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PART I

ITEM 1. BUSINESS
OVERVIEW

Owens Corning, a global company incorporated in Delaware, is headquartered in Toledo, Ohio, and is a leading producer of residential and
commercial building materials and glass fiber reinforcements and other similar materials for composite systems. Unless the context indicates
otherwise, the terms Owens Corning , Company , Successor , we and our in this report refer to Owens Corning (formerly known as Owens
Corning (Reorganized) Inc.) and its subsidiaries. We operate within two general product categories: building materials, which includes our

Insulating Systems, Roofing and Asphalt, and Other Building Materials and Services reportable segments, and composites, which includes our
Composite Solutions reportable segment. These segments comprised approximately 32%, 26%, 19%, and 23% of our total net sales,

respectively, in fiscal 2006 (as defined below). Through our building materials product category, we manufacture and sell products primarily in

the United States, Canada, Asia and Latin America, and through our composites product category, we manufacture and sell products primarily in

the United States, Canada, Europe, Asia and Latin America. We maintain leading market positions in both of our major product categories.

On October 5, 2000, our Predecessor company, Owens Corning Sales, LLC (formerly known as Owens Corning) ( OCD ) and certain of its
subsidiaries (collectively, the Debtors ) filed voluntary petitions for reorganization under Chapter 11 of the United States Bankruptcy Code to
resolve asbestos claims against OCD and certain of its subsidiaries and protect the long-term value of OCD s business. OCD satisfied the
conditions of its plan of reorganization and emerged from bankruptcy on October 31, 2006, with all asbestos-related liabilities resolved through
such plan of reorganization. At such time, the Company became the holding company for the Owens Corning companies.

Owens Corning is the Successor issuer to OCD, which is now a wholly-owned subsidiary as a result of Owens Corning adopting a holding
company organizational structure. References in the consolidated financial statements and the notes thereto to the Successor company and the

Predecessor company, respectively, refer to the Company on and after November 1, 2006, and to OCD prior to such date. As required by
accounting principles generally accepted in the United States ( GAAP ), the Company adopted fresh-start accounting effective November 1, 2006.
The financial statements for the periods ended October 31, 2006 and December 31, 2005 and 2004 do not reflect the effect of any changes in the
Company s capital structure or changes in fair values of assets and liabilities as a result of fresh-start accounting. For further information on
fresh-start accounting, see Note 3 to the Consolidated Financial Statements.

References to fiscal year means the respective company s year commencing on January 1 and ending on December 31 of that year (e.g., fiscal
2006 refers to the Predecessor period beginning January 1, 2006 and ending on October 31, 2006 combined with the Successor period beginning
November 1, 2006 and ending on December 31, 2006, fiscal 2005 refers to the Predecessor period beginning January 1, 2005 and ending on
December 31, 2005, and fiscal 2004 refers to the Predecessor period beginning January 1, 2004 and ending on December 31, 2004).

SEGMENT OVERVIEW

This section should be read in conjunction with Management s Discussion and Analysis of Financial Condition and Results of Operations
Segment Results .

Note 6 to the Consolidated Financial Statements contains information regarding net sales from external customers and total assets attributable to
each of Owens Corning s reportable segments and geographic regions, income (loss) before income taxes for each of Owens Corning s reportable
segments, and information concerning the dependence of our reportable segments on foreign operations, for each of the fiscal years 2006, 2005
and 2004.
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ITEM 1. BUSINESS (continued)

Building Materials
Insulating Systems

According to various industry reports and Company estimates, Owens Corning is North America s largest producer of residential, commercial
and industrial insulation, and the second-largest producer of extruded polystyrene foam insulation. Our residential insulating systems help
customers conserve energy, provide improved acoustical performance and offer convenience of installation and use, making them a preferred
insulating product for new home construction and remodeling. We sell our insulation products primarily to insulation installers, home centers,
lumberyards and distributors. Our products are sold under well-recognized brand names and trademarks such as Owens Corning PINK
FIBERGLAS® Insulation.

