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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 8-K

CURRENT REPORT

Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934

Date of report (Date of earliest event reported) Mg 2, 2013

Masco Corporation

(Exact name of Registrant as Specified in Charter)

Delaware 1-5794 38-179448¢
(State or Other Jurisdiction (Commission File Number) (IRS Employer
of Incorporation) Identification No.)
21001 Van Born Road, Taylor, Michigan 48180
(Address of Principal Executive Offices) (Zip Code)

(313) 274-7400

Registrant’s telephone number, including area code

Check the appropriate box below if the Form 8-lijlis intended to simultaneously satisfy the §liobligation of the registrant under any of
the following provisions:

O

Ooag

Written communications pursuant to Rule 425 underSecurities Act (17 CFR 230.4:
Soliciting material pursuant to Rule -12 under the Exchange Act (17 CFR 240-12)
Pre-commencement communications pursuant to Rul-2(b) under the Exchange Act (17 CFR 240-2(b))
Pre-commencement communications pursuant to Rul-4(c) under the Exchange Act (17 CFR 240-4(c))




Item 8.01. Other Events.

Masco Corporation (the “Company”) is filing this @ent Report on Form 8-K to reflect certain chandescribed below with respect to
the financial information contained in the Companfhnual Report on Form 10-K for the year endeddbdwer 31, 2012 (the “2012
Form 10-K"), which was filed with the SecuritiesctaExchange Commission on February 15, 2013. Ottaar &s described below, the
information in this Form 8-K is not an amendmenttaestatement of the 2012 Form 10-K.

As previously disclosed, the Company has determihadTvilum, its Danish ready-to-assemble cabimestiness (“Tvilum™)is no longe
core to its long-term growth strategy and has ekdzhon a plan to dispose of this business. Tvilas heen accounted for as a
discontinued operation which requires that priaiqeeinformation be recast to remove Tvilum’s résuf operations from the results of
the Company’s continuing operations. Tvilum wasorégd as a discontinued operation in the CompaQyarterly Report on Form 10-
Q for the quarter ended March 31, 2013 filed witk Securities and Exchange Commission on May 13.28ttached as exhibits to this
Form 8-K are the following Form 10-K items recasteflect the impact of Tvilum as a discontinue@igion on the Company’s
consolidated financial information:

* Partll, Iltem & Selected Financial Da

» Partll, Item 7- Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
» Partll, Item & Financial Statements and Supplementary |

e Schedule I~ Valuation and Qualifying Accoun

Other than as described above, all other itemisar2012 Form 10-K remain unchanged, and this FeKm8es not update
Management’s Discussion and Analysis of Financ@hdition and Results of Operations included in28&2 Form 10-K for any
information, uncertainties, transactions, riskerés or trends occurring, or known to managemem. iiformation in this Form &-anc
the exhibits hereto should be read in conjunctigh the 2012 Form 10-K.
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Item 9.01 Financial Statements and Exhibits
(d) Exhibits.
The following exhibits are furnished herewith:

Exhibit

Number Description

12 Computation of Ratio of Earnings to Combined Fixdthrges and Preferred Stock Divide

23.1 Consent of Independent Registered Public Accourking

99.1 Updated Part I, Item 6. Selected Financial C

99.2 Updated Part I, Item 7. Managem's Discussion and Analysis of Financial Conditiod &esults of Operation
99.3 Updated Part I, Item 8. Financial Statements amgp&mentary Dat:

99.4 Schedule I- Valuation and Qualifying Accoun

101.INS XBRL Instance Documen

101.SCH XBRL Taxonomy Extension Schema Docume

101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuin
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurhe
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent
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SIGNATURE

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly caussdréport to be signed on its behalf
by the undersigned thereunto duly authorized.

MASCO CORPORATION

By:  /s/ JOHNG. SZNEWAJS

Name John G. Sznewa

Title: Vice President, Treasurer a
Chief Financial Office

May 8, 2013



MASCO CORPORATION

Computation of Ratio of Earnings to Combined FixedCharges and Preferred Stock Dividends

(Dollars in Millions)

Exhibit 12

Year Ended December 31

2012 2011 2010 2009 2008
Earnings Before Income Taxes, Preferred Stock Diviehds and Fixed Charges
Income (loss) from continuing operations beforeme taxe: $ 73 (392 H(745) $(151) $(145H)
Deduct equity in undistributed (earnings) of -percen-or-les-owned companie — — — — D
Add interest on indebtedness, 24¢ 25C 24¢ 224 22¢
Add amortization of debt expen 7 7 7 5 4
Add estimated interest factor for rent 31 33 36 44 51
Earnings (loss) before income taxes, noncontroilerest, fixed charges and prefer
stock dividend: $36C  $(102) $(45%) $122 $137
Fixed Charges:
Interest on indebtedne $24€  $24¢ $24€ $221 $22¢
Amortization of debt expen: 7 7 7 5 4
Estimated interest factor for renti 31 33 36 44 51
Total fixed charge $28€ $28C $28¢ $27C $28:
Preferred stock dividends (a) $— $— $— $— $—
Combined fixed charges and preferred stock dividi $28€ $28C $28¢ $27C $28:
Ratio of earnings to fixed charg 1.3 (0.9 (1.6) 0.5 0.5
Ratio of earnings to combined fixed charges anéepred stock dividend 1.3 (0.9 (1.6) 0.5 0.5
Ratio of earnings to combined fixed charges anéepied stock dividends excluding certai
items(b) 1.7 1.2 1.C 1.t 2.2

(&) Represents amount of income before provision foonme taxes required to meet the preferred stodletid requirements of the

(b)

Company.

Excludes the 2012 non-cash, pre-tax impairmentgehfor other intangible assets of $42 million aitigdtion expense of $77 million;
the 2011 non-cash, pre-tax impairment charge fodgidll and other intangible assets of $450 milleomd litigation expense of $9
million; the 2010 non-cash, pre-tax impairment g¢feafior goodwill and other intangible assets of $68fion and non-cash, pre-tax
impairment charge for financial investments of $3iflion; the 2009 non-cash, pre-tax impairment gsfior goodwill of $262 million;
non-cash, pre-tax impairment charge for financeigéstments of $10 million and litigation expensé&adfmillion; and the 2008 nocash
pre-tax impairment charge for goodwill and otheéangible assets of $415 million, financial investiseof $58 million and litigation

expense of $9 millior



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢iee Registration Statements on Form S-3 (N83:165047 and 333-186766) and Form
S-8 (Nos. 33-42229, 333-64573, 333-30867, 333-74833-37338, 333-110102, 333-126888, 333-162768,1%B827, and 333-168829) of
Masco Corporation of our report dated February208,3, except for the effects of discontinued openatdiscussed in Note B to the
consolidated financial statements, as to whichdite is May 8, 2013, relating to the financial etaénts, financial statement schedule and the
effectiveness of internal control over financigdoeting, which appears in this Form 8-K.

/sl PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP
Detroit, Michigan
May 8, 2013



Exhibit 99.1

ltem 6. Selected Financial Data.

Dollars in Millions (Except Per Common Share Data

2012 2011 2010 2009 2008
Net Sales(1) $7,498 $7,17C $7,18: $7,297 $8,91¢
Operating profit (loss(1)(2)(3)(4)(5)(6)$ 30z $(21F) ¢ (466) $ 57 $ 13¢

Loss from continuing operations attributable to Ma€orporatior(1)(2)(3)(4)(5)(6) $ (53) $ (394 $(1,027) $ (145) $ (339
Loss per common share from continuing operati

Basic $ (16 $(1.19) $ (299 $ (49 $ (.99

Diluted $ (16 $(1.19) $ (299 $ (42 $ (.99
Dividends declare $ 3 $ 3C $ 3 $ 3 $ .92
Dividends paic $ 3 $ 3¢C $ 3C $ 46 $ 92

At December 31

Total asset $6,87  $7,297 $8,14C $9,17t  $9,48:
Long-term debt 3,42 3,22 4,032 3,60¢ 3,91¢
Shareholder equity 534 742 1,582 2,811 2,981

(1) Amounts exclude discontinued operatic

(2) The year 2012 includes n-cash impairment charges for other intangible assgisegating $27 million after tax ($42 million -tax).

(3) The year 2011 includes non-cash impairment chemgegoodwill and other intangible assets aggrege$in91 million after tax ($450
million pre-tax).

(4) The year 2010 includes non-cash impairment chafogegoodwill and other intangible assets aggrege#ii86 million after tax ($698
million pre-tax). The year 2010 also includes a valuation alowe on U.S. deferred tax assets of $372 mil

(5) The year 2009 includes n-cash impairment charges for goodwill aggregatingO$dillion after tax ($262 million p-tax).

(6) The year 2008 includes non-cash impairment chaogegoodwill and other intangible assets aggregp$ial12 million after tax
($415 million pre-tax).



Exhibit 99.2

Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

The financial and business analysis below providfssmation which we believe is relevant to an asseent and understanding of our
consolidated financial position, results of opemasi and cash flows. This financial and businesk/siseshould be read in conjunction with
consolidated financial statements and related notes

The following discussion and certain other sectiofthis Report contain statements reflecting aawe about our future performance
and constitute “forward-looking statements” under Private Securities Litigation Reform Act of 19%8rward-looking statements can be
identified by words such as “anticipate,” “intentiglan,” “believe,” “estimate,” “expect,” “assume’seek,” “appear,” “may,” “should,”

“will,” “forecast” and similar references to futupriods. These views involve risks and uncertagntiat are difficult to predict and,
accordingly, our actual results may differ matdyiélom the results discussed in such forward-logkstatements. We caution you against
relying on any of these forward-looking statemehtsaddition to the various factors included in tRgecutive Level Overview,” “Critical
Accounting Policies and Estimates” and “Outlook tftee Company” sections, our future performance begffected by our reliance on new
home construction and home improvement, our refianrckey customers, the cost and availability of naaterials, shifts in consumer
preferences and purchasing practices, our abditgnprove our underperforming businesses and ailityato maintain our competitive
position in our industries. These and other factmesdiscussed in detail in Item 1A “Risk Factavgthe previously filed 10-K. Any forward-
looking statement made by us speaks only as addteson which it was made. Factors or events thatlaccause our actual results to differ
may emerge from time to time, and it is not possibl us to predict all of them. Unless requireddy, we undertake no obligation to update
publicly any forward-looking statements as a resfiliew information, future events or otherwise.

Executive Level Overview

We manufacture, distribute and install home improget and building products. These products arefsoldome improvement and
new home construction through mass merchandisardware stores, home centers, homebuilders, disbrib and other outlets for consum
and contractors and direct to the consumer.

2012 ResultsNet sales were positively affected by increased heme construction and repair and remodel (exaeptif ticket items
in the U.S., partially offset by slowing economanditions in Europe and a stronger U.S. dollar. @sults of operations were positively
affected by a more favorable relationship betwesing prices and commaodity costs and most of ausifesses were positively affected by
the benefits associated with the business ratmatidins and cost savings initiatives that we hayelémented over the last several years.

Our Cabinets and Related Products segment continuss negatively affected by continuing compegitimarket conditions in repair
and remodel in the U.S. and softness in Europe Rdumbing Products segment results were positigéigcted by the benefits of increased
sales volume of our North American operations plytioffset by lower sales volume and a less fabler@roduct mix related to our
international operations. The Decorative ArchiteatfProducts segment was positively affected byoeenfavorable relationship between
selling prices and commodity costs and lower progeasts. The Installation and Other Services seymas positively affected by increased
sales volume. The Other Specialty Products segmasipositively affected by a more favorable relahtip between selling prices and
commodity costs, partially offset by the exit oftedn geographies. The Other Specialty Productmsegwas also negatively affected by
incremental warranty expenses of $12 million araithpairment of a registered trademark of $42 onilli
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Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caadiand results of operations are based upon msatidated financial statements,
which have been prepared in accordance with act@uptinciples generally accepted in the United&taf America (“GAAP”). The
preparation of these financial statements requise® make certain estimates and assumptionsftieat the reported amounts of assets and
liabilities, disclosure of any contingent assetd kabilities at the date of the financial statetsesind the reported amounts of revenues and
expenses during the reporting periods. We reguteshiew our estimates and assumptions, which asedapon historical experience, as well
as current economic conditions and various othaofa that we believe to be reasonable under toarostances, the results of which form
the basis for making judgments about the carryaiges of certain assets and liabilities that ateeadily apparent from other sources. Ac
results may differ from these estimates and assongpt

We believe that the following critical accountinglipies are affected by significant judgments astingates used in the preparation of
our consolidated financial statements.

Revenue Recognition and Receivables

We recognize revenue as title to products andafiskss is transferred to customers or when sesvdce rendered. We record revenue
for unbilled services performed based upon estimatenaterial and labor incurred in the Installatamd Other Services segment; such
amounts are recorded in Receivables. We reconthatgd reductions to revenue for customer progrardsrecentive offerings, including
special pricing and co-operative advertising aresngnts, promotions and other volume-based incentitie maintain allowances for
doubtful accounts receivable for estimated losssslting from the inability of customers to makgquiged payments. In addition, we monitor
our customer receivable balances and the creditiness of our customers on an on-going basis.niguownturns in our markets, declines
in the financial condition and creditworthinesscaktomers impact the credit risk of the receivabiegslved and we have incurred bad debt
expense related to customer defaults. Our badedgdgnse was $14 million, $12 million and $18 millfor the years ended December 31,
2012, 2011 and 2010, respectively.

Inventories

We record inventories at the lower of cost or eelizable value, with expense estimates made fewlebcence or unsaleable inventory
equal to the difference between the recorded dasventories and their estimated market value hagmwn assumptions about future demand
and market conditions. On an on-going basis, weitmiothese estimates and record adjustments féardifices between estimates and actual
experience. Historically, actual results have mgni§icantly deviated from those determined usihgse estimates.

Financial Investments

We follow accounting guidance that defines fainealestablishes a framework for measuring fairevalod expands disclosures about
fair value measurements for our financial investte@md liabilities. This guidance defines fair \eahs “the price that would be received to
sell an asset or paid to transfer a liability inoaderly transaction between market participanth@measurement date.” Further, it defines a
fair value hierarchy, as follows: Level 1 inputsca®ted prices in active markets for identical tssee liabilities; Level 2 inputs as observable
inputs other than Level 1 prices, such as quotetteb@rices for similar assets or liabilities ohet inputs that are observable or can be
corroborated by market data; and Level 3 inputsrexbservable inputs that are supported by littlecomarket activity and that are financial
instruments whose value is determined using prinweglels or instruments for which the determinatbfair value requires significant
management judgment or estimation.



If applicable, we record investments in availaldegale securities at fair value, and unrealizédgjar losses (that are deemed to be
temporary) are recognized, net of tax effect, tgtoshareholders’ equity, as a component of othepcehensive income in our consolidated
balance sheet.

In the past, we have invested excess cash in auetie securities. Auction rate securities arestiment securities that have interest 1
which are reset every 7, 28 or 35 days. At DecerBheR012, our investment in auction rate securitias $22 million; we have not increased
our investment in auction rate securities since7200e fair value of auction rate securities isneated, on a recurring basis, using a
discounted cash flow model (Level 3 input). If weanged the discount rate used in the fair valuenatt by 75 basis points, the value of the
auction rate securities would change by approxim&te million.

We have maintained investments in a number of @ieguity funds, which aggregated $69 million at®sber 31, 2012. We carry our
investments in private equity funds and other gavavestments at cost. It is not practicable fotaiestimate a fair value for private equity
funds and other private investments because thenscaquoted market prices, and sufficient infoiorats not readily available for us to
utilize a valuation model to determine the fairueafor each fund. These investments are evaluated,non-recurring basis, for potential
other-than-temporary impairment when impairmentaatbrs are present, or when an event or changecdamstances has occurred, that may
have a significant adverse effect on the fair valiithe investment. Due to the significant unobable inputs, the fair value measurements
used to evaluate impairment are a Level 3 input.

Impairment indicators we consider include the feilog: whether there has been a significant detatimn in earnings performance,
asset quality or business prospects; a signifigdnérse change in the regulatory, economic or tobital environment; a significant adve
change in the general market condition or geograptga in which the investment operates; industdysector performance; current equity
and credit market conditions; and any bona fidersfto purchase the investment for less than tirgicg value. We also consider specific
adverse conditions related to the financial heafthind business outlook for the fund, includingusily and sector performance. The
significant assumptions utilized in analyzing addor potential other-thatemporary impairment include current economic ctbods, marke
analysis for specific funds and performance inditain residential and commercial construction;teichnology, health care and information
technology sectors in which the applicable fundsestments operate.

At December 31, 2012, we have investments in 15uercapital funds, with an aggregate carrying @at$16 million. The venture
capital funds invest in start-up or smaller, eatlgge established businesses, principally in tfeerimation technology, bio-technology and
health care sectors. At December 31, 2012, wehage investments in 21 buyout funds, with an agapegarrying value of $53 million. The
buyout funds invest in later-stage, establishedn@sses and no buyout fund has a concentratiompartecular sector.

Since there is no active trading market for thesestments, they are for the most part illiquide3d investments, by their nature, can
also have a relatively higher degree of business imcluding financial leverage, than other finahmvestments. The timing of distributions
from the funds, which depends on particular evegltgted to the underlying investments, as welhasftinds’ schedules for making
distributions and their needs for cash, can bécditfto predict. As a result, the amount of incowmerecord from these investments can vary
substantially from quarter to quarter. Future cleanig market conditions, the future performancthefunderlying investments or new
information provided by private equity fund manageould affect the recorded values of these investsnand the amounts realized upon
liquidation.



We record an impairment charge to earnings wheanwastment has experienced a decline in fair viilaéis deemed to be other-than-
temporary.

Goodwill and Other Intangible Assets

We record the excess of purchase cost over thedhie of net tangible assets of acquired compasagodwill or other identifiable
intangible assets. In the fourth quarter of eadr,y@r as events occur or circumstances changevthadtl more likely than not reduce the fair
value of a reporting unit below its carrying amgumé complete the impairment testing of goodwiillizing a discounted cash flow method.
We selected the discounted cash flow methodologgiee we believe that it is comparable to what d/ibel used by other market
participants. We have defined our reporting unitd eompleted the impairment testing of goodwillheg operating segment level, as defined
by accounting guidance. Our operating segmenteegiating units that engage in business activfesvhich discrete financial information,
including five-year forecasts, is available.

Determining market values using a discounted clast hethod requires us to make significant estismaied assumptions, including
long-term projections of cash flows, market comufi§ and appropriate discount rates. Our judgmeatbased upon historical experience,
current market trends, consultations with extewadliation specialists and other information. Whike believe that the estimates and
assumptions underlying the valuation methodologyraasonable, different estimates and assumptmrid cesult in different outcomes. In
estimating future cash flows, we rely on internggnerated five-year forecasts for sales and dpgrptofits, including capital expenditures,
and generally a one to three percent long-termnasdwannual growth rate of cash flows for perioderahe five-year forecast. We generally
develop these forecasts based upon, among othegsthiecent sales data for existing products, jgldtiming of new product launches,
estimated housing starts and estimated repairemddel activity.

In 2012, we utilized estimated housing starts, fiodependent industry sources, growing from curtevels to 1.5 million units in 2017
(terminal growth year) and operating profit margimgroving to approximate historical levels for geobusiness units by 2017 (terminal
growth year). We utilize our weighted average odstapital of approximately 9.5 percent as the bsidetermine the discount rate to apply
to the estimated future cash flows. In 2012, dum&oket conditions and based upon our assessmém atks impacting each of our
businesses, we applied a risk premium to incrdasdiscount rate to a range of 11 percent to 18gméfor most of our reporting units.

In the fourth quarter of 2012, we estimated thairei discounted cash flows projected for all of mporting units were greater than the
carrying values. Any increases in estimated distaminash flows would have no effect on the repovide of goodwill.

If the carrying amount of a reporting unit exceésddair value, we measure the possible goodwipp@anment based upon an allocatio
the estimate of fair value of the reporting unititbof the underlying assets and liabilities of tieporting unit, including any previously
unrecognized intangible assets (Step Two Analy$isg. excess of the fair value of a reporting umgrahe amounts assigned to its assets and
liabilities is the implied fair value of goodwilin impairment loss is recognized to the extent thegporting unit's recorded goodwill exceeds
the implied fair value of goodwiill.

In 2012, we did not recognize any non-cash, prartgpairment charges for goodwill.

A ten percent decrease in the estimated fair vaflwair reporting units at December 31, 2012 wowtihave resulted in any additional
analysis of goodwill impairment for any additiofaisiness unit.



We review our other indefinite-lived intangible atssfor impairment annually, in the fourth quartaras events occur or circumstances
change that indicate the assets may be impairdwutiregard to the reporting unit. We considerithylications of both external (e.g., mar
growth, competition and local economic conditioas)l internal (e.g., product sales and expecteduptagtowth) factors and their potential
impact on cash flows related to the intangible @isskoth the near- and long-term. In 2012, we geized non-cash, pre-tax impairment
charges for other indefinite-lived intangible ass#t$42 million ($27 million, after tax) attribdike to our Other Specialty Products segment.

Intangible assets with finite useful lives are atized using the straight-line method over theimaated useful lives. We evaluate the
remaining useful lives of amortizable identifialriéangible assets at each reporting period to deter whether events and circumstances
warrant a revision to the remaining periods of dination.

Stock-Based Compensation

Our 2005 Plan provides for the issuance of stodetancentives in various forms to employees amderaployee Directors. At
December 31, 2012, outstanding stock-based inatixere in the form of long-term stock awards, lstmgtions, phantom stock awards and
stock appreciation rights.

