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Item 1.01. Entry into a Material Definitive Agreement.

On November 5, 2004, the Company entered into a U.S.$2,000,000,000 5-Year Revolving Credit
Agreement (the “New Credit Agreement”) among Masco Corporation and Masco Europe S.a r.l., as
borrowers, the banks party thereto, as lenders, and Citibank, N.A., as Syndication Agent, Sumitomo Mitsui
Banking Corporation, as Documentation Agent, Bank One, NA, as Administrative Agent, and J.P. Morgan
Securities Inc. and Citigroup Global Markets Inc., as Joint Lead Arrangers and Joint Book Runners. The
New Credit Agreement replaces two credit facilities: (i) the U.S. $750 Million 364-Day Revolving Credit
Agreement dated as of November 7, 2003 among Masco Corporation and Masco Europe S.a r.1., as borrowers,
the banks party thereto, as lenders, Commerzbank AG, Barclays Bank PLC and Keybank, National
Association, as Documentation Agents, Citibank, N.A., as Syndication Agent, and Bank One, NA, as
Administrative Agent, which agreement expired by its own terms, and (ii) the U.S.$1.25 Billion Amended
and Restated 5-Year Revolving Credit Agreement dated as of November 8, 2002 among Masco Corporation
and Masco Europe S.a r.l., as borrowers, the banks party thereto, Commerzbank AG, New York and Grand
Caymen Branches, and Citibank, N.A., as Administrative Agent, which agreement was terminated in
connection with the execution of the New Credit Agreement.

The New Credit Agreement provides for a five-year unsecured revolving credit facility available to each
borrower in U.S. dollars and European euros (with a sublimit for euro borrowings of U.S. $750 million
equivalent). Standby letters of credit may also be issued under the facility. The Company may, at its option
and subject to customary conditions, request an increase in the aggregate commitment by up to $250 million
without the consent of any non-participation lenders. Borrowings will bear interest at various floating rate
options as selected by the Company. There are no loans outstanding under the New Credit Agreement.

The New Credit Agreement contains customary terms and conditions substantially consistent with those
contained in the prior credit facilities, including financial covenants requiring a leverage ratio and a minimum
consolidated net worth, and events of default based on payment obligations, material inaccuracies of
representations and warranties, covenant defaults, insolvency proceedings, monetary judgments, change in
control, certain ERISA events and defaults under certain other indebtedness.

J.P.Morgan Securities Inc., or certain of its affiliates, acts as a depository of funds of, makes loans to and
performs other services for the Company from time to time in the normal course of business, including acting
as trustee under the Company’s indentures. The Company’s Chairman of the Board and Chief Executive
Officer, Richard A. Manoogian, serves as a director of JPMorgan Chase & Co., an affiliate of J.P.Morgan
Securities Inc.

A copy of the New Credit Agreement is attached hereto as Exhibit 4.

Item 1.02. Termination of a Material Definitive Agreement.

The information provided under Item 1.01 of this report is incorporated herein by reference.

Item 2.03. Creation of a Direct Financial Obligation or an Obligation Under an Off-Balance Sheet
Arrangement of a Registrant.

Under Item 1.01 of this report, on November 5, 2004, the Company entered into a new 5-year revolving
credit agreement. The information provided under Item 1.01 of this report is incorporated herein by reference.

Item 8.01. Other Events

During the first quarter of 2004, the Company determined that several of its European businesses are not
core to the Company’s long-term growth strategy and, accordingly, embarked on a plan of disposition. As a
result, the Company has restated its consolidated financial statements and schedule for the three years ended
December 31, 2003, 2002 and 2001 to reclassify and separately state operations classified as discontinued
operations during the first quarter of 2004.



These restated consolidated financial statements and the financial statement schedule and certain related
items including, Report of Independent Registered Public Accounting Firm, Selected Financial Data,
Management’s Discussion and Analysis of Financial Condition and Results of Operations, Quantitative and
Qualitative Disclosures about Market Risk, and Ratio of Earnings to Fixed Charges, are being filed with this
Current Report on Form 8-K in connection with the Company’s Registration Statement on Form S-4 being
filed concurrently herewith registering Zero Coupon Convertible Senior Notes, Series B Due 2031 to be
offered in exchange for the Company’s Zero Coupon Convertible Senior Notes Due 2031.

Item 9.01. Financial Statements and Exhibits.
(¢) Exhibits

4 U.S.$2 Billion 5-Year Revolving Credit Agreement dated as of November 5, 2004 among Masco
Corporation and Masco Europe S.a r.l., as borrowers, the banks party thereto, as lenders, and Citibank,
N.A., as Syndication Agent, Sumitomo Mitsui Banking Corporation, as Documentation Agent, Bank
One, NA, as Administrative Agent, and J.P. Morgan Securities Inc. and Citigroup Global Markets
Inc., as Joint Lead Arrangers and Joint Book Runners. (omitted from this printing)

23 Consent of PricewaterhouseCoopers LLP relating to Masco Corporation’s Consolidated Financial
Statements and Financial Statement Schedule.

99 Masco Corporation’s Consolidated Financial Statements as of December 31, 2003 and 2002 and for
the years ended 2003, 2002 and 2001, consisting of:

Consolidated Balance Sheets
Consolidated Statements of Income
Consolidated Statements of Cash Flows
Consolidated Statements of Shareholders’ Equity
Notes to Consolidated Financial Statements
and certain related items consisting of:
Management’s Discussion and Analysis of Financial Condition and Results of Operations
Quantitative and Qualitative Disclosures about Market Risk
Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock Dividends
Schedule II. Valuation and Qualifying Accounts
Selected Financial Data
Report of Independent Registered Public Accounting Firm



SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

Masco CORPORATION

By: /s/ TiMOTHY WADHAMS

Name: Timothy Wadhams
Title: Senior Vice President and
Chief Financial Officer

November 12, 2004
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EXHIBIT INDEX

U.S.$2 Billion 5-Year Revolving Credit Agreement dated as of November 5, 2004 among Masco
Corporation and Masco Europe S.a r.l., as borrowers, the banks party thereto, as lenders, and Citibank,
N.A., as Syndication Agent, Sumitomo Mitsui Banking Corporation, as Documentation Agent, Bank
One, NA, as Administrative Agent, and J.P. Morgan Securities Inc. and Citigroup Global Markets
Inc., as Joint Lead Arrangers and Joint Book Runners. (omitted from this printing)

Consent of PricewaterhouseCoopers LLP relating to Masco Corporation’s Consolidated Financial
Statements and Financial Statement Schedule.

Masco Corporation’s Consolidated Financial Statements as of December 31, 2003 and 2002 and for
the years ended 2003, 2002 and 2001, consisting of:

Consolidated Balance Sheets
Consolidated Statements of Income
Consolidated Statements of Cash Flows
Consolidated Statements of Shareholders’ Equity
Notes to Consolidated Financial Statements
and certain related items consisting of:
Management’s Discussion and Analysis of Financial Condition and Results of Operations
Quantitative and Qualitative Disclosures about Market Risk
Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock Dividends
Schedule II. Valuation and Qualifying Accounts
Selected Financial Data
Report of Independent Registered Public Accounting Firm



EXHIBIT 4

REVOLVING CREDIT AGREEMENT

Omitted from this printing.






EXHIBIT 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3
(No. 333-100641), Form S-4 (Nos. 333-58036 and 333-100639), and Form S-8 (Nos. 33-42229, 333-64573,
333-30867, 333-74815, 333-37338, 333-75362 and 333-110102) of Masco Corporation of our report dated
February 18, 2004 (except for Note B, as to which the date is November 9, 2004) relating to the financial
statements and financial statement schedule, which appears in this Current Report on Form 8-K.

Detroit, Michigan
November 12, 2004






EXHIBIT 99

MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
At December 31, 2003 and 2002

(In millions,
except share data)

2003 2002
ASSETS
Current Assets:
Cash and cash Investments . .. ...ttt $ 795 $ 1,067
Receivables . .. ... 1,674 1,546
INVENTOIES . . .ttt 1,019 1,056
Prepaid expenses and other........ ... .. .. .. . . 316 281
Total Current assetsS . . ... ...ttt 3,804 3,950
Property and equipment, Net. ... ... ...ttt 2,339 2,315
GoodWill . . . 4,491 4,297
Other intangible assets, Net. ... ......ut ittt ittt 344 354
Other ASSETS . o\ttt 1,171 1,134
Total ASSELS . oottt et e $12,149  $12,050
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:
Notes payable . .. ..o $ 334 § 321
Accounts payable . . .. ... 715 541
Accrued Habilities .. ... ... 1,050 1,070
Total current liabilities .. .......... .. .. . 2,099 1,932
Long-term debt .. ... ... . 3,848 4,316
Deferred income taxes and other .. ... ... ... ... . . .. . ... 746 508
Total Liabilities . ... ... . 6,693 6,756
Commitments and contingencies
Shareholders’ Equity:
Preferred shares authorized: 1,000,000; issued: 20,000 ......................... — —
Common shares authorized: 1,400,000,000; issued: 2003 — 458,380,000;

2002 — 488,890,000 . . . ..ot 458 489
Paid-in capital . ........ .. . 1,443 2,207
Retained €arnings. . .. ... ..oo it 3,299 2,784
Accumulated other comprehensive income (loss) ........... ..., 421 (22)
Less: Restricted stock awards . ......... ... i (165) (164)

Total Shareholders’ Equity ........... it 5,456 5,294

Total Liabilities and Shareholders’ Equity ........... ... ... .. $12,149  $12,050

See notes to consolidated financial statements.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME — SEE NOTE B
For the Years Ended December 31, 2003, 2002 and 2001

(In millions, except

per share data)

2003 2002 2001
Nt SaleS ..o $10,571  $8,831  $7,705
Cost of Sales . ..o 7,330 6,040 5,377
Gross Profit . ..ot 3,241 2,791 2,328
Selling, general and administrative €Xpenses . ... ..........ouueeueenn.n.. 1,776 1,393 1,230
(Income) from planned disposition of a business ........................ — (16) —
(Income) charge for litigation settlement, net .......................... (72) 147 —
Goodwill impairment charge ............ ... 53 — —
Amortization of goodwill . ... ... ... . . .. — — 87
Operating profit .. ...t 1,484 1,267 1,011
Other income (expense), net:
Impairment charge for:
Securities of Furnishings International Inc. ........................ — — (460)
Investments .. ...t (19) (24) (70)
Other, net. ... 76 (42) 34
Interest EXPENSE . o v vttt e (261) (235) (237)
(204) (301) (733)
Income from continuing operations before income taxes and minority
F 05 (1) S 1,280 966 278
Income taxes . . ..ot 477 327 95
Income from continuing operations before minority interest ......... 803 639 183
MINOTity INTETESt . . . oottt e e e e e e e 13 — —
Income from continuing operations. .................c.covuinen.... 790 639 183
Income from discontinued operations and gain, net of income taxes ........ 16 43 16
Cumulative effect of accounting change, net............................ — (92) —
NEt INCOME . .ottt ettt et e et e e $ 806 $ 590 $ 199
Earnings per common share:
Basic:
Income from continuing Operations. ............c..oeeuuieenneenn... $ 165 $132 § .40
Income from discontinued operations and gain, net of income taxes . . .. .03 .09 .03
Cumulative effect of accounting change, net........................ — (.19) —
NELINCOME . . ottt ettt e e e e e e e e e e e $ 168 $122 § 43
Diluted:
Income from continuing Operations. ............c..oeeuuueenneenn... $ 161 $124 § .39
Income from discontinued operations and gain, net of income taxes . . .. .03 .08 .03
Cumulative effect of accounting change, net........................ — (.18) —
NEtINCOME . .ottt ettt e e e e e e e e e $ 164 $1.15 § .42

See notes to consolidated financial statements.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2003, 2002 and 2001

(In millions)
2003 2002 2001

Cash Flows From (For):
Operating Activities:

NEt INCOME . .ottt et et e et e e e et $ 806 $ 590 $ 199
Depreciation and amortization. . ........... ... .. 244 220 269
Interest on pay-in-kind notes receivable............................ — — (29)
Deferred income taxes .. ......vvuniin e 179 64 (95)
Gain on disposition of businesses, net .............. ... i, (89) — —
Loss on early retirement of debt . ........... ... .. .. ... ... 7 — —
(Gain) loss on disposition of investments, net ...................... (40) 53 (17)
European charges . ............iiiiii 4 — —

Cumulative effect of accounting change, net........................ — 92 —
Litigation settlement, net . .......... ... .. it (72) 147 —
Impairment charges:

Securities of Furnishings International Inc. ...................... — — 460
Investments ... ... 19 24 70
Goodwill. . ... 142 — —
Other non-cash items, net . ........ ... ... .. 135 47 72
Increase in receivables .......... .. i (126) (99) (87)
Decrease in inVeNntories . . . ..o vv ittt ittt et 39 11 48
Increase in accounts payable and accrued liabilities, net .............. 123 76 77
Net cash from operating activities ................ ... ... .... 1,421 1,225 967
Financing Activities:
Increase in principally bank debt .......... ... ... . ... oL 46 375 474
Payment of principally bank debt ............ .. .. .. .. . ... (135)  (1,179)  (2,235)
Retirement of notes . ............ i (452) — (87)
Purchase of Company common stock for:
Retirement . . ... ... (779) (166) (67)
Long-term stock incentive award plan ........... ... ... ... ... .... (48) (31) (49)
Issuance of Company common stock . ..................civunin... 37 598 —
Issuance of notes, net . ....... . ... ... . .. . .. — 1,438 2,050
Cash dividends paid .......... .. i (286) (268) (244)
Net cash (for) from financing activities. ....................... (1,617) 767 (158)
Investing Activities:
Acquisition of businesses, net of cash acquired...................... (239) (736) (589)
Capital expenditures .. ........uiniint e (271) (285) (274)
Purchases of marketable securities ............... ... ..., (377) (582) (425)
Proceeds from disposition of:
Marketable SECUTIHIES . .. ..o v vttt 421 306 422
Businesses, net of cash disposed ......... ... ... i 284 21 232
Equity investment .. ...... ... 75 — —
Proceeds (purchases) of other investments, net ..................... 11 (51) (30)
Decrease (increase) in long-term notes receivable, net ............... 19 (22)
Other, Net. . ..ot e (51) 53 (11)
Net cash (for) investing activities ..................ccoveun.... (128)  (1,296) (667)
Effect of exchange rates on cash and cash investments ................. 52 59 1
(Decrease) Increase for the Year................................... (272) 755 143
Balance at January 1 ......... .. .. .. . . . 1,067 312 169
Balance at December 31 ... ... $ 795 $ 1,067 $ 312

See notes to consolidated financial statements.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
For the Years Ended December 31, 2003, 2002 and 2001

(In millions, except per share data)

Preferred Common Accumulated
Shares Shares Other Restricted
($1 Par  ($1 Par Paid-In Retained Comprehensive  Stock
Total Value) Value) Capital Earnings Income (Loss) Awards

Balance, January 1,2001 .................. $3,286  $— $445 $ 631 $2,520 $(170) $(140)
Netincome ......ovvviinininnenn.. 199 199
Cumulative translation adjustments .......... (46) (46)
Unrealized gain on marketable securities, net

of income tax of $16 .................... 27 27

Total comprehensive income.............. 180
Shares issued .......... ... ... . 816 17 799
Shares repurchased ....................... (67) (3) (64)
Cash dividends declared ................... (250) (250)
Stock-based compensation. ................. R 15 _(22)
Balance, December 31, 2001................ 3,958 — 459 1,381 2,469 (189) (162)
Netincome ...........ooiiiiiiiiie... 590 590
Cumulative translation adjustments .......... 239 239
Unrealized loss on marketable securities, net of

income tax creditof $9 ....... ... ... ... (14) (14)
Minimum pension liability, net of income tax

creditof $34 ... Ll (58) (58)

Total comprehensive income.............. 757
Shares issued .............. ... ..., 1,016 38 978
Shares repurchased ....................... (166) (8) (158)
Cash dividends declared ................... (275) (275)
Stock-based compensation.................. 4 6 @
Balance, December 31,2002................ 5,294 — 489 2,207 2,784 (22) (164)
Netincome . .........ooiiiiiiiiiien... 806 806
Cumulative translation adjustments .......... 393 393
Unrealized gain on marketable securities, net

of income tax of $31 .................... 53 53
Minimum pension liability, net of income tax

credit of $1 ... ... .. ) (3)

Total comprehensive income.............. 1,249
Shares issued ........... ... ... ... 64 5 59
Shares repurchased ....................... (779) (35) (744)
Settlement of stock-price guarantees . ........ (67) (67)
Cash dividends declared ................... (291) (291)
Stock-based compensation.................. a4 (1) (12) M
Balance, December 31, 2003................ $5,456  $— $458  $1,443  $3,299 $ 421 $(165)

See notes to consolidated financial statements.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. Accounting Policies

Principles of Consolidation. The consolidated financial statements include the accounts of Masco
Corporation and all majority-owned subsidiaries. All significant intercompany transactions have been
eliminated. Corporations that are 20 to 50 percent owned are accounted for using the equity method of
accounting. Corporations that are less than 20 percent owned are accounted for using the cost method of
accounting unless the Company exercises significant influence over the investee.

Use of Estimates and Assumptions in the Preparation of Financial Statements. The preparation of
financial statements in conformity with accounting principles generally accepted in the United States of
America requires the Company to make certain estimates and assumptions that affect the reported amounts of
assets and liabilities, disclosure of any contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results may differ from
these estimates and assumptions.

Revenue Recognition. The Company recognizes revenue as title to products is transferred to customers
or services are rendered, net of applicable provisions for discounts, returns and allowances. The Company
generally recognizes customer program costs, including cooperative advertising and customer incentives, as a
reduction to net sales. Amounts billed for shipping and handling are included in net sales, while costs incurred
for shipping and handling are included in cost of sales.

Foreign Currency. The financial statements of the Company’s foreign subsidiaries are measured using
the local currency as the functional currency. Assets and liabilities of these subsidiaries are translated at
exchange rates as of the balance sheet date. Revenues and expenses are translated at average exchange rates in
effect during the year. The resulting cumulative translation adjustments have been recorded in other
comprehensive income. Realized foreign currency transaction gains and losses are included in the consolidated
statements of income.

