eases

Kronos'  long-term supply
cont rac ts  fo r  the
purchase of  TiO2 feedstock

CompX raw material- and
other purchase commitments

F ixed asset  acqu is i t ions

fncome taxes

Total sss0 .  s $23 9- 3 s7.212-3 L2_,19t- 3

$  1 6 . 8
5 s . 9

9 . 9

2 0 8 . 0

L 5  . 2

3 s . 5

9 . 8

i3S2-2

$  4 . 3
L 2 9 . 7

1 , 2  . 5

4 0 4  . 0

$  4 . 3
] - 2 9 . 3

6 . 2

1 0 0 . 0

8 8 1 . 2
3 4 6 . 5

2 t . 6

9 0 5  . 5
5 7 L . 4

s o . 2

7 L 2  . 0

] - 5 . 2

3 s . 6

9 . 8

The t iming and amount shown for our commitments related to indebtedness
( p r i n c i p a l  a n d  i n t e r e s t ) ,  o p e r a t i n g  l - e a s e s  a n d  f i x e d  a s s e t  a c q u i s i t i o n s  a r e

based upon the contractual-  payment amount and the contractual  payment date for
such commi tments .  Wi th  respec t  to  indebtedness  invo lv ing  revo lv ing  c red i t
fac i l i t i es ,  the  amount  shown fo r  indebted .ness  is  based upon the  ac tua l -  amount
outs tand ing  a t  December  3L ,  2007,  and the  amount  shown fo r  in t .e res t  fo r  any
outs tand ing  var iab le - ra te  indebtedness  is  based upon the  December  3 ! ,  2OO7
in teres t  ra te  and assumes tha t  such var iab le - ra te  indebtedness  remains
outs tand ing  un t i l  the  matur i t y  o f  the  fac i l i t y .  The amount  shown fo r  income
taxes is the amount of  our consol idated current income taxes payable at
D e c e m b e r  3 1 ,  2 0 0 7 ,  w h i c h  i s  a s s u m e d  t o  b e  p a i d  d u r i n g  2 0 0 8 .  A  s i g n i f i c a n t
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por t ion  o f  the  amount  shown fo r  indebtedness  re l -a tes  to  K I I ' s  5 .5 t  Sen ior
S e c u r e d  N o t e s  ( $ 5 8 5 . 5  m i l l i o n  a t  D e c e m b e r  3 L ,  2 0 0 7 ) ,  w h i c h  i s  d e n o m i n a t e d  i n
the  euro .  See I tem 7A "Quant i ta t i ve  and Qua l - i ta t i ve  D isc l -osures  About
Marke t  R isk '  and Note  9  to  our  Conso l - ida ted  F inanc ia l -  S ta tements .

Our  cont rac ts  fo r  the  purchase o f  T iO2 feeds tock  conta in  f i xed
quant i t ies  Ehat  we are  requ i red  to  purchase,  a l though cer ta in  o f  these
contracts al- low f  or  an upward or downward adj  ustment in the quant i ty
purchased,  genera l l y  no  more  than 10 t ,  based on  our  feeds tock  requ i rements .
The pr ic ing  under  these agreements  i s  genera l l y  based on  a  f i xed  pr ice  w i th
pr ice  esca la t . ion  c lauses  pr imar i l y  based on  consumer  p r ice  ind ices ,  ds  de f ined
in the respect ive contracts.  The t iming and amount shown for our commitments
re la ted  to  the  long- te rm supp ly  cont rac ts  fo r  T iO2 feeds tock  are  based upon
our  cur ren t  es t imate  o f  the  quant i t y  o f  mater ia l -  tha t  w i l l -  be  purchased in
each t ime per iod shown, and the payment that  would be due based upon such
es t imated purchased quant i t y  and an  es t imate  o f  the  e f fec t  o f  the  pr ice
esca la t ion  c lause.  The ac tua l  amount  o f  mater ia l  purchased,  and the  ac tua l
amount that  would be payable by us,  hdy vary f rom such est imated amounts.

The above table of  contractual-  commitments does not incl-ude any amounts
under  our  ob l iga t ion  under  the  Lou is iana P igment  Company,  L .P .  jo in t  ven ture ,
as the t iming and amount of  such purchases are unknown and dependent oD, among
other  th ings ,  the  amount  o f  T iO2 produced by  the  jo in t  ven ture  in  the  fu tu re ,
and the  jo in t  ven ture 's  fu tu re  cos t  o f  p roduc ing  such T iO2.  However ,  the
tabl-e of  contractual  commit .ments does include amounts related to our share of
the  jo in t  ven ture 's  o re  requ i rements  necessary  fo r  i t  to  p roduce T iO,  fo r  us .
See Notes  7  and 17  Eo our  Conso l ida ted  F inanc ia l -  S ta tements  and "Bus iness
Chemical-s Kronos Worldwide, Inc .  "

In addi t ion,  we are party to an agreement that  couLd require us to pay
cer ta in  amounts  to  a  th i rd  par ty  based upon spec i f ied  percentages  o f  our
qual i fy ing Waste Management revenues. We have not incl-uded any amounts for
th is condi t ional-  commitment in the above table because we current ly bel ieve i t
is  not  probable that  the we wi l l  be required to pay any amounts pursuant to
t h i s  a g r e e m e n t .

The above table does not ref lect  any amounts that  we might pay to fund
our  de f ined benef i t  pens ion  p lans  and OPEB p Ians ,  ds  the  t im ing  and amount  o f
any such future fundings are unknown and dependent or,  among other th ings, the
f u t u r e  p e r f o r m a n c e  o f  d e f i n e d  b e n e f i t  p e n s i o n  p l a n  a s s e t s ,  i n t e r e s t  r a t e
assumpt ions  and ac tua l -  fu tu re  re t i ree  med ica l -  cos ts .  Such de f ined benef i t
pens ion  p lans  and OPEB p lans  are  d iscussed above in  g rea ter  de ta i l -  in  Note  l -1
to  our  Conso l - ida ted  F inanc ia l -  S ta tements .

The above tabl-e does not ref l -ect
any  o f  our  uncer ta in  tax  pos i t ions ,
f  uture set t l -ements are unknown and
t i m i n g  o f  t a x  a u d i t s .  S e e  N o t e s  L 2
S t a t e m e n t s .

any amounts that  we might pay to set t le
as the t iming and amount of  any such

dependent or,  among other th ings, the
and 18  to  our  Conso l ida ted  F inanc ia l

Recent Accounting Pronouncements

See  No te  18  t o  t he  Conso l i da ted  F inanc ia l  S ta temen ts

ITEM 7A. QUAI(ITTTATTVE Ar.TD QUAT,ITATTVE DTSCLOSITRES ABOIE MARKET RrSK

GeneraL. We are exposed to market r isk f rom changes in foreign currency
exchange ra tes ,  in te res t  ra tes  and equ i ty  secur i ty  p r ices .  We per iod ica l l y  use
currency forward contracts or interest  rate swaps to manage a port ion of  these
marke t  r i sks .  We have no t  en tered  in to  these cont rac ts  fo r  t rad ing  or
specu la t i ve  purposes  in  the  pas t ,  nor  do  we cur ren t ly  an t ic ipa te  en ter ing  in to
such cont rac ts  fo r  t rad ing  or  specu la t i ve  purposes  in  the  fu tu re .  Otherw ise ,
we general ly do not ent.er into forward or opt ion contracts to manage such

- 5 6



market  r i sks .  Other  than the  cont rac ts  d iscussed be low,  w€ were  no t  a  par ty
to any forward or der ivat ive opt ion contract  re l -ated to foreign exchange
r a t e s ,  i n t e r e s t  r a t e s  o r  e q u i t y  s e c u r i t y  p r i c e s  a t  D e c e m b e r  3 1 ,  2 0 0 5  a n d  2 0 0 7 .
See Notes l -  and L9 to our Consol idated Financial-  Statements for  a discussion of
the assumptions we used to est imate the fai r  val-ue of  the f inancial  instruments
to  wh ich  we are  a  par ty  a t  December  31 ,  2006 and 2007.

Interest  rates.  We are exposed to market.  r isk f rom changes in interest
rates,  pr imari ly re l -ated to our indebtedness .

A t  December  31 ,  2007,  our  aggregate  indebtedness  was sp l i t  be tween 93 t  o f
f ixed-rate instruments and 7Z of  var iabl-e-rate borrowings ( in 2006 the
percentages were: 99* of  f ixed-rate instruments and 13 of  var iable rate
borrowings).  The large percentage of  f ixed-rate debt instruments minimizes
earnings vol-at i l i ty  that  woul-d resul- t  f rom changes in interest  rates.  The
fol lowing tabl-e presents pr incipal  amounts and weighted average interest  rates
for our aggregate outstanding indebtedness at  December 3A, 2007. Informat ion
shown below for such foreign currency denominated indebtedness is presented in
i ts  U.S.  do l la r  equ iva len t  a t  December  31 ,  2OO7 us ing  an  exchange ra te  o f
1 ,  . 4 7 t 6  U .  S  .  d o l - l a r s  p e r  e u r o .

Beg inn ing  in  the  f i rs t  quar te r  o f  2008,  w€ w i l l  be  requ i red  to  segregate
our  fa i r  va l -ue  measurements  in to  th ree  1eve1s based on  the  type  o f  inpu ts  used
in determining f  a i r  val-ue. The l -evel-  of  observabl-e input is def ined by SFAS
No.  157,  Fa i r  Va l -ue  Measurement .s ,  see  Note  18  to  our  Conso l - ida ted  F inanc ia l
S ta tements .  Leve1 1  inputs  a re  quoted  marke t  p r ices  in  ac t , i ve  marke ts  fo r
ident ica l -  asse ts  o r  l iab i l i t ies .  Leve l -  2  inputs  a re  inputs  o ther  than quoted
pr ices  tha t  a re  observab l -e  fo r  the  asset  o r  l iab i l i t y  e i ther  d i rec t l y  o r
i n d i r e c t f y ,  i n c l u d i n g  q u o t e d  p r i c e s  f o r  s i m i l a r  a s s e t s  o r  l i a b i l i t i e s .  L e v e l
3  inputs  a re  unobservab l -e  inputs  fo r  the  asset  o r  l iab i l i t y  fo r  wh ich  there
are  no  read i l y  ava i l -ab le  quoted  pr ices  fo r  s im i l -a r  asse ts .  We use our
judgment  to  de termine fa i r  va lue  wh ich  cou l -d  inc lude a  var ie ty  o f  techn iques
inc lud ing  d iscounted  cash f lows ana lys is ,  va lua t ion  mode l -s  wh ich  may use
quoted  pr ices ,  o r  o ther  in te rna l l y  deve loped inputs .  The tab le  be l -ow shows
t h e  f a i r  v a l - u e  o f  o u r  f i n a n c i a l -  l i a b i l i t i e s  a t  D e c e m b e r  3 1 ,  2 0 0 7 .

Amount

Indebtedness*

Fixed-ra te  indebtedness :
Euro-denominated KI f

5 . 5 8  S e n i o r  S e c u r e d  N o t e s
Valhi l-oans from Snake River
O the r

f i xed - ra te

Var iab l -e  -  ra te  indebtedness
CompX promlssory note to TIMET
Kronos  U .S .  r evo l ve r

va r i ab l -e - ra te

Total-

*  D e n o m i n a t e d  i n  U . S .  d o l 1 a r s ,
c a p i t a l  l e a s e  o b l i g a t i o n s .

At  December  3a ,  2006,  our
mi l l ion  ( the  f  a i r  va l -ue  was f l  e  g  .
r a t e  o f  7 . 4 + ;  o u r  v a r i a b l e  r a t e
approximated f  a i r  val-ue, wi th a

( In  mi I I lns )  
-

Carrying
value

$s8s .  s
2 5 0 . 0

. 4
B s 3 s  J

s 0 . 0
1 5 . 4

$  6 s . 4

$9_A1_,_3

except

Fai r
value

$ s 0 7  . 7
2 5 0 . 0

. 4
$ ? s 8  J

5 0 . 0
1 5  . 4

$  5 s . 4

s 8 2 3 .  s

Interest
rate

5 . s %
9  . 4 e 6

Various
7  . 4 %

5  . 0 %
7  . 5 t

6  . 4 %

Maturi ty
Date

20L3
2027
Various

20L4
2 0 0 8

7  . 3 t

indicated. Excl-udesas  o therw ise

f i xed  ra te  i ndeb tedness  agg rega ted  $781 .8
3  m i l l i on )  w i t h  a  we igh ted -ave rage  i n te res t
i ndeb tedness  agg rega ted  $5 .5  m i l l i on ,  wh i ch

w e i g h t e d  a v e r a g e  i n t e r e s t  r a t e  o f  8 . 3 t .
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Approximately 58* of  such f ixed rate indebtedness was denominated in the euro,
w i th  the  remainder  denominated  in  the  U.S.  do l l -a r .  A11 o f  the  ou ts tand ing
var iab le  ra te  bor rowings  were  denominated  in  the  u .s .  do l ]a r .

Foreign currency exchange rates. We are exposed to market risk arising
from changes in foreign currency exchange rates as a resul t  of  manufactur ing
and sel l ing our products wor ldwide. Our earnings are pr imari ly af fected by
f luc tua t ions  in  the  va l -ue  o f  the  U.S.  do l la r  re l -a t i ve  to  the  euro ,  the  Canad ian
dol- l -ar ,  the Norwegian kroner and the Br i t ish pound ster l ing.

As  descr ibed above,  d t  December  31 ,  2007,  w€ had the  equ iva len t  o f  $585.5
mi l - l - ion  o f  ou ts tand ing  euro-denominated  indebtedness  ( in  2006 the  equ iva len t
o f  $525.0  mi l - l ion  o f  euro-denominated  indebtedness)  .  The po ten t . ia l  j -nc rease
in the U. S. dol- l -ar  equivalent of  the pr incipal  amount outstanding resul t ing
from a hypothet ical  10t  adverse change in exchange rates at  such date would be
a p p r o x i m a t e l y  $ 5 8 . 9  m i l - I i o n  a t  D e c e m b e r  3 1 ,  2 0 0 7  ( i n  2 0 0 6  t h e  a m o u n t  w a s  $ 5 2 . 8
m i l l i o n )  .

We per iod ica l l y  use  cur rency  fo rward  cont rac ts  to  manage a  por t ion  o f
fo re ign  cur rency  exchange ra te  marke t  r i sk  assoc ia ted  w i th  t rade rece ivab l -es ,
o r  s im i l -a r  exchange ra te  r i sk  assoc ia ted  w i th  fu tu re  sa1es ,  denominated  in  a
cur rency  o ther  than the  ho lder 's  func t iona l -  cur rency . These cont rac ts
genera l l y  re la te  to  our  Chemica l -s  and Component  Produc ts  opera t ions .  We have
not  en tered  in to  these cont rac ts  fo r  t rad ing  or  specu la t i ve  purposes  in  the
pas t ,  nor  do  we cur ren t ly  an t ic ipa t .e  en ter ing  in to  such conLrac ts  fo r  t rad ing
or  specu la t i ve  purposes  in  the  fu t .u re .  Some o f  the  cur rency  fo rward  cont rac ts
we ent.er into meet.  the cr i ter ia for  hedge account ing under GAAP and are
des ignated  as  cash f l -ow hedges.  For  these cur rency  fo rward  cont rac ts ,  ga ins
and 1osses  represent ing  the  e f fec t i ve  por t ion  o f  our  hedges are  de fer red  as  a
component of  accumul-ated other comprehensive income, and are subsequent ly
recogn ized in  earn ings  a t  the  t ime the  hedged i tem a f fec ts  earn ings .  For  t .he
cur rency  fo rward  cont rac ts  we en ter  in to  wh ich  do  no t  meet  the  c r i te r ia  fo r
hedge account i tg ,  we mark- to -marke t  the  es t imated  fa i r  va lue  o f  such cont rac ts
a t  each ba lance sheet  da te ,  w i th  any  resu l t ing  ga in  o r  loss  recogn ized in
income cur ren t ly  as  par t  o f  ne t  cur rency  t ransac t ions .  We had no  fo rward
c o n t r a c t s  o u t s t a n d i n g  a t  D e c e m b e r  3 1 ,  2 0 0 5  o r  2 0 0 7 .

Marketabfe equi ty and debt secur i ty pr ices.  We are exposed to market
r isk due to changes in pr ices of  the marketable secur i t ies that  we own. The
fair  value of  such debt and equi ty secur i t ies (determined using Level-  l -  and
Leve l -  3  inputs  )  a t  December  31 ,  2005 and 2007 was #27I  .6  mi l l - ion  and #327 .0
mi l - l ion,  respect ively.  The potent ia l  change in the aggregate f  a i r  value of
these inves tments ,  Bssuming a  10? change in  p r ices ,  wou ld  be  527.2  mi l l ion  a t
D e c e m b e r  3 1 ,  2 0 0 5  a n d  $ 3 2 . 7  m i l - l " i o n  a t  D e c e m b e r  3 1 ,  2 O O 7  .

Qther.  We bel ieve there may be a certain amount of  incompleteness in the
sensi t iv i ty analyses presented above. For example,  the hypothet ical-  ef fect  of
changes in interest  rates discussed above ignores the potent ia l  ef fect  on other
var iabl-es that  af  f  ect  our resul- ts of  operat ions and cash f  l -ows, such as demand
for  our  p roduc ts ,  sa1es  vo lumes and se l l ing  pr ices  and opera t ing  expenses .
Contrary to the above assumptions, changes in interest  rates rarely resul t  in
simultaneous comparable shi f ts along the yield curve. Also,  our investment in
The Amalgamated Sugar Company LLC represents a s igni f icant port ion of  our total
port fo l io of  marketable secur i t ies.  That j -nvestment serves as col- l -ateral-  for
our l-oans from Snake River Sugar Company, and a decrease in the fair val-ue of
that  investment would l ikeIy be mit igated by a decrease in the fa i r  value of
the related indebtedness. Accordingly,  the amounts we present above are not
necessar i l y  an  accura te  re f lec t ion  o f  the  po ten t ia l  l -osses  we wou ld  incur
assuming the hypothet ical-  changes in market pr ices were actual ly to occur.

The above discussion and est imated sensi t iv i ty analysis amounts incl-ude
forward- looking statements of  market r isk which assume hypothet ical  changes in
marke t  p r ices .  Ac tua l  fu tu re  marke t  cond i t ions  w i l l  l i ke1y  d i f fe r  mater ia l l y
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f rom such assumptions. Accordingly,
be  cons idered to  be  pro jec t ions  by  us

ITEAT 8. FINAI{CIAI, STATEIIEIilTS AI{D

The inf ormation cal-l-ed f or
sect ion of  th is Annual-  Report .
S c h e d u L e s "  ( p a g e  F - 1 ) .

such forward- look ing s ta tements  should  not
o f  f u tu re  even ts ,  ga ins  o r  l osses .

SUPPIJEMENTARY DATA

by this l tem is contained in a separate
See " fndex of  Financial  Statements and

rrEM e' 
ffi;li*r"-rX"Hr""3rsAGREEI'l{ENrs 

wrrH

None .

ACEOITI{TANTS ON ACCOI'NTING

ITE}I 9A. COIITROLS AIID PROCEDI'RES

Eval-uat ion of  DiscTosure Control ,s and Procedures

We main ta in  a  sys tem o f  d isc l -osure  cont ro ls  and procedures .  The te rm
"d isc losure  cont ro l -s  and procedures ,  t r  as  de f  ined  by  Exchange Ac t  Ru l -e  1 -3a-
15 (e )  ,  means cont ro ls  and o ther  p rocedures  tha t  a re  des igned to  ensure  tha t
in fo rmat ion  requ i red  to  be  d iscLosed in  the  repor ts  we f i le  o r  submi t  to  the
S E C  u n d e r  t h e  S e c u r i t i e s  E x c h a n g e  A c t  o f  L 9 3 4 ,  4 s  a m e n d e d  ( t h e  " A c t " ) ,  i s
recorded,  p rocessed,  summar ized and repor ted ,  w i th in  the  t ime per iods
spec i f  ied  in  the  SEC's  ru l -es  and f  o rms.  D isc l -osure  cont ro ls  and procedures
inc lude,  w i thout  l im i ta t ion ,  con t ro ls  and procedures  des igned to  ensure  tha t
in fo rmat ion  we are  requ i red  to  d isc lose  in  the  repor ts  we f i le  o r  submi t  to
the SEC under the Act is accumulated and communicated to our management,
inc lud ing  our  p r inc ipa l  execut ive  o f f i cer  and our  p r inc ipa l  f inanc ia l -  o f f i cer ,
o r  persons  per fo rming  s imi la r  func t ions ,  as  appropr ia te  to  a l Iow t ime ly
dec is ions  to  be  made regard ing  requ i red  d isc l -osure .  Each o f  S teven L .  Watson,
our  Pres ident  and Ch ie f  Execut ive  Of f i cer ,  and Bobby D.  O 'Br ien ,  our  V ice
Pres ident  and Ch ie f  F inanc ia l -  Of f i cer ,  have eva l -ua ted  the  des ign  and
ef fec t i veness  o f  our  d isc losure  cont ro l -s  and procedures  as  o f  December  31 ,
2007.  Based upon the i r  eva l -ua t ion ,  these execut ive  o f  f  i ce rs  have conc l -uded
tha t  our  d isc l -osure  cont ro ls  and procedures  were  e f fec t i ve  as  o f  December  31 ,
2 0 0 7  .

Internal  Controf  Over FinanciaL Report inq

We al-so maintain internal  control-  o.r"r  f  inancial-  report ing.  The term
" in te rna l -  con t ro l  over  f inanc ia l  repor t i rg , "  as  de f ined by  Exchange Ac t  Ru l -e
l - 3 a - 1 5 ( f ) ,  m e a n s  a  p r o c e s s  d e s i g n e d  b y ,  o r  u n d e r  t h e  s u p e r v i s i o n  o f ,  o u r
pr inc ipa l  execut ive  and pr inc ipa l  f inanc ia l -  o f f i cers ,  o r  persons  per fo rming
s imi l -a r  func t ions ,  and e f fec ted  by  our  board  o f  d i rec to rs ,  management  and
other  personne l ,  to  p rov ide  reasonab l -e  assurance regard ing  the  re l iab i l i t y  o f
f inanc ia l  repor t ing  and the  prepara t ion  o f  f inanc ia l  s ta tements  fo r  ex te rna l
purposes  in  accordance w i th  GAAP,  and inc l -udes  those po l i c ies  and procedures
t h a t :

per ta in  to  the  main tenance o f  records  tha t  in  reasonab le  de ta i l -
accura te ly  and fa i r l y  re f l -ec t  our  t ransac t ions  and d ispos i t ions  o f
o u r  a s s e t s ,
p rov ide  reasonab l -e  assurance tha t  t ransac t ions  are  recorded as
necessary  to  permi t  p repara t ion  o f  f inanc ia l -  s ta tements  in  accordance
with GAAP, and that our receipts and expendi tures are made only in
accordance w i th  au thor iza t ions  o f  our  management  and d i rec to rs ,  and
prov ide  reasonab l -e  assurance regard ing  prevent ion  or  t ime ly  de tec t ion
o f  u n a u t h o r i z e d  a c q u i s i t i o n ,  u s e  o r  d i s p o s i t i o n  o f  o u r  a s s e t s  t h a t
coul-d have a mater ia l  ef fect  on our Condensed Consol- idated Financial-
S t a t e m e n t s .
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Sect ion 404 of  the Sarbanes-Oxley Act of  2002 requires us to include a
management report on internal- control- over financial reporting in this Annual-
Report  on Form 10-K for the year ended December 3A, 2007. Our independent
registered publ ic account ing f i rm is also required to audi t  our internal
cont ro l  over  f inanc ia l -  repor t ing  as  o f  December  31 ,  2007.

As  permi t ted  by  the  SEC,  our  assessment  o f  in te rna l  con t ro l  over
f inanc ia l -  repor t ing  exc ludes  ( i )  in te rna l  con t roL  over  f inanc ia l -  repor t ing  o f
our  equ i ty  method inves tees  and ( i i )  in te rna l -  con t ro l  over  the  prepara t ion  o f
our  f inanc ia l -  s ta tement  schedu l -es  requ i red  by  Ar t i c le  L2  o f  Regu la t ion  S-X.
However,  our assessment of  internal-  cont.rol-  over f inancial-  report ing wi th
respec t  t .o  our  equ i ty  method inves tees  d id  inc lude our  cont ro ls  over  the
recording of  amounts rel-ated to our investment that  are recorded in our
Conso l - ida ted  F inanc ia l -  S ta tements ,  inc lud ing  cont ro l -s  over  the  se l -ec t ion  o f
account ing methods for our investments,  the recogni t ion of  equi ty method
earnings and l -osses and the determinat ion,  valuat ion and recording of  our
i -nvestment account bal-ances .

Changes in InternaT Control- Over Financial Reporting

There has been no change to
repor t ing dur ing the quar ter  ended
a f f e c t e d ,  o r  i s  r e a s o n a b l y  l i k e l y  t o
ove r  f  i nanc ia l -  r epo r t i ng .

our internal-  control-  over f  inancial
D e c e m b e r  3 1 ,  2 0 0 7  t h a t  h a s  m a t e r i a l l y
m a t e r i a l l y  a f f e c t ,  o u r  i n t e r n a l  c o n t r o l

Management' s Report on Int.ernal Control- Over Financial- Reporting

Our  management  i s  respons ib le  fo r  es tab l i sh ing  and main ta in ing  adequate
in te rna l  con t ro l  over  f inanc ia l -  repor t ing ,  as  such te rm is  de f ined in  Exchange
A c t  R u l - e  1 3 a - 1 5  ( f  )  a n d  1 5 d - 1 5  ( f  )  .  O u r  e v a l - u a t i o n  o f  t h e  e f f e c t i v e n e s s  o f  o u r
in te rna l  con t ro l  over  f inanc ia l -  repor t ing  is  based upon the  c r i te r ia
establ ished in InternaL Control  Integrated Framework issued by the Commit tee
of Sponsor ing Organizat ions of  the Treadway Commission (commonly referred to
as  the  *COSO" f ramework) .  Based on  our  eva l -ua t ion  under  tha t  f ramework ,  we
have concl-uded that our internal-  control  over f  inancia]  report ing was
e f f e c t i v e  a s  o f  D e c e m b e r  3 1 ,  2 0 0 7 .

Pr icewaterhouseCoopers  LLP,  the  independent  reg is te red  pub l ic  account ing
f i rm tha t  has  aud i ted  our  Conso] ida ted  F inanc ia l -  S ta tements  inc luded in  th is
Annual  Report  has audi ted the ef  f  ect iveness of  our internal-  control-  over
f i n a n c i a l  r e p o r t i n g  a s  o f  D e c e m b e r  3 1 ,  2 0 0 7 ,  d s  s t a t e d  i n  t h e i r  r e p o r L  w h i c h
is  inc luded in  th is  Annua l  Repor t  on  Form l -O-K.

Cer t i f i ca t ions

O u r  c h i e f  e x e c u t i v e  o f f i c e r  i s  r e q u i r e d  t o  a n n u a l l y  f i l e  a  c e r t i f i c a t i o n
wi th  the  New York  S tock  Exchange ( "NYSE' ) ,  cer t i f y ing  our  compl iance w i th  the
corpora te  governance l i s t ing  s tandards  o f  the  NYSE.  Dur ing  2007,  our  ch ie f
execut ive  o f f i cer  f i l ed  such annua l  cer t i f i ca t ion  w i th  the  NYSE,  ind ica t ing  we
were  in  compl iance w i th  such l i s t ing  s tandards  w i thout  qua l i f i ca t ion .  our
ch ie f  execut ive  o f  f  i ce r  and ch ie f  f  inanc ia l -  o f  f  i ce r  a re  a l -so  requ i red  to ,
among o ther  th ings ,  quar te r ly  f i l e  cer t i f i ca t ions  w i th  the  SEC regard ing  the
qua l i t y  o f  our  pub l i c  d isc losures ,  ds  requ i red  by  Sec t ion  302 o f  the  Sarbanes-
Ox ley  Ac t  o f  2002.  We have f i led  the  cer t i f i ca t ions  fo r  the  quar te r  ended
D e c e m b e r  3 1 ,  2 0 0 7  a s  e x h i b i t s  3 1 . 1  a n d  3 L . 2  t o  t h i s  A n n u a l  R e p o r t  o n  F o r m  1 - 0 -
K .

ITE1T 98. OTHER INFORMATION

Not  app l i cab le .
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PART III

ITEII{ 10 . DIRECTORS, EXECIITIVE OFFICERS AI{D CORPOR.ATE GOVERNAI{CE

The informat ion required by th is f tem is incorporat .ed by reference to our
def in i t ive Proxy Statement we wi l l  f i le wi th the SEC pursuant to Regulat ion 14A
within 1 '20 days af ter  the end of  the f iscal  year covered. by th is report  ( the
"Valhi  Proxy Statement")

ITETII 11. EXECI]ITIVE COIIPENSATION

The informat ion required by th is I tem is incorporated by reference to the
Valhi  Proxy Statement.

ITEM L2. SECI'RITY O$INERSHIP OF CERTAIN BEI{EFICIAI, O$INERS AI{D MA}IAGEMENT
AIID REI,.ATED STOEKHOI.,DER MATTERS

The informat ion required by Ehis I tem is incorporated by reference to the
Valhi  Proxy Statement.

ITE'If 13. CERTAIN REIJATIONSHIPS A]ID REIJATED TRAI{SACTIONS AI{D DIRECTOR
IIIDEPEIIDENCE

The informat ion required by th is I tem is incorporated by reference to the
Valhi  Proxy Statement.  See also Note 1,7 to the Consol- idated Financial-
S t a t e m e n t s .

ITEIT{ 14. PRINCIPAIJ ACCOI'tf,fING FEES AIID SERVICES

The informat ion required by th is I tem is J-ncorporated by reference to the
Valhi  Proxy Statement.

PART IV

ITEM 15 . EXIIIBITS A}ID FINAI{CIAL STATEMENT SCHEDULES

(a) and (c)  f  inancial-  Statements and Schedules

The Registrant

our  Conso l - ida ted  F inanc ia l -  S ta tement .s  and schedu les  l i s ted  on  the
accompany ing  Index  o f  F inanc ia l -  S ta tements  and Schedu les  (see
page F-1)  a re  f i led  as  par t  o f  th is  Annua l -  Repor t .

508 -o r - less  owned persons

TIMET's  condensed conso l - ida ted  f inanc ia l  s ta tements  a re  f i led  as
Exh ib i t  99 .1  o f  th is  Annua l  Repor t  pursuant  to  Ru l -e  3  -09  o f
Regu la t ion  S-X.  T IMET's  Management 's  Repor t  on  In te rna l  Cont ro l
Over  F inanc ia l -  Repor t ing  is  no t  inc l -uded as  par t  o f  Exh ib i t  99 . I .
We are  no t  requ i red  to  p rov ide  any  o ther  conso l ida ted  f inanc ia l
s t a t e m e n t s  p u r s u a n t  t o  R u l e  3 - 0 9  o f  R e g u l a t i o n  S - X .

(b )  Exh ib i ts

Incl-uded as exhibi ts are the i tems l is ted in the Exhibi t  rndex. We
have retained a s igned or ig inal  of  any of  these exhibiLs that  contain
signatures,  and we wi l l  provi-de such exhibi t  to the Commission or i ts
staf f  upon request.  We wi l l  furnish a copy of  any of  the exhibi ts
l is ted bel-ow upon request and payment of  $+.00 per exhibi t  to cover
our costs of  furnishing the exhibi ts.  Such requests shoul-d be
directed to the at tent ion of  our Corporate Secretary at  our corporate
o f f i c e s  1 o c a t e d  a t  5 4 3 0  L B J  F r e e w a y ,  S u i t e  1 7 0 0 ,  D a l l a s ,  T e x a s  7 5 2 4 0 .
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I t e m  N o .

3 . 1

3 . 2

4 . 1

1 0 . 1

t o . 2

1 0 . 3

1 0  . 4

l _ 0 .  s

1 _ 0 . 6

t _ 0 . 7

Pursuant  to  I tem 601 (b )  (4 )  ( i i i )  o f  Regu la t ion  S-K,  we w i l l  fu rn ish  to
the Commission upon request any instrument def in ing the r ights of
holders of  long-term debt issues and other agreements related to
indebtedness which do not exceed 10t of  our consol- idated tota]  assets
a s  o f  D e c e m b e r  3 1 ,  2 0 0 7 .

Exhibi t  I tem

Restated Art ic les of  Incorporat ion of  the Registrant -  incorporated
by reference to Exhibi t  3.1 to our Current Report  on Form 9-K/A (r i te
N o .  I - 5 4 5 7 )  d a t e d  M a r c h  2 6 ,  2 0 0 7  a n d  f i l e d  b y  u s  o n  M a r c h  2 9 ,  2 0 0 7 .

By-Laws of  the Registrant as amended -  incorporated by reference to
Exh ib i t  3 .1  o f  our  Cur ren t  Repor t  on  Form 8-K ( f i te  No.  L -5467)  da ted
November 5,  2007 .

Indenture dated Apr i l  11,  2006 between Kronos Internat ional ,  Inc.  and
The Bank of  New York,  ds Trustee, governing Kronos fnternat ional- 's
6.5? Senior Secured Notes due 201,3 -  incorporated by reference to
Exh ib i t  4 .L  to  Kronos  In te rna t iona l ,  Inc . ' s  Cur ren t  Repor t  on  Form 8-
K  ( F i l e  N o .  3 3 3 - 1 0 0 0 4 7 )  f i l e d  w i t h  t h e  S E C  o n  A p r i l  1 1 ,  2 0 0 6 .

fntercorporate Services Agreement between the Registrant and Contran
Corporat ion ef  f  ect ive as of  . .Tanuary L,  2OO4 incorporated by
reference to Exhibi t  10.1- to our Quarter ly Report  on Form 10-Q for
the  quar te r  ended March  31 ,  2004.

Intercorporate Services Agreement between Contran Corporat ion and NL
effect ive as of  January I ,  2004 -  incorporated by reference to
E x h i b i t  l - 0 . 1  t o  N L r s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( f  i t e  N o .  L - 6 4 0 )
f  or  the quart .er  ended March 31, 2004 .

Intercorporate Services Agreement between Contran Corporat ion and
CompX effect ive January I ,  2004 incorporated by reference to
E x h i b i t  L 0 . 2  t o  C o m p X ' s  A n n u a l  R e p o r t  o n  F o r m  1 0 - K  ( F i l e  N o .  1 - 1 3 9 0 5 )
fo r  the  year  ended December  31 ,  2003.

Intercorporate Services Agreement between Contran Corporat ion and
Kronos Wor ldwide ,  Inc .  e f fec t i ve  . fanuary  L ,  2004 -  incorpora ted  by
r e f e r e n c e  t o  E x h i b i t  N o .  1 0 . 1  t o  K r o n o s ' Q u a r t e r l y  R e p o r t  o n  F o r m
1 0 - Q  ( F i l e  N o .  1 - 3 1 7 6 3 )  f o r  t h e  q u a r t e r  e n d e d  M a r c h  3 1 ,  2 0 0 4 .

Stock Purchase Agreement dated Apr i l  t ,  2005 between Valhi ,  Inc.  and
Contran Corporat ion incorporated by reference to Exhibi t  99.L to
o u r  C u r r e n t  R e p o r t  o n  F o r m  8 - K  ( F . i t e  N o .  l - 5 4 6 7 )  d a t e d  A p r i l  L ,  2 0 0 5 .

Stock  Purchase Agreement  da ted  November  t ,  2006 be tween Va lh i ,  Inc .
and Valhi  Holding Company incorporated by reference to Exhibi t
1 0  .  1  t o  o u r  C u r r e n t  R e p o r t  o n  F o r m  8 - K  ( f  i l - e  N o .  I - 5 4 6 7 )  d a t e d
November 7-,  2006 .

S t o c k  P u r c h a s e  A g r e e m e n t  d a t e d  a s  o f  M a r c h  2 6 , 2 0 0 7  b e t w e e n  V a l - h i ,
Inc.  and Contran Corporat ion -  incorporated by reference to Exhibi t
1 0 . 1  t o  o u r  C u r r e n t  R e p o r t  o n  F o r m  8 - K  ( F i l e  N o .  L - 5 4 6 7 )  d a t e d
M a r c h  2 5 ,  2 0 0 7  a n d  f i l e d  b y  u s  o n  M a r c h  2 7  ,  2 0 0 7  .

Consent  Agreement  da ted  as  o f  March  29 ,2007 be tween Va lh i ,  Inc .  and
Contran Corporat ion incorporated by reference to Exhibi t  10.2 to
our  cur ren t  Repor t  on  Form g-K/A (F i le  No.  l -5467)  da ted  March  26 ,
2007 and f i led  by  us  on  March  29 ,  2007 .

1 0 . 8
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I t e m  N o .

r - 0 . 9

r . 0 . 1 0

1 0 . 1 1

L 0 . t 2

1 0 . 1 - 3 *

1 0 . 1 4 *

1 0 . 1 5 *

1 0  .  1 5 *

l _ 0 . 1 7

1 0 . 1 8

Exhibi t  I tem

Stock Purchase Agreement dated as of  October 16, 2OO7 between TIMET
Finance Management Company and CompX International- Inc.
incorporated by reference to Exhibi t  10.  l -  of  CompX's Current Report
o n  F o r m  8 - K  ( F i l e  N o .  1 - 1 3 9 0 5 )  d a t e d  o c t o b e r  2 2 ,  2 0 0 7 .

Agreement and Pl-an of  Merger dated as of  October 16, 2OO7 among CompX
Internat ional  Inc.  ,  CompX Group, Inc.  and CompX KDL LLC
incorporated by reference to Exhibi t  l -O.2 of  CompX's Current Report .
o n  F o r m  8 - K  ( f i I e  N o .  1 - 1 3 9 0 5 )  d a t e d  O c t o b e r  2 2 ,  Z O O T  .

Subordinated Term Loan Promissory Note dated October 26, 2OO7
executed by CompX International- Inc. and payable to the order of
TIMET Finance Management Company incorporated by reference to
Exh ib i t  10 .4  o f  CompX's  Quar te r ly  Repor t  on  Form 1O-e  (F i le  No.  1 -
1 3 9 0 5 )  f o r  t h e  q u a r t e r  e n d e d  S e p t e m b e r  3 0 ,  Z O O 7 .

Form of Subordination Agreement among TIMET Finance Management
Company, CompX Internat ional-  Inc. ,  CompX Secur i ty Products,  Inc. ,
CompX Prec is ion  S l ides  fnc . ,  CompX Mar ine  fnc . ,  Cus tom Mar ine  fnc . ,
L ivors i  Mar ine  Inc . ,  Wachov ia  Bank,  Nat iona l  Assoc ia t ion  as
administrat ive agent for  i tsel f ,  Compass Bank and Comerica Bank
incorporated by reference to Exhibi t  1-0.4 of  CompX's Current Report
on  Form 8-K da ted  October  22 ,  2007 .

Valhi ,  fnc.  1,997 Long-Term fncent ive Plan -  incorporated by reference
to  Exh ib i t  1 -O. l2  to  the  Reg is t ran t rs  Annua l  Repor t  on  Form 1O-K ( r ' i te
N o .  1 , - 5 4 6 7 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 1 ,  L 9 9 6 .

CompX Internat ional-  Inc.  1997 Long-Term Incent ive Pl-an -  incorporated
by  re fe rence to  Exh ib i t  L0 .2  to  CompX's  Reg is t ra t ion  Sta tement  on
F o r m  S - 1  ( f i t e  N o .  3 3 3 - 4 2 6 4 3 ) .

NL Indus t r ies ,  Inc .  1998 Long-Term Incent ive  P l -an  incorpora ted  by
re ference to  Append ix  A  to  NL 's  Proxy  Sta tement  on  Schedu le  l -4A
(F i le  No.  1 -640)  fo r  the  annua l  meet ing  o f  shareho l -ders  he ld  on  May
9 ,  1 9 9 8 .

Kronos  Wor ldwide ,  Inc .  2003 Long-Term fncent ive  P lan  incorpora ted
by  re fe rence to  Exh ib i t  10 .4  to  Kronos '  Reg is t ra t ion  Sta tement  on
F o r m  1 , 0  ( F i l e  N o .  0 0 1 - 3 1 - 7 5 3 ) .

Agreemen t  Rega rd ing  Sha red  I nsu rance  da ted  as  o f  Oc tobe r  30 ,  2003  by
and  be tween  CompX In te rna t i ona l  I nc .  ,  Con t ran  Co rpo ra t i on ,  Keys tone
Conso l - i da ted  I ndus t r i es ,  I nc .  ,  K ronos  Wor ldw ide ,  I nc .  ,  NL
I n d u s t r i e s ,  I n c . ,  T i t a n i u m  M e t a l - s  C o r p o r a t i o n  a n d  V a l h i ,  I n c
i nco rpo ra t . ed  by  re fe rence  t o  Exh ib i t  1 "0 .32  t o  K ronos '  Annua l -  Repo r t
o n  F o r m  1 0 - K  ( F i l e  N o .  1 - 3 1 - 7 6 3 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 1 ,
2 0 0 3 .

Format. ion Agreement of The Amalgamated Sugar Company LLC dated
Janua ry  3 ,  1997  ( t o  be  e f f ec t i ve  December  31 ,  ] - 996 )  be tween  Snake
River Sugar Company and The Amalgamated Sugar Company - incorporated
by  re fe rence  t o  Exh ib i t  10 .19  t o  t he  Reg i s t ran t ' s  Annua l -  Repo r t  on
F o r m  l - O - K  ( f i t e  N o .  I - 5 4 6 7 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 1 ,  1 , 9 9 6 .
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f t em No .

1 0 . 1 9

1 0 . 2 0

t 0 . 2 L

l Q . 2 2

r 0 . 2 3

] - 0 . 2 4

1 0 . 2 5

1 0 . 2 6

1 0 . 2 7

Exhib i t  I tem

Master Agreement Regarding Amendments to The Amalgamated Sugar
Company Documents  da ted  oc tober  !9 ,  2Ooo incorpora ted  by  re fe rence
t o  E x h i b i t  l - 0 . 1  t o  t h e  R e g i s t r a n t , s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 O - e
( r ' i t e  N o .  L - 5 4 5 7 )  f o r  t h e  q u a r t e r  e n d e d .  s e p t e m b e r  3 0 ,  2 o o o .

Prepayment and Terminat ion Agreement dated October 14, 2OO5 among
valhi ,  rnc .  ,  snake River sugar company and. wel l_s Fargo eank
N o r t h w e s t ,  N . A .  i n c o r p o r a t e d  b y  r e f e r e n c e  t o  E x h i b i t  N o .  1 0 . 1  t o
the  Reg is t ran t ' s  Amendment  No.  1  to  i t s  Cur ren t  Repor t  on  Form g-K
( r i l e  N o .  l - 5 4 6 7 )  d a t e d  O c t o b e r  1 8 ,  2 0 0 5 .

Company Agreement of The Amalgamated. Sugar Company LLC dated January
3 ,  1 '997 ( to  be  e f fec t i ve  December  37 ,  IggS)  -  incorpora ted  b t
r e f e r e n c e  t o  E x h i b i t  1 0 . 2 0  t o  t h e  R e g i s t r a n t ' s  A n n u a l  R e p o r t  o n  F o r m
1 0 - K  ( F i l e  N o .  L - 5 4 6 7 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 1 ,  L 9 g G .

First Amendment to the Company Agreement of The Amalgamated Sugar
Company LLC dated May !4,  L997 -  incorporated by reference to
E x h i b i t  l - 0 . 1 -  t o  t h e  R e g i s t r a n t , s  e u a r t e r l y  R e p o r t  o n  F o r m  1 o - e  ( p i t e
N o .  I - 5 4 6 7 )  f o r  t h e  q u a r t . e r  e n d e d  J u n e  3 0 ,  I g g T  .

Second Amendment to the Company Agreement of The Amalgamated Sugar
Company LLc dated November 30, 1998 -  incorporated. by reference to
Exhibi t  1 'o .24 to the Registrant t  s Annual  Report  on Form 1o -K (r ' i le
N o .  l - 5 4 6 7 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 1 ,  1 9 9 9 .

Third Amendment to the Company Agreement of The Amalgamated Sugar
Company LLC dated  October  !9 ,  2OOO incorpora ted  by  re fe rence to
E x h i b i t  r 0 . 2  t o  t h e  R e g i s t r a n t ' s  e u a r t e r l y  R e p o r t  o n  F o r m  1 0 - e  ( F i l e
N o .  L - 5 4 5 7 )  f o r  t h e  q u a r t e r  e n d e d  s e p t e m b e r  3 0 ,  2 o o o .

Amended and Restated Company Agreement of  The Amalgamated Sugar
Company LLC dated October !4,  2OO5 among The Amalgamated. Sugar
Company LLC, Snake River Sugar Company and The Amalgamated
Col la te ra l  T rus t  incorpora ted  by  re fe rence to  Exh ib i t  No.  : -O.7  to
the  Reg is t ran t ' s  Amendment  No.  1  to  i t s  Cur ren t  Repor t  on  Form g-K
( f i t e  N o .  I - 5 4 6 7 )  d a t e d  O c t o b e r  1 8 ,  2 0 0 5 .

Subord ina ted  Promissory  Note  in  the  pr inc ipa l  amount  o f  g37.5
mi l l ion  be tween Va lh i ,  Inc .  and Snake R iver  Sugar  Company,  and the
re la ted  P ledge Agreement ,  bo th  da ted  January  3 ,  L9g7 -  incorpora ted
by  re f  e rence to  Exh ib i t  10  .21"  to  the  Reg is t ran t rs  Annua l -  Repor t  on
F o r m  1 0 - K  ( F i l e  N o .  1 ' - 5 4 6 7 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 ! ,  t g g 6 .

L imi ted  Recourse  Promissory  Not .e  in  the  pr inc ipa l  amount  o f  #2 ] ,2 .s
mi l l - ion  be tween Va lh i ,  Inc .  and Snake R iver  Sugar  Company,  and the
rel-at .ed Limited Recourse Pledge Agreement,  both dated January 3 ,
L997 -  incorpora ted  by  re fe rence to  Exh ib i t  : -0 .22  to  the
R e g i s t r a n t ' s  A n n u a l  R e p o r E  o n  F o r m  1 o - K  ( p i t e  N o .  r - s 4 6 7 )  f o r  t h e
y e a r  e n d e d  D e c e m b e r  3 1 ,  1 9 9 6 .

Subordinated Loan Agreement between Snake River Sugar Company and
v a l h i ,  r n c . ,  a s  a m e n d e d  a n d  r e s t a t e d .  e f f e c t i v e  M a y  L 4 ,  r g g T
i n c o r p o r a t e d  b y  r e f e r e n c e  t o  E x h i b i t  1 0 . 9  t o  t h e  R e g i s t r a n t ' s
Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - e  ( F i I e  N o .  1 " - 5 4 6 7 )  f o r  t h e  s u a r t e r
e n d e d  J u n e  3 0 ,  1 9 9 7 .

1 0 . 2 8
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Exhibi t  I tem

Second Amendment to the Subordinated Loan Agreement between Snake
River  Sugar  Company and Va lh i ,  Inc .  da ted  November  30 ,  1998
i n c o r p o r a t e d  b y  r e f e r e n c e  t o  E x h i b i t  L 0 . 2 8  t o  t h e  R e g i s t r a n t ' s
Annua1 Report  on Form 10 -K (Fi le No .  1"-5467 )  f  or  the year ended
D e c e m b e r  3 1 ,  l - 9 9 8  .

Third Amendment to the Subordinat.ed Loan Agreement between Snake
River  Sugar  Company and Va lh i ,  Inc .  da ted  October  !9 ,  2000
incorpora ted  by  re fe rence to  Exh ib i t ,  10 .3  to  the  Reg is t ran t . ' s
Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( f i t e  N o .  L - 5 4 6 7 )  f o r  t h e  q u a r t e r
e n d e d  S e p t e m b e r  3 0 ,  2 0 0 0 .