Long-Term Stock Awards

We grant long-term stock awards to key employeeésnam-employee Directors and do not cause net slilateon inasmuch as we
generally continue the practice of repurchasingratidng an equal number of shares on the opehkehawe measure compensation expense
for stock awards at the market price of our commstock at the grant date. There was $72 million {{8an common shares) of total
unrecognized compensation expense related to wt/eiick awards at December 31, 2012, which wéisdad as a reduction of common
stock and paid-in capital. Effective January 1,®Qhe vesting period for stock awards awarded dfiauary 1, 2010 is five years. For stock
awards granted prior to January 1, 2006, we reeeghis expense over the vesting period of theksd@a@rds, typically five to ten years, or
for executive grantees that are, or will becomienment-eligible during the vesting period, weagnize the expense over five years or
immediately upon a grantee’s retirement. Effecimauary 1, 2006, we recognize this expense rataaliythe shorter of the vesting period of
the stock awards, typically five to ten years (@tder stock awards held by grantees age 66 orrpld@ch vest over five years), or the length
of time until the grantee becomes retirement-elgii age 65. Pre-tax compensation expense fartheal vesting of long-term stock awards
was $35 million for 2012.

Stock Options

We grant stock options to key employees. The egengiice equals the market price of our commorksibthe grant date. These
options generally become exercisable (vest ratahlg) five years beginning on the first anniverdaoyn the date of grant and expire no later
than ten years after the grant date.

We measure compensation expense for stock opt&ing a Black-Scholes option pricing model. We regpg this compensation
expense ratably over the shorter of the vestingpgerf the stock options, typically five years,tbe length of time until the grantee becomes
retirement-eligible at age 65. Pre-tax compensatiqrense for stock options was $15 million for 2012

We estimated the fair value of stock options atgtant date using a Black-Scholes option pricingletavith the following assumptions
for 2012: risk-free interest rate — 1.09%, dividgmeld — 2.57%, volatility factor — 50.97% and egfe option life — six years. For expense
calculation purposes, the weighted average graetfda value of option shares granted in 2012 $444 per option share.

If we increased our assumptions for the risk-freéeriest rate and the volatility factor by 50 petcéme expense related to the fair value
of stock



options granted in 2012 would increase by 44 perdewe lowered our assumptions for the risk-fieerest rate and the volatility factor by
50 percent, the expense related to the fair vallstosk options granted in 2012 would decreasebpéicent.

Employee Retirement Plans

Effective January 1, 2010, we froze all future Bgraecruals under substantially all of our domestilalified and non-qualified defined-
benefit pension plans. As a result of this acttbe, liabilities for these plans were remeasuredddition, certain assumptions appropriate for
on-going plans (e.g., turnover, mortality and congagion increases) have been modified or elimingtethe remeasurement.

Accounting for defined-benefit pension plans ineshestimating the cost of benefits to be providetthé future, based upon vested
years of service, and attributing those costs thetime period each employee works. We developpension costs and obligations fr
actuarial valuations. Inherent in these valuatimeskey assumptions regarding inflation, expeatéalrn on plan assets, mortality rates and
discount rates for obligations and expenses. Wsidencurrent market conditions, including chanigaaterest rates, in selecting these
assumptions. Changes in assumptions used coulld ireshanges to reported pension costs and oldigatvithin our consolidated financial
statements.

In December 2012, we decreased our discount ratebfations to an average of 3.80 percent frofi® gercent. The discount rate for
obligations is based upon the expected duraticzaoh defined-benefit pension plan’s liabilities ohaid to the December 31, 2012 Towers
Watson Rate Link curve. The discount rates we aseur defined-benefit pension plans ranged frond percent to 4.50 percent, with the
most significant portion of the liabilities haviagdiscount rate for obligations of 3.40 percentigher. The assumed asset return was
primarily 7.25 percent, reflecting the expectedgidarm return on plan assets.

Our net underfunded amount for our qualified defifrenefit pension plans, which is the differenceveen the projected benefit
obligation and plan assets, increased to $462anilit December 31, 2012 from $439 million at Decenddi, 2011, primarily due to lower
rates of return in the bond market in 2012. In agance with accounting guidance, the underfundeouaitrhas been recognized on our
consolidated balance sheets at December 31, 2@120dri. Qualified domestic pension plan asset®i?had a net gain of approximately
percent compared to average gains of 13 percetiiédnvestor Force Defined Benefit Plan universe.

Our projected benefit obligation for our unfundezhrgualified defined-benefit pension plans was $dfllion at December 31, 2012
compared with $174 million at December 31, 201ladoordance with accounting guidance, this unfuradedunt has been recognized on
consolidated balance sheets at December 31, 2@1204r1.

At December 31, 2012, we reported a net liabilft$&43 million, of which $181 million was related dur non-qualified, supplemental
retirement plans, which are not subject to the fiogpdequirements of the Pension Protection Act@ff& In accordance with the Pension
Protection Act, the Adjusted Funding Target AttagmnPercentage (“AFTAP”) for the various definedwsfit pension plans ranges from 71
percent to 84 percent.

We expect pension expense for our qualified definekfit pension plans to be $23 million in 201&pared with $27 million in 2012.
If we assumed that the future return on plan asgatsone-half percent lower than the assumed estseh and the discount rate decreased by
50 basis points, the 2013 pension expense woutdase by $4 million. We expect pension expensedonon-qualified defined-benefit
pension plans to be $8 million in 2013 comparedh\®& million in 2012.

We anticipate that we will be required to contréapproximately $50 million to $60 million in 2018 our qualified and non-qualified
defined-benefit plans.



Income Taxes

The accounting guidance for income taxes requirasthe future realization of deferred tax assefsedds on the existence of sufficient
taxable income in future periods. Possible sountéaxable income include taxable income in carckbhgeriods, the future reversal of
existing taxable temporary differences recorded dsferred tax liability, taxlanning strategies that generate future incongaors in exces
of anticipated losses in the carryforward period projected future taxable income.

If, based upon all available evidence, both positimd negative, it is more likely than not (morant®0 percent likely) such deferred tax
assets will not be realized, a valuation allowasaecorded. Significant weight is given to pogtand negative evidence that is objectively
verifiable. A company’s three-year cumulative lpssition is significant negative evidence in comsilg whether deferred tax assets are
realizable and the accounting guidance restrigsathount of reliance we can place on projectedtaxacome to support the recovery of the
deferred tax assets.

In the fourth quarter of 2010, we recorded a $37kam valuation allowance against our U.S. Fedelaflerred tax assets as a non-cash
charge to income tax expense. In reaching thislasion, we considered the weaker retail sales déireof our building products and the
slower than anticipated recovery in the U.S. haysirarket which led to U.S. operating losses andifsigint U.S. goodwill impairment
charges, that primarily occurred in the fourth geaof 2010, causing us to be in a three-year cativel U.S. loss position.

During 2012 and 2011, objective and verifiable niegaevidence, such as U.S. operating losses gmifisant impairment charges for
U.S. goodwill in 2011 and other intangible assetsitinued to outweigh positive evidence necessargduce the valuation allowance. As a
result, we recorded increases of $65 million an@ ®dlion in the valuation allowance related to &iS. Federal deferred tax assets as a non-
cash charge to income tax expense in 2012 and 2€4fdectively.

Recording the valuation allowance does not restiictability to utilize the future deductions aret pperating losses associated with
deferred tax assets assuming taxable income igmé&d in future periods.

A rebound in the U.S. housing market from the rébéstoric lows and retail sales of building protiuenproving from their current
levels should have a positive impact on our opegatésults in the U.S. A return to sustained pabfitty in the U.S. should result in objective
positive evidence thereby warranting the potemé&aérsal of all or a portion of the valuation alkmvee.

The $203 million and $156 million of deferred tessats at December 31, 2012 and 2011, respectfeelywhich there is no valuation
allowance recorded, are anticipated to be realizemligh the future reversal of existing taxableperary differences recorded as deferred tax
liabilities.

Should we determine that we would not be able atze our remaining deferred tax assets in theréytan adjustment to the valuation
allowance would be recorded in the period suchrdetation is made. The need to maintain a valuagitowance against deferred tax assets
may cause greater volatility in our effective tater

The current accounting guidance allows the recaamitf only those income tax positions that hageater than 50 percent likelihood
of being sustained upon examination by the taxirtharities. We believe that there is an increassdrgial for volatility in our effective tax
rate because this threshold allows changes imttame tax environment and the inherent complex@féscome tax law in a substantial
number of jurisdictions to affect the computatidroor liability for uncertain tax positions to asgtter extent.
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While we believe we have adequately provided farumcertain tax positions, amounts asserted bygeauthorities could vary from
our liability for uncertain tax positions. Accordily, additional provisions for tax-related mattengluding interest and penalties, could be
recorded in income tax expense in the period revestimates are made or the underlying mattersedtied or otherwise resolved.

Other Commitments and Contingencies

Warranty. At the time of sale, we accrue a warranty liabifiy the estimated cost to provide products, partservices to repair or
replace products in satisfaction of warranty olilas. Our estimate of costs to service our wayrabligations is based upon the information
available and includes a number of factors sudhasvarranty coverage, the warranty period, histdréxperience specific to the nature,
frequency and average cost to service the claiomgalith product manufacturing metrics and indusing demographic trends.

Certain factors and related assumptions in deténgpiour warranty liability involve judgments andiesates and are sensitive to
changes in the aforementioned factors. We beliexethe warranty accrual is appropriate; howewvetyad claims incurred could differ from
the original estimates thereby requiring adjustméntpreviously established accruals.

A majority of our business is at the consumer té&ael through home centers and major retailersoAsumer may return a product to a
retail outlet that is a warranty return. Howeventain retail outlets do not distinguish betweemrasmty and other types of returns when they
claim a return deduction from us. Our revenue rait@mn policy takes into account this type of retuvhen recognizing revenue, and
deductions are recorded at the time of sale.

We are subject to lawsuits and pending or assetéiahs in the ordinary course of our business. ilitéds and costs associated with
these matters require estimates and judgments b@sedour professional knowledge and experiencetlzathf our legal counsel. When
estimates of our exposure for lawsuits and pendirgsserted claims meet the criteria for recogmitinder accounting guidance, amounts are
recorded as charges to earnings. The ultimateutsiolof these exposures may differ due to subsggievelopments. See Note T to our
consolidated financial statements for informatiegarding certain of our legal proceedings.

Corporate Development Strategy

Our current business strategy includes the ratipai@dn of our business units, including consoliolas, and increasing synergies among
our business units. Going forward, we expect tontaé a balanced growth strategy with emphasisasih ¢low, organic growth with fewer
acquisitions and growth through new product devalept and greenfield locations related to certagtdifation and Other Services
businesses.

As part of our strategic planning, we continuegeieéw all of our businesses to determine whichresses may not be core to our long-
term growth strategy. As a result, during 2012 sefel several business units in the Installation @ttter Services segment. These businesses
were related to commercial drywall installation)lmdrk and framing; accordingly, we accounted foese businesses as discontinued
operations in 2012 and 2011.

In early February 2013, the Company determineditb@anish ready-to-assemble cabinet businesswwésnger core to its long-term
growth strategy and, accordingly the Company endzhdn a plan for disposition. The disposition ipepted to be completed within the next
12 months.

See Note B to the consolidated financial statemfntsore information.
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Liquidity and Capital Resources

Historically, we have largely funded our growthahgh cash provided by our operations, long-ternklziaibt and the issuance of notes
in the financial markets, and by the issuance ofoommon stock, including issuances for certaingees and acquisitions.

Maintaining high levels of liquidity and focusing @ash generation are among our financial stradegiea result, we have cash of
approximately $1.4 billion at December 31, 2012r @tal debt as a percent of total capitalizatiaas\87 percent and 84 percent at
December 31, 2012 and 2011, respectively.

We maintain a Credit Agreement (the “Credit Agreatf)ewith a bank group, with an aggregate committrar$1.25 billion and a
maturity date of January 10, 2014. The Credit Agreset provides for an unsecured revolving crediifg@vailable to us and one of our
foreign subsidiaries, in U.S. dollars, Europearosand certain other currencies.

We have entered into two amendments of the Creglie@ment. The amendments provided for the add-tmestkareholders’ equity in
our debt to capitalization covenant of certain wash charges, changes to the valuation allowanceiodeferred tax assets included in
income tax expense, and certain future non-castyelaThe second amendment also revised the pedmétio of consolidated EBITDA to
the consolidated interest expense to 2.25 to hi@ugh December 31, 2012, increasing to 2.50 t0 With respect to each quarter thereafter.

At December 31, 2012, we had additional borrowiagazity, subject to availability, of up to $873 lioih. Alternatively, at
December 31, 2012, we could absorb a reductiohacesiolders’ equity of approximately $470 milliomdaremain in compliance with the
debt to total capitalization covenant. We wereampliance with all Credit Agreement covenants aedhad no borrowings under the Credit
Agreement at December 31, 2012.

On March 5, 2012, we issued $400 million of 5.95%tdé¢ due March 15, 2022 (“the Notes”). Including ihterest rate swap
amortization, the effective interest rate for theté is approximately 6.5%. The Notes are senidgbtedness and are redeemable at the
Company’s option.

In January 2012, we repurchased $46 million of 5%8MNotes due July 15, 2012 in open-market trans@stiwe paid a premium of $1
million for the repurchase. In July 2012, we retigdl of our $745 million of 5.875% Notes on théxeduled retirement date.

We had cash and cash investments of approximatedytsillion at December 31, 2012. Our cash and aagtstments consist of
overnight interest bearing money market demanctiamel deposit accounts, money market mutual fundsateing government securities and
treasury obligations. While we attempt to diverdifgse investments in a prudent manner to minimske it is possible that future changes in
the financial markets could affect the securityeailability of these investments.

Of the $1.4 billion and the $1.7 billion of cashdarash investments we held at December 31, 2012@ht, respectively, $572 million
and $551 million, respectively, is held in our figresubsidiaries. If these funds were needed fooperations in the U.S., their repatriation
into the U.S. may result in additional U.S. incotares or foreign withholding taxes. The amountuafrstaxes is dependent on the income tax
laws and circumstances at the time of distribution.

We have maintained investments in available-foe-sald marketable securities and a number of praguéy funds, principally as part
of our tax planning strategies, as any gains ers#re utilization of any current and future capited losses. We determined that the longer
maturity of private equity funds would be advantageand complement our investment in more liquailable-for-sale and
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marketable securities to balance risk. Since we Iségynificantly reduced our capital tax lossesart py generating capital gains from
investments and other sources, we have and witirmoto reduce our investments in long-term finahassets.

We utilize derivative and hedging instruments tonage our exposure to currency fluctuations, prilpaelated to the European euro
and the U.S. dollar; commodity cost fluctuationsmarily zinc and copper; and interest rate flutituas, primarily related to debt issuances.
We review our hedging program, derivative positiand overall risk management on a regular basis.

During 2012, we paid quarterly dividends of $.085 pommon share.

Our working capital ratio was 1.7 to 1 and 1.5 tat December 31, 2012 and 2011, respectively. itrease in the working capital re
is primarily due to the payment of $791 million5875% Notes in July 2012, which were includedurrent liabilities at December 31, 20:
partially offset by the short-term classificatioh$200 million Notes due August 2013.

Cash Flows
Significant sources and (uses) of cash in thethase years are summarized as follows, in millions:

2012 2011 2010
Net cash from operating activiti $ 281 $ 23¢ $ 46F
Retirement of note (797 (58) (359
Issuance of notes, net of issuance ¢ 39¢€ — 494
Payment for settlement of swa (25) — —
Proceeds from disposition ¢
Businesses, net of cash dispo 9 — —
Property and equipme 67 24 18
Proceeds from financial investments, 40 94 42
Tax benefit from stoc-based compensatic — — 4
Cash dividends pai (207) (207) (10¢)
Capital expenditure (119 (157) (137)
Purchase of Company common st (8 (30 (45)
Decrease in debt, n (@D} 5) 2
Dividends paid to noncontrolling intere (40 (18) (15)
Acquisition of businesses, net of cash acqu — (20 —
Effect of exchange rates on cash and cash invesdi 17 (18) 14
Other, ne (24) (19) (42)
Cash (decrease) incree $(30%) $ (59 $ 30z

Our cash and cash investments decreased $305miidli$1,351 million at December 31, 2012, from $8,fillion at December 31,
2011.

Net cash provided by operations of $281 millionsisted primarily of net (loss) adjusted for nonkcaad certain other items, including
depreciation and amortization expense of $214 anijla $42 million charge for the impairment of atleangible assets, a $50 million net
change in deferred taxes and other non-cash iteclading stock-based compensation expense andtiaatiyn expense related to in-store
displays.

We continue to emphasize balance sheet manageimgnting working capital management and cash fi@mueration. Days sales in
accounts receivable were 47 days at both Decenih@032 and 2011, and days sales in inventories &2days at both December 31, 2012
and 2011. Accounts payable days were 66 days arbeer 31, 2012 and 63 days at December 31, 204 Int¢hease in payable days is du
our improved management of accounts payable. Wgrkapital (defined as accounts receivable and ioviers less accounts payable) as a
percent of sales was 11.6 percent at December032, &nd 11.9 percent at December 31, 2011.
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Net cash used for financing activities was $578iom) primarily due to the retirement of $791 nuli of 5.875% Notes due July 15,
2012, $107 million for cash dividends paid, $25lianil for the settlement of interest rate swaps & dnillion for the acquisition of our
common stock to generally offset the dilutive imipafclong-term stock awards granted in 2012, phyt@ffset by the issuance of Notes for
$396 million, net of issuance costs.

At December 31, 2012, we had remaining authoringtiom our Board of Directors to repurchase upri@dditional 24 million shares
of our common stock in open-market transactionstioerwise. We believe that our present cash balandecash flows from operations are
sufficient to fund our near-term working capitabasther investment needs. We believe that our leteyen working capital and other general
corporate requirements will be satisfied througshclows from operations and, to the extent necgsf@m bank borrowings and future
financial market activities. Consistent with pasiqiice, we anticipate repurchasing shares in 20 b¥fset any dilution from long-term stock
awards granted or stock options exercised as patracompensation programs.

Net cash used for investing activities was $27iarilland included $119 million for capital expend#s. Cash provided by investing
activities included primarily $67 million of netgereeds from the disposition of property and equitra@d $40 million from the net sale of
financial investments.

We invest in automating our manufacturing operatitmincrease our productivity, improve customevise and support new product
innovation. Capital expenditures for 2012 were $fifion, compared with $151 million for 2011 andid million for 2010; for 2013,
capital expenditures, excluding any potential 28&Quisitions, are expected to be approximately $aiton. Depreciation and amortization
expense for 2012 totaled $214 million, comparedh BR263 million for 2011 and $279 million for 2010y 2013, depreciation and
amortization expense, excluding any potential 28dquisitions, is expected to be approximately $2illon. Amortization expense totaled
$12 million, $17 million and $18 million in 2012021 and 2010, respectively.

Costs of environmental responsibilities and conmgieawith existing environmental laws and regulaibave not had, nor do we expect
them to have, a material effect on our capital egjgares, financial position or results of operato

Consolidated Results of Operations

We report our financial results in accordance V@#®RAP in the United States. However, we believe teatain non-GAAP performance
measures and ratios, used in managing the busmagsprovide users of this financial informatiorttwadditional meaningful comparisons
between current results and results in prior patibtbnGAAP performance measures and ratios should beedéwaddition to, and not as
alternative for, our reported results.
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Sales and Operations

Net sales for 2012 were $7.5 billion, which inceshfive percent compared with 2011. Excluding resstibm acquisitions and the
negative effect of currency translation, net saleseased six percent compared with 2011. Thewatig table reconciles reported net sales to
net sales excluding acquisitions and the effecuofency translation, in millions:

Twelve Months Ended
December 31

2012 2011
Net sales, as report $ 7,49¢ $7,17(
- Acquisitions (16 —
Net sales, excluding acquisitio 7,47¢ 7,17(¢
- Currency translatio 99 —
Net sales, excluding acquisitions and the effeciunfency $7,57¢ $7,17(C

Net sales for 2012 were positively affected by @ased sales volume of installed products, North dgae plumbing products, paints
and stains, builders’ hardware and windows, whitlaggregate, increased sales by approximatelydergent compared to 2011. Net sales
for 2012 were also positively affected by sellingcp increases, which increased sales by approglgntiiree percent. Net sales for 2012 were
negatively affected by the planned exit of certabinet and window product lines in certain geobi@preas. A stronger U.S. dollar
decreased sales by one percent compared to 2011.

Net sales for 2011 were adversely affected by lasaézs volume of installed products, cabinets,tpaind stains, builderfardware an
windows, which, in aggregate, reduced sales bycqupiately three percent compared to 2010. Net $alke®011 were also adversely affec
by the planned exit of certain cabinet productdinghich reduced sales by approximately two percentpared to 2010. Such declines were
partially offset by selling price increases, priiyarelated to plumbing products and paints anthstavhich increased sales by approximately
three percent. A weaker U.S. dollar increased $alame percent compared to 2010.

Our gross profit margins were 26.1 percent, 24rége and 25.1 percent in 2012, 2011 and 2010eotisely. The 2012 gross profit
margin reflects a more favorable relationship befwselling prices and commodity costs as well ae#sed sales volume. The decrease in
the 2011 gross profit margin reflects lower salelsime and a less favorable relationship betwedimggdrices and commaodity costs. Both
2012 and 2011 reflect the benefits associated buitliness rationalizations and other cost savingatines.