Cash and Cash Investments. The Company considers all highly liquid investments with an initial
maturity of three months or less to be cash and cash investments.

Receivables. The Company does significant business with a number of individual customers, including
certain home centers. The Company monitors its exposure for credit losses and maintains related allowances
for doubtful accounts. Allowances are estimated based upon specific customer balances where a risk of default
has been identified and also include a provision for non-customer specific defaults based upon historical
collection, return and write-off activity. A separate allowance is maintained for customer incentive rebates and
is generally based upon sales activity. Accounts and notes receivable are presented net of certain allowances
(including allowances for doubtful accounts) of $84 million and $69 million at December 31, 2003 and 2002,
respectively.

Property and Equipment. Property and equipment, including significant betterments to existing facili-
ties, are recorded at cost. Upon retirement or disposal, the cost and accumulated depreciation are removed
from the accounts and any gain or loss is included in the consolidated statements of income. Maintenance and
repair costs are charged against earnings as incurred.

Customer Promotion Costs. The Company records estimated reductions to revenue for customer
programs and incentive offerings, including special pricing arrangements, promotions and other volume-based
incentives. In-store displays that are owned by the Company and used to market the Company’s products are
included in other assets in the consolidated balance sheets and are amortized over the expected useful life of
three years; related amortization expense is classified in selling expense in the consolidated statements of
income.

Depreciation. Depreciation is computed principally using the straight-line method over the estimated
useful lives of the assets. Annual depreciation rates are as follows: buildings and land improvements, 2 to

1



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

A. Accounting Policies — (Continued)

10 percent, and machinery and equipment, 5 to 33 percent. Depreciation expense was $192 million,
$164 million and $145 million in 2003, 2002 and 2001, respectively.

Goodwill and Other Intangible Assets. On January 1, 2002, Statement of Financial Accounting
Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets,” became effective. In accordance with
SFAS No. 142, the Company is no longer recording amortization expense related to goodwill and other
indefinite-lived intangible assets. The Company has provided a supplemental disclosure of adjusted net income
and basic and diluted earnings per common share for the twelve months ended December 31, 2001 in Note I
to the consolidated financial statements. The Company performs impairment testing of goodwill and other
indefinite-lived intangible assets in the fourth quarter of each year or as an event occurs or circumstances
change that would more likely than not reduce the fair value of a reporting unit below its carrying amount. The
Company compares fair value of the reporting units to the carrying value of the reporting units. Fair value is
determined using a discounted cash flow method. Intangible assets with finite useful lives are amortized using
the straight-line method over their estimated useful lives.

Fair Value of Financial Instruments and Derivative Instruments. The carrying value of financial
instruments reported in the consolidated balance sheets for current assets, current liabilities and long-term
variable-rate debt approximates fair value. The fair value of financial instruments that are carried as non-
current investments (other than those accounted for using the equity method of accounting) is based
principally on information from investment fund managers and other assumptions, on quoted market prices for
those or similar investments, by estimating the fair value of consideration to be received or by discounting
future cash flows using a discount rate that reflects the risk of the underlying investments. The fair value of the
Company’s long-term fixed-rate debt instruments is based principally on quoted market prices for the same or
similar issues or the current rates available to the Company for debt with similar terms and remaining
maturities. The aggregate market value of non-current investments and long-term debt at December 31, 2003
was approximately $956 million and $4,129 million, as compared with the aggregate carrying value of
$980 million and $3,849 million, respectively, and at December 31, 2002 such aggregate market value was
approximately $875 million and $4,572 million, as compared with the aggregate carrying value of $963 million
and $4,316 million, respectively.

The Company has limited involvement with derivative financial instruments and does not use derivatives
for trading purposes. The Company may use derivative financial instruments to manage exposures to
fluctuations in earnings and cash flows resulting from changes in foreign currency exchange rates and interest
rates. Derivative financial instruments are recorded in the consolidated balance sheet as either an asset or
liability measured at fair value. For each derivative instrument that is designated and qualifies as a fair value
hedge, the gain or loss on the derivative instrument as well as the offsetting loss or gain on the hedged item
attributable to the hedged risk are recognized in determining current earnings during the period of the change
in fair values. For derivative instruments not designated as hedging instruments, the gain or loss is recognized
in determining current earnings during the period of change.

Stock Options and Awards. The Company elected to change its method of accounting for stock-based
compensation and implemented the fair value method prescribed by SFAS No. 123, “Accounting for Stock-
Based Compensation,” effective January 1, 2003. The Company is using the prospective method, as defined by
SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure — an amendment
to SFAS No. 123,” for determining stock-based compensation expense. Accordingly, options granted,
modified or settled subsequent to January 1, 2003 are accounted for using the fair value method and options
granted prior to January 1, 2003 continue to be accounted for using the intrinsic value method. In 2003,
5,121,800 option shares, including restoration option shares, net of cancellations, were awarded and the related
expense of $3 million was included in the Company’s consolidated statement of income for the year ended
December 31, 2003. The following table illustrates the pro forma effect on net income and earnings per
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

A. Accounting Policies — (Continued)

common share as if the fair value method were applied to all previously issued stock options, in millions,
except per common share amounts:

2003 2002 2001

Net income, as reported .. ................ ... ... .. $806 $590 $199
Add:
Stock-based employee compensation expense included in reported net
income, net of taxX .. ... 41 21 20
Deduct:
Stock-based employee compensation expense, net of tax ............ 41) (21)  (20)

Stock-based employee compensation expense determined under the
fair value based method for stock options granted prior to 2003, net

Of 1K o (12) (17)  (18)
Pro forma net income ........... . ... .. $794 §$573 $181
Earnings per common share:
Basic as reported . ... ... $1.68 $1.22 $.43
Basic pro forma ... $1.66 $1.18 $.39
Diluted as reported . ............ it $1.64 $1.15 $.42
Diluted pro forma ........... ... .. .. $1.62 $1.12 $.38

For SFAS No. 123 calculation purposes, the weighted average grant date fair values of option shares,
including restoration options, granted in 2003, 2002 and 2001, were $8.89, $6.66 and $7.94, respectively. The
fair values of these options were estimated at the grant dates using a Black-Scholes option pricing model with
the following assumptions for 2003, 2002 and 2001, respectively: risk-free interest rate — 3.3%, 3.8% and
5.2%; dividend yield — 2.3%, 2.7% and 2.1%; volatility factor — 37%, 37% and 36%; and expected option
life — 7 years, 6 years and 6 years.

Reclassifications. Certain prior-year amounts have been reclassified to conform to the 2003 presentation
in the consolidated financial statements. The results of operations related to 2003 dispositions of businesses
and 2004 businesses held for sale have been reclassified and separately stated in the accompanying
consolidated statements of income for 2003, 2002 and 2001. The assets and liabilities of these 2003
discontinued operations and 2004 businesses held for sale as of December 31, 2003 and 2002 have not been
reclassified in the accompanying consolidated balance sheet and related notes. In the Company’s consolidated
statements of cash flows, the cash flows from discontinued operations are not separately classified.

Recently Issued Accounting Pronouncements. In January 2003, the Financial Accounting Standards
Board (“FASB”) issued FASB Interpretation No. 46 (“FIN 46”), “Consolidation of Variable Interest
Entities,” which clarifies the application of Accounting Research Bulletin No. 51, “Consolidated Financial
Statements.” FIN 46 requires that a company that has a controlling interest in a variable interest entity
consolidate the assets, liabilities and results of operations of the variable interest entity in the company’s
consolidated financial statements. The adoption of certain provisions of FIN 46, relating to variable interest
entities formed prior to February 2003, has been extended to 2004. The Company believes that FIN 46 will
not have a material impact on the Company’s consolidated financial statements.

In December 2003, the FASB revised SFAS No. 132, “Employers’ Disclosures about Pensions and
Other Postretirement Benefits.” The revisions to SFAS No. 132 require enhanced disclosures regarding
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

A. Accounting Policies — (Concluded)

pensions and other postretirement benefits. Most of the enhanced disclosure requirements were effective for
the year ended December 31, 2003; certain disclosure provisions are effective beginning in 2004.

B. Discontinued Operations

On January 1, 2002, SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,”
became effective. This statement addresses the accounting and reporting for the impairment or disposal of
long-lived assets. SFAS No. 144 broadens the presentation of discontinued operations to include a component
of the Company, which comprises operations and cash flows, that can be clearly distinguished from the rest of
the Company. Based on SFAS No. 144, the Company has accounted for the 2003 dispositions of businesses
and 2004 businesses held for sale as discontinued operations. See Note A — Accounting Policies —
Reclassifications.

On September 30, 2003, the Company completed the sale of its Baldwin Hardware and Weiser Lock
businesses. Baldwin and Weiser were included in the Decorative Architectural Products segment and
manufacture a wide range of architectural and decorative products, including builders’ hardware and locksets.
In a separate transaction on September 30, 2003, the Company also completed the sale of the Marvel Group.
Marvel manufactures office workstations and machine stands, and was included in the Other Specialty
Products segment. The sale of these businesses reflects the Company’s continuing commitment to deploy the
Company’s assets in businesses that support its operating strategies and provide the greatest opportunities to
create value for the Company’s shareholders. Total proceeds from the sale of these companies were
$289 million, including cash of $286 million and notes receivable of $3 million.

Selected financial information for these discontinued operations is as follows for the years ended
December 31, 2003 (prior to disposition), 2002 and 2001, in millions:
2003 2002 2001

NEt SALES © . oottt et e $198  $271  $269
Income (loss) before income taxes ..............ccoviiiieeinnnnnn... $21 $29 $ (4
Gain on dispositions of businesses, net ................ ..., 89 — —
INCOME taXES ..o vttt (44) (11) —
Income (loss) from discontinued operations and gain, net of income
LK+ vttt ettt e e e e $66 $18 §$ (4)

Income taxes in the table above include income taxes on the gain on disposal of discontinued operations
of $37 million in the year ended December 31, 2003. Total assets of discontinued operations sold in September
2003 consisted primarily of accounts receivable of $44 million, inventories of $41 million, property and
equipment, net of $114 million and other assets of $18 million (including goodwill of $16 million). Total
liabilities of discontinued operations consisted primarily of accounts payable of $12 million, accrued salaries,
wages and related benefits of $5 million and other accrued expenses of $3 million.

The Company reviews its business portfolio on an ongoing basis as part of its corporate strategic planning
and, in the first quarter of 2004, has determined that several European businesses are not core to the
Company’s long-term growth strategy and, accordingly, has embarked on a plan of disposition. These
businesses had an approximate net book value of $330 million. The Company expects aggregate net proceeds
from the dispositions to approximate $250 million. The dispositions are expected to be completed by
March 31, 2005 and the Company expects to recognize a modest net loss upon the disposition of all of these
businesses. First quarter 2004 results will include a charge to reflect those businesses that are expected to be
divested at a loss. Any gains resulting from the disposition of individual businesses will be recognized as such
transactions are completed.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

B. Discontinued Operations — (Concluded)

Selected financial information for these discontinued operations is as follows for the years ended
December 31, 2003, 2002 and 2001, in millions:

2003 2002 2001

Net SAlES . o oo ettt $365  $318  $310
(Loss) income before income taxes. . ...........vvuvreininenennen .. (64) 35 27
Income benefit (taX) .. ...t 14 (10) (7)

(Loss) income from discontinued operations, net of tax.............. $(50) $25 $20

(Loss) income before income taxes includes a non-cash, pre-tax goodwill impairment charge of
$89 million for the year ended December 31, 2003.

Total assets and liabilities of 2004 discontinued operations consisted primarily of the following at
December 31, 2003, in millions:

Accounts receivable . ... ... $ 70
Inventory . .o 53
Property, plant and equipment, net .. ......... ... it 166
GoodWill ... 68
Other @SSEES . o .ottt ittt e e e 43
TOtAl ASSETS . . v vttt t ettt e e e $400
Accounts payable . . ... $ 33
Accrued salaries, wages and related benefits ......... ... ... ... .. ... i 7
Other acCrued EXPENSES . . o v vt vttt ettt ettt e e e e e 32
$ 72

C. Acquisitions

During 2003, the Company acquired PowerShot Tool Company, Inc. (Other Specialty Products
segment), and several relatively small installation service companies (Installation and Other Services
segment). PowerShot Tool Company is a manufacturer of fastening products, including staple guns, glue guns,
hammer tackers and riveting products, headquartered in New Jersey. The results of these acquisitions are
included in the consolidated financial statements from the respective dates of acquisition. The aggregate net
purchase price of these acquisitions was $63 million, and included cash of $57 million and debt of $6 million.

Certain recent purchase agreements provide for the payment of additional consideration in either cash or
common stock, contingent upon whether certain conditions are met, including the operating performance of
the acquired business and the price of the Company’s common stock. Common shares that are contingently
issuable at December 31, 2003 have been included in the computation of diluted earnings per common share
for 2003. The Company also paid an additional $182 million of acquisition-related consideration, including
amounts to satisfy share price guarantees, contingent consideration and other purchase price adjustments, in
2003, relating to previously acquired companies.

During 2002, the Company acquired several businesses. The aggregate net purchase price of these 2002
acquisitions was $1.2 billion, including cash of $699 million, assumed debt of $81 million and Company
common stock valued at $399 million. The excess of the aggregate acquisition costs for these purchase
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

C. Acquisitions — (Concluded)

acquisitions over the fair value of identifiable net assets acquired, totaling approximately $1 billion,
represented acquired goodwill.

The results of these 2002 acquisitions are included in the consolidated financial statements from the
respective dates of acquisition. Had these companies been acquired effective January 1, 2001 and 2002, pro
forma unaudited consolidated net sales, income before cumulative effect of accounting change, net income
and diluted earnings per common share would have been as follows, in millions, except per common share
amounts:

Twelve Months

Ended
December 31,
2002 2001
Net Sales . oot $9,670  $8,824
Income before cumulative effect of accounting change, net................. $ 728 § 259
NEt IMCOME .« vttt et ettt et et e et e $ 636 $ 259
Diluted earnings per common share ..................coiiiineiiiaein... $ 121 $ .53

During 2001, the Company acquired several businesses through purchase acquisitions. The aggregate net
purchase price of these acquisitions was $1.7 billion, including cash of $560 million, assumed debt of
$312 million and Company capital stock valued at $785 million. The excess of the aggregate costs for these
acquisitions over the fair value of identifiable net assets acquired, totaling approximately $1.2 billion,
represented acquired goodwill.

As a result of recent acquisition agreements, the Company leases operating facilities from certain related
parties, primarily former owners (and current General Managers) of companies acquired.

D. European Charges

During 2003, the Company recorded a non-cash, pre-tax charge which reduced operating profit by
approximately $35 million with respect to a United Kingdom business unit in the Decorative Architectural
Products segment. The charge relates primarily to a business system implementation failure which allowed
former management of the business unit to circumvent internal controls and artificially inflate the unit’s
operating profit in years prior to 2003. The Company also determined that goodwill related to this business
unit was impaired and recorded an additional $5 million charge in the third quarter of 2003.

Finally, the Company determined that the strategic plan for this business unit, relative to certain product
offerings and customer focus, should be changed. This revision in operating strategy resulted in 2003 charges
aggregating approximately $15 million related principally to inventories and receivables.

During 2003, the Company also detected that an employee at a United Kingdom business unit in the
Plumbing Products segment had circumvented internal controls and overstated operating results by approxi-
mately $4 million in 2002. The Company completed its review of the business unit in the fourth quarter of
2003 and determined that no further adjustment was necessary.

The Company is implementing changes to its operational and financial structure in Europe which include:
reorganizing its European business operations into product groups; the addition of group operating and
financial personnel; training and evaluation related to internal controls; and the expansion of both external and
internal audit involvement.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

E. Inventories

(In millions)
At December 31,

2003 2002
Finished goods .. ... ... . i $ 472 $ 497
Raw material . ... ... 405 410
WOTK I PrOCESS . . o oottt e 142 149

$1,019  $1,056

Inventories are stated at the lower of cost or net realizable value, with cost determined principally by use
of the first-in, first-out method. Cost in inventory includes purchased parts, materials, direct labor and applied
manufacturing overhead.

F. Investments
Equity Investments

In April 2003, the Company completed the sale of its 42 percent equity investment in Emco Limited, a
Canadian distributor of plumbing and related products with approximate 2002 sales of $860 million, for cash
proceeds of $75 million. The sale resulted in a pre-tax gain of $5 million.

In December 2002, the Company acquired an additional 37 percent ownership of Hansgrohe AG, a
German manufacturer of plumbing-related products, resulting in a majority ownership of approximately
64 percent. Accordingly, the assets and liabilities of Hansgrohe AG have been included in the Company’s
consolidated financial statements at December 31, 2003 and 2002. For the year ended December 31, 2002, the
Company recorded equity earnings from Hansgrohe AG; the Company began consolidating the majority
interest in the operating results of Hansgrohe AG in January 2003.

Financial Investments

The Company maintains investments in marketable securities (including marketable equity securities
and bond funds) and a number of private equity funds principally as part of its tax planning strategies, as any
gains enhance the utilization of tax capital loss carryforwards. Included in other long-term assets are the
following financial investments, in millions:

At December 31,

2003 2002

Marketable equity SECUTITIES . . .. oottt e ettt $392 $216
Bond funds . ... 125 230
Private equity funds . ... .. .. 332 346
Metaldyne Corporation .. ............ouuirirninen ettt 76 68
TriMas Corporation . ... .....uutin ettt et 25 25
Equity inVestments . . .. ..o vttt — 68
Other InVEStMENtS . .. ..ot e 9 9
TOtal .t $959 $962

In November 2000, the Company reduced its common equity ownership in Metaldyne Corporation
(formerly MascoTech, Inc.) through a recapitalization merger with an affiliate of Heartland Industrial
Partners, L.P. The Company currently owns 6 percent of the common equity of Metaldyne. The Company
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

F. Investments — (Continued)

also holds preferred stock of Metaldyne, which accrues dividends at the rate of 15 percent per year. In June
2002, Metaldyne sold approximately 66 percent of the fully diluted common equity of its TriMas Corporation
subsidiary to Heartland Industrial Partners, L.P. The Company exercised its right to its proportionate share
and acquired approximately 6 percent of TriMas Corporation for $25 million.