Fourth Amendment to the Subordinated Loan Agreement between Snake
R i v e r  S u g a r  C o m p a n y  a n d  V a l h i ,  I n c .  d a t e d  M a r c h  3 1 , 2 0 0 3
i n c o r p o r a t e d  b y  r e f e r e n c e  t o  E x h i b i t  N o .  1 0 . 1 -  t o  t h e  R e g i s t r a n t ' s
Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( f i l e  N o .  L - 5 4 6 7 )  f o r  t h e  q u a r t e r
e n d e d  M a r c h  3 1 ,  2 0 0 3 .

Cont ingent Subordinate Pledge Agreement between Snake River Sugar
Company and Va lh i ,  Inc . ,  as  acknowledged by  F i rs t  Secur i ty  Bank
Nat iona l -  Assoc ia t ion  as  Co l l -a te ra l  Agent ,  da ted  October  19 ,  2000
i n c o r p o r a t e d  b y  r e f e r e n c e  t o  E x h i b i t  1 0 . 4  t o  t h e  R e g i s t r a n t ' s
Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( f i t e  N o .  l - 5 4 5 7 )  f o r  t h e  q u a r t e r
e n d e d  S e p t e m b e r  3 0 ,  2 0 0 0 .

Cont ingent Subordinate Secur i ty Agreement between Snake River Sugar
Company and Va lh i ,  Inc . ,  as  acknowledged by  F i rs t  Secur i ty  Bank
Nat iona l -  Assoc ia t ion  as  Co l la te ra l -  Agent ,  da ted  October  19  ,  2000
i n c o r p o r a t . e d  b y  r e f e r e n c e  t o  E x h i b i t  1 0 . 5  t o  t h e  R e g i s t r a n t ' s
Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( F i l e  N o .  I - 5 4 6 7 )  f o r  t h e  q u a r t e r
e n d e d  S e p t e m b e r  3 0 ,  2 0 0 0 .

Cont ingent Subordinate Co1lateral-  Agency and Paying Agency Agreement
among Va lh i ,  fnc . ,  Snake R iver  Sugar  Company and F i rs t  Secur i ty  Bank
N a t i o n a l  A s s o c i a t i o n  d a t e d  O c t o b e r  ! 9 ,  2 0 0 0  i n c o r p o r a t e d  b y
r e f e r e n c e  t o  E x h i b i t  l - 0 . 6  t o  t h e  R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n
F o r m  1 0 - Q  ( f i t e  N o .  I - 5 4 6 7 )  f o r  t h e  q u a r t e r  e n d e d  S e p t e m b e r  3 0 ,
2 0 0 0 .

Deposi t  Trust  Agreement related to the Amalgamated Col- lateral-  Trust
among ASC Holdings, Inc .  and Wilmington Trust  Company dated May L4 ,
]-997 -  incorpora ted  by  re fe rence to  Exh ib i t  L0 .2  to  the
R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( f i t e  N o .  I - 5 4 6 7 )  f o r  t h e
q u a r t e r  e n d e d  J u n e  3 0 ,  1 9 9 7 .

F i rs t  Amendment  to  Depos i t  T rus t  Agreement  da ted  October  14 ,  2005
among ASC Holdings, fnc.  and Wilmington Trust  Company incorporated
by  re fe rence to  Exh ib i t  No.  70 .2  to  the  Reg is t ran t ' s  Amendment  No.  1
t o  i t s  C u r r e n t  R e p o r t  o n  F o r m  8 - K  ( F i l e  N o .  I - 5 4 5 7 )  d a t e d  O c t o b e r
1 8 ,  2 0 0 5 .

Pledge Agreement between The Amalgamated Col1ateral  Trust  and Snake
River Sugar Company dated May 14, L997 -  j -ncorporated by reference
t o  E x h i b i t  1 0 . 3  t o  t h e  R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q
( f i t e  N o .  L - 5 4 5 7 )  f o r  t h e  q u a r t e r  e n d e d  . - f u n e  3 0 ,  1 9 9 7 .
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Second P ledge Amendment  (SPT)  da ted  October  14 ,  2005 among The
Amalgamated Col lateral  Trust  and Snake River Sugar Company
i n c o r p o r a t e d  b y  r e f e r e n c e  t o  E x h i b i t  N o .  1 0 . 4  t o  t h e  R e g i s t r a n t ' s
Amendment  No.  l -  to  i t s  Cur ren t  Repor t  on  Form 8-K ( f i te  No.  L -5467)
d a t e d  O c t o b e r  1 8 ,  2 0 0 5 .

Guarantee by The Amalgamated Col-Lateral  Trust  in favor of  Snake
River Sugar Company dated May 14, L997 -  incorporated by reference
t o  E x h i b i t  1 0 . 4  t o  t h e  R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q
( F i l e  N o .  I - 5 4 6 7 )  f o r  t h e  q u a r t e r  e n d e d  J u n e  3 0 ,  1 - 9 9 7 .

Second SPT Guaranty Amendment dated October !4,  2005 among The
Amalgamated Col- l -ateral  Trust  and Snake River Sugar Company
i n c o r p o r a t e d  b y  r e f e r e n c e  t o  E x h i b i t  N o .  l - 0 . 5  E o  t h e  R e g i s t r a n t ' s
Amendment  No.  1  to  i t s  Cur ren t  Repor t  on  Form 8-K (F i te  No.  1 - -5467)
d a t e d  O c t o b e r  1 8 ,  2 0 0 5 .

Vot ing Rights  and Col - l -a tera l -  Depos i t  Agreement  among Snake River
Suga r  Company ,  Va1h i ,  I nc . ,  and  F i r s t  Secu r i t y  Bank ,  Na t i ona l -
A s s o c i a t i o n  d a t e d  M a y  1 4 ,  1 9 9 7 -  incorpora ted  by  re fe rence to
E x h i b i t  1 0 . 8  t o  t h e  R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( F i l e
N o .  1 - 5 4 6 7 )  f o r  t h e  q u a r t e r  e n d e d  . J u n e  3 0 ,  L 9 9 7 .

Subord inat ion Agreement  between Valh i ,  Inc .  and Snake River  Sugar
Company  da ted  May  14 ,  \ 997 -  incorpora ted  by  re fe rence to  Exh ib i t
1 0 . 1 0  t o  t h e  R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( F i l e  N o .  1 -
5467 )  fo r  the  quar te r  ended , . fune 30 ,  1997.

First  Amendment to the Subordinat ion Agreement between Valhi ,  Inc.
and Snake R iver  Sugar  Company da ted  October  19 ,  2000 incorpora ted
b y  r e f e r e n c e  t o  E x h i b i t  l - 0 . 7  t o  t h e  R e g i s t r a n t r s  Q u a r t e r l y  R e p o r t  o n
F o r m  1 0 - Q  ( F i l e  N o .  L - 5 4 5 7 )  f o r  t h e  q u a r t e r  e n d e d  S e p t e m b e r  3 0 ,
2 0 0 0 .

Form of Opt ion Agreement among Snake River Sugar Company, Valhi ,
Inc .  and the  ho l -ders  o f  Snake R iver  Sugar  Company 's  10  .  9?  Sen ior
Notes  Due 2009 da ted  May L4 ,  1997 - incorporated by reference to
E x h i b i t  1 0 . 1 1  t o  t h e  R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q
( F i l e  N o .  1 , - 5 4 5 7 )  f o r  t h e  q u a r t e r  e n d e d  J u n e  3 0 ,  1 9 9 7 .

O p t i o n  A g r e e m e n t  d a t e d  O c t o b e r  1 4 ,  2 0 0 5  a m o n g  V a l h i ,  I n c . ,  S n a k e
River  Sugar  Company,  Nor thwest  Farm Cred i t  Serv ices ,  FLCA and U.S.
Bank Nat iona l  Assoc ia t ion  incorpora ted  by  re fe rence to  Exh ib i t  No.
10 .6  to  the  Reg is t ran t ' s  Amendment  No.  l -  to  i t s  Cur ren t  Repor t  on
F o r m  8 - K  ( F i l e  N o .  I - 5 4 5 7 )  d a t e d  O c t o b e r  1 8 ,  2 0 0 5 .

First  Amendment t .o Opt. ion Agreements among Snake River Sugar
C o m p a n y ,  V a L h i  I n c . ,  a n d  t h e  h o l d e r s  o f  S n a k e  R i v e r ' s  1 0 . 9 8  S e n i o r
N o t e s  D u e  2 0 0 9  d a t e d  O c t o b e r  7 9 ,  2 0 0 0  i n c o r p o r a t e d  b y  r e f e r e n c e  t o
E x h i b i t  1 0 . 8  t o  t h e  R e g i s t r a n t ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( F i l e
N o .  L - 5 4 5 7 )  f o r  t h e  q u a r t e r  e n d e d  S e p t e m b e r  3 0 ,  2 0 0 0 .

Format ion Agreement dated as of  October 18, 1-993 among Tioxide
Americas Inc. ,  Kronos Louis iana, Inc.  and Louis iana Pigment Company,
L .P.  -  incorpora ted  by  re fe rence to  Exh ib i t  7O.2  o f  NLrs  Quar te r ly
Repor t  on  Form 10-Q (F i le  No.  1 -540)  fo r  the  quar te r  ended September
3 0 ,  1 9 9 3 .

r 0  . 4 7
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1 0 . 4 8

l _ 0 . 4 9

l _ 0 . 5 0

1 0 . 5 1

L 0 . s 2

1 0 .  s 3

2 1 . 1 * : k *

2 3 . 1 * * *

2 3 . 2 * * *

3 1 . 1 * * *

3 1 . 2 * * *

3 2 . 1 * * *

9 9 . L

Exhibi t  I tem

,Joint  Venture Agreement dated as of  October 18, 1993 bet.ween Tioxide
Americas Inc.  and Kronos Louis iana, Inc.  -  incorporated by reference
t o  E x h i b i t  1 0 . 3  o f  N L ' s  Q u a r t e r l y  R e p o r t  o n  F o r m  1 0 - Q  ( F i l e  N o .  1 -
540)  fo r  the  quar te r  ended September  30 ,  1993.

Kronos Off take Agreement dated as of  October 18, 1993 by and between
Kronos Louis iana, Inc.  and Louis iana Pigment Company, L.P.
incorpora ted  by  re fe rence to  Exh ib i t  10 .4  o f  NLrs  Quar te r ly  Repor t  on
F o r m  1 0 - Q  ( f i t e  N o .  1 - 6 4 0 )  f o r  t h e  q u a r E e r  e n d e d  S e p t e m b e r  3 0 ,  ! 9 9 3 .

Amendment No. 1 to Kronos Offtake Agreement dated as of December 20 ,
1995 between Kronos Louis iana, Inc.  and Louis iana Pigment Company,
L .P.  -  incorpora ted  by  re fe rence to  Exh ib i t  L0 .22  o f  NL 's  Annua l -
Repor t  on  Form l -O-K (F i le  No.  1 -640)  fo r  the  year  ended December  31
1 9 9 5 .

Al l -ocat ion Agreement dated as of  October 18, L993 between Tioxide
Amer icas  Inc . ,  IC I  Amer ican Ho ld ings ,  Inc . ,  Kronos  Wor l -dwide ,  Inc .
( f / k /a  Kronos ,  Inc . )  and Kronos  Lou is iana,  Inc .  -  incorpora ted  by
re ference to  Exh ib i t  l -0 .10  to  NL 's  Quar te r ly  Repor t  on  Form 10-Q
( p i t e  N o .  1 - 5 4 0 )  f o r  t h e  q u a r t e r  e n d e d  S e p t e m b e r  3 0 ,  l - 9 9 3 .

I- . ,ease Contract  dated June 21, L952, between Farbenf abr ieken Bayer
Akt iengesel- l -schaf t  and Ti tangesel- l -schaf t  mit  beschrankter Haf tung
(German language version and Engl ish t ranslat ion thereof)  -

incorporated by ref  erence to Exhibi t  l -0 .  14 of  NL's Annual-  Report  on
F o r m  1 0 - K  ( f i l e  N o .  1 - 5 4 0 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 1 ,  1 9 8 5 .

Administrat ive Sett lement for  Inter im Remedial-  Measures,  Si te
Inves t iga t ion  and Feas ib i l i t y  S tudy  da ted  Ju ly  7 ,  2000 be tween the
Arkansas Department of  Environmental-  Qual i ty,  Hal l iburton Energy
Services, Inc . , M I, LLC and TRE Management Company - incorporated by
re ference to  Exh ib i t  10 .1-  to  Tremont  Corpora t ion 's  Quar te r ly  Repor t
on  Form 10-Q ( f i l -e  No.  1 -10L25)  fo r  the  quar te r  ended June 30 ,  2002.

Subs id ia r ies  o f  the  Reg is t ran t .

Consent of  Pr icewaterhouseCoopers
Consol- idated Financial  Statements

Consent of  Pr icewaterhouseCoopers
Consol- idated Financial-  Statements

C e r t i f i c a t i o n

C e r t i f i c a t i o n

C e r t i f i c a t i o n

LLP  w i t h  resnec t  t o  Va l -h i ' s

LLP  w i t h  respec t  t o  T IMET 's

ConsoLidated f inancial-  statements of  Ti tanium Metals Corporat ion
incorporated by reference to TIMET's Annua1 Report  on Form 10-K (Fi le
N o .  0 - 2 8 5 3 8 )  f o r  t h e  y e a r  e n d e d  D e c e m b e r  3 1 ,  2 0 0 7 .

* Management contract ,  compensatory plan or agreement.

* *  Por t ions  o f  the  exh ib i t  have been omi t ted  pursuant  to  a  reques t  fo r
c o n f i d e n t i a l  t r e a t m e n t .

' k * *  F i l ed  he rew i th .
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SIGNATI'RES

Pursuant to the requirements of Section 13 or 15 (d) of the Securit ies Exchange
Act of 1934, Ehe Registrant has duly caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

VALHI,  INC.
(Reg is t ran t )

B y :  / s /  S t e v e n  L .  W a t s o n
Steven IJ .  Wat6on,  March 13,  2008
(President and chief Executive officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the Registrant
and in the capacities and on the dates indicated:

/ s /  Ha ro ld  c .  S immons /s /  S teven  L .  Wa tson
H a r o l d  C .  S i m m o n s ,  M a r c h  1 3 ,  2 0 0 8
(Chai rman of  the Board)

/ s /  Thomas  E .  Ba r r y
Thomas E.  Bar ry ,  March  13 ,  2008
( o i r e c t o r )

/s/  Norman S. Edelcup
N o r m a n  S .  E d e l c u p ,  M a r c h  1 3 ,  2 0 0 8
( D i r e c t o r )

/ s /  W.  Hayden  Mc I l - r oy

S t e v e n  L .  W a t s o n ,  M a r c h  1 3 ,  2 0 0 8
(Pres ident ,  Ch ie f  Execut ive  o f f i cer
and D i rec tor )

/s /  G lenn R.  S immons
G l e n n  R .  S i m m o n s ,  M a r c h  1 3 ,  2 0 0 8
(Vice Chairman of  the Board)

/  s  /  B o b b y  D .  o ' B r i e n
B o b b y  D .  O ' B r i e n ,  M a r c h  L 3 ,  2 0 0 8
(V i ce  P res iden t  and  Ch ie f  F inanc ia l

O f f i ce r ,  P r i nc ipa l  F i nanc ia l -
O f f i c e r )

/s /  Gregory  M.  Swalwel l -
W. Hayden Mc l l roy ,  March  13 ,  2008 c regory  M.  Swalwe l l ,  March  13 ,  2008
(Director) (Vice President and Controller,

Principal Accounting Of f icer)

/sil 'J. walter Tucker, \Tr-
J .  Wal te r  Tucker ,  J r .  March  13 ,  2008
(Di recLor )
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SUBSIDIARIES OF
E X H I B I T  2 1 . . 1 .

I  of  Vot ing
S e c u r i t i e s  H e l - d

December  31 ,
2 0 0 7  ( 1 )Name of Corporat ion

Amcorp, Inc .
A S C  H o l d i n g s ,  I n c .
Amalgamated Research ,  Inc .

Andrews County Holdings, fnc .
W a s t e  C o n t r o l  S p e c i a l i s t s  L L C

K r o n o s  W o r l d w i d e ,  I n c .  ( 2 )

N L  I n d u s t r i e s ,  I n c .  ( 2 ) ,  ( 3 ) ,  ( 4 )
CompX Tnterna t iona l  Inc .  (4 )
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Medi te  Corpora t ion
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Subs id ia r ies  o f  Kronos  are  incorpora ted  by  re fe rence to  Exh ib i t  21- .1 ,  o f
Kronos '  Annua l  Repor t  on  Form 1-0-K fo r  the  year  ended December  31 ,  2Q07
( f i t e  N o .  3 3 3 - 1 0 0 0 4 7 ) .  N L  o w n s  a n  a d d i t i o n a l  3 5 t  o f  K r o n o s  d i r e c t l y .

Subs id ia r ies  o f  NI - ,  a re  incorpora ted  by  re fe rence to  Exh ib i t  2L .7  o f  NL 's
Annua l -  Repor t  on  Form 10-K fo r  the  year  ended December  31 ,  2007 (F i le
N o .  1 - - 5 4 0 ) .

Subs id ia r ies  o f  CompX are  incorpora ted  by  re fe rence to  Exh ib i t  2 I .L  o f
CompX's  Annua l -  Repor t  on  Form 10-K fo r  the  year  ended December  31 ,  2005
( F i l e  N o .  l - - 1 3 9 0 s ) .
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PricewaterhouseCoopers LLP
200.1 RossAvenue,  Sui te  1800
Dallas TX75201-2997
Telephone (214)  999 1400
Facsimile (214) 754 7991

REPORT OF IIIDEPEIIDEIIT REGISTERED PI'BLIC ACCOI'MTING FIRM

T o  t h e  S t o c k h o L d e r s  a n d  B o a r d  o f  D i r e c t o r s  o f  V a l h i ,  f n c . :

In our opinion, the accompanying consoLidated baLance sheets and the
re l -a ted  conso l ida ted  s ta tements  o f  opera t ions ,  o f  comprehens ive  income,  o f
changes in  s tockho lders '  equ i ty  and o f  cash f lows present  fa i r l y ,  in  a l l
m a t e r i a l  r e s p e c t s ,  t h e  f i n a n c i a l  p o s i t i o n  o f  V a 1 h i ,  I n c .  a n d  i t s  s u b s i d i a r i e s
a t  December  31 ,  2006 and 2007 and the  resu l ts  o f  the i r  opera t ions  and the i r
cash f lows fo r  each o f  the  th ree  years  in  the  per iod  ended December  31 ,  2007
in  conformi ty  w i th  account ing  pr inc ip les  genera l l y  accepted  in  the  un i ted
Sta tes  o f  Amer ica .  fn  add i t ion ,  in  our  op in ion ,  the  f inanc ia l  s ta tement
schedu le  l i s ted  in  the  accompany ing  index  presents  fa i r l y ,  in  a l l  mater ia l -
respec ts ,  the  in fo rmat ion  se t  fo r th  there in  when read in  con junc t ion  w i th  the
re l -a ted  conso l ida ted  f  inanc ia l -  s ta tements .  A lso  in  our  op in ion ,  the  Company
main ta ined,  in  a l -1  mater ia l -  respec ts ,  e f  f  ec t i ve  in te rna l  con t ro l  over
f i n a n c i a l -  r e p o r t i n g  a s  o f  D e c e m b e r  3 1 ,  2 0 0 7 ,  b a s e d  o n  c r i t e r i a  e s t a b l i s h e d  i n
Int .ernal  Control  -  Integrated Framework issued by the Commit tee of  Sponsor ing
Organ iza t ions  o f  the  Treadway Commiss ion  (COSO) .  The Company 's  management  i s
r e s p o n s i b l e  f o r  t h e s e  f i n a n c i a l  s t a t . e m e n t s  a n d  f i n a n c i a l  s t a t e m e n t  s c h e d u l e ,
fo r  ma in ta in ing  e f fec t i ve  in t .e rna l  con t roL  over  f inanc iaL  repor t ing  and fo r
i t s  a s s e s s m e n t  o f  t h e  e f f e c t i v e n e s s  o f  i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l -
repor t i .g ,  inc luded in  the  accompany ing  Management 's  Repor t  on  In te rna l -
Cont ro l  Over  F inanc ia l  Repor t ing  under  I tem 9A.  Our  respons ib i l i t y  i s  to
express  op in ions  on  these f inanc ia l -  s ta tements ,  on  the  f inanc ia l  s ta tement
schedul-e and on the Company'  s internal  control  over f  inancial  report . ing based
on our  in tegra ted  aud i ts .  We conducted  our  aud i t ,s  in  accordance w i th  the
s tandards  o f  the  Pub l ic  Company Account ing  Overs igh t  Board  (Un i ted  Sta tes) .
Those standards require that  we plan and perform the audi ts to obtain
reasonab l -e  assurance about  whether  the  f inanc ia l  s ta tements  a re  f ree  o f
mater ia l  m iss ta tement  and whether  e f fec t i ve  in te rna l  con t ro l  over  f inanc ia l
repor t ing  was main ta ined in  a l l  mater ia l  respec ts .  Our  aud i ts  o f  the
f inanc ia l  s ta tements  inc luded examin ing ,  on  a  tes t  bas is ,  ev idence suppor t ing
the  amounts  and d isc losures  in  the  f inanc ia l -  s ta tements ,  assess ing  the
account . ing  pr inc ip les  used and s ign i f i can t  es t imates  made by  management ,  and
eva lua t ing  the  overa l -1  f  inanc ia l  s ta tement  p resent ,a t ion .  Our  aud i t  o f
in te rna l  con t ro l  over  f inanc ia l  repor t ing  inc l -uded ob ta in ing  an  unders tand ing
of  in te rna l  con t ro l  over  f inanc ia l  repor t i rg ,  assess ing  the  r i sk  tha t  a
mater ia l -  weakness  ex is ts ,  and tes t ing  and eva lua t ing  the  des ign  and opera t ing
e f f e c t i v e n e s s  o f  i n t e r n a l -  c o n E r o l  b a s e d  o n  t h e  a s s e s s e d  r i s k .  O u r  a u d i t s  a l s o
inc luded per fo rming  such o ther  p rocedures  as  we cons idered necessary  in  the
c i - rcumstances .  We be l ieve  tha t  our  aud i ts  p rov ide  a  reasonab l -e  bas is  fo r  our
o p i n i o n s .

As  d iscussed in  Note  18  to  the  Conso l ida ted  F inanc ia l -  S ta t ,ements ,  the
Company changed the manner in which i t  accounts for  pension and other
pos t re t j - rement  benef i t  ob l iga t ions  in  20Q5 and the  manner  in  wh ich  i t  accounts
f o r  u n c e r t a i n  t a x  p o s i t i o n s  i n  2 0 0 7 .

A company 's  in te rna l  con t ro l  over  f inanc iaL  repor t ing  is  a  p rocess
des igned to  p rov ide  reasonab le  assurance regard ing  the  re l iab i l i t y  o f
f inanc ia l  repor t ing  and the  prepara t ion  o f  f inanc ia l  s ta tements  fo r  ex te rnaL
purposes  j -n  accordance w i th  genera l l y  accepted  account ing  pr inc ip les .  A
c o m p a n y ' s  i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l  r e p o r t i n g  i n c l u d e s  t h o s e  p o l i c i e s
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and procedures  tha t  ( i )  per ta in  to  the  main tenance o f  records  tha t ,  in
r e a s o n a b l e  d e t a i l ,  a c c u r a t e l y  a n d  f a i r l y  r e f l e c t  t h e  t r a n s a c t i o n s  a n d
d i s p o s i t i o n s  o f  t h e  a s s e t s  o f  t h e  c o m p a n y ;  ( i i )  p r o v i d e  r e a s o n a b l e  a s s u r a n c e
tha t  t ransac t ions  are  recorded as  necessary  to  permiL  prepara t ion  o f  f inanc ia l -
s ta tements  in  accordance w i th  genera l l y  accepted  account ing  pr inc ip les ,  and
that receipts and expendi tures of  the company are being made only in
accordance w i th  au thor iza t ions  o f  management  and d i rec to rs  o f  the  company;  and
( i i i )  p rov ide  reasonab le  assurance regard ing  prevent ion  or  t ime ly  de tec t ion  o f

u n a u t h o r i z e d  a c q u i s i t i o n ,  u s e ,  o r  d i s p o s i t i o n  o f  t h e  c o m p a n y ' s  a s s e t s  t h a t
c o u l d  h a v e  a  m a t e r i a l  e f f e c t  o n  t h e  f i n a n c i a l  s t a t e m e n t s .

Because o f  i t s  inherent  l im iLa t ions ,  in te rnaL cont ro l  over  f inanc ia l
repor t ing  may no t  p revent  o r  de tec t  miss ta tements .  A lso ,  p ro jec t ions  o f  any
eva l -ua t ion  o f  e f fec t i veness  to  fu tu re  per iods  are  sub jec t  to  the  r i sk  tha t
cont ro ls  may become inadequate  because o f  changes in  cond i t ions ,  o t  tha t  the
degree o f  compl iance w i th  the  po l i c ies  o r  p rocedures  may de ter io ra te .

1/'p

M a r c h  1 3 ,  2 0 0 8
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ASSETS

C u r r e n t  a s s e t s :
Cash and cash equivalents
Rest r i c ted  cash equ iva len ts
Marke tab le  secur i t , ies
Accounts and other receivabl-es,  net
Refundabl-e income taxes
Rece ivab l -e  f rom a f f i l - ia tes
Inventor ies ,  ne t
Prepaid expenses and other
Deferred income taxes

Total-  current assets

O t h e r  a s s e t s :
Marketabl-e secur i t ies
Inves tment  in  a f f i l - ia tes
Pens ion  asset
Goodwi l- l-
Other  in tang ib le  assets
Deferred income Laxes
O t h e r  a s s e t s

Tota l -  o ther  assets

Property and equipment :
Land
Bui ld ings
Equipment
Mining propert ies
Construct ion in progress

Less accumulated depreciat ion

Net property and equipment

Tota l -  asse ts

VAIJHI, INC. AIID SUBSIDTARIES

CONSOIJIDATED BAI.,AIICE SHEETS

( f n  m i l l i o n s )

December  31,
2 0 0 5

$  L 9 e . 2
9 . L

7 2  . 6
2 2 8 . 3

1 , . g
. 8

3 0 9 . 0
I 7  . 9
1 0 . 5

7 7 9 . 4

2 5 9  . 0
3 9 6 . 7

4 0 . 1
3 8 5 . 2

3 . 9
2 6 4  . 4

6 4 . 7

r , 4 L 4  . 0

4 2 . L
2 4 2 . 2
9 2 8  . 4

3 0 . 7
2 0  . 6

1 -  , 2 6 4  . 0
6 5 2 . 7

5 1 1 . 3

fi2_-BpL-l

2007

$  1 3 8 . 3
7 . 2
7 . 2

2 4 L  . 4
7 . 7
4 . 6

3 3 7 . 9
L 6  . 2
1 0  . 4

7 7 0 . 9

3 1 9 . 8
L 3 7  . 9

4 7  . 6
4 0 5 . 8

2 . 7
L 6 8 . 7

6 7  . 3

1 , 1 5 0 . 8

4 8  . 2
2 7 7  . L

1 , 0 5 1 . 9
3 9 . 8
4 8  . 9

L ,  4 5 5  . 9
7 8 4 . 6

5 8 1 . 3

s 2 , 5 0 3 . 0

F - 4



VAI,HI, INC. AI{D SUBSIDIARIES

CONSOLIDATED BALAI\TCE SHEETS (CONIINUED)

( In  miL l ions ,  except  share  da ta)

LIABII,ITIES A}ID SToCKHoLDERS I EQUTTY

C u r r e n t  l i a b i l i t i e s :
Current.  matur i t ies of  long-term debt,
Accounts payable
Accrued l iab i l i t ies
Payab le  to  a f f i l - ia tes
Income taxes
Deferred income taxes

Tota ]  cur ren t  l iab i l i t ies

Noncur ren t  l iab i l i t ies  :
Long-term debt
Deferred income taxes
Accrued pensj-on costs
Accrued pos t re t i rement  benef i t s  cos t
Accrued environmental- costs
Other

Total-  noncurrent l iabi l i t . ies

Minor i ty  in te res t  in  ne t  asse ts  o f  subs id ia r ies

Stockho l -ders '  equ i ty :
P r e f e r r e d  s t o c k ,  $ . 0 1  p a r  v a l u e ;  5 , 0 0 0

shares  au thor ized ;  0  and 5 ,000 shares  issued
Common s tock ,  $  .  Ot  par  va lue ;  l -50  .  0  mi l l ion

s h a r e s  a u t h o r i z e d ;  l - 1 8 . 9  m i l l - i o n  a n d  1 1 8 . 4
mi l - l - ion  shares  issued

Add i t iona l  pa id - in  cap i ta l
Retained earnings
Accumulated other comprehensive income ( loss)
T r e a s u r y  s t o c k ,  d t  c o s t  4 . 0  m i l l i o n  a n d

4 . 0  m i l - l i o n  s h a r e s

December 31,
2006 2007

$  1 . 2
1 0 1 . 8
L 7 9 . 7

1 7  . 2
1 t _ . 1 -

2 . 2

2 5 3 . 2

7 8 5 . 3
4 7 9 . 2
r - 8 8 . 7

3 3  . 5
4 6 . L
2 8 . r

1 , 5 5 1 . 0

L 2 3 . 7

$  1 5 . 8
1 1 5 . 5
L33 .2

1 9  . 0
9 . 8
3 . 3

2 9 7  . 7

8 8 9 . 8
4 0 2 . 8
L 4 0 . 0

3 3 . 5
4 0 . 3
8 9 . 9

L , 5 9 6 . 4

9 0 . 5

Total  stockhol-ders '  egui ty

Tota l  l iab i l i t ies ,  m inor i ty  in te res t  and
s tockho l -ders '  equ i ty

r . 2
1 -07  . 4
8 3 9 . 2
( 4 3 . 1 )

( 3 7  .  e )

8 5 5 . 8

92- 394- 1

6 6 7  . 3

L . 2
1 0  . 4

( 7  4 . L )
s 1 . 5

( 3 7 .  e )

5 1 8  . 4

$2._6_A3._q

Commi tmen ts  and  con t i ngenc ies  (No tes  4 ,  9 ,  a2 ,  16  and  L7 )

See accompanying Notes to  Consol idat ,ed F inanc ia f  Sta tements
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VAI,HI, INC. AI\TD SUBSIDIARIES

CONSOI,IDATED STATEMEIflTS OF OPERATIONS

( rn  m i l l i ons ,  excep t  pe r  sha re  da ta )

Years ended December 3L,

Revenues and other income:
Net sal-es
Other income, net
Equit,y in earnings of :

T i tan ium Meta l -s  Corpora t ion  ( "T IMET"  )
Other

Total- revenue and other income

Cost  and expenses :
Cost of  goods sol-d
Sel l i rg,  general  and administrat ive
Loss on prepayment of debt
In te res t

Total  costs and expenses

Income before taxes

Provis ion for income taxes

Minor i ty  in te res t  in  a f te r - tax
e a r n i n g s  ( l o s s e s )

rncome ( loss) f rom cont inuing
operat ions

Discont inued operat ions,  net of  tax

Net  income ( loss)

Net  income ( foss)  per  share :

B a s i c

Di lu ted

Cash div idends Der share

Weighted average shares outstanding:
B a s i c
Di l -uted

2 0 0 s

$ 1 , 3 9 2 . 8
6 8 . 0

5 4  . 9
3 . 5

1 , 5 2 9  . 3

L , Q 4 2 . 7
2 r 9 . 7

6 9 . 2

1 , 3 3 1 . 0

1 9 8 . 3

r 0 4  . 6

1 l _ . 5

8 2 . r

(  . 2 )

$_____!rJ

s___-.€9

$____.59

$___Jq

L]-8  .2
l - t _ 8 . 5

2 0 0 6

$ a , 4 8 1 . 4
8 9 . 9

1 0 1 . 1
3 . 8

L , 6 7 6 . 2

L ,  L 3 g  . 4
2 2 9  . 4

2 2 . 3
6 7  . 6

1 _ , 4 5 8  . 7

2 L 7  . 5

5 3  . 8

L 2  . 0

I 4 T . 7

i___]4U

s  1 .22

$  1 . 2 0

s  . 4 0

l _ 1 5 . 1
l - 1 6 . 5

2007

$ 1 ,  4  9 2  . 2
4 2  . 3

2 6 . 9
L . 7

1 , 5 5 3 . 1

L , 2 0 6 . 3
2 3 8 . 4

5 4 . 4

1 , 5 0 9 . 1

5 4  . 0

1 0 3 . 2

( 3 .  s )

( 4s .7 )

$___l_15J)

s  ( . 40 )

$__L_1s)

s  .40

LL4 .7
LL  . 7

See accompanying Notes to Consol- idated Fj-nancial-  Statements.
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VALHI, INC.

CONSOI,IDATED STATE}fENTS

( I n

Net  income ( loss)

Ot,her comprehensive income ( l -oss),  net  of
Marke tab le  secur i t ies

Currency translat ion

Def ined benef i t  pens ion  p lans

Other  pos t re t i rement  benef i t  p lans

Total-  other comprehensive income ( l -oss) ,  net

Comprehens ive j-ncome

AIID SI'BSIDIARTES

oF CoMPREHENSTVE TNCOME (I.,OSS)

m i l l i ons )

Years ended December 31
2 0 0 5

$  8 1 .  e

( 1 . 3 )

( 2 s . 3 )

( 2 4 . 2 )

( s 0 . 8 )

$  3 l - . 1

2 0 0 6

# 1 , 4 1 ,  . 7

2 . 0

2 7  . 5

5 . 6

3 5 . 1

$us_.'-g

2007

$ ( 4 s . 7 )

2 3  . 3

2 9 . 4

3 2 . L

. 6

8 5  . 4

s  3 9 . 7
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VAI,HI,

CONSOI,IDATED STATEMENTS OF

INC. AI{D SITBSIDIARIES

COMPREHENSIVE INCOME

( In  m i l l i ons )

(LOSS) (COr.rrrNUED)

Years ended December 3L,
2  0 0 s

$  s . s
( 1 . 3 )

6_j-2

$  3 5 . 9
( 2 s . 3 )

$__1f,5

$  ( s : .  g )
( 2 4 . 2 )

$ircJ)

D -

$_

$  ( 1 1 .  s )
( s 0 . 8 )

4 . 2
2 . 0

6___5-2

$  1 1 _ . 5
2 7  . 5

$19_J

$  ( 7 8 . 1 )
5 . 5

7 2  . 5

$_

( 8 s . 0 )

( 3 . 4 )

$__(f=-4)

$ ( 6 2 . 3 )
3 5 . l -

( r - s .  e )

$  5 . 2
2 3  . 3
( 2  . 4 )

#  2 7 . L

$  3 e . 1
2 9 . 4
( 4 . 0 )

s  54 . s

$------:-

$  ( 8 s . 0 )

4 . L
2 8 . 0

L . 2
L 2  . 9

s-t3.9--gl

$  ( 3 . + )

. 5

1 . 5
E-tul

$  ( 4 3  . 1 )
8 5  . 4

L . 2
8 . 0

$-11-5

2006 2007

Accumul-ated other comprehensive income
(net  o f  tax )  :
Marketabl-e secur i t ies :

Bal-ance at  beginning of  year
Other comprehensive income ( loss)
T IMET d is t r ibu t ion
Balance at  end of  year

Cur rency  t rans la t ion :
Balance at  beginning of  year
Other comprehensive income ( loss)
T IMET d is t r ibu t ion
Balance at  end of  year

Min imum pens ion  l iab i l - i t ies  :
Bal-ance at  beginning of  year
Other comprehensive income ( loss)
Adopt ion of  SFAS No. l -58

BaLance at  end of  year

Def ined benef i t  pens ion  p lans :
Balance at  beginning of  year
Other comprehensive income ( loss) :

Amort izat ion of  pr ior  service cost and net
l -osses incl-uded in net per iodic pension
c o s t

Net actuar ia l  gain ar is ing dur ing year
Adopt ion of  SFAS No. 158
TIMET d is t r ibu t ion
Ba]ance at  end of  year

OPEB p lans :
Bal-ance at beginning of year
Other comprehensive income ( l -oss) :

Amort izat ion of  pr ior  service cost and net
l -osses incl-uded in net per iodic pension
c o s t

Net actuar ia l -  gain ar is ing dur ing year
Adopt ion of  SFAS No. 158
TIMET d is t r ibu t ion
Ba]ance at  end of  vear

Total  accumulated other comprehensive
i n c o m e  ( l o s s ) :

Bal-ance at  beginning of  year
ot .her comprehensive income ( loss)
Adopt ion of  SFAS No. 158
TIMET d is t r ibu t ion
Balance at  end of  year

See accompanying Notes to  Consol idated
F - 8
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VALHI, INC. AIID SIIBSIDIARIES

CONSOI,IDATED STATEMEMTS OF CASH FI,OWS

( In  m i l l i ons )

Cash f  lows f  rom opera t ing  ac t iv i t ies :
Net  income ( loss)
Deprec ia t ion  and amor t i za t ion
Secur i t ies  t ransac t ions ,  ne t
Wr i te -o f f  o f  accrued in te res t  rece ivab l ,e
Loss on prepayment of debt
Cal l  premium paid on redemption of

Senior Secured Notes
Loss (gain) on disposal  of  property and

equipment
Noncash interest  expense
Benef i t  p lan  expense grea ter  ( less)  than

cash funding requirements :
Def ined benef i t  pens ion  expense
Other postret i remenE benef i t  expense

Defer red  income taxes :
Cont inuing operat ions
Discont inued opera t ions

M i n o r i t y  i n t e r e s t :
Cont inuing operat ions
Discont inued operat ions

E q u i t y  i n :
TIMET
Other

Net  d is t r ibu t ions  f rom (cont r ibu t ions  to ) :
TiO2 manufactur ing jo int  venture
Other

Other ,  ne t
C h a n g e  i n  a s s e t s  a n d  l i a b i l i t i e s :

Accounts and other receivabl-es,  net
fnventor ies ,  ne t
Accounts  payab le  and accrued l iab i l i t ies
Income taxes
Accounts  w i th  a f f i l i a tes
Other noncurrent assets
Other  noncur ren t  l iab i l i t ies
Other ,  ne t

Net cash provided by operat ing act iv i t ies

Years ended December 3L,
2 0 0 5

$  8 1 .  e
7 4 . 5

( 2 0 . 3 )
, : . ,

( 6  . 4 )
( 3 . 0 )

4 2 . 7
( . 7 )

1 1 .  5
( . 2 )

( 6 4  .  e )
( 3 . 5 )

4 . 9
l - . 0

-
. J

( 4  . r )
( 4 8 .  e )

. 7
L 6 . L

3 . 8
( 4  . 6 )
( 2  . 3 )

(  . 4 )

$ 1 0 4 . 3

2 0 0 6

$  t 4 L . 7
7 2 . 5

/  E \

\ .  t )

2 2  . 3

( 2 0 .  e )

( 3 s . 3 )
2 . 0

l F  ^ \

( 5 . 5 /
l n  - \
t t h l
\ + . J '

3 7  . 3

1 2  . 0

( 1 _ 0 1 . 2 )
( 3 . 8 )

2 . 3
2 . 3
1 . 0

8 . 2
( 3 . 8 )
( 5 . 8 )

( 2 r  . 1 )
L . 4
5 . 0

( 1 3 . 8 )
( 8 . s )

$  ea . s

2007

$ ( 4 s . 7 )
5 5 . 3

: ' '

1 - .  3
L . 5

( 4  . 6 )
. 9

' : . n

(3 .  s )

( 2 6 . e )
( 1 . 7  )

( 4 . e )
1 . 0
1 . 9

9 . 1
3 . 9

( 4 . 8 )
( e . 5 )
( 2 . 0 )
( 2 . 7 )
( 4 . 3 )
L . 7

$  5 3 . s

L . 6

3 . 0

F -  1 0



VAI,HI, INC. A}ID SIIBSTDIARIES

CONSOIIIDATED STATEIIENTS OF CASH FI.'OWS (COI.ITINUED)

( In  m i l l i ons )

Years ended December 3L,

Cash f lows f rom inves t ing  ac t iv i t ies :
Capi ta l  expendi tures
Purchases  o f :

Kronos common stock
TIMET common stock
CompX common stock
NL common stock
Bus iness  un i ts
Marketabl-e secur i t ies

Cap i ta l i zed  permi t  cos ts
Proceeds f rom d isposa l  o f :

Marketabl-e secur i t ies
Property and equipment
Business uni t ,
Kronos common stock
Interest  j -n Norwegian smelt ing operat ion

Change in restr icted cash equivalents,  net
Col lect ion of  l -oan to Snake River Suqar

Company
Cash o f  d isposed bus iness  un i t
Loans  to  a f  f  i l - ia tes :

Loans
Col l -ec t ions

Other ,  neL

Net cash provided by (used in)  invest ing
a c t i v i t i e s

Cash f  l -ows f  rom f  inanc ing  ac t iv i t ies :
Indebtedness :

Borrowings
Principal  payments
Defer red  f inanc ing  cos ts  pa id

Valhi  cash div idends paid
Dis t r ibu t ions  to  minor i ty  in te res t
Treasury stock acquired
NL common stock issued
Issuance of  Valhi  common stock and other,  net

Net  cash used in  f inanc ing  ac t iv i t ies

Net  inc rease (decrease)

2  0 0 5

$  (oz .  a )

( 7 . 0 )
( 1 8 . 0 )

( 3 . 5 )

( 7 . 3 )
( 2 e  . 4 )

( 4 . 1 )

l . 9 . 7

. 6
1 8 . 1
] - 9 . 2

3 . 5
( 1 . 8 )

8 0 . 0
( 4 . 0 )

( 1 1 . 0 )
2 5  . 9

2 . 4

2 0  . 4

5 7 . 0
( s+ .2 )

( . 1 )
( 4 8 . 8 )
( 1 2 . 0 )
( 6 2 . 7 )

2 . 5
L . 9

( t _ t _ s . 8 )

$  e . g

2 0 0 6

$  ( 5 3 . 8 )

( 2 s  . 4 )
( t _ 8 . 7 )

( 2 . 3 )
( . 4 )

( e . 8 )
( 4 3  . 4 )

( 8 . 3 )

4 2  . 9
3 9  . 4

- ( 2  

.  e )

2007

$  ( 6 3 . 8 )

( . 7 \

{ 3 . 3 )

( 2 3 . 3 )
( 7  . 1 )

2 8  . 5

:  

' '

2 . 4

( 5 s . 4 )

3 3 1 . 1
( 3 2 4 . 4 )

( 4 s . 5 )
( 8 .  s )

( 1 1 . 1 )

2 . 4

* - ,

s  ( s8 .0 )

3  . 2  1 . 3

( 8 e . s )

7 7 2 . 7
( 7 s 1 . 6 )

( e . 0 )
( 4 8 . 0 )

( 8 .  e )
( 4 3 . 8 )

. t _

. 9

( 8 7  . 6 )

$  ( e 0 . 8 )

F -  1 1



vAr.Hr, rNc. Al{D SI'BSTDTARIES

CoNSoIJIDATED STATEMEIflIS OF CASH FLOWS (COT.ITTNUED)

( In  mi l l ions)

Years ended December 31,
2 0 0 5  2 0 0 6  2 0 0 7

Cash and cash equivalents -  net  change from:
Operat i rg,  invest ing and f inancing

a c t i v i t i e s  $  8 . 9  $  ( 9 0 . 8 )  $  ( 5 8 .  O )
C u r r e n c y  t r a n s l - a t i o n  ( 1 . 7 )  5 . 0  7 . L

N e t  c h a n g e  f o r  t h e  y e a r  7  . 2  ( A S .  e )  ( 5 0 . 9 )

Balance at  beginning of  year

Bal-ance at end of year

2 6 7  . 8  2 7 5  . 0  L 8 9  . 2

$2r5 -  !  $ I€eJ  5138 .3

Supplemental-  d iscl-osures :
C a s h  p a i d  f o r :

I n t e r e s t ,  n e t  o f  a m o u n t s  c a p i t a l i z e d  $  5 5 . 0  $  5 7 . 9  $  6 2 . s
I n c o m e  t a x e s ,  n e t  5 4 . I  4 2 . 9  3 2 . 3

Noncash inves t ing  ac t iv i t ies  :
Note receivabl-e received upon

d i s p o s a l  o f  b u s i n e s s  u n i t  4 . 2
Inventor ies received as part ia l

cons idera t ion  fo r  d isposa l  o f
interest  in Norwegian smelt ing
o p e r a t i o n  1 . 9

Accrua1s  fo r  cap i ta l  expend i tu res  9 .7

Noncash f inanc ing  ac t iv i t ies  :
Div idend of  TfMET common stock 897.4
Issuance o f  p re fe r red  s tock  in
se t t l -ement  o f  tax  ob l iga t ion  667.3

Issuance of  note payable to TIMET
for  acqu is i t ion  o f  minor i ty  in te res t  52 .6

See  accompany ing  No tes  t o  Conso l - i da ted  F inanc ia l  S ta temen ts .
F -72



VAIJHI, INC. AIID SI'BSIDIARIES

NOTES TO CONSOI,IDATED FINA}TCIAIJ STATE!{ENTS

December  3L,  2007

Note 1 - Sununary of signif icant account,ing policies:

IVature of  our business. Valhi ,  Inc.  (mysp: VHI) is pr imari ly a holding
company. We operate through our whol- ly-owned and major i ty-owned subsidiar ies,
inc lud ing  NL rndus t r ies ,  Inc . ,  Kronos  Wor ldwide ,  Inc . ,  CompX fn te rna t iona l
Inc . ,  T remont  LLC and Waste  Cont ro l -  Spec ia l i s ts  LLC ( "WCS")  Pr io r  to  March
26,  2007 we were  the  la rges t  shareho l -der  o f  T i tan ium Meta l -s  Corpora t ion
( " t t l tn t " )  a l though we owned less  than a  major i t y  in te res t .  See Note  3 .
Kronos (NYSE: KRo) ,  NL (NYSE: NL) ,  and CompX (NYSE: CIX) each f  i le per iodic
repor ts  w i th  the  Secur i t ies  and Exchange Commiss ion  ( *SEC") .

Organization. We are major i ty owned by a subsidiary of  Contran
Corporat ion,  which owns approximately 93t of  our outstanding common stock at
December  31 ,  2007.  Subs tan t ia l l y  a l l  o f  Cont ran 's  ou ts tand ing  vo t ing  s tock  is
he ld  by  t rus ts  es tab l i shed fo r  the  benef i t  o f  cer ta in  ch i l -d ren  and
grandchi l -dren of  Harold C. Simmons ( for  which Mr.  Simmons is the sol-e t rustee)
or  i s  he ld  d i rec t l y  by  Mr .  S immons or  o ther  persons  or  re la ted  compan ies  to  Mr .
Simmons. Consequent ly,  Mr.  Simmons may be deemed to control-  Contran and us.

Unl-ess otherwise indicated, ref  erences in t .h is report  to "we, "  \ \ l f  s  "  or
"o1 l r "  re f  e r  to  Va lh i ,  Inc  and i t s  subs id ia r ies ,  taken as  a  who l -e  .

Management 's est imates.  The preparat ion of  our Consol- idated Financial-
Statements in conformity wi th account ing pr inciples general ly accepted in the
Uni ted  Sta tes  o f  Amer ica  ( "GAAP") ,  requ i res  us  to  make es t imates  and
assumptions that af fect  t .he reported amounts of  our assets and l iabi l i t ies and
d isc losures  o f  con t ingent  asse ts  and l iab i l i t ies  a t  each ba l -ance sheet  da te  and
the reported amounts of  our revenues and expenses dur ing each report ing per iod.
Act.ual-  resul- ts may di f fer  s igni f icant ly f rom previously-est imated amounts under
d i f fe ren t  assumpt ions  or  cond i t ions .