Selling, general and administrative expenses as@ept of sales were 20.5 percent in 2012 compaitbd21.5 percent in 2011 and 2:
percent in 2010. Selling, general and administeatixpenses as a percent of sales in 2012 reflaetased sales volume and lower business
rationalization costs. Selling, general and adriaisre expenses as a percent of sales in 201dcteaficreased expenses related to growth
initiatives, offset by lower business rationalipatiexpenses. Both 2012 and 2011 reflect the berafgtociated with our business
rationalizations and other cost savings initiatives

Operating profit (loss) in 2012, 2011 and 2010udels $75 million, $111 million and $207 millionspectively, of costs and charges
related to business rationalizations and other s@g&hgs initiatives. Operating profit (loss) in120 2011 and 2010 includes $42 million, $450
million and $698 million, respectively, of impairmtecharges for goodwill and other intangible ass@tserating profit (loss) in 2012 and 2(
includes $77 million and $9 million, respectivedf,net charges for litigation settlements. Opepnofit (loss) in 2012 includes $8 million
net
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gains related to fixed asset sales. Operatingtgtois) margins, as reported, were 4.0 percer@) (®rcent and (6.5) percent in 2012, 2011
and 2010, respectively. Operating profit margingjeding the items above, were 6.5 percent, 5.0gdrand 6.1 percent in 2012, 2011 and
2010, respectively.

Operating margins in 2012 were positively affedigda more favorable relationship between sellinggsand commodity costs,
increased sales volume and the benefits assodidtiedusiness rationalizations and other cost ggvinitiatives.

Operating margins in 2011 were negatively affettgad less favorable relationship between sellingaggrand commaodity costs, a less
favorable product mix and increased expenses tketatgrowth initiatives. Such decreases more ttitseblower business rationalization cc
and the benefits associated with such expenses.

Other Income (Expense), Net

Other, net, for 2012 included gains of $24 millfoom financial investments, net. During 2012, weagnized non-cash, pre-tax
impairment charges aggregating $2 million for arestment in a private equity fund. Other, net, 2012 also included realized foreign
currency losses of $2 million and other miscellargeitems.

During 2011, we recognized gains of $41 millioratetl to the sale of TriMas common stock. We alsogrized gains of $32 million
related to distributions from private equity funds.

Other, net, for 2011 also included realized foraigrrency losses of $5 million and other misceltareitems.

During 2010, we recognized non-cash, pre-tax inmpait charges aggregating $34 million related tarfoial investments ($28 million
related to Asahi Tec preferred stock and $6 millielated to private equity funds and other privatestments).

Other, net, for 2010 included $9 million of incorfnem financial investments, net. Other, net, fol@&lso included realized foreign
currency losses of $3 million and other miscellargeitems.

Interest expense was $254 million, $254 million 281 million in 2012, 2011 and 2010, respectively.

(Loss) Income and (Loss) Earnings Per Common Shafeom Continuing Operations (Attributable to Masco Corporation)

(Loss) and diluted (loss) per common share frontinaimg operations for 2012 were $(53) million a(dL6) per common share,
respectively. (Loss) and diluted (loss) per comrsloare from continuing operations for 2011 were 8}3fillion and $(1.14) per common
share, respectively. (Loss) and diluted (loss)geanmon share from continuing operations for 2016ev1,027) million and $(2.95) per
common share, respectively. (Loss) from continwpgrations for 2012 included non-cash, pre-tax impent charges for other intangible
assets of $42 million ($27 million or $.08 per coomshare, after tax). (Loss) from continuing operet for 2011 included non-cash, pre-tax
impairment charges for goodwill and other intangiassets of $450 million ($291 million or $.84 pemmon share, after tax). (Loss) from
continuing operations for 2010 included non-cash;tpx impairment charges for goodwill and otheamgible assets of $698 million ($586
million or $1.68 per common share, after tax).

Our effective tax rate for the loss from continubperations was a 125 percent tax expense, a térgaax benefit, and a 32 percent
expense in 2012, 2011 and 2010, respectively. Cordpa our normalized effective tax rate of 36 patcthe variance in the effective tax
rate in 2012, 2011 and 2010 is due primarily tongfes in the U.S. Federal valuation allowance, salesf an accrual for uncertain tax
positions and intangible asset impairment chargegiging no tax benefit.
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Outlook for the Company

We continue to make progress on our strategiatirts, which include expanding our product leaderpositions, reducing our costs,
improving our Installation and Cabinet segments stnehgthening our balance sheet. We believe théggives, coupled with the actions we
have taken over the past several years, shoultigosis for improved results in 2013, and contitmbelieve that we will outperform as new
home construction and repair and remodel recover.

We believe and are confident that the long-ternd&mentals for new home construction and home ingmant activity continue to be
positive. We believe that our strong financial fiosi, together with our current strategy of invegtin leadership brands, including
KRAFTMAID and MERILLAT cabinets, DELTA and HANSGROHfaucets, BEHR paint and MILGARD windows, our doaed focus on
innovation and our commitment to lean principles| allow us to drive long-term growth and creatdue for our shareholders.
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Business Segment and Geographic Area Results

The following table sets forth our net sales aneraping profit (loss) information by business segtrand geographic area, dollars in

millions.
Percent
Change
2012 2011
VS. VS.
2012 2011 2010 2011 2010
Net Sales:
Cabinets and Related Produ $ 93¢ $ 934 $ 1,161 1% (20%)
Plumbing Product 2,95¢ 2,91 2,69 1% 8%
Installation and Other Servic 1,20¢ 1,077 1,041 12% 3%
Decorative Architectural Produc 1,81¢ 1,67C 1,69: 9% (1%)
Other Specialty Produc 574 57€ 59¢€ — % (3%)
Total $7,49¢ $7,17( $ 7,18¢ 5% — %
North America $6,04¢ $5,66¢ $ 5,820 7% (3%)
International, principally Europ 1,44¢ 1,501 1,36( (3%) 10%
Total $7,49¢ $7,17(C $ 7,18: 5% — %
2012 2012(B) 2011 2011(B) 2010 2010(B]
Operating Profit (Loss): (A)
Cabinets and Related Produ $ (89) $ (89 $ (12€) $ (12€) $ (259 $ (259
Plumbing Product 307 307 322 323 331 332
Installation and Other Servic (19 (19 (79 (79 (79¢) (107)
Decorative Architectural Produc 32¢ 32¢ 19€ 271 34t 34k
Other Specialty Produc (32) 11 (407) (27) 19 19
Total $ 497 $ 53¢ $ (89 $ 362 $ (356) $ 34z
North America $ 36( $ 40z $ (259 $ 191 $ (507) $ 191
International, principally Europ 137 137 171 171 151 151
Total 497 53¢ (88) 362 (35€) 34z
General corporate expense, (12¢) (12¢) (11¢) (11¢) (120 (120
Charge for litigation settlements, r (77) (77) (9 (9 — —
Gain from sales of fixed assets, 8 8 — — — —
Total operating profit (loss) $ 302 $ 344 $ (215) $ 23E $ (46€) $ 232
2012 2012(B) 2011 2011(B) 2010 2010(B)
Operating Profit (Loss) Margin: (A)
Cabinets and Related Produ (9.5%) (9.5%) (13.59%) (13.5% (21.8%) (21.8%)
Plumbing Product 10.4% 10.4% 11.1% 11.1% 12.2% 12.2%
Installation and Other Servic (1.€%) (1.€%) (7.2%) (7.3% (76.7%) (9.7%)
Decorative Architectural Produc 18.1% 18.1% 11.7% 16.2% 20.4% 20.4%
Other Specialty Produc (5.4%) 1.5% (69.€%) (4.7%) 3.2% 3.2%
North America 6.C% 6.€% (4.€%) 3.4% (8.7%) 3.2%
International, principally Europ 9.5% 9.5% 11.4% 11.5% 11.1% 11.1%
Total 6.€% 7.2% (2.2%) 5.C% (5.C%) 4.8%
Total operating profit (loss) margin, as reported 4.(% N/A (3.C%) N/A (6.5%) N/A

(A) Before general corporate expense, net, gain frdes &4 fixed assets, net and charge for litigatietilements, net; see Note O to the

consolidated financial statemer

(B) Excluding impairment charges for goodwill and otlmangible assets. The 2012 impairment chargetfwer intangible assets was as
follows: Other Specialty Products—$42 million. Th@11 impairment charges for goodwill and otherngible assets were as follows:
Plumbing Products—$1 million; Decorative Archite@uProducts—$75 million; and Other Specialty Prdde-3$374 million. The 201
impairment charges for goodwill and other intangiassets were as follows: Plumbing Products—$Iiamjland Installation and Other
Service—$697 million.
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Business Segment Results Discussion

Changes in operating profit margins in the follogvBusiness Segment and Geographic Area Resultssgisn exclude general
corporate expense, net, charge for litigation esitints, net, gain from sales of fixed assets ametjmpairment charges for goodwill and o
intangible assets in 2012, 2011 and 2010.

Business Rationalizations and Other Initiatives

Over the past several years, we have been focusttestrategic rationalization of our businessesuding business consolidations,
plant closures, headcount reductions, system imgadations and other cost savings initiatives. Rentears ended December 31, 2012, 2011
and 2010, we incurred net pre-tax costs and chaejg®d to these initiatives of $75 million, $1rhillion and $207 million, respectively.

During 2012, our North American cabinet businessiooed to incur costs and charges of $33 millielated to the closure of its
countertop manufacturing facility (as a result of etrategic change to a sourcing model for cotmps), the closure of a cabinet components
facility and additional headcount reductions. Olumftbing Products segment incurred costs of $25anillelated to a plant closure and
severance in our bathing systems business in Martbrica and a plant closure and severance in Spénalso incurred $14 million in costs
related to severance actions at our corporateeoffimally, we incurred $3 million of costs and i&s across our business units related to
other cost savings initiatives.

During 2011, our North American cabinet businesstiooied to incur costs and charges of $24 milliglated to the exit of its ready-to-
assemble product line and $6 million related toittegration of its facilities. Our Installation @®ther Services segment incurred costs and
charges of $4 million related to the closure ofesal/locations and further headcount reductions.tilders’ hardware business in the
Decorative Architectural Products segment incunests and charges of $9 million related to the efiét product line. Our North American
window manufacturer incurred costs and chargeS80friillion related to the closure of several mantifeing facilities.

In 2010, we took several actions within the Calsireetd Related Products segment to rationalize odhMmerican manufacturers,
including closing plants, exiting product lines antégrating our Builder and Retail Cabinet Grol& incurred costs and charges of $171
million in 2010 related to these actions.

In the fourth quarter of 2011, we decided to digpoakseveral non-core businesses in the Instaflaia Other Services segment. These
businesses were related to commercial drywall liasian, millwork and framing, and were classifiad discontinued operations for all
periods. During 2012, we sold all of these busieesfor net proceeds of $7 million.

Based on current plans, we anticipate costs angjehaelated to our business rationalizations dheradnitiatives to approximate $40
million in 2013. We continue to evaluate our buss®s and may implement additional rationalizatimymms based on changes in our
markets which could result in further costs andgés.

In early February 2013, we determined that our Bfanéady-to-assemble cabinet business was no leogeto our long-term growth
strategy and, accordingly we embarked on a pladigposition. This business unit had 2012 saleppfoximately $250 million and an
operating loss of approximately $30 million. Thepbsition is expected to be completed within the &2 months.
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Cabinets and Related Products
Sales

Net sales of Cabinets and Related Products inaigagmarily due to increased sales volume of Néwtherican operations and by
increased selling prices, which increased salesneypercent compared to 2011.

Net sales in this segment decreased in 2011 ptindare to lower sales volumes of North Americanicats, which reduced sales by
approximately six percent compared to 2010. Saléisis segment in 2011 were also negatively aftebiethe planned exit of North
American ready-to-assemble and other non-costdnk assembled cabinet product lines, particlecdaad door product lines, which redut
sales by approximately 14 percent compared to 284les were also negatively affected by lower sadisme of international cabinets,
which reduced sales in this segment by approximate¢ percent compared to 2010.

Net sales in this segment in 2010 were negativiédcted by lower sales volumes of North Americad arernational cabinets and the
planned exit of ready-to-assemble and other noa-testock assembled cabinet product lines, parkiolrd and door product lines.

Operating Results

Operating margins in the Cabinets and Related Rtediegment in 2012 were positively affected bydpbusiness rationalization
expenses and the benefits associated with suclmespéncurred in prior years.

Operating margins in this segment in 2011 weretjppedy affected by lower business rationalizatioqpenses and the benefits associ
with such expenses, including benefits relatedhéointegration of the North American cabinet bus#ss. Such increases were partially offset
by a less favorable relationship between sellinggsrand commodity costs, aggressive promotiortaligcand lower sales volume and the
related under-absorption of fixed costs.

Operating margins in this segment in 2010 were tiegg affected by lower sales volume and the edlainder-absorption of fixed
costs, which reduced operating profit margins byrapimately three percentage points. Operatingifonadirgins in this segment in 2010 were
also negatively affected by increased businessralization expenses and a less favorable reldtiprisetween selling prices and commodity
costs; such decreases more than offset the beas$itiated with business rationalizations andrathst savings initiatives.

Plumbing Products
Sales

Net sales of Plumbing Products increased in 20it@guily due to increased sales volume of North Aiaar operations and increased
selling prices, which, in aggregate, increasedsdajeapproximately five percent compared to 201dwér sales volume of international
operations decreased sales in this segment byeynen from 2011. A stronger U.S. dollar decreasdels by three percent in 2012 compared
to 2011.

Net sales in this segment increased in 2011 priynduie to increased selling prices, which increasads by approximately three
percent compared to 2010. Sales were also positaffdcted by increased sales volume in North Ag@eand International, which, in
aggregate, increased sales by approximately tleeept compared to 2010. A weaker U.S. dollar imeed sales by two percent in 2011
compared to 2010.

Net sales in this segment in 2010 were positivéfigcted by a more favorable product mix to North étioan retailers and wholesalers,
increased selling prices, and sales of Internatioperations. Such increases were partially offgdbwer sales volume to North American
retailers and wholesalers.
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Operating Results

Operating margins in the Plumbing Products segnme?®12 were negatively affected by lower salesingd and a less favorable
product mix principally related to internationalesptions. Such declines more than offset increblseth American sales volume and a more
favorable relationship between selling prices ammimodity costs.

Operating margins in this segment in 2011 were tiegg affected by a less favorable relationshipazen selling prices and
commodity costs, a less favorable product mix aetgeiased expenses related to growth initiativeshvbffset the benefits associated with
business rationalizations and other cost savinatines.

Operating margins in this segment in 2010 weretpedy affected by a more favorable product mix dinel positive relationship
between selling prices and commodity costs and#mefits associated with business rationalizatimbother cost savings initiatives.

Installation and Other Services
Sales

Net sales in the Installation and Other Servicgsmant increased in 2012 primarily due to increassdds volume related to a higher
level of activity in the new home construction metrknd increased commercial sales.

Net sales in this segment increased in 2011 priynduie to increased distribution sales, increagdlthg prices and increased retrofit i
commercial sales. Such increases were partialgebfiy lower sales volume of installed productatesl to a continued decline in the new
home construction market, the downward trend irsthe and content of new houses in early 2011 lamihtreased mulfamily constructior
we gained share in single-family construction.

Net sales in this segment decreased in 2010 ptindre to lower sales volume related to reducedesimethe new home construction
market. Sales in this segment were also negatafédgted by a downward trend in the size and cardEnew houses being constructed by
our builder customers.

Operating Results

Operating margins in the Installation and OthewnBges segment in 2012 were positively affectedrzyéased sales volume and the
related absorption of fixed costs, as well as #neefits associated with business rationalizatiowsather cost savings initiatives.

Operating margins in the Installation and OthewviBes segment in 2011 were positively affectedrizyéased sales volume, the ben
associated with business rationalizations and atbstr savings initiatives and a more favorableti@iahip between selling prices and
commodity costs.

Operating margins in this segment in 2010 were tiagg affected by lower sales volume in the newnlgoconstruction market and the
related undeabsorption of fixed costs, as well as a less famereelationship between selling prices and commyartists. Such declines we
partially offset by the benefits associated witlsibass rationalization and other cost savingsaitiveés and lower system implementation ¢
in 2010.

Decorative Architectural Products
Sales

Net sales of Decorative Architectural Productséased in 2012, primarily due to increased sellinges of paints and stains, as well as
increased sales volume of paints and stains andebsi hardware.
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Net sales in this segment decreased in 2011, ghntare to lower sales volume of paints and staind builders’ hardware. Such
declines in 2011 were partially offset by increaseliing prices of paints and stains.

Net sales in this segment in 2010 were negativiégcted by lower sales volume of builders’ hardwanel lower selling prices of paints
and stains, partially offset by a more favorabledpict mix of paints and stains, related to new pebéhtroductions.

Operating Results

Operating margins in the Decorative ArchitectunaldRicts segment in 2012 reflect a more favorabdelyet mix, a more favorable
relationship between selling prices and commoditstg related to paints and stains and lower progsts related to builders’ hardware.

Operating margins in this segment in 2011 were tiegg affected by a less favorable relationshipazen selling prices and
commodity costs related to paints and stains acr@ased expenses related to growth initiativess $agment was also negatively affected by
increased business rationalization expenses reiating exit of a builders’ hardware product line.

Operating margins in this segment in 2010 were tiegg affected by a less favorable relationshipazen selling prices and
commodity costs related to paints and stains, disasdower sales volume of builders’ hardware.fsdeclines more than offset the benefit of
a more favorable product mix of paints and staielated to new product introductions.

Other Specialty Products
Sales

Net sales of Other Specialty Products were fl&(h2 primarily due to increased sales volume ofdewas in Western markets in the
U.S., a more favorable product mix and increaséithgegrices which were offset by lower sales vokiof North American windows resulti
from the exit of certain markets.

Net sales in this segment decreased in 2011 ptidare to lower sales volume of windows in North émica (due to the expiration of
the energy tax credit in 2010) and the U.K., plytiaffset by increased selling prices and increbsales related to new product introductions
and geographic expansion. A weaker U.S. dollaeased sales in this segment by one percent comima2ed 0.

Net sales in this segment increased in 2010 priynduie to increased sales volume of windows in Néwnerica, principally related to
the energy-savings tax credit which expired atethe of 2010, and increased sales volume of stapleagkers and other fastening tools.

Operating Results

Operating results in the Other Specialty Produetsrent in 2012 were positively affected by the fiehassociated with business
rationalizations and other cost savings initiatilewer business rationalization costs and a maverble relationship between selling prices
and commodity costs. These items more than offigetnicreased warranty expense of $12 million.

Operating margins in this segment in 2011 were tiegg affected by increased business rationalima@xpenses, lower sales volume
and increased product launch and geographic exgranssts. Such decreases offset a more favordbtereship between selling prices and
commodity costs and the benefits associated widinlegs rationalizations and other cost savingmtivies.

Operating margins in this segment in 2010 refleetriegative effect of a less favorable relationdleifpveen selling prices and
commodity costs and a less favorable windows prohicc. Such declines offset the benefits associafittil business rationalizations and
other cost savings initiatives.

19



Geographic Area Results Discussion
North America
Sales

North American net sales in 2012 were positivelpatted by increased sales volume of installatiehather services, plumbing
products, paints and stains, builders’ hardwareveindows, which, in the aggregate, increased dalepproximately four percent compared
to 2011. Net sales were also positively affectedhbyeased selling prices of plumbing products jpaidts and stains, which increased sale
approximately three percent compared to 2011.

North American net sales in 2011 were negativelyanted by lower sales volume of cabinets, includirgplanned exit of certain
product lines, paints and stains, builders’ haréwaard windows, which, in the aggregate, decreaasled by approximately six percent
compared to 2010. Such declines were partiallyedty increased selling prices of plumbing prodactd paints and stains, which increased
sales by approximately three percent compared 16.20

North American net sales in 2010 were negativelyanted by lower sales volume of installation arfteoservices, cabinets, plumbing
products, and builders’ hardware, partially offisgta more favorable product mix of plumbing produaihd paints and stains, which increased
sales by approximately one percent compared t0.2009

Operating Results

Operating margins from North American operation2@2 were positively affected by a more favorablationship between selling
prices and commodity costs, lower business ratinai@dn expenses and the benefits associated wihéss rationalization and other cost
savings initiatives which, in aggregate, increasgeérating margins by three percentage points.

Operating margins from North American operation2@i1 were positively affected by lower busines®nalization expenses and the
benefits associated with business rationalizatrmh@her cost savings initiatives, which increagpdrating margins by two percentage po
Such increases offset the negative impact of l@atrs volume and the related undbsorption of fixed costs and a less favorableiogahif
between selling prices and commodity costs whiclhé aggregate, decreased operating profit mabyirme percentage point in 2011
compared to 2010.

Operating margins from North American operation2#10 were negatively affected by lower sales valand the related under-
absorption of fixed costs and a less favorableiogiahip between selling prices and commodity goskéch decreased operating profit
margins by two percentage points in 2010 compar&D09. Operating margins were also negativelycsgfbby increased business
rationalization costs and charges in 2010 compr@®09.
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International, Principally Europe
Sales

Net sales from international operations in 2012éased three percent in local currencies compar2@11, primarily due to increased
selling prices, partially offset by lower saleswole of plumbing products, cabinets and windowstrérgier U.S. dollar decreased
International net sales by seven percent in 20h#ewed to 2011.

Net sales from international operations increasdddal currencies in 2011 by approximately fourceat compared to 2010, primarily
due to increased sales volume and increased seliiogs of International plumbing products, offsgtlower sales volume of International
cabinets. A weaker U.S. dollar increased Intermafimet sales by six percent in 2011 compared 1020

Net sales from international operations increasdddal currencies in 2010, primarily due to in@eg sales volume and increased
selling prices of International plumbing productslavindows, offset by lower sales volume of Inteioraal cabinets.

Operating Results

Operating profit margins from international opesas in 2012 were negatively affected by a lessriae product mix, partially offset
by a more favorable relationship between selliriggsrand commaodity costs, primarily related torinéional plumbing products, the benefits
associated with business rationalizations and athstrsavings initiatives.