The Company’s investments in marketable equity securities and bond funds at December 31, 2003 and
2002 were as follows, in millions:

Pre-Tax

Cost Unrealized Unrealized Recorded

Basis Gains Losses Basis
December 31, 2003
Marketable equity securities....................... $361 $35 $ 4) $392
Bond funds .......... ... ... i $115 $10 $ — $125
December 31, 2002
Marketable equity securities....................... $264 $ 2 $(50) $216
Bond funds ........... .. ... . ... ... $225 $5 $ — $230

The following table summarizes the gross unrealized losses and fair value of the Company’s investments
in marketable securities, aggregated by investment category and length of time that the individual securities
have been in a continuous unrealized loss position, at December 31, 2003, in millions:

12 Months or More

Fair Unrealized

Value Loss
Marketable equity SECUItIES ... ... vt vttt e $117 $(4)
Total temporarily impaired securities .................... ... ... . ... .. $117 $(4)

Investments in marketable equity securities and bond funds are accounted for as available-for-sale.
Accordingly, the Company records these investments at fair value, and unrealized gains and losses (that are
deemed to be temporary) are recognized, net of tax effects, through shareholders’ equity, as a component of
other comprehensive income (loss). Realized gains and losses and charges for other-than-temporary
impairments are included in determining net income, with related purchase costs based on specific
identification. The Company has investments in over 100 different equity securities and bond funds at
December 31, 2003; the unrealized loss is primarily related to one marketable equity security, Furniture
Brands International common stock, which was received in June 2002 from the Company’s investment in
Furnishings International Inc. debt. The Company reviews industry analyst reports, key ratios and statistics,
market analyses and other factors for each investment to determine if an unrealized loss is other than
temporary. The unrealized loss related to this security is three percent of the market value of this investment
and one percent of the total market value of the Company’s investments in marketable equity securities. Based
on the Company’s review, the Company considers the unrealized loss related to this investment to be
temporary.

The Company’s investments in private equity funds and other investments are carried at cost and are
evaluated for impairment at each reporting period or when circumstances, including the maturity of the fund,
indicate an impairment may exist. At December 31, 2003, the carrying value of the Company’s investments in
private equity funds exceeded the estimated market value, as determined by the fund managers, by
approximately $24 million.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

F. Investments — (Concluded)

Income (loss) from financial investments is included in other, net within other income and (expense),
net, and is summarized as follows, in millions:

2003 2002 2001

Realized gains from marketable securities ........................... $38 $13 $45
Realized losses from marketable securities . ................ ... ...... (15)  (52) (32)
Dividend income from marketable securities ......................... 16 9 3
Income (expense) from other investments, net ....................... 17 — 4
Dividend income from other investments ............... ... ... ...... 9 8 5
Termination of interest ratelock . ............. .. .. ... ... .. ... ...... — (14) —

Income (loss) from financial investments.......................... $ 65 $(36) $ 25

Impairment charge:

Marketable equity securities ................... ... ... ... ...... $ (3) $ (6) $(70)
Private equity funds . ........ .. . . (16)  (18) —
Tl « e $(19) $(24) $(70)

During 2003, the Company recognized impairment charges aggregating $19 million related to invest-
ments in an equity security and private equity funds. In the fourth quarter of 2002, the Company recognized
impairment charges of $24 million principally related to certain of its investments in private equity funds and
other financial investments. During 2001, the Company recognized impairment charges of $70 million related
to principally technology-related marketable equity securities.

G. Derivatives

During 2003, the Company entered into interest rate swaps for the purpose of reducing interest expense
related to certain fixed-rate debt. The derivative contracts are with two major creditworthy institutions,
thereby minimizing the risk of credit loss. The interest rate swaps are designated a fair-value hedge and the
interest rate differential on interest rate swaps used to hedge existing debt is recognized as an adjustment to
interest expense or income over the term of the agreement.

The average variable rates are based on the London Interbank Offered Rate (“LIBOR”) plus a fixed
adjustment factor. The average effective rate on the interest rate swaps is 2.25%. At December 31, 2003, the
interest rate swap agreements covered a notional amount of $850 million of the Company’s fixed rate debt due
July 15, 2012 with an interest rate of 5.875%. The amount recognized as a reduction of interest expense was
approximately $3 million for the year ended December 31, 2003. The interest rate swaps are considered
100 percent effective; therefore, the favorable market valuation adjustment of $7 million is recorded in other
assets with a corresponding increase in long-term debt in the Company’s consolidated balance sheet at
December 31, 2003.

At December 31, 2003, certain of the Company’s European operations had entered into foreign currency
forward contracts with notional amounts of $10 million and $7 million to manage exposure to currency
fluctuations in the United States dollar and Great Britain pound, respectively. Based on year-end market
prices, no asset or liability was recorded, as the forward price is substantially the same as the contract price.
The counterparties to the Company’s forward contracts are major financial institutions. In the unlikely event
that the counterparties fail to meet the terms of a foreign currency contract, the Company’s exposure is
limited to the foreign currency rate differential.



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

H. Property and Equipment

(In millions)
At December 31,

2003 2002
Land and improvements .. ...ttt $ 197 $ 180
Buildings . . . ..o 979 930
Machinery and equipment ............. ... i 2421 2,351
3,597 3,461
Less: accumulated depreciation .............. ... ... .. . i _1,258 1,146
52339 $2315

The Company leases certain equipment and plant facilities under noncancellable operating leases. Rental
expense, recorded in the consolidated statements of income, for the Company totaled approximately
$123 million, $132 million and $118 million during 2003, 2002 and 2001, respectively. Future minimum lease
payments at December 31, 2003 were approximately as follows: 2004 — $90 million; 2005 — $68 million;
2006 — $48 million; 2007 — $36 million; and 2008 and beyond — $110 million.

I. Goodwill and Other Intangible Assets

The changes in the carrying amount of goodwill for the years ended December 31, 2003 and 2002, by

segment, are as follows, in millions:

Balance Pre-Tax Balance
December 31, Impairment December 31,
2001 Additions (a) Charge Other(b) 2002
Cabinets and Related Products $ 521 $ 26 $ (19) $ 58 $ 586
Plumbing Products........... 234 204 (8) 30 460
Installation and Other Services 958 746 — (11) 1,693
Decorative Architectural
Products.................. 452 5 (31) — 426
Other Specialty Products. ... .. 1,069 78 (59) 44 1,132
Total .................... $3,234 $1,059 $(117) $121 $4,297
Balance Pre-Tax Balance
December 31, Discontinued Impairment December 31,
2002 Additions (a) Operations Charge Other(b) 2003
Cabinets and Related
Products............ $ 586 $ 99 $ — $ (51) $ 74 $ 708
Plumbing Products.. . ... 460 17 — (36) 57 498
Installation and Other
Services ............ 1,693 14 — — (6) 1,701
Decorative Architectural
Products............ 426 — (16) (24) 12 398
Other Specialty Products 1,132 38 — (31) 47 1,186
Total .............. $4,297 $168 $(16) $(142) $184 $4,491
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

I. Goodwill and Other Intangible Assets — (Continued)

(a) Additions principally include acquisitions and contingent consideration for prior acquisitions of $45 mil-
lion and $123 million, respectively, for 2003 and $1,016 million and $43 million, respectively, for 2002.

(b) Other principally includes foreign currency translation adjustments, reclassifications and other purchase
price adjustments related to the finalization of certain purchase price allocations.

The Company completed the annual impairment testing of goodwill and other indefinite-lived intangible
assets in the fourth quarter of 2003. This test indicated that other indefinite-lived intangible assets were not
impaired; however, goodwill recorded for certain of the Company’s European businesses was impaired
principally due to the continuing weakness in certain European markets. The Company recognized a non-cash,
pre-tax impairment charge of $137 million ($113 million after-tax). The Company also recorded a non-cash
goodwill impairment charge of $5 million related to a European business, as discussed in Note D. The
goodwill impairment charge related to the discontinued operations was $89 million for the year ended
December 31, 2003.

The Company completed the transitional goodwill and other indefinite-lived intangible assets impairment
testing in 2002. This evaluation indicated that other indefinite-lived intangible assets were not impaired;
however, goodwill recorded for certain of the Company’s businesses, principally in Europe, was impaired.
Certain of the Company’s European businesses had been affected by weak market and economic conditions.
On adoption of SFAS No. 142, a non-cash, pre-tax impairment charge of $117 million ($92 million, net of
income tax credit of $25 million), was recognized as a cumulative effect of change in accounting principle,
effective January 1, 2002. The goodwill impairment charge related to the discontinued operations was
$54 million, recognized as a cumulative effect of change in accounting principle.

The income tax credit for 2003 and 2002 was reduced due to a portion of the impaired goodwill being
non-deductible for tax purposes.

Other indefinite-lived intangible assets of $255 million at December 31, 2003 primarily include registered
trademarks. The carrying value of the Company’s definite-lived intangible assets is $89 million at Decem-
ber 31, 2003 (net of accumulated amortization of $53 million) and principally includes customer relationships
and non-compete agreements, with a weighted average amortization period of nine years. Amortization
expense related to the definite-lived intangible assets was $25 million in both 2003 and 2002.

At December 31, 2003, amortization expense related to the definite-lived intangible assets during each of
the next five years was approximately as follows: 2004 — $19 million; 2005 — $15 million; 2006 — $11 mil-
lion; 2007 — $8 million; and 2008 — $6 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

I. Goodwill and Other Intangible Assets — (Concluded)

The following table illustrates 2001 net income and earnings per common share assuming goodwill was
not subject to amortization during 2001, in millions, except per share data:

Net income as rePOrted . . . ..ottt ettt et $199
Goodwill amortization, net of tax........ ... ... ... ... 78
Net income as adjusted. . .......... ... $277
Earnings per common share:
Basic as reported ... ... $.43
Goodwill amortization, net of tax.......... .. ... ... .. .17
Basic as adjusted .......... ... $ .60
Diluted as reported .. ... ... .. $.42
Goodwill amortization, net of tax........ ... ... ... ... i .16
Diluted as adjusted ........... .. .. $.58

J. Other Assets

(In millions)
At December 31,

2003 2002
Financial investments (Note F) ....... ... ... .. ... .. ... ... ... .......... $ 959 $ 962
In-store displays .. ....oo it 99 53
Debenture EXpensSe . . ..o vt 23 27
Notes receivable . . .. ... 13 32
Other, net ... 77 60
Total . $1,171  $1,134

K. Accrued Liabilities

The Company’s accrued liabilities were comprised as follows, in millions:
_At December 31,

2003 2002
Salaries, wages and COMMISSIONS . . ..ot vt vttt ettt e $ 191 §$ 167
Insurance. . . ... 157 128
Advertising and sales promotion. . ............. ... i 128 133
Employee retirement plans . ............o i 89 93
Dividends payable . .......... ... 76 71
Interest ..o 75 83
Litigation . . . . oottt 69 146
Property, payroll and other taxes . .............ccouiiiiiiinnenann... 48 39
Contingent acquisition-related payments................... ... 27 37
Income taxes .. ..... ...ttt 15 4
Other . . oo 175 169

51,050 $1,070
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

L. Long-Term Debt

(In millions)
At December 31,

2003 2002
Notes and debentures:
6.125%, due Sept. 15,2003 . . ... $ — § 200
6%, due May 3, 2004 . . .. ..o 266 500
6.75%, due Mar. 15,2000 . .. ... ... it 800 800
4.625%, due Aug. 15, 2007 ... .ot 300 300
5.75%, due Oct. 15,2008 .. ...ttt e 100 100
5.875%, due July 15, 2012 ... .. e 850 850
7.125%, due Aug. 15, 2013 .. .o 200 200
6.625%, due Apr. 15, 2018 ... oo 114 114
7.75%, due Aug. 1, 2029 ... . 296 296
6.5%, due Aug. 15,2032 . . .. 300 300
Zero Coupon Convertible Senior Notes due 2031 ......................... 798 773
Notes payable to banks .. ........ ... — —
Other . o 158 204
4,182 4,637
Less: current portion ............ ... . oo i i 334 321

$3,848  $4,316

All of the notes and debentures above are senior indebtedness and, other than bank notes and Zero
Coupon Convertible Senior Notes, are nonredeemable.

In July 2001, the Company issued Zero Coupon Convertible Senior Notes due 2031 (“Notes”), resulting
in gross proceeds of approximately $750 million. If the Notes were outstanding in July 2031, the accreted
value would be $1.9 billion. The issue price per Note was $394.45 per $1,000 principal amount which
represents a yield to maturity of 3's% compounded semi-annually. The Company will not pay cash interest on
the Notes prior to maturity except in certain circumstances, including possible contingent interest payments
that are not expected to be material. Holders of the Notes in the aggregate can convert the Notes into
approximately 24 million shares of Company common stock if the average price of Company common stock
for a period of 20 trading days exceeds 119'5%, declining by /3% each year hereafter, of the accreted value of a
Note ($426 per $1,000 principal amount at maturity as of December 31, 2003) divided by the conversion rate
of 12.7243 shares for each $1,000 principal amount at maturity of the Note or $39.94 per common share at
December 31, 2003. The Notes also become convertible if the Company’s credit rating is reduced to below
investment grade, or if certain actions are taken by the Company.

In 2002, the Company amended the terms of the Notes to permit an additional date, April 20, 2004, on
which holders, at their option, can cause the Company to repurchase the Notes, at the then accreted value of
$429.57 per Note, payable by the Company in cash on April 26, 2004. Under the original terms of the Notes,
holders of $26.4 million of Notes required the Company to repurchase, for $10.7 million cash, the accreted
value of such Notes in July 2002.

In addition, holders of the Notes have the option to require that the Notes be repurchased by the
Company on January 20, 2005 and 2007; July 20, 2011; and every five years thereafter. The Company at its
option can satisfy any such repurchase with Company common stock or cash. If the Notes were to be put back
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L. Long-Term Debt — (Concluded)

to the Company, the Company expects to settle the Notes for cash, and accordingly, the Notes are not
included in the calculation of diluted earnings per common share. The Company currently has the ability to
refinance any such repurchase with other long-term debt.

Before July 20, 2002, the Company could not redeem the Notes. From July 20, 2002 to January 25, 2007,
the Company may redeem all, but not part, of the Notes at their accreted value subject to the Company’s
stock price achieving the conversion price as noted above. The Company may, at any time on or after
January 25, 2007, redeem all or part of the Notes at their accreted value.

Debt issuance costs related to the Notes totaled $15 million and were amortized using the straight-line
method through July 20, 2002.

At December 31, 2003, debt agreements with banks syndicated in the United States relate to a
$1.25 billion Amended and Restated 5-year Revolving Credit Agreement with a group of banks due and
payable in November 2005 and a $750 million 364-day Revolving Credit Agreement that expires in November
2004. These agreements allow for borrowings denominated in U.S. dollars or European euros. There were no
borrowings under either agreement during 2003. Interest is payable on borrowings under these agreements
based on various floating rate options as selected by the Company (approximately 2.4 percent for the year
ended December 31, 2002).

Certain debt agreements contain limitations on additional borrowings; at December 31, 2003, the
Company had additional borrowing capacity, subject to availability, of up to $2.5 billion. Certain debt
agreements also contain a requirement for maintaining a certain level of net worth; at December 31, 2003, the
Company’s net worth exceeded such requirement by approximately $2 billion.

At December 31, 2003, the maturities of long-term debt during each of the next five years (assuming the
Company will finance the put option, if exercised, related to the Zero Coupon Notes with the 5-year
Revolver) were approximately as follows: 2004 — $334 million; 2005 — $842 million; 2006 — $813 million;
2007 — $307 million; and 2008 — $105 million.

In December 2002, the Company replenished the amount of debt and equity securities issuable under its
unallocated shelf registration statement with the Securities and Exchange Commission pursuant to which the
Company is able to issue up to a combined $2 billion of debt and equity securities. In addition, the Company
increased its shelf registration related to common stock that can be issued in connection with acquisitions to
50 million shares.

Interest paid was approximately $282 million, $204 million and $246 million in 2003, 2002 and 2001,
respectively.

M. Shareholders’ Equity

In December 2003, the Company’s Board of Directors authorized the repurchase of up to 50 million
shares of the Company’s common stock in open-market transactions or otherwise, replacing a previous Board
of Directors authorization established in 2002. At December 31, 2003, the Company had remaining
authorization to repurchase up to 48 million shares of its common stock in open-market transactions or
otherwise. Approximately 35 million, 8§ million and 3 million common shares were repurchased and retired in
2003, 2002 and 2001, respectively, at a cost aggregating approximately $779 million, $166 million and
$67 million in 2003, 2002 and 2001, respectively.

On the basis of amounts paid (declared), cash dividends per common share were $.58 ($.60) in 2003,
$.54'/> ($.55) in 2002 and $.52'> ($.53) in 2001, respectively. In 2003, the Company increased its quarterly
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M. Shareholders’ Equity — (Concluded)

cash dividend by 14 percent (a larger percentage than in recent years) to $.16 per common share from
$.14 per common share.

In May 2002, the Company sold 22 million shares of Company common stock in a public offering,
resulting in proceeds to the Company of $598 million (net of issuance costs of $14 million).

In 1995, the Company’s Board of Directors announced the approval of a Shareholder Rights Plan. The
Rights were designed to enhance the Board’s ability to protect the Company’s shareholders against, among
other things, unsolicited attempts to acquire control of the Company that do not offer an adequate price to all
shareholders or are otherwise not in the best interests of the shareholders. The Rights were issued to
shareholders of record in December 1995 and will expire in December 2005.