Pr incipTes of  consol idat ion.  Our consol- idated f  inancial-  statements
incl-ude the f inancial-  posi t ion,  resul ts of  operat ions and cash f lows of  Valhi
and our maj or i ty-owned and whol-1y-owned subsidiar ies .  We el- iminate al l
mater ia l  intercompany accounts and bal-ances.

We account for  increases in our ownership interest  of  our consol idated
subsidiar ies and equi ty method investees, ei ther through our purchase of
addi t ional-  shares of  their  common stock or through their  purchase of  their  own
shares  o f  common s tock ,  by  the  purchase method (s tep  acqu is i t ion)  .  Un]ess
otherwise noted, such purchase account ing general ly resul- ts in an adjustment to
the carry ing amount of  goodwi l l  for  our consol idated subsidiar ies.  We account
for decreases in our ownership interest  of  our consol- idated subsidiar ies and
equi ty method investees through cash sale of  their  common stock to th i rd
part ies (ei ther by us or by our subsidiary) by recogniz ing a gain or loss in
net income equal  to the di f ference between the proceeds from such sale and the
carry ing val-ue of  the shares sold.  The ef fect  of  other decreases in our
ownership interest ,  which is usual ly the resul- t  of  employee stock opt ions
exerc ises ,  i s  genera l l y  no t  mater ia l - .  See Note  l -8 .

Foreign currency t,ranslat,ion. The f inancial- statements of our f oreign
subs id ia r ies  a re  t rans l -a ted  to  U.S.  do l l -a rs  in  accordance w i th  the  prov is ions
of  S ta tement  o f  F inanc ia l -  Account ing  Standards  ( "SFAS")  No.  52  "Fore ign
Currency Transl-at ion."  The funct ional-  currency of  our foreign subsidiar ies is
general ly the l -ocal  currency of  the country.  Accordingly,  w€ translate the
assets  and l iab i l - i t ies  a t  year -end ra tes  o f  exchange,  wh i l -e  we t rans l -a te  the i r

F-  l - 3



revenues and expenses at average exchange rates prevail ing during the year. We
accumul-ate the resul t ing t ranslat ion adjustments in stockhol-ders '  equi ty as
part  of  accumul-ated other comprehensive income ( loss) ,  net  of  re lated deferred
income taxes and minor i ty interest .  We recognize currency transact ion gains
and losses  in  income.

Derivat ives and hedging aet, iv i t ies.  We recognize der ivat ives as ei ther
a n  a s s e t  o r  l i a b i l i t y  m e a s u r e d  a t  f a i r  v a 1 u e  i n  a c c o r d a n c e  w i t h  S F A S  N o .  1 3 3 ,
Account ing f  or  Der ivat ive Inst . ruments and Hedging Act iv i t ies,  as amended and
in te rpre ted .  we recogn ize  the  e f fec t  o f  changes in  the  fa i r  va lue  o f
der ivat ives ei ther in net income or other comprehensive income, depending on
the  in tended use o f  the  der iva t ive .

Cash and cash equivalents. We cl-assify bank time deposits and government
and commercial  notes and bi l ls  wi th or ig inal  matur i t ies of  three months or l -ess
as  cash equ iva len ts .

Restricted cash equivalents and marketable debt securit, ies. We classify
cash equ iva len ts  and marke tab le  debt  secur i t ies  tha t .  have been segregat .ed  or
are  o therw ise  l im i ted  in  use  as  res t r i c ted .  To  the  ex ten t  the  res t r i c ted
amount  re l -a tes  to  a  recogn ized l iab i l i t y ,  w€ c l -ass i fy  the  res t r i c ted  amount  as
cur ren t  o r  noncur ren t  accord ing  to  the  cor respond ing  l iab i l i t y .  To  the  ex ten t
t h e  r e s t r i c t e d  a m o u n t  d o e s  n o t  r e l a t e  t o  a  r e c o g n i z e d  l i a b i l i t y ,  w €  c l a s s i f y
r e s t r i c t e d  c a s h  a s  a  c u r r e n t  a s s e t  a n d  w e  c l - a s s i f y  t h e  r e s t r i c t e d  d e b t
secur i ty  as  e i ther  a  cur ren t  o r  noncur ren t  asse t  depend ing  upon the  matur i t y
d a t e  o f  t h e  s e c u r i t y .  S e e  N o t e s  4  a n d  7 .

Marketable securit ies; securit ies transactions. We carry marketabl-e debt
and equi ty secur i t ies at  fa i r  val-ue based upon quoted market pr ices,  Leve1 1
inputs as def ined in SFAS No. 1-57, Fair  VaLue Measurements,  ot  Level  2 or Level
3 inputs as otherwise discl-osed. See Note l -9 .  We recognize unreal ized and
rea l - i zed  ga ins  and losses  on  t rad ing  secur i t ies  in  income.  We accumula te
unrea l i zed  ga ins  and l -osses  on  ava i lab le - fo r -sa le  secur i t ies  as  par t  o f
accumul-ated other comprehensive income, net of  re lated deferred income taxes
and minor i ty  in te res t .  Rea l ized  ga ins  and l -osses  are  based on  spec i f  i c
ident i f i ca t ion  o f  the  secur i t ies  so ld .

Accounts receivable . We provide an al- l-owance f or doubt f ul- account s f or
known and es t imated po ten t ia l -  losses  ar is ing  f rom our  sa l -es  to  cus tomers  based
on a  per iod ic  rev iew o f  these accounts .

Inventor ies and cost of  sales.  We state inventor ies at  the lower of  cost
or market,  net  of  a l - l -owance for obsol-ete and sl-ow-moving inventor ies .  We
genera l l y  base inventory  cos ts  on  average cos t  o r  the  f i rs t - in ,  f i r s t -ou t
method.  Our  cos t  o f  sa l -es  inc l -udes  cos ts  f  o r  mater ia ls ,  pack ing  and
f i n i s h i n g ,  u t i l i t i e s ,  s a l a r y  a n d  b e n e f i t s ,  m a i n t e n a n c e  a n d  d e p r e c i a t i o n .

Investment in affiTiates and joint ventures. We account for investments
in more than 2Ot-owned but less than major i ty-owned companies by the equi ty
method. See Note 7 .  We al- l -ocate any di f  f  erences between the cost of  each
investment and our pro-rata share of  the ent i ty 's separately-reported net
assets  among the  assets  and l iab i l i t ies  o f  the  en t i t y  based upon es t imated
rel-at ive fa i r  val-ues. We amort ize these di f ferences, which were not mater ia l
a t  December  31 ,  2007,  to  income as  the  en t i t ies  deprec ia te ,  amor t i ze  o r  d ispose
of  the  re l -a ted  ne t  asse ts .

GoodwiTT and other intangible assets;  amort izat , ion expense. We account
fo r  goodwi l l  and  o ther  in tang ib le  assets  in  accordance w i th  SFAS No.  1 -42 ,
GoodwiTT and Other  In tang ibTe Assets .  Goodwi l l  represents  the  excess  o f  cos t
over  f  a i r  va l -ue  o f  ind iv idua l -  ne t  asse ts  acqu i red  in  bus iness  combina t ions
accounted  fo r  by  the  purchase method.  Goodwi l l  i s  no t .  sub jec t  t .o  per iod ic
amor t : -za t ion .  We amor t i ze  o ther  in tang ib le  assets  by  the  s t ra igh t - l ine  method
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over  the i r  es t imated  l - i ves  and s ta te  them net  o f  accumufa ted  amor t i za t ion .  We
eva lua te  goodwi l l  fo r  impa i rment ,  annuaI ly ,  o r  when c i rcumstances  ind ica te  the
car ry ing  va lue  may no t  be  recoverab le .  See Note  B.

We amor t i ze  ident i f iab le  in tang ib le  assets  by  the  s t ra igh t - I ine  method
o v e r  t h e i r  e s t i m a t e d  u s e f u l  l i v e s  a s  f o l - ] o w s :

A s s e t Useful  l ives

Patents
C u s t o m e r  l i s t s

Bui ld ings and improvements
Machinery and equipment

We expense expenditures for
incurred that do not improve or
planned major maintenance.

1-0 to
3 t o

maintenance, repairs
extend the l i fe of

40  years
2 0  y e a r s

and minor renewa]s as
the  assets ,  inc lud ing

l -5  years
7  t o  8  yea rs

CapiEal ized operat ing permits.  our Waste Management Segment capi ta l izes
d i rec t  cos ts  fo r  the  acqu is i t ion  or  renewal  o f  opera t ing  permi ts  and amor t i zes
these cos ts  by  the  s t ra igh t - l ine  method over  the  te rm o f  the  app l icab le
p e r m i t .  A m o r t i z a t i o n  o f  c a p i t a l i z e d  o p e r a t i n g  p e r m i t  c o s t s  w a s  $ .  f -  m i l - 1 i o n  i n
e a c h  o f  2 0 0 5 ,  2 0 0 6  a n d  2 0 0 7 .  A t  D e c e m b e r  3 1 ,  2 Q Q 7 ,  n e t  c a p i t a l i z e d  o p e r a t i n g
permi t  cos ts  inc l -ude ( i  )  $  .2  mi l l - ion  in  cos ts  to  renew cer ta in  permi ts  f  o r
which the renewal-  appl icat ion is pending with the appl icabl-e regulatory agency
a n d  ( i i )  $ z e  . q  m i l l - i o n  i n  c o s t s  t o  a p p l y  f o r  c e r t a i n  n e w  p e r m i t s  w h i c h  h a v e
not  ye t  been issued by  t .he  app l icabLe regu la to ry  au thor i ty .  We cur ren t ly
expecL renewal  o f  the  permi ts  fo r  wh ich  the  app l ica t ion  is  s t i I l  pend ing  w i l l
occur  in  the  ord inary  course  o f  bus iness ,  and we have been amor t i z ing  cos ts
re l -a ted  to  these renewaLs f rom the  da te  the  pr io r  permi t  exp i red .  For  cos ts
re la ted  to  new permi ts  tha t  have no t  ye t  been issued,  w€ w i l l  e i ther  ( i )
amor t i ze  such cos ts  f rom the  da te  the  permi t  i s  i ssued or  ( i i )  wr i te  o f f  such
cos ts  to  expense a t  the  ear l ie r  o f  (a )  the  da te  the  app l icab le  regu la to ry
author i ty  re jec ts  the  permi t  app l i ca t ion  or  (b )  the  da te  we de termine issuance
of  the  permi t  i s  no t  p robab le .  A11 opera t ing  permi ts  a re  genera l l y  sub jec t  to
renewal-  at  t .he opt ion of  the issuing governmental  agency.

Property and equipment; depreciation expense. We state property and
equ ipment  a t  acqu is i t ion  cos t ,  inc lud ing  cap i ta l i zed  in te res t  on  bor rowings
dur ing  the  ac tua l -  cons t ruc t ion  per iod  o f  ma jor  cap i ta l  p ro jec ts .  We d id  no t
cap i ta l i ze  any  mater ia l -  in t .e res t  cos ts  in  2005 ,  2006 or  2007.  We comput .e
deprec ia t ion  o f  p roper ty  and equ ipment  fo r  f inanc iaL  repor t ing  purposes
( inc lud ing  min ing  proper t ies )  p r inc ipa l l y  by  the  s t ra igh t - l - ine  method.  over  the
es t imated usefu l -  l - i ves  o f  the  assets  as  fo ] l -ows:

A s s e t Usefu l  l i ves

We have a governmental-  concession with an unl- imited term to operate an
i l -men i te  mine  in  Norway.  Min ing  proper t ies  cons is t  o f  bu i ld ings  and equ ipment
used in our Norwegian i l -menite mining operat ions.  Whi le we own the land and
i l -men i te  reserves  assoc ia ted  w i th  the  mine ,  such land and reserves  were
acquired for nominal-  value and we have no mater ia l  asset recognized for the
land and reserves  re la ted  to  such min ing  opera t ions .

We perform impairment tests when events or changes in c i rcumstances
indicate the carry ing value may not be recoverabl-e.  We perform the impairment
tes t  by  compar ing  the  es t imated  fu tu re  und iscounted  cash f lows assoc ia ted  w i th
the  asset  to  the  asset ' s  ne t  car ry ing  va l -ue  to  de termine i f  an  impa i rment
ex is ts .  We assess  impa i rment  o f  p roper ty  and equ ipment  in  accordance w i th
SFAS No. 1 '44 ,  Account ing f  or  the Impairment or DisposaT of  Long-Lived AsseLs.
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L'ong-term debt.  We state long-term debt net of  any unamort ized or ig inal
i ssue premium or  d iscount .  We c lass i fy  amor t i za t ion  o f  de fer red  f inanc ing
cos ts  and any  premium or  d iscount  assoc ia ted  w i th  the  issuance o f  indebtedness
as  in te res t  expense,  and compute  amor t i za t ion  by  the  in te res t  method over  the
term o f  the  app l icab l -e  i ssue.

EmpToyee benefit p7ans. Accounting and
re t i rement  p lans  are  descr ibed in  Notes  l - l -  and 18 .

fund ing  po l i c ies  fo r  our

Income taxes. We and our qual i fy ing subsidiar ies are members of
Contran's consol- idated U.S federal-  income tax group ( the "Contran Tax Group") .
We and certain of  our qual i fy ing subsidiar ies also f i le conso1idated income tax
re turns  w i th  Cont ran  in  var ious  U.S.  s ta te  ju r isd ic t ions .  As  a  member  o f  the
Cont ran  Tax  Group,  w€ are  jo in t l y  and severa l l y  l iab le  fo r  the  federa l -  income
tax l iabi l i ty  of  Contran and the other companies incl-uded in the Contran Tax
Group for al l  per iods in which we are incl-uded in the Contran Tax Group. See
Note 17 .  Contran's pol icy for  intercompany al l -ocat ion of  income taxes provides
that subsidiar ies inc1uded in the Contran Tax Group compute their  provis ion for
income taxes on a separate company basis. General ly,  subsidiar ies make
payments to or receive payments from Contran in the amounts they woul-d have
paid to or received from the Internal-  Revenue Service or the appl icabl-e state
tax authority had they not been members of the Contran Tax Group. The separate
company provisions and payments are computed using the tax electj-ons made by
C o n t r a n .  W e  m a d e  n e t  c a s h  p a y m e n t s  t o  C o n t r a n  o f  $ . 5  m i l L i o n  i n  2 0 0 5 ,  # 1 . 2
m i ] l i o n  i n  2 0 0 6  a n d  S S .  e  m i l l - i o n  i n  2 0 0 7  .

We recogn ize  de fer red  income tax  assets  and l iab i l iL ies  fo r  the  expec ted
fu tu re  tax  consequences  o f  temporary  d i f fe rences  be tween amounts  recorded in
the  Conso l - ida ted  F inanc iaL  s ta tements  and the  tax  bas is  o f  our  asse ts  and
l i a b i l i t i e s ,  i n c l u d i n g  i n v e s t m e n t s  i n  o u r  s u b s i d i a r i e s  a n d  a f f i l i a t e s  w h o  a r e
not members of  the Contran Tax Group and undistr ibuted earnings of  foreign
subs id ia r ies  wh ich  are  no t  permanent ly  re inves ted .  In  add i t ion ,  we recogn ize
defer red  income taxes  w i th  respec t  to  the  excess  o f  the  f inanc ia l -  repor t ing
carry ing amount over the income tax basis of  our direct  investment in Kronos
common stock because the exemption under GAAP to avoid recogni t ion of  such
defer red  income taxes  is  no t  ava i l -ab le  to  us .  The earn ings  o f  our  fo re ign
subs id ia r ies  sub jec t  to  permanent  re inves tment  p lans  aggregated  $720 mi l - l ion
a t  D e c e m b e r  3 I ,  2 0 0 7  ( i n  2 0 0 6  t h e  a m o u n t  w a s  # 7 4 5  m i l l i o n ) .  f t  i s  n o t
pract ical-  for  us to determine the amount of  the unrecognized deferred income
tax  l iab i l i t y  re la ted  to  these earn ings  due to  the  complex i t ies  assoc ia ted
wi th  the  U.S.  taxa t ion  on  earn ings  o f  fo re ign  subs id ia r ies  repat r ia ted  to  the
U . S .  W e  p e r i o d i c a l l y  e v a l u a t e  o u r  d e f e r r e d  t a x  a s s e t s  i n  t h e  v a r i o u s  t a x i n g
ju r isd ic t ions  in  wh ich  we opera te  and ad jus t  any  re la ted  va l -ua t ion  a l - lowance
based on  the  es t imate  o f  the  amount  o f  such de fer red  tax  assets  we be l - ieve
d o e s  n o t  m e e t  t h e  m o r e - I i k e 1 y - t h a n - n o t  r e c o g n i t i o n  c r i t e r i a .

Pr io r  to  2007,  w€ prov ided a  reserve  fo r  uncer ta in  income tax  pos i t ions
when we be l - ieved the  benef i t ,  assoc ia ted  w i th  a  tax  pos i t ion  was no t  p robab le
of prevai l ing wi th the appl icable tax author i ty and the amount of  the l -ost
benef i t  was  reasonab ly  es t imab l -e .  Beg inn ing  in  2007,  w€ record  a  reserve  fo r
uncertain tax posi t ions in accordance with Financial-  Account ing Standards
Board Int .erpretat ion No. 48 (*FIN') ,  AccotJnt ing for  Uncertain Tax Posi t ions
for  tax  pos i t ion  where  we be l - ieve  i t  i s  more- I i ke ly - than-not  our  pos i t ion  w i l l
no t  p reva i l  w i th  the  app l icab l -e  tax  au thor i t ies .  See Note  18 .

NL, Kronos, CompX, Tremont and WCS are members of the Contran Tax Group.
NL, Kronos and CompX are each a party to a tax sharing agreement with us and
Contran pursuant to which they general ly compute their  provis ion for income
taxes on a separate-company basis,  and make payments to or receive payments
from us in amounts that  they would have paid to or received from the U.S.
fnternal  Revenue Service or the appl icable state tax author i ty had Ehey not
been a member of the Contran Tax Group.
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Environmental remediat ion costs. W e  r e c o r d  l i a b i l i t i e s  r e l - a t e d  t o
environmental  remediat ion obl igat ions when est imated future expendi tures are
p robab le  and  reasonab l y  es t imab l -e . We ad j  us t  our  accrua l -s  as  f  u r ther
in f  o rmat ion  becomes ava i1ab l -e  to  us  or  as  c i rcumstances  change.  We genera l l y
do  no t  d iscount  es t imated  fu tu re  expend i tu res  to  the i r  p resent  va l -ue  due to
the  uncer ta in ty  o f  the  t im ing  o f  the  u l t imate  payout .  We recogn ize  any
recover ies  o f  remed ia t ion  cos ts  f rom o ther  par t ies  when we deem the i r  rece ip t
to  be  probab le .  We had no  such rece ivab les  a t  December  31 ,  2006 and 2007.

Net sal .es.  We record sal-es when products are shipped and t i t le and ot .her
r isks and rewards of  ownership have passed to the customer,  or  when we perform
services.  We incl-ude amounts charged to customers for  shipping and handl ing
c o s t s  i n  n e t  s a l - e s . We s ta te  sa l -es  ne t  o f  p r ice ,  ear ly  payment  and
d is t r ibu tor  d iscounts  and voLume rebates . We repor t  t .axes  assessed by  a
governmental  author i ty such as sal-es,  use, value added and excise taxes on a
n e t  b a s i s .

Sel- l , ing,  general  and adninistrrat ive expenses; shipping and handJing
cos ts ;  adver t i s ing  cos ts ;  research  and deveTopment  cos ts .  Se l l ing ,  genera l
and admin is t ra t i ve  expenses  inc lude cos ts  re l -a ted  to  marke t ing ,  sa1es ,
d is t r ibu t ion ,  sh ipp ing  and hand l i rg ,  research  and deve lopment ,  1egaI ,
env i ronmenta l -  remed ia t ion  and admin is t ra t i ve  func t ions  such as  account i rg ,
t reasury  and f inance,  and inc ludes  cos ts  fo r  sa la r ies  and benef i t s ,  t rave l -  and
enter ta inment . ,  p romot ionaL mater ia l -s  and pro fess iona l  fees .  Sh ipp ing  and
hand l ing  cos ts  o f  our  Chemica ls  Segment ,  were  approx imate ly  #76 mi l - l ion  in
2 0 0 5 ,  $ 8 1  m i l - l i o n  i n  2 0 0 6  a n d  $ 8 2  m i l l i o n  i n  2 0 0 7 .  S h i p p i n g  a n d  h a n d l i n g
costs of  our Component Products and Waste Management Segments are not
m a t e r i a l . We expense advert is ing and research, development and sal-es
techn ica l  suppor t  cos ts  as  incur red .  Adver t i s ing  cos ts  were  approx imate ly  $2
m i l - l i o n  i n  e a c h  o f  2 0 0 5  ,  2 0 0 5  a n d  2 0 0 7 .  R e s e a r c h ,  d e v e l o p m e n t  a n d  c e r t a j - n
s a l - e s  t e c h n i c a l  s u p p o r t  c o s t s  w e r e  a p p r o x i m a t e l y  $ 9  m i l l i o n  i n  2 0 0 5 ,  $ 1 1
m i l l i o n  i n  2 0 0 6  a n d  $ 1 2  m i l l i o n  i n  2 Q 0 7 .

Note 2 - Business and geographic segments:

Business segment Enti ty
% owned at

December  3L,  2007

Chemical-s
Component products
Waste management

Our ownership of  Kronos
d i r e c t l y  b y  N L .  W e  o w n  8 3 ?  o f
N o t e  3 .

9 5 ?
8 5 t

1 0 0 8

i n c l u d e s  5 9 *  w e  h o l d  d i r e c t l y  a n d  3 5 8  h e l d
NL. Our ownership of  CompX is through NL. See

Kronos
CompX
WCS

P r i o r  t o  M a r c h  2 6 ,  2 0 0 7 ,  w €  o w n e d  3 5 8  o f  T I M E T  d i r e c t l y  a n d  t h r o u g h  a
who l - Iy -owned subs id ia ry .  On March  26 ,  2007,  w€ comple ted  a  spec ia l  d iv idend
of the TIMET stock we owned. As a resul t ,  w€ now own approximately l -? of  the
TfMET shares outstanding. We accounted for our ownership of  TIMET by the
equ i ty  method th rough the  da te  o f  the  spec ia l  d iv idend.  See Note  3 .  A t
D e c e m b e r  3 1 ,  2 Q 0 7 ,  T I M E T  o w n e d  a n  a d d i t i o n a l -  . 5 t  o f  N L  a n d  l - e s s  t h a n  . 1 ?  o f
Kronos ,  see  Note  L2 .  Because we do  no t  conso l - ida te  T IMET,  the  shares  o f  NL
and Kronos held by TIMET are not considered as owned by us for  f inancial-
repor t ing  purposes .

We are  organ ized based upon our  opera t ing  subs id ia r ies .  Our  opera t ing
segments  a re  de f ined as  components  o f  our  conso l ida ted  opera t ions  about  wh ich
separate f inancial-  informat ion is avai l -able that  is regular ly eval-uated by our
ch ie f  opera t ing  dec is ion  maker  in  de termin ing  how to  a I l -oca te  resources  and in
assess ing  per fo rmance.  Each opera t ing  segment  i s  separa te ly  managed,  and each

F _ L 7



opera t ing  segment  represents  a  s t ra teg ic  bus iness  un i t  o f fe r ing  d i f fe ren t
p r o d u c t s .

We have th ree  conso l - ida ted  repor tab le  opera t ing  segments :

Chemicals Our Chemicals Segment is operated through our major i ty
ownersh ip  o f  Kronos . Kronos is  a  lead ing g lobal  producer  and
marketer  o f  va l -ue-added t i tan ium d iox ide  p igments  ( "T iOr" )  T iO2 is
u s e d  f o r  a  v a r i e t y  o f  m a n u f a c t u r i n g  a p p l i c a t i o n s ,  i n c l u d i n g  p l a s t i c s ,
pa in ts ,  paper  and o ther  indus t r ia l -  p roduc ts .  Kronos  has  produc t ion
f  ac i l i t i es  l -oca ted  th roughout  Nor th  Amer ica  and Europe.  Kronos  a l -so
owns a  one-ha l f  in te res t  in  a  T iO2 produc t ion  fac i l i t y  l -oca ted  in
L o u i s i a n a .  S e e  N o t e  7  .

Component Products We operate in the component products industry
through our major i ty ownership of  CompX. CompX is a leading
manufac turer  o f  secur i ty  p roduc ts ,  p rec is ion  ba l l  bear ing  s l ides  and
ergonomic  computer  suppor t  sys tems used in  the  o f f i ce  fu rn i tu re ,
t ranspor ta t ion ,  tooL s to rage and a  var ie ty  o f  o ther  indus t r ies .
CompX is  a lso  a  lead ing  manuf  ac tu rer  o f  s ta in l -ess  s tee l -  exhaust
systems, gauges and throt t le control-s for  the performance marine
indus t ry .

Waste Management WCS is our whol- ly-owned subsidiary that  owns and
opera tes  a  West  Texas  fac i l i t y  fo r  the  process ing ,  t rea tment ,  s to rage
and d isposa l  o f  hazardous ,  tox ic  and cer ta in  t14>es o f  l -ow leve l
rad ioac t ive  waste .  WCS is  in  the  process  o f  ob ta in ing  regu la to ry
author iza t ion  to  expand i t s  low-Leve l -  and mixed l -ow-Leve l  rad ioac t ive
w a s t e  h a n d l i n g  c a p a b i l i t i e s .

We eval-uate segment performance based on segment operat ing income, which
we def ine  as  income before  income taxes  and in te res t  expense,  exc lus ive  o f
c e r t a i n  n o n - r e c u r r i n g  i t e m s  ( s u c h  a s  g a i n s  o r  l o s s e s  o n  d i s p o s i t i o n  o f
bus iness  un i ts  and o ther  long- l i ved  assets  ou ts ide  the  ord inary  course  o f
bus iness  and cer ta in  lega l  se t t l -ements )  and cer ta in  genera l  corpora te  income
and expense i tems ( inc lud ing  secur i t ies  t ransac t ions  ga ins  and l -osses  and
in te res t  and d iv idend income) ,  wh ich  are  no t  a t t r ibu tab l -e  to  the  opera t ions  o f
the  repor tab le  opera t ing  segments .  The account ing  po l i c ies  o f  our  repor tab le
opera t ing  segments  a re  the  same as  those descr ibed in  Note  l - .  Segment  resu l - ts
we report  may di f fer  f rom amounts separately reported by our var ious
subs id ia r ies  and a f f i l - ia tes  due to  purchase account ing  ad jus tments  and re la ted
amor t i za t ion  or  d i f fe rences  in  how we def ine  opera t ing  income.  Tn tersegment
sa ]es  are  no t  mater ia l  .

Interest  income incl-uded in the calcul-at ion of  segment operat ing income
i s  n o t  m a t e r i a l  i n  2 0 0 5 ,  2 0 0 6  o r  2 0 0 7 .  C a p i t a l  e x p e n d i t u r e s  i n c l u d e  a d d i t i o n s
to property and equipment but exclude amounts we paid for  business uni ts
acqu i red  in  bus iness  combina t ions .  See Note  3 .  Deprec ia t ion  and amor t i za t ion
related to each reportable operat ing segment incl-udes amort izat ion of  any
in tang ib le  assets  a t t r ibu tab l -e  to  the  segment .  Amor t i za t ion  o f  de fer red
f inanc ing  cos ts  and any  premium or  d iscount  assoc ia ted  w i th  the  j -ssuance o f
indebtedness  is  inc luded in  in te res t  expense.

Segment  assets  a re  compr ised o f  a l l  asse ts  a t t r ibu tab l -e  to  each
repor tab le  opera t ing  segment ,  inc lud ing  goodwi l l  and  o ther  in tang ib le  assets .

Our  inves tment  in  the  T iO2 manufac tur ing  jo in t  ven ture  (see Note  7)  i s
i n c l uded  i n  t he  Chemica l s  Segmen t  asse ts . Corpora te  assets  a re  no t
a t t r ibu tab l -e  to  any  opera t ing  segment  and cons is t  p r inc ipa l l y  o f  cash and cash
equ iva len ts ,  res t r i c ted  cash equ iva len ts ,  marke tab le  secur i t ies  and loans  to
th i rd  par t ies  .  A t  December  31 ,  2007,  approx imate ly  242 o f  corpora t .e  asset .s
w e r e  h e l d  b y  N L  ( i n  2 0 0 6  t h e  p e r c e n t a g e  w a s  1 8 t ) ,  w i t h  s u b s t a n t i a l l y  a I l  o f
the  remainder  he ld  d i rec tLy  by  Va lh i .
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Years ended December 31

N e t  s a l - e s :
Chemical-s
Component products
Waste management

Total-  net  sal-es

Cost  o f  goods  so l -d :
Chemical-s
Component products
Waste management

Tota1  cos t  o f  goods  so ld

Gross  marg in :
Chemica ls
Component products
Waste management

Total-  gross margin

Opera t ing  income ( l -oss)  :
Chemica ls
Component products
Waste management

Total  operat ing income

E q u i t y  i n :
TIMET
Other

Genera l  corpora te  i tems:
Interest  and div idend income
Secur i t ies  t ransac t ion  ga ins ,  ne t
Wr i te -o f f  o f  accrued in te res t
Ga in  on  d isposa l  o f  f i xed  assets
Insurance recover ies
General  expenses, net
Loss on prepayment of debt

Interest  expense

fncome before income taxes

2 0 0 5

$ 1 , 1 9 6 . 7
1 8 5 . 3

9 . 8

$1 - ,  J92 ,3

$  8 8 4 . 1
l . 4 2  . 6

L 5  . 4

if., v2-1

$  3 L 2 . 6
4 3 . 7
( s . 6 )

$  3 s 0 . 7

2 0 0 6

( In  mi l l ions)

$ L  , 2 7  9  . 5
t _ 9 0 .  t _

1 1 - . 8

$ f_ ,48 :1 ,4

$  e 8 0 . 8
l . 4 3  . 6

1 5 . 0

$ 1 , 1 3 9 . 4

2007

$ 1 , 3 1 0 . 3
L 7 7  . 7

4 . 2

81,192-_2

$ 1 ,  o  6 2 . 2
L32 .4

LL.7

s 1 , 2 0 5  . 3

$  2 e 8  . 7  $  2 4 8 . L
4 6 . s  4 5 . 3
( t  . z )  ( 7 .  s )

S  zqz .o

$  1 _ 5 5 . 5
r - 9 . 3

( ! 2  .  r )

1 7 2  . 8

6 4  . 9
3 . 5

5 7 . 8
2 0 . 2

( 2 L  . 6 )

3 . 0
( 3 3 . 2 )

( 6 e . 2 )

$  1 9 8 . 3

$  1 3 8 . 1 _
2 0  . 6
(e .s )

r 4 9 . 2

101- .  1-
3 . 8

4 r . 6
. 7

3 5 . 4
7 . 6

( 3 3 . 0 )
( 2 2  . 3 )
( 6 7 . 6 )

S  2 r 7 . 5

$___2_g5J

$  8 8 . 5
1 5  . 0

( 1 4 . 1 )

9 0 . 5

2 6 . 9
L . 7

3 0 . 9

- ( . 1 )

5 . 1
( 3 7 . 5 )

$_____5_1-_q

( 6 4 . 4 )
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Years ended December 31,

Deprec ia t ion  and amor t i za t ion :
Chemica ls
Component products
Waste management
Corporate

Total-

Cap i ta l  expend i tu res :
Chemicals
Component products
Waste management
Corporate

Total

T o t a 1  a s s e t s :
Opera t ing  segments :

Chemical-s
Component products
Waste management

Investments accounted for by the
equi ty method:

TIMET common stock
Other  jo in t  ven tures

Corporate and el- iminat ions

Total-

2 0 0 5

$  5 0 . 1
1 0 . 9

2 . 8
. 7

$____z4r

$  4 3 . 4
r _ 0 . 5

7 . 0
1 . 9

g_____52- 3

2 0 0 6
( In  mi l l ions)

$  s 7 . 4
1 1 . 8

2 . 7
. 6

fi_____t2a

$  s0 .  e
1 2 . L

. 5

$_____51_,€

December 3L,

2007

$ sz .s
L 1 .  0

2 . 3
. 5

$_____6_6r

$  4 7 . 4
1 3  . 8

2 . 4
. 2

s  5 3 . 8

2  0 0 5

$ 1 , 5 9 4 . r
L 5 5 . 2

4 9  . 5

1 3 8 . 7
1 5  . 5

5 2 4 . 3

$ 2  , 5 7  8  . 4

2 0 0 5
( In  mi l l ions)

$ 1 _ , 8 2 5 . 8
a  -   ^
r o >  . 2

5 3  . 4

2 6 4 . r
1 8 . 8

4 7 2  . 4

$ z  ,  a o q . t

2007

# L , 8 6 2  . 6
1 8 5  . 4

5 9 . 7

1 9  . 4
4 7 5 . 9

$-2,-6-43--q

Geograph ic  in fo rmat ion .  We a t t r ibu te  ne t  sa les  to  the  p lace  o f
manufac ture  (po in t -o f -o r ig in )  and the  l -oca t ion  o f  Ehe cus tomer  (po in t -o f -
des t ina t ion) ;  we a t t r ibu te  p roper ty  and equ ipment  to  the i r  phys icaL l -oca t ion .
A t  D e c e m b e r  3 ] - , 2 0 0 7  t h e  n e t  a s s e t s  o f  o u r  n o n - U . S .  s u b s i d i a r i e s  i n c l u d e d  i n
conso l - ida ted  ne t  asse ts  approx imated $524 mi l - l - ion  ( in  2006 the  to ta l -  was  $642
m i l l i o n ) .
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Years ended December 31

Net  sa les  -  po in t
Un i ted  Sta tes
Germany
Canada
Belgium
Norway
Taiwan
El- iminat ions

Total-

Net  sa les  -  po in t
North America
Europe
Asia and other

Tota l

o f  o r i g i n :

o f  d e s t i n a t i o n :

Net property and equipment:
Un i ted  Sta tes
Germany
Canada
Norway
Belg ium
Taiwan

Total-

2 0 0 5

$  5 1 8 . 8
5 t _ 3  . 1
2 6 6  . 0
1 8 5 . 9
1 5 0 .  s

L 4  . 2
( 4 6 5 . 7 )

$f.392_,3

$  5 8 e . 2
6 9 3  . 6
1 _ l - 0 . 0

$ 1 , 3 9 2 . 8

2 0 0 6
(rn nrT]lione)

2007

$  6 6 7 . 7  $  5 3 8 . 4
5 7 2 . 0  7 0 0 . 5
2 5 5  . 2  2 6 0 . 7
L 9 2 . 9  2 0 9 . 8
1 7 3  .  s  1 8 4 . 3

1 5 . 9  L L . 1
( s o s . 2 )  ( s 1 3 . 3 )

$ 1.4€l_,_4 9f,_192-2

$  5oe .e  $  s4s .8
7 3 2 . 9  8 1 1 . 8
1 3 8 . 5  1 3 4 . 6

$1-18:L .4  5L ,192.?

December 31
2 0 0 5

$  7 s . 2
2 7 8 . 9

8 7  . 9
6 4  . 4
6 L . 7

8 . 3

fi__5ls-a

2 0 0 5
( In  mi l l ions)

$  7 8 . 2
3 0 1 - . 4

8 0 . 5
7 5 . 2
6 7  . 2

'7 '7

$___€_1-1-].

2007

$  8 2 . 3
3 3 2 . L

8 9 . 5
9 5 . 8
7 4 . L

7 . 4

s 5 8 1 . 3

Note 3 -  Business eombinat ions and related transact ions:

NL Industr ies,  Inc.  Our ownership of  NL has remained at  approximately 833
s ince  the  beg inn ing  o f  2005 as  s tock  op t ion  exerc ises  by  NL employees  were
o f f s e t  i n  p a r t  b y  o u r  p u r c h a s e  o f  3 5 , 5 0 0  s h a r e s  o f  N L  i n  m a r k e t  t r a n s a c t i o n s
d u r i n g  2 0 0 5  f o r  a n  a g g r e g a t e  o f  $ . 4  m i l l i o n .

Kronos WorTdwide, Inc.  At  the beginning of  2005, w€ held an aggregate of
942 o f  Kronos '  ou ts tand ing  common s tock .  Dur ing  the  f i rs t  quar te r  o f  2005,  NL
paid a quarter ly div idends in shares of  Kronos common stock,  in which an
aggregate of  approximately .3 mi l - l - ion shares of  Kronos common stock then were
d is t r ibu ted  to  NL shareho lders  ( inc lud ing  us)  in  the  fo rm o f  p ro- ra ta
d iv idends .  We rece ived 83? o f  the  Kronos  shares  d is t r ibu ted  by  NL.

NL made cer ta in  o ther  p ro- ra ta  d is t r ibu t ions  to  i t s  s tockho l -ders  in  the
form o f  shares  o f  Kronos  common s tock  pr io r  to  2005.  A l l -  o f  NL 's  d is t r ibu t ions
of Kronos common stock were taxable to NL and NL recognized a EaxabLe gain
equa l  to  the  d i f fe rence be tween the  fa i r  marke t .  vaLue o f  the  Kronos  shares
d i s t r i b u t e d  o n  t h e  v a r i o u s  d a t e s  o f  d i s t r i b u t , i o n  a n d  N L t s  a d j u s t e d  t a x  b a s i s
in  the  shares  a t  the  da tes  o f  d is t r ibu t ion .  The amount  o f  the  tax  t iab iJ - i t y
re la ted  to  the  Kronos  shares  d is t r ibu ted  to  NL shareho l -ders ,  o ther  than us ,
was approx imate ly  $ .2  mi l l ion  in  2005,  and we recogn ized th is  amount  as  a
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component  o f  our  conso l ida ted  prov is ion  fo r  income taxes  in  2005.  Other  than
o u r  r e c o g n i t i o n  o f  t h e s e  N L  t a x  l i a b i l i E i e s ,  t h e  c o m p l e t i o n  o f  t h i s  2 O O 5
quarter ly distr ibut ion of  Kronos common stock by NL had no other impact on our
conso1 ida ted  f  inanc ia l -  pos i t ion ,  resu l - ts  o f  opera t ions  or  cash f  l -ows.

Wi th  respec t  to  the  shares  o f  Kronos  NL d is t r ibu ted .  to  us  in  a l l  o f  NL,  s
pro- ra ta  d is t r ibu t ions ,  w€ and NL prev ious ly  agreed.  tha t  subs tan t ia l l y  a l l  o f
the  income tax  l iab i l i t y  genera ted  f rom the  d is t r ibu t ion  o f  these shares  cou ld .
be paid by NL to us in the form of shares of  Kronos common stock held by NL.
Pr io r  to  2005,  NL t rans fer red  shares  o f  Kronos  common s tock  to  us  in
sa t is fac t ion  o f  the  tax  l iab i l i t y  and the  tax  l iab i l i t y  genera ted  f rom the  use
of  Kronos  shares  to  se t t le  the  tax  l iab i l i t y .  The aggregate  amount  o f  such
tax  l iab i l i t y ,  inc lud ing  the  tax  l iab i l i t y  resu l t ing  f rom the  use  o f  Kronos
common s tock  to  se t , t l -e  such l iab i l i t . y  was  $230 mi l l ion .  Such aggregate  tax
l i a b i l i t y  i n c l u d e s  $ l . g  m i l l i o n  r e l a t e d  t o  t h e  K r o n o s  s h a r e s  d i s t r i b u t e d  b y  N L
t o  u s  i n  t h e  f i r s t  q u a r t e r  o f  2 0 0 5 ,  a n d  N L  p a i d  t h i s  t a x  l i a b i l i t y  t o  u s  i n
c a s h .  T o  d a t e ,  w €  h a v e  n o t  p a i d  t h e  $ Z g O  m i l - l i o n  t a x  l i a b i l i t y  t o  C o n t r a n
because Cont ran  has  no t  pa id  the  l iab i l i t y  to  the  app l icab l -e  tax  au t .hor i t y .
The income tax  l iab i l i t y  w i l l  become payab le  to  Cont ran ,  and by  Cont ran  to  the
app l icab le  tax  au thor i ty ,  when the  shares  o f  Kronos  t rans fer red  or  d is t r ibu ted
by NL to us are sol-d or otherwise transferred outside the Contran Tax Group or
in  the  event  o f  cer ta in  res t ruc tu r ing  t ransac t ions  invo lv ing  us .  We have
recognized deferred income taxes for our investment in Kronos common stock,
and, in accordance with GAAP, the amount of  the deferred income taxes we have
r e c o g n i z e d  ( $ 2 0 5  m i l l i o n  a t  D e c e m b e r  3 1 ,  2 0 0 7 )  i s  l i m i t e d  t o  t h i s  9 2 3 0  m i l - l i o n
t a x  l i a b i l i t y .

Dur ing  2005 and 2006,  w€ purchased an  aggregate  o f  L .2  mi l l ion  shares  o f
K r o n o s  c o m m o n  s t o c k  i n  m a r k e t .  t r a n s a c t i o n s  f o r  # l Z . q  m i l l j - o n .  D u r i n g  2 0 0 5 ,  w €
so l -d  an  aggregate  o f  .5  mi l l ion  shares  o f  Kronos  common s tock  in  marke t
t r a n s a c t i o n s  f o r  p r o c e e d s  o f  $ 7 9 . 2  m i l l i o n .  W e  r e c o g n i z e d  p r e - t a x  g a i n s
re la ted  to  the  reduc t ion  o f  our  ownersh ip  in te res t  in  Kronos  re l -a ted  to  these
s a l - e s  o f  # t +  . l  m i l - I i o n  i n  2  0 0 5  .  S e e  N o t e  1 5  .

TIMET. At the beginning of  2005, w€ owned an aggregate of  4LZ of
T fMET's  ou ts tand ing  common s tock  e i ther  d i rec t l y  and th rough a  who l ly -owned
subs id ia ry .  Our  ownersh ip  o f  T IMET was reduced to  35 t  by  December  31 ,  2006
due t .o  s tock  op t ion  exerc ises  by  T IMET employees  and the  convers ion  o f  shares
of  T IMET's  conver t ib le  p re fe r red  s tock  in to  T IMET common s tock ,  o f fse t  in  par t
by  our  purchase o f  an  aggregate  o f  4 .7  mi l l ion  shares  o f  T IMET common s tock
( a s  a d j u s t e d  f o r  c e r t a i n  T I M E T  s t o c k  s p l i t s )  i n  m a r k e t  t r a n s a c t i o n s  d u r i n g
2 0 0 5  a n d  2 0 0 6  f o r  a n  a g g r e g a t e  o f  $ 3 5 . 7  m i l l i o n .

On March  26 ,  2007,  w€ comple ted  a  spec ia l  d iv idend o f  the  T IMET common
stock  we owned to  our  s tockho l -ders .  Each o f  our  s tockho l -ders  rece ived .4776
of a share of  TIMET common stock for  each share of  our common stock held.  For
f inancial-  report ing purposes, we cont inued to apply the equi ty method to our
inves tment  in  T IMET th rough March  31 ,  2007.  As  a  resu l t  o f  the  d is t r ibu t ion ,
we now own approximately 1t  of  t .he TIMET shares outstanding. We accounted for
our div idend of  TIMET common stock as a spin-of f  in which we reduced our
sLockho l -ders '  equ i ty  by  the  aggregate  book  va lue  o f  the  shares  d is t r ibu ted ,
ne t  o f  app l i cab l -e  tax ,  o r  approx imate ly  i897 .4  mi l l ion .  For  income tax
purposes, the div idend of  TIMET common stock was taxabl-e to us based on the
d i f fe rence be tween the  aggregate  fa i r  va l -ue  o f  the  T fMET shares  d is t r ibu ted
( $ 3 6 . 9 0  p e r  s h a r e ,  o r  a n  a g g r e g a t e  o f  $ 2 . 1  b i l l i o n )  a n d  o u r  t a x  b a s i s  o f  t h e
s h a r e s  d i s t r i b u t e d .  T h i s  t a x  o b l i g a t i o n  w a s  a p p r o x i m a t e l y  $ 6 6 7 . 7  m i l l i o n ,
a f t e r  w e  u t i l i z e d  a v a i l a b l - e  n e t  o p e r a t i n g  l - o s s  ( " N O L ' )  c a r r y f o r w a r d s  o f  $ 5 7 . 8
mi l l - ion and al- ternat ive minimum tax credi t  ("AMT" )  carryf  orwards of  $1 .  1
m i l l i o n .

We and our  qua l - i f y ing  subs id ia r ies  a re  members  o f  Cont ran 's  conso l ida ted
U.S.  federa l  income tax  group ( the  "Cont ran  Tax  Group" ) ,  and we make payments
to Contran for income taxes in amounts that  we woul-d have paid to the U.S.
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Internal-  Revenue Service had we not been a member of  the Contran Tax Group. As
a member of  the Contran Tax Group, the tax obl igat ion generated from the
spec ia l  d iv idend is  payab le  to  Cont ran .  In  o rder  to  d ischarge subs tan t ia l l y
a l - l -  o f  th is  tax  ob l iga t ion  we owed to  Cont ran ,  in  March  2Q07 we issued to
Cont ran  shares  o f  a  new issue o f  our  p re fe r red  s tock .  See Note  L4 .  Because
Contran direct ly or indirect ly owned approximately 922 of  our common stock at
M a r c h  2 6 ,  2 0 0 7 ,  w €  d i s t r i b u t e d  a  s u b s t a n t i a l  p o r t i o n  o f  t h e  T I M E T  s h a r e s  t . o
other members of  the Contran Tax Group. As a resul- t ,  Contran is not current ly
requ i - red  to  pay  approx imate ly  5620 mi l l ion  o f  th is  tax  ob l iga t ion  to  the
app l icab l -e  tax  au thor i ty ,  because the  ga in  on  the  shares  d is t r ibu ted  to
members  o f  Cont ran 's  Tax  Group is  cur ren t ly  de fer red  a t  the  Cont ran  leve l - .
This income tax l iabi l i ty  woul-d become payable by Contran to the appl icabl-e
tax author i ty when the shares of  TIMET common stock we distr ibuted to other
members of  the Contran Tax Group are sold or otherwise transferred outside the
Contran Tax Group or in the event of  certain restructur ing t ransact ions
involv ing Contran and us.