Demand for Owens Corning s insulating products is driven by new residential construction, remodeling and repair activity, commercial and
industrial construction activity, product substitution, increasingly stringent building codes and energy efficiency concerns. We focus our
research and development efforts on improving the performance characteristics of our products. Our marketing efforts are designed to create
demand for our products by promoting awareness of the Energy Policy Act, supporting enhanced building codes, and encouraging noise-control
improvements, product conversions and substitutions.

Roofing and Asphalt

According to various industry reports and Company estimates, Owens Corning s Roofing and Asphalt business is one of the two largest
producers in the United States of asphalt roofing shingles and is the largest producer of industrial, specialty and roofing asphalts. Our products
include both laminate and strip shingles as well as oxidized asphalt, which is used in our own manufacturing and sold to third-party customers
for use in asphalt shingle manufacturing, commercial roofing, water proofing and industrial and specialty applications. Our flexible production
capacity for producing asphalt roofing shingles has allowed us to take advantage of an industry shift towards laminate shingles in recent years.
We have been able to meet growing demand for longer lasting, aesthetically attractive laminate products with modest capital investment.

We operate a network of 14 roofing plants located in close proximity to major roofing markets, which allows us to minimize shipping and
distribution costs. We sell laminate and strip roofing shingles and roofing accessories through home centers, lumberyards, distributors and
contractors. We utilize asphalt products internally to manufacture residential roofing products and also sell asphalt in bulk to other roofing
manufacturers. The Owens Corning brand is among the best recognized brands in the roofing and asphalt markets. Owens Corning sells
packaged asphalt under the Trumbull brand to roofing contractors and distributors for built-up roofing asphalt systems and to manufacturers in a
variety of other industries, including automotive, chemical, rubber and construction.

Other Building Materials and Services

Our Other Building Materials and Services business manufactures and sells vinyl siding and manufactured stone veneer products, as well as
franchised business offerings in the home remodeling market.

According to various industry reports and Company estimates, Owens Corning is a leading manufacturer of vinyl siding, which we sell primarily
under the Owens Corning, Norandex®/Reynolds and Vytec® brands. Our vinyl siding products are sold through home centers, lumberyards,
retailers, distributors and contractors as well as through our Norandex®/Reynolds distribution centers. The segment also distributes other
building products such as windows, doors, shutters, aluminum trim coil, gutters/downspouts and other siding materials through our national
network of 159 distribution centers. The vinyl siding market is split almost evenly between new residential construction and repair and
remodeling activity.
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ITEM 1. BUSINESS (continued)

On February 21, 2007, the Company announced that it is reviewing its portfolio of businesses and that it will explore strategic alternatives for
the Company s Siding Solutions business, which includes its vinyl siding manufacturing operations and Norandex/Reynolds distribution
business. The Siding Solutions business is the largest component of the Other Building Materials and Services segment. The Company expects a
midyear completion of this process.

Owens Corning is a leading manufacturer of manufactured stone veneer products, which we primarily sell under the Cultured Stone® brand
name. Cultured Stone® replicates the texture and colors of natural stone while offering improved features such as reduced weight, ease of
installation and cost efficiency. Demand for Cultured Stone® is driven by its increasing use in new residential construction and repair and
remodeling activity as a result of changing consumer preferences. Our manufactured stone veneer products are sold through contractors,
retailers, home centers and distributors.

Owens Corning s Construction Services division provides builders, Big Box retailers and homeowners with innovative service and products in
the remodeling and new construction industries. During 2006, Construction Services consisted of two businesses: Owens Corning HOMExperts
and Owens Corning Franchising. In December of 2006, as a result of evaluating market conditions we decided to exit the HOMExperts business.

Owens Corning HOMExperts provided builders in 26 United States markets with a complete suite of pre- and post-home sale closing services
that were designed to enhance the home buying experience for purchasers of homes. These services included preparation and detail services
prior to move-in and warranty and installation services following move-in.

The Owens Corning Franchising business offers remodeling solutions for the home, such as Basement Finishing System and SunSuites
sunrooms. The franchise model has been employed to enable the business to grow quickly, with a low capital investment, and to enable the
business to partner with some of the most notable remodelers in the building materials industry. Over the past six years, the franchise business
has grown from offering one product, Basement Finishing System , in two territories to more than 27 franchisees selling two distinct products in
approximately 100 territories in the United States.