Accumulated Other Comprehensive Income (Loss)

The Company’s total comprehensive income (loss) was as follows, in millions:
Twelve Months

Ended
December 31,
2003 2002
NEt INCOME oottt ettt e et ettt e e e e et e e $ 806  $590
Other comprehensive income (loss):
Cumulative translation adjustments ............. .. .. ... iiiiinann... 393 239
Unrealized gain (loss) on marketable securities, net of income tax effect. . ... 53 (14)
Minimum pension liability, net of income tax credit ...................... (3) (58)
Total comprehensive inCome .. ......ovtuntinn i, $1,249  $757

The unrealized gain (loss) on marketable equity securities and bond funds is net of income tax (credit)
of $31 million and $(9) million for the years ended December 31, 2003 and 2002, respectively. The minimum
pension liability is net of income tax (credit) of $(1) million and $(34) million for the years ended
December 31, 2003 and 2002, respectively.

The components of accumulated other comprehensive income (loss) were as follows, in millions:
At December 31,

2003 2002
Unrealized gain (loss) on marketable securities ............................ $ 26 $(27)
Minimum pension liability ......... ... .. . .. (61) (58)
Cumulative translation adjustments ................... ... ... ... ... ... 456 63
Accumulated other comprehensive income (loss) ........... ... ... ..o u... $421 $(22)

Unrealized loss on marketable equity securities and bond funds is reported net of income tax (credit) of
$15 million and $(16) million at December 31, 2003 and 2002, respectively.

The minimum pension liability is reported net of tax credit of $35 million and $34 million at
December 31, 2003 and 2002, respectively.

Realized gains (losses) on marketable securities of $13 million and $(30) million, net of tax effect, for
2003 and 2002, respectively, were included in determining net income and were reclassified from accumulated
other comprehensive income.
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

N. Stock Options and Awards

The Company’s 1991 Long Term Stock Incentive Plan (the “Plan’) provides for the issuance of stock-
based incentives in various forms. At December 31, 2003, outstanding stock-based incentives were primarily in
the form of restricted long-term stock awards, stock appreciation rights, phantom stock awards and stock
options. Additionally, the Company’s 1997 Non-Employee Directors Stock Plan (the “1997 Plan”) provides
for the payment of compensation to non-employee Directors partially in Company common stock.

Restricted Long-Term Stock Awards

The Company granted long-term stock awards, net of cancellations, for 2,153,000 shares,
1,315,000 shares and 2,582,000 shares of Company common stock during 2003, 2002 and 2001, respectively,
to key employees and non-employee Directors of the Company. These long-term stock awards do not cause
net share dilution inasmuch as the Company reacquires an equal number of shares on the open market. The
weighted average grant date fair value per share of long-term stock awards granted during 2003, 2002 and
2001 was $19, $23 and $23, respectively. Compensation expense for the annual vesting of long-term stock
awards was $50 million (including $15 million of accelerated expense due to the unexpected passing of the
Company’s President and Chief Operating Officer), $29 million and $26 million in 2003, 2002 and 2001,
respectively. The unvested stock awards, aggregating approximately $165 million (10 million common shares)
and $164 million (10 million common shares) at December 31, 2003 and 2002, respectively, are included in
shareholders’ equity and are being expensed over the respective vesting periods, principally 10 years.

Stock Appreciation Rights and Phantom Stock Awards

In 2003 and 2002, the Company issued stock appreciation rights (“SARs”) to foreign employees with
cash compensation linked to the value of 287,800 shares and 332,000 shares, respectively, of Company
common stock. The Company also issued phantom stock awards linked to the value of 160,500 shares,
25,700 shares and 64,600 shares of Company common stock for the years ended December 31, 2003, 2002 and
2001, respectively. Compensation expense related to SARs and phantom stock awards for 2003, 2002 and
2001 was $12 million, $3 million and $5 million, respectively.

Stock Options

Fixed stock options are granted to key employees and non-employee Directors of the Company. The
exercise price equals the market price of Company common stock on the date of grant. These options
generally become exercisable in installments beginning on the first or second anniversary from the date of
grant and expire no later than 10 years after the grant date.

During 2003, the Company granted stock options for 4,509,100 shares of Company common stock and
restoration stock options for 567,200 shares with grant date exercise prices ranging from $23 to $28 (the
market prices on the grant dates). During 2002, the Company granted stock options for 4,980,600 shares of
Company common stock and restoration stock options for 1,051,400 shares with grant date exercise prices
ranging from $20 to $29 (the market prices on the grant dates). During 2001, the Company granted stock
options for 3,251,000 shares of Company common stock and restoration stock options for 717,600 shares with
grant date exercise prices ranging from $21 to $26 (the market prices on the grant dates). The Company also
granted stock options for 48,000 shares, 48,000 shares and 128,000 shares of Company common stock in 2003,
2002 and 2001, respectively, to non-employee Directors of the Company with exercise prices of $23, $27 and
$22, respectively (the market prices on the grant dates). The Company recorded $3 million of stock option
expense in the consolidated statement of income for the year ended December 31, 2003, for stock options
granted, modified or settled subsequent to January 1, 2003.
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

N. Stock Options and Awards — (Concluded)

A summary of the status of the Company’s fixed stock options for the three years ended December 31,
2003 is presented below, shares in millions:

2003 2002 2001

Option shares outstanding, January 1............ ... ... ... ... ..ccn.... 26 22 22
Weighted average eXercise PriCe .. ..........uuuneeeeeinnnneennnnnn. $21  $21  $19
Option shares granted, including restoration options ..................... 5 6 4
Weighted average €Xercise PriCe .. ..........uveiinieiieeennennnn.ns $27  $21 $22
Option shares exercised .. .........uuiin it 4 2 3
Weighted average eXercise PriCe . ... ........uueiunneinnneennnennn.nn $20 $19 812
Option shares canceled. ........ ... ... . i 1 — 1
Weighted average eXercise PriCe .. ...........uuuieeeeemnnneennnnnn. $22  $20  $25
Option shares outstanding, December 31......... ... . ... ... . ....... 26 26 22
Weighted average €Xercise PriCe ... .........uueiinieiieennnennnn.n. $22  $21 %21
Weighted average remaining option term (in years) ................... 6 7 7
Option shares exercisable, December 31 ......... ... ... . ... ... . ... 10 9 6
Weighted average €Xercise PriCe ... ........uuieiineiinenunnennnn.ns $22  $23  $23

The following table summarizes information for option shares outstanding and exercisable at Decem-
ber 31, 2003, shares in millions:

Option Shares Outstanding Option Shares Exercisable
Weighted Average
Number of Remaining Weighted Average Number of Weighted Average
Range of Prices Shares Option Term Exercise Price Shares Exercise Price
$14-18 2 2 Years $16 1 $16
19-22 16 7 Years 20 6 20
23-27 1 6 Years 25 — 25
28-31 7 7 Years 28 3 29
$14-31 26 6 Years $22 10 $22

At December 31, 2003, a total of 10,167,000 shares and 503,000 shares of Company common stock were
available under the Plan and the 1997 Plan, respectively, for the granting of stock options or restricted long-
term stock awards.

17



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

0. Employee Retirement Plans

The Company sponsors defined-benefit and defined-contribution pension plans for most of its employees.
In addition, substantially all salaried employees participate in non-contributory profit-sharing plans, to which
payments are determined annually by the Compensation Committee of the Board of Directors. Aggregate
charges to earnings under the Company’s pension, retirement and profit-sharing plans were $106 million in
2003, $74 million in 2002 and $64 million in 2001.

Net periodic pension cost for the Company’s domestic qualified defined-benefit pension plans includes
the following components, in millions:

2003 2002 2001

SEIVICE COSL. .\ vttt e et e $12 $10 $ 9
Interest COSt . ..ot e 30 19 15
Expected return on plan assets. ............c.o it 4) (7)) (13)
Amortization of transition asset ... ...........iiiiiiiii — — (D)
Amortization of prior-service Cost .............iiiiiiii — — 1
Amortization of net 1oss . ........ .. .. ... 6 2 |
Net Periodic Pension Cost............... . ... ... . ... ........... $24 $14 $ 12

The following table provides a reconciliation of changes in the projected benefit obligation, fair value of
plan assets and funded status of the Company’s domestic qualified defined-benefit pension plans at
December 31, in millions:

2003 2002
Changes in Projected Benefit Obligation:
Projected benefit obligation at January 1 ......... ... . ... .. ... ... ... $ 456 $ 204
SEIVICE COS. . v vttt et e e e e e e e e e e e 11 9
Interest CoSt . ... it 30 16
Plan amendments. .. ... ... i 3 —
Actuarial [0Ss .. ..o 30 24
Business combinations . . ...t e — 212
SettlemMents . . ..ottt e 4) —
Benefit payments ................ )N
Projected Benefit Obligation at December 31 ......................... $497 § 45
Changes in Fair Value of Plan Assets:

Fair value of plan assets at January 1 .................................. $ 273 $ 146
Actual return on plan assets ... ...t 77 (15)
Business combinations . . ... e — 129
Company contribUtions . ... ... ... ittt e 43 23
SettlemMEnts . . ..ottt e 4) —
Benefit payments . ........ o (29) )
Expenses/other.......... ... ... i = (1
Fair Value of Plan Assets at December 31 ........................... $ 360 $ 273
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

O. Employee Retirement Plans — (Continued)

2003 2002
Funded Status of Qualified Defined-Benefit Pension Plans:
Plan assets (less than) projected benefit obligation at December 31 ........ $(137) $(183)
Unamortized prior-Service COST. .. ..o vuu vttt et 7 5
Unamortized net 10SS . .. ...ttt 98 127
Net (Liability) Recognized ........... ... ... ... ... ... ... ... ... ... $ (32) $ (51)

The following represents amounts recognized in the Company’s consolidated balance sheets at Decem-
ber 31, in millions:

2003 2002
Prepaid benefit cost . ... ... .. $ 23 $ 15
Accrued benefit liability ......... ... . (120)  (161)
Intangible assets . ... ...ttt 7 6
Accumulated other comprehensive income. . ............oviirininnan... 58 89
Net (Liability) Recognized .............. ... ... ... ................ $ (32) $ (51

Information for domestic qualified defined-benefit pension plans with an accumulated benefit obligation
in excess of plan assets is as follows at December 31, in millions:

2003 2002
Projected benefit obligation. ... ...... ... i $497  $456
Accumulated benefit obligation ........... ... .. 457 419
360 273

Fair value of plan assets . ........... i

Plan Assets

Following is a summary of the Company’s domestic qualified defined-benefit pension plan weighted
average asset allocation at December 31:

2003 2002

EqUity SECUTTHIES . .. oottt et e e e 87%  85%

Debt SECUItIES . . . oottt 8% 8%
Real estate .. ... — —

Other ... 5% 1%

Total ... 100% 100%

The investment objectives of the Company’s domestic qualified defined-benefit pension plans are: 1) to
invest the portfolio to earn a return, net of fees, greater than or equal to the long-term rate of return used by
the Plan’s actuary; and 2) to maintain liquidity sufficient to meet Plan obligations. Target allocations are:
equity securities (84%), debt securities (10%) and other investments (6%).

Plan assets include approximately 1.4 million shares of Company common stock valued at $39 million at
December 31, 2003 and 629,000 shares of Company common stock valued at $13 million at December 31,

2002.
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

O. Employee Retirement Plans — (Concluded)
Cash Flows

The Company expects to contribute approximately $54 million to its domestic qualified defined-benefit
pension plans in 2004. The Company also expects to contribute $3 million to its non-qualified supplemental
defined-benefit pension plans in 2004.

The major assumptions used in accounting for the Company’s domestic defined-benefit pension plans are
as follows:
2003 2002 2001

Discount rate for obligations . ........... ... .. i 6.25% 6.75% 1.5 %
Expected return on plan assets .. ...t 85 % 85 % 9.0 %
Rate of compensation inCrease ..............oeineineinernnennennnnn. 45 % 45 % 4.5 %
Discount rate for net periodic pension cost ................coiiiiina.. 6.75% 1.5 % 1.75%

The Company determined the expected long-term rate of return on plan assets by reviewing an analysis of
expected and historical rates of return of various asset classes based on the current asset allocation of the trust
assets. The measurement date used to determine the defined-benefit pension expense is January 1.

Other

The Company also sponsors qualified defined-benefit pension plans for certain of its foreign employees.
Net periodic pension cost for these plans was approximately $5 million in 2003 and $2 million in 2002. The
projected benefit obligation and fair value of plan assets was approximately $101 million and $59 million at
December 31, 2003 and $59 million and $37 million at December 31, 2002, respectively. The projected benefit
obligation exceeded the plan assets by approximately $42 million at December 31, 2003 and a net liability of
approximately $16 million was recognized. The projected benefit obligation exceeded the plan assets by
approximately $22 million at December 31, 2002 and a net liability of approximately $1 million was
recognized.

In addition to the Company’s qualified defined-benefit pension and retirement plans, the Company has
non-qualified unfunded supplemental pension plans covering certain employees, which provide for benefits in
addition to those provided by the qualified pension plans. The actuarial present value of accumulated benefit
obligations and projected benefit obligations related to these non-qualified plans totaled $105 million and
$110 million at December 31, 2003 and $74 million and $82 million at December 31, 2002, respectively. Net
periodic pension cost for these plans was $13 million, $10 million and $9 million in 2003, 2002 and 2001,
respectively.

The Company sponsors certain post-retirement benefit plans that provide medical, dental and life
insurance coverage for eligible retirees and dependents in the United States based on age and length of service.
The aggregate present value of the unfunded accumulated post-retirement benefit obligation approximated
$5 million at both December 31, 2003 and 2002.
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

P. Segment Information
The Company’s reportable segments were as follows:

Cabinets and Related Products — principally includes assembled and ready-to-assemble kitchen and
bath cabinets; home office workstations; entertainment centers; storage products; bookcases; and kitchen
utility products.

Plumbing Products — principally includes faucets; plumbing fittings and valves; bathtubs and
shower enclosures; and spas.

Installation and Other Services — principally includes the sale, installation and distribution of
insulation and other building products.

Decorative Architectural Products — principally includes paints and stains; and door, window and
other hardware.

Other Specialty Products — principally includes windows, window frame components and patio
doors; staple gun tackers, staples and other fastening tools; hydronic radiators and heat convectors; and
venting and ventilation systems.

The above products and services are sold and provided to the home improvement and home construction
markets through mass merchandisers, hardware stores, home centers, builders, distributors and other outlets
for consumers and contractors.

The Company’s operations are principally located in North America and Europe. The Company’s country
of domicile is the United States of America.

Corporate assets consist primarily of real property, equipment, cash and cash investments and other
investments.

The Company’s segments are based on similarities in products and services and represent the aggregation
of operating units for which financial information is regularly evaluated by the Company’s corporate operating
executives in determining resource allocation and assessing performance and is periodically reviewed by the
Board of Directors. Accounting policies for the segments are the same as those for the Company. The
Company primarily evaluates performance based on operating profit and, other than general corporate
expense, allocates specific corporate overhead to each segment. Income and expense related to the Behr
litigation has also been excluded from the evaluation of segment operating profit.
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

P. Segment Information — (Continued)

The following table presents information about the Company by segment and geographic area, in
millions:

Net Sales (1) (2) (3) (4) (5) Operating Profit (5) (9) (11) Assets at December 31 (6) (10)
2003 2002 2001 2003 2002 2001 2003 2002 2001

The Company’s operations by
segment are:

Cabinets and Related Products ... $ 2,879 $2,644 $2417 $ 441 $ 367 $ 245 $ 2,353 $ 2,123 $1,984

Plumbing Products ............. 2,684 2,068 1,773 343 341 245 2,160 1,952 1,280
Installation and Other Services . . . 2,411 1,845 1,692 368 304 243 2,378 2,314 1,400
Decorative Architectural Products 1,449 1,292 1,163 210 307 256 1,089 1,292 1,229
Other Specialty Products ........ 1,148 982 660 178 193 118 2,195 2,062 1,877

Total ........ ... ... ... ... $10,571 $8,831 $7,705 $1,540 $1,512 $1,107 $10,175 $ 9,743 $7,770

The Company’s operations by
geographic area are:

North America ................ $ 8,763 $7,686 $6,745 $1,433 $1,347 $1,011 §$ 7,081 $ 6,995 $5,886
International, principally Europe .. 1,808 1,145 960 107 165 96 3,094 2,748 1,884
Total, as above............... $10,571 $8,831 $7,705 1,540 1,512 1,107 10,175 9,743 1,770
General corporate expense, net(7) . ..., (112) (98) (96)
Income (charge) for litigation settlement, net(8) ............ 72 (147) —
Expense related to accelerated benefits . .................... (16) — —
Operating profit, as reported . ........ ... ... ... ... 1,484 1,267 1,011
Other income (€Xpense), Net ... .........ueeuneeunneenn... (204)  (301) (733)
Income from continuing operations before income taxes
and minority interest ........... ... ... i $1,280 $ 966 $ 278
COTPOTALE ASSELS. &« v v et vttt ettt e e e e e e e e e e e e e e e e e 1,974 2,307 1,251
TOtal ASSEES . o\ttt $12,149 $12,050 $9,021

Depreciation and
Property Additions Amortization (5)

2003 2002 2001 2003 2002 2001

The Company’s operations by segment are:

Cabinets and Related Products .................... $54 $ 69 $93 $56 $54 $o64
Plumbing Products. ......... .. .. .. .. . ... 77 176 56 62 45 48
Installation and Other Services .................... 31 66 66 33 27 61
Decorative Architectural Products .................. 35 46 62 22 20 23
Other Specialty Products ......................... 81 73 91 32 28 26

278 430 368 205 174 222
Unallocated amounts principally related to corporate

ASSEES & vt 7 17 4 17 24 22
Assets of acquisitions. ......... ..., (14)  (162)  (98) — — —
Total ... . $271 $ 285 $274 $222  $198  $244
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P. Segment Information — (Concluded)

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

)

(10)

(11)

Included in net sales in 2003, 2002 and 2001 were export sales from the U.S. of $184 million,
$153 million and $151 million, respectively.

Intra-company sales between segments represented less than one percent of consolidated net sales in
2003, 2002 and 2001.

Includes net sales to one customer in 2003, 2002 and 2001 of $2,457 million, $2,276 million and
$2,039 million, respectively. Such net sales were included in the following segments: Cabinets and
Related Products, Plumbing Products, Decorative Architectural Products and Other Specialty Products.