NL owns approx imate ly  4 .7  mi l l ion  shares  o f  our  common s tock ,  and fo r
f inanc ia l -  repor t ing  purposes  we account  fo r  our  p ropor t iona l  in te res t  in  such
shares  as  t reasury  s tock .  See Note  L4 .  Under  De laware  Corpora t ion  Law,  NL
rece ives  d iv idends  on  i t s  Va lh i  shares . As  a  resu l t ,  NL  rece i ved
approx imate ly  2 .2  mi l l - ion  shares  o f  the  T IMET common s tock  we d is t r ibu ted  in
the  spec ia l  d iv idend.  In  add i t ion ,  in  March  2007 we purchased shares  o f  our
common stock in market t ransact ions under our repurchase program descr ibed in
Note  14 .  Because we purchased these shares  be tween the  record  da te  and
payment  da te  o f  the  spec ia l  d iv idend,  we became ent i t led  to  rece ive  the  shares
of  T IMET common s tock  we d is t r ibu t ,ed  in  the  spec ia l  d iv idend w i th  respec t  t .o
the  shares  o f  our  common s tock  we repurchased,  ey  approx imate ly  19 ,000 shares
of  T IMET common s tock .  We a l - l -oca ted  the  cos t  o f  our  shares  we repurchased
between the TIMET and Valhi  common stock acquired based upon relat ive market
va l -ues  on  the  da te  o f  purchase,  and we a l loca ted  an  aggregate  o f  $ .7  mi1 l - ion
to  the  T fMET shares  we acqu i red .  A t  the  end o f  the  f i rs t  quar te r  o f  2007,  the
aggregate number of  TIMET shares we owned represented approximately 1t  of
T I M E T ' s  o u t s t a n d i n g  c o m m o n  s t o c k .  A c c o r d i n g l y ,  € f f e c t i v e  M a r c h  3 1 ,  2 0 0 7  w e
began account ing  fo r  our  shares  o f  T IMET common s tock  as  ava i labLe- fo r -sa l -e
marke tab l -e  secur i t ies  car r ied  a t  fa i r  va l -ue ,  and the  d i f fe rence be tween the
aggregate  fa i r  va l -ue  and the  cos t  bas is  o f  our  T IMET shares  is  recogn ized as  a
component of  accumulated other comprehensive income, net of  appl icabl-e j -ncome
t .ax  and minor i ty  in te res t .  The cos t  bas is  o f  the  T IMET shares  NL rece ived was
$ 1 1 . 4  m i l l i o n ,  w h i c h  r e p r e s e n t s  o u r  b a s i s  i n  s u c h  T f M E T  s h a r e s  u n d e r  t . h e
equ i ty  met ,hod immedia te ly  be fore  the  spec ia l  d iv idend.  Dur ing  Lhe four th
q u a r t e r  o f  2 0 0 7 ,  N L  s o l - d  . 8  m i l l i o n  o f  i t s  T I M E T  s h a r e s  t o  u s  f o r  a  c a s h  p r i c e
o f  $ 3 3 . 5 0  p e r  s h a r e  ,  o y  a n  a g g r e g a t e  o f  $ 2 5 . 8  m i l l i o n .  F o r  f i n a n c i a L
repor t ing  purposes ,  NL 's  p rev ious  $+ mi l - l - ion  aggregate  cos t  bas is  o f  these .8
m i l l - i o n  s h a r e s  i s  a l s o  o u r  c o s t  b a s i s  i n  t h e s e  s h a r e s .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,
the  quoted  marke t  p r ice  fo r  T IMET's  common s tock  was #25.45  per  share ,  fo r  an
a g g r e g a t e  m a r k e t  v a l u e  o f  o u r  T I M E T  s h a r e s  o f  $ 6 0 . 2  m i l l i o n .  S e e  N o t e  4 .  A s
a resu l t  ,  a  subs tan t ia l  por t ion  o f  the  inc rease in  our  accumul -a ted  o ther
comprehens ive  income re la ted  to  marke tab le  secur i t ies  dur ing  2007 re la tes  to
the  unrea l i zed  ga in ,  ne t  o f  app l i cab le  income tax  and minor i ty  in te res t ,
re l -a ted  to  these shares  o f  T IMET common s tock .

For  income tax  purposes ,  the  tax  bas is  in  the  shares  o f  T IMET rece ived
by  NL in  the  spec ia l  d iv idend is  equa l  to  the  fa i r  va l -ue  o f  such T IMET shares
on the  da te  o f  the  spec ia l  d iv idend.  However ,  because the  fa i r  va l -ue  o f  a1 l -
of  the TIMET shares we distr ibuted exceeded our cumul-at ive earnings and
p r o f i t s  a s  o f  t h e  e n d  o f  2 0 0 7 ,  N L  w a s  r e q u i r e d  t o  r e d u c e  t h e  t a x  b a s i s  o f  i t s
shares  o f  Va lh i  common s tock  by  an  amount  equa l  to  the  lesser  o f  ( i )  i t s  tax
bas is  in  such Va lh i  shares  and ( i i )  i t s  p ro- ra ta  share  o f  the  amount  by  wh ich
the  aggregate  fa i r  va l -ue  o f  the  T IMET shares  we d is t r ibu ted  exceeded our
e a r n i n g s  a n d  p r o f i t s .  A d d i t i o n a l l y ,  a n d  s i n c e  N L ' s  p r o - r a t a  s h a r e  o f  t h e
amount  by  wh ich  the  aggregate  fa i r  va lue  o f  the  T IMET shares  we d is t r ibu ted
exceeds our  earn ings  and pro f i t s  i s  g rea ter  than the  tax  bas is  o f  i t s  Va lh i
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shares ,  NL was requ i red  to  recogn ize  a  cap i ta l  ga in  fo r  the  d i f fe rence.  The
benef i t ,  to  NL assoc ia ted  w i th  rece iv ing  a  fa i r -va l -ue  tax  bas is  in  i t s  TrMET
shares  was comple te ly  o f fse t  by  the  e l - im ina t ion  o f  the  tax  bas is  in  i t s  Va lh i
shares  and the  cap i ta l  ga in  NL is  requ i red  to  recogn ize  fo r  the  excess .  NL 's
income tax  genera ted  f rom th is  cap i ta l  ga in  i s  approx imate ly  $11.2  mi l l ion .
For f inancial-  report ing purposes, NL provides deferred income taxes for the
excess  o f  the  car ry ing  va l -ue  over  the  tax  bas is  o f  i t s  shares  o f  bo th  Va lh i
and T IMET common s tock ,  and as  a  resu l - t  the  $11- .2  mi l l - ion  cur ren t  income tax
generated by NL was of fset  by deferred income taxes NL had previously provided
on i t s  shares  o f  Va lh i  common s tock .  However ,  because we account  fo r  our
propor t iona l  in te res t  in  the  Va lh i  shares  he ld  by  NL as  t reasury  s tock ,  w€
a l -so  eL imina te  our  p ropor t iona l  in te res t  in  the  de fer red  income taxes  NL
recogn izes  a t  i t s  leve l -  w i th  respec t  to  the  Va lh i  shares  i t  ho lds .  As  a
resul- t  ,  for  f  inancial  report ing purposes we had not previously recognized our
p r o p o r t i o n a l -  i n t e r e s t  i n  t h e  $ l - L . 2  m i l - l i o n  o f  i n c o m e  t a x e s  ( o r  $ 9 . 3  m i l l i o n )
tha t  NL had prev ious ly  recogn ized.  Accord ing ly ,  os  par t  o f  the  spec ia l
d iv idend we were  requ i red  to  recogn ize  $9 .3  mi l l - ion  o f  income taxes  re l -a ted  to
the  income tax  e f fec t  to  NL o f  the  spec ia l  d iv idend.

NL is al-so a member of  the Contran Tax Group, and NL makes payments to
us  fo r  income taxes  in  amounts  i t  wou ld  have pa id  to  the  U.S.  In te rna l -  Revenue
Service had NI- . ,  not  been a member of  the Contran Tax Group. Approximately $10.8
m i l - l - i o n  o f  t h e  $ 1 1 . 2  m i l l i o n  t a x  g e n e r a t e d  b y  N L  i s  p a y a b l e  t o  u s  ( t h e
r e m a i n i n g  $ . 4  m i l ] i o n  r e l - a t e s  t o  o n e  o f  N L ' s  s u b s i d i a r i e s  t . h a t  w a s  n o t  a
member  o f  the  Cont ran  Tax  Group) .  We are  no t  cur ren t ly  requ i red  to  pay  th is
$ 1 0 . 8  m i l - l i o n  t a x  l i a b i l i t y  t o  C o n t r a n ,  n o r  i s  C o n t r a n  c u r r e n t l y  r e q u i r e d  t o
pay  th is  tax  l iab i l i t y  to  the  app l icab le  tax  au thor i ty ,  because the  re l -a ted
taxable gain is current ly deferred at  our l -eve1 and the Contran level-  s ince we
and NL are members of  the Valhi  tax group on a separate company basis and of
the  Cont ran  Tax  Group on  the  d is t r ibu t ion  da te .  Th is  income tax  l iab i l i t y
would become payable by us to Contran, and by Contran to the appl icable tax
author i ty,  when the shares of  Valhi  common stock held by NL are sold or
o therw ise  t rans fer red  ou ts ide  the  Cont ran  Tax  Group or  in  the  event  o f  cer ta in
res t ruc tur ing  t ransac t ions  invo l -v ing  NL and Va lh i .  A t  December  31- ,  2007,  th is
$ 1 0 . 8  m i l l - i o n  i s  r e c o g n i z e d  a s  a  c o m p o n e n t  o f  o u r  d e f e r r e d  i n c o m e  t a x e s .

A summary  o f  the  $897 .4  mi l - l - ion  ne t  reduc t ion  in  our  s tockho l -ders '
equ i ty  as  a  resu l t  o f  the  spec ia l  d iv idend is  summar ized as  fo l lows:

Amount

( I n  m i l l i ons )

s27 6  .7

( s5 .  e )
2 L  . 4

6 4 6 . 9
9 . 3

s 8 9 7 . 4

CompX Int .ernat ionaL lnc.  At  the beginning of  2005, w€ held
approximately 58? of  CompX stock through NL's investment in CompX and TfMET
he ld  approx imate ly  15 t  o f  CompX s tock .  See Note  2 .  Dur ing  2005 and 2006,  NL
purchased an  aggregate  o f  381- ,000 shares  o f  CompX common s tock  in  marke t
t r a n s a c t i o n s  f o r  a p p r o x i m a t e l y  $ S . g  m i l l i o n .

fn  August  2007,  CompX's  board  o f  d i rec to rs  au thor i -zed  the  repurchase o f
u p  t o  5 0 0 , 0 0 0  s h a r e s  o f  i t s  C l a s s  A  c o m m o n  s t o c k  i n  o p e n  m a r k e t  t r a n s a c t i o n s ,
inc lud ing  b l -ock  purchases ,  o r  in  p r iva te ly -negot ia ted  t ransac t ions  a t

Investment in TIMET
Deferred income taxes previously recognized:

fnvestment in TfMET
NOL and AMT carryforwards

Income taxes generated from the special  d iv idend:
Valhi  l -evel- ,  net  of  amount included in other

comprehensive income
NL leve]

Total-
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unspec i f ied  pr ices  and over  an  unspec i f ied  per iod  o f  t ime.  Th is  au thor iza t ion
was in  add i t ion  to  the  467,000 shares  o f  C lass  A common s tock  tha t  remained
ava i l -ab l -e  fo r  repurchase under  p r io r  au thor iza t ions  o f  CompX's  board  o f
directors.  CompX may repurchase i ts common stock f rom t ime to t ime as market
cond i t ions  permi t . .  The s tock  repurchase program does no t  inc l -ude spec i f i c
pr ice targets or t imetabl-es and may be suspended at  any t ime. Depending on
marke t  cond i t ions ,  CompX may te rmina te  the  program pr io r  to  i t s  comple t ion .
CompX wi l l  use  cash on  hand to  acqu i re  the  shares .  Repurchased shares  w i l l  be
a d d e d  t o  C o m p X ' s  t r e a s u r y  a n d  c a n c e l l e d .  D u r i n g  2 0 0 7 ,  C o m p X  p u r c h a s e d  1 7 9 , 1 0 0
shares  o f  i t s  C l -ass  A common s tock  in  marke t  t ransac t ions  fo r  an  aggregate  o f
S g .  g  m i l l i o n . A t  D e c e m b e r  3 1 ,  2 0 0 7  a p p r o x i m a t e l y  8 0 4 , 4 0 0  s h a r e s  w e r e
ava i l -ab le  fo r  purchase under  these repurchase au thor iza t ions .

In  October  20Q7,  the  independent  members  o f  CompX's  board  o f  d i rec to rs
a u t h o r i z e d  t h e  r e p u r c h a s e  a n d  c a n c e l l - a t i o n  o f  a  n e t  2 . 7  m i l - l i o n  s h a r e s  o f  i t s
CLass  A common s tock  he ld  by  T IMET,  inc lud ing  the  C l -ass  A shares  he ld
indirect ly by TIMET through i ts ownership interest  in CompX Group. These
repurchases  were  made outs ide  o f  CompX's  s tock  repurchase p lan  d iscussed
above.  CompX purchased these shares  fo r  $19.50  per  share  ,  o r  aggregate
c o n s i d e r a t i o n  o f  $ 5 2 . 6  m i l l i o n ,  w h i c h  i t  p a i d  i n  t h e  f o r m  o f  a  p r o m i s s o r y
note .  The pr ice  per  share  was de termined based on  CompX's  open marke t
repurchases of  i t .s  Cl-ass A common stock around the t ime the repurchase was
approved.  The promissory  no te  bears  in te res t  a t  L IBOR p lus  l - t  and prov ides
f o r  q u a r t e r l y  p r i n c i p a l  r e p a y m e n t s  o f  $ 2 5 0 , 0 0 0  c o m m e n c i n g  i n  S e p t e m b e r  2 0 0 8 ,
with the balance due at  matur i ty in September 201,4.  CompX may make
prepayments on the promissory note at  any t ime, in any amount,  wi thout
pena l ty .  The promissory  no te  i s  subord ina ted  to  CompX's  U.S.  revo lv ing  bank
c r e d i t  a g r e e m e n t .  S e e  N o t e s  9  a n d  1 6 .

As  a  resu l - t  o f  CompX'  s  repurchase and/  o r  cance l - l -a t ion  o f  i t s  C l -ass  A
shares  owned d i rec t l y  o r  ind i rec t l y  by  T fMET,  T fMET no longer  has  any  d i rec t
or indirect  ownership in CompX or CompX Group, CompX's outstanding Cl-ass A
shares  were  reduced by  2 .7  mi l l - ion  shares  and our  ownersh ip  in te res t  in  CompX
i n c r e a s e d  t o  8 6 t .

In August 2005, CompX completed the acquis i t ion of  a marine components
p r o d u c t s  b u s i n e s s  f o r  c a s h  c o n s i d e r a t i o n  o f  $ z . g  m i l l i o n ,  n e t  o f  c a s h
acquired, and in Apr i l  2006 CompX completed the acquis i t ion of  another marine
component  p roduc ts  bus iness  fo r  cash cons idera t ion  o f  $9 .8  mi l - l ion ,  ne t  o f  cash
acquired. We completed these acquis i t ions Eo expand the marine component
products business uni t  of  CompX. We have included the resul ts of  operat ions
and cash f lows of  the acquired businesses in our Component Products Segment of
the  Conso l ida t .ed  F inanc ia l  S ta tements  f rom the  respec t ive  da tes  o f  acqu is i t ion .
The purchase pr ices have been al located among the tangible and intangible net
assets  acqu i red  based upon an  es t imate  o f  the  fa i r  va l -ue  o f  such ne t  asse ts .
The pro forma ef fect  to us,  assuming these acquis i t ions had been complet .ed as
o f  J a n u a r y  L ,  2 0 0 5 ,  i s  n o t  m a t e r i a l .
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Note 4 -  Marketable secur i t ies:

Cur ren t  asse ts  (ava i l -ab l -e - fo r -sa l -e )
Rest r i c ted  debt  secur i t ies
Other  debt  secur i t ies

Total

Noncur ren t  asse ts  (ava i lab le - fo r -sa le )  :
The Amalgamated Sugar Company LI-,C
TIMET
Rest r i c ted  debt  secur i t ies
Other debt secur i t ies and common stocks

Total-

December  31,
2005 2007

(r"  mi l l io i i l

$ s .e
1 . 3

$  1 0 . 0
2 . 6

2 . 8
6 . 2

s2s9 .0

i_ t2.l.

$ 2 s 0 . 0

s  7 . 2

$ 2 s 0 . 0
6 0 . 2

3 . 2
5 . 4

s 3 1 9 . 8

Amal -gamated Sugar .  Pr io r  to  2005,  w€ t rans fer red  cont ro l -  o f  the  re f ined
sugar operat ions previously conducted by our whol ly-owned subsidiary,  The
Amalgamated Sugar Company, to Snake River Sugar Company, 4r Oregon
agr icu l tu ra l  coopera t ive  fo rmed by  cer ta in  sugarbeet  g rowers  in  Amalgamated 's
a r e a s  o f  o p e r a t i o n s . Pursuant  to  the  t ransac t ion ,  w€ cont r ibu ted
subs t .an t ia l l y  a l l  o f  the  ne t  asse ts  o f  our  re f ined sugar  opera t ions  to
Amalgamated Sugar Company I- . ,LC, a l imi ted l iabi l i ty  company control led by Snake
River ,  oD a  tax-de fer red  bas is  in  exchange fo r  a  non-vo t ing  ownersh ip  in te res t
in  the  LLC.  The cos t  bas is  o f  the  ne t  asse ts  we t rans fer red  to  the  LLC was
approx imate ly  $34 mi l l ion .  When we t rans fer red  cont ro l  o f  our  opera t ions  to
Snake R iver  in  re tu rn  fo r  our  in te res t  in  the  LLC,  we recogn ized a  ga in  in
earn ings  equa l  to  the  d i f fe rence be tween $250 mi l ] ion  ( the  fa i r  va lue  o f  our
inves tment  in  the  LLC as  ev idenced by  i t s  $250 mi l l ion  redempt ion  pr ice ,  ds
d i s c u s s e d  b e l - o w )  a n d  t h e  $ : +  m i l l i o n  c o s t  b a s i s  o f  t h e  n e t  a s s e t s  w e
cont r ibu ted  to  the  LLC,  ne t  o f  app l i cab l -e  de fer red  income taxes .  There fore ,
t h e  c o s t  b a s i s  o f  o u r  i n v e s t m e n t  i n  t h e  L L C  i s  $ 2 5 0  m i l l i o n .  A s  p a r t  o f  t h i s
t ransac t ion ,  Snake R iver  made cer ta in  loans  to  us  aggregat ing  $250 mi l l ion .
T h e s e  l - o a n s  a r e  c o l l a t e r a l i z e d  b y  o u r  i n t e r e s t  i n  t h e  L L C .  S n a k e  R i v e r ' s
sources  o f  funds  fo r  i t s  loans  to  us ,  as  we l - l -  as  i t s  $14 mi l l - ion  cont r ibu t ion
to  the  LLC in  exchange fo r  i t s  vo t ing  in te res t  in  the  LLC,  inc l -uded cash
contr ibut ions by the grower members of  Snake River and $180 mi l - l ion in debt
f i n a n c i n g  w e  p r o v i d e d .  w e  c o l l - e c t e d  $ l - o o  m i l - l i o n  o f  t h e  $ 1 - 8 0  m i l l i o n  p r i o r  t o
2005 when Snake R iver  ob ta ined an  equa l  amount  o f  th i rd -par ty  f inanc i rg ,  and
co l - l -ec ted  the  remain ing  $80 mi l - l - ion  dur ing  2005 when Snake R iver  ob ta ined new
t h i r d - p a r t y  f i n a n c i n g .  S e e  N o t e s  9  a n d  1 5 .

We and Snake River share in distr ibut ions f rom the LLC up to an
a g g r e g a t e  o f  i 2 5 . 7  m i l l i o n  p e r  y e a r  ( t h e  " b a s e "  l e v e l - ) ,  w i t h  a  p r e f e r e n t i a l -
95 t  share  go ing  to  us .  To  the  ex ten t  the  LLCts  d is t r ibu t ions  are  be low th is
base leve l  in  any  g iven year ,  w€ are  en t i t led  to  an  add i t iona l  953
pre feren t ia l  share  o f  any  fu tu re  annua l  LLC d is t r ibu t ions  in  excess  o f  the
base leve l  un t i l  the  shor t fa l - l  i s  recovered.  Under  cer ta in  cond i t ions ,  we are
ent i t led  to  rece ive  add i t iona l  cash d is t r ibu t ions  f rom the  LLC.  A t  our
opt ion,  w€ may require the LLC to redeem our interest  in the LLC beginning in
2012,  and the  LLC has  the  r igh t  to  redeem,  d t  the i r  op t ion ,  our  in te res t  in
t h e  L L C  b e g i n n i n g  i n  2 0 2 7 .  T h e  r e d e m p t i o n  p r i c e  i s  g e n e r a l l y  $ 2 5 0  m i l l - i o n
p lus  the  amount  o f  cer ta in  und is t r ibu ted  income a l l -ocabIe  to  us .  I f  we redeem
our  in te res t  in  the  LLC,  Snake R iver  has  the  r igh t  to  acce l -e ra te  the  matur i t y
o f  and ca l - l -  our  $250 mi ] l - ion  Loans f rom Snake R iver .  See Note  9 .

The LLC Company Agreement contains certain restr ict ive covenants
in tended to  p ro tec t  our  in te res t  in  the  LLC,  inc lud ing  l im i ta t ions  on  cap i ta l
expend i tu res  and add i t iona l -  indebtedness  o f  the  LLC.  We a l -so  have the  ab i l i t y
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to temporar i ly  take control-  of  the LLC i f  our cumul-at ive distr ibut ions f rom
t h e  L L C  f a l l  b e l o w  s p e c i f i e d  L e v e l s ,  s u b j e c t  t o  s a t i s f a c t i o n  o f  c e r t a i n
cond i t ions  imposed by  Snake R iver 's  cur ren t  th i rd -par ty  sen io r  l -enders .

Pr io r  to  2005,  Snake R iver  agreed tha t  the  annua l  amount  o f  ( i )  the
d is t r ibu t ions  pa id  by  the  LLC to  us  p lus  ( i i )  the  debt  serv ice  payments  pa id
by  Snake R iver  to  us  on  our  p r io r  $80 mi l l ion  loan to  Snake R iver  wou l -d  a t
l -east  equal  the annual-  amount of  interest  payment.s we owe to Snake River on
our  $250 mi l - l ion  loan.  In  2005,  and fo l low ing  the  comple te  repayment  o f  our
$80 mi l l - ion l -oan to Snake River,  Snake River agreed that the annual-  amount of
distr ibut ions we receive f rom the LLC would exceed the annual-  amount of
interest  payments we owe to Snake River on our $250 mi l l ion in l -oans from
S n a k e  R i v e r  b y  a t  l e a s t  $ 1 . 8  m i l l i o n .  I f  w e  r e c e i v e  l e s s  t h a n  t . h e  r e q u i r e d
mj-nimum amount,  certain agreements we previously made with Snake River and the
LLC, including a reduct ion in t .he amount of  cumul-at ive distr ibut ions that we
must receive f rom the LLC in order to prevent us f rom becoming able to
temporar i l y  take  cont ro l  o f  the  LLC,  wou ld  re t , roac t ive ly  become nuI l  and vo id
and we would be able to temporar i ly  take control-  of  the LLC i f  we so desired.
Through December  3L ,  2007,  Snake R iver  and the  LLC main ta j -ned the  app l icab l -e
min imum requ i red  leve l -s  o f  cash f  lows to  us .

We repor t  the  cash d is t r ibu t ions  rece ived f rom the  LLC as  d iv idend
income.  We recogn ize  d is t r ibu t ions  when they  are  dec1ared by  the  LLC,  wh ich
is  genera l l y  the  same month  we rece ive  them,  a l though in  cer ta in  cases
d is t r ibu t ions  may be  pa id  on  the  f i rs t  bus iness  day  o f  the  fo l low ing  month .
See Note  15 .  The amount  o f  such fu tu re  d is t r ibu t ions  we w i l l  rece ive  f rom the
LLC is  dependent  upon,  among o ther  th ings ,  the  fu tu re  per fo rmance o f  the  LLC's
opera t ions .  Because we rece ive  pre feren t ia l -  d is t r ibu t ions  f  rom the  I - ,LC and we
have the r ight  to require the LLC to redeem our interest  for  a f ixed and
determinable amount beginning at  a f ixed and determinabl-e date,  w€ account for
our  inves tment  in  the  LLC as  an  ava i lab le - fo r -sa le  marke tab l -e  secur i ty  car r ied
at  es t imated  f  a i r  va l -ue .  The f  a i r  va l -ue  is  de termined us ing  Leve l -  3  inputs  as
def ined is  SFAS No.  L57 as  the  $250 mi l l ion  redempt ion  pr ice  o f  our  inves tment
in  the  LLC.  We a l -so  prov ide  cer ta in  serv ices  to  the  LLC,  as  d iscussed in  Note
15. We do not expect to report  a gain on the redemption at  the t ime our LLC
in teres t  i s  redeemed,  as  the  redempt ion  pr ice  o f  $250 mi l - l - ion  is  expec ted  to
equal the carrying val-ue of our investment in the LLC at the time of
redemption.

TIMET. See Note 3 for  informat ion on our investment in TIMET.

Other.  The aggregate cost  of  the restr icted and unrestr icted debt
secur i t ies  and o t .her  ava i lab le - f  o r -sa le  marke tab l -e  secur i t ies  approx imates
the i r  ne t  car ry ing  va lue  a t  December  31 ,  2006 and 2007.  Dur ing  2006 and 2007,
we purchased o ther  ava i l -ab l -e - fo r -sa le  marke tab l -e  secur i t ies  (p r imar i l y  common
s t o c k s  a n d  d e b t  s e c u r i t i e s )  f o r  a n  a g g r e g a t e  o f  $ 4 3 . 4  m i l - l i o n  a n d  $ 2 3 . 3
mi1 l ion ,  respec t ive ly ,  and subsequent ly  so l -d  a  por t ion  o f  such secur i t ies  fo r
a n  a g g r e g a t e  o f  $ 4 2 . 9  m i l l i o n  a n d  $ 2 8 . 5  m i l l i o n ,  r e s p e c t i v e l y ,  w h i c h  g e n e r a t e d
a  n e t  s e c u r i t i e s  t r a n s a c t . i o n  g a i n  o f  a p p r o x i m a t e l y  $ . 7  m i l - l i o n  i n  2 0 0 6  a n d  a
l - o s s  o f  $ . 1  m i l l - i o n  i n  2 0 0 7 .  S e e  N o t e  1 5 .

Note 5 -  Accounts and other receivables,  net :

December 3L,
2006 2007-(rn 

mi l l ionF

Accounts receivable
Notes receivable
Accrued interest  and div idends receivabl-e
Al-l-owance for doubtful- accounts

F 2 2 8  . 0
3 . 2

I

( 3 . 0 )

fi223- 3

$ 2 3 9 . 2
4 . 5

. 1
( 2  . 4 \

s24L .4Total-
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Note 5 -  Inventor ies ,  net :

Raw mater ia l -s :
Chemicals
Component products

Tota l  raw mater ia ls

Work  in  p rocess :
Chemica ls
Component products

Tota l  in -p rocess  produc ts

F in ished produc ts :
Chemical-s
Component products

Total-  f in ished products

Supp l ies  (p r imar i l y  chemica l -s )

Total-

Note  7  -  Other  assets :

Inves tment  in  a f  f  i l - ia tes :
T IMET:

Common stock
Pre fer red  s tock

Total- investment in TfMET

Ti02 manufactur ing jo int  vent.ure
Basic Management and LandweLl-

Total

O t h e r  a s s e t s :
Waste  d isposa l  s i te  opera t ing  permi ts ,  ne t
Defer red  f inanc ing  cos ts
IBNR receivabl-es
Loans and other receivabl-es
Rest r i c ted  cash equ iva len ts
Other

Total-

December 31
2006 2007-(In 

rnil l ioi i l

$  4 5 . 1  $  5 6 . 2
5 . 8  6 . 3

s 1 . 9  7 2 . 5

2 5 . 7
8 . 7

3 4  . 4

1 6 8  . 4
7 . r

1 7 5 . 5

4 7  . 2

$ 3 0 9 . 0

1 9  . 9
9 . 8

2 9 . 7

L 7 L . 6
8 . 2

L 7 9 . 8

5 5 . 9

s33f- 9

December  31,
2 0 0 6 2007

( I n  m i l l i ons )

$ 2 6 4  .  L
a. z

2 6 4 . 3

1 1 3  . 5
1 8 . 8

$3 esJ

$  2 2 . 8
9 . 2
5 . 6
3 . 2

. 4
2 2  . 5

i_s4-1

1 1 8 . 5
L 9  . 4

s 1 3 7  . 9

$  2 g . g
8 . 2
7 . 8
1 . 8

. 1
1 9  . 5

s  5 7 . 3

I nves tmen t  i n  T IMET.  On  March  26 ,  2007 ,  w€  comp le ted  a  spec ia l  d i v i dend
o f  t he  T IMET common  s tock  we  owned  to  ou r  s tockho lde rs .  See  No te  3 .
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C e r t a i n  s e l e c t e d  f i n a n c i a l in fo rmat ion  o f

Cur ren t  asse ts
Property and equipment
Marke tab l -e  secur i t ies
Other noncurrent assets

Tota l -  asse ts

Cur ren t  l iab i l i t ies
Accrued pension and postret i rement benef i ts
Other  noncur ren t  l iab i l i t ies
Minor i ty  in te res t
Stockhol-ders,  equi ty

Tota l_  l iab i l i t ies ,  m inor i ty  in te res t  and
s tockho lders ,  equ i ty

Net  sa l -es
Cost  o f  sa l -es
Operat ing income
Net income attributabre to common stockhol-ders

TIMET is  summar ized be low:

Decernlcer 3L,
2 0 0 6

@

7 5 7 . 6
3 2 9  . 8

s 5 . 8
7 2 . 7

fiJ.-2l.q- I

$  2 L L  . 1
8 0 . 2
2 5  . 4
2 1  . 3

8 7 8 . 9

$1'2]5-2

Years ended Decenlcer 3L,
2 0 0 5  2 0 0 6

( In  mi l l ions)

$ 7  4 e  . 8
5 5 0 . 4
I 7 L . T
I 4 3 . 7

$ 1 , 1 8 3 . 2
7 4 7 . 7
3 8 2 . 8
2 7 4 . 5

we a lso  prev ious ly  owned I4 ,7oo shares  o f  T IMET Ser ies  A  conver t ib le
pre fer red  s tock ,  wh ich  we conver t .ed  in to  l -95 ,OOO shares  o f  T IMET common s tock
i m m e d i a t e l y  p r i o r  t o  t h e  M a r c h  2 o o 7  s p e c i a l  d i s t r i b u t i o n .

Investment jn TiO2 manufacturing joint venture. Our Chemical-s Segment
and another  T i02  producer ,  T iox ide  Amer ica ,  rnc .  ( " t iox ide , , ) ,  a re  equa l  owners
o f  a  manufac tur ing  jo in t  ven ture  (Lou is iana P igment ,  Company,  L .p . ,  o r  "LpC, )
tha t  owns and opera tes  a  T iO2 p lan t  in  Lou is iana.  t iox ide  is  a  who l l -y -owned
subs id ia ry  o f  Huntsman Ho ld ings  LLC.

we and T iox ide  are  bo th  requ i red  to  purchase one-ha l - f  o f  the  T io2
produced by  LPC.  LPC opera tes  on  a  b reak-even bas is  and,  accord ing iy ,  w€
repor t  no  equ i ty  in  earn ings  o f  LPC.  Each owner 's  acqu is i t ion  t rans fer  p r ice
f  or  i ts share of  the TiO2 prod.uced is equal  to i ts share of  the j  o int
venturers  p roduc t ion  cos ts  and in te res t  expense ,  i f  any .  Our  share  o f  ne t
cos t  i s  repor ted  as  cos t  o f  sa l -es  as  the  re l -a ted  T i  02  acgu i red  f  rom LpC is
so l -d .  We inc lude the  d is t r ibu t ions  f rom LPC,  wh ich  genera l l y  re l -a te  to  excess
cash f rom non-cash produc t ion  cos ts ,  and cont r ibu t ions  to  LpC,  wh ich  genera l l y
re la te  to  cash requ i red  by  LPC when i t  bu i lds  work ing  cap i ta l ,  in  cash f l -ows
f rom opera t ing  ac t iv i t ies  in  our  Conso] ida ted  Sta tements  o f  Cash F lows.  We
repor t  d is t r ibu t ions  or  cont r ibu t ions  ne t  o f  any  cont r ibu t ions  or
d is t r ibu t ions  we made dur ing  the  per iod .s .  Our  ne t  d is t r ibu t ions  o f  $4 .9
m i l - l i o n  i n  2 0 0 5  a n d  $ 2 . 3  m i l - l - i o n  i n  2 0 0 6  a r e  s t a t e d .  n e t  o f  c o n t r i b u t i o n s  o f
$ 1 0 . 1  m i l l i o n  i n  2 O O 5  a n d  $ 1 1 . 9  m i l l i o n  i n  2 0 0 6 .  C o n t r i b u t i o n s  o f  $ + .  g  m i l l i o n
i n  2 0 0 7  a r e  s t a t e d  n e t  o f  d i s t r i b u t i o n s  o f  $ e . O  m i l l i o n .
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Cer ta in  seLec ted  f inanc ia l -  in fo rmat ion  o f  LPC is

Cur ren t  asse ts
Property and equipment

Tot.al-  assets

L iab i l i t ies ,  p r imar i l y  cur ren t
Par tners '  equ i ty

Tota l  l iab i l i t ies  and par tners '  equ i ty

summarized bel-ow:

December 3L,
2006

$  5 5 . 2
r 9 2  . 5

$213- 3

$  r - 8 . 8
2 3 0 . 0

$ 2 4 8  .  8

( In  mi l l ions)
2007

$  6 8 . 3
L 9 5  . 2

$2_63-5

$  2 3 . 8
2 3 9 . 7

s253 .  s

Years ended December 31,
2 0 0 5 2 0 0 6 2007

( In  mi l l ions)

$ 1 0 e . 4  $ r 2 4 . L
t - 1 - 0 . 4  r 2 5  . 2

N e t  s a l - e s :
Kronos
Tiox ide

Cos t  o f  sa l - es
Net income

2 L 9  . 6 2 4 9 . 3

$ L 2 4 . 6
L 2 s  . 0

249_.6

On September  22 ,  2005,  LPC's  fac i l i t y  temporar i l y  ha l ted  produc t ion  due
to Hurr icane Rit .a.  Al though storm damage to core processing faci l i t ies was not
e x t e n s i v e ,  a  v a r i e t y  o f  f a c t o r s ,  i n c l u d i n g  l o s s  o f  u t i l i t i e s ,  l i m i t e d  a c c e s s
and avai l -abi l i ty  of  employees and raw mater ia ls,  prevented the resumption of
par t ia l  opera t ions  un t i l -  Oc tober  9 ,  2005 and fu l l  opera t ions  un t i l  1a te  2005.
The major i ty of  LPC's property damage and unabsorbed f ixed costs ,  for  per iods
in which normal-  product ion levels were not achieved, were covered by insurance,
and insurance covered our  l -os t  p ro f i t s  (sub jec t  to  app l i cab le  deduct ib les)
resul t ing f rom our share of  the 1ost product ion at  LPC. Both we and LPC f i led
c l -a ims w i th  our  insurers .  We recogn ized j -ncome o f  $1 .8  mi l - l - ion  re la ted  to  our
business interrupt ion c la im in the fourth quarter of  2006, which is included in
other income on our Consol- idated Statement of  Operat ions.

Investment in Basic Management and Landwe7l, We also own a 322 interest
in  Bas ic  Management ,  fnc . ,  wh ich ,  p rov ides  u t i l i t y  serv ices  in  the  indus t r ia l -
park  where  one o f  T IMET's  p lan ts  i s  loca ted ,  among o ther  th ings .  We a l -so  have
L2Z interest  in The Landwel l  Company, which is act ively engaged in ef for ts to
deve lop  cer ta in  rea l  es ta te .  Bas ic  Management  owns an  add i t iona l  50? in te res t
in Landwel- I .  For f  ederal-  income tax purposes Landwel-L is t reated as a
partnership,  and accordingly the combined resul- ts of  operat ions of  Basic
Management and Landwel-1 include a provis ion for income taxes on Landwel l - 's
earnings only to the extent that  such earnings accrue to Basic Management.  We
record our equi ty in earnings of  Basic Management and Landwel l -  on a one-guarter
lag because their  f inancial-  statements are general ly not avai l -abl-e to us on a
t ime ly  bas is .  Cer ta in  se lec ted  combined f inanc ia l -  in fo rmat ion  o f  Bas ic
Management and Landwe l- I i s summari zed be l-ow .
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September 30,
2005 2007

( fn  mi l l ions)

Cur ren t  asse ts
Property and equipment
Prepaid costs and other
Land and development costs
Notes and other receivabl-es
fnvestment in undeveloped. land and wat.er

T o t a l  a s s e t s

Cur ren t  l iab i l i t ies
Long-term debt
Deferred income taxes
Other  noncur ren t  l iab i l i t ies
Equity

Tota l  l iab i l i t ies  and equ i ty

Total- revenues
fncome before income taxes
Net income

2 0 0 s -  2 0 0 6  2 o n
(rn ffirions) 

-

r ights

$  4 s . 7
l L . 7

5 . 0
t _ 5 . 5

2 . 8
4 I . 4

s122-2

$  7 7 . 6
2 0 . 3

5 .  t _
1 . 3

7 6 . 9

fiJ22-2

$  3 e . 5
1 1 . 1

4 . 7
L 5  . 4

1 . 5
4 5 . 7

$11€=1

$  Ls .2
L 8  . 2

5 . 5
1 . 3

7 6 . 9

$11! .1

$ 3 0 . 4
L 4  . 9
1 " 2  . 8

$ 3 1 . 4
7 6  . 5
1 3  . 5

$ 2 3 .  s
L 0  . 2

9 . 0

o f  t h e s e
other '  we have certain rel-ated. party t ransact ions wi th somea f  f  i l i a t e s ,  a s  m o r e  f u l r y  d . e s c r i b e d  i n  l u t t e  i s .

The IBNR rece ivab l -es  re1ate  to  cer ta j -n  insurance l iab i l i t ies ,  the  r i sko f  wh ich  we have re insured w i th  cer ta in  th i rd  par ty  insurance car r ie rs .  werepor t  the  insurance l iab i l i t ies  re la ted .  to  th is  r iun  rece ivabLe wh ich  havebeen re insured as  par t  o f  noncur ren t  accrued insurance c la ims and expenses .C e r t a i n  o f  o u r  i n s u r a n c e  l i a b i l i t i e s  a r e  c l - a s s i f i e d  a s  a  c u r r e n t  l i a b i r i t y  a n dthe  re l -a ted  rBNR rece ivab le  i s  c l -ass i f  ied  w i th  p repa id  expenses  and.  o therc u r r e n L  a s s e t s .  S e e  N o t e s  1 0  a n d  L 6 .
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Note I  Goodwi l l  and other  in tangibJ.e  aseets :

Goodwi l -L .  Changes in  the car ry ing amount  o f  goodwi l l  dur ing the past
t h ree  yea rs  by  ope ra t i ng  segmen t  i s  p resen ted  i n  t he  t ab le  be low .

OBerating segment
Component

Chemicals Producte
( rttni-rrions )

B a l a n c e  a t  D e c e m b e r  3 1 ,  2 0 0 4
Goodwi l - l -  acquired
A s s e t s  s o l d
Changes in foreign exchange

B a l a n c e  a t  D e c e m b e r  3 1 ,  2 0 0 5
Goodwi l l  acquired dur ing the
Changes in foreign exchange

r a t e s

year
ra tes

$ 3 3 e . 7
1 . 3

3 4 1 - . 0
I 7  . 6

3 5 8 . 6
(  . 1 )

$:5_gt

$ 1 _ 4  . 4
8 . 0

( r .+ )
( . 2 )

2 0  . 8
5 . 5

a. z

2 5  . 6
2 1 -  . 7

$  +e . s

TotaI

$ 3 s 4 . 1
9 . 3

( 1 ,  . 4 )
(  . 2 )

3 6 1 . 8
2 3 . 2

. 2

3 8 5 . 2
2 ] - . 5

$+oo .  a

Ba l -ance  a t  December  31  ,  2005
Goodwi l l -  acqui red dur ing the year

Ba l -ance  a t  December  31 ,  2007

Goodwi l l  i s  ass igned to  four  o f  our  repor t ing  un i ts .  Subs tan t ia l l y  a l l
of  our goodwi l l  re lated to our Chemical-s Segment was generated from our
var ious  s tep  acqu is i t ions  o f  NL and Kronos .  Subs tan t ia l l y  a l l  o f  the  goodwi l l
re l -ated to the Component Products Segment was generated from CompX's
acqu is i t ions  o f  cer ta in  bus iness  un i ts  and the  s tep  acqu is i t ion  o f  CompX
discussed in  Note  3 .  The Component  Produc ts  Segment  goodwi l l  i s  ass igned to
t ,he  th ree  repor t ing  un i ts  w i th in  tha t  opera t ing  segmenE:  secur i ty  p roduc ts ,
fu rn i tu re ,  and mar ine  components .  In  accordance w i th  SFAS No.  1 ,42  we tes t  fo r
goodwi l l  impa i rment  a t  the  repor t ing  un i t  leve l .  We use d iscounted  cash f lows
to est imate the f  a i r  val-ue of  the t .hree Component Product Segment uni ts.  In
determin ing  the  es t imated  fa i r  va l -ue  o f  our  Chemica l -s  Segment ,  w€ cons ider  the
quoted  marke t  p r ices  fo r  Kronos '  common s tock .

In accordance with the requirements of  SFAS No. 1-42, we review goodwi lJ-
fo r  each o f  our  four  repor t ing  un i ts  fo r  impa i rment  dur ing  the  th i rd  quar te r
o f  each year  o r  when c i rcumstances  ar ise  tha t  ind ica te  an  impa i rment  migh t  be
present .  I f  the  fa i r  va1ue o f  an  eva l -ua ted  asset  i s  l -ess  than i t s  book  va lue ,
the  asset  i s  wr i t ten  down to  f  a i r  va l -ue  .  Our  2  005 ,  2006 and 2007 annua l -
impairment reviews of  goodwi l l  indicated no impairment.s.

Other  in tang ibTe asseLs .

December 3L,
2 0 0 5 2007

( I n  m i l l i ons )

Def in i te - l i ved  cus tomer  l i s t  in tang ib le  asset
Patents and other intangible assets

Tota l

$ 1 . 3
2 . 6

$ 3 .  e

$  . 6
2 . Lw
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A m o r t i z a t i o n  e x p e n s e  w a s  $ 3 . 5  m i l l i o n ,  $ 4 . 2  m i L l - i o n  a n d  $ 1 . 2  m i l - l - j - o n  1 n
D e c e m b e r  3 1 ,  2 0 0 5 ,  2 0 O 6  a n d  2 0 0 7 ,  r e s p e c t i v e l y .  E s t i m a t e d  a g g r e g a t e
in tang ib le  asset  amor t i za t ion  expense fo r  the  nex t  f  i ve  years  i s  as  fo l - l -ows:

2 0 0 8
2 0 0 9
2  0 1 0
201,L
20]-2

N o t e  9  -  L o n g - t e r m d e b t :

$ . 7  m i l l - i o n
. 6  m i l l i o n
. 6  m i l l i o n
. 6  m i l l i o n
. 3  m i l - l i o n

December 3L,
2006 2007

tr"  mi l l ioni l

Valhi Snake River Sugar Company

Subs id ia ry  debt :
Kronos  In te rna t iona l -  5 .5 t  Sen ior  Secured Notes
CompX promissory note payable to TIMET
Kronos U.S.  bank  c red i t  fac i l i t y
Other

Total-  subsidiary debt

Total- debt

Less  cur ren t  matur i t ies

Total  long-term debt

$ 2 s 0 . 0

5 2 5 . 0

6 . 4
5 . 1

5 3 5 . 5

7 8 6 . 5

n ^
L . Z

$f!5, 3

$ 2 s 0 . 0

5 8 5 . 5
5 0  . 0
1 5  . 4

5 . 7

6 s 5 . 5

9 0 5 . 5

L 5  . 8

s 8 8 9 . 8

VaLh i .  Our  $250 mi l l ion  in  loans  f rom Snake R iver  Sugar  Company are
col-Lateral- ized by our interest  in The Amalgamated Sugar Company LLC. The
l -oans  bear  in te res t  a t  a  we igh ted  average f i xed  in te res t  ra te  o f  9 .4*  and are
d u e  i n  J a n u a r y  2 0 2 7 .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  $ 3 7 . 5  m i l - l i o n  o f  t h e  l - o a n s  a r e
r e c o u r s e  t o  u s  a n d  t h e  r e m a i n i n g  $ 2 1 2 . 5  m i l l - i o n  i s  n o n r e c o u r s e  t o  u s .  U n d e r
cer ta in  cond i t ions ,  Snake R iver  has  the  ab i l i t y  to  acce le ra te  the  matur i t y  o f
t h e s e  l - o a n s .  S e e  N o t e  4 .

We have a  $100 mi l l - ion  revo lv ing  bank  c red i t  fac i l i t y  wh ich  matures  in
O c t o b e r  2 0 0 8 ,  g e n e r a l l y  b e a r s  i n t e r e s t  a t  L I B O R  p l u s  1 . 5 t  ( f o r  L I B O R - b a s e d
bor rowings)  o r  p r ime ( fo r  p r ime-based bor rowings)  ,  and is  co l l -a te ra l i zed  by  20
mil l ion shares of  Kronos common stock we own. The agreement l imi ts our
ab i l i t y  to  pay  d iv idends  and incur  add i t iona l  indebtedness  and conta ins  o ther
prov is ions  cus tomary  in  lend ing  t ransac t ions  o f  Eh is  type .  In  the  event  o f  a
change of  control- ,  ds def ined in the agreement,  the lenders have the r ight  to
accel-erate the matur i ty of  the faci l i ty .  The maximum amount we may borrow
under  the  fac i l i t y  i s  l im i ted  to  one- th i rd  o f  the  marke t  va l -ue  o f  the  Kronos
common stock we have pledged as col- l -ateral-  .  Based on Kronos'  December 31,
2 O Q 7  c l - o s i n g  m a r k e t  p r i c e  o f  $ I 7 . 4 5  p e r  s h a r e ,  t h e  K r o n o s  c o m m o n  s t o c k  p l e d g e d
under  the  fac i l i t y  p rov ides  su f f i c ien t  co l - l -a te ra l -  fo r  the  fu l l  amount  o f  the
f a c i l i t y . A t  December  31 ,  2007,  there  were  no  bor rowings  ou ts tand ing  under
t h e  f a c i l i t y  a n d  $ 1 . 4  m i l l i o n  o f  l - e t t e r s  o f  c r e d i t  o u t s t a n d i n g  u n d e r  t h e
f  a c i l i t y .  A t  D e c e m b e r  3 1 ,  2 0 0 7  $ 9 8  . 6  m i l - l i o n  w a s  a v a i l - a b l e  f  o r  f u t u r e
bor rowings  under  the  fac i l i t y .