Composites
Composite Solutions

According to various industry reports and Company estimates, our Composite Solutions business is the world s largest producer of glass fiber
reinforcement materials used in composites. Our products are sold to customers in the United States, Canada, Europe, Latin America and Asia.
In addition to providing basic glass reinforcement materials, our Composite Solutions segment is increasingly fabricating more specialized
composite systems that are designed for a particular end-use application, each of which entails a material, a proprietary process or a fully
assembled part or system. Our Composite Solutions business provides integral solutions to selected strategic markets and end-users, such as the
automotive, transportation, industrial, infrastructure, building products, marine, wind-energy and consumer markets.

Within the building and construction market, our Composite Solutions business sells glass fiber and/or mat directly to a small number of major
shingle manufacturers, including our own roofing business. Our glass fiber is also used in tubs, showers and other related internal building
components. Composite Solutions products are also used in automotive applications, including body panels, door modules, integrated front-end
systems, instrument panels, chassis and underbody components and systems, pick-up truck beds and heat and noise shields. Non-automotive
transportation applications include heavy truck components, rail cars, shipping containers, refrigerated containers,
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ITEM 1. BUSINESS (continued)

trailers and commercial ships. We also provide materials for use in thousands of applications within the consumer, industrial and infrastructure
markets, which include sporting goods and marine applications.

On February 21, 2007, Owens Corning and Saint-Gobain announced that they had signed a joint-venture agreement to merge their respective
reinforcements and composites businesses to form a new company that will be named OCYV Reinforcements that will serve customers with
improved technology, an expanded product range and a strengthened presence in both developed and emerging markets. The agreement
contemplates that the joint venture will be owned 60 percent by Owens Corning and 40 percent by Saint-Gobain. After a minimum of four years,
Saint-Gobain will have the option to sell its 40 percent stake to Owens Corning, and Owens Corning will have the option to buy Saint-Gobain s
stake in the joint venture. The transaction, which has been approved by the Boards of Directors of both parent companies, is expected to close in
mid-2007 and is subject to customary closing conditions and regulatory and antitrust approvals.

On February 21, 2007, the Company also announced that it will explore strategic alternatives for the Company s Fabwel unit, a producer and
fabricator of components and sidewalls for recreational vehicles and cargo trailers. Fabwel is a unit within Owens Corning s Composite Solutions
segment and is separate from the Company s planned joint venture with Saint-Gobain. The Company expects a mid-year completion of this
process.

INDUSTRY OVERVIEW
Building Materials

Demand for our building materials products is affected by the level of new residential and commercial construction and the level of repair and
remodeling activity, primarily in the United States.

United States new residential construction spending is dependent on the number of new homes constructed and the size of those new homes.
Demographic trends, including the replacement of an aging housing stock and increasing second-home ownership, have positively driven
demand for new home construction, contributing in part to the growth in new housing starts, as reported by the United States Census Bureau,
from 2000 through mid-2006.

Changes in general economic conditions, interest rates and housing affordability contribute to the cyclicality of the residential construction
industry. We believe that residential repair and remodeling is less cyclical than new residential construction spending and is driven by the aging
housing stock. United States commercial construction spending is dependent on general economic conditions, including gross domestic product
growth and new job creation.

Leading economic indicators and forecasts for 2007 have indicated that the new residential construction market in the United States is
weakening from the historic highs of recent years. For example: (1) according to the United States Census Bureau, privately-owned housing
starts for 2006 were 1.802 million, 12.9% below the 2005 rate of 2.068 million; and (2) according to the most recent National Association of
Home Builders ( NAHB ) forecast, total housing starts in 2007 are estimated to be 1.525 million.

Demand for certain of our products is affected in part by the level of new residential construction, although typically there is a lag of a few
months following the change in the level of construction. The recent decline in housing starts, which began in mid-2006, had a negative impact
on our business results in the fourth quarter and we expect this to continue in 2007. Should the projected decline in 2007 housing starts to

1.525 million materialize, we could potentially experience a decline in demand that could have a material negative impact on our business
results. While the Company does have certain businesses and products that are not as highly correlated with new residential construction, we
cannot be certain that the revenue and income from these businesses would mitigate any decline in our results due to the forecasted weakening in
residential housing construction activity.