Net sales from the Company’s operations in the U.S. were $8,561 million, $7,479 million and
$6,613 million in 2003, 2002 and 2001, respectively.

Net sales, operating profit and depreciation and amortization for 2003, 2002 and 2001 exclude the
results of businesses sold in 2003 and 2004 discontinued operations.

Long-lived assets of the Company’s operations in the U.S. and Europe were $4,859 million and
$2,130 million, $4,875 million and $1,848 million and $3,999 million and $1,335 million at Decem-
ber 31, 2003, 2002 and 2001, respectively.

General corporate expense includes those expenses not specifically attributable to the Company’s
business segments.

The income (charge) for litigation settlement relates to litigation discussed in Note T regarding the
Company’s subsidiary, Behr Process Corporation, which is included in the Decorative Architectural
Products segment.

Included in segment operating profit for 2003 are goodwill impairment charges as follows: Plumbing
Products — $17 million, Decorative Architectural Products — $5 million and Other Specialty Prod-
ucts — $31 million. The goodwill impairment charges were related to the Company’s European
businesses.

Assets at December 31, 2002 and 2001 include the assets of businesses sold in 2003 and 2004
discontinued operations.

Operating profit excluding goodwill amortization expense for 2001 was as follows: Cabinets and Related
Products — $257 million, Plumbing Products — $252 million, Installation and Other Services —
$287 million, Decorative Architectural Products — $268 million and Other Specialty Products —
$130 million.
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Q. Other Income (Expense), Net

Other, net, which is included in other income (expense), net, included the following, in millions:
2003 2002 2001

Income from cash and cash investments ............................. $8 $ 8 5
Other interest INCOME . . ... .o\ttt e 8 6 35
Income (loss) from financial investments (Note F) .................... 65 (36) 25
Loss on early retirement of debt .......... ... ... .. ... ... ... ... ..., 7 — —
Gain from sale of equity investment ................................. 5 — —
Equity earnings . ... ......oouiiii — 14 6
Otheritems, net........... ... i 3 G4 3D
Total other, net ........ ... ... . .. $76  $(42) $ 34

Other items, net in 2003, 2002 and 2001 also include realized foreign currency exchange transaction
losses of $4 million, $3 million and $5 million, respectively, as well as other miscellaneous expenses.

Other interest income for 2001 includes $29 million from the 12% pay-in-kind junior debt securities
of FII.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

R. Income Taxes

(In millions)

2003 2002 2001
Income from continuing operations before income taxes and minority
interest:
U S $1,172  $827  $209
Foreign . . ..o 108 139 69
$1,280 $966  $278
Provision for income taxes on income from continuing operations before
minority interest:
Currently payable:
US. Federal ... ..o $ 214 $220 $148
State and local. ... .. ... 44 29 17
Foreign .. ..o 19 25 26
Deferred:
U.S. Federal ..... ... .. . 174 43 (95)
Foreign .. ..o 26 10 (1)
$ 477 $327 §$ 95
Deferred tax assets at December 31:
Receivables . ... $ 22 $ 9
INVENtOTies . . ..ot 21 24
Accrued liabilities . .. ... ... 146 152
Long-term liabilities . ......... .. ..o 57 70
Capital loss carryforward .......... ... i 62 109
Other a88etS . ..ottt 12 42
320 406
Deferred tax liabilities at December 31:
Property and equipment .. ....... ... .. 360 339
Intangibles . ... ... .. 114 52
Other . 75 30
549 421
Net deferred tax liability at December 31 .......................... $ 229 $ 15

State and local taxes were lower in 2001 due principally to an $8 million ($5 million, net of federal tax)

favorable settlement of contested liabilities.

At December 31, 2003 and 2002, net deferred tax liability consisted of net short-term deferred tax assets
included in prepaid expenses and other of $181 million and $171 million, respectively, and net long-term

deferred tax liabilities of $410 million and $186 million, respectively.

During 2001, the Company recorded a non-cash charge for the write-down of certain investments,
including securities of Furnishings International Inc. and principally technology-related marketable equity
securities that created a capital loss carryforward for tax purposes of $109 million ($311 million pre-tax) at
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R. Income Taxes — (Concluded)

December 31, 2002. Principally as a result of the gain from the sale of certain operating assets in 2003, this
capital loss carryforward decreased to $62 million ($176 million pre-tax) at December 31, 2003. The
Company believes that the capital loss carryforward will be utilized before its expiration on December 31,
2007, principally through future income and gains from investments and other identified tax-planning
strategies, including the potential sale of certain operating assets. As a result, a valuation allowance was not
recorded at December 31, 2003 or 2002.

The following is a reconciliation of the U.S. federal statutory rate to the provision for income taxes on
income from continuing operations before minority interest:

2003 2002 2001

U.S. federal Statutory rate ... .......uurnei ettt 35% 35% 35%
State and local taxes, net of federal tax benefit ......................... 2 2 4
Higher (lower) taxes on foreign earnings .............................. (1) (2) 4
Foreign goodwill impairment providing no tax benefit .................... 1 — —
Amortization in excess of tax . ....... ... ... . — — 4
Change in valuation allowance, net .............. ... .. .o iiiiunenn ... — — (12)
Other, net ........... .. . — )
Effective tax rate. .. ... ...t 3%  34%  34%

Income taxes paid were approximately $328 million, $302 million and $193 million in 2003, 2002 and
2001, respectively.

Earnings of non-U.S. subsidiaries generally become subject to U.S. tax upon the remittance of dividends
and under certain other circumstances. Provision has not been made at December 31, 2003 for U.S. or
additional foreign withholding taxes on approximately $739 million of remaining undistributed net income of
non-U.S. subsidiaries, as such income is intended to be permanently reinvested; it is not practical to estimate
the amount of deferred tax liability on such income.
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S. Earnings Per Common Share

The following are reconciliations of the numerators and denominators used in the computations of basic
and diluted earnings per common share, in millions:
2003 2002 2001

Numerator (basic and diluted):

Income from continuing operations ............................... $790  $639  $183
Income from discontinued operations and gain, net.................. 16 43 16
Cumulative effect of accounting change, net ....................... — (92) —
NEt INCOME . . v ettt et ettt e e et $806  $590  $199
Denominator:
Basic common shares (based on weighted average) ................. 479 485 459
Add:
Contingent common Shares. ...t 9 26 13
Stock option dilution . ........ .. .. 3 3 3
Diluted common shares. ................ i 491 514 475

The 16,667 shares of outstanding preferred stock, which are convertible into 16,667,000 shares of
Company common stock and carry substantially the same attributes as Company common stock, including
voting rights and dividends, have been treated as if converted in the computation of basic and diluted common
shares.

Approximately 24 million common shares for 2003, 2002 and 2001, related to the Zero Coupon
Convertible Senior Notes due 2031, were not included in the computation of diluted earnings per common
share since, at December 31, 2003, 2002 and 2001, they were not convertible according to their terms.
Additionally, 7.9 million common shares, 3.5 million common shares and 2.4 million common shares for 2003,
2002 and 2001, respectively, related to stock options were excluded from the computation of diluted earnings
per common share due to their anti-dilutive effect since the option exercise price was greater than the
Company’s average common stock price during the period.

T. Other Commitments and Contingencies
Litigation

The Company is subject to lawsuits and pending or asserted claims with respect to matters arising in the
ordinary course of business.

As the Company reported in previous filings, late in the second half of 2002, the Company and its
subsidiary, Behr Process Corporation, agreed to two Settlements (the National Settlement and the Washing-
ton Settlement) to resolve all class action lawsuits pending in the United States involving certain exterior
wood coating products formerly manufactured by Behr. As a result, in the third quarter of 2002, the Company
took a litigation charge of approximately $68 million for the estimated cost of the Washington Settlement.
This charge did not reflect any offsets for amounts the Company expected to receive from Behr’s insurers. The
charge included $55 million for the payment of claims, notice, claims administration and plaintiff’s litigation
costs, and $13 million for Class Counsel fees. In the first quarter of 2003, the Company recorded income of
approximately $13 million, principally to reflect an agreement with Behr’s insurers to fund a portion of the
Class Counsel fees, notice and claims administration costs and plaintiff’s litigation costs. Pursuant to the terms
of the Washington Settlement and orders entered by the trial court in October and December 2003, the
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T. Other Commitments and Contingencies — (Continued)

Company and Behr’s insurers made partial payments totaling $2 million on 412 claims that had been
recommended for payment by the claims administrator. The deadline for claims in the Washington Settlement
was January 17, 2004. Until all claims are processed, the Company has determined that no further adjustment
of its original estimate would be appropriate. The Company expects that the evaluation, processing and
payment of claims will be completed by September 30, 2004. The total amount of the insurers’ contribution
related to these claims will not be reasonably estimable until the claims process is completed. The remaining
accrual for claims and administration costs is approximately $53 million, reflecting the receipt of approxi-
mately $13 million in 2003 from Behr’s insurers.

In the third quarter of 2002, the Company also took a litigation charge of $96 million for the estimated
cost of the National Settlement, which included $66 million for the payment of claims, $25 million for Class
Counsel fees and $5 million for notice and claims administration costs. As with the Washington Settlement,
the charge did not reflect any offsets for amounts the Company expected to receive from Behr’s insurers. In
the fourth quarter of 2002, the Company recorded income of $19 million to reflect an agreement with Behr’s
insurers to fund a portion of the Class Counsel fees, and notice and claims administration costs. The filing
deadline for claims in the National Settlement was September 2, 2003 and the Company received
approximately 3,700 claims, which was a fraction of the number originally projected. The Company estimated
the average cost per claim received and, as a result, estimated that the total cost of claims related to the
National Settlement will approximate $8 million compared with the $66 million recorded in the third quarter
of 2002. Accordingly, the Company reduced the litigation accrual by $58 million in the third quarter of 2003.
The total amount of the insurers’ contribution related to these claims will not be reasonably estimable until the
claims process is completed. The remaining accrual at December 31, 2003 related to claims and administra-
tive costs is approximately $10 million. The Company expects to complete the processing, evaluation and
payment of such claims by June 30, 2004.

In addition, the Company recorded $2 million in 2002 for additional legal costs; the $2 million was paid
by the Company in 2003.

Warranty

Certain of the Company’s products and product finishes and services are generally covered by a warranty
to be free from defects in material and workmanship for periods ranging from one year to lifetime, under
certain circumstances, of the original purchaser. At the time of sale, the Company accrues a warranty liability
for estimated costs to provide products, parts or service to repair or replace products in satisfaction of warranty
obligations. The Company’s estimate of costs to service its warranty obligations is based on historical
experience and expectations of future conditions. To the extent that the Company experiences any changes in
warranty claim activity or costs associated with servicing those claims, its warranty liability is adjusted
accordingly.

The following is a reconciliation of the Company’s warranty liability, in millions:

2003 2002
Balance at January 1 .. ... ... o $65 $57
Accruals for warranties issued during the year.............. ... ... ... ...... 34 26
Accruals related to pre-existing warranties . .. ............ueiieinenean... 23 11
Settlements made (in cash or kind) during the year.......................... (35) (30)
Other, net (foreign exchange impact) . ........ ...t 3 |
Balance at December 31 .. ... .. i it $90 $ 65



MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

T. Other Commitments and Contingencies — (Continued)

Acquisition-Related Commitments

The Company, as part of certain recent acquisition agreements, provides for the payment of additional
consideration in either cash or Company common stock, contingent upon whether certain conditions are met,
including the operating performance of the acquired business and the price of the Company’s common stock.

Stock Price Guarantees

Stock price guarantees as of December 31, 2003 are summarized as follows in millions, except per share
data:

Shares Issued Minimum Setglement
# of Issue Stock Price __ Options(a)
Shares Price Guarantee Shares Cash Maturity Date
17 $25.21 $31.20 2 $62 7/31/04
1 $30.00 $40.00 1 20 12/31/04-4/30/05
18 3 $82

(a) Amounts computed based on the ten-day average of the high and low Company common stock prices
ending December 31, 2003 of $27.50. Shares contingently issuable under these guarantees are included in
the calculation of diluted earnings per common share.

Contingent Purchase Price

As part of certain recent acquisition agreements, the Company has additional consideration payable in
cash of approximately $40 million contingent on the operating performance of the acquired businesses.

As part of the acquisition agreement, certain minority shareholders of Hansgrohe AG hold an option
expiring in December 2007 to require the Company to purchase additional shares in Hansgrohe either with
cash or common stock. The option value is based on Hansgrohe’s operating results and, if exercised at
December 31, 2003, would have approximated $21 million; if the option were settled in stock, the common
shares to be issued at December 31, 2003 would have approximated 824,000.

The Company continues to guarantee the value of 1.6 million shares of Company common stock at a
stock price of $40 per share related to a 2001 divestiture (through June 2004). The liability for this guarantee,
which approximated $20 million and $30 million at December 31, 2003 and 2002, respectively, has been
recorded in accrued liabilities and is marked to market each reporting period.

Investments

With respect to the Company’s investments in private equity funds, the Company, at December 31, 2003,
has, under certain circumstances, commitments to contribute additional capital to such funds of up to
$88 million.

Shareholders’ Equity

During 2000, approximately 300 of the Company’s key employees purchased from the Company
8.4 million shares of Company common stock for cash totaling $156 million under an Executive Stock
Purchase Program (“Program’). The stock was purchased at $18.50 per share, the approximate market price
of the common stock at the time of purchase.
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T. Other Commitments and Contingencies — (Concluded)

Participants in the Program financed their purchases with five-year full recourse personal loans, at a
market interest rate, from a bank syndicate. Each participant is fully responsible at all times for repaying their
bank loans when they become due and is personally responsible for 100 percent of any loss in the market value
of the purchased stock, except that in the event of death, if the participant is in a loss position, the participant’s
estate may transfer the purchased stock to the Company and require the Company to assume responsibility for
the loan. The Company has guaranteed repayment of the loans, for which the aggregate amount outstanding
was approximately $160 million at December 31, 2003, only in the event of a default by a participant. As a
further inducement for continued employment beyond the end of this five-year Program, each participant
received, as part of the Program, a restricted stock award vesting over a ten-year period. All of these key
employees, in order to participate in this Program, were also required to sign a one-year post-employment non-
competition agreement with the Company businesses that employ them.

Residual Value Guarantees

The Company has residual value guarantees resulting from operating leases primarily related to certain of
the Company’s trucks and other vehicles, in the Installation and Other Services segment. The operating leases
are generally for a minimum term of 12 months and are renewable monthly after the first 12 months. At the
end of the first 12 months, if the Company cancels the leases, the Company must pay the lessor the difference
between the guaranteed residual value and the fair market value of the related trucks. The aggregate value of
the residual value guarantees, assuming the fair value at lease termination is zero, is approximately $76 million
at December 31, 2003.

Other Matters

The Company enters into contracts, which include reasonable and customary indemnifications that are
standard for the industries in which it operates. Such indemnifications include claims against builders for
issues relating to the Company’s products and workmanship. In conjunction with divestitures and other
transactions, the Company generally provides reasonable and customary indemnifications relating to various
items including: the enforceability of trademarks; legal and environmental issues; provisions for sales returns;
and asset valuations. The Company has never had to pay a material amount related to these indemnifications
and evaluates the probability that amounts may be incurred and appropriately records an estimated liability
when probable.

U. Planned Disposition of Businesses — 2000

In December 2000, the Company adopted a plan to dispose of several businesses that the Company
believed were not core to its long-term growth strategies. A non-cash, pre-tax charge of $90 million was
recorded in December 2000. During 2002 and 2001, the Company completed the sale of its StarMark
Cabinetry, Inc., Inrecon and American Metal Products businesses for cash proceeds of $247 million, which
approximated their combined book values.

In the fourth quarter of 2002, the Company recognized a pre-tax gain of $16 million related to certain
long-lived assets which were written down in December 2000 as part of the Company’s plan for disposition.

The sales and results of operations of the businesses sold in 2002 and 2001 are included in the Company’s
results of continuing operations through the date of disposition. These businesses contributed sales of
$11 million and $237 million in 2002 and 2001, respectively, and operating (loss) profit of $(.4) million and
$13 million in 2002 and 2001, respectively; the changes in sales and operating (loss) profit include the effect of
dispositions completed in 2002 and 2001.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

V. Securities of Furnishings International Inc.

During 2001, management of Furnishings International Inc. (“FII””) advised the Company that it was
pursuing the disposition of all of its businesses and that the expected consideration from the sale of such
businesses would not be sufficient to pay amounts due to the Company in accordance with the terms of the
junior debt securities. Accordingly, the Company reevaluated the carrying value of its securities of FII and, in
the third quarter of 2001, recorded a $460 million pre-tax, non-cash charge to write down this investment to
approximately $133 million, which represented the approximate fair value of the consideration ultimately
expected to be received from FII for the repayment of the indebtedness. During 2002, FII substantially
completed the disposition of its operations. The fair value of the remaining net assets of FII represented
proceeds for the Company’s investment in securities of FII. The remaining net assets were primarily
comprised of notes receivable and other assets of $75 million, four million shares of Furniture Brands
International common stock valued at $121 million (which was the market value at June 28, 2002), net of
pension obligations of approximately $75 million and other accrued liabilities of $12 million.
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W. Interim Financial Information (Unaudited)

(In millions, except per share data)
Quarters Ended

Total Year December 31 September 30 June 30 March 31

2003:
Net SaAles . v e et $10,571 $2,768 $2,823 $2,628  $2,352
Gross profit . ....oovviieiiiiii $ 3,241 $ 852 $ 874 § 807 $ 708
Income from continuing operations . .. ... $ 790 $ 154 $ 258 $ 220 §$ 158
Netincome.............ccocoovuno.... $ 806 $ 92 $ 319 $ 229 § 166
Earnings per common share:
Basic:
Income from continuing operations .. $ 1.65 $ .33 $ .54 $ 46 $ .32
Netincome............couvenn.. $ 1.68 $ .20 $ .67 $ 48 §$§ .34
Diluted:
Income from continuing operations .. $ 1.61 $ .32 $ .53 $ 44 $ 30
Netincome............couvenn.. $ lo4 $ .19 $ .65 $ 46 $ .32
2002:
Netsales .. ..., $ 8,831 $2,339 $2,361 $2,164  $1,967
Gross profit . ....oovvvieiiiiii $ 2,791 $ 711 $ 754 § 718 $ 608
Income from continuing operations . .. ... $ 639 $ 184 $ 110 $ 202 § 143
Netincome.............ccocoovuno.... $ 590 $ 195 $ 123§ 214 § 58
Earnings per common share:
Basic:
Income from continuing operations .. $ 1.32 $ .37 $ 22 $ 42 §$ .31
Netincome............couvenn.. $ 122 $ .39 $ .25 $ 45 § .12
Diluted:
Income from continuing operations .. $ 1.24 $ .35 $ .21 $ 40 $ .30
Netincome............couvenn.. $ L.15 $ .37 $ .24 $ 43 § .12

Income per common share amounts for the four quarters of 2003 and 2002 do not total to the per
common share amounts for the years ended December 31, 2003 and 2002 due to the timing of common stock
repurchases and the effect of contingently issuable common shares.