Operating profit margins from international opesas in 2011 were negatively affected by a lessrahe product mix and a less
favorable relationship between selling prices amuimodity costs, offset by the benefits associatith Business rationalizations and other
cost savings initiatives.

Operating profit margins from international opesas in 2010 were negatively affected by a lessriae product mix, partially offset
by the benefits associated with business ratioatidizs and other cost savings initiatives.

Other Matters
Commitments and Contingencies
Litigation

Information regarding our legal proceedings isfegh in Note T to the consolidated financial staénts, which is incorporated herein
by reference.

Other Commitments

With respect to our investments in private equityds, we had, at December 31, 2012, commitmertsrtribute up to $19 million of
additional capital to such funds, representingaggregate capital commitment to such funds lesat@entributions made to date. We are
contractually obligated to make additional capitahtributions to these private equity funds upareigt of a capital call from the private
equity fund. We have no control over when or if tiagital calls will occur. Capital calls are fundadcash and generally result in an increase
in the carrying value of our investment in the ptavequity fund when paid.

We enter into contracts, which include reasonabtt@istomary indemnifications that are standardtferindustries in which we
operate. Such indemnifications include claims meghenst builders by homeowners for issues relatrmur products and workmanship. In
conjunction with divestitures and other transactjome occasionally provide reasonable and customdgmnifications relating to various
items, including: the enforceability of trademarlkegjal and environmental issues; and provisionsées returns. We have never had to pay a
material amount related to these indemnificatiams] we evaluate the probability that amounts maynaerred and we appropriately record
an estimated liability when probable.
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Contractual Obligations
The following table provides payment obligationated to current contracts at December 31, 201&illions:

Payments Due by Perioc

Less thar More than
1-3 35 Other
1 Year Years Years 5 Years (D) Total
Debt(A) $ 20€ $1,50° $41€ $ 1,508 $— $3,62¢
Interest(A) 221 58E 217 62¢ — 1,651
Operating lease 9C 91 27 48 — 25€
Currently payable income tax 27 — — — — 27
Private equity fund(B) 1C 9 — — — 19
Purchase commitmen(C) 25€ 1C — — — 26€
Uncertain tax positions, including interest andgiges(D) 1 — — — 67 68
Total $ 811 $2,19¢ $66C $ 2,17¢ $ 67 $5,91f

(A) We assumed that all debt would be held to matt

(B) There is no schedule for the capital commitmentiégrivate equity funds; such allocation wasneated.

(C) Excludes contracts that do not require volume camamits and open or pending purchase ort

(D) Due to the high degree of uncertainty regardingitneng of future cash outflows associated with entain tax positions, we are unable
to make a reasonable estimate for the period beffendext year in which cash settlements may owtthrapplicable tax authoritie

Refer to Footnote M of our financial statementsdefined-benefit plan obligations.

Recently Issued Accounting Pronouncement©n January 1, 2012, we adopted new accounting goéeequiring more prominent
presentation of other comprehensive income itenmsiirconsolidated financial statements. The adopfcdhis new guidance did not have an
impact on our financial position or our resultsopkrations.
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ltem 7A. Quantitative and Qualitative Disclosures adout Market Risk.

We have considered the provisions of accountingange regarding disclosure of accounting polickesi&rivative financial
instruments and derivative commodity instruments| disclosure of quantitative and qualitative infiation about market risk inherent in
derivative financial instruments, other financiatruments and derivative commaodity instruments.

We are exposed to the impact of changes in inteagss$, foreign currency exchange rates and comniynoadsts in the normal course of
business and to market price fluctuations relateniir financial investments. We have involvemenhwlerivative financial instruments and
use such instruments to the extent necessary tageagxposure to foreign currency fluctuations androodity fluctuations. See Note F to
the consolidated financial statements for additiamfarmation regarding our derivative instruments.

At December 31, 2012, we performed sensitivity ysed to assess the potential loss in the fair gadfienarket risk sensitive
instruments resulting from a hypothetical chang&®percent in foreign currency exchange rate$, petcent decline in the market value of
our long-term investments, a 10 percent changenmeodity costs, or a 10 percent change in inteetss. Based upon the analyses
performed, such changes would not be expected terially affect our consolidated financial positjorsults of operations or cash flows.
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Exhibit 99.3

Iltem 8.  Financial Statements and Supplementary Data
Management’s Report on Internal Control Over Finandal Reporting

The management of Masco Corporation is responfiblestablishing and maintaining adequate intecoatrol over financial reporting.
Masco Corporation’s internal control over finanaigborting is a process designed to provide redder@ssurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantteagcounting principles generally
accepted in the United States of America.

The management of Masco Corporation assessedféwtivéness of the Company’s internal control dimancial reporting as of
December 31, 2012 using the criteria set forthieyGommittee of Sponsoring Organizations of theadway Commission (COSO) in
“Internal Control — Integrated Framework.” Basedtbis assessment, management has determined éh@bthpany’s internal control over
financial reporting was effective as of DecemberZ112.

PricewaterhouseCoopers LLP, an independent regtstmrblic accounting firm, performed an audit & @ompany’s consolidated
financial statements and of the effectiveness afddaCorporation’s internal control over financigporting as of December 31, 2012. Their
report expressed an unqualified opinion on thectiffeness of Masco Corporation’s internal contnérofinancial reporting as of
December 31, 2012 and expressed an unqualifiedoopam the Company’s 2012 consolidated financiateshents. This report appears under
Item 8. Financial Statements and Supplementary adar the heading Report of Independent Registeubtic Accounting Firm.
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Shareholders
of Masco Corporation:

In our opinion, the accompanying consolidated badasheets and the related consolidated statenmfenpei@tions, comprehensive loss,
shareholders’ equity and cash flows present fainlg|l material respects, the financial positidriMasco Corporation and its subsidiaries at
December 31, 2012 and 2011, and the results ofdperations and their cash flows for each of kined years in the period ended
December 31, 2012 in conformity with accountingipiples generally accepted in the United Statesnoérica. In addition, in our opinion,
the accompanying financial statement schedule ptedairly, in all material respects, the infornoatiset forth therein when read in
conjunction with the related consolidated finansiatements. Also in our opinion, the Company nadmetd, in all material respects, effective
internal control over financial reporting as of Betber 31, 2012, based on criteria establishédt@mal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrike Treadway Commission (COSO). The Companyaagement is responsible for
these financial statements and financial statemmamddule, for maintaining effective internal cohtreer financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in Managemeeport on Internal Control over
Financial Reporting appearing under Item 8. Oupoesibility is to express opinions on these finahstatements, on the financial statement
schedule, and on the Compasiyiternal control over financial reporting basedoarr integrated audits. We conducted our auditcoordanc
with the standards of the Public Company Accoun@wgrsight Board (United States). Those standagqgire that we plan and perform the
audits to obtain reasonable assurance about whisthénancial statements are free of material tatemnent and whether effective internal
control over financial reporting was maintainechilhmaterial respects. Our audits of the finanstatements included examining, on a test
basis, evidence supporting the amounts and diselesn the financial statements, assessing theuatiog principles used and significant
estimates made by management, and evaluating #ralbfinancial statement presentation. Our autlih@rnal control over financial
reporting included obtaining an understanding tdrimal control over financial reporting, assesshwgrisk that a material weakness exists,
and testing and evaluating the design and operaffegtiveness of internal control based on thessesd risk. Our audits also included
performing such other procedures as we consideredssary in the circumstances. We believe thaawdits provide a reasonable basis for
our opinions.

A company'’s internal control over financial repodiis a process designed to provide reasonableaaesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantegeinerally accepted accounting
principles. A company'’s internal control over firgad reporting includes those policies and proceduhat (i) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshef assets of the company; (ii) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeionrdgcordance with authorizations of
management and directors of the company; and(idiyide reasonable assurance regarding preventitmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@iizh statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP

Detroit, Michigan

February 15, 2013, except for the effects of difomed operations discussed in Note B to the cadai@ld financial statements, as to which
the date is May 8, 201



Financial Statements and Supplementary Data
MASCO CORPORATION and Consolidated Subsidiaries

CONSOLIDATED BALANCE SHEETS
at December 31, 2012 and 2011

ASSETS

Current Assets:
Cash and cash investme
Receivable:
Inventories
Prepaid expenses and otl
Assets held for sal
Total current asse
Property and equipment, r
Goodwill
Other intangible assets, r
Other asset
Assets held for sal

Total Assets
LIABILITIES and EQUITY

Current Liabilities:
Accounts payabl
Notes payabli
Accrued liabilities
Liabilities held for sal¢
Total current liabilities
Long-term debi
Deferred income taxes and otl
Liabilities held for sal¢
Total Liabilities
Commitments and contingenci
Equity:
Masco Corporatic’s shareholde’ equity

(In Millions, Except Share Dati

Common shares authorized: 1, 400, 000, 000; isasnddutstanding: 2012 — 349,000,000; 2011 —

347,900,00(

Preferred shares authorized: 1, 000, 000; issuédatstanding: 2012 and 20— None

Paic-in capital
Retained (deficit) earning
Accumulated other comprehensive inca

Total Masco Corporatic s shareholde’ equity
Noncontrolling interes

Total Equity
Total Liabilities and Equit

2012 2011
$ 1,351 $ 1,65¢
932 87t
72¢ 70€
107 68
10C 124
3,217 3,42¢
1,32¢ 1,45¢
1,89¢ 1,891
151 19€
184 20¢
102 11¢
$ 687 $ 7,29
$ 78 $ 727
20€ 802
827 76€
45 67
1,86- 2,36¢
3,42: 3,22:
1,05¢ 95¢
4 12
6,341 6,55¢
34¢ 34¢
16 65
(102) 38
59 76
327 527
212 21F
534 742
$ 687 $ 7,29

See notes to consolidated financial statements.
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MASCO CORPORATION and Consolidated Subsidiaries

CONSOLIDATED STATEMENTS OF OPERATIONS
for the years ended December 31, 2012, 2011 and Q01

Net sales
Cost of sale:
Gross profit
Selling, general and administrative exper
Charge for litigation settlements, r
Impairment charges for goodwill and other intangiasset
Operating profit (loss
Other income (expense), n
Interest expens
Impairment charges for financial investme
Other, ne

Income (loss) from continuing operations beforeme taxe:
Income tax expense (bene!

Loss from continuing operatiol
Loss from discontinued operations,

Net loss
Less: Net income attributable to noncontrollingesst

Net loss attributable to Masco Corporat
Loss per common share attributable to Masco Corporton:

Basic:
Loss from continuing operatiol
Loss from discontinued operations,
Net loss

Diluted:

Loss from continuing operatiol
Loss from discontinued operations,

Net loss
Amounts attributable to Masco Corporation:

Loss from continuing operatiol
Loss from discontinued operations,

Net loss

See notes to consolidated financial statements.

4

(In Millions, Except Per Common Share Dz

2012 2011 2010
$ 749 $ 7.17C $ 7,18
5,53¢ 5,38¢ 5,381
1,95¢ 1,781 1,80-
1,53¢ 1,54% 1,57(
77 9 —
42 45¢ 69¢
302 (215) (466€)
(254) (254) (257)
(2 — (34)
27 77 6
(229 (177) (279
73 (392) (745)
91 (40) 241
(18) (352) (986)
(61) (181) (16)
(79) (539) (1,007)
35 42 41
$ (119 $ (579 $ (1,049
$ (1 $ (119 $ (2.99
(.17) (.52) (.0E)
$ (33 $ (166 $ (3.00
$ (1 $ (119 $ (2.99
(.17) (52) (.05)
$ (33 $ (166 $ (3.00
$ (53 $ (399 $ (1,02)
(61) (181) (16)
$ (1149 $ (579 $ (1,049




MASCO CORPORATION and Consolidated Subsidiaries

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
for the years ended December 31, 2012, 2011 and Q01

Net loss
Less: Net income attributable to noncontrollingehesst
Net loss attributable to Masco Corporat

Other comprehensive income (loss), net of
Cumulative translation adjustme
Unrealized gain (loss) on interest rate swapsphitcome tax of —, $— and <, respectively
Unrealized (loss) gain on marketable securitiesphencome tax of —, $— and <—,respectively
Unrecognized pension prior service cost and net lost of income tax (benefit) of $(9), $5 and

$—, respectively

Other comprehensive lo
Less: Other comprehensive income (loss) attribateibthe noncontrolling intere

Other comprehensive loss attributable to Masco @atpn
Total comprehensive lo:
Less: Total comprehensive income attributable tacoatrolling interes
Total comprehensive loss attributable to Masco G@ipon

See notes to consolidated financial statements.
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(In Millions)

2012 2011 2010
$ (79 $539) $ (1,009
35 42 41
$(114)  $(575 $ (1,049
$ 26 $@BO) $ (57
2 (23) —
- (39) 1
(45) (113 (53
(15) (204) (109)
2 ) (16)
$(17) $197) $ (93
$ (949 $737) $ (1,11))
37 35 25
$(131)  $(772) $ (1,136




MASCO CORPORATION and Consolidated Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS
for the years ended December 31, 2012, 2011 and Q01

CASH FLOWS FROM (FOR) OPERATING ACTIVITIES:
Net loss
Depreciation and amortizatic
Deferred income taxe
Non-cash loss on disposition of businesses
(Gain) on disposition of investments, |
Impairment charge:
Financial investment
Goodwill and other intangible ass:
Long-lived asset:
Discontinued operatior
Stoclk-based compensatic
Other items, ne
(Increase) decrease in receivat
(Increase) decrease in inventor
Increase in accounts payable and accrued liakilitiet
Net cash from operating activiti
CASH FLOWS FROM (FOR) FINANCING ACTIVITIES:
Increase in det
Payment of det
Issuance of notes, net of issuance c
Credit Agreement cos
Retirement of note
Payment for settlement of swa
Purchase of Company common sti
Tax benefit from stoc-based compensatic
Dividends paid to noncontrolling intere
Cash dividends pai
Net cash for financing activitie
CASH FLOWS FROM (FOR) INVESTING ACTIVITIES:
Capital expenditure
Acquisition of businesses, net of cash acqu
Proceeds from disposition ¢
Marketable securitie
Businesses, net of cash dispo
Property and equipme
Other financial investments, r
Other, ne’
Net cash for investing activitie
Effect of exchange rate changes on cash and casktiment:
CASH AND CASH INVESTMENTS:
(Decrease) increase for the yi
At January 1
At December 3:

See notes to consolidated financial statements.
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(In Millions)

2012 2011 2010
$ (79 $(539) $ (1,000
214 265 27¢
5C (112) 16¢€
4 — —
(24) (71) )
2 — 34
42 45C 69¢
— — 67
3 13C 23
61 61 62
(28) 53 29
(50) (6C) 80
(16) (54) 2
10z 112 33
281 23¢ 46¢
4 4 4
(5 9) (6)
39¢€ — 494
— (1) (9)
(791) (58) (359)
(25 — —
® (30 (42)
(40) (18) (15)
(107) (107) (108)
(576) (219 (40)
(119) (151) (137)
— (10) —
— 49 22
9 J— J—
67 24 18
4C 45 20
(29 (18 (32
(27) (62) (209
17 (18) (14)
(305) (59) 30z
1,65¢ 1,71¢ 1,41%
$1,35] $1,65¢ $ 1,71t




MASCO CORPORATION and Consolidated Subsidiaries

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
for the years ended December 31, 2012, 2011 and Q01

Balance, January 1, 2010
Total comprehensive (loss) incor
Shares issue
Shares retirec
Repurchase
Surrendered (n¢-cash)
Cash dividends declart
Dividends paid to noncontrolling intere
Stoclk-based compensatic

Balance, December 31, 201

Total comprehensive (loss) incor
Shares issue
Shares retirec

Repurchase

Surrendered (n¢-cash)
Cash dividends declart
Dividends paid to noncontrolling intere
Stocl-based compensatic

Balance, December 31, 201

Total comprehensive (loss) incor
Shares issue
Shares retirec

Repurchase

Surrendered (n¢-cash)
Cash dividends declart
Dividends paid to noncontrolling intere
Stoclk-based compensatic

Balance, December 31, 2012

(In Millions, Except Per Share Dat

Common Accumulated
Other
Shares Retained Comprehensive Noncontrolling
($ 1 par Paid-In (Deficit)
Total value) Capital Earnings Income Interest
$ 2,817 $ 35C $ 42 $ 1,871 $ 36¢€ $ 18¢€
(1,117 (1,049 (93) 25
— 2 @
(49 (©) (49
(6) (6)
(108) (109)
(15) (15)
5C 50
$ 1,58: $ 34¢ $ 42 $ 72 $ 273 $ 19¢
(737) (575) (197) 35
— 2 )
(30) 2 (29)
©) ) ()
(107) (107)
(18 (18)
6C 60
$ 742 $ 34¢ $ 65 $ 38 $ 76 $ 21F
(94) (114 (17) 37
(€ 3 4
(8) ) (7
(8) ) (7)
(107) (81) (26)
(40 (40
5C 50
$ 53¢ $ 34¢ $ 16 $ (102 3 59 $ 212

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
A. ACCOUNTING POLICIES

Principles of Consolidation. The consolidated financial statements includeatteunts of Masco Corporation and all majority-od/ne
subsidiaries. All significant intercompany transacs have been eliminated. The Company consolidagassets, liabilities and results of
operations of variable interest entities, for whilsh Company is the primary beneficiary.

Use of Estimates and Assumptions in the Preparatioof Financial StatementsThe preparation of financial statements in conftymiith
accounting principles generally accepted in thedéhStates of America requires the Company to neekiain estimates and assumptions that
affect the reported amounts of assets and liasliéind disclosure of any contingent assets anitlitlebat the date of the financial statements
and the reported amounts of revenues and expeunseg the reporting period. Actual results may eliffrom these estimates and
assumptions.

Revenue RecognitionThe Company recognizes revenue as title to produadgisk of loss is transferred to customers cemervices are
rendered, net of applicable provisions for disceurdgturns and allowances. The Company recordsivevior unbilled services performed
based upon material and labor incurred in the liasian and Other Services segment; such amouetseaorded in Receivables. Amounts
billed for shipping and handling are included i sa&les, while costs incurred for shipping and liagdare included in cost of sales.

Customer Promotion CostsThe Company records estimated reductions to revimaistomer programs and incentive offeringsluding
special pricing and co-operative advertising areangnts, promotions and other volume-based incentinestore displays that are owned by
the Company and used to market the Company’s ptedue included in other assets in the consolidaééahce sheets and are amortized
using the straight-line method over the expectedulidife of three to five years; related amortinatexpense is classified as a selling expense
in the consolidated statements of operations.

Foreign Currency. The financial statements of the Company’s foreigipsidiaries are measured using the local curreadhefunctional
currency. Assets and liabilities of these subsidgare translated at exchange rates as of thedeatdeet date. Revenues and expenses are
translated at average exchange rates in effeatgithie year. The resulting cumulative translatidjustments have been recorded in the
accumulated other comprehensive income componesttasEholders’ equity. Realized foreign currenepsaction gains and losses are
included in the consolidated statements of oparatin other income (expense), net.

Cash and Cash InvestmentsThe Company considers all highly liquid investmenith an initial maturity of three months or lesshe cash
and cash investments.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
A. ACCOUNTING POLICIES (Continued)

Receivables.The Company does significant business with a nurabeustomers, including certain home centersteordebuilders. The
Company monitors its exposure for credit lossegooustomer receivable balances and the credithw@ss of its customers on an on-going
basis and records related allowances for doubtitbants. Allowances are estimated based upon gpeadtomer balances, where a risk of
default has been identified, and also include &ipion for non-customer specific defaults basednupistorical collection, return and write#
activity. During downturns in the Company’s marketsclines in the financial condition and credittharess of customers impacts the credit
risk of the receivables involved and the Comparsy/ihaurred additional bad debt expense relatedstomer defaults. A separate allowance
is recorded for customer incentive rebates anénelly based upon sales activity. Receivablepr®ented net of certain allowances
(including allowances for doubtful accounts) of $#illion and $59 million at December 31, 2012 afd P, respectively. Receivables incl
unbilled revenue related to the Installation andeDtServices segment of $18 million and $17 milkdmecember 31, 2012 and 2011,
respectively.

Property and Equipment. Property and equipment, including significant &ettents to existing facilities, are recorded at.ddpon
retirement or disposal, the cost and accumulatpded@tion are removed from the accounts and aimyaydoss is included in the
consolidated statements of operations. Maintenandeepair costs are charged against earningsasédl.

The Company reviews its property and equipmentasvant occurs or circumstances change that woatle tikely than not reduce the fair
value of the property and equipment below the @agramount. If the carrying amount of property aogiipment is not recoverable from its
undiscounted cash flows, then the Company wouldgeize an impairment loss for the difference betwide carrying amount and the
current fair value. Further, the Company evalutiesemaining useful lives of property and equiptradreach reporting period to determine
whether events and circumstances warrant a revisitite remaining depreciation periods.

Depreciation. Depreciation expense is computed principally usirgstraight-line method over the estimated udafe$ of the assets.
Annual depreciation rates are as follows: buildiagd land improvements, 2 to 10 percent, and machiand equipment, 5 to 33 percent.
Depreciation expense was $192 million, $234 milkord $249 million in 2012, 2011 and 2010, respedttivSuch depreciation expense
included accelerated depreciation of $28 milliorinfarily in the Cabinets and Related Products dnthBing Products segments), $52
million (primarily in the Cabinets and Related Puots and Other Specialty Products segments) andn#ii@n (primarily in the Cabinets and
Related Products segment) in 2012, 2011 and 2@&pectively.