Edgar Filing: Owens Corning - Form 10-K

-5-

ITEM 1. BUSINESS (continued)

Insulating Systems

United States demand for insulating products is mainly driven by new residential construction, commercial construction and residential repair
and remodeling markets. We believe that a consumer s desire to conserve energy in the face of rising energy costs and more stringent building
codes will continue to drive demand for our insulating products.

Roofing and Asphalt

United States demand for roofing and asphalt products is generally driven by both residential repair and remodeling activity, and by the new
construction markets. As a result, the residential roofing industry tends to be less cyclical than other building product categories. Each region of
the United States has a different average roof life, due to seasonal weather patterns, but on average a roof needs to be replaced approximately
every 19 years. Roof damage related to adverse weather, such as hurricanes and hail, can cause significant temporary spikes in demand such as
we experienced in portions of 2005 and early 2006. We experienced little storm related demand in the second half of 2006. This lack of storm
related demand combined, with general weakness in the markets for residential roofing shingles during the second half of 2006, negatively
impacted our results during that period as compared to the fourth quarter of 2005 and the first half of 2006.

Other Building Materials and Services

United States demand for products and services offered by our Other Building Materials and Services segment is primarily driven by the new
residential construction and residential repair and remodeling markets. Manufactured stone veneer products have experienced strong demand
driven by customer preferences, which is expected to continue as manufactured stone veneer increases its penetration into cladding applications.
Vinyl siding has experienced relatively flat demand due to competition from vinyl siding alternatives. The franchising market is expected to
produce opportunities for growth in this segment as homebuilders outsource certain remodeling services.

Composites

Composite Solutions

Demand for composites is driven by general global economic activity and, more specifically, by the increasing replacement of traditional
materials such as aluminum, wood and steel with composites that offer lighter weight and improved strength in the automotive, transportation,
industrial, infrastructure, building products and consumer markets. We expect low to moderate industry growth rates in all geographic regions
where we compete. Strong demand is expected from the commercial, industrial and infrastructure markets driven in particular by construction
and wind-energy requirements.

GENERAL

Seasonality

Sales in the segments aggregated under the building materials product category tend to follow seasonal home improvement, remodeling and
renovation and new construction industry patterns, although on a lagged basis for new residential construction. The peak season for home
construction and remodeling in our geographic markets generally corresponds with the second and third calendar quarters. Sales levels for those
segments, therefore, are typically higher during the second half of the year.

Sales and Distribution

Insulating Systems

Owens Corning sells insulating systems primarily through insulation installers, home centers, lumberyards and distributors, and commercial and

industrial insulation through specialty distributors. Foam insulation and related products are sold primarily to distributors and retailers who resell
to residential builders, remodelers and do-it-yourself customers.
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ITEM 1. BUSINESS (continued)

Roofing and Asphalt

Owens Corning sells shingles and roofing accessories primarily through home centers, lumberyards, distributors and contractors and sells other
asphalt products internally to manufacture residential roofing products and externally to other roofing manufacturers. Owens Corning also sells
asphalt to roofing contractors and distributors for built-up roofing asphalt systems and to manufacturers in a variety of other industries, including
automotive, chemical, rubber and construction.

Other Building Materials and Services

Owens Corning s vinyl siding products are sold through home centers, lumberyards, retailers, distributors and contractors as well as through its
Norandex®/Reynolds distribution centers. We also distribute other exterior building products and siding materials through our national network
of distribution centers. Cultured Stone® products are sold through contractors, retailers, home centers and distributors.

Composite Solutions

Glass fiber materials used in composites are sold to customers in the United States, Canada, Europe, Latin America and Asia. Within the
building and construction market, Owens Corning sells glass fiber and/or mat directly to a small number of major shingle manufacturers,
including its own roofing business.

Major Customers

Our largest customer comprised approximately 5% of our net sales and our top 10 customers accounted for approximately 21% of net sales in
fiscal 2006.

With respect to individual segments, major customers were as follows:

Insulating Systems. Our top customer accounted for approximately 9% of revenues in this segment for fiscal 2006. The
remainder of the top 10 customers accounted for an additional 30% of revenues in this segment for fiscal 2006.