Fourth quarter 2003 net income includes a $113 million after-tax ($137 million pre-tax), non-cash
goodwill impairment charge. Third quarter 2003 net income includes a $54 million after-tax ($91 million pre-
tax) gain from the disposition of certain businesses. Third quarter 2003 also includes adjustments of
$59 million related to European accounting charges including a $5 million non-cash goodwill impairment
charge.

First quarter 2002 net income includes a $92 million after-tax ($117 million pre-tax), non-cash goodwill
impairment charge recognized as a cumulative effect of accounting change effective January 1, 2002. Third
quarter 2002 net income includes a $104 million after-tax ($166 million pre-tax) charge for the Behr litigation
settlement. Fourth quarter 2002 net income includes a $12 million after-tax ($19 million pre-tax) insurance
recovery relating to the Behr litigation settlement.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The financial and business analysis below provides information which the Company believes is relevant to
an assessment and understanding of the Company’s consolidated financial position, results of operations and
cash flows. This financial and business analysis should be read in conjunction with the consolidated financial
statements and related notes.

The following discussion and certain other sections of this report contain statements reflecting the
Company’s views about its future performance and constitute ‘“forward-looking statements” under the Private
Securities Litigation Reform Act of 1995. These views involve risks and uncertainties that are difficult to
predict and, accordingly, the Company’s actual results may differ materially from the results discussed in such
forward-looking statements. Readers should consider that various factors, including changes in general
economic conditions and competitive market conditions; pricing pressures; relationships with key customers;
industry consolidation of retailers, wholesalers and builders; shifts in distribution; the influence of
e-commerce; and other factors discussed in the “Executive Level Overview,” “Critical Accounting Policies
and Estimates” and “Outlook for the Company” sections, may affect the Company’s performance. The
Company undertakes no obligation to update publicly any forward-looking statements as a result of new
information, future events or otherwise.

Executive Level Overview

The Company is engaged principally in the manufacture and sale of home improvement and building
products. These products are sold to the home improvement and home construction markets through mass
merchandisers, hardware stores, home centers, builders, distributors and other outlets for consumers and
contractors. The Company also supplies and installs insulation and other building products for builders in the
new construction market.

Factors that affect the Company’s results of operations include the levels of home improvement and
residential construction activity principally in North America and Europe (including repair and remodeling
and new construction), the Company’s ability to effectively manage its overall cost structure, fluctuations in
European currencies (primarily the European euro and Great Britain pound), the importance of and the
Company’s relationships with home centers (including The Home Depot, which represented approximately
23 percent of the Company’s sales in 2003) as distributors of home improvement and building products and
the Company’s ability to maintain its leadership positions in its markets in the face of increasing global
competition. Historically, the Company has been able to largely offset the impact on its revenues of cyclical
declines in new construction and home improvement markets through new product introductions and
acquisitions as well as market share gains.

Critical Accounting Policies and Estimates

The Company’s discussion and analysis of its financial condition and results of operations are based on
the Company’s consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparation of these financial statements
requires the Company to make certain estimates and assumptions that affect the reported amounts of assets
and liabilities, disclosure of any contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting periods. The Company regularly reviews its
estimates, which are based on historical experience and on various other factors and assumptions that are
believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of certain assets and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates and assumptions.

The Company believes that the following critical accounting policies are affected by significant judgments
and estimates used in the preparation of its consolidated financial statements.
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The Company records estimated reductions to revenue for customer programs and incentive offerings,
including special pricing arrangements, promotions and other volume-based incentives. Allowances for
doubtful accounts receivable are maintained for estimated losses resulting from the inability of customers to
make required payments. Inventories are recorded at the lower of cost or net realizable value with expense
estimates made for obsolescence or unsaleable inventory equal to the difference between the recorded cost of
inventories and their estimated market value based on assumptions about future demand and market
conditions. On an on-going basis, the Company monitors these estimates and records adjustments for
differences between estimates and actual experience. Historically, actual results have not significantly deviated
from those determined using these estimates.

The Company maintains investments in marketable equity securities and bond funds, which aggregated
$517 million, and a number of private equity funds, which aggregated $332 million, at December 31, 2003.
The investments in private equity funds are carried at cost and are evaluated for impairment at each reporting
period, or when circumstances indicate an impairment may exist, using information made available by the
fund managers and other assumptions. The investments in marketable equity securities and bond funds are
carried at fair value, and unrealized gains and unrealized losses (that are deemed to be temporary) are
recorded as a component of shareholders’ equity, net of tax effect, in other comprehensive income (loss). The
Company records an impairment charge to earnings when an investment has experienced a decline in value
that is deemed to be other-than-temporary. Future changes in market conditions, the performance of
underlying investments or new information provided by private equity fund managers could affect the recorded
values of such investments and the amounts realized upon liquidation.

The Company records the excess of purchase cost over the fair value of net tangible assets of acquired
companies as goodwill or other identifiable intangible assets. On January 1, 2002, Statement of Financial
Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets,” became effective. In
accordance with SFAS No. 142, the Company is no longer recording amortization expense related to goodwill
and other indefinite-lived intangible assets. In the fourth quarter of 2003, the Company completed the annual
impairment testing of goodwill and other indefinite-lived intangible assets utilizing a discounted cash flow
method. This test indicated that goodwill related to certain European businesses was impaired. The Company
recognized a non-cash, pre-tax impairment charge of $48 million ($42 million after-tax) in the fourth quarter
of 2003. In the third quarter of 2003, the Company also recognized a non-cash impairment charge of
$5 million related to a business unit in the United Kingdom, as discussed in Business Segment Results.
Intangible assets with finite useful lives are amortized over their estimated lives. The Company evaluates the
remaining useful lives of amortizable intangible assets at each reporting period to determine whether events
and circumstances warrant a revision to the remaining periods of amortization.

Determining market values using a discounted cash flow method requires the Company to make
significant estimates and assumptions, including long-term projections of cash flows, market conditions and
appropriate discount rates. The Company’s judgments are based on historical experience, current market
trends and other information. While the Company believes that the estimates and assumptions underlying the
valuation methodology are reasonable, different assumptions could result in a different outcome. In estimating
future cash flows, the Company relies on internally generated five-year forecasts for sales and operating profits,
including capital expenditures and generally a three percent long-term assumed growth rate of cash flows for
periods after the five-year forecast. The Company generally develops these forecasts based on recent sales data
for existing products, planned timing of new product launches, housing starts and repair and remodeling
estimates for existing homes.

In the fourth quarter of 2003, the Company estimated that future discounted cash flows projected for
most of its individual business units were greater than the carrying values related to business units with
goodwill and other indefinite-lived intangible assets. Any increases in estimated discounted cash flows would
have no impact on the reported value of goodwill.

Accounting for defined-benefit pension plans involves estimating the cost of benefits to be provided in the
future, based on vested years of service, and attributing those costs over the time period each employee works.
Pension costs and obligations of the Company are developed from actuarial valuations. Inherent in these
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valuations are key assumptions regarding inflation, expected return on plan assets, mortality rates, compensa-
tion increases and discount rates for obligations. The Company considers current market conditions, including
changes in interest rates, in selecting these assumptions. The Company selects these assumptions with
assistance from outside advisors such as consultants, lawyers and actuaries. Changes in assumptions used
could result in changes to the related pension costs and obligations within the Company’s consolidated
financial statements in any given period.

In 2003, the Company decreased its discount rate for obligations to 6.25 percent from 6.75 percent, which
reflects the decline in long-term interest rates. The assumed asset return is 8.5 percent, reflecting the expected
long-term return on plan assets.

The Company’s underfunded amount for the difference between the projected benefit obligation and plan
assets decreased to $137 million from $183 million in 2002. This is primarily the result of asset returns above
projections and Company contributions. The plan assets in 2003 had a net gain of approximately 23 percent as
compared with an increase of 21 percent for the largest 1,000 Plan Benchmark.

The Company’s projected benefit obligation relating to the unfunded non-qualified supplemental pension
plans was $110 million for 2003 compared with $82 million for 2002. The Company’s underfunded amount for
the difference between the projected benefit obligation and plan assets for its foreign pension plans was
$42 million for 2003 compared with $22 million for 2002.

The Company expects pension expense for its defined-benefit plans to decrease by approximately
$7 million in 2004, principally due to higher asset returns achieved in 2003 compared with the projection. If
the Company assumed that the future return on plan assets was 8 percent instead of 8.5 percent, the pension
expense for 2004 would increase by approximately $2 million.

The Company has considered future income and gains from investments and other identified tax-planning
strategies, including the potential sale of certain operating assets, in assessing the need for establishing a
valuation allowance against its deferred tax assets at December 31, 2003, particularly related to its after-tax
capital loss carryforward of $62 million. Should the Company determine that it would not be able to realize all
or part of its deferred tax assets in the future, a valuation allowance would be recorded in the period such
determination is made.

Certain of the Company’s products and product finishes and services are generally covered by a warranty
to be free from defects in material and workmanship for periods ranging from one year to lifetime, under
certain circumstances, of the original purchaser. At the time of the sale, the Company accrues a warranty
liability for estimated costs to provide products, parts or services to repair or replace products in satisfaction of
warranty obligations. The Company’s estimate of costs to service its warranty obligations is based on historical
experience and expectations of future conditions. To the extent the Company experiences any changes in
warranty claim activity or costs associated with servicing those claims, its warranty liability is adjusted
accordingly.

The Company is subject to lawsuits and pending or asserted claims (including income taxes) with respect
to matters generally arising in the ordinary course of business. Liabilities and costs associated with these
matters require estimates and judgments based on the professional knowledge and experience of management
and its legal counsel. When estimates of the Company’s exposure for lawsuits and pending or asserted claims
meet the criteria of SFAS No. 5, “Accounting for Contingencies,” amounts are recorded as charges to
earnings. The ultimate resolution of any such exposure to the Company may differ due to subsequent
developments.

The Company used estimates for the number of claims expected and the average cost per claim to
determine the liability related to the Behr litigation settlement in 2002. In 2003, the Company received a

fraction of the claims originally estimated and reduced its accrual for litigation settlement by $58 million.

35



Corporate Development Strategy

Acquisitions over the last several years have enabled the Company to build a unique critical mass that has
given the Company a strong position in the markets it serves and has increased the Company’s importance to
its customers. The Company is now intensifying its focus on leveraging the critical mass to build greater value
for its shareholders. Going forward, the Company will have a more balanced growth strategy of internal
growth, share repurchases and fewer acquisitions with increased emphasis on cash flow and return on invested
capital. As part of its strategic planning, the Company continues to review all of its businesses to determine
which businesses are core to continuing operations.

The Company reviews its business portfolio on an ongoing basis as part of its corporate strategic planning
and, in the first quarter of 2004, has determined that several European businesses are not core to the
Company’s long-term growth strategy and, accordingly, has embarked on a plan of disposition. These
businesses had combined 2003 net sales in excess of $350 million and an approximate net book value of
$330 million. The Company expects aggregate net proceeds from the dispositions to approximate $250 million.
The dispositions are expected to be completed by March 31, 2005 and the Company expects to recognize a
modest net loss upon the disposition of all of these businesses. First quarter 2004 results will include a charge
to reflect those businesses that are expected to be divested at a loss. Any gains resulting from the disposition of
individual businesses will be recognized as such transactions are completed.

During 2003, the Company acquired PowerShot Tool Company, Inc. (Other Specialty Products
segment), and several relatively small installation service companies (Installation and Other Services
segment). PowerShot Tool Company is a manufacturer of fastening products, including staple guns, glue guns,
hammer tackers and riveting products, headquartered in New Jersey. The results of these acquisitions are
included in the consolidated financial statements from the respective dates of acquisition. The aggregate net
purchase price of these acquisitions was $63 million, and included cash of $57 million and debt of $6 million.
The Company also paid an additional $182 million of acquisition-related consideration, including amounts to
satisfy share price guarantees, contingent consideration and other purchase price adjustments, in 2003, relating
to previously acquired companies.

These acquisitions provide the Company with opportunities to broaden its product and service offerings
and enter new markets, and contributed approximately $50 million in net sales for the year ended
December 31, 2003. See Note C to the consolidated financial statements for additional information regarding
acquisitions.

On September 30, 2003, the Company completed the sale of its Baldwin Hardware and Weiser Lock
businesses. Baldwin and Weiser were included in the Decorative Architectural Products segment and
manufacture a wide range of architectural and decorative products, including builders’ hardware and locksets.
In a separate transaction on September 30, 2003, the Company also completed the sale of the Marvel Group.
Marvel manufactures office workstations and machine stands, and was included in the Other Specialty
Products segment. The sale of these businesses reflects the Company’s continuing commitment to deploy the
Company’s assets in businesses that support its operating strategies and provide the greatest opportunities to
create value for the Company’s shareholders. Total proceeds from the sale of these companies were
$289 million, including cash of $286 million and notes receivable of $3 million.

The sales and results of operations of the businesses sold in 2003 are included in the Company’s results
from discontinued operations through the date of disposition. These businesses contributed net sales of
$198 million, $271 million and $269 million in 2003, 2002 and 2001, respectively, and income (loss) before
income taxes of $21 million, $29 million and $(4) million in 2003, 2002 and 2001, respectively.

The sales and results of operations of the 2004 businesses held for sale are included in the Company’s
results from discontinued operations. These businesses contributed net sales of $365 million, $318 million and
$310 million in 2003, 2002 and 2001, respectively, and (loss) income before income taxes of $(64) million,
$35 million and $28 million in 2003, 2002 and 2001, respectively. (Loss) income before income taxes includes
a non-cash, pre-tax goodwill impairment charge of $89 million for the year ended December 31, 2003.
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Liquidity and Capital Resources

Historically, the Company has largely funded its growth through cash provided by a combination of its
operations, long-term bank debt and other borrowings, and by the issuance of Company common stock,
including issuances for certain mergers and acquisitions.

Bank credit lines are maintained to ensure the availability of funds. The credit lines with banks syndicated
in the United States at December 31, 2003 include a $1.25 billion Amended and Restated 5-year Revolving
Credit Agreement due and payable in November 2005 and a $750 million 364-day Revolving Credit
Agreement that expires in November 2004. These agreements allow for borrowings denominated in
U.S. dollars or European euros. The previous 364-day revolving credit agreement expired in November 2003.
There were no borrowings under either agreement during 2003. Interest is payable on borrowings under these
agreements based on various floating rate options as selected by the Company.

Certain debt agreements contain limitations on additional borrowings; at December 31, 2003, the
Company had additional borrowing capacity, subject to availability, of up to $2.5 billion. Certain debt
agreements also contain a requirement for maintaining a certain level of net worth; at December 31, 2003, the
Company’s net worth exceeded such requirement by approximately $2 billion.

In December 2002, the Company replenished the amount of debt and equity securities issuable under its
unallocated shelf registration statement with the Securities and Exchange Commission pursuant to which the
Company is able to issue up to a combined $2 billion of debt and equity securities. In addition, the Company
increased its shelf registration related to common stock that can be issued in connection with acquisitions to
50 million shares.

The Company had cash and cash investments of $795 million at December 31, 2003 as a result of strong
cash flows from operations and the disposition of certain businesses in 2003.

During 2003, the Company increased its quarterly common stock dividend 14 percent to $.16 per
common share. This marks the 45th consecutive year in which dividends have been increased. Although the
Company is aware of the greater interest in yield by many investors and has maintained an increased dividend
payout in recent years, the Company continues to believe that its shareholders’ long-term interests are best
served by investing a significant portion of its earnings in the future growth of the Company.

Maintaining high levels of liquidity and cash flow are among the Company’s financial strategies. The
Company’s total debt as a percent of total capitalization decreased to 43 percent at December 31, 2003 from
47 percent at December 31, 2002. The Company’s working capital ratio was 1.8 to 1 and 2.0 to 1 at
December 31, 2003 and 2002, respectively.

The Company has limited involvement with derivative financial instruments and does not use derivatives
for trading purposes. The derivatives used by the Company for the year ended December 31, 2003 consist of
interest rate swaps entered into late in 2003, for the purpose of effectively converting a portion of fixed-rate
debt to floating-rate debt which is expected to reduce interest expense, given current interest rates. Certain of
the Company’s European operations also entered into foreign exchange forward contracts for the purpose of
managing exposure to currency fluctuations related to the United States dollar and the Great Britain pound.
Generally, under interest rate swaps, the Company agrees with a counterparty to exchange the difference
between fixed-rate and floating-rate interest amounts calculated by reference to an agreed notional principal
amount. The derivative contracts are with two major creditworthy institutions, thereby minimizing the risk of
credit loss. The interest rate swaps are considered a fair-value hedge and the interest rate differential on
interest rate swaps used to hedge existing debt is recognized as an adjustment to interest expense or income
over the term of the agreement. For fair-value hedge transactions, changes in the fair value of the derivative
and changes in the fair value of the item hedged are recorded in determining earnings.