Goodwill and Other Intangible Assets.The Company performs its annual impairment testingoodwill in the fourth quarter of each year,
or as events occur or circumstances change thdtwaare likely than not reduce the fair value akporting unit below its carrying amount.
The Company has defined its reporting units andpdetad the impairment testing of goodwill at theegiing segment level. The Company’s
operating segments are reporting units that engpalgesiness activities, for which discrete finahaidormation, including five-year forecasts,
are available. The Company compares the fair vafdlee reporting units to the carrying value of thporting units for goodwill impairment
testing. Fair value is determined using a discalintsh flow method, which includes significant usedvable inputs (Level 3 inputs).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
A. ACCOUNTING POLICIES (Continued)

Determining market values using a discounted clast method requires the Company to make signifiestimates and assumptions,
including long-term projections of cash flows, metrkonditions and appropriate discount rates. Témg@any’s judgments are based upon
historical experience, current market trends, chasons with external valuation specialists anldestinformation. In estimating future cash
flows, the Company relies on internally generated-fear forecasts for sales and operating prafitduding capital expenditures, and
generally a one to three percent long-term asswanadal growth rate of cash flows for periods atfterfive-year forecast. The Company
utilizes its weighted average cost of capital gfragimately 9.5 percent as the basis to deterntiaaliscount rate to apply to the estimated
future cash flows. In 2012, due to market cond&tjcghe Company increased the discount rate togerahll percent to 13 percent for mos
its reporting units. The Company records an impairtiio goodwill (adjusting the value to the estietbfair value) if the book value exceeds
the estimated fair value.

The Company reviews its other indefinite-lived igile assets for impairment annually in the fouptiarter of each year, or as events occur
or circumstances change that indicate the assatbeanpaired without regard to the reporting ultie Company considers the implications
of both external (e.g., market growth, competitgomd local economic conditions) and internal (gagpduct sales and expected product
growth) factors and their potential impact on ciss related to the intangible asset in both tharnand long-term.

Intangible assets with finite useful lives are atized using the straight-line method over theiimeated useful lives. The Company evaluates
the remaining useful lives of amortizable intangibksets at each reporting period to determinehghetents and circumstances warrant a
revision to the remaining periods of amortizatiSee Note H for additional information regarding @aidl and Other Intangible Assets.

Fair Value Accounting. The Company follows accounting guidance for itaficial investments and liabilities which defineis falue,
establishes a framework for measuring fair valwe @nescribes disclosures about fair value measurem&he Company also follows this
guidance for its non-financial investments andilitis.

The fair value of financial investments and liaigk is determined at each balance sheet dateutun@ fdeclines in market conditions, the
future performance of the underlying investmentaew information could affect the recorded valuethe Company’s investments in
marketable securities, private equity funds an@ofihivate investments.

The Company uses derivative financial instrumentsidanage certain exposure to fluctuations in egeamd cash flows resulting from
changes in foreign currency exchange rates, contgnodsts and interest rate exposures. Derivativanitial instruments are recorded in the
consolidated balance sheets as either an assabitity measured at fair value. For each derivafimancial instrument that is designated and
qualifies as a faivalue hedge, the gain or loss on the derivativeungent, as well as the offsetting loss or gaintenhedged item attributal

to the hedged risk, are recognized in determinimgent earnings during the period of the chandaiimvalues. For derivative instruments not
designated as hedging instruments, the gain otidaggognized in determining current earningsriyithe period of the change in fair value.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
A. ACCOUNTING POLICIES (Continued)

Warranty. At the time of sale, the Company accrues a warraipylity for the estimated cost to provide protij@arts or services to repair
or replace products in satisfaction of warrantyigdtions. The Company’s estimate of costs to serigwarranty obligations is based upon
the information available and includes a numbenofors such as the warranty coverage, the wargzaripd, historical experience specific to
the nature, frequency and average cost to semvicelaim, along with product manufacturing metaeosl industry and demographic trends.

Certain factors and related assumptions in deténgiiour warranty liability involve judgments andiesates and are sensitive to changes in
the aforementioned factors. The Company believassttie warranty accrual is appropriate; howevdyaalaims incurred could differ from
the original estimates thereby requiring adjustmémtpreviously established accruals.

A majority of the Company’s business is at the comer retail level through home centers and maj@ilezs. A consumer may return a
product to a retail outlet that is a warranty retiowever, certain retail outlets do not distirgjubetween warranty and other types of returns
when they claim a return deduction from the Compdimge Company’s revenue recognition policy takés actcount this type of return when
recognizing revenue, and deductions are recorddtbdime of sale.

Product Liability. The Company provides for expenses associated wottupt liability obligations when such amounts prebable and can
be reasonably estimated. The accruals are adjastedw information develops or circumstances chémgevould affect the estimated
liability.

Stock-Based CompensatioriThe Company measures compensation expense foraiarkls at the market price of the Company’s common
stock at the grant date. Effective January 1, 2606h expense is being recognized ratably oveshbeer of the vesting period of the stock
awards, typically 5 to 10 years (except for stoska@s held by grantees age 66 or older, which west five years), or the length of time ui
the grantee becomes retiremelitible at age 65. For stock awards granted go@anuary 1, 2006, such expense is being recatjoizer the
vesting period of the stock awards, typically 1@nge or for executive grantees that are, or witidme, retirement-eligible during the vesting
period, the expense is being recognized over fasryor immediately upon a grantee’s retirement.

The Company measures compensation expense forgptiokis using a Black-Scholes option pricing mo8eich expense is being
recognized ratably over the shorter of the vegtieod of the stock options, typically five yeaws the length of time until the grantee
becomes retirement-eligible at age 65. The Compéitiges the shortcut method to determine the tadfall pool associated with stock
options.

Noncontrolling Interest. The Company owns 68 percent of Hansgrohe AG at bettember 31, 2012 and 2011. The aggregate
noncontrolling interest, net of dividends, at Debem31, 2012 and 2011 has been recorded as a cempufrequity on the Company’s
consolidated balance sheets.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
A. ACCOUNTING POLICIES (Concluded)

Interest and Penalties on Uncertain Tax PositionsThe Company records interest and penalties omitertain tax positions in income tax
expense.

Reclassifications Certain prior-year amounts have been reclassifieshform to the 2012 presentation in the const#idiéinancial
statements. In the Company’s consolidated statentdrmash flows, the cash flows from discontinupdrations are not separately classified.

Recently Issued Accounting Pronouncement®n January 1, 2012, the Company adopted new adngugiidance requiring more
prominent presentation of other comprehensive ircgems in the Company’s consolidated financiaksteents. The adoption of this new
guidance did not have an impact on the Companganitial position or its results of operations.

B. DISCONTINUED OPERATIONS

The presentation of discontinued operations induaemponents of the Company that the Company istemdell, which comprises
operations and cash flows that can be clearlyrdjstshed from the rest of the Company.

In early February 2013, the Company determineditb@anish ready-to-assemble cabinet businesswwésnger core to its lontgrm growtt
strategy and, accordingly the Company embarkedarafor disposition. The disposition is expedede completed within the next 12
months.

During 2011, the Company determined that seversihiegses in the Installation and Other Servicesisagwere not core to the Company’s
long-term growth strategy. These businesses praodenercial drywall installation, millwork and framng services. During 2012, the
Company disposed all of these businesses for neepds of $7 million.

The Company has accounted for the business ueitgifid in 2013 and 2011 as discontinued operatibnsses from these discontinued
operations were included in loss from discontinapdrations, net, in the consolidated statementpefations.

Selected financial information for the discontinumzkrations during the period owned by the Compaye as follows, in millions:

2012 2011 2010
Net sales $321 $ 38¢ $40¢
Operating loss from discontinued operati $(44) $ (59 $ (9
Impairment of assets held for si 3 (130 (23
Loss on disposal of discontinued operations. (6) (3) —
Loss before income te (53 (297) (32
Income tax expense (bene! 8 (10 (16)
Loss from discontinued operations, $(62) $(187) $(16)

Included in the impairment of assets held for saé,in 2011 is the impairment of indefinite andinite-lived intangible assets of $56 millic
the impairment of goodwill of $57 million and thmpairment of fixed and other assets of $17 millimeluded in the loss on disposal of
discontinued operations, net in 2011 is $3 milkxpense reflecting the adjustment of certain ass&ited to businesses disposed in prior
years.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
B. DISCONTINUED OPERATIONS (Concluded)

The unusual relationship between income tax expanddoss before income tax in 2012 results prim&om the increase in the deferred
liability associated with the abandonment of tagi®an indefinite-lived intangibles due to the disjiion of certain discontinued operations.

The unusual relationship between income taxes @sxliefore income taxes in 2011 resulted prim&diyn certain losses providing no
current tax benefit.

The income tax benefit recorded in 2010 relatemgrily to the allocation of an income tax benddifrhpairment charges on goodwill and
other indefinite-lived intangible assets of certdiscontinued operations.

The following balance sheet items have been cladsifs held for sale:

December 31

2012 2000

Receivables $ 32 $ 56
Inventories 66 66
Prepaid expenses and otl 2 2
Property and equipment, r 10z 11¢€
Total asset $202 $242
Accounts payabl 31 47
Accrued liabilities 14 20
Deferred income taxe __ 4 12
Total liabilities $ 49 $ 79

In the fourth quarter of 2012, the Company deteedithat the estimated fair value calculated fo Hisiness unit was lower than the net
book value. The Company assessed the limeghassets associated with this business unidatetrmined that no impairment was necesse
December 31, 2012.

Also during 2011, the Company decided to exit alpob line in builders’ hardware in the DecorativiclAitectural Products segment with net
sales of $1 million and an operating loss of $1Bioniin 2011 (including $8 million to write-dowmventory related to satisfaction of
contractual obligations). In the first quarter 6f12, the Company disposed of this product linesThisiness was included in continuing
operations through the date of disposal.

C. ACQUISITIONS

In late 2011, the Company acquired a small manufacbf hot tubs in the Plumbing Products segntéig;business allows the Company to
expand its spa offering into additional price paategories. The total net cash purchase pricedd@snillion in 2011. The results of this
acquisition are included in the consolidated finahstatements from the date of acquisition.

Certain purchase agreements provided for the patyafemlditional consideration in cash, continggmbmwhether certain conditions are met,
including the operating performance of the acquiresiness. At December 31, 2012 and 2011, therenwasitstanding contingent
consideration.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
D. INVENTORIES

(In Millions)
At December 31
2012 2011
Finished goods $ 36¢ $34E
Raw materia 26€ 26¢
Work in proces: 92 92
Total 72€ 70€

Inventories, which include purchased parts, mdteréirect labor and applied manufacturing overheae stated at the lower of cost or net
realizable value, with cost determined by use effitst-in, first-out method.

E. FAIR VALUE OF FINANCIAL INVESTMENTS AND LIABILIT IES

Accounting Policy. The Company follows accounting guidance that deffia@ value, establishes a framework for measuiaimgvalue and
prescribes disclosures about fair value measurenfenits financial investments and liabilities.eTuidance defines fair value as “the price
that would be received to sell an asset or patthiwsfer a liability in an orderly transaction beem market participants at the measurement
date.” Further, it defines a fair value hierarchy follows: Level 1 inputs as quoted prices inv&ctnarkets for identical assets or liabilities;
Level 2 inputs as observable inputs other than Leyeices, such as quoted market prices for smaizets or liabilities or other inputs that
are observable or can be corroborated by markat datl Level 3 inputs as unobservable inputs tteasapported by little or no market
activity and that are financial instruments whoakug is determined using pricing models or instmitséor which the determination of fair
value requires significant management judgmenstimation.

Financial investments that are available to beetlamh readily accessible stock exchanges (domastareign) are considered to have active
markets and have been valued using Level 1 inpirtancial investments that are not available torbged on a public market or have limited
secondary markets, or contain provisions that Ithétability to sell the investment are considerebdave inactive markets and have been
valued using Level 2 or 3 inputs. The Company ipoaaited credit risk into the valuations of finahaevestments by estimating the likelihc
of non-performance by the counterparty to the @pplie transactions. The estimate included the theofgtime relative to the contract,
financial condition of the counterparty and currararket conditions. The criteria for determining@ifmarket was active or inactive were be
on the individual facts and circumstances.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
E. FAIR VALUE OF FINANCIAL INVESTMENTS AND LIABILITIES (Continued)

Financial Investments.The Company has maintained investments in avaif@lsale securities and a number of private edfuityds and
other private investments, principally as partteftax planning strategies, as any gains enhamcetilization of any current and future tax
capital losses.

Financial investments included in other assets wasm®llows, in millions:

At December 31

2012 2011

Auction rate securities $22 $ 22
Total recurring investmen 22 22
Private equity fund 69 86
Other investment _ 4 4
Total nor-recurring investment 73 90
Total $95 $ 11z

The Company'’s investments in available-for-saleigges at December 31, 2012 and 2011 were asws|lin millions:

Pre-tax
Unrealized Unrealized Recordec
Cost Basit Gains Losses Basis
December 31, 2012 $ 19 $ 3 $ — $ 22
December 31, 201 $ 19 $ 3 $ — $ 22

The Company'’s investments in private equity funald ather private investments are carried at cosbDecember 31, 2012, the Company has
investments in 15 venture capital funds, with agragate carrying value of $16 million. The ventoapital funds invest in staup or smaller
early-stage established businesses, principaligannformation technology, bio-technology and tieabre sectors. At December 31, 2012,
the Company also has investments in 21 buyout fumitls an aggregate carrying value of $53 millidhe buyout funds invest in later-stage,
established businesses and no buyout fund hascemrmation in a particular sector.

Recurring Fair Value Measurements.For financial investments measured at fair valua oecurring basis at each reporting period, the
unrealized gains or losses (that are deemed terbpdrary) are recognized, net of tax effect, thhostgareholders’ equity, as a component of
other comprehensive income. Realized gains anddcmsd charges for other-than-temporary impairmametsncluded in determining net
income, with related purchase costs based upoiifigpdentification.

For marketable securities, the Company reviews gaturring basis, industry analyst reports, kéipsaand statistics, market analyses and
other factors for each investment to determinaitiarealized loss is other-than-temporary.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
E. FAIR VALUE OF FINANCIAL INVESTMENTS AND LIABILITIES (Continued)

In the past, the Company invested excess casttiioauate securities. Auction rate securitiesiavestment securities that have interest rates
which are reset every 7, 28 or 35 days. The fdiresaof the auction rate securities held by the Gamy have been estimated, on a recurring
basis, using a discounted cash flow model (Levap8t). The significant inputs in the discountedltéiow model used to value the auction
rate securities include: expected maturity of auctate securities, discount rate used to deterthim@resent value of expected cash flows
assumptions for credit defaults, since the auata securities are backed by credit default svgapeanents.

During 2011, the Company sold 1,974,000 sharets afivestment in TriMas common stock for cash & $i#llion; at December 31, 2012 ¢
2011, the Company did not own any shares of Triktaamon stock.

Financial investments and (liabilities) measurethitvalue on a recurring basis at each reponpieigod and the amounts for each level wit
the fair value hierarchy were as follows, in mifig

Fair Value Measurements Using

Significant
Other Significant
Quoted Observable Unobservable
Dec. 31 Market
Prices Inputs Inputs
2012 (Level 1) (Level 2) (Level 3)
Auction rate securities $ 22 $ — $ — $ 22
Total $ 22 $ — $ — $ 22
Fair Value Measurements Usinc
Significant
Quoted Other Significant
Market Observable Unobservable
Dec. 31 Prices Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
Auction rate securities $ 22 $ — $ — $ 22
Total $ 22 $ — $ — $ 22

The following table summarizes the changes in L8viahancial investments measured at fair valua oecurring basis, in millions:

Auction Rate Securities
December 31

2012 2011
Fair value January 1 $ 22 $ 22
Total losses included in earnin
Unrealized losse — —
Purchases, issuances, settlem — —
Transfers from Level 3 to Level — —
Fair value at December : $ 22 $ 22
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
E. FAIR VALUE OF FINANCIAL INVESTMENTS AND LIABILITIES (Continued)

Non-Recurring Fair Value Measurementslt is not practicable for the Company to estimafaiavalue for private equity funds and other
private investments because there are no quotekkinanices, and sufficient information is not rdgdivailable for the Company to utilize a
valuation model to determine the fair value forremd. These investments are evaluated, on a@euming basis, for potential other-than-
temporary impairment when impairment indicatorspesent, or when an event or change in circumetahas occurred, that may have a
significant adverse effect on the fair value of ithheestment.

Impairment indicators the Company considers inclindefollowing: whether there has been a significhaterioration in earnings
performance, asset quality or business prospesigniicant adverse change in the regulatory, entno or technological environment; a
significant adverse change in the general markadition or geographic area in which the investnapdrates; industry and sector
performance; current equity and credit market ciiona; and any bona fide offers to purchase thestment for less than the carrying value.
The Company also considers specific adverse conditielated to the financial health of and busieskok for the fund, including industry
and sector performance. The significant assumptitifised in analyzing a fund for potential othéahtemporary impairment include curre
economic conditions, market analysis for specifieds and performance indicators in the resideatidlcommercial construction, bio-
technology, health care and information technolsggtors in which the applicable funds’ investmamsrate. Since there is no active trading
market for these investments, they are for the pandtilliquid. These investments, by their natwan also have a relatively higher degree of
business risk, including financial leverage, thémeofinancial investments. Future changes in ntas&editions, the future performance of
underlying investments or new information providsdprivate equity fund managers could affect thmrded values of such investments and
the amounts realized upon liquidation. Due to igaiicant unobservable inputs, the fair value meaments used to evaluate impairment are
a Level 3 input.

Financial investments measured at fair value oararecurring basis during 2012 and the amountedgch level within the fair value
hierarchy were as follows, in millions:

Fair Value Measurements Using

Significant
Other
Observable Significant
Quoted Unobservable
Dec. 31 Market Total
Prices Inputs Inputs Gains
2012 (Level 1 (Level 2) (Level 3) (Losses
Private equity funds $ 2 $ — $ — $ 2 $ (2
$ 2 $ — $ — $ 2 $ (2

During 2011, there were no financial investmentasnieed on a non-recurring basis. None of the Cogipamvestments in private equity
funds, for which fair value was determined, hadeatized losses in 2012 or 2011.

The remaining private equity investments in 2012hwan aggregate carrying value of $67 million, weoéreviewed for impairment, as there
were no indicators of impairment or identified etgeor changes in circumstances that would havgrafsiant adverse effect on the fair value
of the investment. The Company did not have amstieas between Level 1 and Level 2 financial asse2912 or 2011.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
E. FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES (Con cluded)

Realized Gains (Losses) and Impairment Chargefuring July 2012, based on information from a fumanager, the Company determined
that the decline in estimated value of one priafeity fund (with an aggregate carrying value ofhdiflion prior to impairment) was other-
than-temporary and, accordingly, recognized noitrgas-tax impairment charges of $2 million. Dur2@10, based on information from the
fund managers, the Company determined that théngeial the estimated value of three private eqiuibds (with an aggregate carrying value
of $6 million prior to impairment) was other-thagmtporary and, accordingly, recognized non-cashtgémpairment charges of $4 million.
During 2010, the Company also determined that #adink in the estimated value of one private inwestt was other-than-temporary and,
accordingly, recognized a non-cash, pre-tax impaitncharge of $2 million.

Income from financial investments, net, includeaiher, net, within other income (expense), ned, iampairment charges for financial
investments were as follows, in millions:

2012 2011 2010
Realized gains from marketable securities $— $ 41 $ 10
Realized losses from marketable securi — — (8)
Income from other investments, t 24 32 7
Income from financial investments, r $ 24 $ 73 $ 9

Impairment charge:
Asahi Tec $— $— $(28)
Private equity fund () — 4
Other private investmen — — (2)
Total impairment charge $ (2 $— $(34)

During 2010, the Company and Asahi Tec agreed &nanthe preferred stock to include a more favorabtesersion feature into common
stock and to include a mandatory conversion dateebfuary 28, 2011. As a result of the amendmbatCompany recognized a $28 million
impairment loss based on the current fair valudefpreferred stock on an if-converted basis in02@uring the last six months of 2010, the
Company converted all its holdings of Asahi Tedgmed stock into common stock which was soldisrentirety, in open market
transactions. The Company realized cash procee$itlomillion and realized losses aggregating $8onilin 2010. As a result of the
disposition of the Asahi Tec common stock, the Canypreceived a tax refund of $16 million in 201latieg to the utilization of a loss
carryback to offset taxes paid on prior capitahgai

The impairment charges related to the Companyanfiral investments recognized during 2012 and 204@ based upon then-current
estimates for the fair value of certain financraléstments; such estimates could change in theteearbased upon future events and
circumstances.

The fair value of the Company’s short-term and logrgn fixed-rate debt instruments is based pririipgpon modeled market prices for the
same or similar issues or the current rates avaitalbthe Company for debt with similar terms aethaining maturities. The aggregate
estimated market value of short-term and long-tdetnt at December 31, 2012 was approximately $4i6rhicompared with the aggregate
carrying value of $3.6 billion. The aggregate eatizd market value of short-term and long-term @¢lecember 31, 2011 was
approximately $4.0 billion, compared with the aggre carrying value of $4.0 billion.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

F. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

The Company is exposed to global market risk asgfats normal daily business activities. To mam#igese risks, the Company enters into
various derivative contracts. These contracts thelnterest rate swap agreements, foreign currerclyange contracts and contracts intendec
to hedge the Company’s exposure to copper and Zhe Company reviews its hedging program, derieagiositions and overall risk
management on a regular basis.