Roofing and Asphalt. Our top customer accounted for approximately 13% of revenues in this segment for fiscal 2006. The remainder
of the top 10 customers accounted for an additional 33% of revenues in this segment for fiscal 2006.

Other Building Materials and Services. No external customer accounted for more than 2% of the segment s revenues in fiscal 2006.
The segment s top 10 customers accounted for a total of approximately 5% of revenues in this segment in fiscal 2006.

Composite Solutions. No external customer accounted for more than 7% of the segment s revenues in fiscal 2006. The
segment s top 10 external customers accounted for a total of approximately 25% of revenues in this segment in fiscal 2006.
Raw Materials

Our business relies heavily on certain commodities and raw materials used in our manufacturing and distribution processes, such as
energy-related commodities (including natural gas), asphalt, PVC, polystyrene and diesel fuel. We consider the sources and availability of these
commodities and raw materials necessary for the conduct of business in each of our segments to be adequate.

10
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ITEM 1. BUSINESS (continued)

Patents and Trademarks

Owens Corning has numerous United States and foreign patents issued and applied for relating to our products and processes in each segment,
resulting from research and development efforts.

Through continuous and extensive use of the color PINK since 1956, Owens Corning became the first owner of a single color trademark
registration in the United States. For over 25 years, Owens Corning has licensed from Metro-Goldwyn-Mayer Studios Inc. ( MGM ) (the owner of
the Pink Panther character) the exclusive right to use the Pink Panther in all of our major market segments and we make extensive use of the

Pink Panther character in the marketing of our products. We believe our PINK trademark and the Pink Panther character are some of the most
widely recognized marks in the building products industry.

We have issued royalty-bearing patent licenses to companies in several foreign countries.

Including registered trademarks for the Owens Corning logo and the color PINK, Owens Corning has approximately 350 trademarks registered
in the United States and approximately 1,300 trademarks registered in other countries.

We consider our patent and trademark positions to be adequate for the present conduct of business in each of our segments.
Working Capital

Owens Corning s manufacturing operations in each operating segment are generally continuous in nature, and we warehouse much of our
production prior to sale since we operate primarily with short delivery cycles.

Backlog
Our customer volume commitments are generally short-term, and we do not have a significant manufacturing backlog.
Competition

We compete with manufacturers, both within and outside the United States, in the sale of glass fibers and glass fiber products, including
insulation products. We also compete with other manufacturers in the sale of roofing materials, industrial asphalts, vinyl siding, windows and
patio doors and other products. Principal methods of competition include quality of products, service, location, pricing, compatibility of systems,
range of products and product design features.

In the Insulating Systems segment, major competitors include CertainTeed Corporation and Johns Manville. For the Roofing and Asphalt
segment, major competitors include CertainTeed Corporation, ElkCorp, TAMKO and GAF Materials Corporation. Major competitors in the
Other Buildings Materials and Services segment include Alside Incorporated, a division of Associated Materials Incorporated, PlyGem,
Eldorado Stone, LLC and Champion Window and Door Company. Significant competitors in the Composite Solutions segment include Johns
Manville, PPG Industries, Saint-Gobain Vetrotex, Saartex Pvt. Ltd., and Cam Elyaf San. A.S., as well as significant global competitors based in
the Asia region, especially China, such as CPIC Fiberglass, Jushi Group Co., Ltd., Taishan Fiberglass Inc., Central Glass Co., Ltd., Taiwan
Glass Ind. Corp., and NittoBoseki Co., Ltd.

11
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Research and Development

During the Successor s two months ended December 31, 2006 and the Predecessor s ten months ended October 31, 2006 and Predecessor s fiscal
years ended December 31, 2005 and 2004, we spent approximately $30 million, $50 million, $58 million, and $47 million, respectively, for
science and technology activities related to research and development. Of the amount spent by the Successor during the two months ended
December 31, 2006, $21 million was a write-off of in process research and development resulting from our adoption of fresh-start accounting.
Customer-sponsored research and development was not material in any of the last three fiscal years.

Environmental Control

Owens Corning is committed to complying with all environmental laws and regulations that are applicable to our operations. We are dedicated
to continuous improvement in our environmental, health and safety performance.