Kronos  and i t s  subs id ia r ies .  In  Apr i l  2005,  w€ issued euro  400 mi l l - ion
p r i n c i p a l  a m o u n t  o f  5 . 5 t  S e n i o r  S e c u r e d  N o t e s  d u e  2 O L 3  a t . 9 9 . 3 0 5 t  o f  t h e
p r i n c i p a l  a m o u n t  ( $ 4 9 8 . 5  m i l - l - i o n  w h e n  i s s u e d )  .  W e  c o l - l - a t e r a l i z e d  t h e  5 . 5 t
Notes  w i th  a  p ledge o f  55 t  o f  the  common s t .ock  or  o ther  ownersh ip  in te res ts  o f
cer ta in  o f  our  f i rs t - t ie r  European opera t ing  subs id ia r ies :  Kronos  T i tan  GmbH,
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Kronos Denmark  ApS ,  Kronos  L imi ted  and Soc ie te  Indus t r ie1 l -e  Du T i tane,  S  .  A .
We issued the  5 .5?  Notes  pursuant  to  an  indenture  wh ich  conta ins  a  number  o f
covenants  and res t r i c t ions  wh ich ,  among o ther  lh ings ,  res t r i c ts  our  ab i l i t y  to
incur  add i t iona l  debt ,  incur  1 iens ,  pay  d iv idends  or  merge or  conso l ida te
w i t h ,  o t  s e l l -  o r  t r a n s f e r  a l l  o r  s u b s t a n t i a l l y  a l l  o f  K r o n o s '  E u r o p e a n  a s s e t s
to ,  another  en t i t y .  A t  our  op t ion ,  w€ may redeem the  6 .5?  Notes  on  or  a f te r
O c t o b e r  1 5 ,  2 0 0 9  a t  r e d e m p t i o n  p r i c e s  r a n g i n g  f r o m  1 0 3  . 2 5 t  o f  t h e  p r i n c i p a l
amount ,  dec l in ing  to  l -00? on  or  a f te r  October  15 ,  20 ] -2 .  In  add i t ion ,  on  or
be fore  Apr i l  15 ,  2009,  w€ may redeem up to  35? o f  the  Notes  w i th  the  ne t
p r o c e e d s  o f  a  q u a l i f i e d  p u b l i c  e q u i t y  o f f e r i n g  a t  1 0 5 . 5 t  o f  t h e  p r i n c i p a l
amount .  In  the  event  o f  a  change o f  con t ro l  o f  K I I ,  as  de f ined in  the
agreement ,  we wou ld  be  requ i red  to  make an  o f fe r  to  purchase our  5 .5?  Notes  a t
101t  o f  the  pr inc ipa l  amount .  we wou1d a lso  be  requ i red  to  make an  o f  f  e r  t .o
purchase a  spec i f  ied  por t ion  o f  our  5 .5?  Notes  a t  par  va l -ue  in  the  event  K f  I
genera tes  a  cer ta in  amount  o f  ne t  p roceeds fo rm the  sa l -e  o f  asse ts  ou ts ide  the
ord inary  course  o f  bus iness ,  and such ne t  p roceeds are  no t  o therw ise  used fo r
s p e c i f i e d  p u r p o s e s  w i t h i n  a  s p e c i f i e d  t i m e  p e r i o d .  A t  D e c e m b e r  3 1 ,  2 0 0 6  a n d
2 0 0 7 ,  t h e  e s t i m a t e d  m a r k e t  p r i c e  o f  t h e  5 . 5 ?  N o t e s  w a s  a p p r o x i m a t e l y  e u r o  9 7 0
and euro  850,  respec t ive ly ,  p€r  euro  1 ,000 pr inc ipa l  amount ,  and the  car ry ing
a m o u n t  o f  t h e  5 . 5 ?  N o t e s  i n c l u d e s  e u r o  2 . 5  m i l l i o n  ( $ 3 . 3  m i l l i o n )  a n d  e u r o  2 . 1 ,
m i l l i o n  ( $ 3 . 1  m i l l i o n )  o f  u n a m o r t i z e d  o r i g i n a l  i s s u e  d i s c o u n t  a t  D e c e m b e r  3 1 ,
2 0 0 6  a n d  2 0 0 7 ,  r e s p e c t i v e l y .

In  May 2006,  w€ used the  ne t  p roceeds f rom the  5 .5 t  Notes  to  redeem our
e x i s t i n g  8 . 8 7 5 8  S e n i o r  S e c u r e d  N o t e s  a t  l - 0 4 . 4 3 7 * *  o f  t h e  a g g r e g a t e  p r i n c i p a l
amount  o f  euro  375 mi l - l - ion  fo r  an  aggregate  o f  #491-  .4  mi l l ion ,  inc lud ing  the
$ 2 0 . 9  m i l - 1 i o n  c a l l  p r e m i u m .  w e  r e c o g n i z e d  a  $ 2 2 . 3  m i l - l - i o n  p r e - t a x  i n t e r e s t
c h a r g e  i n  2 0 0 6  r e l - a t e d  t o  t h e  p r e p a y m e n t  o f  t h e  8 . 8 7 5 t  N o t e s ,  c o n s i s t i n g  o f
t h e  c a f l -  p r e m i u m  o n  t h e  8 . 8 7 5 ?  N o t e s  a n d  t h e  w r i t e - o f f  o f  d e f e r r e d  f i n a n c i n g
cos ts  and unamor t i -zed  premium re la ted  to  the  no tes .

Our  Chemica ls  Segment 's  opera t ing  subs id ia r ies  in  Germany,  Be lg ium,
Norway and Denmark have a euro 80 mi l - l ion secured revolv ing bank credi t
fac i l i t y  tha t  matures  in  ,June 2008.  We may denominaLe bor rowings  in  euros ,
Norwegian kroners or U. S .  dol- l -ars .  Outstanding borrowings bear interest  at
the  app l icab le  in te rbank  marke t  ra te  p lus  t .1 -252.  We may a lso  issue up  to
e u r o  5  m i l l - i o n  o f  l e t t e r s  o f  c r e d i t .  T h e  f  a c i l i t y  i s  c o l - l a t e r a l - i z e d  b y  t h e
accounts  rece ivab le  and inventor ies  o f  the  bor rowers ,  p lus  a  l im i ted  p ledge o f
a l l  o f  t h e  o t h e r  a s s e t s  o f  t h e  B e l g i a n  b o r r o w e r .  T h i s  f  a c i l i L y  c o n t a i n s
cer ta in  res t r i c t i ve  covenants  tha t ,  among o ther  th ings ,  res t r i c ts  our  ab i l i t y
to  incur  add i t . iona l -  debt ,  incur  l iens ,  pay  d iv idends  or  merge or  consoL ida te
w i t h ,  o t  s e l l -  o r  t r a n s f e r  a l l  o r  s u b s t a n t i a l l y  a l l  o f  t h e  a s s e t s  o f  t h e
bor rowers  to ,  another  en t i t y .  A t  December  31 ,  2007,  there  were  no  ou ts tand ing
bor rowings  and the  equ iva len t  o f  $L I7  .7  mi l l - ion  was ava i l -ab le  fo r  bor rowings
under  the  fac i l i t y .  We expec t  to  ob ta in  an  ex tens ion  o f  our  European secured
revo lv ing  c red i t  fac i l i t y  p r io r  to  the  cur ren t  June 2008 matur i t y .

o u r  C h e m i c a l - s  S e g m e n t  h a s  a  $ 5 0  m i l l i o n  U . S .  r e v o l v i n g  c r e d i t  f a c i l i t y
t h a t  m a t u r e s  i n  S e p t e m b e r  2 0 0 8 .  T h i s  f a c i l i t y  i s  c o l l - a t e r a l i z e d  b y  o u r  U . S .
accounts  rece ivab l -e ,  inventor ies  and cer ta in  f i xed  assets .  We are  l im i ted  to
borrowing the l -esser of  $45 mi l l - ion or a formul-a-determined amount based upon
the accounts receivabl-e and inventor ies that  have been pledged. Borrowings
bear  in te res t  a t  e i ther  the  pr ime ra te  o r  ra tes  based upon the  eurodo l la r  ra te
( l . S Z  a t  D e c e m b e r  3 1 ,  2 0 0 7 )  .  T h e  f a c i l i t y  c o n t a i n s  c e r t a i n  r e s t r i c t i v e
covenants  wh ich ,  among o ther  th ings ,  res t r i c t  our  ab i t i t y  to  incur  debt ,  incur
l i e n s ,  p a y  d i v i d e n d s  i n  c e r t a i n  c i r c u m s t a n c e s ,  s e l 1  a s s e t s  o r  e n t e r  i n t o
m e r g e r s .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  $ 1 5 . 4  m i l l - i o n  w a s  o u t s t a n d i n g  a n d  $ 2 3 . 0
mi l l ion  was ava iLab le  fo r  bor rowings  under  the  fac i l i t y .  We expec t  to  ob ta in
an ex tens ion  o f  our  U.  S .  revo lv ing  c red i t  fac i l i t y  p r io r  to  the  cur ren t
S e p t e m b e r  2 0 0 8  m a t u r i t y .

Our  Chemica l s  Segmen t  a l so  has  a  Cdn .
c red i t  f ac i l i t y  t ha t  ma tu res  i n  Janua ry  2009 .

$3  o  m i l - l i on  Canad ian  revo l v i ng
T h i s  f a c i l i t r z  i s  c o l l - a t e r a l - i z e d
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by our Canadian accounts receivabl-e and inventor j -es.  We are l imi ted to
bor rowing  the  lesser  o f  Cdn.  i26  mi l l - ion  or  a  fo rmula-de termined amount  based
upon the accounts receivable and inventor ies that  have been pledged.
Bor rowings  bear  in te res t  a t  ra tes  based upon e i ther  the  Canad ian  pr ime ra te ,
t h e  U . S .  p r i m e  r a t e  o r  L f B O R .  T h e  f a c i l i t y  c o n t a i n s  c e r t a i n  r e s t r i c t i v e
covenants  tha t ,  among o ther  th ings ,  res t r i c t  our  ab i l i t y  to  incur  add i t iona l
d e b t ,  i n c u r  L i e n s ,  p a y  d i v i d e n d s  i n  c e r t a i n  c i r c u m s t a n c e s ,  s e l - 1  a s s e t s  o r
en ter  in to  mergers .  A t  December  31 ,  2007,  no  amounts  were  ou ts tand ing  and the
equ iva len t  o f  $11.4  mi l - l ion  was ava i l -ab l -e  fo r  bor rowings  under  the  fac i l i t y .

U n d e r  t h e  c r o s s - d e f a u l t  p r o v i s i o n s  o f  t h e  5 . 5 t  N o t e s ,  t h e  5 . 5 3  N o t e s  m a y
be acce l -e ra ted  pr io r  to  the i r  s ta ted  matur i t y  i f  Kronos '  European subs id ia r ies
defau l - t  under  any  o ther  indebtedness  in  excess  o f  $20 mi l l ion  due to  a  fa i l -u re
to pay the other indebtedness at  i ts  due date ( including any due date that
ar ises  pr io r  to  the  s ta ted  matur i t y  as  a  resu l t  o f  a  de fauLt  under  the  o ther
indebtedness) .  Under  the  c ross-de fau l t  p rov is ions  o f  the  European revo lv ing
cred i t  fac i l i t y ,  d t ry  ou ts tand ing  bor rowings  under  the  fac i l i t y  may be
acce l -e ra ted  pr io r  to  the i r  s ta ted  matur i t y  i f  the  bor rowers  o r  the i r  paren t
company defau1t under any other indebtedness in excess of  euro 5 mi l - l - ion due
Lo a  fa i lu re  to  pay  the  o ther  indebt ,edness  a t  i t s  due da te  ( inc lud ing  any  due
date  tha t  a r ises  pr io r  to  the  s ta ted  matur i t y  as  a  resu l - t  o f  a  de fau l - t  under
t h e  o t h e r  i n d e b t e d n e s s ) .  U n d e r  t h e  c r o s s - d e f a u l t  p r o v i s i o n s  o f  t h e  U . S .
revo lv ing  c red i t  fac i l i t y ,  d t ry  ou ts tand ing  bor rowing  under  the  fac i l i t y  may be
acce l -e ra ted  pr io r  to  the i r  s ta ted  matur i t y  in  the  event  o f  the  bankruptcy  o f
Kronos .  The Canad ian  revo lv ing  c red i t  fac i l i t y  con ta ins  no  c ross-de fau l - t
p rov is ions .  The European,  U.S.  and Canad ian  revo lv ing  c red i t  fac i l - i t ies  each
conta in  p rov is j -ons  tha t  a l - Iow the  lender  to  acce le ra te  the  matur i t y  o f  the
app l icab l -e  f  ac i l i t y  in  the  event  o f  a  change o f  con t ro l - ,  Ers  de f  ined  in  the
respec t ive  agreement ,  o f  the  app l icab l -e  bor rower .  In  the  event  any  o f  these
cross-de fau l t  o r  change-o f -cont ro l  p rov is ions  become app l icab l -e ,  and the
indebtedness  is  acce le ra ted ,  w€ wou ld  be  requ i red  to  repay  the  indebtedness
p r i o r  t o  t h e i r  s t a t e d  m a t u r i t y .

CompX.  A t  December  37 ,  2007,  our  Componen!  Produc ts  Segment  had a  $50.0
mi l l ion  secured revo lv ing  bank  c red i t  fac i l i t y  tha t  matures  in  ,January  2OO9
and bears  in te res t ,  a t  our  op t ion ,  d t  ra tes  based e i ther  on  the  pr ime ra t .e  o r
L IBOR.  The fac i l i t y  i s  co l l -a te ra l - i zed  by  652 o f  the  ownersh ip  in te res ts  in
C o m p X ' s  f i r s t - t i e r  f o r e i g n  s u b s i d i a r i e s .  T h e  f a c i l i t y  c o n t a i n s  c e r t a i n
covenants  and res t r i c t ions  cus tomary  in  lend ing  t ransac t ions  o f  th is  type
which ,  among o ther  th ings ,  res t r i c ts  our  ab i l i t . y  to  incur  add i t iona l  debt ,
incur  l - iens ,  pay  d iv idends  or  merge or  conso l ida te  w i t .h ,  o t  t rans fer  a l l  o r
s u b s t a n t i a l l y  a l I  o f  C o m p X '  s  a s s e t s ,  t o  a n o t h e r  e n t i t y .  T h e  f  a c i l i t y  a l s o
requ i res  main tenance o f  spec i f  ied  leve l -s  o f  ne t .  wor th  (as  de f  ined  in  the
agreement )  .  The fac i l i t y  a lso  requ i res  tha t  CompX main ta j -n  spec i f ied  leve ls
of  net worth as def ined in the agreement.  In the event of  a change of  control-
of  CompX, ds def ined in the agreement,  the l -enders have the r ight  to
a c c e l e r a t e  t h e  m a t u r i t y  o f  t h e  f a c i l i t y .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  w €  h a d  n o
outstanding borrowings and the ful l  $sO mi l - l - ion was avai lable for  borrowings
u n d e r  t h e  f a c i l i t y .

I n  O c t o b e r  2 0 0 7 ,  C o m p X  i s s u e d  a  $ 5 2 . 5  m i l l i o n  a  p r o m i s s o r y  n o t e  t o  T I M E T
in exchange for the shares of  CompX previously owned by TfMET. See Note 3.
T h e  p r o m i s s o r y  n o t e  b e a r s  i n t e r e s t  a t  L I B O R  p l u s  1 - *  ( 5 . 0 t  a t  D e c e m b e r  3 1 ,
2007)  and prov ides  fo r  quar te r ly  p r inc ipa l  repayments  o f  $250,000 commenc ing
in  September  2008,  w i th  t .he  ba lance due a t .  matur i t y  in  Sept .ember  2074.  CompX
may make prepayments on the promissory note at  any t ime, in any amount,
w i t h o u t  p e n a l t y ,  i n c l u d i n g  i 2 . 6  m i l - l i o n  p a i d  i n  t h e  f o u r t h  q u a r t e r  o f  2 0 0 7 .
The promissory  no te  i s  subord ina ted  to  CompX's  U.S.  revo lv ing  bank  c red i t
agreement .
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Aggregate matur i t :es

Years  end ing  December  31 ,

2 0 0 8
2 0 0 9
2  0 1 0
201-r
20L2
20: - .3  and therea f t .e r

of  Tong- term debt  a t  December  37,  2007

$  3 7 . 4
l i -

L J . b

8 . 5

4 . 9
7 . 6

4 7  . 7

$ l l e J

$
1 3 . 9

7 . 2
. 5

5 . 5

$  2 8 . l -

Amount
( In  rn i t l i ons)

$  1 5 . 9
2 . L
2 . 2
2 . L
2 . 2

8 8 1 . 2

s 9 0 5 . 5Total-

Rest r ic t ions .  Cer ta in  o f  the  c red i t  fac i l i t i es  descr ibed above requ i re
the borrower to maintain minimum l-evel-s of  equi ty,  require the maintenance of
cer ta in  f inanc ia l -  ra t ios ,  l im i t  d iv idends  and add i t iona l  indebtedness  and
contain other provis ions and restr ict ive covenants customary in lending
transact ions of  th is type. We are current ly in compl iance with al l  of  our
app l icab l -e  debt  covenants .  A t  December  31 ,  2007,  none o f  the  ne t  asse ts  o f
VaLh i '  s  conso l - ida ted  subs id ia r ies  were  res t r i c ted .

At December 31, 2007, amounts avai labLe for the payment of  Valhi
div idends pursuant to the terms of  VaLhi 's revolv ing bank credi t  faci l i ty
aggregated  $ .10  per  Va lh i  share  ou ts tand ing  per  quar te r ,  p lus  an  add i t iona l
$173.0  mi l l ion .  Any  purchases  o f  t reasury  s tock  a f te r  December  31 ,  2007 wou ld
reduce this amount.

Note  10  -  Accrued l iab i l i t ies :

December 31
2 0 0 6 2007

( rn  mi l l ions)
Cur ren t :

Employee benef i ts
Environmental  costs
Accrued sal-es discounts and rebates
Reserve for uncertain tax posi t ions
Deferred income
In teres t
Other

Total-

Noncurrent :
Reserve for uncertain tax posi t ions
Insurance claims and expenses
Employee benef i ts
Deferred income
Other

Total-

The r i sks  assoc ia ted  w i th  cer t .a in  o f  our  accrued insurance c la ims and expenses
have been re insured,  and the  re l -a ted  IBNR rece ivab les  are  recogn ized as
n o n c u r r e n t  a s s e t s  t o  t h e  e x t e n t  t h e  r e l a t e d  l i a b i l i t y  i s  c l - a s s i f i e d  a s  a
noncur ren t  t iab i l i t y .  See Note  7 .  Our  reserve  fo r  uncer ta in  tax  pos i t ions  is
d i s c u s s e d  i n  N o t e  l - 8 .

$  3 7 . 6
1 5  . 4
1 5 . 3

. 3
4 . 0
8 . 3

5 2  . 3

s 1 3 3  . 2

$  5 e . 4
L 5  . 2

8 . 4
1 . 1
5 . 8

$_s_9.J
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Note Ll  -  Erployee benef i t  p lans:

Def ined contr ibut ion plans. We maintain var ious def ined contr ibut ion
pension plans for our employees worl-dwide. Def ined contr ibut ion plan expense
a p p r o x i m a t e d  $ 3  m i l - l - i o n  i n  e a c h  o f  2 0 0 5 ,  2 O e 6  a n d  2 0 0 7 .

Def ined benef i t  p lans.  Kronos, NL and one of  our former business uni ts
sponsor var ious def ined benef i t  pension plans wor l -dwide. Pr ior  to December 3I ,
2007 Kronos and NL used a September 3otn measurement date for  their  def ined
benef i t  pens ion  p Ians ,  and the  fo rmer  bus iness  un i t  used a  December  31=t
m e a s u r e m e n t  d a t e .  E f f e c t i v e  D e c e m b e r  3 1 ,  2 Q 0 7 ,  a l l -  o f  o u r  d e f i n e d  b e n e f i t
pens ion  p lans  now use a  December  31" t  measurement  da te .  See Note  18 .  The
benef i t s  under  our  de f ined benef i t  p lans  are  based upon years  o f  serv ice  and
employee compensat ion .  Our  fund ing  po l i cy  i s  to  

-cont r ibu te  
annua l ly  the

minimum amount required under ERfSA (or equivalent foreign) regulat ions plus
addi t ional-  amounts as we deem appropr iate.

We expec t  to  cont r ibu te  the  equ iva len t  o f  $22.7  mi l l - ion  to  a l l  o f  our
de f ined benef i t  pens ion  p lans  dur ing  2008.  Benef i t  payment .s  to  p lan
par t i c ipants  ou t  o f  p lan  assets  a re  expec ted  Eo be  the  equ iva len t  o f :

2 0 0 8
2 0 0 9
20L0
20LL
20]-2
Next 5 years

$  2 8 . 0  m i l l i o n
2 6 . 9  m i l l i o n
2 5  . 5  m i l - l - i o n
2 6  . 5  m i l - 1 i o n
2 9 . 1  m i l - l - i o n

] - 4 8  . 5  m i l l - i o n

F  - 3 7



The funded status of  our def ined benef i t
the tabl-e bel-ow.

pens ion  p lans  is  p resented  in

Years ended Decemlcer 31,
2 0 0 6  2 0 0 7

(In rni l l ions)
Change in  p ro jec ted  benef i t  ob l iga t ions  ( r rpggr r )

Balance at  beginning of  the year
Serv ice  cos t
In te res t  cos t
Par t i c ipants ,  con t r ibu t ions
Actuar ia l  ga ins
Change in measurement. date
Plan amendments
Change in foreign currency exchange rates
B e n e f i t s  p a i d

Bal-ance at  end of  the year

Change in  p lan  assets :
Fair  val-ue at  beginning of  the year
Actual-  return on plan assets
Employer contr ibut ions
Par t i c ipants '  con t r ibu t ions
Change in measurement date
Change in foreign currency exchange rates
B e n e f i t s  p a i d

Fair  value at  end of  year

Funded status

Amounts recognized in the consol_idated Bal-ance sheets:
P e n s i o n  a s s e t
Accrued pens ion  cos ts :

Current
Noncurrent

Total-

Accumulated other comprehensive loss:
Ac tuar ia l  losses
Pr io r  serv ice  cos t
Net  t rans i t ion  ob l iga t ions

Total

Total-

Accumula ted  benef i t  ob l iga t ions  ( "ABO,)

$  5 2 Q . 5
7 . 8

2 3  . 8
1 . 5

( 1 e . 8 )

4 0 . 3
( 2 6 . 2 )

E_ VJ- 9

A  ^ ^ ^  a

+  5 5 6 . I

3 5 . 7
2 8  . 1 ,

1 t r
L . J

2 0  . 8
( 2 6 . 2 )

$__3 eg_, !

$_ir4 g_, J)

$  4 0 . 1

( . 3 )
( 1 8 8 . 7 1

( 1 4 8 .  e )

1 , 5 9  . 5
7 . 4
4 . 3

1 8 1 . 3

fi___32-A

$_ 3-q!- !

$  s 4 7 . 9
7 . 9

2 6 . 8
2 . L

( 7 s . 1 )
7 . 9
4 . 4

5 3  . 0
( 3 6 . 8 )

s  s38 .1

$  3 e e . o
1 8 . 3
2 8 . 0

2 . L
( . 5 )

3 5 . 4
( 3 5 . 8 )

$_4_4sJ

$_122_J)

$  4 7 . 6

( , 3 )
( 1 4 0 . 0 )

( e 2 . 7 )

9 4  . 9
6 . 6
3 . 7

1 0 5 . 2

$__!2J

5  4 6 6 . 9
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The amounts shown in the tabl-e above for unrecognized actuar ia l -  losses,
pr io r  serv ice  cos t  and ne t  t rans i t ion  ob l iga t ions  a t  December  31 ,  2OOG and
2007 have no t  been recogn ized as  components  o f  our  per iod ic  de f ined benef i t
pens ion  cos t  as  o f  those da tes .  These amounts  w i l l  be  recogn ized as
components  o f  our  per iod ic  de f ined benef i t  cos t  in  fu tu re  years .  In
accordance w i th  SFAS No.  158,  these amounts ,  ne t  o f  de fer red  income taxes  and
minor i ty  in te res t ,  a re  recogn ized in  our  accumuLated o ther  comprehens ive
i n c o m e  ( l o s s )  a t  D e c e m b e r  3 1 ,  2 0 0 6  a n d  2 0 0 7 .  W e  e x p e c t  a p p r o x i m a t e l y  $ 4 . 1
mi l l ion ,  $  .  g  miL l ion  and $  .  s  mi l - l - ion  o f  the  unrecogn ized ac tuar ia l -  losses ,
pr io r  serv ice  cos t  and ne t  t rans i t ion  ob l iga t ions ,  respec t ive ly ,  w i l l  be
recogn ized as  components  o f  our  per iod ic  de f ined benef i t  pens ion  cos t  in
2 0 0 8 .  S e e  N o t e  l - 8 .  T h e  t a b l e  b e l o w  d e t a i L s  t h e  c h a n g e s  i n  o t h e r
comprehens ive  income ( loss)  dur ing  2007.

Year ended
December  31 ,  2007

( In  m i l l i ons )
Changes in plan assets and benef i t  obl igat ions

recognized in other comprehensive income:
Net actuar iaL gain ar is ing dur ing the year
Pl-an amendment

Change in measurement date:
Pr ior  serwice cost.
Transac t ion  ob l iga t ion
Actuar ia l  l -osses

Amor t iza t ion  o f  unrecogn ized:
Pr io r  serv ice  cos t
Net  t . rans i t ion  ob l iga t ions
Net actuar ia l -  l -osses

Total-

The components of  our net per iodic def ined benef i t  pension cost are
presented in the tabl-es bel-ow. Dur ing 2007, the amounts shown be1ow for the
amor t i za t ion  o f  unrecogn ized ac tuar ia l  l -osses ,  p r io r  serv ice  cos t  and ne t
t rans i t ion  ob l iga t ions ,  ne t  o f  de fer red  income taxes  and minor i ty  in te res t ,
were recognized as components of  our accumulated oEher comprehensive income
( l o s s )  a t .  D e c e m b e r  3 1 ,  2 0 0 6 .

Years ended December 31
2 0 0 5 2 0 0 6 2007

( rn  mi l l ions)

$  7 . 8
2 3  . 8

( 2 s . 7 )

$ 5 e . 5
( 4  . 4 )

. 2

. 1
2 . 5

. 7

. 5
8 . 2

s77 .4

Net  per iod ic  pens ion  cos t :
Serv ice  cos t
In te res t  cos t
Expected return on plan assets
Amort izat . ion of  unrecognized :

Pr io r  serv ice  cos t
Net  t . rans i t ion  ob l iga t ions
Net  ac tuar ia l -  Iosses

Tota l

$  7 . 4
2 2  . 6

( 2 2  . 2 )

$  7 . e
2 6 . 8

( 2 8 .  s )

. 7

. 5
8 . 2

. 5  . 6

. 3  . 4
4 . 4  9 . 1
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Cer ta in
present.ed in

informat ion concerning
the  tab le  be l -ow.

our  de f ined benef i t pens ion  p lans r s

December 3L,
2006 2007

Ttr rnirriotG)-

ero jec ted  benef i t  ob l iga t ions  :

U . S .  P 1 a n s
Fore ign  P lans

Tota l

Fa i r  va lue  o f  P lan  assets :
U . S .  p l a n s
Foreign plans

Tota l

Pl-ans for which the accumul,ated benef i t  obl igat ion

e x c e e d s  p l a n  a s s e t s :
Pro jecEed.  benef i t  ob l iga t ions
Accumulated benef i t  obl igat ions
Fa i r  va l -ue  o f  P lan  assets

A summary of  our key actuar ia l  assumptions used

o b l i g a t i o n s  a s s e t  a s  o f  D e c e m b e r  3 1 ,  2 O O 5  a n d  2 0 0 7  w a s :

Rate

Discount rate
Increase in future compensat ion levels

A summary of our key actuarial assumptions used to

b e n e f  i t  c o s t  f o r  2 o o 5  ,  2 0 0 6  a n d  2 O O 7  a r e  a s  f o l - l o w s :

$  e 2 . 4
4 5 5 . 5

g51J_,2

$ 1 3 0 . 3
2 6 8 . 7

$399_, !

$ 4 2 8 . 0
3 7 2 . 7
2 3 6  . 4

$  8 7 . 4
4 5 0 . 7

$53_9J

$ 1 3 3  . 1
3 L 2 . 3

9448-A

s287 .4
2 4 0 . 6
L 6 4  . 4

to  de termine benef i t

December 3L,
2006 2007

4 . 8 t  5 . 5 %
2  . s z  2 . 5 %

d.etermine net Per iodic

Years ended December 3 1 ,

RaLe

Discount  ra te
Increase in future compensat ion level-s

l ,ong-term return on Plan assets

2 0 0 5

5 . 3 8
2 . 3 *
7  . 2 t

2005

4 . 5 2
2 . 3 2
7  . 3 2

2007

4  . 9 t
2 . s 4
7  . 3 %

var iances  f rom ac tuar ia l l y  assumed ra tes  w i l l  resu l t  in  inc reases  or

d .ecreases  in  accumula ted  pens ion  obJ- iga t ions ,  pens ion  expense and fund ing

requ i rements  in  fu tu re  Per iods  '

A t  D e c e m b e r  3 1 ,  2 0 0 6  a n d  2 0 0 7 ,  s u b s t a n t i a l l y  a l l  o f  t h e  p r o j e c t e d

b e n e f i t  o b l i g a t i o n s  a n d  p l a n  a s s e t s  a t t r i b u t a b l e  t o  o u r  n o n - u . s .  p l a n s  r e l a t e

to  p lans  main ta ined by  &t  Chemica ls  Segment ,  and a l - l  o f  the  p lans  fo r  wh ich

the  ABO exceeds the  f  a i r  va ]ue  o f  p la t t  asse ts  reLate  Lo  our  Chemica ls

Segment '  s  fo re ign  P lans  .

A t  D e c e m b e r  3 1 ,  2 0 o 6  a n d  2 0 0 7 ,  s u b s t a n t i a l l y  a l l  o f  t h e  a S S e t s

a t t r ibu tab le  to  our  u .s .  p lans  were  inves ted .  in  the  combined Mast 'e r  Ret i rement

Trus t  ( *CMRT,) ,  a  co l - lec i i ve  invesLment  t rus t  sponsored by  Cont ran  Eo permi t

the col_lect ive investm"rru uy certain master t ruJts that  fund certain employee

benef i t s  p lans  sponsored by  Cont ran  and cer ta in  o f  i t s  a f f i l i a tes  '
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The CMRT's  long- te rm inves tment  ob jec t ive  is  to  p rov ide  a  ra te  o f  re tu rn
exceed ing  a  compos i te  o f  b road marke !  equ i ty  and f i xed  income ind ices
( inc lud ing  the  S&P 500 and cer ta in  Russe l l -  ind ic ies)  wh i l -e  u t i l  Lz r r . ,g  boLh
th i rd -par ty  inves tment  managers  as  we l l  as  inves tments  d i rec ted  by  Mr .
Simmons .  Mr.  Simmons is the sol-e t rust .ee of  the CMRT. The trustee of  the
CMRT,  a long w i th  the  CMRTTs inves tment  commi t tee ,  o f  wh ich  Mr .  S immons is  a
member ,  ac t ive ly  manage the investments  o f  the CMRT. The trustee and
inves tment  commi t tee  per iod ica l l y  change the  asset  mix  o f  the  CMRT based upon,
among o ther  th ings ,  adv ice  they  rece ive  f rom th i rd -par ty  adv isors  and the i r
expec ta t ions  as  to  what  asse t  mix  w i l l  genera te  the  grea tes t  overa l - l -  re tu rn .
F o r  t h e  y e a r s  e n d e d  D e c e m b e r  3 1 ,  2 0 0 5 ,  2 0 0 6  a n d  2 0 0 7 ,  t h e  a s s u m e d  l o n g - t e r m
ra te  o f  re tu rn  fo r  p lan  assets  inves ted  in  the  CMRT was 10&.  In  de termin ing
the  appropr ia teness  o f  the  long- ra te  o f  re tu rn  assumpt ion ,  we cons idered,
among o ther  th ings ,  the  h is to r ica l -  ra tes  o f  re tu rn  fo r  the  CMRT,  the  cur ren t
and pro jec ted  asset  mix  o f  the  CMRT and the  inves tment  ob jecL ives  o f  the
CMRT's  managers .  Dur ing  the  h is to ry  o f  the  CMRT f rom i ts  incept ion  in  1 ,987
through December 31, 2007, the average annua1 rate of  return of  the CMRT
(exc lud ing  the  CMRT's  inves tment  in  T IMET common s tock)  has  been !42
( i n c l u d i n g  a  l 7 Z  r e t u r n  f o r  2 0 0 6  a n d  a  1 1 ?  r e t u r n  i n  2 0 0 7 )  .

A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  s u b t r u s t s  o f  t h e  C M R T  h e l d  8 t  o f  T I M E T ' s
outstanding common stock and .1? of  our outstanding common stock.  These
shares  are  no t  re f l -ec ted  in  our  Conso l ida ted  F inanc ia l -  S ta tements  because we
do no t  consoL ida te  the  CMRT.

A t  D e c e m b e r  3 1 ,  2 0 0 5  a n d  2 0 0 7 ,  p l a n  a s s e t s  a t t r i b u t a b l e  t o  o u r  C h e m i c a l s
Segment 's  fo re ign  p lans  re l -a ted  pr imar i l y  to  Germany,  Canada and Norway.  fn
determin ing  the  expec ted  long- te rm ra te  o f  re tu rn  on  p lan  asset  assumpt ions
f o r  o u r  f o r e i g n  p l a n s ,  w €  c o n s i d e r  t h e  l o n g - t e r m  a s s e t  m i x  ( e . g .  e q u i t y  v s .
f i xed  income)  fo r  the  assets  fo r  each o f  our  p lans  and the  expec ted  long- te rm
ra tes  o f  re tu rn  fo r  the  asset  components .  In  add i t ion ,  w€ rece ive  adv ice
about  appropr ia te  long- te rm ra tes  o f  re tu rn  f rom our  th i rd -par ty  ac tuar ies .
The assumed asset  mixes  are  summar ized be l -ow:

o  Germany -  the  compos i t ion  o f  our  p lan  assets  i s  es tab l - i shed to  sa t is fy
the  requ i rements  o f  the  German insurance commiss ioner .

o  Canada -  we cur ren t ly  have a  p lan  asset  ta rge t  a l - l -oca t ion  o f  50? to
equ i ty  secur i t ies  and 402 to  f i xed  income secur i t ies .  We expec t  the
long term rate of  return for  such investments to average approximately
I25  bas is  po in ts  above the  app l icab le  equ i ty  o r  f i xed  income index .

o  Norway -  we cur ren t ly  have a  p lan  asset  ta rge t  a ] l -oca t ion  o f  ] -4Z to
equ i ty  secur i t ies  and 642 to  f i xed  income secur i t ies  and the  remainder
to  l iqu id  inves tments  such as  money marke ts .  The expec ted  long- te rm
ra te  o f  re tu rn  f  o r  such inves tments  i s  approx imat .e ly  8  .  5? ,  5  .  0 t  and
4 . 5 2 ,  r e s p e c t i v e l y .
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Our  pens ion  p lan  we igh ted  average asset  a l - l -oca t ion  by  asset  ca tegory
w e r e  a s  f o l l o w s :

December  3L,  2006
CMRT Ge*,"ry Canada Norway

E q u i t y  s e c u r i t i e s  a n d  l i m i t e d
par tnersh ips

F ixed income secur i t ies
Rea l -  es ta te

E q u i t y  s e c u r i t i e s  a n d  l i m i t e d
par tnersh ips

F ixed income secur i t ies
Rea l -  es ta te

2 0 0 8
2 0 0 9
2  0 1 0
2 j t L
2 Q T 2
Next 5 years

December 3L, 2007
CIfRT Germany Canada Norway

2 8 2  5 0 8

9 7 2 23*
2 4 8
1 ] - 4

6 6 2
3 2

z

1 0 0 ?

1 3 ?
6 4

2 3

1 0 0 t

Cash,  cash equ iva len ts  and o ther  -  l -5

Tota I _l_Q_Q.t _lqq?

9 8 t
3 4

1 8 *
5 8_ 4 9

2 1 2
Cash,  cash equ iva len ts  and o ther  -  l -1 6 L 4

rotal 1!! I 19_q_& 1-l] !_& 1ru ?

We reguJ-ar ly  rev iew our  ac tua l  asse t  a l - l -oca t ion  f  o r  each o f  our  p1ans ,
and per iod ica l l y  reba lance the  inves tments  in  each p lan  to  more  accura te ly
re f  lec t  the  ta rge ted  a l -1ocat ion  when we cons ider  i t  appropr ia te .

Post,retirement, benef it,s other than pensions ("OPEB" 1 . NL, Kronos and
Tremont provide certain heal- th care and l i fe insurance benef i ts for  their
e l ig ib le  re t i red  employees .  Kronos ,  NL and Tremont  each use a  December  31 t t
measurement  da te  fo r  the i r  OPEB p lans .  We have no  OPEB p lan  assets ,  ra ther ,
we fund benef i t  payments  as  they  are  pa id .  A t  December  31 ,  2007,  w€ expec t  to
cont r ibu te  the  equ iva len t  o f  approx imate ly  $3 .5  mi l l ion  to  a l l -  o f  our  OPEB
plans  dur ing  2008.  Benef i t  payments  to  OPEB p lan  par t i c ipants  a re  expec ted  to
be the  equ iva len t  o f :

$  3 . 5  m i l l i o n
3 . 4  m i l l i o n
3 . 3  m i l l i o n
3 . 3  m i l - l i o n
3 . 1  m i l l i o n

1 3 . 3  m i l - L i o n
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The funded status of  our OPEB plans is presented

Actuar ia l -  present val-ue of  accumulated OPEB
obl iga t ions :

Bal-ance at  beginning of  the year
Serv ice  cos t
In te res t  cos t
Ac tuar ia l -  losses  (ga ins)
Pl-an amendments
Change in foreign currency exchange rates
Benef i ts paid f rom employer contr ibut ions

BaLance at  end of  the year

Fa i r  va l -ue  o f  p lan  assets

Funded status

Accrued OPEB costs recognized in the Consol idated
B a ] a n c e  S h e e t s :

Current
Noncurrent

Total-

Accumul-ated other comprehensive income ( l -oss) :
Net  ac tuar ia l -  l -osses
Pr io r  serv ice  c red i t

'r 'otra1

Total-

in the table

Years ended

b e l o w .

December 31
2 0 0 6-lTn 2007

mi l l ions)

$  3 5 . 0
. 3

2 . 1
3 . 4

r i  .  a, l
$_ r7J

$__

$ ( 3 7 . 4 )

$  ( 3 . 8 )
( 3 3 . 5 )

( 3 7  . 4 )

4 . 7
( 1 . 6 )

3 . 1

s ( 3 4 . 3 )

$  3 7 . 4
. 3

2 . 2
( . 7  )
( .  s )
1 . 3

( 2 .e )

s  37 .1

s-

s  ( 3 7  . 1 )

$  ( 3 . s )
( 3 3 . 5 )

( 3 7  . 1 )

3 . 4
( 1 . 8 )

1 . 5

s  (3s .5 )

The amounts shown in the tabLe above for unrecognized actuar ia l  l -osses
and pr io r  serv ice  c red i t  a t  December  3 ! ,  2006 and 2OO7 have no t  been recogn ized
as components of  our per iodic OPEB cost as of  those dates.  These amounts wi l l
be recognized as components of  our per iodic OPEB cost in future years.  In
accordance with SFAS No. 158, these amounts,  net  of  deferred income taxes and
minor i ty interest ,  are now recognized in our accumulated other comprehensive
income ( loss)  a t  December  31 ,  2006 and 2007.  We expec t  to  recogn ize
approx imate ly  $ . l -  m i l l - ion  o f  the  unrecogn ized ac tuar ia l -  ]osses  and $ .  g  mi l l - ion
o f  p r io r  serv j -ce  c red i t  as  components  o f  our  per iod ic  OPEB cos t  in  2008.  See
Note 18. The tabl-e bel-ow detai l -s the changes in other comprehensive i -ncome
d u r i n g  2 0 0 7 .

Year ended
December  31 ,  2007

( In  mi l l ions)
Changes in benef i t  obl igat ions recognized in

other comprehensive income ( l -oss) :
Net actuar ia l  l -oss (gain) ar is ing dur ing the year
Plan amendments
Amor t iza t ion  o f  unrecogn ized:

Pr io r  serv ice  cos t
Net actuar ia l -  l -osses

Total-

$  . 8
. 5

( . 3 )
. 2

$_1-2
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l

The components of our
During 2007, the amounts
a c t u a r i a l  g a i n s / l o s s e s  a n d
and minor i ty  in te res t ,
other comprehensive income

N e t  p e r i o d i c  O P E B  c o s t  ( c r e d i t ) :
Serv ice  cos t
In te res t  cos t
Amor t i za t ion  o f  unrecogn ized:

Pr io r  serv ice  c red i t
Ac tuar ia l -  losses  (ga ins)

Total-

Heal- thcare inf l -at ion :
In i t . ia l  ra te
Ul- t imate rate
Year of  u l t imate rate achievement

Discount rate

Effect  on net OPEB cost dur ing 2007
Ef fec t  a t  December  31 ,  2007 on

post re t i rement  ob l iga t ion

per iod ic  OPEB cos t  i s  p resented  in  the  tabLe be l -ow.
shown bel-ow f  or  the amort izat ion of  unrecognized
pr io r  serv ice  c red i t ,  ne t  o f  de fer red  income taxes
were recognized as components of  our accumulated
( l o s s )  a t  D e c e m b e r  3 1 ,  2 0 0 6 .

Years ended December 3L,
2 0 0 5 2006 2007

(rn frffiions)

( . 3 )
. 2

(  . 2 )
. t _

$ . 2
2 . 0

( .  e )
( . 1 )

$  . 3
2 . 1

$  . 3
2 . 2

$f_,2 $ 2 . 3 5 2 . 4

A summary of our key actuarial assumptions used to determine the net
benef i t  ob l iga t ion  as  o f  December  31 ,  2006 and 2007 fo l l -ows:

December 3L,
2 0 0 6 2007

Assumed heal th care cost  t rend rates have a s igni f icant ef fect  on the
amounts we report  for  heal th care p1ans. A one percent change in assumed
hea l th  care  t rend ra tes  wou1d have the  fo l low ing  e f fec ts :

lt Increase 1% Decrease
( In  mi l l ions)

7 Z  -  7 . 5 2
4 Z  s .  s t

2 0 0 9  -  2 0 1 _ 0
s . 8 t

5 . 8 ?  -  8 . 5 8
4 . 0 t  -  5 . 5 ?
2 0 1 0  -  2 0 1 - 4

6 . r+

$  ( . 3 )

Q . 4 )

. 3

3 . 5

The we igh ted  average d iscount  ra te  used in  de termin ing  the  ne t  per iod ic
O P E B  c o s t  f o r  2 0 0 7  w a s  5 . 8 *  ( t f r e  r a t e  w a s  5 . 5 8  i n  2 0 0 6  a n d  5 . 7 *  i n  2 0 0 5 )  .  T h e
weigh ted  average ra te  was de termined us ing  the  pro jec ted  benef i t  ob l iga t ions
as  o f  the  beg inn ing  o f  each year .

Var iances f  rom actuar ia l ly-assumed rates wi l l  resul- t  in addi t ional-
inc reases  or  decreases  in  accumul -a ted  OPEB ob l iga t ions ,  ne t  per iod ic  OPEB cos t
and funding requirements in future per iods.

The Medicare Prescr ipt ion Drug, Improvement and Modernizat ion Act of
2003 prov ides  a  federa l  subs idy  to  sponsors  o f  re t i ree  hea l th  care  benef i t
p lans  tha t  p rov ide  a  p rescr ip t ion  drug  benef i t  tha t  i s  a t  leas t  ac tuar ia l l y
equ iva len t  to  Med icare  Par t  D .  We are  e l ig ib le  fo r  the  federa l -  subs idy .  We
account  fo r  the  e f fec t  o f  th is  subs idy  prospec t ive ly  f rom the  da te  we
determined actuar ia l -  equivalence. The subsidy did not have a mater ia l -  impact
on  the  app l icab l -e  accumul -a ted  pos t re t i rement  benef i t  ob l iga t ion ,  and w i l l  no t
have a mater ia l -  impact on the net per iodic OPEB cost going forward.

F - 4 4



Note L2 - Income taxes:

P r e - t a x  i n c o m e :
U n i t e d  S t a t e s
N o n - U .  S .  s u b s i d i a r i e s

Total-

E x p e c t e d  t a x  e x p e n s e ,  d t  U . S .
federa l  s ta tu to ry  income tax  ra te  o f  35?

N o n - U . S .  t a x  r a t e s
I n c r e m e n t a l -  U . S .  t a x  a n d  r a t e  d i f  f e r e n c e s

on equ i ty  in  earn ings
E x c e s s  o f  b o o k  b a s i s  o v e r  t a x  b a s i s  o f

shares  o f  Kronos  common s tock  so ld
Change in  German income tax  a t t r ibu tes
Income tax  re l -a ted  to  d is t r ibu t ion

of  shares  o f  Kronos
A s s e s s m e n t  ( r e f u n d )  o f  p r i o r  y e a r  i n c o m e

L a x e s ,  n e t
U . S .  s t a t e  i n c o m e  t a x e s ,  n e t
Tax  cont ingency  reserve  ad jus tment ,  ne t
Nondeduct ib l -e  expenses
German tax rate change
Canad ian  tax  ra te  change
A f  h o r  n o l -

,  ^ r v e

Prov is ion  fo r  income taxes

Components  o f  income tax  expense (benef i t )
Cur ren t ly  payab le  ( re fundab le)  :

U . S .  f e d e r a l -  a n d  s t a t e
N o n - U .  S  .

T o t a l
D e f e r r e d  i n c o m e  t a x e s  ( b e n e f i t )  :

U . S .  f e d e r a l  a n d  s t a t e
N o n - U .  S  .

Total-

Prov is ion  fo r  income taxes

Comprehens ive  prov is ion  fo r
income t .axes  (benef  i t )  a l - l -ocab l -e  to :

Income f rom cont inu ing  opera t ions
D i s c o n t i n u e d  o p e r a t i o n s
Div idend o f  T IMET common s tock
Other  comprehens ive  income:

M a r k e t a b l - e  s e c u r i t i e s
Cur rency  t rans l -a t ion
P e n s i o n  p l a n s
OPEB p lans
Other
A d o p t i o n  o f  S F A S  N o .  l - 5 8 :

P e n s i o n  p l a n s
OPEB p lans

Tot a l-

Represents the current
a s s o c i a t e d  u t i l i z a t i o n
TIMET spec ia l  d iv idend.

Years ended December  3L,
2 0 0 5 2 0 0 6 2 0 0 7

( I n  m i L l i o n s )

$  8 0 . 1 -  $  1 s 1 . 4
1 , r 8 . 2  6 6 . L

$__L9_qr

$  5 e . 4
( . 1 )

2 3  . 6

l - .  9
1 7  . 5

.|
. t

2 . 3
4 . 3

( 1 e . 1 )
5 . 2

r i .  r l
$__1A_L5

$  2 5 . e
3 5 . 9

5 1 .  8

2 0  . 8
2 2  . 0
4 2  . 8

$__1!4-'_6

$  2 1 - 7  . 5

$  7 6 . r
( 2 . L )

1 8  . 4

( z t . t )

( 1 . 4 )

2 . 9
( 1 0 . 4 )

4 . 9

( 1 . 3 )
( 1 . 5 )

$___ 53-' 3

$  2 . L
2 4  . 4

2 6  . 5

$  3 . 0
5 1 .  0

$__5L_A

$  1 8 . e
. 1

( 1 4 . 1 )

8 . 7

( . 8 )
L . 5

( 3 . 8 )
3 . 5

8 7  . 4
. 4

L . 3

$ 1 0 3 . 2

7 L . 3
( 3 4 . 0 )
3 7  . 3

$___63- 3

L 0 4 . 6  $  6 3 . 8
( . 4 )

. 2

-  3 . 3
( e . 0 )  e . 6

( 3 8 . 7 )  e . 2

( 1 e . 5 )
( L . 7 )

$---5:J fi---SL s $-928-5

income Laxes generated at t .he Valhi l -evel- and the
of NOL and AMT carryforwards result ing from the

S e e  N o t e  3 .