Interest Rate Swap Agreementsin March 2012, in connection with the issuance43@®million of debt, the Company terminated theias
rate swap hedge relationships that it had entertedn August 2011. These interest rate swaps desegnated as cash flow hedges and
effectively fixed interest rates on the forecastetit issuance to variable rates based on 3-moBO®RI Upon termination, the ineffective
portion of the cash flow hedges of approximatelyn$lion loss was recognized in the Company’s cdidated statement of operations in
other, net. The remaining loss of approximately 82on from the termination of these swaps isngeamortized as an increase to interest
expense over the remaining term of the debt, tHrddgrch 2022. At December 31, 2012, the balanceimng was $21 million. At
December 31, 2011, the interest rate swaps wersdened 100 percent effective; therefore, the mar&kiation of $23 million was recorded
in other comprehensive income in the Company’®siant of shareholders’ equity with a correspondtiicgease to accrued other in the
Company'’s condensed consolidated balance sheetcaniber 31, 2011.

In 2012, the Company recognized a decrease iresttexpense of $6 million, offset by interest exggeof $2 million related to the cash flow
hedge terminated in March 2012. In 2011 and 20 Company recognized a decrease in interest exéi$L0 million and $12 million,
respectively, related to the amortization of gaemulting from the terminations (in 2008 and 206#iwo fair value interest rate swap
agreements.

Foreign Currency Contracts. The Company’s net cash inflows and outflows expdsdtie risk of changes in foreign currency excleang
rates arise from the sale of products in countiteer than the manufacturing source, foreign cayetenominated supplier payments, debt
and other payables, and investments in subsidiar@emitigate this risk during 2012, 2011 and 20th@, Company, including certain
European operations, entered into foreign currdéoyard contracts and foreign currency exchangéraots.

Gains (losses) related to foreign currency forwaard exchange contracts are recorded in the Compaopsolidated statements of operati
in other income (expense), net. In the event tatbunterparties fail to meet the terms of theifpr currency forward contracts, the
Company'’s exposure is limited to the aggregateidoreurrency rate differential with such institutg

Metals Contracts. During 2012, 2011 and 2010, the Company enteredséteral contracts to manage its exposure toasegein the price «
copper and zinc. Gains (losses) related to thestars are recorded in the Company’s consolidsttgments of operations in cost of sales.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
F. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES (Conc luded)
The pre-tax (losses) gains included in the Compmaoghsolidated statements of operations are asi®lin millions:

Twelve Months Ended December 31

2012 2011 2010
Foreign Currency Contrac
Exchange Contrac $ 2 $ 3 $ 3
Forward Contract — 3 ()
Metals Contract 2 @) 7
Total (losses) gair $ — $ (@ $ 8

The Company presents its net derivatives due toighé of offset by its counterparties under masigtting arrangements in current assets or
accrued liabilities in the consolidated balanceeshEhe notional amounts being hedged and the/éire of those derivative instruments, on a
gross basis, is as follows, in millions:

At December 31, 201:

Notional
Amount Asset: Liabilities
Foreign Currency Contrac
Exchange Contrac $ 172
Current liabilities $— $ 5
Forward Contract 76
Current assetl 1 1
Metals Contract 35
Current liabilities 1 2
Total $ 2 $ 8
At December 31, 201:
Notional
Amount Asset: Liabilities
Foreign Currency Contrac
Exchange Contrac $ 10¢€
Current assel $ 8 $ —
Forward Contract 76
Current assel 1 —
Current liabilities 1 2
Metals Contract 67
Current assetl 2 —
Current liabilities — 4
Total $ 12 $ 6

The fair value of all metals and foreign curreneyidative contracts is estimated on a recurringshasiarterly, using Level 2 inputs
(significant other observable inputs).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
G. PROPERTY AND EQUIPMENT

(In Millions)
At December 31

2012 2011
Land and improvements $ 14C $ 17z
Buildings 81¢ 92€
Machinery and equipme 2,054 2,02¢
3,01z 3,128
Less: Accumulated depreciati 1,687 1,66¢
Total $1,32¢ $ 1,45¢

The Company leases certain equipment and pladitisunder noncancellable operating leases. RerfgEnse recorded in the consolidated
statements of operations totaled approximatelyréBibn, $102 million and $110 million during 2012011 and 2010, respectively. Future
minimum lease payments at December 31, 2012 wenexipately as follows: 2013—$90 million; 2014—%$#tllion; 2015—3$29 million;
2016—%$20 million; 2017—%$13 million; and 2018 ang/bed—3$62 million.

The Company leases operating facilities from centalated parties, primarily former owners (and@éntain cases, current management
personnel) of companies acquired. The Company dedarental expense to such related parties of ajppabely $5 million, $5 million and §
million in 2012, 2011 and 2010, respectively.

As a result of its business rationalization adegtover the last several years, at December 32, 26d 2011, the Company was holding
several facilities for sale, within the Cabinetsl &elated Products segment and the Other SpeBiadjucts segment. At December 31, 2012
and 2011, the net book value of those facilities approximately $14 million and $49 million, respegly, and approximates fair value. Fair
value was estimated using a market approach, cemisigthe estimated fair values for the other comalpla buildings in the areas where the
facilities are located, Level 3 inputs.

In the fourth quarter of 2012, the Company deteedithat the estimated fair value calculated forlmmgness unit in the Plumbing Products
segment was lower than the net book value of thsiness unit. The Company assessed the long-Is®stsaassociated with that business unit
and determined that no impairment was necessdbgember 31, 2012.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

H. GOODWILL AND OTHER INTANGIBLE ASSETS
The changes in the carrying amount of goodwill#012 and 2011, by segment, were as follows, inont

Gross Goodwill Accumulated Net Goodwill
At December 31 At December 31
Impairment
2012 Losses 2012
Cabinets and Related Products $ 24C $ (59 $ 181
Plumbing Product 544 (340 204
Installation and Other Servic 1,80¢ (762) 1,04¢
Decorative Architectural Produc 294 (75) 21¢
Other Specialty Produc 98C (739 24€
Total $ 3,86¢ $ (1,970 $ 1,891
Gross Goodwill Accumulated Net Goodwill Pre-tax Net Goodwill
At December 31 At December 31 Impairment At December 31
Impairment
2011 Losses 2011 Charge Other (C) 2012
Cabinets and Related Products $ 24C $ (59) $ 181 $ — $ — $ 181
Plumbing Product 541 (340 201 — 3 204
Installation and Other Servic 1,80¢ (762) 1,04+ — — 1,044
Decorative Architectural Produc 294 (75) 21¢ — — 21¢
Other Specialty Produc 98( (739 24¢€ — — 24€
Total $ 386¢ $ (1,970 $ 1891 $ — $ 3 3 1,897
Gross Goodwill Accumulated Net Goodwill Pre-tax Net Goodwill
At December 31 Impairment At December 31 Discontinued Impairment At December 31
2010 Losses 2010 Additions (A) Operations(B) Charge Other (C) 2011
Cabinets and
Related
Products $ 24C $ 59 $ 181 $ — $ — $ — $ — $ 181
Plumbing
Products 53€ (340) 19€ 9 — — (4) 201
Installation and
Other
Services 1,81¢ (762) 1,057 — (13 — — 1,04¢
Decorative
Architectural
Products 294 — 294 — — (75) — 21¢
Other Specialty
Products 98( (367) 617 — — (367) — 24¢€
Total $ 386 $ (1,529 $ 2,341 % 9 3 (13) $ (442 $ () 3 1,891

(A) Additions include acquisition:

(B) During 2011, the Company reclassified the goodmeitited to the business units held for sale. Sulssgdgo the reclassification, the
Company recognized a charge for those business exyiiected to be divested at a loss; the chariediedt a write-down of goodwill of
$13 million.

(C) Other principally includes the effect of foreignrency translation and purchase price adjustmetdsed to pric-year acquisitions
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
H. GOODWILL AND OTHER INTANGIBLE ASSETS (Concluded)

In the fourth quarters of 2012 and 2011, the Comgampleted its annual impairment testing of godidavid other indefinitdived intangible
assets. The impairment test in 2012 indicated thvaeno impairment of goodwill for any of the Compa reporting units.

The impairment test in 2011 indicated that goodeeitiorded for certain of the Company'’s reportingsuwas impaired. The Company
recognized the non-cash, pre-tax impairment chamge®ntinuing operations, for goodwill of $442lkoin ($286 million, after tax) for 2011.

In 2011, the pre-tax impairment charge in the Datiee Architectural Products segment relates tdothiklers’ hardware business and reflects
increasing competitive conditions for that busingdse pretax impairment charge in the Other Specialty Préglsegment relates to the Nc
American window and door business and reflectstminuing weak level of new home constructionaigtiin the western U.S., the reduced
levels of repair and remodel activity and the exaien that recovery in these segments will be nstideslower than anticipated. The
Company then assessed the long-lived assets assbwgigh these business units and determined nairment was necessary at

December 31, 2011.

Other indefinite-lived intangible assets were $t8Rion and $174 million at December 31, 2012 al@d P, respectively, and principally
included registered trademarks. In 2012 and 20flinhpairment test indicated that the registerademark for a North American business
unit in the Other Specialty Products segment aaddlyistered trademark for a North American busingst in the Plumbing Products
segment (2011 only) were impaired due to chang#seitong-term outlook for the business units. Tmenpany recognized non-cash, pre-tax
impairment charges for other indefinite-lived irgéble assets of $42 million ($27 million, after Yand $8 million ($5 million, after tax) in
2012 and 2011, respectively. In 2010, the Companggnized non-cash, pre-tax impairment chargestfaar indefinite-lived intangible
assets of $10 million ($6 million after tax) reldt® the Installation and Other Services segmehtfiflion pre-tax) and the Plumbing
Products segment ($1 million pre-tax).

The carrying value of the Company’s definite-liviathngible assets was $19 million at December 8122 net of accumulated amortization
of $57 million) and $22 million at December 31, 2Qhet of accumulated amortization of $54 milli@md principally included customer
relationships and non-compete agreements, withightezl average amortization period of 6 years ith 2012 and 2011. Amortization
expense related to the definite-lived intangibkeess of continuing operations was $6 million inftea€2012, 2011 and 2010.

At December 31, 2012, amortization expense relatdéde definite-lived intangible assets during eatthe next five years was as follows:
2013—$5 million; 2014—%$4 million; 2015—%$4 millio2016—$2 million; and 2017—3$1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

. OTHER ASSETS
(In Millions)
At December 31
2012 2011

Financial investments (Note E) $ 95 $ 11z

In-store displays, n¢ 35 34

Debenture expens 25 28

Notes receivabl 2 1

Other 27 34

Total $184 $  20¢

In-store displays are amortized using the strdiigletmethod over the expected useful life of theéve years; the Company recognized
amortization expense related to in-store displdy®2a million, $24 million and $33 million in 2012011 and 2010, respectively. Cash spent
for displays was $23 million, $17 million and $328lion in 2012, 2011 and 2010, respectively.

J.  ACCRUED LIABILITIES

(In Millions)
At December 31
2012 2011
Salaries, wages and commissions $18¢ $ 135
Insurance 17C 168
Warranty (Note T 11¢€ 10z
Advertising and sales promotic 93 83
Interest 63 78
Employee retirement plai 40 32
Property, payroll and other tax 24 25
Dividends payabl 27 27
Litigation 7 14
Derivative instruments (Note | 6 27
Plant closure 5 3
Other 81 79
Total $82< $ 76€
K. DEBT
(In Millions)
At December 31
2012 2011
Notes and debenture

5.875%, due July 15, 20: $ — $ 791
7.125%, due Aug. 15, 20! 20C 20C
4.8 %, due June 15, 20 50C 50C
6.125%, due Oct. 3, 20: 1,00(¢ 1,00(
5.85 %, due Mar. 15, 20 30C 30C
6.625%, due Apr. 15, 201 114 114
7.125%, due Mar. 15, 20: 50C 50C

5.95 %, due March 15, 20: 40C —
7.75 %, due Aug. 1, 202 29€ 29€
6.5 %, due Aug. 15, 20z 30C 30C
Other 18 24
3,62¢ 4,02¢
Less: Current portio 20€ 803
Total Lon¢-term debi $3,42: $ 3,227
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
K. DEBT (Continued)

All of the notes and debentures above are senilabitedness and, other than the 6.625% notes di@ea2@tlthe 7.75% notes due 2029, are
redeemable at the Company’s option.

On March 5, 2012, the Company issued $400 millibb.85% Notes (“the Notes”) due March 15, 2022ldding the interest rate swap
amortization, the effective interest rate for thetd$ is approximately 6.5%, see Note F. The Natesenior indebtedness and are redeemable
at the Company’s option.

In January 2012, the Company repurchased $46 mitif.875% Notes due July 15, 2012 in open-mérkeisactions; the Company paid a
premium of $1 million for the repurchase. In JuB12, the Company retired all of its $745 million50875% Notes on the scheduled
retirement date.

On June 21, 2010, the Company entered into a Chgdéement (the “Credit Agreement”) with a bankpwith an aggregate commitment
of $1.25 billion and a maturity date of January 2014. On February 11, 2011, the Company entetecam amendment (deemed to be
effective and applicable as of December 31, 2018 eCredit Agreement with its bank group (the “@madment”).

On February 13, 2012, the Company entered intchena@mendment (deemed to be effective and appliGbf December 31, 2011) of the
Credit Agreement (the “Second Amendment”). The @rddreement contains financial covenants requitimg Company to maintain a
maximum debt to total adjusted capitalization rafi®@5 percent. The Second Amendment providesh®iatld-back to shareholders’ equity in
the Company'’s debt to capitalization covenant ofértain non-cash charges (including impairmeargés for financial investments and
goodwill and other intangible assets) and (ii) ayemto the valuation allowance on the Company’srded tax assets included in income tax
expense. The Second Amendment also permits the &uonip add back, if incurred, up to $250 milliortte aggregate of future non-cash
charges subsequent to December 31, 2011. The Séroeddment revised the permitted ratio of consediddEBITDA to consolidated
interest expense to 2.25 to 1.00 through Decembe2@®12, increasing to 2.50 to 1.00 with respeeatch quarter thereafter.

The Credit Agreement provides for an unsecuredlvevp credit facility available to the Company aowe of its foreign subsidiaries, in U.S.
dollars, European euros and certain other currenBierrowings under the revolver denominated imgare limited to $500 million,
equivalent. The Company can also borrow swingloaa$ up to $150 million and obtain Letters of Creflup to $250 million. Any
outstanding Letters of Credit reduce the Compahgtsowing capacity. At December 31, 2012, the Camydaad $78 million of outstanding
and unused Letters of Credit, reducing the Commahgirowing capacity by such amount.

Revolving credit loans bear interest under the {Li&greement, at the Company’s option: at (A) @nper annum equal to the greatest of

(i) prime rate, (ii) the Federal Funds effectiveerplus 0.50% and (iii) LIBOR plus 1.0% (the “Altetive Base Rate”); plus an applicable
margin based upon the then-applicable corporatiitaagings of the Company; or (B) LIBOR plus arpbgable margin based upon the then-
applicable corporate credit ratings of the Compditne foreign currency revolving credit loans bereiest at a rate equal to LIBOR plus an
applicable margin based upon the then-applicabigorate credit ratings of the Company.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
K. DEBT (Concluded)

Based on the limitations of the debt to total caj@ation covenant, at December 31, 2012 the Cognpad additional borrowing capacity,
subject to availability, of up to $873 million. Adidnally, at December 31, 2012, the Company c@ldgorb a reduction to shareholders’
equity of approximately $470 million and remaincimmpliance with the debt to total capitalizatioveoant.

In order to borrow under the Credit Agreement, ¢haust not be any default in the Company’s covenianthe Credit Agreement (i.e., in
addition to the two financial covenants, princigdiinitations on subsidiary debt, negative pledggtrictions, legal compliance requirements
and maintenance of properties and insurance) an@édmpany’s representations and warranties in thditCAgreement must be true in all
material respects on the date of borrowing (i.engpally no material adverse change or litigatidely to result in a material adverse chat
since December 31, 2009, in each case, no maERIEBA or environmental non-compliance and no makéaix deficiency).

At December 31, 2012 and 2011, the Company wasriiptiance with all covenants and had no borrowimgser the Credit Agreement.

At December 31, 2012, the debt maturities durirche# the next five years were as follows: 2013—&8&dllion; 2014—3$1 million; 2015—
$501 million; 2016—%$1,001 million; and 2017—$301lIran.

Interest paid was $269 million, $254 million andt&amillion in 2012, 2011 and 2010, respectively.

L. STOCK-BASED COMPENSATION

The Company’s 2005 Long Term Stock Incentive Ptaa {2005 Plan”) provides for the issuance of stbaked incentives in various forms
to employees and non-employee Directors of the GompAt December 31, 2012, outstanding stock-basshtives were in the form of
long-term stock awards, stock options, phantomksémeards and stock appreciation rights.

Pre-tax compensation expense (income) and the imt¢armbenefit related to these stock-based incesmtivere as follows, in millions:

201z 2011 201¢

Long-term stock awards $35 $38 $37
Stock options 15 21 22
Phantom stock awards and stock appreciation r 11 1 _ 3
Total $61 $61 $62
Income tax benefit (37 percent tax r— before valuation allowanct $23 $23 $23

At December 31, 2012, a total of 10,718,100 shaf€ompany common stock were available under ti¥ Zan for the granting of stock
options and other long-term stock incentive awards.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
L. STOCK-BASED COMPENSATION (Continued)

Long-Term Stock Awards. Long-term stock awards are granted to key emplogadsnon-employee Directors of the Company andado n
cause net share dilution inasmuch as the Compamjnces the practice of repurchasing and retirimg@gual number of shares on the open
market.

The Company’s long-term stock award activity wagodlsws, shares in millions:

201z 2011 2010
Unvested stock award shares at January 1 10 10 9
Weighted average grant date fair va $17 $ 19 $ 21
Stock award shares grant 1 2 3
Weighted average grant date fair va $12 $ 13 $ 14
Stock award shares vest 2 2 2
Weighted average grant date fair va $18 $ 20 $ 23
Stock award shares forfeits 1 — —
Weighted average grant date fair va $17 $ 18 $ 20
Unvested stock award shares at Decembg 8 10 10
Weighted average grant date fair va $16 $ 17 $ 19

At December 31, 2012, 2011 and 2010, there wasi§lfidn, $107 million and $127 million, respectiyelof unrecognized compensation
expense related to unvested stock awards; sucldawad a weighted average remaining vesting pefiéalur years for 2012, four years for
2011 and five years for 2010.

The total market value (at the vesting date) oflstmward shares which vested during 2012, 20112846 was $27 million, $28 million and
$22 million, respectively.

Stock Options.Stock options are granted to key employees of trag&ny. The exercise price equals the market pfitee Company’s
common stock at the grant date. These options giybecome exercisable (vest ratably) over fivargebeginning on the first anniversary
from the date of grant and expire no later thayddrs after the grant date. The 2005 Plan doegeratit the granting of restoration stock
options, except for restoration options resultiranf options previously granted under the 1991 RRastoration stock options become
exercisable six months from the date of grant.

The Company granted 1,080,750 of stock option shaémeluding restoration stock option shares, du#f12 with a grant date exercise price
of approximately $12 per share. During 2012, 5,89d stock option shares were forfeited (includiptjans that expired unexercised).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
L. STOCK-BASED COMPENSATION (Continued)

The Company’s stock option activity was as folloglsares in millions:

2012 2011 2010

Option shares outstanding, January 1 36 37 36
Weighted average exercise pr $21 $ 21 $ 23

Option shares granted, including restoration ojst 1 2 5
Weighted average exercise pr $12 $ 13 $ 14

Option shares exercisi 1 — —
Aggregate intrinsic value on date of exer«(A) $5 milion$ 1 million$ 1 million
Weighted average exercise pr $10 $ 8 $ 8

Option shares forfeite 6 3 4
Weighted average exercise pr $19 $ 22 $ 23

Option shares outstanding, Decembe 30 36 37
Weighted average exercise pr $21 $ 21 $ 21
Weighted average remaining option term (in ye 5 5 6

Option shares vested and expected to vest, Decesil 30 36 37
Weighted average exercise pr $21 $21 $ 22
Aggregate intrinsic valu(A) $55 million $ 12 million $ 23 million
Weighted average remaining option term (in ye 5 5 6

Option shares exercisable (veste
December 3: 23 24 22
Weighted average exercise pr $24 $ 25 $ 25
Aggregate intrinsic valu(A) $22 million $ 4 milion $ 4 million
Weighted average remaining option term (in ye 4 4 4

(A) Aggregate intrinsic value is calculated using tlmenPany’s stock price at each respective date thesexercise price (grant date price)
multiplied by the number of share

At December 31, 2012, 2011 and 2010, there wagi$llisn, $33 million and $45 million, respectivelgf unrecognized compensation
expense (using the Black-Scholes option pricing ehatithe grant date) related to unvested stodbigtsuch options had a weighted
average remaining vesting period of two years ih22énd three years in 2011 and 2010.

The weighted average grant date fair value of opitmares granted and the assumptions used to &stimae values using a Black-Scholes
option pricing model, was as follows:

2012 2011 2010
Weighted average grant date fair value $ 4.4 $ 5.07 $ 5.3C
Risk-free interest rat 1.0¢% 2.69% 2.7¢%
Dividend yield 2.51% 2.35% 2.17%
Volatility factor 50.9%% 49.0% 46.0%
Expected option lif¢ 6 year: 6 year 6 year:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
L. STOCK-BASED COMPENSATION (Concluded)

The following table summarizes information for $taption shares outstanding and exercisable atleee31, 2012, shares in millions:

Option Shares Outstanding Option Shares Exercisable

Range of Weighted Average Weighted Average Weighted Average
Prices Number of Shares Remaining Option Term Exercise Price Number of Shares Exercise Price
$8-23 15 6 Year: $14 8 $1t
$24-28 6 2 Year: $27 6 $27
$2¢-32 9 3 Year: $3C 9 $3C
$3z-38 — 3 Year: $34 — $34
$8-38 30 5 Year: $21 23 $24

Phantom Stock Awards and Stock Appreciation Right§“SARs”). The Company grants phantom stock awards and SABertain non-
U.S. employees.