The average variable interest rates are based on the London Interbank Offered Rate (“LIBOR”) plus a
fixed adjustment factor. The average effective rate on the interest rate swaps is 2.25%. The interest rate swap
agreements cover a notional amount of $850 million of the Company’s fixed-rate debt due July 15, 2012 at an
interest rate of 5.875%. The hedge is considered 100 percent effective because all of the critical terms of the
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derivative financial instruments match those of the hedged item. Accordingly, no gain or loss on the value of
the hedge was recognized in the Company’s statement of income for the year ended December 31, 2003. The
amount recognized as an adjustment (reduction) of interest expense was approximately $3 million for the year
ended December 31, 2003.

Cash Flows
Significant sources and (uses) of cash in the past three years are summarized as follows, in millions:
2003 2002 2001

Net cash from operating activities . ................. ... ..., $1,421  $1,225  $967
(Decrease) increase in debt, net ........... .. ... ... (541) 634 202
Proceeds from disposition of:

Businesses, net of cash disposed.............. ... ... ... .. ... 284 21 232

Equity investment ............. .ot 75 — —
Issuance of Company common stock ............................ 37 598 —
Acquisition of businesses, net of cash acquired .................... (239) (736) (589)
Capital expenditures . ...........uiriiinineii .. (271) (285) (274)
Cash dividends paid......... ... ... i (286) (268) (244)
Purchase of Company common stock for:

Retirement . ... ... i (779) (166)  (67)

Long-term stock incentive award plan.......................... (48) (31) (49)
Proceeds (purchases) of marketable equity securities, bond funds and

other investments, Net ............. it 55 (327)  (33)
Decrease (increase) in long-term notes receivable, net.............. 19 (22) 8
Effect of exchange rates ............ .. .. ... ... 52 59 1
Other, net ... (51) 53 (11)

Cash (decrease) increase ..............ccoiiiiiiineinnannn... $(272) $ 755 $143

The Company’s cash and cash investments decreased $272 million to $795 million at December 31, 2003,
from $1,067 million at December 31, 2002.

Net cash provided by operations in 2003 of $1.4 billion consisted primarily of net income adjusted for
non-cash items, including depreciation and amortization of $244 million, income of $72 million related to the
litigation settlement, a $142 million charge (including $5 million recorded in the third quarter of 2003) related
to goodwill impairment, a $19 million charge for the impairment of certain investments and other non-cash
items. Excluding working capital of acquired companies at the time of acquisition, net working capital
decreased by approximately $36 million.

The Company expects cash flows from operations to continue to increase due to improvements in
inventory and working capital management as well as continuing strong business trends. Days sales in accounts
receivable at December 31, 2003 were comparable to 2002 levels, days sales in inventory decreased to 47 days
at December 31, 2003 from 56 days at December 31, 2002, and accounts payable days increased to 36 days at
December 31, 2003 compared with 33 days at December 31, 2002, primarily due to the Company’s working
capital improvement initiatives.

Cash used for financing activities in 2003 was $1.6 billion, and included cash outflows of $286 million for
cash dividends paid, $452 million for the retirement of notes (including interest expense and loss on early
retirement), $779 million for the acquisition and retirement of Company common stock in open-market
transactions, $48 million for the acquisition of Company common stock for the Company’s long-term stock
incentive award plan, $89 million principally for the net payment of other debt and $37 million from the
issuance of Company common stock for the exercise of stock options.
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At December 31, 2003, the Company had remaining Board of Directors’ authorization to repurchase up
to an additional 48 million shares of its common stock in open-market transactions or otherwise. In January
2004, the Company repurchased an additional five million shares of Company common stock.

Cash used for investing activities was $128 million in 2003 and included $271 million for capital
expenditures, $239 million for acquisitions and additional acquisition-related consideration relating to
previously acquired companies and $32 million for other net cash outflows. Cash provided by investing
activities in 2003 included $284 million of proceeds from the disposition of businesses, $55 million from the
net sales of marketable equity securities, bond funds and other investments and $75 million from the sale of
the equity investment in Emco.

The Company continues to invest in automating its manufacturing operations and increasing its
productivity, in order to be a more efficient producer and to improve customer service. Capital expenditures
for 2003 were $271 million, compared with $285 million for 2002 and $274 million for 2001; for 2004, capital
expenditures, excluding those of any potential 2004 acquisitions or divestitures, are expected to approximate
$350 million. Depreciation and amortization expense for 2003 totaled $244 million, compared with $220 mil-
lion for 2002 and $269 million for 2001; for 2004, depreciation and amortization expense, excluding any
potential 2004 acquisitions or divestitures, is expected to approximate $270 million. Amortization expense
totaled $32 million, $39 million and $106 million in 2003, 2002 and 2001, respectively, including goodwill
amortization of $93 million in 2001.

Costs of environmental responsibilities and compliance with existing environmental laws and regulations
have not had, nor in the opinion of the Company are they expected to have, a material effect on the
Company’s capital expenditures, financial position or results of operations.

The Company believes that its present cash balance and cash flows from operations are sufficient to fund
its near-term working capital and other investment needs. The Company believes that its longer-term working
capital and other general corporate requirements will be satisfied through cash flows from operations and, to
the extent necessary, from bank borrowings, future financial market activities and proceeds from asset sales.

Consolidated Results of Operations

The Company reports its financial results in accordance with generally accepted accounting principles
(“GAAP”) in the United States. However, the Company believes that certain non-GAAP performance
measures and ratios, used in managing the business, may provide users of this financial information with
additional meaningful comparisons between current results and results in prior periods. Non-GAAP financial
measures and ratios should be viewed in addition to, and not as an alternative for, the Company’s reported
results.
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Sales and Operations

Net sales for 2003 were $10.6 billion, representing an increase of 20 percent over 2002. Excluding results
from acquisitions and divestitures, net sales increased nine percent (including a two percent increase relating
to the effect of currency translation) compared with 2002. The increase in net sales in 2003 is principally due
to higher unit sales volume of certain products, particularly assembled cabinets, architectural coatings,
installation services, vinyl windows and faucets. The following table reconciles reported net sales to net sales
excluding acquisitions and divestitures, in millions:

Twelve Months

Ended
December 31,
2003 2002

Net sales, as reported ... ..ottt $10,571  $8,831

— ACQUISTHIONS .« o\ vttt et e ettt e e e (1,334) (320)

— DIVestitures (@) ... ovii — (13)
Net sales, excluding acquisitions and divestitures ........................ 9,237 8,498

— Currency translation .. ......... ... (168) —
Net sales, excluding acquisitions, divestitures and the effect of currency ... .. $ 9,069  $8,498

(a) Refers to divestitures completed prior to January 1, 2003. Divestitures completed subsequent to
January 1, 2003 are considered discontinued operations in accordance with SFAS No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets.” Sales related to discontinued operations are not
included in the Company’s net sales, as reported, for any period presented.

The Company’s gross profit margins were 30.7 percent, 31.6 percent and 30.2 percent for the years ended
December 31, 2003, 2002 and 2001, respectively. The decline in the 2003 gross profit margins reflects
increased sales in segments with somewhat lower margins, relatively higher International sales (which have
lower gross profit margins), new product launch costs as well as increased energy costs which impacted
material, freight and other operating costs.

Selling, general and administrative expenses excluding general corporate expense as a percent of sales
were 15.7 percent in 2003 compared with 14.7 percent in both 2002 and 2001, with the 2003 increase reflecting
increased advertising and promotion costs as well as increased insurance and pension costs.

Operating profit margins, as reported, were 14.0 percent, 14.3 percent and 13.1 percent in 2003, 2002 and
2001, respectively. Operating profit margins excluding general corporate expense, the income/charge for
litigation settlement (2003 and 2002), the goodwill impairment charge (2003), income related to the planned
disposition of businesses (2002) and goodwill amortization expense (2001) were 14.9 percent, 16.9 percent
and 15.5 percent in 2003, 2002 and 2001, respectively. The overall decline in the 2003 operating profit margins
is primarily due to increased energy, insurance, pension, advertising and promotion costs as well as
adjustments as discussed in the Business Segment Results related to certain United Kingdom business units.

Other Income (Expense), Net

In 2003 and 2002, the Company recorded $19 million and $24 million, respectively, of pre-tax, non-cash
charges for the write-down of certain private equity funds and other financial investments.

Other, net in 2003 include $23 million of realized gains, net from the sale of marketable equity securities,
dividend income of $25 million and $17 million of income, net regarding private equity funds. Other, net in
2003 also include a $5 million gain from the sale of the Company’s equity investment in Emco, $7 million of
losses on the early retirement of debt, realized foreign currency exchange losses of $4 million and other
miscellaneous expenses.

Other, net in 2002 include $39 million of realized losses, net from the sale of marketable equity securities
and dividend income of $17 million. In addition, the Company incurred $14 million of losses related to interest
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ratelock transactions entered into in anticipation of the Company issuing fixed-rate debt in 2002. Other items,
net in 2002 include realized foreign currency exchange losses of $3 million and other miscellaneous expenses.

In 2001, the Company recorded an aggregate $530 million pre-tax, non-cash charge for the write-down of
certain investments, including $460 million for the securities of Furnishings International Inc. (“FII”’) held by
the Company and $70 million for an other-than-temporary decline in the fair value of principally technology-
related marketable equity securities investments.

Other interest income for 2001 includes $29 million from the 12% pay-in-kind junior debt securities
of FII.

Other, net in 2001 include $13 million of realized gains, net from the sale of marketable equity securities,
dividend income of $8 million and $4 million of income, net regarding private equity funds. Other items, net in
2001 also include realized foreign currency exchange losses of $5 million and other miscellaneous expenses.

Interest expense was $261 million, $235 million and $237 million in 2003, 2002 and 2001, respectively.
The increase in interest expense in 2003 is primarily due to increased fixed-rate borrowings in the last half
of 2002.

Income and Earnings Per Common Share from Continuing Operations

Income from continuing operations and diluted earnings per common share for 2003 were $790 million
and $1.61 per common share. Income from continuing operations for 2003 includes a pre-tax, non-cash
goodwill impairment charge of $53 million ($47 million or $.10 per common share, after-tax). Income from
continuing operations and diluted earnings per common share for 2002 were $639 million and $1.24 per
common share. Income from continuing operations in 2002 was negatively affected by a $147 million pre-tax
charge for a litigation settlement ($92 million or $.18 per common share, after-tax). Income from continuing
operations and diluted earnings per common share for 2001 were $183 million and $.39 per common share.
Income from continuing operations for 2001 included a $530 million pre-tax ($344 million or $.72 per
common share, after-tax), non-cash charge for the write-down of certain investments.

The Company’s effective tax rate for income from continuing operations was 37 percent in 2003
compared with 34 percent in both 2002 and 2001. The increase in 2003 was due principally to a lower tax
benefit related to the goodwill impairment charge as well as an increase in domestic earnings (relative to total
earnings), which are taxed at a higher rate than earnings from the Company’s foreign operations. The
Company estimates that its effective tax rate should approximate 36 percent for 2004.

Outlook for the Company

Favorable sales performance has continued in early 2004 and, based on current business trends, the
Company believes that it will achieve record sales and earnings for the full year 2004 from continuing
operations, excluding any disposition charge. The Company expects certain operating expenses will continue
to increase in 2004, including such items as energy, insurance and certain material and freight costs.

The Company has embarked on a plan of disposition for several of its European businesses which are not
core to the Company’s long-term growth strategy. The dispositions are expected to be completed by March 31,
2005 and the Company expects to recognize a modest net loss upon the disposition of all of these businesses.
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Business Segment and Geographic Area Results

The following table sets forth the Company’s net sales
segment and geographic area, dollars in millions.

and operating profit information by business

Percent
Increase
2003 2002
vs. vs.
2003 2002 2001 2002 2001
Net Sales:
Cabinets and Related Products . ............. .ot $ 2,879 $2,644  $2.417 9% 9%
Plumbing Products . ...... ... 2,684 2,068 1,773 30% 17%
Installation and Other Services. .. .. ... ...ttt 2,411 1,845 1,692  31% 9%
Decorative Architectural Products ................ .. .. ... .. ........ 1,449 1,292 1,163 12% 11%
Other Specialty Products. ....... ... i 1,148 982 660 17%  49%
Total ... $10,571  $8,831  $7,705  20% 15%
NoOrth AMETICA . o oo ottt e e e $ 8,763  $7,686  $6,745 14% 14%
International, principally Europe.............. . ... .. ... 1,808 1,145 960  58% 19%
Total ... $10,571 $8,831 $7,705 20% 15%
2003 2003 (b) 2002 2001 (c) 2001 (d)
Operating Profit: (a)
Cabinets and Related Products .................coooiuua.. $ 441 $ 441 $ 367 $ 257 $ 245
Plumbing Products . .......... . ... 343 360 341 252 245
Installation and Other Services . ................iin... 368 368 304 287 243
Decorative Architectural Products ......................... 210 215 307 268 256
Other Specialty Products . ....... ... .. ... o i 178 209 193 130 118
Total. . ... $1,540 $1,593 $1,512 $1,194 $1,107
General corporate expense, Net . ...........oveurieunnenn.... (112) (112) (98) (96) (96)
Income (charge) for litigation settlement, net ............... 72 72 (147) — —
Expense related to accelerated benefits ..................... (16) (16) — — —
Total, as Reported .................ccoiiiiiinnnnnnnn. $1,484 $1,537 $1,267 $1,098 $1,011
NOTth AMETICA . .\ vttt $1,433 $1,433 $1,347 $1,080 $1,011
International, principally Europe . .......................... 107 160 165 114 96
Total. . ... 1,540 1,593 1,512 1,194 1,107
General corporate expense, Net . ...........ovuuieuneenn.... (112) (112) (98) (96) (96)
Income (charge) for litigation settlement, net ............... 72 72 (147) — —
Expense related to accelerated benefits ..................... (16) (16) — — —
Total, as Reported .................cciiiiiinnnnnnnn. $1,484 $1,537 $1,267 $1,098 $1,011
2003  2003(b) 2002 2001 (c) 2001(d)
Operating Profit Margin: (a)
Cabinets and Related Products . ............................ 15.3% 15.3% 13.9% 10.6% 10.1%
Plumbing Products .. ...t 12.8% 13.4% 16.5% 14.2% 13.8%
Installation and Other Services ............... ... .. 15.3% 15.3% 16.5% 17.0% 14.4%
Decorative Architectural Products ....................... ... 14.5% 14.8% 23.8% 23.0% 22.0%
Other Specialty Products . ............ .. i i 15.5% 18.2% 19.7% 19.7% 17.9%
North America .......ooiiii i 16.4% 16.4% 17.5% 16.0% 15.0%
International, principally Europe............................ 5.9% 8.8% 14.4% 11.9% 10.0%
Total. ... 14.6% 15.1% 17.1% 15.5% 14.4%
Total Operating Profit Margin, as Reported ................. 14.0% N/A 14.3% N/A 13.1%

(a) Before: general corporate expense; accelerated benefit expense related to the unexpected passing of the
Company’s President and Chief Operating Officer in 2003; and income (charge) regarding the Behr
litigation settlement (related to the Decorative Architectural Products segment).

(b) Excluding goodwill impairment charge. The 2003 goodwill impairment charge was as follows: Plumbing
Products — $17 million; Decorative Architectural Products — $5 million and Other Specialty Prod-

ucts — $31 million.
(¢) Excluding goodwill amortization.
(d) Including goodwill amortization.
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Business Segment Results Discussion

Changes in operating profit margins in the following Business Segment and Geographic Area Results
discussion exclude general corporate expense, the income/charge for the litigation settlement, net, the
goodwill impairment charge in 2003 and goodwill amortization expense in 2001.

Cabinets and Related Products

Net sales of Cabinets and Related Products increased 9 percent in 2003 compared with 2002 due
primarily to increased sales volume of assembled cabinets largely through North American retail distribution
channels at major home centers and through the new construction market in the United States, as well as a
more favorable product mix. Net sales of Cabinets and Related Products increased 9 percent in 2002
compared with 2001 due to increased sales volume of cabinets largely through expansion of North American
retail distribution channels at major home centers as well as new product introductions. This segment was
favorably influenced by a weaker U.S. dollar in 2003 and 2002, which affected the translation of local
currencies of European operations included in this segment.

Operating profit margins were 15.3 percent, 13.9 percent and 10.6 percent for the years ended
December 31, 2003, 2002 and 2001, respectively. Operating profit margins in 2003 reflect the positive effect of
higher sales volume as well as lower fixed costs resulting from the rationalization of existing manufacturing
capacity. Operating profit margins in 2002 were positively influenced by increased unit sales volume, profit
improvement initiatives and the reduction of both plant shutdown costs and other asset write-downs, offset in
part by costs related to a discontinued product line. Operating profit margins in 2001 were negatively
influenced by plant shutdown costs, the under-absorption of fixed costs, higher energy costs, increased bad
debt expense and the lower results of European operations.

Plumbing Products

Net sales of Plumbing Products increased 30 percent in 2003 compared with 2002 primarily due to
acquisitions (principally the acquisition of the majority interest in Hansgrohe in December 2002) as well as
the effect of a weaker U.S. dollar which had a favorable impact on the translation of local currencies of
European operations included in this segment. Net sales of Plumbing Products increased 17 percent in 2002
compared with 2001 due to the favorable influence of new product introductions, which contributed to higher
unit sales volume of faucets to retailers in 2002 as well as increased growth in the wholesale distribution
channels. The increase in sales of Plumbing Products in 2002 also includes the influence of inventory
reduction programs of certain key customers in the first six months of 2001, which reduced sales in 2001 and
favorably influenced the 2002 versus 2001 comparisons.

Operating profit margins were 13.4 percent, 16.5 percent and 14.2 percent for the years ended
December 31, 2003, 2002 and 2001, respectively. Operating profit margins in 2003 include the effect of a
recently acquired company that has lower margins than the segment average as well as inventory adjustments
and a decline in operating margins of certain European operations, including a non-cash, pre-tax charge of
approximately $4 million relating to a United Kingdom business unit as discussed below. Operating profit
margins in 2002 include the favorable effect of a $16 million pre-tax gain relating to the reclassification of
certain assets to held and used in accordance with SFAS No. 144. Operating profit margins in 2002 were
favorably affected by the leveraging of fixed costs over increased unit sales volume as well as the Company’s
profit improvement initiatives. Operating profit margins in 2001 were negatively affected by competitive
pricing pressures and the lower results of European companies.