$  ( 1 . 9 )
L 4  . 4

L 2  . 5

( 1 1 . 3 )
1 0 2 . 0

9 0 . 7

s 1 0 3 . 2

$ 1 0 3 . 2

5 5 9 . 3 ( 1 )

1 1 . 3
8 . 7

3 8 .  s
. 5

( . 5 )

( 1 . 4  )
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The components of the
2OO7 a re  summar i zed  be ]ow .

net  de fer red  tax  l iab i l i t y  a t  December  31 ,  2006 and

December  31,
2 0 0 5

Assets  L iab iL i t ies  Assets
( I n  n i l l i ons )

2007

Tax ef fec t  o f  temporary  d i f ferences
r e l a t e d  t o :

f nven to r i es
Marke tab le  secu r i t i es
Property and equipment
Accrued OPEB costs
Pens ion  asse t
Accrued pens ion cost
Acc rued  env i ronmen ta l  l i ab i l i t i es  and

o the r  deduc t i b l e  d i f f e rences
Other  taxabl -e  d i - f ferences
Inves tmen ts  i n  subs id i a r i es  and

a f f  i 1  i a t e s
Tax loss and tax cred i t  car rv forwards
Va lua t i on  a l l owance

Ad jus ted  g ross  de fe r red  t ax  asse ts
( I i a b i l i t i e s )

Ne t t i ng  o f  i t ems  by  t ax  j u r i sd i c t i on

Less  ne t  cu r ren t  de fe r red  t ax  asse t
( l i a b i l i t y )

Net  noncurrent  defer red tax asset
(  l i a b i l i t y )

A -
P  J . J

Z U . L

L Z . J

5 9 . 5

5 1 . 0

2 4 5 . 7

4 0 1 _ . 9
( L 2 5 . e )
2 7 5 . 0

1 0 . 6

s  2 6 4 . 4

#  ( 2  . 6 )
( 1 - 2 9  . 0 )

( 8 r . 3 )

( 4 e . 7 )

t t t . e l

( 2 6 8 .  r - )

( 6 0 8 . 3 )

L Z O . >

t + a : - . 4 1

l ^  ^ \
\ z  -  z  )

5  G 7 e  . 2 )

$  1 . 6
4 . 4

. 5
L 2 . 3

3 8 . 4

n?.u

t 6 4 . 2
( 2 . e )

2 6 8 . t
( 8 e . 0 )
\ 7 9 . L

1 0 . 4

s 1 6 8 . 7

Liab i l i t ies

$  ( 3 . 2 )
( 1 1 6 . 5 )

( 8 1 . e )

( 4 5 . 9 )

rit . st

( 2 1 8 . 8 )

( 4 e s . 0 )
8 8 . 9

( 4 0 5 . 1 )

( 3 . 3 )

s  ( 4 0 2 . 8 )

We adopted the prov is ions of  F IN No.  48,  Account ing for  t lncer ta in  Tax
Pos i t i ons ,  i n  t he  f  i r s t  qua r te r  o f  2007 .  See  No te  l -B  .

Fol lowing  a  European Un ion  Cour t  o f  Jus t ice  dec is ion  and subsequent
proceed ings  wh ich  conc luded in  2007 tha t  we be l ieve  may favorab ly  impact  us ,
we in i t ia ted  a  new tax  p lann ing  s t ra tegy .  I f  we are  success fu l ,  w€ wou l -d
genera te  a  subs tan t ia l  cash tax  benef i t  in  the  fo rm o f  re funds  o f  income taxes
we have prev ious ly  pa id  in  Europe wh ich  we cur ren t ly  do  no t  expec t  to  a f fec t
our future earnings when received. I t  may be a number of  years before we know
i f  our  imp lementa t ion  o f  th is  tax  p lann ing  s t ra tegy  w i l l  be  success fu l ,  and
accordingly we have not current ly recognized any refundable income taxes that
we might  u l t imate ly  rece ive .  Par t ia l l y  as  a  resu l - t  o f  and cons is ten t  w i th  our
in i t ia t ion  o f  th is  new tax  p lann ing  s t ra tegy ,  in  2OO7 we amended pr io r -year
income Lax returns in Germany. As a consequence of  amending our tax returns,
our German corporate and trade tax net operat ing loss carryforwards were
r e d u c e d  b y  a n  a g g r e g a t e  o f  e u r o  1 3 . 4  m i l l i o n  a n d  e u r o  2 2 . 5  m i l l i o n ,
r e s p e c t i v e l y ,  a n d ,  a c c o r d i n g l y ,  w €  r e c o g n i z e d  a n  $ 8 . 7  m i l l - i o n  p r o v i s i o n  f o r
deferred income taxes in 2007 rel-ated to the adjustment of  our German tax
a t t r i b u t e s .

In August 2007, Germany enacted certain changes in their  income tax
l-aws. The most s igni f icant change is the reduct ion of  the German corporate and
t rade income tax  ra tes .  We have a  s ign i f i can t  ne t  de fer red  income tax  asset  in
Germany, pr imari ly re l -ated to the benef i t  associated with our corporate and
trade tax net operat ing loss carryforwards. We measure our net deferred taxes
using the appl icable enacted tax rates,  and the ef fect  of  any change in the
appl icable enacted tax rate is recognized in the per iod of  enactment.
Accordingly,  w€ are report ing a decrease in our net deferred tax asset in
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Germany o f  $87.4  mi l l ion  in  2007,  wh ich  is  recogn ized as  a  component  o f  our
provis ion for income taxes.

In  June 2006,  Canada enac ted  a  2Z reduc t ion  in  the  Canad ian  federa l
income tax rate and Ehe el- iminat ion of  the federal-  surtax.  The 2Z reduct ion
w i l l  b e  p h a s e d  i n  f r o m  2 0 0 8  t o  2 0 1 Q ,  a n d  t h e  f e d e r a ]  s u r t a x  w i l l  b e  e l - i m i n a t e d
i n  2 0 0 8 .  A s  a  r e s u l t ,  d u r i n g  2 0 0 6  w e  r e c o g n i z e d  a  $ 1 . 3  m i l - l i o n  i n c o m e  t a x
benef i t  re l -a ted  to  the  e f fec t  o f  such reduc t ion  on  our  p rev ious ly - recorded.  ne t
de fer red  income tax  l iab i l i t y  w i th  respec t  to  Kronos '  and CompX's  opera t ions
in  Canada.

Due to  the  reso lu t ion  o f  cer ta in  income tax  aud i ts  in  Germany,  w€ a lso
r e c o g n i z e d  a  $ 2 1 , . 7  m i l l i o n  i n c o m e  t a x  b e n e f i t  i n  2 O Q 6  p r i m a r i l y  r e l a t e d  t o  a n
increase in the amount of  our German trade tax net operat ing l -oss
car ry fo rward .  The increase resu l - ted  f rom a  rea l loca t ion  o f  expenses  be tween
our  German un i ts  re la ted  to  per iods  in  wh ich  such un i ts  d id  no t  f i l e  on  a
conso l ida ted  bas is  fo r  German t rade tax  purposes ,  w i th  the  ne t  resu l t  tha t  the
amount of our German trade tax carryforward recognized by the German tax
a u t h o r i t i e s  h a s  i n c r e a s e d .

Pr inc ipa l l y  as  a  resu l - t  o f  the
made by Belgian and Norwegian tax
ongoing income tax audi ts in Germany,
b e n e f i t  i n  2 0 0 5  r e l - a t e d  t o  t h e  t o t a ]
r e s e r v e .

w i thdrawal  o f  tax  assessments  p rev ious ly
author i t ies  and the  reso lu t ion  o f  our
w e  r e c o g n i z e d  a  $ 1 0 . 4  m l l - L i o n  i n c o m e  t a x
reduct ion in our income tax cont ingency

Due to  the  favorabLe reso l -u t ion  o f  cer ta in  income Eax aud i ts  re la ted  to
our  German and Be lg ian  opera t ions  dur ing  2006,  w€ recogn ized a  ne t .  $1 .4
mi l l - ion  income tax  benef i t  re la ted  to  ad jus tments  o f  p r io r  year  income Laxes .

Dur ing  2005,  w€ reached an  agreement  in  p r inc ip le  w i th  the  German tax
author i t ies  regard ing  the i r  ob jec t ion  Eo the  va lue  ass igned to  cer ta in
in te l - l -ec tua l -  p roper ty  r igh ts  he ld  by  Kronos '  opera t ing  subs id ia ry  in  Germany.
Under  the  agreement ,  the  va lue  ass igned to  such in te l - lec tua l  p roper ty  fo r
German income tax  purposes  was reduced re t roac t ive ly ,  resu l t ing  in  a  reduc t ion
in the amount of  Kronos'  net  operat ing loss carryforwards in Germany as wel- l
as  a  fu tu re  reduc t ion  in  the  amount  o f  amor t i za t ion  expense a t t r ibu tab le  to
s u c h  i n t e l l e c t u a l  p r o p e r t y .  A s  a  r e s u l t ,  w €  r e c o g n i z e d  a  $ 1 7 . 5  m i l l i o n  n o n -
c a s h  d e f e r r e d  i n c o m e  t a x  e x p e n s e  i n  2 0 0 5  r e l - a t e d  t o  t h i s  a g r e e m e n t .  T h e  $ l - 9 . 1
miL l ion  non-cash tax  cont ingency  ad jus tment .  income tax  benef i t  in  2OO5 re la tes
pr imar i l y  to  the  w i thdrawal  o r  reduc l ion  o f  tax  assessments  p rev ious ly  made by
Belgian and Canadian tax author i t ies,  ds wel- l -  as f  avorabl-e developments wi th
r e s p e c t  t o  c e r t a i n  U .  S .  i n c o m e  t a x  i t e m s .

Tax  au thor i t ies  a re  cont inu ing  to  examine cer ta in  o f  our  fo re ign  tax
re turns  and have or  may propose tax  de f ic ienc ies ,  inc lud ing  pena l t . ies  and
in te res t .  We cannot  guarantee  tha t  these tax  mat te rs  w i l l  be  reso l -ved in  our
favor  due to  the  inherent  uncer ta in t ies  invo l -ved in  se t t l -ement  in i t ia t i ves  and
cour t  and tax  p roceed ings . We bel ieve we have adequate accrua ls  for
add i t iona l  taxes  and re l -a ted  in te res t  expense wh ich  cou l -d  u l t imate ly  resu l t
f r om tax  exam ina t i ons . We be l ieve  the  u l - t imate  d ispos i t ion  o f  tax
examinat ions should not have a mater ia l -  adverse ef  f  ect  on our consol- idated
f i n a n c i a l  p o s i t i o n ,  r e s u l t s  o f  o p e r a t i o n s  o r  l i q u i d i t y .

We are  requ i red  to  recogn ize  a  de fer red  income tax  l iab i l i t y  w i th
respec t  to  the  inc rementa l -  U .S.  taxes  ( federa l  and s ta te )  and fo re ign
withholding taxes that we woul-d incur when the undistr ibuted earnings of  our
fo re ign  subs id ia r ies  a re  subsequent ly  repat r ia ted ,  un less  we have de termined
that those undistr ibuted earnings are permanent ly reinvested for the
foreseeab le  fu tu re .  We are  a l -so  requ i red  to  reassess  the  permanent
re inves tment  conc l -us ion  on  an  ongo ing  bas is  to  de termine i f  our  in ten t ions
have changed.  Pr io r  to  the  th i rd  quar te r  o f  2005,  w€ had no t  recogn ized a
defer red  tax  l iab i l i t v  reLated  to  such incrementa l  income taxes  on  the
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und is t r ibu ted  earn ings  o f  CompX's  fo re ign  opera t ions ,  as  those earn ings  were
s u b j e c t  t o  s p e c i f i c  p e r m a n e n t  r e i n v e s t m e n t  p l a n s .  A s  o f  S e p t e m b e r  3 0 ,  2 0 0 5 ,
and based pr imar i l y  upon changes in  CompX management 's  s t ra teg ic  p lans  fo r
cer ta in  o f  the i r  fo re ign  opera t ions ,  we de termined tha t  the  und is t r ibu ted
earn ings  o f  these subs id ia r ies  cou ld  no  longer  be  cons idered to  be  permanent ly
re inves ted ,  except  fo r  the  pre-2005 earn ings  o f  our  Ta iwanese subs id ia ry .
Accord ing ly ,  w€ recogn ized an  aggregate  $9 .0  mi l - l ion  prov is ion  fo r  de fer red
income taxes  on  the  aggregate  und is t r ibu ted  earn ings  o f  these fo re ign
subs id ia r ies  in  2005 when our  re inves tment  p lans  changed.

At  December  31 ,  2007,  Kronos  had the  equ iva len t  o f  $780 mi l - l ion  and $215
mil l - ion of  the net operat ing l -oss carryforwards for German corporate and trade
tax purposes, respect ively,  a l l  of  which have no expirat ion date and CompX had
$.8  mi l l - ion  o f  U.s .  ne t  opera t ing  loss  car ry fo rwards  exp i r ing  in  2008 th rough
2017.  A t  December  31 ,  2007,  the  U.S.  ne t  opera t ing  Loss  car ry fo rwards  o f  CompX
are  l im i ted  in  u t i l i za t ion  t .o  approx imate ly  $  .  +  mi l l ion  per  year .

Note  13  -  M inor i ty  in te res t :

December 31
2 0 0 6 2007

( I n  m i l l i ons )
M i n o r i t y  i n t e r e s t  i n  n e t  a s s e t s :

NL Indus t r ies
Kronos Worl-dwide
CompX International-

Total-

Years ended December 31,
2 0 0 s 2 0 0 6 2007

$  5 6 . 0
2 2  . 3
4 5  . 4

sf23-1

$  ss .5
2 0 . 5
L 4  . 4

s  90 . s

Minor i ty  in te res t  in  a f te r - tax  earn ings
( losses)  -  con t inu ing  opera t ions :
NL fndus t r ies
Kronos Worl-dwide
CompX fnternat.ional-

Total-

$  5 . 4
4 . 9

. 3

$ 1 1 . 6

( In  mi l l ions)

$  4 . 4
4  . 1 ,
3 . 5

$ rz .o

$  ( 2 . 8 )
( 3 . 3 )
2 . 6

s  (3 .  s )

Subs jd ia ry  o f  NI .  M inor i ty  in te res t  in  NL 's  subs id ia ry  re l -a ted  to  NL 's
previously maj or i ty-owned environmental-  management subsidiary,  NL
E n v i r o n m e n t a l  M a n a g e m e n t  S e r v i c e s ,  I n c .  ( " E M S " )  E M S  w a s  e s t a b l i s h e d  i n  L 9 9 8 ,
a t  wh ich  t ime EMS cont rac tua l l y  assumed cer ta in  o f  NLts  env i ronmenta l -
l i a b i l i t i e s .  E M S '  e a r n i n g s  w e r e  b a s e d ,  i n  p a r t ,  u p o n  i t s  a b i l i t y  t o  f a v o r a b l y
reso l -ve  these l iab i l i t ies  on  an  aggregate  bas is .  NL cont inues  to  conso l - ida te
EMS and prov ides  accrua l -s  fo r  the  reasonab ly  es t imab le  cos ts  fo r  the
s e t t l e m e n t  o f  E M S t  e n v i r o n m e n t a l  l i a b i l i t i e s ,  d s  d i s c u s s e d  i n  N o t e  1 - 7 .  I n
June 2005, w€ rece j -ved not ices f  rom the three minor i ty sharehol-ders of  EMS
indicat ing they were each exercis ing their  r ight ,  which became exercisabl-e on
June L ,  2005,  to  requ i re  EMS to  purchase the i r  shares  in  EMS as  o f  ,June 30 ,
2O05 for a formula-determined amount as provided in EMS' cert i f icate of
incorporat ion.  In accordance with the cert i f icate of  incorporat ion,  w€ made a
determinat ion in good fai th of  the amount payable to the three former minor i ty
sharehol-ders to purchase their  shares of  EMS stock,  th is amount may be subject
to  rev iew by  a  th i rd  par ty .  See Note  1-7 .  In  June 2005,  EMS se t  as ide  funds  as
paymenL for the shares of  EMS, but as of  December 31, 2007, the former minor i ty
shareholders have not tendered their  shares.  Therefore,  the l iabi l i ty  owed to
these former minor i ty shareholders has not been ext inguished for f inancial-
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report ing purposes as of  December 31, 2007 and remains recognized as a current
l iab i l i t y  in  our  Conso l - ida ted  F inanc ia l  S ta tements .  We have s imi la r ly
cLassi f ied the funds which have been set aside in current cash and cash
equ iva len ts .

t.o
and

,subsrd ia ry  o f  Kronos .  Minor i ty  in te res t  in  Kronos '  subs id ia ry  re la tes
Kronos '  ma jor i t y -owned subs id ia ry  in  France,  wh ich  conducts  Kronos '  sa l -es
marke t ing  ac t iv i t ies  in  tha t  count ry .

Note L4 -  Stockholders '  equi ty:

Shares of common stock
I ssued Treasur')r Outstanding

Bal -ance a t  December  31 ,  2004

I s s u e d
Acquired
Ret i red

B a 1 a n c e  a t  D e c e m b e r  3 1 ,  2 0 0 5

Acquired
Ret i red

Ba l -ance  a t  December  31 ,  2005

f s s u e d
Acqui red
R e t i r e d

r 2 4  . 2

. 1

( 3 . s )

t - 2 0 . 8

( 1 .  e )

1 1 8 . 9

1

t . e I

( In  mi l l ions)

( 4 . 0 )

( 3 . s )
3 . 5

( 4 . 0 )

( 1 .  e )
1 . 9

( 4 . 0 )

(  . 6 )
. 6

14- !)

L 2 0 . 2

. 1
( 3 .  s )

1 1 5 . 8

( 1 . e )

a I 4  . 9

. 1 "
(  . 5 )

I L 4  . 4Balance a t  December  31 ,  2007 l f  t l

The shares of  Valhi  common stock issued dur ing
cons is t  o f  employee s tock  op t ions  exerc ises  and s tock
to  members  o f  our  board  o f  d i rec to rs .

the  pas t  th ree  years
awards issued annual ly

Va l ,h i  share  repurchases  and cance lTat ions .  In  2005,  our  board  o f
d i rec to rs  au thor ized  the  repurchase o f  up  to  5 .0  mi l - l - ion  shares  o f  our  common
stock  in  open marke t  t ransac t ions ,  inc lud ing  b lock  purchases ,  o r  in  p r iva te ly
negot ia ted  t ransac t ions ,  wh ich  may inc l -ude t ransac t ions  w i th  our  a f  f  i l - ia tes  o r
s u b s i d i a r i e s .  I n  2 0 0 6 ,  o u r  b o a r d  o f  d i r e c t o r s  a u t h o r i z e d  t h e  r e p u r c h a s e  o f  a n
a d d i t i o n a ]  5 . 0  m i l l - i o n  s h a r e s .  W e  m a y  p u r c h a s e  t h e  s t o c k  f r o m  t i m e  t o  t i m e  a s
market condi t ions permit .  The stock repurchase program does not incl-ude
spec i f i c  p r ice  ta rge ts  o r  t imetab l -es  and may be  suspended a t  any  t ime.
Depending on market condi t ions,  w€ may terminate the program pr ior  Eo
comple t ion .  We wi l l  use  cash on  hand to  acqu i re  the  shares .  Repurchased
shares coul-d be ret i red and cance1l-ed or may be added to our t reasury stock
and used fo r  employee benef i t  p1ans ,  fu tu re  acqu is i t ions  or  o ther  corpora te
p u r p o s e s .  D u r i n g  2 0 0 5  ,  2 0 0 6  a n d  2 0 0 7 ,  w €  p u r c h a s e d  a p p r o x i m a t e l y  3 . 5  m i l l i o n ,
1 . 9  m i l - I i o n  a n d  . 5  m i l - l - i o n  s h a r e s ,  r e s p e c t i v e l y ,  o f  o u r  c o m m o n  s t o c k  p u r s u a n t
to  th is  repurchase program in  marke t  o r  o ther  t ransac t ions  fo r  an  aggregate  o f
$ 6 2 . 1  m i l l i o n ,  $ 4 3 . 8  m i l - I i o n  a n d  $ l - 1 .  t -  m i l l i o n ,  r e s p e c t i v e l y .  S e e  N o t e  1 - 6 .

D u r i n g  2 0 0 5 ,  2 0 0 6  a n d  2 0 0 7 ,  w €  c a n c e l - l - e d  3 . 5  m i l l i o n ,  1 . 9  m i l - l - i o n  a n d  . 6
mi l l - ion  o f  our  t reasury  shares ,  respec t ive ly ,  and a l - l -oca ted  the i r  cos t  to
common s tock  a t  par  va lue ,  add i t iona l  pa id - in  cap i ta l  and re ta ined earn ings .
These cancel l -at ions had no impact on our net shares outstanding for f inancial
repor t ing  purposes .  The 4 .0  mi l l - ion  shares  o f  t reasury  s tock  we repor t  fo r
f inanc ia l -  repor t . ing  purposes  a t  December  31 ,  2005,  2005 and 2007 represents  our
proport ional-  interest  in 4.7 miLl- ion Valhi  shares held by NL. Under Delaware
Corporat ion Law, 100? (and not the proport ionate interest)  of  a parent
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companyt s shares held by a major i ty-owned subsidiary of  the parent is
considered to be treasury stock.  As a resul- t ,  our common shares outstanding
for f inancial  report ing purposes di f fer  f rom those outstanding for lega1
p u r p o s e s .

Preferred stock.  As discussed in Note 3,  we incurred a tax obl igat ion to
Cont ran  upon payment  o f  the  spec ia l  d iv idend in  the  amount  o f  $667.7  mi l l ion .
I n  o r d e r  t o  d i s c h a r g e  # 5 6 7  . 3  m i l - l i o n  o f  t h i s  t a x  o b l i g a t i o n ,  i n  M a r c h  z o o T  w e
i s s u e d  t . o  C o n t r a n  5 , 0 0 0  s h a r e s  o f  a  n e w  i s s u e  o f  o u r  S e r i e s  A  P r e f e r r e d  S t o c k
h a v i n g  a  l i q u i d a t i o n  p r e f  e r e n c e  o f  $ 1 - 3 3  , 4 5 6 . 7 5  p e r  s h a r e  ,  o y  a n  a g g r e g a t e
l i q u i d a t i o n  p r e f e r e n c e  o f  $ 6 5 7 . 3  m i l l i o n .  T h e  5 , 0 0 0  p r e f e r r e d .  s h a r e s  w e
issued to  Cont ran  represents  a l l  o f  the  shares  o f  Ser ies  A  Pre fer red .  S tock  we
a r e  a u t h o r i z e d  t o  i s s u e .  T h e  p r e f e r r e d  s t o c k  h a s  a  p a r  v a l u e  o f  $ . 0 1  p e r
share and pays a non-cumul-at ive cash div idend at  an annual-  rate of  5t  of  the
aggregate  l iqu ida t ion  pre ference on ly  when au thor ized  and dec la red  by  our
board  o f  d i rec to rs .  The shares  o f  Ser ies  A  Pre fer red  Stock  are  non-
conver t ib le ,  and the  shares  do  no t  car ry  any  redempt ion  or  ca l l  fea tures
(e i ther  a t  our  op t ion  or  the  op t ion  o f  the  ho lder )  .  A  ho l -der  o f  the  Ser ies  A
shares  does  no t  have any  vo t ing  r igh ts ,  except  in  l im i ted  c i rcumstances ,  and
is  no t  en t i t led  to  a  p re fe ren t ia l  d iv idend r igh t  tha t  i s  sen io r  to  our  shares
of  common s tock .  Upon the  l iqu ida t ion ,  d isso lu t ion  or  w ind ing  up  o f  our
a f f a i r s ,  a  h o l d e r  o f  t h e  S e r i e s  A  s h a r e s  i s  e n t i t l e d  t o  b e  p a i d  a  l i q u i d a t i o n
p r e f  e r e n c e  o f  $ 1 3 3  , 4 6 6  . ' 7 5  p e r  s h a r e ,  p l u s  a n  a m o u n t  ( i f  a n y )  e q u a l  t o  a n y
dec la red  bu t  unpa id  d iv idends ,  be fore  any  d is t r ibu t ion  o f  asse ts  i s  made to
ho l -ders  o f  our  common s tock .  We recorded the  shares  o f  Ser ies  A  Pre fer red
S t o c k  i s s u e d  t o  C o n t r a n  a t  $ 6 5 ? . 3  m i l 1 i o n ,  r e p r e s e n t i n g  t h e  a m o u n t  o f  t h e
d ischarged tax  ob l iga t ion .  We d id  no t  dec la re  any  d iv idends  on  the  Ser ies  A
P r e f e r r e d  S t o c k  t h r o u g h  D e c e m b e r  3 1 ,  2 0 0 7 .

Val-hi stock options and restricted strock. We have an incent.ive stock
opt ion plan that provides for the discret ionary grant of ,  among other th ings,
qua l i f ied  incent ive  s tock  op t ions ,  nonqua l i f ied  s tock  op t ions ,  res t r i c ted
common stock,  stock awards and stock appreciat ion r ights.  We may j -ssue up to 5
mi1l ion shares of  our common stock pursuant to th is p1an. We grant opt ions at
the fa i r  market value on the date of  grant.  The opt ions general ly vest  ratably
over a f ive-year per iod beginning one year f rom the date of  grant and expire l -0
years  f rom the  da te  o f  g ran t .  I f  we gran t  res t r i c ted  s tock ,  i t  i s  genera l l y
forfei table un1ess certain per iods of  employment are completed. our outstanding
opt ions at  December 31, 2007 represent less than l - t  of  our outstanding shares
and expire at  var ious dates through 201,3,  wi th a weighted-average remaining
t e r m  o f  1 . 1  y e a r s .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,  a p p r o x i m a t e l y  5 5 0 , 0 0 0  o p t i o n s
remained outstanding exercisable at  pr ices l -ower than the market pr ice of  our
c o m m o n  s t o c k  a t  D e c e m b e r  3 1 ,  2 0 0 7  ( $ l - 5 . 9 4  p e r  s h a r e )  .  A t  D e c e m b e r  3 1 ,  2 0 0 7 ,
these opt ions have an aggregate amount payable upon exercise of  $s.g mi l l - ion
and an aggregate intr insic value (def ined as the excess of  the market pr ice of
our  common s tock  over  the  exerc ise  pr ice)  o f  $2  .9  mi l - l - ion .  A t  December  31 ,
2007,  d t  add i t iona l  4 .0  mi l l - ion  shares  were  ava i lab le  fo r  g ran t  under  the  p lan .
The in t r ins ic  va lue  o f  Va lh i  op t ions  exerc ised a t  the  var ious  d .a tes  o f
e x e r c i s e  a g g r e g a t e d  a p p r o x i m a t e l y  $ . 5  m i l ] i o n  i n  2 0 0 5 ,  $ . 4  m i ] L i o n  i n  2 O O G  a n d
$ f . 0  m i l l - i o n  i n  2 0 0 7 ,  a n d  t h e  r e l - a t e d  i n c o m e  t a x  b e n e f i t  f r o m  s u c h  e x e r c i s e s
w a s  a p p r o x i m a t e l y  $ . 2  m i l l - i o n  i n  2 0 0 5 ,  $ . 1  m i l - l - i o n  i n  2 O Q 5  a n d  $ . 5  m i l - l i o n  i n
2 0 0 7  .

Stock opt ion pTans of  subsidiar ies and af f i l , iate.  NL and CompX maintain
p lans  wh ich  prov ide  fo r  the  gran t  o f  op t ions  to  purchase the i r  common s tocks .
Provis ions of  these plans vary by company. Outstanding opt ions to purchase
common stock of  NL and CompX at December 3I ,  2007 are summarized be1ow. There
are no outstanding opt ions to purchase Kronos common stock at  December 31,
2 0 0 7  .
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NI-., Industries
CompX

S e c u r i t i e s  e a r n i n g s :
Div idends and interest
Secur i t ies  t ransac t ions ,  ne t
Wr i te -o f f  o f  accrued in te res t

Total

Insurance recover ies
Currency transact ions,  net
Disposal  of  property and equipment,  net
Other ,  ne t

( fn Lhousands, except
per share amounts)

$  2 . 6 5  -  $ 1 1 . 4 e  $  e 6 o
$ 1 2  .  r - s  -  # 2 o .  o o  # 5 , 6 4 3

Exercise
pr ice per

share

Amount
payable

upon
exerciseShares

9 7
3 4 9

Other .  Pr io r  to  and w i th in  s ix  months  o f  Cont ran 's  2OO5 sa l -e  t .o  us  o f
the  2 .0  mi l l - ion  shares  o f  our  common s tock  descr ibed in  Note  16 ,  Cont ran
purchased shares  o f  our  common s tock  in  marke t  t ransac t ions .  In  se t t l -ement  o f
any  a l leged shor t -sw ing  pro f i t  der ived  f rom these t ransac t ions  as  ca lcu l -a ted
pursuant  to  Sec t ion  15  (b )  o f  the  Secur i t ies  Exchange Ac t  o f  1934,  ds  amended,
C o n t r a n  r e m i t t e d  a p p r o x i m a t e l y  $ 5 4 5 , 0 0 0  t o  u s  i n  2 0 0 5 .  W e  r e c o r d e d  t h i s
a m o u n t ,  n e t  o f  $ 2 2 5 , 0 0 0  o f  r e l a t e d  i n c o m e  t a x e s ,  d s  a  c a p i t a l  c o n t r i b u t i o n ,
i n c r e a s i n g  o u r  a d d i t i o n a l -  p a i d - i n  c a p i t a l .

Note 15 -  Other income, net:

Years ended December 3L,
2  0 0 5 2 0 0 6 2007

( In  mi l l ions)

$  s 7 . 8
2 0 . 3

( 2 1  . 6 )

5 5 .  s

3 . 0
5 . 2

( 1 . 5 )
4 . 9

s  5 8 . 0

$ 4 1 . 6
. 7

4 2 . 3

7 . 7
( 3 .  s )
3 5 . 3

8 . 1

$ e g .  g

$ 3 0 .  e
(  . 1 )

3 0 . 8

6 . 1
( . 8 )

( 1 . 3  )
7 . 5

g!2-_3_Tota l

p iv idends  and in te res t  income inc l -udes  d is t r ibu t ions  f rom The
A m a l g a m a t e d  S u g a r  C o m p a n y  L L C  o f  $ 4 5 . 0  m i l l i o n  i n  2 0 0 5 ,  $ 3 1 - . 1 -  m i l l - i o n  i n  2 0 0 5
a n d  i 2 5 . 4  m i l - l i o n  i n  2 0 0 7 ,  a n d  i n t e r e s t  i n c o m e  o f  $ 3 . 9  m i l - l - i o n  i n  2 0 0 5  r e l a t e d
to  our  l -oan to  Snake R iver  Sugar  Company tha t  was  prepa id  in  October  2005.
T h e  $ Z t . A  m i l - l - i o n  w r i t e - o f f  o f  a c c r u e d  i n t e r e s t  r e c e i v a b l - e  i n  2 0 0 5  r e l a t e s  t o
accrued interest on the prior 1oan that we forgave and cancel-l-ed when Snake
River  agreed to  p repay  the  loan in  October  2005.

N e t  s e c u r i t i e s  t r a n s a c t i o n  g a i n s  i n  2 0 0 5  r e l - a t e  p r i m a r i l y  t o  ( i )  a  # 1 - 4 . 7
m i l l - i o n  p r e - t a x  g a i n  f r o m  N L ' s  s a l e  o f  a p p r o x i m a t e l y  4 7 0 , 0 0 0  s h a r e s  o f  K r o n o s
common s tock  in  marke t  t ransac t ions  fo r  aggregate  proceeds o f  ;1 ,9 .2  mi l l ion
a n d  ( i i )  a  $ 5 . 4  m i l l i o n  p r e - t a x  g a i n  f r o m  K r o n o s '  s a l - e  o f  o u r  p a s s i v e  i n t e r e s t
in a Norwegian smelt ing operat ion,  which had a nominal  carry ing val-ue for
f inanc ia l  repor t ing  purposes ,  fo r  aggregate  cons idera t ion  o f  approx imate ly
$ 5  . 4  m i l - l i o n  c o n s i s t i n g  o f  c a s h  o f  $ 3  . 5  m i l l i o n  a n d  i n v e n t o r i e s  w i t h  a  v a l - u e
o f  S r . g  m i l l i o n .

I n s u r a n c e  r e c o v e r i e s  i n  2 0 0 5 ,  2 0 0 6  a n d  2 O O 7  r e l - a t e  t o  a m o u n t s  N L  h a s
rece ived f rom cer ta in  o f  i t s  fo rmer  insurance car r ie rs ,  and re l -a te  p r inc ipa l l y
to  recovery  o f  p r io r  l -ead p igment  l i t iga t ion  de fense cos ts  incur red  by  NL.  We
have agreements wi th two former insurance carr iers pursuant to which the
car r ie rs  w i l l  re imburse  us  fo r  a  por t ion  o f  our  pas t  and fu tu re  l -ead p igment
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l i t i g a L i o n  d e f e n s e  c o s t s ,  a n d  t h e  i n s u r a n c e  r e c o v e r i e s  i n  2 0 0 5 ,  2 0 0 6  a n d  2 0 0 7
inc l -ude amounts  we rece ived f rom these car r ie rs .  We are  no t  ab le  to  de termine
how much we w i l l  u l t imate ly  recover  f rom the  car r ie rs  fo r  the  pas t  de fense
cos ts  incur red  because o f  cer ta in  i ssues  tha t  a r ise  regard ing  wh ich  pas t
de fense cos ts  qua l i f y  fo r  re imbursement .  Insurance recover ies  in  2005 and
2005 a lso  inc l -ude amounts  we rece ived fo r  p r io r  Iega1 de fense and indemni ty
coverage for certain of  our environmental-  expendi tures.  We do not expect to
receive any further mater ia l  insurance sett lements relat ing to environmental-
r e m e d i a t i o n  m a t t e r s .

Whi le  we cont inue to  seek  add i t iona l -  insurance recover ies  f  o r  l -ead
p igment  and asbes tos  l i t iga t ion  mat te rs ,  w€ do  no t  know i f  we w i l l  be
success fu l -  in  ob ta in ing  add i t iona1 re imbursement  fo r  e i ther  de fense cos ts  o r
indemni ty .  We recogn ize  insurance recover ies  in  income on ly  when rece ip t  o f
the recovery is probable and we are able to reasonably est imate the amount of
the  recovery .

In 2006 we sold certain l -and we own in Henderson, Nevada f  or  net
p r o c e e d s  o f  $ 3 7  .  9  m i l l i o n .  W e  r e c o g n i z e d  a  # 3 6  . 4  m i l - l - i o n  g a i n  o n  t h e  s a l - e .
The l -and was not used in any of  our operat ions.

Note 15 -  Related party t ransact ions:

We may be deemed to be control l -ed by Mr.  Harold C. Simmons. See Note 1.
We and o ther  en t i t ies  tha t  may be  deemed to  be  cont ro l led  by  or  a f f i l i a ted  w i th
Mr.  Simmons sometimes engage in (a) intercorporate t ransact ions such as
guarantees, management and expense shar ing arrangements,  shared fee
ar rangements ,  jo in t  ven tures ,  par tnersh ips ,  loans ,  op t ions ,  advances  o f  funds
on open account ,  and sa l -es ,  leases  and exchanges o f  asse ts ,  inc lud ing
secur i t ies  i ssued by  bo th  re la ted  and unre la ted  par t . ies ,  and (b )  common
inves tment  and acqu is i t ion  s t ra teg ies ,  bus iness  combina t ions ,  reorgan iza t ions ,
recap i ta l - i za t ions ,  secur i t ies  repurchases ,  and purchases  and sa les  (and o ther
acqu is i t ions  and d ispos i t ions)  o f  subs id ia r ies ,  d iv is ions  or  o ther  bus iness
uni ts.  These transact ions have involved both rel-ated and unrel-ated part . ies and
have incl-uded transact ions which resul- ted in the acquis i t ion by one rel-ated
party of  a publ ic ly-heId minor i ty equi ty interest  in another rel-ated party.  We
periodical ly consider,  review and evaluate,  and understand that Contran and
related ent i t ies consider,  review and eval-uate such transact ions.  Depending
upon the  bus iness ,  tax  and o ther  ob jec t ives  then re levant ,  i t  i s  poss ib le  we
might be a party to one or more such transact ions in the future.

From t ime to t ime, w€ wi l l  have loans and advances outstanding between
us and var ious rel-ated part ies,  including Contran, pursuant to term and demand
notes.  We general ly enter into these l -oans and advances for cash management
purposes .  When we loan funds  to  re la ted  par t ies ,  w€ are  genera l l y  ab le  to  earn
a higher rate of  return on the loan than we would earn i f  we invested the funds
in  o ther  ins t ruments .  Whi le  cer ta in  o f  these loans  may be  o f  a  lesser  c red i t
qual i ty than cash equivalent instruments otherwise avaj- l -abl-e to us,  we bel- ieve
we have eval-uated the credi t  r isks invol-ved and appropr iately ref l -ect  those
credi t  r isks in the terms of  the appl icabl-e loans. When we borrow from
related part ies,  we are general ly able to pay a lower rate of  interest  than we
would pay i f  we borrowed f  rom unrel-ated part ies.

P r i o r  t o  2 0 0 5 ,  E M S  e n t e r e d  i n t o  a  $ 2 5  m i l l - i o n  r e v o l v i n g  c r e d i t  f a c i l i t y
w i t h  o n e  o f  t h e  f a m i l y  t r u s t s  d i s c u s s e d  i n  N o t e  l - .  D u r i n g  2 0 0 5 ,  t h e  f a m i l y
trust  completely repaid t .he outstanding bal-ance under th is l -oan, and t .he
faci l i ty  was terminated. Dur ing 2005 we l -oaned varying amounts to Contran at  a
ra te  o f  p r ime l -ess  .5?  .  In te res t  income on a l l  loans  to  re la ted  par t . ies ,
i n c l u d i n g  E M S '  l - o a n  t o  o n e  o f  t h e  C o n t r a n  f a m i l y  t r u s t s ,  w a s  $ 5 1 2 , 0 0 0  i n  2 0 0 5 .
There  was no  such in te res t  income in  2006 or  2007.  Our  ]oans  to  Cont ran  were
unsecured.
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In  October  2Q07,  the  independent  members  o f  CompX's  board  o f  d i rec to rs
author ized  the  repurchase and cance l - l -a t ion  o f  a  ne t  2 .7  mi l l ion  shares  o f  i t s
C lass  A common s tock  he ld  by  T IMET,  inc lud ing  the  C l -ass  A shares  he ld
indirect ly by TIMET through iLs ownership interest  in CompX Group. CompX
p u r c h a s e d  t h e s e  s h a r e s  f o r  $ 1 9 . 5 0  p e r  s h a r e  ,  o t  a g g r e g a t e  c o n s i d e r a E i o n  o f
$ 5 2 . 6  m i l l i o n ,  w h i c h  i t  p a i d  i n  t h e  f o r m  o f  a  p r o m i s s o r y  n o t e .  T h e  p r i c e  p e r
share  was de termined based on  CompX's  open marke t  repurchases  o f  i t s  C lass  A
common stock around the t ime the repurchase was approved. The promissory note
bears  in te res t  a t  L IBOR p lus  1 t  and prov ides  fo r  quar te r ly  p r inc ipa l
repayments  o f  $250,000 commenc ing  in  September  2008,  w i th  the  ba l -ance due a t
matur i ty in September 2014. CompX may make prepayments on the promissory note
a t  any  t ime,  in  any  amount ,  w i thout  pena l ty .  The promissory  no te  i s
subord ina ted  to  CompX's  U.S.  revo lv ing  bank  c red i t  agreement .  In te res t
e x p e n s e  r e l - a t e d  t o  C o m p X ' s  n o t e  p a y a b l e  t o  T I M E T  w a s  $ . 6  m i l l i o n  i n  2 0 Q 7 .  S e e
N o t e s  3  a n d  9 .

Under the terms of  var ious intercorporate services agreements (r ' ISAsrr)  we
enter into wi th Contran, employees of  Contran provide us certain management,
tax  p lann ing ,  f inanc ia l -  and admin is t ra t i ve  serv ices  on  a  fee  bas is .  Such
charges are based upon est . imates of  the t ime devoted by the Contran employees
to our af fa i rs,  and the compensat ion and other expenses associated with t .hose
persons .  Because o f  the  la rge  number  o f  compan ies  a f f i l i a ted  w i th  Cont ran ,  w€
bel- ieve we benef i t  f rom cost savings and economies of  scale gained by not
having certain management,  f inancial  and administrat ive staf fs dupl icated at
al l  of  our subsidiar ies,  thus al lowing certain Contran employees to provide
services to mult ip le companies but only be compensated by Contran. The net
ISA fees charged to us by Contran and approved by the independenE members of
t h e  a p p l i c a b l - e  b o a r d  o f  d i r e c t o r s  a g g r e g a t e d  $ 2 0 . 0  m i l l i o n  i n  2 0 0 5  ,  # 2 3 . 7
m i l - L i o n  i n  2 0 0 6  a n d  5 Z Z . +  m i ] l i o n  i n  2 0 0 7 .  T h e  2 0 0 5  a n d  2 0 0 6  a m o u n t s  i n c l - u d e
a fu l l  year  o f  ISA fees  pa id  by  T IMET,  because we d isposed o f  subs tan t ia l l y
a l l  o f  o u r  T I M E T  s h a r e s  a t  t h e  e n d  o f  t , h e  f i r s t  q u a r t e r  o f  2 0 0 7  ( s e e  N o t e  3 ) ,
inc luded on ly  th ree  months  o f  ISA fees  pa id  by  T IMET.

Tal l  Pines Insurance Company and EWI RE, Inc.  provide for or broker
cer ta in  insurance or  re insurance po l i c ies  fo r  Cont ran  and cer ta in  o f  i t s
subs id ia r ies  and a f f i l - ia tes ,  inc lud ing  us .  Ta l l  P ines  and EWf  are  our
subs id ia r ies .  Cons is ten t .  w i th  insurance indus t ry  p rac t ices ,  Ta I l  P ines  and EWI
receive commissions from the insurance and reinsurance underwri ters and/or
assess  fees  fo r  the  po l i c ies  tha t  they  prov ide  or  b roker  to  us .  Ta l - l -  P ines
purchases  re insurance fo r  subs tan t ia l l y  a l l  o f  the  r i sks  i t  underwr i tes .  We
expect  these re la t ionsh ips  w i th  Ta l l  P ines  and EWI  w i l l  con t inue in  2008.

Cont ran  and cer ta in  o f  i t s  subs id ia r ies  and a f f i l - ia tes ,  inc lud ing  us ,
purchase cer ta in  o f  the i r  insurance po l i c ies  as  a  g roup,  w i th  the  cos ts  o f  the
joint ly-owned pol ic ies being apport ioned among the part ic ipat ing companies.
Wi th  respec t  to  some o f  these po l i c ies ,  i t  i s  poss ib le  tha t  unusua l ly  la rge
losses incurred by one or more insureds dur ing a given pol icy per iod could
leave the other part ic ipat ing companies wi thout adequate coverage under that
pol icy for  the bal-ance of  the pol icy per iod.  As a resul t ,  w€ and Contran have
entered into a l -oss shar ing agreement under which any uninsured l -oss is shared
by those ent i t ies who have submit ted c l -a ims under the rel-evant pol icy.  We
bel- j-eve the benef its in the f orm of reduced premiums and broader coverage
assoc ia ted  w i th  the  group coverage fo r  such po l i c ies  jus t i f ies  the  r i sk
assoc ia ted  w i th  the  po ten t ia l  o f  any  un insured l -oss .

B a s i c  M a n a g e m e n t ,  I n c . ,  a m o n g  o t h e r  t h i n g s ,  p r o v i d e s  u t i l i t y  s e r v i c e s
(pr imar i l y  water  d is t r ibu t ion ,  ma inLenance o f  a  common e l -ec t r i ca l -  fac i l i t y  and
sewage d isposa l  mon i to r ing)  to  T IMET and o ther  manufac turers  w i th in  an
indus t r ia l  complex  l -oca ted  in  Nevada.  The o ther  owners  o f  BMI  a re  genera l l y
the other manufacturers located within the complex.  BMI provi-des power
t ransmiss ion  and sewer  serv ices  on  a  cos t  re imbursement  bas is ,  s im i la r  to  a
coopera t ive ,  wh j - le  water  de l i very  i s  cur ren t ly  p rov ided a t  the  same ra tes  as
are charged by BMI to an unrel-ated third party.  Amounts paid by TIMET to BMI
f o r  t . h e s e  u t i l i t y  s e r v i c e s  w e r e  $ 1 . 4  m i l l i o n  i n  2 0 0 5 ,  # 2 . 3  m i l l - i o n  i n  2 0 0 6  a n d
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# 2  . 2  m i l - l i o n  i n  2 Q 0 7 .  T f M E T  a l - s o  p a i d  B M I  a n  e l e c t r i c a l -  f  a c i l i t i e s  u p g r a d e
f e e  o f  $ . 8  m i l l i o n  i n  2 0 0 5 ,  2 0 0 6  a n d  2 0 0 7 .  T h i s  $ . 8  m i l - l - i o n  a n n u a l -  f e e  i s
schedu l -ed  to  te rmina te  a f te r  ,January  201-0 .

f n  2 0 0 5 ,  w €  p u r c h a s e d  2 . 0  m i l l i o n  s h a r e s  o f  o u r  c o m m o n  s t o c k ,  d t  a
d iscount  to  the  then-cur ren t  marke t  p r ice ,  f rom Cont ran  fo r  $17.50  per  share
o r  a n  a g g r e g a t e  p u r c h a s e  p r i c e  o f  $ 3 5 . 0  m i l l i o n ,  a n d  i n  2 0 0 6  w e  p u r c h a s e d  1 , . 0
mi l l - ion  shares  o f  our  common s tock ,  a lso  a t  a  d iscount  to  the  then-cur ren t
m a r k e t  p r i c e ,  f r o m  a  s u b s i d i a r y  o f  C o n t r a n  f o r  $ 2 3 . 5 0  p e r  s h a r e  o r  a n
aggregate  purchase pr ice  o f  $23.5  mi l l ion .  The independent  members  o f  our
board  o f  d i rec to rs  approved bo th  o f  these purchases .  Dur ing  2005,  w€ a l -so
p u r c h a s e d  l - 7 5 , 0 0 0  s h a r e s  o f  o u r  c o m m o n  s t o c k  f o r  a n  a g g r e g a t e  o f  $ 3 . 1  m i l - l i o n
from The Simmons Family Foundat ion,  a char i table organrzat ion of  which Mr.
Sj-mmons is a t rustee, based on the market pr ice of  Valhi  common stock on the
daEe o f  purchase.  A11 o f  these shares  were  purchased under  our  s tock
repurchase program descr ibed in  Note  L4 .

COAM Company is a partnership which has a sponsored research agreement
with the Universi ty of  Texas Southwestern Medical  Center at  Dal las to develop
and commercial ly market patents and technology resul t ing f rom a cancer research
program ( tne  I 'Cancer  Research  Agreement " ) .  A t  December  31 ,  2007,  w€ are  a
partner of  COAM along with Contran and another Contran subsidi  ary.  Mr.  Harold
C. Simmons is the manager of  COAM. The Cancer Research Agreement,  as amended,
provides for funds of  up to $39 mi l - I ion through 201,5.  Funding requirements
pursuant to the Cancer Research Agreement is wi thout recourse to the COAM
partners and the partnership agreement provides that no partner shal1 be
required to make capi ta l  contr ibut ions.  Capi ta l  contr ibut ions are expensed as
paid.  We have not made contr ibut ions to COAM dur ing the past three years,  and
we do not expect we wi l l  make any capi ta l  contr ibut ions to COAM in 2008.

We prov ide  cer ta in  research ,  labora tory  and qua l iLy  cont ro l  serv ices
within and outside the sweetener industry for  The Amalgamated Sugar Company
LLC and others.  We have also granted to The Amalgamated Sugar Company LLC a
non-exc l -us ive ,  roya l ty - f ree  perpetua l  l - i cense to  use  a l l  cur ren t ly  ex is t ing  or
hereaf te r  deve loped techno logy  wh ich  is  app l i cab le  to  sugar  opera t ions  and
provides for payment of  certain royal t ies to The Amalgamated Sugar Company LLC
f r o m  f u t u r e  s a 1 e s  o r  L i c e n s e s  o f  t h e  s u b s i d i a r y ' s  t e c h n o l o g y  t o  t h i r d  p a r t i e s .
Research and development services charged to The Amalgamat.ed Sugar Company
L L C ,  i n c l u d e d  i n  o t h e r  i n c o m e ,  w e r e  $ 1 . 0  m i l ] i o n  i n  2 0 0 5  a n d  $ 1 . 1  m i l l - i o n  i n
each of  2005 and 2007. The Amalgamated Sugar Company LLC provides certain
admin is t ra t i ve  serv ices  to  us ,  and the  cos t  o f  such serv ices  (based upon
est imates of  the t ime devoted by employees of  the LLC to our af fa i rs,  and the
compensat ion  o f  such persons)  i s  cons idered in  the  agreed-upon research  and
deve lopment  serv ices  fee  pa id  by  the  LLC to  us  and is  no t  separa te ly
q u a n t i f i e d .
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Receivables f rom and payables
be l -ow.