Phantom stock awards are linked to the value oCiiapany’s common stock on the date of grant aedeitled in cash upon vesting,
typically over 5 to 10 years. The Company accofotphantom stock awards as liability-based awattscompensation expense is initially
measured as the market price of the Company’s canstazk at the grant date and is recognized owevélsting period. The liability is
remeasured and adjusted at the end of each reppeiod until the awards are fully-vested and paithe employees. The Company
recognized expense of $7 million, $2 million andriflion related to the valuation of phantom st@skards for 2012, 2011 and 2010,
respectively. In 2012, 2011 and 2010, the Compaaygtgd 162,310 shares, 349,550 shares and 29%h&&ssrespectively, of phantom st
awards with an aggregate fair value of $2 milliga,million and $4 million, respectively, and pai@l &illion, $2 million and $1 million of
cash in 2012, 2011 and 2010, respectively, toespttantom stock awards.

SARs are linked to the value of the Company’s comstock on the date of grant and are settled ih open exercise. The Company
accounts for SARs using the fair value method, Whéxjuires outstanding SARs to be classified dulitgy-based awards and valued using a
Black-Scholes option pricing model at the granedatch fair value is recognized as compensatiperese over the vesting period, typically
five years. The liability is remeasured and adjdistethe end of each reporting period until the SARe exercised and payment is made to the
employees or the SARs expire. The Company recodr@xpense (income) of $4 million, $(1) million a®d million related to the valuation

of SARs for 2012, 2011 and 2010, respectively. By2012 and 2011, the Company did not grant anysSBRring 2010, the Company
granted SARs for 429,300 shares, with an aggrdgatealue of $2 million in 2010.

Information related to phantom stock awards and $ARs as follows, in millions:

Phantom Stock Stock Appreciation
Awards Rights
At December 31, At December 31,
2012 2011 2012 2011
Accrued compensation cost liability $ 11 $7 $ 6 $ 3
Unrecognized compensation ¢ $ 5 $ 4 $ 1 $ 1
Equivalent common shar 1 1 2 2
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

M. EMPLOYEE RETIREMENT PLANS

The Company sponsors qualified defined-benefitdefthed-contribution retirement plans for mosttefémployees. In addition to the
Company'’s qualified defined-benefit pension plahs,Company has unfunded non-qualified defined-figpension plans covering certain
employees, which provide for benefits in additiortiose provided by the qualified pension planssBntially all salaried employees
participate in non-contributory defined-contributticetirement plans, to which payments are deterdhammually by the Organization and
Compensation Committee of the Board of Directorggregate charges to earnings under the Companfiredebenefit and defined-
contribution retirement plans were $36 million &#8 million in 2012, $34 million and $31 million 2011 and $34 million and $47 million
in 2010, respectively.

In addition, the Company patrticipates in 20 regionalti-employer pension plans, principally relatedbuilding trades; none of the plans are
considered significant. The aggregate expense nioedjthrough contributions by the Company to th@aas was approximately $4 million,
$3 million and $3 million in 2012, 2011 and 201€spectively.

In March 2009, based on management’s recommendatierBoard of Directors approved a plan to fresk&uture benefit accruals under
substantially all of the Company’s domestic quatifand non-qualified defined-benefit pension pldine freeze was effective January 1,
2010.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

M. EMPLOYEE RETIREMENT PLANS (Continued)

Changes in the projected benefit obligation andvalue of plan assets, and the funded statusso€thmpany’s defined-benefit pension plans

were as follows, in millions:

Changes in projected benefit obligation
Projected benefit obligation at Januar
Service cos
Interest cos
Actuarial loss (gain), ne
Foreign currency exchan
Benefit payment

Projected benefit obligation at Decembet

Changes in fair value of plan asset:
Fair value of plan assets at Janua
Actual return on plan asse
Foreign currency exchan
Company contribution
Expenses, othe
Benefit payment

Fair value of plan assets at Decembe
Funded status at December 31

2012

Non-
Qualified Qualified
$ 94: $ 174
2 P
42 7
10C 11
9 N
40 (12)
$ 1,05¢ $ 181
$ 504 $ —

75
4 J—
55 11
(4 —
(40) (12)
$ 594 $ —

$ (462 $ (181)

Amounts in the Company’s consolidated balance sheete as follows, in millions:

Accrued liabilities
Deferred income taxes and otl
Total net liability

Amounts in accumulated other comprehensive incoafierb income taxes were as follows, in millions:

Net loss

Net transition obligatiol

Net prior service cos
Total

At December 31, 201!

2011
Qualified ggL'J\la(I)i?i_ed
$ 86¢ $ 162
2 —
44 8
70 13
2 —
(39) (20)
$ 94z $ 174
$ 50¢ $ —
1) —
38 1C
©) —
(39 (10)
$ 504 $ —
$ (439 $ (179

At December 31, 201:

Qualified Non-Qualified

Qualified Non-Qualified
$ (3 $ (12
(45¢) (16€)

E) $ 12)
(43€) (162)

$ (467 $ _ (18)

B @9 5__am

At December 31, 201:

Qualified Non-Qualified

$ 467 $ 53
1 —
2 P

$ 47cC $ 53

At December 31, 201:

Qualified Non-Qualified
$ 424 $ 43
1 —
O - =
$ 424 $ 43




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
M. EMPLOYEE RETIREMENT PLANS (Continued)
Information for defined-benefit pension plans wath accumulated benefit obligation in excess of plssets was as follows, in millions:

At December 31

2012 2011

Qualified Non-Qualified Qualified Non-Qualified

Projected benefit obligation $1,05¢ $ 181 $ 94: $ 174

Accumulated benefit obligatic $1,05¢ $ 181 $ 941 $ 174
Fair value of plan asse $ 594 $ — $ 504 $ —

The projected benefit obligation was in excesslaf assets for all of the Company’s qualified defirbenefit pension plans at December 31,
2012 and 2011.

Net periodic pension cost for the Comp’s defined-benefit pension plans was as followsnitions:

2012 2011 2010
Qualified Non-Qualified Qualified Non-Qualified Qualified Non-Qualified
Service cost $ 2 $ — $ 2 $ — $ 3 $ —
Interest cos 42 7 44 8 45 9
Expected return on plan ass (31 — (33 — (39 —
Recognized prior service cc — — — — (D —
Recognized net los 14 2 10 1 10 —
Net periodic pension co $ 27 $ 9 $ 23 $ 9 $ 23 $ 9

The Company expects to recognize $18 million oftarenet loss from accumulated other compreherian@me into net periodic pension
cost in 2013 related to its defined-benefit pengilams.

Plan AssetsThe Company'’s qualified defined-benefit pensiomplaighted average asset allocation, which is baped fair value, was as
follows:

At December 31

2012 2011
Equity securities 44% 44%
Debt securitie: 41% 39%
Other _15% _17%
Total _10(% _10C%

Plan assets included 600,000 and 1.2 million shafr€mpany common stock valued at $10 million $&d million at December 31, 2012
and 2011, respectively.

The Company’s qualified defined-benefit pensiomplaave adopted accounting guidance that defimegdlae, establishes a framework for
measuring fair value and prescribes disclosureatdao value measurements. Accounting guidancedsffair value asthe price that woul
be received to sell an asset or paid to transfiebdity in an orderly transaction between margatticipants at the measurement date.”
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
M. EMPLOYEE RETIREMENT PLANS (Continued)

Following is a description of the valuation methlodpes used for assets measured at fair value eTieere been no changes in the
methodologies used at December 31, 2012.

Common and Preferred Stocks and Short-Term andr@tlhestmentsValued at the closing price reported on the aatiaeket on which the
individual securities are traded, or based on tte@market for similar securities. For certairo8HiTerm and Other Investments, there is no
active trading market and they are for the mostifimuid. Due to the significant unobservable g, the fair value measurements used to
estimate fair value are Level 3 inputs.

Private Equity FundsValued based on an estimated fair value using reittmarket approach or an income approach, eaafmioh requires i
significant degree of judgment. There is no actiaeing market for these investments and they@aréhe most part illiquid. Due to the
significant unobservable inputs, the fair value suraments used to estimate fair value are a Leirgd\8.

Corporate Debt Securitied/alued based on the active market for similar séearor on estimated fair value.

Government and Other Debt Securitisslued based on either the closing price reportethe active market on which the individual
securities are traded, the market for similar séesror estimated fair value based on a modesifoilar securities.

Common Collective Trust Funifalued based on a unit value basis, which approdsnfair value as of December 31, 2012 and 2011,
respectively. Such basis is determined by referémtiee respective fund’s underlying assets, whighprimarily marketable equity and fixed
income securities. There are no unfunded commitsn@nother restrictions associated with this fund.

The methods described above may produce a faieallculation that may not be indicative of netizable value or reflective of future fair
values. Furthermore, while the Company believegdatgation methods are appropriate and consistéhtother market participants, the us
different methodologies or assumptions to deterrthieefair value of certain financial instrumentsilcbresult in a different fair value
measurement at the reporting date.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

M. EMPLOYEE RETIREMENT PLANS (Continued)

The following table sets forth by level, within tFar value hierarchy, the qualified defined-behpénsion plan assets at fair value as of

December 31, 2012 and 2011, in millions.

Common and Preferred Stocl
United State:
International

Private Equity ani
Hedge Fund
United State:
International

Corporate Debt Securitie
United State!
International

Government and Other Debt Securiti
United State:
International

Common Collective Trust Fur— United State:

Shor-Term and Other Investmer
United State:
International

Total Assets at Fair Vall

Common and Preferred Stocl
United State:
International

Private Equity and Hedge Fun
United State!
International

Corporate Debt Securitie
United State:
International

Government and Other Debt Securiti
United State!
International

Common Collective Trust Fur— United State:

Shor-Term and Other Investmer
United State:!
International

Total Assets at Fair Valt

Assets at Fair Value as of December 31, 20

Level 1 Level 2 Level 3 Total

$ 127 $ 61 $ — $ 18¢

61 10 — 71

— — 52 52

— — 11 11

— 25 — 25

— 73 — 73

51 42 — 93

24 28 — 53

— 12 — 12

1 — — 1

— — 15 15

$ 264 $ 252 $ 78 $ 594
Assets at Fair Value as of December 31, 20

Level 1 Level 2 Level 3 Total

$ 11¢ $ 38 $ — $ 157

5€ 9 — 65

— — 52 52

— — 7 7

— 15 — 15

— 55 — 55

46 31 — 77

24 29 — 53

— 8 — 8

2 — — 2

— — 13 13

$ 247 $ 18t $ 72 $ 504
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
M. EMPLOYEE RETIREMENT PLANS (Continued)

The table below sets forth a summary of changéisarfair value of the qualified defined-benefit pem plan level 3 assets, in millions.

Year Ended Year Ended

December 31, 201 December 31, 201
Fair Value, January 1 $ 72 $ 73
Purchase 9 1C
Sales 8 (12
Transfers from Level 2 to Level — 2
Unrealized gains (losse 5 @
Fair Value, December ¢ $ 78 $ 72

Assumptions.Major assumptions used in accounting for the Comisattefined-benefit pension plans were as follows:
December 31

December 31

2012 2011 2010
Discount rate for obligations 3.8(% 4.4(% 5.3(%
Expected return on plan ass 7.25% 7.25% 7.25%
Rate of compensation incree — % — % 1.0(%
Discount rate for net periodic pension c 4.4(% 5.3(% 5.8(%

The discount rate for obligations for 2012 and 2@/bk based upon the expected duration of eachedkebienefit pension plan’s liabilities
matched to the December 31, 2012 and 2011 TowetsoV&ate Link Curve. At December 31, 2012, sutdsréor the Company’s defined-
benefit pension plans ranged from 1.75 percent30 gercent, with the most significant portion I fiabilities having a discount rate for
obligations of 3.40 percent or higher. At Decemikr2011, such rates for the Company’s defined{itgmension plans ranged from 2.00
percent to 5.50 percent, with the most signifigaortion of the liabilities having a discount rate bbligations of 4.20 percent or higher. The
decline in the weighted average discount rate thefast several years is principally the resulbefer long-term interest rates in the bond
markets. The weighted average discount rates Wsoeaffected by the freezing of all future benafitruals for substantially all of the
Company’s domestic qualified and non-qualified dedi-benefit plans, which shortened the period tfrfupayments.

For 2012 and 2011, the Company determined the égbéang-term rate of return on plan assets of p&sent based upon an analysis of
expected and historical rates of return of variasset classes utilizing the current and long-tanget asset allocation of the plan assets. The
projected asset return at both December 31, 20d2@hl also considered near term returns, includimgent market conditions and also that
pension assets are long-term in nature. The aatualal rate of return on the Company’s pension ptsets was 6.9 percent and 3.2 percent
for the 10-year periods ended December 31, 20128, respectively. Although these rates of retumless than the Company’s current
expected long-term rate of return on plan asde¢sCbmpany notes that the 10-year period endedrifesre31, 2012 includes one significant
decline in the equity markets. In 2012, actual ahnate of return on the Company’s pension plaetassas 17 percent. Accordingly, the
Company believes a 7.25 percent expected long-tatenof return is reasonable.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
M. EMPLOYEE RETIREMENT PLANS (Continued)

The investment objectives seek to minimize thetildiaof the value of the Company’s plan assetatiee to pension liabilities and to ensure
plan assets are sufficient to pay plan benefit20ih2 and 2011, the Company achieved its targetset allocation: 45 percent equities, 25
percent fixed-income, 15 percent global assets lioation of equity and fixed-income) and 15 percatérnative investments (such as
private equity, commaodities and hedge funds). T8setallocation of the investment portfolio wasealeged with the objective of achieving
the Company’s expected rate of return and redugitafility of asset returns, and considered the#ineg of future benefits. The equity
portfolios are invested in individual securitiesfonds that are expected to mirror broad marketrnstfor equity securities. The fixed-income
portfolio is invested in corporate bonds, bond inflends or U.S. Treasury securities. The increadledation to fixed-income securities
partially matches the bond-like and long-term natirthe pension liabilities. It is expected thed alternative investments would have a
higher rate of return than the targeted overalyjiterm return of 7.25 percent. However, these itnaents are subject to greater volatility, due
to their nature, than a portfolio of equities ained-income investments, and would be less ligh@htfinancial instruments that trade on
public markets. This portfolio is expected to yieltbng-term rate of return of 7.25 percent.

The fair value of the Company’s plan assets isexlip risk including significant concentrationsrisk in the Company’s plan assets related
to equity, interest rate and operating risk. Ineorid ensure plan assets are sufficient to payfliene portion of plan assets is allocated to
equity investments that are expected, over timeata higher returns with more volatility than fixexcome investments which more closely
match pension liabilities. Within equity, risk istigated by targeting a portfolio that is broadiyetsified by geography, market
capitalization, manager mandate size, investmegtd ahd process.

In order to minimize asset volatility relative teetliabilities, a portion of plan assets are altedao fixedincome investments that are expo
to interest rate risk. Rate increases generallyresiult in a decline in fixed-income assets, whilducing the present value of the liabilities.
Conversely, rate decreases will increase fixedrimeassets, partially offsetting the related inazéaghe liabilities.

Potential events or circumstances that could hawegative effect on estimated fair value includeribks of inadequate diversification and
other operating risks. To mitigate these risksestments are diversified across and within asassek in support of investment objectives.
Policies and practices to address operating risdsde ongoing manager oversight, plan and asas$ ahvestment guidelines and instructi
that are communicated to managers, and periodipliante and audit reviews to ensure adherencesgetholicies. In addition, the Comp:
periodically seeks the input of its independentisaivto ensure the investment policy is appropriate

Other. The Company sponsors certain post-retirement kigplafis that provide medical, dental and life imswe coverage for eligible
retirees and dependents in the United States hgmadage and length of service. The aggregate mreatie of the unfunded accumulated
post-retirement benefit obligation was $12 millemd $14 million at December 31, 2012 and 2011 eetsyely.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
M. EMPLOYEE RETIREMENT PLANS (Concluded)

Cash Flows.At December 31, 2012, the Company expected to iborér approximately $36 million to its qualifiedfded-benefit pension
plans to meet ERISA requirements in 2013. The Campdso expected to pay benefits of $7 million &i& million to participants of its
foreign and non-qualified (domestic) defined-bengdinsion plans, respectively, in 2013.

At December 31, 2012, the benefits expected todlidip each of the next five years, and in aggeeémt the five years thereafter, relating to
the Company’s defined-benefit pension plans, werlows, in millions:

Non-
Qualified Qualified

Plans Plans
2013 $ 44 $ 12
2014 $ 45 $ 12
2015 $ 46 $ 12
2016 $ 47 $ 12
2017 $ 49 $ 12
201&-2022 $ 26t $ 58

N. SHAREHOLDERS’ EQUITY

In July 2007, the Company’s Board of Directors autted the repurchase for retirement of up to Slianishares of the Company’s common
stock in open-market transactions or otherwiseDétember 31, 2012, the Company had remaining aattimn to repurchase up to

24 million shares. During 2012, the Company repaseldl and retired one million shares of Company comsiock, for cash aggregating $8
million to offset the dilutive impact of the 2012agt of one million shares of long-term stock aveathe Company repurchased and retired
two million common shares in 2011 and three milllmmmon shares in 2010 for cash aggregating $3@mand $45 million in 2011 and
2010, respectively.

On the basis of amounts paid (declared), cashetivid per common share were $.30 ($.30) in 2018, ($.30) in 2011 and $.30 ($.30) in
2010, respectively.

Accumulated Other Comprehensive (Loss) Incomélhe components of accumulated other comprehensogerie attributable to Masco
Corporation were as follows, in millions:

At December 31

2012 2011
Cumulative translation adjustments $ 501 $ 482
Unrealized loss on marketable securities, (12 12
Unrealized loss on interest rate sw (22) (23
Unrecognized prior service cost and net loss (409) (377)

Accumulated other comprehensive inca $ 59 $ 7€

The unrealized loss on marketable securities,ise¢ported net of income tax expense of $14 miilaoboth December 31, 2012 and 2011.
The unrecognized prior service cost and net lass,isreported net of income tax benefit of $10Bion and $100 million at December 31,
2012 and 2011, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
O. SEGMENT INFORMATION

The Company’s reportable segments are as follows:

Cabinets and Related Productsprincipally includes assembled kitchen and bathnetb; home office workstations; entertainment ees)t
storage products; bookcases; and kitchen utilibglpets.

Plumbing Products— principally includes faucets; plumbing fittings analves; showerheads and hand showers; bathtulbshameer
enclosures; and spas.

Installation and Other Service— principally includes the sale, installation andudlmition of insulation and other building products
Decorative Architectural Product— principally includes paints and stains; and cabidebr, window and other hardware.

Other Specialty Products principally includes windows, window frame compotseand patio doors; staple gun tackers, staple®ts
fastening tools.

The above products and services are sold to the himprovement and new home construction marketaithir mass merchandisers, hardy
stores, home centers, builders, distributors ahdratutlets for consumers and contractors.

The Company’s operations are principally locateMarth America and Europe. The Company’s countrglarhicile is the United States of
America.

Corporate assets consist primarily of real propertjuipment, cash and cash investments and othestiments.

The Company’s segments are based upon similaiitipeoducts and services and represent the aggwagstoperating units, for which
financial information is regularly evaluated by fempany’s corporate operating executives in daténg resource allocation and assessing
performance and is periodically reviewed by thea# Directors. Accounting policies for the segrseare the same as those for the
Company. The Company primarily evaluates perforradrased upon operating profit (loss) and, other gemeral corporate expense,
allocates specific corporate overhead to each segike evaluation of segment operating profitgjaaso excludes the charge for litigation
settlements, net, and the gain on sale of fixedtaseet.
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O. SEGMENT INFORMATION (Continued)

Information about the Company by segment and gg@birarea was as follows, in millions:

Operating Profit (Loss)

Assets at Decembe

Net Sales (1) (2) (3) (4) (¢ (5) (6) 31 (9) (10)
2012 2011 2010 2012 2011 2010 2012 2011 2010
The Compan’s operations by segment we
Cabinets and Related Produ $ 93¢ $ 934 $1,161 $ (89 $(12€) H(25%) $ 70C $ 79z $ 842
Plumbing Product 2,958 291 2,697 307 32z 331 2,01z 1,95¢ 1,86¢
Installation and Other Servic 1,20¢ 1,07 1,041 (19 (79 (798) 1,44« 1,427 1,535
Decorative Architectural Produc 1,81¢ 1,67( 1,69: 32¢ 19€ 34t 79¢ 77C 851
Other Specialty Produc 574 57€ 59¢€ (31) (407 19 704 76€ 1,182
Total $7,49t $7,17C $7,18: $497 $ (88) $(35€) $5,65¢ $5,71€¢ $6,27¢
The Compan’s operations by geographic area w:
North America $6,04¢ $5,66¢ $5,82: $36C $(25¢) $(507) $4,36: $4,441 $5,06:
International, principally Europ 1,49¢ 1,501 1,36( 137 171 151 1,29¢ 1,27¢ 1,21¢€
Total, as abov $7,498  $7,17C $7,18¢ 497 (88) (35€) 5,65¢ 5,71€  6,27¢
General corporate expense, (7) (12¢) (118) (110
Charge for litigation settlements, 1(8) (77) (9 —
Gain from sales of fixed assets, 8 — —
Operating profit (loss), as report 30z (215)  (46¢€)
Other income (expense), r (22¢) (177 (279
Income (loss) from continuing operations before
income taxe: $ 73 $(397) $(74%)
Corporate asse 1,01z 1,33¢ 1,59¢
Assets held for sal 202 242 265
Total asset $6,87F  $7,297 $8,14(
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0.