During 2003, the Company detected that an employee at a United Kingdom business unit in the
Plumbing Products segment had circumvented internal controls and overstated operating results by approxi-
mately $4 million in 2002. This overstatement was corrected in the third quarter of 2003. The Company made
the appropriate personnel changes and completed its review of the business unit in the fourth quarter of 2003
and determined that no further adjustment was necessary.
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Installation and Other Services

Net sales of Installation and Other Services increased 31 percent in 2003 compared with 2002 and
9 percent in 2002 compared with 2001. The increase in net sales for this segment in 2003 and 2002 was
principally attributable to acquisitions (principally the acquisition of Service Partners in September 2002) and
a stronger new-housing market as well as increased sales of non-insulation products. Operating profit margins
were 15.3 percent, 16.5 percent and 17.0 percent for the years ended December 31, 2003, 2002 and 2001,
respectively. The decline in operating profit margins in 2003 is primarily attributable to adverse weather
conditions (which reduced sales) experienced in the first half of 2003 as well as increased sales of generally
lower-margin non-insulation products.

Decorative Architectural Products

Net sales of Decorative Architectural Products increased 12 percent in 2003 compared with 2002. Net
sales of Decorative Architectural Products increased 11 percent in 2002 compared with 2001. The increases in
net sales in 2003 and 2002 are primarily due to higher unit sales volume of paints, stains and decorative
hardware through North American retail distribution channels.

Operating profit margins were 14.8 percent, 23.8 percent and 23.0 percent for the years ended
December 31, 2003, 2002 and 2001, respectively. Operating profit margins for this segment in 2003 were
impacted by increased advertising costs, including additional costs associated with new in-store paint display
centers, and fixed asset and inventory adjustments reflecting excess, obsolete and resourced products related to
decorative hardware. Operating profit margins for 2003 also include the effect of a non-cash, pre-tax charge of
approximately $55 million related to a United Kingdom business unit discussed below.

During 2003, the Company recorded a non-cash, pre-tax charge which reduced operating profit by
approximately $35 million with respect to a United Kingdom business unit in the Decorative Architectural
Products segment. The charge relates primarily to a business system implementation failure which allowed
former management to circumvent internal controls and artificially inflate the unit’s operating profit in years
prior to 2003. The Company also determined that goodwill was impaired and recorded a $5 million charge in
the third quarter of 2003.

Finally, the Company determined that the strategic plan for this business unit, relative to certain product
offerings and customer focus, should be changed. This revision in operating strategy resulted in 2003 charges
aggregating approximately $15 million principally related to inventories and receivables.

The Company is implementing changes to its operational and financial structure in Europe which include:
reorganizing its European business operations into product groups; the addition of group operating and
financial personnel; training and evaluation related to internal controls; and the expansion of both external and
internal audit involvement.

Other Specialty Products

Net sales of Other Specialty Products increased 17 percent in 2003 compared with 2002, principally due
to acquisitions as well as increased sales of vinyl windows. Net sales of Other Specialty Products increased
49 percent in 2002 compared with 2001, principally due to acquisitions as well as increased sales of vinyl
windows. A weaker U.S. dollar in 2003 also had a favorable effect on the translation of local currencies of
European operations included in this segment.

Operating profit margins were 18.2 percent, 19.7 percent and 19.7 percent for the years ended
December 31, 2003, 2002 and 2001, respectively. The operating margin decline in this segment is primarily
due to increased material and insurance costs as well as lower results of European operations. The
improvement in operating profit margins in 2002 was primarily due to lower levels of bad debt expense and
asset write-downs in 2002 compared with 2001. The operating profit margins in 2001 were also negatively
affected by the lower results of European operations.

44



Geographic Area Results Discussion
North America

Net sales from North American operations increased 14 percent in 2003 over 2002, primarily due to
acquisitions as well as increased unit sales volume of assembled cabinets, installed sales of non-insulation
products, paints and stains, and vinyl windows. Net sales from North American operations increased
14 percent in 2002 over 2001, primarily due to acquisitions as well as increased sales of certain products,
including cabinets, paints and stains, vinyl windows and faucets.

Operating profit margins were 16.4 percent, 17.5 percent and 16.0 percent for the years ended
December 31, 2003, 2002 and 2001, respectively. The decline in operating profit margins for 2003 principally
reflects increased sales in segments that have somewhat lower operating profit margins, increased energy costs
as well as increased advertising and promotion costs. The improvement in operating profit margins for 2002
principally reflects the leveraging of fixed costs over increased sales volume, product mix and the influence of
the Company’s profit improvement initiatives.

International, Principally Europe

Net sales of the Company’s International operations increased 58 percent in 2003 compared with 2002,
primarily due to acquisitions as well as a weaker U.S. dollar which had a favorable influence on the translation
of International sales in 2003. A weaker U.S. dollar had a positive effect on the translation of European results
in 2003 compared with 2002, increasing European net sales in 2003 by approximately 16 percent. Net sales of
the Company’s International operations increased 19 percent in 2002 compared with 2001 primarily due to
acquisitions as well as the favorable impact of foreign exchange rates.

Operating profit margins were 8.8 percent, 14.4 percent and 11.9 percent for the years ended Decem-
ber 31, 2003, 2002 and 2001, respectively. Operating profit margins for International operations for 2003 were
adversely affected by the non-cash, pre-tax charges relating to accounting irregularities discussed previously,
as well as lower margins of recently acquired companies. Operating profit margins for International operations
for 2002 benefited from profit improvement initiatives. Operating profit margins for 2001 include the effect of
plant start-up and system implementation costs.

Other Matters
Commitments and Contingencies
Litigation

The Company is subject to lawsuits and pending or asserted claims with respect to matters generally
arising in the ordinary course of business. Note T to the consolidated financial statements discusses the
settlements in 2002 of claims pending in the United States against the Company and its subsidiary, Behr
Process Corporation, with respect to several exterior wood coating products previously manufactured by Behr.

Other Commitments

With respect to the Company’s investments in private equity funds, the Company, at December 31, 2003,
has, under certain circumstances, commitments to contribute additional capital to such funds of up to
$88 million.

During 2000, approximately 300 of the Company’s key employees purchased from the Company
8.4 million shares of Company common stock for cash totaling $156 million under an Executive Stock
Purchase Program (“Program’). The stock was purchased at $18.50 per share, the approximate market price
of the common stock at the time of purchase. Participants in the Program financed their purchases with five-
year full recourse personal loans, at a market interest rate, from a bank syndicate. Each participant is fully
responsible at all times for repaying their bank loans when they become due and is personally responsible for
100 percent of any loss in the market value of the purchased stock. The Company has guaranteed repayment
of the loans, for which the aggregate amount outstanding was approximately $160 million at December 31,
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2003, in the event of a default by a participant. The Company believes that the likelihood of any significant
defaults by participants on payment of these loans is remote.

The Company enters into contracts, which include reasonable and customary indemnifications that are
standard for the industries in which it operates. Such indemnifications include claims against builders for
issues relating to the Company’s products and workmanship. In conjunction with divestitures and other
transactions, the Company occasionally provides reasonable and customary indemnifications relating to
various items, including: the enforceability of trademarks; legal and environmental issues; provisions for sales
returns; and asset valuations. The Company has never had to pay a material amount related to these
indemnifications and evaluates the probability that amounts may be incurred and appropriately records an
estimated liability when probable.

Warranty

Certain of the Company’s products and product finishes and services are generally covered by a warranty
to be free from defects in material and workmanship for periods ranging from one year to the lifetime, under
certain circumstances, of the original purchaser. At the time of sale, the Company accrues a warranty liability
for estimated costs to provide products, parts or service to repair or replace products in satisfaction of warranty
obligations. The Company’s estimate of costs to service its warranty obligations is based on historical
experience and expectations of future conditions. To the extent that the Company experiences any changes in
warranty claim activity or costs associated with servicing those claims, its warranty liability is adjusted
accordingly. See Note T to the consolidated financial statements for the tabular disclosure.

A significant portion of the Company’s business is at the consumer retail level through home centers and
major retailers. A consumer may return a product to a retail outlet that is a warranty return. However, certain
retail outlets do not distinguish between warranty and other types of returns when they claim a return
deduction from the Company. The Company’s revenue recognition policy takes into account this type of
return when recognizing income, and deductions are recorded at the time of sale.

Acquisition-Related Commitments

The Company, as part of recent purchase agreements for certain companies acquired, provides for the
payment of additional consideration in either cash or Company common stock, contingent upon whether
certain conditions are met, including the operating performance of the acquired business and the price of the
Company’s common stock. Shares that are contingently issuable under these guarantees are included in the
calculation of diluted earnings per common share. See Note T to the consolidated financial statements for
additional information.

As part of other recent acquisition agreements, the Company has additional consideration payable in cash
of approximately $40 million contingent on the operating performance of the acquired businesses.
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Contractual Obligations

The following table provides payment obligations related to current contracts for the year ended
December 31, 2003, in millions:

Payments Due by Period

Less Than 2-3 4-5 More Than
1 Year Years Years 5 Years Total
Long-term debt ......................... $334 $1,655 $412 $1,781 $4,182
Operating leases . .................coo ... 90 116 36 110 352
Private equity funds............. ... . .... 30 30 28 — 88
Acquisition-related commitments........... 27 13 — — 40
Defined-benefit plans .. ................... 57 — — — 57
Purchase commitments(a) ................ 28 7 — — 35
Total ... .. $566 $1,821  $476 $1,891 $4,754

(a) Does not include contracts that do not require volume commitments or open or pending purchase orders.

Recently Issued Accounting Pronouncements

In January 2003, the FASB issued FASB Interpretation No. 46 (“FIN 46”), “Consolidation of Variable
Interest Entities,” which clarifies the application of Accounting Research Bulletin No. 51, “Consolidated
Financial Statements.” FIN 46 requires that a company that has a controlling financial interest in a variable
interest entity consolidate the assets, liabilities and results of operations of the variable interest entity in the
company’s consolidated financial statements. The adoption of certain provisions of FIN 46, relating to variable
interest entities formed prior to February 2003, has been extended to 2004. The Company believes that
FIN 46 will not have a material impact on the Company’s consolidated financial statements.

In December 2003, the FASB revised SFAS No. 132, “Employers’ Disclosures about Pensions and
Other Postretirement Benefits.” The revisions to SFAS No. 132 require enhanced disclosures regarding
pensions and other postretirement benefits. Most of the enhanced disclosure requirements were effective for
the year ended December 31, 2003; certain disclosure provisions are effective beginning in 2004.

47



Quantitative and Qualitative Disclosures About Market Risk

The Company has considered the provisions of Financial Reporting Release No. 48, “Disclosure of
Accounting Policies for Derivative Financial Instruments and Derivative Commodity Instruments, and
Disclosure of Quantitative and Qualitative Information about Market Risk Inherent in Derivative Financial
Instruments, Other Financial Instruments and Derivative Commodity Instruments.”

The Company is exposed to the impact of changes in interest rates and foreign currency exchange rates in
the normal course of business and to market price fluctuations related to its marketable equity securities, bond
funds and other investments. The Company has limited involvement with derivative financial instruments and
uses such instruments only to the extent necessary to manage exposure to fluctuations in interest rates and
foreign currency fluctuations. The Company does not use derivatives for trading purposes. See Note G to the
consolidated financial statements for additional information regarding the Company’s derivative instruments.

The derivatives used by the Company for the year ended December 31, 2003 consist of interest rate swaps
entered into late in 2003, for the purpose of effectively converting a portion of fixed-rate debt to floating-rate
debt which is expected to reduce interest expense, given current interest rates. Certain of the Company’s
European operations also entered into foreign exchange forward contracts for the purpose of managing
exposure to currency fluctuations related to the United States dollar and the Great Britain pound.

At December 31, 2003, the Company performed sensitivity analyses to assess the potential loss in the fair
values of market risk sensitive instruments resulting from a hypothetical change of 200 basis points in average
interest rates, a 10 percent change in foreign currency exchange rates or a 10 percent decline in the market
value of the Company’s long-term investments. Based on the analyses performed, such changes would not be
expected to materially affect the Company’s financial position, results of operations or cash flows.
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MASCO CORPORATION AND CONSOLIDATED SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES
AND PREFERRED STOCK DIVIDENDS

(Dollars in millions)
Year Ended December 31,

2003 2002 2001 2000 1999
Earnings Before Income Taxes and Fixed Charges:
Income from continuing operations before income taxes
and cumulative effect of accounting change, net........ $1,280 $ 966 $278 $ 824  $805
(Deduct) add equity in undistributed (earnings) loss of
fifty-percent-or-less-owned companies ................ — (10) (D) (1o)  (19)
Add interest on indebtedness, net ...................... 253 228 230 190 119
Add amortization of debt expense ..................... 12 13 10 2 1
Add estimated interest factor for rentals ................ 32 24 21 17 14
Earnings before income taxes and cumulative effect of
accounting change, net and fixed charges ............. $1,577  $1,221  $538  $1,023  $920
Fixed Charges:
Interest on indebtedness................ ... ... ... .... $ 253 § 226 $236 $ 198  $122
Amortization of debt expense ......................... 12 13 10 2 1
Estimated interest factor for rentals .................... 32 24 21 17 14
Total fixed charges .............iiiiiiiinnaon.. $ 297 $ 263 $267 $ 217 $137
Preferred Stock Dividends(a) ........................... $ 16 $§ 14 § 7 — —
Combined fixed charges and preferred stock dividends .... § 313 $§ 277 $274 $§ 217 $137
Ratio of Earnings to Fixed Charges ..................... 5.3 4.6 2.0 4.7 6.7
Ratio of Earnings to Combined Fixed Charges and Preferred
Stock Dividends(b)(c) ... 5.0 4.4 2.0 4.7 6.7

(a) Represents amount of income before provision for income taxes required to meet the preferred stock

dividend requirements of the Company.

(b) Excluding the 2003 pre-tax income for litigation settlement of $72 million and the non-cash, pre-tax
goodwill impairment charge of $53 million, the 2002 pre-tax charge for litigation settlement, net of
$147 million, the 2001 pre-tax non-cash charge of $530 million and the 2000 pre-tax non-cash charge of
$145 million, the Ratio of Earnings to Fixed Charges and Preferred Stock Dividends would be 5.0, 4.9,

3.9 and 5.4 for 2003, 2002, 2001 and 2000, respectively.

(c) Prior years have not been adjusted to exclude goodwill amortization expense.
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MASCO CORPORATION

SCHEDULE II. VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 31, 2003, 2002 and 2001

(In millions)

Column A Column B Column C Column D Column E
Additions
Balance at Charged to Charged Balance at
Beginning Costs and to Other End of
Description of Period Expenses Accounts  Deductions Period
(a) (b)

Allowance for doubtful accounts,
deducted from accounts receivable
in the balance sheet:

2003 . $69 $23 $2) $ () $84
2002 .. $56 $le $ 4 $ (D $69
2001 . $36 $33 $5 $(18) $56

(a) Allowance of companies acquired and companies disposed of, net.

(b) Deductions, representing uncollectible accounts written off, less recoveries of accounts written off in prior
years.
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Selected Financial Data

The following table sets forth summary consolidated financial information for the Company’s continuing

operations, for the years and dates indicated.

(1)
(2)

(3)
(4)
()
(6)

(7)

(In millions, except per share data)

2003 2002 2001 2000 1999
Netsales(1) ..o, $10,571 $ 8,831 $7,705 $6,506  $5,577
Operating profit(1),(2),(3),(4) ............. $ 1,484 $ 1,267 $1,011 $ 838 $§ 807
Income from continuing
operations(1),(2),(3),(5),(6),(7) ......... $§ 790 $ 547 § 183 § 540 $ 502
Per share of common stock:
Income from continuing
operations(1),(2),(3),(5),(6),(7)
Basic........ ... . ... ... . ... $ 165 $ 113 $040 $ 122 §$ 1.15
Diluted ........... ... ... ... $ 161 $ 106 $039 $120 §$ 1.12
Dividends declared ...................... $ 060 $ 055 $053 $050 $ 046
Dividends paid.......................... $ 058 $ 0547 $ 052> $049 $ 045
At December 31:
Total assets . .......ouuuiiniian.. $12,149  $12,050 $9,021 $7,604  $6,517
Long-term debt ......................... $ 3,848 $ 4316 $3,628 $3,018  $2,431
Shareholders’ equity ..................... $ 5456 $ 5294 $3958  $3,286  $3,019

Amounts have been restated to exclude discontinued operations announced in early 2004.

The year 2003 includes a non-cash goodwill impairment charge of $47 million after-tax ($53 million pre-
tax) and income of $45 million after-tax ($72 million pre-tax) related to the litigation settlement.

The year 2002 includes a $92 million after-tax ($147 million pre-tax), net charge for the Behr litigation
settlement, including $19 million of pre-tax income recorded for reimbursements from liability insurers.

Operating profit for 1999-2001 includes goodwill amortization expense as follows: 2001 — $87 million,
2000 — $60 million and 1999 — $39 million.

The year 2002 includes a $92 million after-tax ($117 million pre-tax), non-cash goodwill impairment
charge recognized as a cumulative effect of a change in accounting principle.

The year 2001 includes a $344 million after-tax ($530 million pre-tax), non-cash charge for the write-
down of certain investments, principally securities of Furnishings International Inc.

The year 2000 includes a $94 million after-tax ($145 million pre-tax), non-cash charge for the planned
disposition of businesses and the write-down of certain investments.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
of Masco Corporation:

In our opinion, the consolidated financial statements listed in the index appearing under Item 9.01
(c) present fairly, in all material respects, the financial position of Masco Corporation and its subsidiaries at
December 31, 2003 and 2002, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2003 in conformity with accounting principles generally accepted in
the United States of America. In addition, in our opinion, the financial statement schedule listed in the index
appearing under Item 9.01 (c) presents fairly, in all material respects, the information set forth therein when
read in conjunction with the related consolidated financial statements. These financial statements and the
financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements and the financial statement schedule based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

/s/  PRICEWATERHOUSECOOPERS LLP

Detroit, Michigan

February 18, 2004, except for Note B, as to which
the date is November 9, 2004
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