Cur ren t  rece ivab l -es  f  rom a f  f  i l i a tes :
Contran -  income taxes, net
Other

Total-

Cur ren t  payab les  to  a f  f  i l - ia tes :
Louisiana Pigment Company
Contran trade items
TIMET

' 1 'O ta r

CompX promissory note payable to TIMET(1)

(1)  Inc l -ud .ed  in  long- te rm debt .

E o  a f f i L i a t e s  a r e summarized in the table

December 31
2 0 0 5  2 0 0 7

(Ir  mi l l ionF

$  . 6
. 2

$___- 3

$ 1 1 . 7
5 . 5

stl_2

$ -

$  4 . 4
. 2

$_l-_5.

$ 1 1 . 4
7 . L

. 5

$re .0 .

$s0-_q

Payables to Louis iana Pigment Company are pr imari ly for  the purchase of
T iO2.  Our  purchases  in  the  ord inary  course  o f  bus iness  f rom LPC are  d isc losed
in Note 7.  See Notes 3 and 9 for  more informat ion on the CompX note payable
To T IMET.

Note L7 - Cormnitments and contingencies:

I 'ead pigment Titigation - NI'

NL 's  fo rmer  opera t ions  inc l -uded the  manufac ture  o f  lead  p igments  fo r  use
in  pa in t  and l -ead-based pa in t .  NL,  o ther  fo rmer  manuf  ac tu rers  o f  lead
p igments  fo r  use  in  pa in t  and l -ead-based pa in t  ( together ,  the  " fo rmer  p igment
m a n u f a c t u r e r s " ) ,  a n d  t h e  L e a d  I n d u s t r i e s  A s s o c i a t i o n  ( " L I A " ) ,  w h i c h
d iscont inued bus iness  opera t ions  in  20Q2,  have been named as  de fendants  in
var ious  legaI  p roceed ings  seek ing  damages fo r  persona l  in ju ry ,  p roper ty  damage
and governmental  expendi tures a11egedIy caused by the use of  l -ead-based
p a i n t s .  C e r t a i n  o f  t h e s e  a c t i o n s  h a v e  b e e n  f i l e d  b y  o r  o n  b e h a l f  o f  s E a t e s ,
c o u n t i e s ,  c i t i e s  o r  t h e i r  p u b l i c  h o u s i n g  a u t h o r i t i e s  a n d  s c h o o l -  d i s t r i c t s ,  a n d
cer ta in  o thers  have been asser ted  as  c l -ass  ac t ions .  These l -awsu i ts  seek
recovery  under  a  var ie ty  o f  theor ies ,  inc lud ing  pub l ic  and pr iva te  nu isance,
neg l igent  p roduc t  des ign ,  neg l igent  fa i lu re  to  warn ,  s t r i c t  l i ab i l i t y ,  b reach
of  war ran ty ,  consp i racy /concer t  o f  ac t ion ,  a id ing  and abet t i tg ,  en terpr ise
l iab i l i t y ,  marke t  share  or  r i sk  cont r ibu t ion  t iab i l i t y ,  in ten t iona l -  to r t ,
f raud and mis representa t ion ,  v io la t ions  o f  s ta te  consumer  p ro tec t ion  s ta tu tes ,
supp l ie r  neg l igence and s imi la r  c l -a ims.

The p la in t i f f s  in  these ac t ions  genera l l y  seek  to  impose on  the
defendants  respons ib i t i t y  fo r  l -ead pa in t  abatement  and hea l th  concerns
assoc ia ted  w i th  the  use  o f  l -ead-based pa in ts ,  inc lud ing  damages fo r  persona l
in j  ury,  contr ibut ion andf or indemnif  icat ion f  or  medical-  expenses ,  medical-
monitor ing expenses and costs for  educat ional-  programs. A number of  cases are
inac t ive  or  have been d ismissed or  w i thdrawn.  Most  o f  the  remain ing  cases  are
in  var ious  pre- t r ia I  s tages .  Some are  on  appea l  fo l low ing  d ismissa l -  o r
summary  judgment  ru l ings  in  favor  o f  e i ther  the  de fendants  o r  the  p la in t i f f s .
In  add i t ion ,  var ious  o ther  cases  are  pend ing  ( in  wh ich  we are  no t  a  de fendant )
seek ing  recovery  fo r  in ju ry  a l legedIy  caused by  lead p igment  and l -ead-based
pa in t .  A l though we are  no t  a  de fendant  in  these cases ,  the  ou tcome o f  these

F -  5 5



cases  may have an  impact  on  cases  tha t  migh t  be  f i led  aga ins t  us  in  the
f u t u r e .

We be l - ieve  these ac t ions  are  w i thout  mer i t ,  and we in tend to  cont inue to
deny  a l l  a l lega t ions  o f  wrongdo ing  and l iab i l i t y  and to  de fend aga ins t  a l l
ac t ions  v igorous ly .  We have never  se t t l -ed  any  o f  these cases ,  nor  have any
f ina l  adverse  judgments  been en tered  aga ins t  us .  However ,  see  the  d iscuss ion
be l -ow in  The Sta te  o f  Rhode Is land case.

In  October  1999,  w€ were  served w i th  a  compla in t  in  S ta te  o f  Rhode
Is l -and v .  Lead Indus t r ies  Assoc ia t ion ,  e t  a l - .  (Super io r  Cour t  o f  Rhode Is land,
No.  99-5226) .  The Sta te  sought  compensatory  and pun i t i ve  damages,  ds  we l - l  as
reimburseme^rt  for  publ ic and pr ivate bui ld ing abatement expenses and funding
of  a  pub l i c  educat ion  campaign  and hea l - th  sc reen ing  programs.  A  2002 t r ia l  on
the sol-e quest ion of  whether lead pigment in paint  on Rhode fs l -and bui ld ings
is  a  pub l i c  nu isance,  resu l ted  in  a  mis t r ia l  when the  ju ry  was unab le  Eo reach
a verd ic t  on  the  ques t ion ,  w i th  the  ju ry  repor ted ly  dead locked 4-2  in
d e f e n d a n t s t  f a v o r .  I n  2 0 0 5 ,  t h e  t r i a l  c o u r t  d i s m i s s e d  t h e  c o n s p i r a c y  c l - a i m
w i t h  p r e j u d i c e ,  a n d  t h e  S t a t e  d i s m i s s e d  i t s  U n f a i r  T r a d e  P r a c t i c e s  A c t  c l a i m
wi thout  p re jud ice .  A  second t r ia l  commenced aga ins t  us  and th ree  o ther
def  endants  on  November  1 -  ,  2  005 on  the  Sta te '  s  remain ing  c la ims o f  pub l i c
nu isance,  indemni ty  and un jus t  enr ichment .  Fo l low ing  the  Sta te 's  p resenta t . ion
o f  i t s  c a s e ,  t h e  t r i a l  c o u r t  d i s m i s s e d  t h e  S t a t e ' s  c l - a i m s  o f  i n d e m n i t y  a n d
un jus t  enr ichment .  In  February  2006,  the  ju ry  found t .ha t  we and two o ther
defendants  subs tan t ia l l y  con t r ibu ted  to  the  c rea t ion  o f  a  pub l i c  nu isance as  a
resu l - t  o f  the  co l lec t i ve  p resence o f  l -ead p igments  in  pa in ts  and coat ings  on
bui ld ings in Rhode Is land. The jury also f  ound that we and the two ot .her
de fendants  shou l -d  be  ordered to  abate  the  pub l ic  nu isance.  Fo l low ing  the
t r i a l - ,  t h e  t r i a l -  c o u r t  d i s m i s s e d  t h e  S t a t e ' s  c l - a i m  f o r  p u n i t i v e  d a m a g e s .  I n
March  2007,  the  f inaL  judgment  and order  was en tered ,  and de fendants  f i led  an
appea l  .  In  Apr iJ -  2007,  the  Sta te  c ross  -appea led  the  issue o f  exc l -us ion  o f
pas t  and pun i t i ve  damages,  ds  we l - l -  as  the  d ismissa l -  o f  one o f  the  de fendants .
Ora l  a rgument  on  the  appea l  has  been schedu l -ed  fo r  May 2008.  Whi le  the  appea l
is pending, the t r ia l  court  cont inues to move forward on the abatement
p r o c e s s .  I n  S e p t e m b e r  2 0 0 7 ,  t h e  S t a t e  s u b m i t t e d  i t s  p l a n  o f  a b a t e m e n t  a n d
defendants '  f i l ed  a  response in  December  2007.  In  December  2007,  the  Judge
named two spec ia l  masters  to  ass is t  the  judge in  de termin ing  the  scope o f  any
abatement remedy.

The Rhode Is land case is  un ique in  tha t  th is  i s  the  f i rs t  t ime tha t  an
adverse  verd ic t  in  the  l -ead p igment  l i t iga t ion  has  been en tered  aga ins t  us .
We be l ieve  there  are  a  number  o f  mer i to r ious  issues  wh ich  we have ra ised in
the  appea l  in  th is  case;  there fore  we cur ren t ly  be l ieve  i t  i s  no t  p robab le
t .ha t  we w i l l  u l t imate ly  be  f  ound l iab le  in  th is  mat te r .  In  add i t ion ,  w€
cannot .  reasonab ly  es t . imate  po ten t ia l  l i ab i l i t y  ,  l f  d . r r l ,  w i th  respec t  to  th is
and the  o ther  lead p igment  l i t iga t ion .  However ,  1ega l  p roceed ings  are  sub jec t
to inherent uncertaint ies,  and we cannot assure you that any appeal  woul-d be
success fu l - .  There fore  i t  i s  reasonab ly  poss ib le  we cou ld  in  the  near  te rm
concl-ude that i t  is  probable we have incurred some l iabi l i ty  in the Rhode
Is land mat te r  tha t  wou l -d  resu l t  in  recogn iz rng  a  l -oss  cont ingency  accrua l - .
The po ten t ia l  l i ab i l i t y  cou l -d  have a  mater ia l  adverse  impact  on  ne t  income fo r
the  in te r im or  annua l -  per iod  dur ing  wh ich  such l iab i l i t y  i s  recogn ized,  and a
mater ia l -  adverse  impact  on  our  conso l - ida ted  f inanc ia l -  cond i t ion  and l iqu id i ty .

We have not accrued any amounts for  any of  the pending lead pigment and
l e a d - b a s e d  p a i n t  l i t i g a t i o n  c a s e s ,  i n c l u d i n g  t h e  R h o d e  I s l a n d  c a s e .  L i a b i l i t y
tha t  may resu l - t ,  i f  d r r l r  cannot  be  reasonab ly  es t imated .  In  add i t ion ,  new
cases  may cont inue to  be  f i led  aga ins t  us .  We cannot  assure  you tha t  we w i l l
no t  incur  l iab i l i t y  in  the  fu tu re  in  respec t  o f  any  o f  the  pend ing  or  poss ib le
l i t iga t ion  in  v iew o f  the  inherent  uncer ta in t ies  invo lved in  cour t  and ju ry
ru l ings .  The reso l -u t ion  o f  any  o f  these cases  cou l -d  resu l t  in  recogn i t ion  o f
a l -oss cont ingency accrual  that  coul-d have a mater ia l -  adverse impact on our
net  income fo r  the  in te r im or  annua l -  per iod  dur ing  wh ich  such l iab i l i t y  i s
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GeneraL - our operations are governed by various environmental l-aws and
regu la t ions .  Cer ta in  o f  our  bus inesses  are  and have been engaged in  the
handl- i tg,  manufacture or use of  substances or compounds that may be considered
toxic or hazardous within the meaning of  appl icable environmental-  laws and
regu la t ions .  As  w i th  o ther  compan ies  engaged in  s imiLar  bus inesses ,  cer ta in
of our past and current operat j -ons and products have the potent ia l  to cause
environmental  or  other damage. We have implemented and cont inue to implement
var ious  po l i c ies  and programs in  an  e f fo r t  to  min imize  these r i sks .  Our
pol icy is to maintain compl iance with appl icable environmental-  laws and
regulat ions at  a l l  of  our plants and to str ive to improve our environmental-
performance. From t ime to t ime, w€ may be subject  to environmental  regulatory
enforcement  under  U.S.  and fo re ign  s ta tu tes ,  the  reso l -u t ion  o f  wh ich  t lp ica l l y
involves the establ- ishment of  compl iance programs. r t  is  possible that  future
developments,  such as str icter requirements of  environmental-  l -aws and
enforcement  po l i c ies ,  cou l -d  adverse ly  a f fec t  our  p roduc t ion ,  hand l i rg ,  use ,
s to rage,  t ranspor ta t ion ,  sa l -e  o r  d isposa l  o f  such subs tances .  We be l - ieve  tha t
a l l  o f  our  fac i l - i t ies  a re  in  subs tan t ia l  compl iance w i th  app l i cab l -e
env i ronmenta l -  Laws.

C e r t a i n  p r o p e r t i e s  a n d  f a c i l i t i e s  u s e d  i n  o u r  f o r m e r  o p e r a t i o n s ,
including divested pr imary and secondary lead smelters and former mining
l o c a t i o n s  o f  N L ,  a r e  t h e  s u b j e c t  o f  c i v i l  l i t i g a t i o n ,  a d m i n i s t r a t i v e
proceed ings  or  inves t iga t ions  ar is ing  under  federa l -  and s ta te  env i ronmenta l
l - a w s .  A d d i t i o n a l l y ,  i n  c o n n e c t i o n  w i t h  p a s t  d i s p o s a l  p r a c t i c e s ,  w €  a r e
cur ren t ly  invo l -ved as  a  de fendant ,  po ten t ia l l y  respons ib le  par ty  ( *PRP")  o r
both,  pursuanL to the Comprehensive Environmental  Response, Compensat ion and
Liabi l i ty  Act,  as amended by the Superfund Amendments and Reauthor izat ion Act
( "CERCLA") ,  and s imi la r  s ta te  l -aws in  var ious  governmenta l -  and pr iva te  ac t ions
a s s o c i a t e d  w i t h  w a s t e  d i s p o s a l  s i t e s ,  m i n i n g  l o c a t i o n s ,  a n d  f a c i l i t i e s  w e  o r
our  p redecessors  cur ren t ly  o r  p rev ious ly  owned,  opera ted  or  were  used by  us  or
o u r  s u b s i d i a r i e s ,  o r  t h e i r  p r e d e c e s s o r s ,  c e r t a i n  o f  w h i c h  a r e  o n  t h e  U n i t e d
Sta tes  Env i ronmenta l  Pro tec t ion  Agency 's  ( "EPA")  Super fund Nat iona l -  Pr io r i t ies
L i s t  o r  s i m i l a r  s t a t e  l i s t s .  T h e s e  p r o c e e d i n g s  s e e k  c l e a n u p  c o s t s ,  d a m a g e s
for personal  in jury or property damage and/or damages for in jury to natural-
r e s o u r c e s . Cer ta in  o f  these proceed ings  invo lve  c l -a ims fo r  subs tan t ia l
amounts .  A l though we may be  jo in t l y  and severa l l y  l iab le  fo r  these cos ts ,  in
most cases we are only one of  a number of  PRPs who may also be jo int ly and
severa l l y  l iab le .  In  add i t ion ,  we are  a  par ty  to  a  number  o f  persona l  in ju ry
l - a w s u i t s  f i l e d  i n  v a r i o u s  j u r i s d i c t i o n s  a l l e g i n g  c l a i m s  r e l a t e d  t o
env i ronmenta l -  cond i t ions  a l leged to  have resu l - ted  f  rom our  opera t ions .

recogn ized,  and a  mater ia l  adverse
cond i t ion  and l iqu id i ty .

Environmental matters and Titigation

impact  on  our  conso l - ida ted  f  inanc ia l

and  es t ima te  f o r

of governmental-

Env i ronmenta l  ob l iga t ions  are  d i f f i cu l t  to  assess
numerous  reasons  inc lud inq :

complex i ty  and d i f fe r ing  in te rpre ta t ions
r e g u l a t i o n s ;
number  o f  PRPs  and  t he i r  ab i l i t y  o r  w i l l i ngness  t o  f und  such
a l - l - o c a t i o n  o f  c o s t s ;

f  i nanc ia l  capab i l i t i es  o f  t he  PRPs  and  t he  a l - l - oca t i on  o f  cos t s
among them;

so l vency  o f  o the r  PRPs ;

m u l - t i p l i c i t y  o f  p o s s i b l e  s o l u t i o n s ;  a n d

number  o f  years  o f  invest igatory ,  remedia l  and moni tor ing
a c t i v i t y  r e q u i r e d .

fn addi t ion,  the imposi t ion of  more str ingent standards or requj-rement.s
under environmental laws or regulations, new developments or changes regarding
si te c leanup costs or al- l -ocat ion of  costs among PRPs, solvency of  other PRPs,

a

o

a
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the resuLts of  future test ing and analysis undertaken with respect to certain
si tes or a determinat ion that we are potent ia l ly  responsible for  the rel-ease of
hazardous substances at  other s j - tes,  could cause our expendi tures to exceed our
cur ren t  es t imates .  Because we may be  jo in t l y  and severa l l y  l iab le  fo r  the
to ta l  remed ia t ion  cos t  a t  cer ta in  s i tes ,  the  amount  fo r  wh ich  we are
u l t imate ly  l iab le  fo r  may exceed our  accrua l -s  due to ,  among o ther  th ings ,  the
real l -ocat ion of  costs among PRPs or the insolvency of  one or more PRPs. We
cannot assure you that actual  costs wi l l  noL exceed accrued amounts or the
upper end of  the range for s i tes for  which est imates have been made, and we
cannot assure you that costs wi l l  not  be incurred for s i tes where no est imates
present ly can be made. Further,  addi t ional-  environmental  mat. ters may ar ise in
the  fu tu re .  I f  we were  to  incur  any  fu tu re  l iab i l i t y ,  th is  cou l -d  have a
mater ia l -  adverse  e f  f  ec t  on  our  conso l ida ted  f  inanc ia l  pos i t ion ,  resu l - ts  o f
opera t ions  and l iqu id i ty .

We record  l iab i l i t ies  re l -a ted  to  env i ronmenta l -  remed ia t ion  ob l iga t ions
when es t . imated  fu tu re  expend i tu res  are  probab le  and reasonab ly  es t imab le .  We
ad jus t  our  env i ronmentaL accrua l -s  as  fu r ther  in fo rmat ion  becomes ava i l -ab le  to
us  or  c i rcumstances  change.  We genera l l y  do  no t  d iscount  es t imated  fu tu re
expend i tu res  to  the i r  p resent  va l -ue  due to  the  uncer ta in ty  o f  the  t im ing  o f
the  pay  ou t .  We recogn ize  recover ies  o f  remed ia t ion  cos ts  f rom o ther  par t ies ,
i f  d ry ,  as  assets  when the i r  rece ip t  i s  deemed probab le .  A t  December  31 ,
2 0 0 7 ,  w €  h a d  n o  r e c e i v a b l e s  f o r  r e c o v e r i e s .

We do not know and cannot est imate the exact t ime frame over which we
wi l l  make payments  fo r  our  accrued env i ronmenta l -  cos ts .  The t im ing  o f
payments depends upon a number of  factors incJ-uding the t iming of  the actual-
remed ia t ion  process ;  wh ich  in  Lurn  depends on  fac to rs  ou ts ide  o f  our  cont ro1 .
At  each ba l -ance sheet  da te ,  we es t imate  the  amount  o f  our  accrued
environmental  costs we expect to pay within the next twelve months,  and we
c l - a s s i f y  t h i s  e s t i m a t e  a s  a  c u r r e n t  l i a b i l i t y . We c lass i fy  the  remain ing
accrued env i ronmenta l -  cos ts  as  a  noncur ren t  l iab i l i t y .

Changes
are  presented

Bal-ance at  the beginning of  the year
Addi t ions charged to expense, net
Payments,  net

Balance at  the end of  the year

Amounts recognized in our Consol idated
Bal-ance Sheet at  the end of  the year:

Cur ren t  l iab i l i t ies
Noncur ren t  l iab i l i t ies

1 n
1 n

our accrued environmental-  costs dur ing the past three years
the  Eab1e be l -ow.

Years ended December 31,
2 0 0 5 2005 2007

( In  mi l l ions)

$  6 5 . 7
4 . 0

( 1 0 .  ! )

$_l9J

$  1 3 . 5
4 5 . I

s  s 9 . 7

$  7 6 . 7
5 . 7

( r c . t )

s__65J

$  1 _ 5 . 5
4 9 . r

$  se .7
4 . 4

(8 .+ )

s  ss .7

$  l s . 4
4 0 . 3

s  ss .7Total- S  5 s . 7

NI, -  On a quarter ly basis,  w€ eval-uate t .he potent ia l  range of  our
l iabi l i ty  at  s i tes where NL, i ts present or former subsidiar ies have been named
as a  PRP or  de fendant .  A t  December  31 ,  2007,  w€ accrued approx imate ly  $50
mil- l ion f  or  those environmental-  matters related to NL which we bel- ieve are
reasonab ly  es t imab l -e .  We be l ieve  tha t  i t  i s  noE poss ib le  to  es t imate  the  range
of  cos ts  fo r  cer ta in  s i tes .  The upper  end o f  the  range o f  reasonab ly  poss ib le
cos ts  Eo us  fo r  s i tes  fo r  wh ich  we be l - ieve  i t  i s  cur ren t ly  poss ib l -e  to  es t imate
costs is approximately $71 mi l - l - ion,  incl-uding the amount current ly accrued. We
have no t  d iscounted  these es t imates  to  p resent  va lue .
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At  December  3 I ,  2007,  there  were  approx imate l -y  20  s i tes  fo r  wh ich  we are
not  cur ren t ly  ab le  to  es t imate  a  range o f  cos ts .  For  these s i tes ,  g€r r€ ra I l y
the  inves t iga t ion  is  in  the  ear ly  s tages ,  and we are  unab l -e  to  de termine
whether  o r  no t  NL ac tua l l y  had any  assoc ia t ion  w i th  the  s i te ,  the  na ture  o f
our  respons ib i l i t y ,  i f  dny ,  fo r  the  contaminat ion  a t  the  s i te  and the  ex ten t
o f  con taminat ion  a t  the  s i te .  The t im ing  and ava i lab i l i t y  o f  in fo rmat ion  on
these s i tes  i s  dependent  on  events  ou ts ide  o f  our  cont roL ,  such as  when the
par ty  a l leg ing  l iab i l i t y  p rov ides  in fo rmat ion  to  us .  A t  cer ta in  o f  these
prev ious ly  inac t ive  s i tes ,  w€ have rece ived genera l  and spec ia l  no t ices  o f
l iab i l i t y  f rom the  EPA a l leg ing  tha !  w€,  a long w i th  o ther  PRPs,  a re  l iab le  fo r
past and future costs of  remediat ing environmental-  contaminat ion al1egedly
caused by  fo rmer  opera t ions  conducted  a t  the  s i tes .  These no t i f i ca t ions  may
a s s e r t  t h a t  N L ,  a l o n g  w i t h  o t h e r  P R P s ,  a r e  l i a b l e  f o r  p a s t  c l e a n - u p  c o s t s  t h a t
cou l -d  be  mater ia l -  to  us  i f  we are  u l t imate ly  f  ound l iab le .

Tremont  -  Pr io r  to  2005,  Tremont ,  another  o f  our  whoI Iy -owned
subs id ia r ies ,  en tered  in to  a  vo lun tary  se t t lement  agreement  w i th  the  Arkansas
Department of  Environmental-  Qual i ty and certain other PRPs pursuant to which
Tremont and the other PRPs woul-d undertake certain invest igatory and inter im
remedia1  ac t iv i t ies  a t  a  fo rmer  min ing  s i te  par t l y  opera ted  by  NI - ,  l -oca ted  in
Hot.  Spr ings County,  Arkansas. Tremont had entered into an agreement wi th
Ha l l ibur ton  Energy  Serv ices ,  fnc . ,  another  PRP fo r  th is  s i te ,  wh ich  prov ides
for ,  among o ther  th ings ,  the  in te r im shar ing  o f  remed ia t ion  cos ts  assoc ia ted
with the s i te pending a f  inal  a l - l -ocat ion of  costs through an agreed-upon
procedure  in  a rb i t ra t ion ,  ds  fu r ther  d iscussed be Iow.

On December 9,  2005, Hal- I iburton and DII  Industr ies,  I - . ,LC, anot.her PRP of
th is  s i te ,  f i l -ed  su i t  in  the  un i ted  Sta tes  D is t r i c t  Cour t  fo r  the  Southern
Dis t r i c t  o f  Texas ,  Houston  D iv is ion ,  Case No.  H-05-41-60,  aga ins t  NL,  Tremont
a n d  c e r t a i n  o f  i t s  s u b s i d i a r i e s ,  M - f ,  L . L . C . ,  M i l w h i t e ,  f n c .  a n d  G e o r g i a -
Pac i f i c  Corpora t ion  seek ing  :

to recover response and remediat ion costs incurred at  the s i te;
a  dec l -a ra t ion  o f  the  par t ies '  l - iab i l i t y  f  o r  response and
remedia t ion  cos ts  incur red  a t  the  s i te ;
a  dec l -a ra t ion  o f  the  par t ies '  I iab i l i t y  fo r  response and
remediat ion costs to be incurred in the future at  the s i te;  and
a declarat ion regarding the obl igat ion of  Tremont to indemnify
Hal l iburton and DII  for  costs and expenses at t r ibutable to the
s i t e .

On December  27 ,  2005,  a  subs id ia ry  o f  Tremont  f i led  su i t  in  the  Un i ted
Sta tes  D is t r i c t  Cour t  fo r  the  Western  D is t r i c t  o f  Arkansas ,  Hot  Spr ings
D i v i s i o n ,  C a s e  N o .  0 5 - 5 0 8 9 ,  a g a i n s t  G e o r g i a - P a c i f i c ,  s e e k i n g  t o  r e c o v e r
response cos ts  i t  has  incur red  and w i l l  incur  a t  the  s i te .  Subsequent ly ,
p la in t i f f s  in  the  Houston  l i t iga t ion  agreed to  s tay  tha t  l i t i ga t ion  by  en ter ing
into an amendment wi th NL, Tremont and i ts af f i l iates to the arbi t rat ion
agreement previously agreed upon for resolv ing the al- locat ion of  costs at  the
si te.  The Tremont subsidiary subsequent ly a1so agreed with Georgia Paci f ic  to
stay the Arkansas l i t igat ion,  and subsequent ly that  matter was consol- idated
with the Houston l i t igat ion,  where the court  has agreed to stay the plaint i f fs
cl-aims against  Tremont and i ts subsidiar ies,  but  denied Tremont 's mot ions to
d ismiss  and to  s tay  the  c la ims made by  M- I ,  M i lwh i te  and Georg ia  Pac i f i c .

In June and September,  2007 the arbi t rat ion panel  chosen by the part ies
to address the issues noted above returned decis ions favorable to NL, Tremont
and i ts af f i l iates.  Among other th ings, the panel  found that Hal l iburton is
obl igated to indemnify Tremont and i ts af f i l iates ( including NL) against  a l - I
costs and expenses, including at t .orney f  ees,  associated with any environmental-
remediat ion at  the s i te,  and ordered Hal l iburton to pay Tremont approximately
$10.  0  mi l l ion  in  cash in  recovery  o f  pas t  inves t iga t ion  and remedia t ion  cos ts

O

o
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and lega1 expenses incurred by Tremont rel-ated to the s i te,  p lus any future
remediat ion and 1egal  expenses incurred af ter  speci f ied dates,  together wi th
pos t - judgment  in te res t  accru ing  a f te r  September  I ,  2007.  In  October  2007
Tremont f i led a mot ion wi th the court  in the Houston l i t igat ion to conf i rm the
arb i t ra t . ion  pane l ' s  dec is ions ,  and Ha l l ibur ton  f i led  a  mot ion  to  vacate  such
decis ions. A conf i rmat ion hear ing was held on November 13, 2Q07 and we are
await ing the opinion of  the court  on th is matter.  Due to the uncertain nature
of the on-going 1egal  proceedings we have not accrued a receivabl-e for  the
amounts awarded at  December 31, 2007. Pending a f inal  conf i rmat ion of  the
arb i t ra t ion  pane l ' s  dec is ions ,  Tremont  has  accrued fo r  th is  s i te  based upon the
agreed-upon in te r im cos t  shar ing  a l - l -oca t ion .  Tremont  has  $ .S  mi l - ] ion  accrued
a t  D e c e m b e r  3 1 ,  2 0 0 7  f o r  t h i s  m a t t e r .

Otrher -  We have also accrued approximately $+.9 mi l - l - ion at  December 31,
2007 for other environmental  c leanup matters.  This accrua1 is near the upper
end o f  the  range o f  our  es t imate  o f  reasonab ly  poss ib le  cos ts  fo r  such mat te rs .

Insurance coverage claims

We are invol-ved in var ious legaI proceedings with certain of  our former
j -nsurance car r ie rs  regard ing  the  na ture  and ex ten t  o f  the  car r ie rs '
ob l iga t ions  to  us  under  insurance po l i c ies  w i th  respec t  to  cer ta in  l -ead
p igment  and asbes tos  Lawsu i t .s .  The issue o f  whether  insurance coverage fo r
de fense cos ts  o r  indemni ty  o r  bo th  w i l l  be  found to  ex is t  fo r  our  Lead p igment
and asbes tos  l i t iga t ion  depends upon a  var ie ty  o f  fac to rs ,  and we cannot
assure you that such insurance coverage wi l l  be avai l -ab1e. We have not
cons idered any  po ten t ia l  insurance recover ies  fo r  l -ead p igment  o r  asbes tos
l i t i g a t i o n  m a t t e r s  i n  d e t e r m i n i n g  r e l a t e d  a c c r u a l s .

We have agreements wi th two former insurance carr iers pursuant to which
the carr iers reimburse us for  a port ion of  our past and future l -ead pigment
l i t iga t ion  de fense cos ts .  We are  no t  ab le  to  de termine how much we w i l l
u l t imate ly  recover  f rom these car r ie rs  fo r  pas t  de fense cos ts  incur red  by  us ,
because o f  cer ta in  i ssues  tha t  a r ise  regard ing  wh ich  pas t  de fense cos ts
qua l i f y  fo r  re imbursement .  Whi le  we cont inue to  seek  add i t iona l  insurance
recover ies ,  we do  no t  know i f  we w i l l  be  success fu l -  in  ob ta in ing  re imbursement
fo r  e i ther  de fense cos ts  o r  indemni ty .  We have no t .  cons idered any  add i t iona l -
po ten t ia l  insurance recover ies  in  de termin ing  accrua ls  fo r  l -ead p igment  o r
asbes tos  l i t iga t ion  mat te rs .  Any  add i t iona l -  insurance recover ies  wou l -d  be
recognized when the receipt  is  probable and the amount is determinabl-e.

We have sett l -ed insurance coverage cl-aims concerning environmental
c la ims w i th  cer ta in  o f  our  p r inc ipa l  fo rmer  car r ie rs .  We do no t  expec t
further mater ia l -  set t l -ements relat ing to environmental-  remediat ion coverage.

New York  cases  -  In  October  2005 we were  served w i th  a  compla in t  in
OneBeacon American Insurance Company v,  NL Industr ies,  Inc. ,  et  af .  (Supreme
Cour t  o f  the  SEate  o f  New York ,  County  o f  New York ,  Index  No.  603429-05)  .  The
p la in t i f f ,  a  fo rmer  insurance car r ie r ,  seeks  a  dec l -a ra to ry  judgment  o f  i t s
o b l i g a t i o n s  t o  u s  u n d e r  i n s u r a n c e  p o l i c i e s  i s s u e d  t o  u s  b y  t h e  p l a i n t i f f ' s
p r e d e c e s s o r  w i t h  r e s p e c t  t o  c e r t a i n  l - e a d  p i g m e n t  l a w s u i t s  f  i l e d  a g a i n s t  u s .
I n  M a r c h  2 0 0 6 ,  t h e  t r i a l  c o u r t  d e n i e d  o u r  m o t i o n  t o  d i s m i s s .  I n  A p r i l  2 0 0 6 ,
we f i led  a  no t ice  o f  appea l  o f  the  t r ia l -  cour t ' s  ru l ing ,  and in  September
2007,  the  Supreme Cour t  Appe l l -a te  D iv is ion  (F i rs t  Depar tment )  reversed and
ordered tha t  the  OneBeacon compla in t  be  d ismissed.  The Appe l la te  D iv is ion  d id
not  d ismiss  the  counterc l -a i -ms and c ross  c l -a ims.

In February 2006, w€ were served with a complaint  in Certain
tlnderwriters atr LToyds, London v. Mil-l-ennium HoJdings LLC et al . (Supreme
C o u r t  o f  t h e  S t a t e  o f  N e w  Y o r k ,  C o u n t y  o f  N e w  Y o r k ,  I n d e x  N o .  0 6 / 6 0 0 2 5 ) .  T h e
p la in t i f f ,  a  fo rmer  insurance car r ie r  o f  ours ,  seeks  a  dec la ra to ry  judgment  o f
i t s  o b l i g a t i o n s  t o  u s  u n d e r  i n s u r a n c e  p o l i c i e s  i s s u e d  t o  u s  b y  p l a i n t i f f  w i t h
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respec t  to  cer ta in  lead p igment  lawsu i ts . I n  A p r i l  2 0 0 6 ,  t h e  E r i a l  c o u r t
d e n i e d  o u r  m o t i o n  t o  d i s m i s s .  I n  O c t o b e r  2 0 0 5 ,  w €  f i l e d  a  n o t i c e  o f  a p p e a l  o f
the  t r ia l -  cour t ' s  ru l ing ,  and in  October  2007,  the  Supreme Cour t  Appe l la te
D i v i s i o n  ( F i r s t  D e p a r t m e n E )  d e n i e d  o u r  a p p e a l .  I n  J a n u a r y  2 0 0 8 ,  L l o y d s  f i l e d
a  mot ion  fo r  a  p re l im inary  in junc t ion ,  seek ing  to  b lock  us  f rom l i t iga t ing  our
cLa ims in  the  Texas  case descr ibed be low,  wh ich  was den ied .  In  January  2QQ8,
L loyds  appea led  tha t  dec is ion  and ob ta ined a  temporary  res t ra in ing  order  wh ich
was gran ted ,  no t  on  the  mer i ts ,  bu t  in  o rder  to  ob ta in  a  rev iew o f  the  appea l
b y  a  f u l l  p a n e l .

Texas  caae -  In  November  o f  2005,  w€ f i led  an  ac t ion  aga ins t  OneBeacon
and cer ta in  o ther  insurance compan ies ,  wh ich  a l -so  issued insurance po l i c ies  to
us in the past,  capt ioned NI,  Industr ies,  Inc.  v.  OneBeacon America Insurance
Company,  € t .  a7 .  (D is t r i c t  Cour t  fo r  DaI las  County ,  Texas ,  Case No.  05-
I I347)  .  In  Apr i l  2006,  w€ f i led  a  comprehens ive  ac t ion  aga ins t  a l l  o f  the
insurance compan ies  wh ich  issued po l i c ies  to  us  tha t  po ten t ia l l y  cou l -d  p rov ide
insurance fo r  lead  p igment  ac t ions  and/or  asbes tos  ac t ions  asser ted  aga ins t
us, captioned NI., Industnes , Inc . v. American Re Insurance Company, €t al- .
( D a l l - a s  C o u n t y  C o u r t  a t  L a w ,  T e x a s ,  C a s e  N o .  C C - 0 6 - 0 4 5 2 3 - E )  .  I n  t h i s  a c t i o n ,

we asser t  tha t  de fendants  have breached the i r  con t rac tua l  ob l iga t ions  to  us
under  such insurance po l i c ies  w i th  respec t  to  lead p igment  and asbes tos
c l -a ims,  and we seek  a  dec l -a ra t ion  as  to  the  r igh ts  and ob l iga t ions  o f  each
insurance company w i th  respec t  to  such c la ims.  Both  cases ,  ds  we l -1  as  a  th i rd
case in  wh ich  we seek  in te rpre ta t ion  o f  a  S tand-St i l l  Agreement  tha t  was  in
p lace  be tween us  and cer ta in  o f  our  insurers ,  have been conso l - ida ted  in to  the
NL Industr ies,  Inc .  v.  American Re Insurance Company, €t  a l  .  case .  In October
2007,  w€ f i led  a  mot ion  fo r  summary  judgment  on  the  issue o f  OneBeacon 's
ob l iga t ion  to  de fend us  in  the  Rhode Is land l -ead p igment  ac t ion  (descr ibed
above) .

Other Ti t igat ion

In Apr i l  2006, w€ were served with a complaint  in Murphy, et  a l - .  v.  NI,
I n d u s t r i e s ,  I n c . ,  e t  a 7 .  ( U n i t e d  S t a t e s  D i s t r i c t  C o u r t ,  D i s t r i c t  o f  N e w
t T e r s e y ,  C a s e  N o .  2 : 0 5 - c v - 0 7 5 3 5 - W H W - S D W ) .  T h e  p l a i n t i f  f  s ,  i n  t h i s  a c t i o n  w e r e
the f  ormer minor i ty sharehol-ders of  NL Environmental-  Management Services,  Inc .
( * E M S " )  S e e  N o t e  1 3 .  I n  J u l y  2 0 0 6 ,  d e f e n d a n t s  f i l e d ,  a m o n g  o t h e r  t h i n g s ,  a

m o t i o n  t o  d i s q u a l i f y  p l a i n t i f f s '  c o u n s e l ,  w h i c h  w a s  g r a n t e d  i n  J a n u a r y  2 0 0 8 .
fn  February  2008,  the  p la in t i f f s  vo l -un tar i l y  d ismissed the  compla in t  w i thout
pre jud ice  and s imu l taneous ly  f i led  a  counterc l -a im,  th i rd  par ty  pe t i t ion  and a
p lea  in  in te rvent ion  in  the  Ter ry  S .  Casey  case d iscussed be l -ow.

In  May 2007,  w€ f i led  a  compla in t  in  Texas  s ta te  cour t  (Cont ran
C o r p o r a t i o n ,  e E  a l .  v .  T e r r y  S .  C a s e y ,  e t  d I . ,  C a s e  N o .  0 7 - 0 4 8 5 5 ,  7 9 2 " d
,Jud ic ia l  D is t r i c t  Cour t ,  DaLLas County ,  Texas)  in  wh ich  we a l leged neg l igence,
convers ion ,  and breach o f  con t rac t  aga ins t  a  fo rmer  serv ice  prov ider  to  us  who
was a lso  a  fo rmer  minor i ty  shareho l -der  o f  EMS.  In  February  2008,  two o ther
fo rmer  minor i ty  shareho lders  o f  EMS f i led  counterc l -a ims,  th i rd -par ty  pe t i t ion
and pe t i t ion  in  in te rvent ion ,  seek ing  damages re l -a ted  to  the i r  fo rmer
ownership in EMS. The counter-defendants named in the counterclaims are us
and Contran, and the thi rd-party defendants are Valhi  and certain of  our
cur ren t  o r  fo rmer  o f f i cers  o r  d i rec to rs  and cer ta in  cur ren t  o r  fo rmer  o f f i cers
or  d i rec to rs  o f  EMS.  See Note  1-3 .  The in te rvenors  and counter -p la in t i f f s
c la im tha t ,  in  p repar ing  the  va lua t ion  o f  the  minor i ty  shareho lders '  p re fe r red
shares  fo r  purchase by  EMS,  counter -de fendants  and th i rd -par ty  de fendants  have
commi t ted  minor i ty  shareho l -der  oppress ion ,  f raud,  b reach o f  f iduc ia ry  du ty ,
c iv i l  consp i racy ,  b reach o f  con t rac t  and to r tuous  in te r fe rence w i th  economic
re l -a t ions  under  New Jersey  1aw.  We be l - ieve  tha t  these c l -a ims are  w i thout
meri t  and intend to deny al l  a l legat ions of  wrongdoing and defend against  the
c l a i m s  v i g o r o u s l y .

F -  6 1



We have been named as a def endant in vari-ous Lawsuits in several
ju r i sd ic t ions ,  a l leg ing  persona l  in ju r ies  as  a  resu l t  o f  occupat iona l -  exposure
pr imari ly to products manufactured by some of our former operat ions containing
asbestos ,  s i l i ca  and/or  mixed dus t . .  Approx imate ly  470 o f  these types  o f  cases
remain  pend ing ,  invo lv ing  a  to taL  o f  approx imate ly  ? ,000 p la in t i f f s  and the i r
spouses .  In  add i t ion ,  the  c la ims o f  approx imate ly  3 ,300 fo rmer  p la in t i f f s  have
been administrat ively dismissed from Ohio State Courts.  We do not expect these
c l -a ims w i l l  be  re -opened un less  the  p la in t i f  f  s  meet  the  cour ts '  med ica l
cr i ter ia for  asbestos-related cl-aims. We have not accrued any amounts for  th is
l i t iga t ion  because o f  the  uncer ta in ty  o f  l iab i l i t y  and inab i l i t y  to  reasonab ly
es t imate  the  l iab i l i t y ,  i f  any .  To  da te ,  we have no t  been ad jud ica ted  l iab le
in  any  o f  these mat te rs .  Based on  in fo rmat ion  ava i lab l -e  to  us ,  inc lud ing :

o  fac ts  concern ing  our  h is to r ica l  opera t ions ;
o  the  ra te  o f  new c la ims;
r  the number of  c la ims from which we have been dismissed; and
.  our  p r io r  exper ience in  the  de fense o f  these mat te rs ,

we be l ieve  tha t  the  range o f  reasonab ly  poss ib le  ou tcomes o f  these mat te rs  w i l l
be  cons is ten t  w i th  our  h is to r ica l  cos ts  (wh ich  are  no t  mater ia l - ) .  Fur thermore ,
we do not expect any reasonably possibl-e outcome woul-d invol-ve amounts material-
to  our  conso l ida ted  f inanc iaL  pos i t ion ,  resu l - ts  o f  opera t ions  or  l iqu id i ty .  We
have and wi l l  cont inue to v igorously seek dismissal-  and/or a f inding of  no
l iabi l i ty  f rom each cl-aim. In addi t . ion,  f rom t ime to t ime, w€ have received
not ices regarding asbestos or s i l - ica c la ims purport ing to be brought against
former subsidiar ies,  including not ices provided to insurers wi th which we have
entered  in to  se t t1ements  ex t ingu ish ing  cer ta in  insurance po l i c ies .  These
insurers may seek indemnif icat ion f rom us.

fn  add i t ion  to  the  l i t iga t ion  descr ibed above,  we and our  a f f i l i a tes  a re
involved in var ious other environmental ,  contractual ,  product.  l iabiJ- i ty,  patent
(or intel l -ectual-  property)  ,  employment and other c la ims and disputes incidental
to  our  p resent  and fo rmer  bus inesses .  fn  cer ta in  cases ,  w€ have insurance
coverage for these i tems, al though we do not expect any addi t ional-  mater ia l
insurance coverage for our environmental-  c l -a ims.

We cur ren t ly  be l - ieve  tha t  the  d ispos i t ion  o f  a l l  c l -a ims and d isputes ,
indiv idual ly or in the aggregate,  shoul-d not have a mater ia l  adverse ef fect  on
our consol idated f inancial-  posi t ion,  resul- ts of  operat ions and l iquidi ty beyond
the accruals already provided.

Other matters

Concentrat ions of  credi t  r isk.  Sales of  TiO2 accounted for approximately
90? o f  our  Chemica l -s  sa l -es  dur ing  the  pas t  th ree  years .  T iO2 is  genera l l y  soLd
to  the  pa in t ,  p las t i cs  and paper  indus t r ies ,  wh ich  are  genera l l y  cons idered
"qua l i t y -o f - l i fe "  marke ts  whose demand fo r  T iO2 is  in f l -uenced by  the  re la t i ve
economic wel- l - -being of  the var ious geographic regions. TiO2 is sold to over
4,000 customers and the ten largest customers accounted for approximately 27+
of  chemica ls  sa l -es .  No s ing le  cus tomer  accounted  fo r  more  then 108 o f  sa les  in
2007.  In  each o f  the  pas t  th ree  years ,  approx imate ly  one-ha l f  o f  our  T iO2
sales vol-umes were to Europe with about 34* at t r ibutable to North America in
2007 .

We sel-l- our Component Products primarily to original equipment
manufacturers in North America.  In 2007, the ten largest customers accounted
for approximately 31t of  component products sal-es.  No single customer
accounted  fo r  more  than 10 t  o f  sa l -es  in  20Q7 .

A t  December  31 ,  2007,  conso l ida ted  cash,  cash equ iva len ts  and res t r i c ted
cash inc l -udes  approx imate ly  #26.4  mi l - l - ion  on  depos i t  a t  a  s ing le  U.s .  bank  ( in
2 0 0 6  t h e  a m o u n t  w a s  i 7 9  m i l l i o n ) .
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Operat ing -7.eases. Our pr incipal  Chemical-s Segment operat ing subsidiary
in Germany, Kronos titan GmbH, l-eases the l-and under its Leverkusen TiO2
product ion faci l i ty  pursuant to a Lease with Bayer AG that expires in 2050. We
own the Leverkusen faci l i ty  i tsel- f ,  which represents approximately one-third of
our  cur ren t  T iO2 produc t ion  capac i ty .  Th is  fac i l i t y  i s  loca ted  w i th in  Bayer 's
extensive manufactur ing complex.  We per iodical ly establ- ish the amount of  rent
for the land lease associated with our Leverkusen faci l i ty  by agreement wi th
Bayer for  per iods of  at  least  two years at  a t ime. The l -ease agreement
provides for no formul-a,  index or other mechanism to determine changes in the
rent for  the land l -ease, '  rather,  any change in the rent is subject  sole1y to
per iodic negot iat ion between Bayer and us.  We recognize any change in the rent
based on  negot ia t ions  as  par t  o f  lease expense s ta r t ing  f rom the  t ime such
change is agreed upon by both of  us,  as any such change in the rent is deemed
"cont ingent rentals" under GAAP. Under a separate suppl ies and services
agreement expir ing in 20IL,  Bayer provides some raw mater ia ls,  including
ch lo r ine ,  aux i l ia ry  and opera t ing  mater ia ls ,  u t i l i t i es  and serv ices  necessary
fo r  us  to  opera te  our  Leverkusen fac i l i t y .

We al-so lease var ious other manufacLur ing faci l i t ies and equipment.  Some
of the l -eases contain purchase and/or var ious term renewal-  opt . ions at  fa i r
market and fair  rental  val-ues, respect. ively.  In most cases we expect that ,  in
the normaL course of  business, such leases wi l l  be renewed or replaced by other
l -eases .  Rent  expense approx imated $12 mi l l ion  in  each o f  2005 ,  2006 and 20Q7 .
At December 31, 2007, our future minimum payments under noncancel- lab1e
operat ing Leases having an in i t ia l  or  remaining term of more than one year were
a s  f o l l o w s :

Years  end ing  December  31 ,

2 0 0 8
2 0 0 9
2  0 1 0
2 O I T
20L2
2073 and thereafter

Tota l - (1 )

( l ) _' ' 'Approx imate ly  
#24 mi l " l - ion  re la tes  to  the  Leverkusen

The minimum commitment amounts for  the l -ease included in the
each year  th rough the  2050 exp i ra t ion  o f  the  l -ease are  based
annua l  ren ta l -  ra te  as  o f  December  31 ,  2007.