SEGMENT INFORMATION (Concluded)

Depreciation and
Property Additions (5) Amortization (5)
2012 2011 2010 2012 2011 2010

The Compan’s operations by segment we

(1)
(2)
(3)

(4)
(5)
(6)

(7)
(8)

(9)

Cabinets and Related Produ $15 $14 $32 $57 $66 $101
Plumbing Product 67 85 65 69 68 63
Installation and Other Servic 11 9 6 30 32 33
Decorative Architectural Produc 11 8 9 15 15 18
Other Specialty Produc 11 17 18 21 48 26
11F 13¢ 13C 192 22¢ 241

Unallocated amounts, principally related to corpo@sset 2 6 4 11 16 20
Total $117 $13€  $134 $20: $24F  $261

Included in net sales were export sales from tig& Of $229 million, $241 million and $246 million 2012, 2011 and 2010,
respectively

Excluded from net sales were intampany sales between segments of approximatelpénaent of net sales in each of 2012, 2011
2010.

Included in net sales were sales to one custon®2,443 million, $1,984 million and $1,993 milliam 2012, 2011 and 2010,
respectively. Such net sales were included indHeviing segments: Cabinets and Related Produtiisitfting Products, Decorative
Architectural Products and Other Specialty Prodt

Net sales from the Compé’s operations in the U.S. were $5,793 million, $& 3nillion and $5,618 million in 2012, 2011 and 201
respectively

Net sales, operating (loss) profit, property addisi and depreciation and amortization expensed? 22011 and 2010 excluded
results of businesses reported as discontinuedctipes in 2012, 2011 and 201

Included in segment operating profit (loss) for 2@las an impairment charge for other intangible@sas follows: Other Specialty
Products—$42 million. Included in segment operafings) profit for 2011 were impairment chargesdoodwill and other intangible
assets as follows: Plumbing Products—$1 millionc@ative Architectural Products—$75 million; anchét Specialty Products—$374
million. Included in segment operating (loss) prédr 2010 were impairment charges for goodwill atlder intangible assets as folloy
Plumbing Produc—$1 million; and Installation and Other Servi—$697 million.

General corporate expense, net included those sgperot specifically attributable to the Comf’s segments

The charge for litigation settlement, net in 201Pnarily relates to a business in the Installatior Other Services segment and in 2011
relates to business units in the Cabinets and &Ritoducts and the Other Specialty Products setgn

Long-lived assets of the Company’s operations éukS. and Europe were $2,792 million and $467ionill$2,962 million and $455
million, and $3,681 million and $457 million at Deober 31, 2012, 2011 and 2010, respecti

(10) Segment assets for 2012 and 2011 excluded thesaddmisinesses reported as discontinued operatidhe respective yeatr

40
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P. SEVERANCE COSTS

As part of the Company’s continuing review of ifgeoations, actions were taken during 2012, 2011284@ to respond to market conditions.
The Company recorded charges related to severalceaaly retirement programs of $35 million, $13liom and $14 million for the years
ended December 31, 2012, 2011 and 2010, respgctieth charges are principally reflected in tlateshent of operations in selling, general
and administrative expenses and were paid whemrigatu

Q. OTHER INCOME (EXPENSE), NET
Other, net, which is included in other income (exg®, net, was as follows, in millions:

2012 2011 2010

Income from cash and cash investments $6 $8 $ 6
Other interest incom 1 1 1
Income from financial investments, net (Note 24 73 9
Other items, ne Q) (9 (10
Total other, ne $27 $77 $ 6

Other items, net, included realized foreign curyetnansaction losses of $2 million, $5 million a$@l million in 2012, 2011 and 2010,
respectively, as well as other miscellaneous items.
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R. INCOME TAXES

(In Millions)

2012 2011 2010
Income (loss) from continuing operations befor@me taxes
u.s. $ (89 $(575) $(928)
Foreign 157 182 182

$ 73 $(392  $(74%)

Income tax expense (benefit) on income (loss) fcomtinuing operations
Currently payable

U.S. Federa $— $— $ (249)
State and loce 2 (D 22
Foreign 51 63 57
Deferred:

U.S. Federa 31 (209 19C
State and loce 7 — @)
Foreign 4 1 3

$ 91 $ 241

Deferred tax assets at December
Receivable:
Inventories
Other assets, principally stc-based compensatic
Accrued liabilities
Long-term liabilities
Net operating loss carryforwa
Tax credit carryforwari

Valuation allowanct 7 _(68¢)
__15€
Deferred tax liabilities at December :

Property and equipme 17¢
Intangibles 192

Investment in foreign subsidiari —
Other 25
483 39t
Net deferred tax liability at December $ 28C $ 23¢

At December 31, 2012 and 2011, the net deferretiahility consisted of net short-term deferred tesets included in prepaid expenses and
other of $41 million and $11 million, respectivend net long-term deferred tax liabilities incldde deferred income taxes and other of
$321 million and $250 million, respectively.

The current portion of the state and local incomeltenefit includes a $14 million and $10 milli@x benefit from the reversal of an accrual
for uncertain tax positions resulting primarily finche expiration of applicable statutes of limitas and favorable settlements on state audits
in 2012 and 2011, respectively. The deferred pontibthe state and local taxes includes a $26aniliind $31 million non-cash charge to
income tax expense resulting from a change in éheation allowance against state and local defaaréssets in 2012 and 2011,
respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
R. INCOME TAXES (Continued)

The accounting guidance for income taxes requirasthe future realization of deferred tax assefsedds on the existence of sufficient
taxable income in future periods. Possible sounf¢axable income include taxable income in carckbgeriods, the future reversal of
existing taxable temporary differences recorded dsferred tax liability, taxlanning strategies that generate future incongaors in exces
of anticipated losses in the carryforward period projected future taxable income.

If, based upon all available evidence, both positimd negative, it is more likely than not (morant®0 percent likely) such deferred tax as
will not be realized, a valuation allowance is netaml. Significant weight is given to positive arebative evidence that is objectively
verifiable. A company’s three-year cumulative lpssition is significant negative evidence in comsilg whether deferred tax assets are
realizable and the accounting guidance restrigtsathount of reliance the Company can place on ¢egjetaxable income to support the
recovery of the deferred tax assets.

In the fourth quarter of 2010, the Company recor@&372 million valuation allowance against its LF8deral deferred tax assets as a non-
cash charge to income tax expense. In reachingémslusion, the Company considered the weakeit setie@s of certain of its building
products and the slower than anticipated recovetiie U.S. housing market which led to U.S. opegaldsses and significant U.S. goodwiill
impairment charges, that primarily occurred in finerth quarter of 2010, causing the Company tanbe three-year cumulative U.S. loss
position.

During 2012 and 2011, objective and verifiable rtiegaevidence, such as U.S. operating losses gmifisant impairment charges for U.S.
goodwill in 2011 and other intangible assets, cargd to outweigh positive evidence necessary tocethe valuation allowance. As a result,
the Company recorded increases of $65 million @#irillion in the valuation allowance against itsSUFederal deferred tax assets as a non
cash charge to income tax expense in 2012 and 2€4fdectively.

Recording the valuation allowance does not restietCompany’s ability to utilize the future dedaons and net operating losses associated
with the deferred tax assets assuming taxable irdsrmecognized in future periods.

A rebound in the U.S. housing market from the rébéstoric lows and retail sales of building protiuignproving from their current levels
should have a positive impact on the Company’satpey results in the U.S. A return to sustainedifability in the U.S. should result in
objective positive evidence thereby warrantingpbtential reversal of all or a portion of the vadlaa allowance.

The $203 million and $156 million of deferred tessats at December 31, 2012 and 2011, respectfeelywhich there is no valuation
allowance recorded, is anticipated to be realibeough the future reversal of existing taxable terapy differences recorded as deferred tax
liabilities.

Of the deferred tax asset related to the net operkiss and tax credit carryforwards at Decemier2B12 $411 million will expire between

2020 and 2032 and $14 million is unlimited. Of thederred tax asset related to the net operatirmdod tax credit carryforwards at
December 31, 2011 $269 million will expire betwe&20 and 2031 and $11 million is unlimited.
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R. INCOME TAXES (Continued)

The tax benefit from certain stock-based compensasi not recognized as a deferred tax assetthtilax deduction reduces cash taxes.
Accordingly, as of December 31, 2012, the Compaag/riot recorded a $27 million deferred tax assetdutitional net operating losses that,

when realized, will be recorded to paid-in capital.

A tax provision has not been provided at Decemhe2812 for U.S. income taxes or additional foreigtnholding taxes on approximately
$10 million of undistributed earnings of certaimgign subsidiaries that are considered to be pegnthnreinvested. It is not practicable to
determine the amount of deferred tax liability ocls earnings as the actual U.S. tax would depernidamme tax laws and circumstances at

the time of distribution.

A reconciliation of the U.S. Federal statutory tate to the income tax expense (benefit) on incioss) from continuing operations was as

follows:

U.S. Federal statutory tax rate — expense (benefit)
State and local taxes, net of U.S. Federal taxflie
(Lower) higher taxes on foreign earnir
U.S. and foreign taxes on distributed and undisted foreign earning
Goodwill and other intangible assets impairmentgées providing no tax bene
U.S. Federal valuation allowan
Other, ne
Effective tax rate expense (benefi

2012 2011

35% (35%)
4 —

© —
1 R
2 3
89 24
3 0O
125 _(10%)

Income taxes paid were $57 million, $43 million &#¥ million in 2012, 2011 and 2010, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
R. INCOME TAXES (Concluded)

A reconciliation of the beginning and ending lidtlyifor uncertain tax positions, including relateterest and penalties, is as follows:

(In millions)
Uncertain Tax Interest and
Positions Penalties Total
Balance at January 1, 2011 $ 71 $ 23 $ 94
Current year tax position
Additions 6 6
Reductions (D) Q)
Prior year tax position:

Additions 6 6

Reductions (D) D
Settlements with tax authoritir 4 (2 (6)
Lapse of applicable statute of limitatic (16) (16)
Interest and penalties recognized in income tax

expense D (1
Balance at December 31, 20 $ 61 $ 20 $ 81
Current year tax position

Additions 6 6

Prior year tax position:

Reductions 4 4
Settlements with tax authoritir — —
Lapse of applicable statute of limitatic (12 (12
Interest and penalties recognized in income tax

expense — (3 (3
Balance at December 31, 20 $ 51 $ 17 $ 68

If recognized, $34 million and $40 million of thiability for uncertain tax positions at December 32012 and 2011, respectively, net of any
U.S. Federal tax benefit, would impact the Compsamffective tax rate.

At December 31, 2012 and 2011, $74 and $86 mibiiime total liability for uncertain tax positioniscluding related interest and penalties
recorded in deferred income taxes and other, $1$&ndillion is recorded in accrued liabilities a®d and $6 million is recorded in other
assets, respectively.

The Company files income tax returns in the U.Sldrfal jurisdiction, and various local, state anekign jurisdictions. The Company
continues to participate in the Compliance AssugdPiogram (“CAP”). CAP is a real-time audit of te5. Federal income tax return that
allows the Internal Revenue Service (“IRS”), workin conjunction with the Company, to determinet@txirn compliance with the U.S.
Federal tax law prior to filing the return. Thisogram provides the Company with greater certaibtyudits tax liability for a given year
within months, rather than years, of filing its aahtax return and greatly reduces the need fardicg a liability for U.S. Federal uncertain
tax positions. The IRS has completed their exanunaif the Company’s consolidated U.S. Federarédnrns through 2011. With few
exceptions, the Company is no longer subject te staforeign income tax examinations on filed retufor years before 2000.

As a result of tax audit closings, settlements thiedexpiration of applicable statutes of limitagan various jurisdictions within the next 12
months, the Company anticipates that it is readgnaissible the liability for uncertain tax positi® could be reduced by approximately $6
million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

S. EARNINGS PER COMMON SHARE

Reconciliations of the numerators and denominaisesl in the computations of basic and diluted egmper common share were as follows,
in millions:

2012 2011 2010
Numerator (basic and dilutec
Loss from continuing operatiol $ (53) $(394) $(1,027)
Allocation to unvested restricted stock awe (2 3 3
Loss from continuing operations attributable to coon shareholdel (55) (397) (2,030
Loss from discontinued operations, (61) (181) (16)
Net loss available to common shareholc $(11€) $(57¢) $(1,04¢)
Denominator
Basic common shares (based on weighted ave 34¢ 34¢ 34¢
Add:
Contingent common shar — — —
Stock option dilutior — — —
Diluted common share 34¢ 34¢ 34¢

The Company follows accounting guidance regardigtgminining whether instruments granted in sharedasyment transactions are
participating securities. This accounting guidadiegifies that share-based payment awards thateetiieir holders to receive non-forfeitable
dividends prior to vesting should be consideredigipating securities. The Company has grantedioésti stock awards that contain non-
forfeitable rights to dividends on unvested shasesh unvested restricted stock awards are comsigmrticipating securities. As participat
securities, the unvested shares are required ittcchaled in the calculation of the Company’s basenings per common share, using the
“two-class method.” The two-class method of compgigarnings per common share is an allocation ndethat calculates earnings per share
for each class of common stock and participatirgisty according to dividends declared and parétigm rights in undistributed earnings.
For the years ended December 31, 2012, 2011 ar@)j #88 Company allocated dividends to the unvestetlicted stock awards
(participating securities).

At December 31, 2011 and 2010, the Company didnechide any common shares related to the Zero GoQumvertible Senior Notes
(“Notes”) in the calculation of diluted earningsrm@mmon share, as the price of the Company’s camstack at December 31, 2010 did not
exceed the equivalent accreted value of the Notes.

Additionally, 30 million common shares, 36 milli@@mmon shares and 37 million common shares for 280P1 and 2010, respectively,
related to stock options were excluded from the matation of diluted earnings per common share dubkdir antidilutive effect.

Common shares outstanding included on the Compd@yésice sheet and for the calculation of earngggcommon share do not include
unvested stock awards (8 million shares and 1Ganitommon shares at December 31, 2012 and 20ddectvely); shares outstanding for
legal requirements included all common shareshheag voting rights (including unvested stock awhards
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

T. OTHER COMMITMENTS AND CONTINGENCIES

Litigation. We are subject to claims, charges, litigation atmioproceedings in the ordinary course of ourrmss, including those arising
from or related to contractual matters, intelletpraperty, personal injury, environmental mattgrgduct liability, construction defect,
insurance coverage, personnel and employment éispuid other matters, including class actions. #lley® we have adequate defenses in
these matters and that the outcome of these mateat likely to have a material adverse effecuenHowever, there is no assurance that we
will prevail in these matters, and we could in thire incur judgments, enter into settlementslais or revise our expectations regarding
the outcome of these matters, which could matgrialpact our results of operations.

In July 2012, the Company reached a settlemeneawgst related to the Columbus Drywall litigatioteTCompany and its insulation
installation companies named in the suit agreqahto$75 million in return for dismissal with prejad and full release of all claims. The
Company and its insulation installation compani@stinue to deny that the challenged conduct waawill and admit no wrongdoing as p
of the settlement. A settlement was reached toimdita the considerable expense and uncertaintyiofawsuit. The Company recorded the
settlement expense in the second quarter of 20d 2renamount was paid in the fourth quarter of 2012

Warranty. At the time of sale, the Company accrues a warriaiylity for the estimated cost to provide protkj@arts or services to repair

or replace products in satisfaction of warrantyigdtions. During the third quarter of 2012, a besimin the Other Specialty Products segment
recorded a $12 million increase in expected futuaeranty claims resulting from the completion ofaralysis prepared by the Company
based upon its periodic assessment of recent assimet specific operating trends including, amotiwers, home ownership demographics,
sales volumes, manufacturing quality, an analykie@ent warranty claim activity and an estimatewfrent costs to service anticipated
claims.

Changes in the Company’s warranty liability werda®ws, in millions:

2012 2011

Balance at January $10z $107
Accruals for warranties issued during the y 42 28
Accruals related to p-existing warrantie 16 8
Settlements made (in cash or kind) during the (38) (38)
Other, net (including currency translatic 4 3
Balance at December ! $11¢€ $10z

Investments.With respect to the Company'’s investments in pewejuity funds, the Company had, at December 312, 2Z&bbmmitments to
contribute up to $19 million of additional capitalsuch funds representing the Company’s aggreggui¢gal commitment to such funds less
capital contributions made to date. The Comparpigractually obligated to make additional capi@htributions to certain of its private
equity funds upon receipt of a capital call frora firivate equity fund. The Company has no contvel evhen or if the capital calls will occ
Capital calls are funded in cash and generallylr@san increase in the carrying value of the Campgs investment in the private equity fund
when paid.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
T. OTHER COMMITMENTS AND CONTINGENCIES (Concluded)

Other Matters. The Company enters into contracts, which includseeable and customary indemnifications that amdstrd for the
industries in which it operates. Such indemnifigasi include customer claims against builders faugs relating to the Company’s products
and workmanship. In conjunction with divestituresl ather transactions, the Company occasionallyiges reasonable and customary
indemnifications relating to various items inclugtithe enforceability of trademarks; legal and emwinental issues; provisions for sales
returns; and asset valuations. The Company has hadeto pay a material amount related to thesenmifications and evaluates the
probability that amounts may be incurred and appabtgly records an estimated liability when proleabl
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
U. INTERIM FINANCIAL INFORMATION (UNAUDITED)

(In Millions, Except Per Common Share Data
Quarters Ended

Year December 3: September 3l June 30 March 31
2012
Net sales $7,49¢ $ 1,831 $ 1,91: $1,94¢ $ 1,80¢
Gross profit $1,95¢ $ 451 $ 50C $ 521 $ 484
(Loss) income from continuing operatic $ B3 $ 700 % 26 $ (B) $ 42
Net (loss) incom $(1149 $ 87n % 15 $ (75 $ 33
(Loss) earnings per common she
Basic:
(Loss) income from continuing operatic $ (16 $ (200 % 07 $ (15 $ .12
Net (loss) incom $ (.32 $ (.28) % 04 $ (220 $ .0¢
Diluted:
(Loss) income from continuing operatic $ (16 $ (200 % .07 $ (.15 $ .12
Net (loss) incom $ (33 $ (25) $ 04 $(22) $ .0¢
2011
Net sales $7,17( $ 1,657 $ 1,89¢ $1,93: $ 1,68/
Gross profi $1,781  $ 34z % 492 $ 531 $ 421
(Loss) income from continuing operatic $(B99 $ (435 ¢ 61 $ 18 $ (39
Net (loss) incom $ (57% $ (B79) % 36 $ 8 $ (46)
(Loss) earnings per common she
Basic:
(Loss) income from continuing operatic $(1.19 $ (129 % A7 0§ 08 $ (1))
Net (loss) incom $(166) $ (169 $ AC ¢ .02 0§ (12
Diluted:
(Loss) income from continuing operatic $(1.1H $ (@129 % A7 $ 05 $ (1))
Net (loss) incom $(166) $ (167 $ AC $ .02 $ (.13

(Loss) earnings per common share amounts for thredfoarters of 2012 and 2011 may not total to #ireiags per common share amounts
the years ended December 31, 2012 and 2011 dhe &dlbcation of income to unvested stock awards.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Conclud ed)
U. INTERIM FINANCIAL INFORMATION (UNAUDITED) (Conclude d)

Fourth quarter 2012 loss from continuing operatiand net loss include non-cash impairment chamgesther intangible assets of $27
million after tax ($42 million pre-tax). Income ) from continuing operations and net (loss) ineanclude after-tax gains from financial
investments of $10 million ($16 million pre-tax}), $illion ($2 million pre-tax) and $3 million ($4iliion pre-tax) in the first, third and four
quarters, respectively. Income (loss) from contigubperations and net (loss) income include aérreharge (income) from litigation
settlements of $(1) million ($(2) million pre-taX75 million ($75 million pre-tax), $— million ($tillion pre-tax) and $2 million ($3 million
pre-tax) in the first, second, third and fourth ees, respectively.

Fourth quarter 2011 loss from continuing operatiand net loss include non-cash impairment chamgyegdodwill and other intangible assets
of $291 million after tax ($450 million pre-taxdome (loss) from continuing operations and netsjiancome include after-tax gains from
financial investments of $11 million ($17 milliomgatax), $21 million ($33 million pre-tax), $13 idn ($19 million pre-tax) and $3 million
($4 million pre-tax) in the first, second, thirddafourth quarters, respectively. Income (loss) frontinuing operations and net (loss) income
include after-tax charge (income) from litigaticetttements of $3 million, ($5 million pre-tax), $#illion ($1 million pretax) and $2 millior
($3 million pre-tax) in the second, third and féuguarters, respectively.
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MASCO CORPORATION
SCHEDULE II. VALUATION AND QUALIFYING ACCOUNTS
for the years ended December 31, 2012, 2011 and Q01

Column A Column B Column C
Balance a Additions
Charged tc Charged
Beginning
Costs and to Other
Description of Period Expenses Accounts
Allowances for doubtful accounts, deducted fromoacts
receivable in the balance she
2012 $ 29 $ 11 $ —
2011 $ 34 $ 8 $ —
2010 $ 39 $ 15 $ —
Valuation Allowance on deferred tax assi
2012 $ 68¢ $ 11c $ (14)(b)
2011 $ 462 $ 17¢ $ 48(b)
2010 $ 43 $ 40C $ 19b)

Column D

Deductions

$ (9@
$  (13)a)
$  (20)a)

$ -
$ -
$ -

(&) Deductions, representing uncollectible account#tevrioff, less recoveries of accounts written ofprior years

(b) Valuation allowance on deferred tax assets recopdedarily in other comprehensive income and paidapital.

Exhibit 99.4
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