Amount
( I n  m i l l i ons )

$e .  e
7 . 2
s .3
3 . 3
2 . 9

2 L . 6

ss0 .2

f  a c i l i t y  l - e a s e .
tab l -e  above for

upon the cur rent

Long-tezm contracts.  We have long-term supply contracts that  provide for
our TiO2 feedstock requirements through 201,1-. The agreements require us to
purchase certain minimum quant i t ies of  feedstock wi th minimum purchase
commi tments  aggregat ing  approx imate ly  $712 mi l - l - ion  a t  December  31 ,  2007.

Income taxes. Contran and us have agreed to a pol icy providing for the
a l - loca t ion  o f  tax  l iab i l i t ies  and tax  payments  as  descr ibed in  Note  1 .  Under
appl icabl-e law, w€, as wel- l -  as every other member of  the Contran Tax Group,
are  each jo in t l y  and severa l l y  l iab le  fo r  the  aggregate  federa l -  income tax
l iabi l i ty  of  Contran and the other companies included in the Contran Tax Group
for al l -  per iods in which we are included in the Contran Tax Group. Contran has
agreed,  however ,  to  indemni fy  us  fo r  any  l iab i l i t y  fo r  income taxes  o f  the
Contran Tax Group in excess of  our tax l iabi l i ty  previously computed and paid
by  us  in  accordance w i th  the  tax  a l - l -oca t ion  po l i cy .
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Note 18 Recent accounting pronouncementg:

Pension and Other Postret i rement Plans -  In September 2006, the FASB
issued SFAS No. l-58 , EmpToyers' Accounting for Defined Benefit Pension and
Otrher Postret i rement Pl-ans. SFAS No. 158 requires us to recognize an asset or
l iabi l i ty  for  the over or under funded status of  each of  our indiv idual  def ined
benef i t  pension and postret i rement benef i t  p lans on our Consol- idated Bal-ance
Sheets.  This standard does not change the exist ing recogni t ion and measurement
requirements that  determine the amount of  per iodic benef i t  cost  we recognize in
net income. We adopted the asset and l iabi l i ty  recogni t ion and discl-osure
requirements of  th is standard ef fect ive December 31, 2006 on a prospect ive
basis,  in which we recognized through other comprehensive income aI l  of  our
pr io r  unrecogn ized ga ins  and l -osses  and pr io r  serv ice  cos ts  o r  c red i ts ,  ne t  o f
tax  and minor i ty  in te res t ,  as  o f  December  31 ,  2006.  We now recogn ize  a l l
changes in the funded status of  these plans through comprehensive income, net
of  tax and minor i ty interest .  Any future changes wi l l  be recognized ei ther in
net  income,  to  the  ex ten t  they  are  re f lec ted  in  per iod ic  benef i t  cos t ,  oy
Ehrough other comprehensive income. T n  a d d i t i o n ,  p r i o r  t o  D e c e m b e r  3 1 ,  2 0 0 7
we used September 30 as a measurement date for  certain of  our pensj-on and
post re t i rement  benef i t  p1ans .  In  accordance w i th  th is  s tandard ,  e f fec t i ve
December 31, 2007 we transi t ioned al- l -  of  our plans which had previously used a
September 30 measurement date to a December 31 measurement date using a L5
month  ne t  per iod ic  benef i t  cos t .  Accord ing ly  one- f i f th  o f  the  ne t  per iod ic
b e n e f i t  c o s t  f o r  t h e  p e r i o d  f r o m  O c t o b e r  L ,  2 0 0 6  t h r o u g h  D e c e m b e r  3 1 ,  2 0 0 7 ,
ne t  o f  income taxes  and minor i ty  in te res t ,  has  been a l - l -oca ted  as  a  d i rec t
ad jus t .ment  to  re ta ined earn ings  to  re f l -ec t  th is  change and four - f i f ths  o f  the
cos t  was  a l - loca ted  to  expense in  2007.  To  the  ex ten t  the  ne t  per iod ic  benef i t .
cos t  inc l -uded amor t i za t ion  o f  unrecogn ized ac tuar ia l -  l -osses ,  p r io r  serv ice
cos t  and ne t  t rans i t ion  ob l iga t ions ,  wh ich  were  prev ious ly  recogn ized as  a
component of  accumul-ated other comprehensive income at December 31, 2006, the
ef fec t .  on  re ta ined earn ings ,  ne t  o f  income taxes  and minor i ty  in te res t ,  was
of fse t  by  a  change in  accumula ted  o ther  comprehens ive  income.  See Note  11 .

Fa i r  Vafue  Measurement ,s  In  September  2006,  the  FASB issued SFAS No.
I57 ,  Fa i r  VaTue MeasuremenEs,  wh ich  w i l l  become e f fec t i ve  fo r  us  on  January  1 - ,
2 0 0 8 . SFAS No.  1 ,57  genera l l y  p rov ides  a  cons is ten t ,  s ing le  f  a i r  va l -ue
def in i t ion  and measurement  techn iques  fo r  GAAP pronouncements .  SFAS No.  1"57
a lso  es tab l i shes  a  fa i r  va1ue h ie rarchy  fo r  d i f fe ren t  measurement  techn iques
based on  the  ob jec t ive  na ture  o f  the  inputs  in  var ious  va l -ua t ion  methods .  In
February  2008,  the  FASB issued FSP No.  FAS 7 ,57-2 ,  E f fec t i ve  Date  o f  FASB
Sta tement  No.  757 wh ich  w i l l  de lay  the  prov is ions  o f  SFAS No.  L57 fo r  one year
fo r  a l l  non f inanc ia l  asse ts  and nonf inanc ia l -  l i ab i l i t i es ,  except  those tha t
are  recogn ized or  d isc losed a t  fa i r  va l -ue  in  the  f inanc ia l -  s ta tements  on  a
recur r ing  bas is  (a t  l -eas t  annua l - l y )  .  We w i l l  be  requ i red  to  ensure  a l - l  o f  our
f  a i r  va l -ue  measurements  a re  in  compl iance w i th  SFAS No.  L57 on  a  p rospec t ive
b a s i s  b e g i n n i n g  i n  t h e  f i r s t  q u a r t e r  o f  2 0 0 8 ,  e x c e p t  f o r  n o n  f i n a n c i a l  a s s e t s
and l iab i l - i t ies ,  wh ich  we w i l l  be  requ i red  to  be  in  compl iance w i th  SFAS No.
I57  prospec t ive ly  beg inn ing  in  the  f i rs t  quar te r  o f  2009.  In  add i t ion ,  we
wi l l  be required to expand our discl-osures regarding the val-uat ion methods and
leve l -  o f  inpu ts  we u t i l - i ze  in  the  f  i r s t  quar t .e r  o f  2008,  except  fo r
n o n - f  i n a n c i a l -  a s s e t s  a n d  l i a b i l i t i e s ,  w h i c h  w i l l  r e q u i r e  d i s c l - o s u r e  i n  t h e
f i rs t  quar te r  o f  2009.  The adopt ion  o f  th is  s tandard  w i l l  no t  have a  mater ia l -
e f fec t  on  our  Conso l - ida ted  F inanc ia l  S ta tements .

Fa i r  Va l -ue  Opt ion  -  In  the  f i rs t  quar te r  o f  2OO7 the  FASB issued SFAS
No .  l -5 9 ,  The Fair  VaLue Opt ion f  or  FinanciaL Assets and Financial
L iab i -7 . :  t :es .  SFAS 159 permi ts  compan ies  to  chose,  d t  spec i f  ied  e l -ec t ion
dates ,  to  measure  e l ig ib le  i tems a t  f  a i r  va l -ue ,  w i th  unrea l - i zed  ga ins  and
l -osses  inc ]uded in  the  de terminat ion  o f  ne t  income.  The dec is ion  to  e lec t  the
fa i r  va l -ue  op t ion  is  genera l l y  app l ied  on  an  ins t rument -by- ins t rument  bas is ,
i s  i r revocab l -e  un less  a  new e lec t ion  da te  occurs ,  and is  app l ied  to  the  en t i re
ins t rument  and no t  to  on ly  spec i f ied  r i sks  o r  cash f lows or  a  por t ion  o f  the
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i ns t rument .  I tems e l ig ib le  fo r  the  fa i r  va l -ue  op t ion  inc lude recogn ized
f inanc ia l -  asse ts  and l iab i l i t ies ,  o ther  than an  inves tment  in  a  conso l - ida ted
subs id ia ry ,  de f ined benef i t  pens ion  p lans ,  OPEB p1ans,  leases  and f inanc ia l
ins t ruments  c l -ass i f ied  in  equ i ty .  An inves tment  accounted  fo r  by  the  equ i ty
method is  an  e l ig ib le  i tem.  The spec i f ied  e l -ec t . ion  da tes  inc lude the  da te  the
company f i rs t  recogn izes  the  e l ig ib le  i tem,  the  da te  the  company en ters  in to
an e l ig ib le  commi tment ,  the  da te  an  inves tment  f i rs t  becomes e l ig ib le  to  be
accounted  fo r  by  the  equ i ty  method and the  da te  SFAS No.  1 -59  f i rs t  becomes
ef fec t i ve  fo r  the  company.  I f  we e lec t  to  measure  e l ig ib le  i tems a t  fa i r
value under the standard,  we woul-d be required to present certain addi t ional
d i s c l o s u r e s  f o r  e a c h  i t e m  w e  e ] e c t .  S F A S  N o .  1 - 5 9  b e c o m e s  e f f e c t i v e  f o r  u s  o n
J a n u a r y  L , 2 0 0 8 .  W e  d o  n o t  e x p e c t  t o  e l e c t  t o  m e a s u r e  a n y  a d d i t i o n a l -  a s s e t s
or  l iab i l i t ies  a t  fa i r  va lue  tha t  a re  no t  a l ready  measured a t  fa i r  va l -ue  under
ex is t ing  s tandards ,  there fore  the  adopt ion  o f  th is  s tandard  w i l l  no t  have a
mater ia l  e f  fec t  on  our  Conso l - ida ted  F inanc ia l -  S ta tements .

Noncont . ro l -7 ing  In te res t  In  December  2007 the  FASB issued SFAS No.  150,
NoncontroJl ing Interests in Consol idated Financial  St .aEements,  an Amendment of
ARB No.  57 .  SFAS No.  150 es tab l - i shes  a  s ing le  method o f  account ing  fo r
changes in  a  parent ' s  ownersh ip  in te res t  in  a  subs id ia ry  tha t  do  no t  resu l t  in
deconso l ida t ion .  On a  prospec t ive  bas is  any  changes in  ownersh ip  w i l l  be
accounted  fo r  as  equ i ty  t ransac t ions  w i th  no  ga in  o r  l -oss  recogn ized on  the
transact ions unl-ess there is a change in control- , '  under exist ing GAAP such
changes in  ownersh ip  genera l l y  resu l t  e i ther  in  the  recogn i t ion  o f  add i t iona l -
goodwi l l  ( f  o r  an  inc rease in  ownersh ip )  o r  a  ga in  o r  l -oss  inc l -uded in  the
determinat ion  o f  ne t  income ( fo r  a  decrease in  ownersh ip ) .  The s ta tement
s tandard izes  the  presenta t ion  o f  noncont ro l l ing  in te res t  as  a  component  o f
equ i ty  on  the  ba lance sheet  and on  a  ne t  income bas is  in  the  s ta tement  o f
o p e r a t i o n s . Th is  S ta tement  a l -so  requ i res  expanded d isc l -osures  in  the
conso l ida ted  f inanc ia l -  s ta tements  tha t  c lear ly  iden t i f y  and d is t ingu ish
between the  in te res ts  o f  the  parent  and the  in te res ts  o f  the  noncont roJ- l ing
owners  o f  a  subs id ia ry .  Those expanded d isc1osures  inc1ude a  reconc i l - ia t ion  o f
the beginning and ending bal-ances of  the equi ty at t r ibutabl-e to the parent and
the  noncont ro l l ing  owners  and a  schedu le  showing the  e f fec ts  o f  changes in  a
parent ' s  ownersh ip  in te res t  in  a  subs id ia ry  on  the  equ i ty  a t t r ibu tab l -e  to  the
p a r e n t .  T h i s  s t a t e m e n t  w i l l  b e  e f f e c t i v e  f o r  u s  o n  a  p r o s p e c t i v e  b a s i s  i n  t h e
f i r s t  q u a r t e r  o f  2 0 0 9 .  W e  w i l l  b e  r e q u i r e d  t o  r e c l - a s s i f y  o u r  b a L a n c e  s h e e t
and s ta tement  o f  opera t ions  to  conform to  the  new presenta t ion  requ i rements
and to  inc lude the  expanded d isc l -osures  a t  th is  t ime.  Because the  new method
of  account ing  fo r  changes in  ownersh ip  app l ies  on  a  p rospec t ive  bas is ,  we are
unab1e to  p red ic t .  the  impact  o f  t .he  s ta tement  on  our  Conso l - ida ted  F inanc iaL
Sta tements .  However ,  to  the  ex ten t  we have subs id ia r ies  tha t  a re  no t  who l ly
owned at  the date of  adopt ion,  any subsequent increase in ownership of  such
subs id ia r ies  fo r  an  amount  o f  cons idera t ion  tha t  exceeds the  then-car ry ing
va l -ue  o f  the  noncont ro l l ing  in te res t  re l -a ted  to  the  inc reased ownersh ip  wou1d
resul t  in a reduct ion in the amount of  equi ty at t r ibutabl-e to our
shareho l -ders ,

Business Combinat ions Al-so in December 2007 the FASB issued SFAS No.
l4 l  ( rev ised 2007)  ,  Busrness  Combinat ions ,  wh ich  app l ies  to  us  prospecEive ly
fo r  bus iness  combina t ions  tha t  c l -ose  in  2009 and beyond.  The s ta tement
expands the  de f in i t ion  o f  a  bus iness  combina t ion  to  inc l -ude more  t ransac t ions
inc lud ing  some asset  purchases  and requ i res  an  acqu i re r  to  recogn ize  assets
acqu i red ,  l iab i l i t ies  assumed and any  noncont ro l l ing  in te res t  in  the  acqu i ree
at  the  acqu is i t ion  da te  a t  f  a i r  va l -ue  as  o f  tha t  da te  w i th  l - im i ted  except ions .
The s ta tement  a l -so  requ i res  tha t  acqu is i t ion  cos ts  be  expensed as  incur red  and
res t ruc tur ing  cos ts  tha t  a re  no t  a  l iab i l i t y  o f  the  acqu i ree  a t  the  da te  o f
the  acqu is i t ion  be  recogn ized in  accordance w i th  SFAS No.  146,  Account ing  fo r
Costs  Assoc ia ted  w i th  Ex i t  o r  D isposa l  Ac t iv i t ies .  Due to  the  unpred ic tab l -e
nature  o f  bus iness  combina t ions  and the  prospec t ive  app l i ca t ion  o f  th is
statement we are unabl-e to predict  the impact of  the statement on our
Conso] ida ted  F inanc ia l -  S ta tements  .
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Uncertain Tax Posi t ions -  In the second quarter of  2006 the FASB issued
FTN No .  48,  Account ing for  Uncertain Tax Posi t ions,  which we adopted on January
L ,  2007.  FTN No.  48  c l -a r i f ies  when and how much o f  a  benef i t  we can recogn ize
in  our  conso l - ida ted  f inanc ia l  s ta tements  fo r  cer ta in  pos i t ions  taken in  our
income tax returns under Statement of  Financial-  Account ing Standards No. l -09,
Account ing for  Income Taxes, and enhances the discl-osure requirements for  our
income tax  po l i c ies  and reserves .  Among o ther  th ings ,  F IN No.  48  proh ib i ts  us
f rom recogn iz rng  t ,he  benef i t s  o f  a  tax  pos i t ion  un less  we be l ieve  i t  i s  more-
1 ike1y- than-not  our  pos i t ion  w i l l -  p reva i l  w i th  the  app l icab le  tax  au thor i t ies
and l imi ts the amount of  the benef i t  to the largest amount for  which we
b e l - i e v e  t h e  l i k e l i h o o d  o f  r e a l i z a t i o n  i s  g r e a t e r  t h a n  5 0 ? .  F I N  N o .  4 8  a l - s o
regu i res  compan ies  to  accrue  pena l t ies  and in te res t  on  the  d i f fe rence be tween
tax  pos i t ions  taken on  the i r  tax  re tu rns  and the  amount  o f  benef i t  recogn ized
for f inancial-  report ing purposes under the new standard.  We are reguired to
c l -ass i fy  any  fu tu re  reserves  fo r  uncer ta in  tax  pos i t ions  in  a  separa te  cur ren t
or  noncur ren t  l iab i l i t y ,  depend ing  on  the  na ture  o f  the  tax  pos i t ion .

Upon adopt ion  o f  F IN No.  48  on  January  I ,  2007,  w€ increased our
ex is t ing  reserve  fo r  uncer ta in  tax  pos i t ions ,  wh ich  we prev ious ly  c l -ass i f ied
a s  p a r t  o f  o u r  d e f e r r e d  i n c o m e  t a x e s ,  f r o m  $ 5 5 . 3  m i l - L i o n  t o  $ 5 5 . 9  m i l l i o n  a n d
accounted  fo r  such $ f .  A  mi l l - ion  inc rease as  a  decrease to  re ta ined earn inss  in
accordance w i t .h  the  t rans i t ion  prov is ions  o f  the  s tandard .

We accrue  in te res t  and pena l t ies  on  our  uncer ta in  tax  pos i t ions  as  a
component of  our provis ion for income taxes. The amount of  interest  and
pena l t ies  we accrued dur ing  2007 was no t  mater ia l ,  and a t  December  31 ,  2OO7 we
had $S.  f  m i l l i on  accrued fo r  in te res t  and an  immater ia l -  amount  accrued fo r
p e n a l t i e s  f o r  o u r  u n c e r t a i n  t a x  p o s i t i o n s .

The fol lowj-ng table shows the changes in the amount of  our uncertain tax
p o s i t i o n s  ( e x c l u s i v e  o f  t h e  e f f e c t  o f  i n t e r e s t  a n d  p e n a L t i e s )  d u r i n g  2 0 0 7 :

Amount
( In  n i l l i ons )

$ s 1 . 7

. 1
( 1 . e )

1 1 . 3
( . s )

( . 5 )
( 5 . s )
1 . 0

$5-4-_6

I f  o u r  u n c e r t a i n  t a x  p o s i t i o n s  w e r e  r e c o g n i z e d ,  a  b e n e f i t  o f  $ 4 9 . 0
mi l l - ion  wou l -d  a f  f  ec t  our  e f  f  ec t i ve  income tax  ra te .  We cur ren t ly  es t imate
tha t  our  unrecogn ized tax  benef i t s  w i l l  decrease by  approx imate ly  $2 .9  mi l l ion
dur ing the next twel-ve months due to the reversal  of  certain t iming
d i f fe rences  and the  reso lu t ion  o f  cer ta in  examinat ion  and f i l i ng  p rocedures
re l -a ted  to  one or  more  o f  our  subs id ia r ies .

Unrecogn ized tax  benef i t s  :
Amount at  adopt. ion of  FIN No .  48
T a x  p o s i t i o n s  t a k e  i n  p r i o r  p e r i o d s :

G r o s s  i n c r e a s e s
G r o s s  d e c r e a s e s

Tax pos i t ions  taken in  cur ren t  per iod :
G r o s s  i n c r e a s e s
Gross  decreases

Set . t l -ements  w i th  tax ing  au thor i t ies
c a s h  p a i d

L a p s e  o f  a p p l i c a b L e  s t a t u t e  o f  l i m i t a t i o n s
Fore ign  cur rency  t rans la t ion

Amount  a t  December  31 ,  2007
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W e  f i l e  i n c o m e  t a x  r e t u r n s  i n  v a r i o u s  U . S .  f e d e r a L ,  s t a t . e  a n d  L o c a l
j u r i s d i c t i o n s . We a lso  f i le  income tax  re tu rns  1n  var ious  fo re ign
ju r isd ic t ions ,  p r inc ipa l l y  in  Germany,  Canada,  Ta iwan,  Be lg ium and Norway.
Our  domest ic  income tax  re tu rns  pr io r  to  2OQ4 are  genera l l y  cons idered c losed
to  examinat ion  by  appf icab l -e  tax  au thor i t ies .  Our  fo re ign  income tax  re tu rns
are  genera l l y  cons idered c losed to  examinat ion  fo r  years  p r io r  to  20Q2 fo r
Canada,  Be lg ium and Ta iwan;  2OO3 fo r  Germany and l -998 fo r  Norway

Note 19 -  FinanciaL instrunents:

December 3 1,
2 0 0 5 2007

Carrying
amount

$ 1 e 8 . 7

A  a ^

P  r z . o

2 5 9  . 0

$ s 2 s .  o

2 5 0 . 0
. 3

5 . 5

<  q 6  n
Y  J v .  v

2 2  . 3

4 5  . 4

$ 8 6 6 .  B

$  1 9 8 . 7

A  i ^  ap  r z . o

2 s 9  . 0

L  P a  ^

)  5 L 2 . 5

: _ ^
z ) v . v

5 . 5

$  8 4 . 8
7 9 . s
9 1 . 0

$ 2 , 9 8 5 . 0

s 1 4 s .  5

$  7 . 2
3 1 9 . 8

$ s 8 s .  s
5 0 . 0

2 5 0 . 0
. 4

1 5 . 4

$  s s . 7
2 0  . 4
L 4 . 4

$ 6 1 8 . 4

F a i r
value

$  1 4 s . 6

$  t . z
3 1 9 . 8

$  s 0 7 . 7
s 0 . 0

2 5 0 . 0
. 4

1 5 . 4

$  9 3 . 1
4 2 . 7
2 5 . 2

s 1 , 8 2 3 . 6

Fair Carrying
value amount

( I n  m i l l i o n s )

Cash ,  cash  equ i va len t s  and  res t r i c t ed  cash
equ i va len t s

Marke tab le  secu r i t i es  :
Current
Noncurrent,

Long - te rm  deb t  ( exc lud ing  cap i t a l i zed  l eases )  :
Pub I i c l y - t r aded  f i xed  ra te  deb t

K I I  Sen io r  Secu red  No tes
CompX var iab1e ra te  promissory  note
Snake River Sugar Company f ixed rate loans
Othe r  f i xed - ra te  deb t
Va r i ab le  ra te  deb t

M i n o r i t y  i n t e r e s t  i n :
NL common stock
Kronos common stock
CompX common stock

Valh i  common s tockholders '  equ i ty

The fair  val-ue of  our publ ic ly- t raded marketabLe secur i t ies and debt,
minority interest in NL Industries, Kronos and CompX and our common
stockholders '  equi ty are al l  based upon quoted market pr ices,  Level  1 inputs as
def  ined  in  SFAS No.  I57  ,  a t  each ba l -ance sheet  da te .  The es t imated f  a i r  va lue
of our investment in The Amalgamated Sugar Company LLC is $250 mi l l ion ( the
redemption pr ice of  our investment in the LLC) .  The fair  va1ue of  our f  ixed-
rate nonrecourse loans from Snake River Sugar Company is based upon the $250
mill ion redemption price of our investment in the Amalgamated Sugar Company
LLC, which col- lateral- izes the nonrecourse 1oans, these are Level  3 inputs as
def ined in SFAS No. 1,57 .  Fair  values of  var iabl-e interest  rate debt and other
f ixed-rate debt are deemed to approximate book val-ue. Due to their  near- term
matur i t ies ,  the  car ry ing  amounts  o f  accounts  rece ivab le  and accounts  payab le
are  cons idered equ iva len t  to  f  a i r  va l -ue .  See Notes  4  and 9  .

We per iod ica l l y  use  cur rency  fo rward  cont rac ts  to  manage a  por t ion  o f
fo re ign  cur rency  exchange ra te  marke t  r i sk  assoc ia ted  w i th  t rade rece ivab les ,
or  s im i l -a r  exchange ra te  r i sk  assoc ia ted  w i th  fu tu re  sa l -es ,  denominated  in  a
cur rency  o ther  than the  ho lder '  s  func t  j -ona l  cur rency . These cont . rac ts
general ly relate to our Chemical-s and Component Products operat ions.  We have
not  en tered  in to  these cont rac ts  fo r  t rad ing  or  specu la t i ve  purposes  in  the
pas t ,  nor  do  we cur ren t l -y  an t ic ipa te  enEer ing  inEo such cont rac ts  fo r  t rad ing
or  specu la t i ve  purposes  in  the  fu tu re .  Some o f  the  cur rency  fo rward  cont rac ts
we enter into meet the cr i ter ia for  hedge account ing under GAAP and are
des ignated  as  cash f low hedges.  For  these cur rency  fo rward  cont rac ts ,  ga ins
and l -osses  represent ing  the  e f fec t i ve  por t ion  o f  our  hedges are  de fer red  as  a
component of  accumul-ated other comprehensive income, and are subsequent ly

F - 6 7



recogn ized in  earn ings  a t  the  t ime the  hedged i tem a f fec ts  earn ings .  For  the
cur rency  fo rward  cont rac ts  we en ter  in to  wh ich  do  no t  meet  the  c r i te r ia  fo r
hedge account i tg ,  we mark- to -marke t  the  es t imated  fa i r  va l -ue  o f  such cont rac ts
a t  each ba l -ance sheet  da te ,  w i th  any  resu l t ing  ga in  o r  l -oss  recogn ized in
income current ly as part  of  net  currency transact ions.  We had no forward
c o n t r a c t s  o u t s t a n d i n g  a t  D e c e m b e r  3 1 ,  2 0 0 5  o r  D e c e m b e r  3 1 ,  2 0 0 7 .

Note  20  -  Earn ings  per  share :

Basic earnings per share of  common stock is based upon the weighted
average number of  our common shares actual ly outstanding dur ing each per iod.
Di luted earnings per share of  common stock incLudes the impact of  our
ou ts tand ing  d i l -u t i ve  s tock  op t ions  as  we l - l -  as  the  d i l -u t i ve  e f fec t ,  i f  a r r l ,  o f
d i lu ted  earn ings  per  share  repor ted  by  Kronos ,  NL,  CompX or  T IMET.

Years ended December 31,
2 0 0 s 2 0 0 6 2007

( I n  m i l l i ons ,  excep t , per  share  da ta)
Bas ic  EPS computa t ion :

Numerator
Income ( loss)  f rom cont inu ing

opera t ions

Denominator
Weighted average common shares

Bas ic  EPS f rom cont inu ing  opera t ions

Di l -u ted  EPS computa t ion :

Numerator :
Income ( loss)  f rom cont inu ing

opera t ions
N e t  e f f e c t  o f  d i l u t e d  e a r n i n g s  p e r

s h a r e  o f  T I M E T ( 1 )

Income ( loss)  f rom cont inu ing
opera t ions  fo r  d i lu ted  earn ings  per
share

Denominator :
Weighted average common shares

B a s i c
Stock  op t ion  convers ion(2)

Weighted average common shares
Di l -u ted

Di l -u ted  EPS f rom cont inu ing  opera t ions

s (4s .7 )

$_!.2 ! $__l-_1s )

The di l -ut ive ef  f  ect  of  d i l -ut ive earnings per share f  or  Kronos, NL and
C o m p X  i n  2 0 0 5 ,  2 0 0 6  a n d  2 0 0 7  a n d  f o r  T I M E T  i n  2 0 0 5  a n d  2 0 0 7  w a s  n o t
s i g n i f i c a n t .
S tock  op t ion  convers ion  exc l -udes  an t i -d i l -u t i ve  shares  o f  267,000 dur ing
2 0 0 7  .

g_!2, I

_]13-2

$-____.59

$  8 2 . 1

$__szJ

L L 8  . 2
. 3

_ l1€l

$  .  o g

$ 1 4 U

_  l l t -  l

fi_ t_,22

$ 1 4 1 . 7

( 2 . 3 )

$13 9_,_4

r _ r _ 6 .  1
. 4

1 r _ 6 . 5

--LLI-J-

g_ l_4e)

$(+s .z )

$l_15J)

LL4  .7

L L   . 7
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Note  2L  -  Quar te r ly  resuLts of operat ions (unaudi ted) :

Quarter ended
March 31 ilune 3 0 S e p t .  3 0  D e c .  3 1

( I n  m i l l i o n s , except per share data)

Year ended December 37, 2005

Net  sa l -es
Gross  marg in
Operat ing income

Income from cont inuing operat ions
Discont inued opera t ions

Net  income(1)

P e r  b a s i c  s h a r e :
Cont inu ing  opera t ions
Discont inued opera t ions

Net income

Year ended December 37, 2007

N e t  s a l e s
Gross margin
Operat ing income

N e t  i n c o m e  ( l o s s )

P e r  b a s i c  s h a r e :

$ 3 s 4 . 3
8 2  . 7
3 5 . 7

$  ' : ' n

S  z t . q

. 2 0

$____.2 !

$3se .  o
8 0 . 1
3 2  . 9

$  2 6 . r

$ 3 e e . 6
9 0 . 0
3 7  . 8

$  1 7 . 8
( . 1 )

S  t t . t

. 1 5

$ 3 8 3 . 1
8 4 . 7
3 5 . 8

s  20 .1

$  2 0 . 1

. 1 7

$ 3 4 4  . 4
8 4  . 6
3 8 . 9

$  8 0 . 4
'l

s  80 .  s

-1 A

$___- J !

$ 3 s 3 . 5
s 6  . 6

t . z

$ ( 1 4 . 2 )

$____.15 v  . L t

$ 3 8 e . 0  $ 3 e 0 . 5
7 2 . 9  7 6 . 3
2 6 . 2  2 4 . 2

$  ( q . g )  $ ( s 2 . 7 )

N e t  i n c o m e  ( l o s s )  $  . 2 3  $  ( .  o + )  $  ( . + a )  $  ( . r 2 )

(1) We recognized the fol lowing amounts dur ing the fourth quarter of  2005:
o  a n  a f t e r - t a x  g a i n  o f  $ 2 3 . 6  m i l l i o n ,  o t  $ . 2 0  p e r  d i l u t e d  s h a r e ,

reLated to the sal-e of  certain ]and in Nevada;
o  a n  i n c o m e  t a x  b e n e f i t  o f  $ 1 7 . 8  m i l l i o n ,  o r  $ . 1 5  p e r  d i l u t e d  s h a r e ,

net of  minor i ty interest  reLated to the favorabl-e development wi th
certain income tax audi ts of  Kronos; and
af  te r - tax  income o f  $ l -0  .2  mi l l ion ,  o r  $  .  09  per  d i lu ted  share ,
re la ted  to  our  p ro- ra ta  share  o f  a  ga in  recogn ized by  T IMET on i t s
sa l -e  o f  a  bus iness  inves tment .

See Notes  1 ,2  and 15 .

The sum of the quarterly per share
share amounts due to relat ive changes in
used in the per share computat ions.

amounts may not equal the annual- per
the weighted average number of shares
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VAI,HI, INC. AIiID SI'BSIDIARIES

SCHEDULE f - COIIDENSED FINAIICIAL INFORIT{ATION OF REGISTR.Aff,f

Condensed Balance Sheets

( f n  m i l l i ons )

December 3L,
2006

C u r r e n t  a s s e t s :
Cash and cash equivalents
Rest r i c ted  cash equ iva len ts
Accounts and notes receivabl-e
Rece ivab les  f rom subs id ia r ies  and a f f i l i a tes :

fncome taxes ,  ne t
Other

Deferred income taxes
Other

Tota l  cur ren t  asse ts

O t h e r  a s s e t s :
Marke tab le  secur i t ies
Rest r i c ted  cash equ iva len ts
Investment in and advances to subsidiar ies and

af  f  i l - ia te
O t h e r  a s s e t s
Property and equipment, net

Tota l -  o ther  assets

Tota l -  asse ts

C u r r e n t  l i a b i l - i t i e s :
Payab les  to  subs id ia r ies  and a f f i l i a tes :

Income taxes, net
Other

Accounts payable and accrued l iabi l i t ies

Tota l -  cur ren t  l iab i l i t ies

Noncur ren t  l iab i l i t ies  :
Long-term debt Snake River Sugar Company
Deferred income taxes
Other

Tot.al-  noncurrent l iabi l i t ies

Stockho l -ders '  equ i ty

A  - a

)  o / . 5

. 5

. 8

1 . 8

3 . 0
r . 7

. 2

7 5 . r

2 5 0 . 0
. 4

L , L 0 2 . 7
. 2

9

L , 3 5 4  . 2

El_, 322- 3

$ -

3 . 1

3 . 1

2 5 0 . 0
3 0 8 . 7

. 7

5 5 9  . 4

8 6 6 . 8

s 1 ,  ,  4 2 9  . 3

2007

$  1 8 . 4
. 4
. 5

1 . 5
. 3

2 L . 2

2 7 L . 9

9 L 8 . 0
. 3
. 9

1 , 1 9 1 . 1

fi1,.2L2-_!

$  1 . 5
. 7

3 . 1

5 . 3

2 s 0 . 0
3 2 L . 4

L t . 2

5 8 8 . 5

6 1 8  . 4

s L  , 2 L 2  . 3Tota l -  l iab i l i t ies  and s tockho lders '  equ i ty

The  accompany ing  No tes  a re  an  i n teg ra l  pa r t  o f  t he  f i nanc ia l  s t a temen ts .

s - 1



VAIJHI, TNC. AI{D SI'BSIDIARIES

SCHEDULE I - COIIDENSED FINAI{CIAIJ INFORIT{ATION OF REGfSTR.Alitlt (CONIINUED)

Condensed Statements of Operations

( In  mi l l ions)

Years ended December 31
2 0 0 5 2 0 0 6 2007

Revenues and other income:
Interest  and div idend income
Wr i te -o f f  o f  accrued in te res t  on  ]oan

Snake River Sugar Company
Equity in earnings of  subsidiar ies

a n d  a f f i l i a t e s
Other income, net

Total- revenues and other income

Costs  and expenses :
General-  and administrat ive
In te res t

Total  costs and expenses

Income ( loss) before income taxes

Provis j -on for income taxes (benef i t )

fncome from cont inuing operat ions

Discont inued operat ions

Net  income ( loss)

$  5 2 . 4
t o

( 2 1  . 6 )

8 8 . 8
2 . 2

r 2 t  . 8

8 . 5
2 4 . r

3 2  . 5

8 9 . 2

7 . L

8 2 . L

(  . 2 )

$  8 1 . e

$  3 5 . 0

l _ 5 1 . 5

3 . 9

r _ 9 1  . 5

7 . 9
2 4 . L

3 2  . 0

1 5 9 . 5

1 7  . 8

I 4 I . 7

$  2 e . 2

( 5 3 . 0 )
3 . 8

( 3 0 . 0 )

7 . 5
2 4 . L

3 L . 7

( 6 L  . 7  )

( 1 5 . 0 )

( 4 s  . 7  )

an  in tegra l  par t

s1-4L .7 $l4s r.)

The accompanying Notes are

s -2

o f  t h e  f i n a n c i a l  s t a t e m e n t s .



VAI,HI, INC. AI{D SI'BSIDIARIES

SCHEDUI,E I . COIIDENSED FINA}ICIAIJ INFORMATION OF REGISTRNIT (CONTINUED)

Condensed Statements of Cash Flows

( f n  m i l l i ons )

Years ended December 31,
2 0 0 5  2 0 0 6  2 0 0 7

Cash f  l -ows f  rom opera t ing  ac t iv i t ies :
Net  income ( loss)
Wr i te -o f f  o f  accrued in te res t  rece ivab l -e  2 I .6

$  8 t _ . e  $  1 _ 4 1 _ . 7  $ ( 4 s . 7 )

2 0  . 7  ( 1 9 .  s )

( 8 8 . 8 )  ( r _ s 1 . 5 )  5 3 . 0

Deferred income taxes
Equ i ty  in  earn ings  o f  subs id ia r ies

a n d  a f  f  i l - i a t e :
Cont inuing operat ions
Discont inued operat ions

Dividends from subsidiar ies and
a f  f  i l - i a t e s

Other ,  ne t
Net  change in  assets  and l iab i l i t ies

NeL cash provided by operat ing
a c t i v i t i e s

Cash f  lows f  rom inves t . ing  ac t iv i t ies :
P u r c h a s e s  o f :

Kronos common stock
TIMET common stock
NL common stock

Loans to  subs id ia r ies  and a f  f  i l - ia tes :
Loans
Col - l -ec t ions

Investment in other subsidiary
Col- l -ect ion of  l -oan to Snake River

Sugar Company

1 0 1 . 4 9 6 . s  5 9 . 9

( 7 . 0 )  ( 2 s . 4 )  -
( 1 8 . 0 )  ( L 8 . 7  )  ( 2 7  . s )

( . 4 )

( g s .  + )  ( \ 2 . e )  ( 2 0 . L )
t _ 8 .  t _
( 2 . e )

8 0 . 0
. L

3 4 . 8  ( s 7 .  s )  ( s 2 . 8 )

r - 0 . 9

. 2

5 8 . 6
( . 3 )

7 7  . 3

8 7  . 0  4 9 . 2
( . 7 )  . 1
( . 5 )  L 2 . 8

Change in  res t r i c ted  cash equ iva len ts ,  ne t
Other ,  ne t

Net cash provided by (used in)
inves t ing  ac t iv i t ies

1 t r
L . J

s -3



VALHI' INC.

SCHEDI'TJE I' COIVDENSED FINA}TCIAIJ

Condensed Statements

AND SI'BSIDIARIES

INFORMATION OF REGISTRANT (COIITINUED)

of Cash Flows (Continued)

m i l l i ons )

Years ended December 31
2 0 0 5 2 0 0 5

( rn

Cash f  l -ows f rom f  inanc ing  ac t iv i t ies :
Indebtedness :

Borrowings
Principal  payments

Cash div idends
Treasury stock acquired
Other ,  ne t

Net  cash used by  f inanc ing  ac t iv i t ies

Cash and cash equ iva len ts :
Net  inc rease (decrease)
Balance at  beginning of  year

Bal-ance at  end of  year

Supplemental-  d i  scl-osures
Cash pa id  ( rece ived)  fo r :
fn te res t
Income taxes ,  ne t

Noncash f inanc ing  ac t iv i t y :
Dividend of TIMET common stock
Issuance o f  p re fe r red  s tock  in

sett l -ement of  tax obl igat ion

The accompanying Notes are an in tegra l  par t

s - 4

$  s .0
( s .0 )

( 4 8 . 8 )
( 6 2 . r )

1

( 1 1 _ 0  .  I  )

2 5  . 4
9 4  . 4

$_JLg,€

$  2 3 . 3
( 8 . 0 )

$

( 4 8 . 0 )
( 4 3 . 8 )

. 3

( e1 . s )

( s2  .  s )
t _ t _ 9 . 8

$__5f,3

$  2 4 . 7
1 . 3

2007

$ -

( 4 s . 5 )
( 1 1 . 1 )

. 7

( s 6 . 0 )

( 4 8 .  e )
6 7  . 3

s  1 8 . 4

$  2 4 . 0
( 1 0 . e )

8 9 7 . 4

6 5 7  . 3

o f  t he  f  i nanc ia l -  s t a temen ts .



VAI,HI, INC. AIiID SI'BSIDIARIES

SCHEDUL,E I - COIIDENSED FINN{CIAL INFORMATION OF REGISTRATqT (CONTINUED)

NOTES TO COIIDENSED FINAI{CIAIJ INFORMATION

December  31,  2007

Note  1  -  Bas is  o f  p resenta t ion :

We have prepared the accompanying Financial- Statements on a "Parent
Company" basis.  This means that our investments in the common stock or
membership interest  of  our major i ty and whol ly-owned subsidiar ies,  including NL
Indus t r ies ,  Inc . ,  Kronos  Wor ldwide ,  Inc . ,  T remont .  LLC,  Va lcor ,  Inc .  and Waste
Control  Special ists LLC, are presented on the equi ty method of  account ing.  Our
Consol- idated Financial-  Statements and the Notes Lhereto,  which include t .he
f inanc ia l -  pos i t ion ,  resu l - ts  o f  opera t ions  and cash f lows o f  these subs id ia r ies ,
are incorporated by reference into these Parent Company Financial  SEatements.

Note 2 -  Investment in and advances to subsidiar ieE and af f i l iate:

December 3L,
2006 2007
Jin mill-ion"l-

Investment in:
NL Indus t r ies  (NYSE:  NL)
Kronos Worldwide, Inc.  (NYSE: KRO)
Tremont LLC
Val-cor and subsidiary
Wast .e  Cont ro l -  Spec ia l i s ts  LLC
TIMET (NYSE: TIE) common stock
TIMET pre fer red  s tock

Total-

Noncurrent loans to Waste Control-  Special ists LLC

Total

$  3 0 0 . 0
5 2 8  . 4
1 7 9 . 6

2 . 2
3 5 . 3
5 I  . 4

. 2
1 , 0 9 8 . 1

4 . 5

S L , 7 o 2  . 7

$ 3 3 4 . 7
5 0 9 . 2

L 3  . 4
L 3 . 7
- :  '

9 1 1 .  I

6 . 2

s 9 1 8 . 0

s - 5



Years ended December 3L,
2 0 0 5

$  2 3 . 2
3 4 . 3
4 0  . 6

( 1 3 . 4 )

4 . 1 -

$__9!_,_q

$  3 0 . 3
2 7  . 9

$_l€,€

2 0 0 6
(rn mlFfons)

2007

Equitry in earnings of subsidiaries and
aff iTiate f rom cont inuing operat ions

NL Indus t r ies
Kronos Worl-dwide
Tremont LLC
Val-cor
Waste  Cont ro l  Spec ia l i s ts  LLC
TIMET

Total-

Cash dividends from subsidiaries

NL Indus t r ies
Kronos Worl-dwide
Tremont LLC

Total-

$  2 2 . 7
4 3  . 4
8 5  . 4

t . 4
( 1 0 . 3 )

8 . 0

$ 15 1-_'5

$  2 0 . 1
2 9  . 0
3 7  . 9

$__gf_, !

re l -a tes  to

$  (2e .  e )
(3e .0 )
1 5  . 5

2 . 6
( l s . 2 )

1 . 9

$l_63-_9.)

$  2 0 . 2
2 9 . 0

g_12-_Z

CompX' sEqui ty 1n earnj-ngs of
opera t ions  in  The Nether l -ands .

d iscont inued opera t ions

N o t e 5 -  L o n g - t e r m d e b t :

Our  $250 mi1 l ion  in  loans  f rom Snake R iver  Sugar  Company bear  in te res t
a t  a  w e i g h t e d  a v e r a g e  f i x e d  i n t e r e s t  r a t e  o f  9 . 4 2 ,  a r e  c o 1 l a t e r a l i z e d  b y  o u r
interest  in The Amalgamated Sugar Company LLC and are due in January 2027. At
D e c e m b e r  3 I  ,  2 0 0 7 ,  $ 3 7 . 5  m i l - l i o n  o f  s u c h  l - o a n s  a r e  r e c o u r s e  t o  u s  a n d  t h e
r e m a i n i n g  $ 2 L 2 . 5  m i l l i o n  i s  n o n r e c o u r s e  t o  u s .  U n d e r  c e r t a i n  c o n d i t i o n s ,  S n a k e
River  has  the  ab i l i t y  to  acce le ra te  the  matur i t y  o f  these loans .

We have a  $100 mi l l - ion  revo lv ing  bank  c red i t  fac i l i t y  wh ich  matures  in
O c t o b e r  2 0 0 8 ,  g e n e r a l l y  b e a r s  i n t e r e s t  a t  L I B O R  p l u s  1 " . 5 ?  ( f o r  L I B O R - b a s e d
bor rowings)  o r  p r ime ( fo r  p r ime-based bor rowings)  ,  and is  co l - l -a te ra l - i zed  by  2Q
mil l ion shares of  Kronos common stock we own. The agreement.  l imi ts our
ab i l i t y  to  pay  d iv idends  and incur  add i t iona l  indebtedness  and conta ins  o ther
prov is ions  cus tomary  in  lend ing  t ransac t ions  o f  th is  type .  In  the  event  o f  a
change of  control-  of  us,  as def ined in the agreement,  the 1enders woul-d have
the r ight  to accel-erate the matur i ty of  the faci l i ty .  The maximum amount we
may bor row under  the  fac i l i t y  i s  l im i ted  to  one- th i rd  o f  the  aggregate  marke t
val-ue of  the shares of  Kronos common stock we have pledged as col- l -ateral- .
B a s e d  o n  K r o n o s '  D e c e m b e r  3 1 ,  2 0 0 7  q u o t e d  m a r k e t  p r i c e  o f  # t 7 . 4 5  p e r  s h a r e ,
the Kronos common stock pledged under the faci l i ty  provides more than
suf f i c ien t  co l l -a te raL  coverage to  a l low fo r  bor rowings  up  to  the  fu l l  amount
o f  the  fac i l i t y .  A t  December  31 ,  2007,  there  were  no  bor rowings  ou ts tand ing
u n d e r  t h e  f a c i l i t y  a n d  $ 1 . 4  m i l l i o n  o f  l e t t e r s  o f  c r e d i t  o u t s t a n d i n g  u n d e r  t h e
f a c i l i t y .  A t  D e c e m b e r  3 1 ,  2 0 0 7  $ 9 8 . 5  m i l - l - i o n  w a s  a v a i l a b l e  f o r  f u t u r e
bor rowings  under  the  fac i l i t y .
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Note 6 - Income taxes:

The Amalgamated Sugar Company LLC is treated as a partnership for federal-
income tax purposes. Valhi  Parent Company's provis ion for income taxes
(benef i t )  inc l -udes  a  tax  p rov is ion  (benef i t )  a t t r ibu tab l -e  to  Va lh i ' s  equ i ty  in
earn ings  ( losses)  o f  Waste  Cont ro l -  Spec ia l i s ts ,  ds  recogn i t ion  o f  such income
tax (benef i t )  is  not  appropr iate at  the Waste Control  Special ist  l -evel- .

Years ended December 31,
2 0 0 6

Components of provision for income taxes
( b e n e f i t )  :
Current ly payable (refundable)
Defer red  income taxes  (benef i t )

Total-

Cash  pa id  ( r ece i ved )  f o r  i ncome  taxes ,
Recei -ved f rom subs id iar ies
Paid to  Cont ran
Paid to  tax  author i t ies

Total-

2 0 0 5

$  ( 3 . 8 )
1 , 0 . 9

$  z . r

( In  mi l l ions)

$  ( 2 .  e )
2 0 . 7

_$_u-_g

2007

$ . 2
( L 6  . 2 )

s ( 1 5 . 0 )

$ ( e . 0 )
. 5
. 5

$  ( 8 . 0 )

$ -
7 . 2

. 1

$ ( 1 5 . 8 )
5 . 8

. 1

s  (10 .  e )s  1 . 3

December 3L,
2006 2007

( I "  m i l l ion" )

Components  o f  the  ne t  de fer red  tax  asset  ( l iab i l i t y )
tax  e f fec t  o f  temporary  d i f fe rences  re l -a ted  to :

Investment in:
The Amalgamated Sugar Company LLC
Kronos Worldwide

Federal-  and state loss carryforwards and other
income tax at t r ibutes

Accrued l iab i l i t ies  and o ther  deduc t ib l -e  d i f fe rences
Other taxabl-e di f ferences

' l 'oc.al-

Current deferred tax asset
Noncurrent deferred tax l iabi l i ty

Total

$  ( r z  3  . 2 )
( 2 0 0 . 2 )

2 6  . 0
3 . 2

( 1 2 . 8 )

$  3 0 7 . 0

$  r . 7
( 3 0 8 . 7 )

$  ( s o z .  o t

$  ( 1 1 4 . 5 )
( 2 0 4  . 7  )

5 . 2
6 . 2

( 1 1 .  e  )

s  ( 3 l e . 8 )

$  1 . 5
( 3 2 L . 4 )

s  (31e .8 )
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