We have not experienced a material adverse effect upon our capital expenditures or competitive position as a result of environmental control
legislation and regulations. Operating costs associated with environmental compliance were approximately $46 million in fiscal 2006. We
continue to invest in equipment and process modifications to remain in compliance with applicable environmental laws and regulations
worldwide.

Our manufacturing facilities are subject to numerous national, state and local environmental protection laws and regulations. Regulatory
activities of particular importance to our operations include those addressing air pollution, water pollution, waste disposal and chemical control.
We expect passage and implementation of new laws and regulations specifically addressing climate change, toxic air emissions, ozone forming
emissions and fine particulate during the next two to five years. However, based on information known to the Company, including the nature of
our manufacturing operations and associated air emissions, at this time we do not expect any of these new laws or regulations to have a
materially adverse effect on our results of operations, financial condition or long-term liquidity.

We have been deemed by the Environmental Protection Agency ( EPA ) to be a Potentially Responsible Party ( PRP ) with respect to certain sites
under the Comprehensive Environmental Response, Compensation and Liability Act. We have also been deemed a PRP under similar state or

local laws. In other instances, other PRPs have brought suits against us as a PRP for contribution under such federal, state or local laws. At
December 31, 2006, a total of 61 such PRP designations remained unresolved by us. In most cases, we are only one of many PRPs with potential
liability for investigation and remediation at the applicable site. We are also involved with environmental investigation or remediation at a

number of other sites at which we have not been designated a PRP.

We estimate a reserve in accordance with accounting principles generally accepted in the United States to reflect environmental liabilities that
have been asserted or are probable of assertion, in which liabilities are probable and reasonably estimable. At December 31, 2006, our reserve
for such liabilities was $13 million. We will continue to review our environmental reserve and make such adjustments as appropriate.

Number of Employees

Owens Corning had approximately 19,000 full time employees at December 31, 2006. Approximately 8,000 of such employees are subject to
collective bargaining agreements. We believe that our relations with employees are good.

AVAILABILITY OF INFORMATION

Owens Corning s web site, located at www.owenscorning.com, provides information on our business and products, and assists our customers in
various building projects. Owens Corning also makes available, free of charge, through its website its annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such material is
electronically filed with or furnished to the Securities and Exchange Commission for both the Successor and Predecessor companies.

12
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ITEM 1A. RISK FACTORS
RISKS RELATED TO OUR BUSINESS AND OUR INDUSTRY

Downturns in residential and commercial construction activity or general business conditions could materially negatively impact our
business and results of operations.

Construction activity has historically been cyclical and is influenced by prevailing economic conditions, including, in particular, the level of
interest rates. A significant portion of our products are used in the residential and commercial construction, repair and improvement markets, and
demand for certain of our products is affected in part by the level of new residential construction, although typically a number of months after
the change in the level of construction. Leading economic indicators and reports issued during the second half of 2006 indicated that the new
residential construction market in the United States weakened from historic highs. For example: (1) according to the United States Census
Bureau, privately-owned housing starts for 2006 were 1.802 million, 12.9% below the 2005 rate of 2.068 million; and (2) according to the
NAHB, total housing starts in 2007 are estimated to be 1.525 million. The recent decline in housing starts which began in mid-2006, had a
negative impact on our business results in the fourth quarter and we expect this negative impact to continue in 2007. Should the projected
decline in 2007 housing starts materialize, we could potentially experience a decline in demand for our products which could have a material
negative impact on our future business results. While the Company does have certain businesses and products that are not as highly correlated
with new residential construction, we cannot be certain that the revenue and income from these businesses would mitigate any decline in our
results due to the forecasted weakening in residential housing construction activity. Other factors that may affect our business include
employment levels, availability of financing, inflation, consumer confidence, demographic shifts, consumer income, and changes in federal,
state and local government spending. Downturns in residential and commercial construction activity or general business conditions could
materially negatively impact our business and results of operations.

Adverse weather conditions and the level of severe storms could materially negatively impact our results of operations.

Weather conditions and the level of severe storms can have a significant effect on residential and commercial construction activity. Generally,
any weather conditions that slow or limit residential or commercial construction activity can negatively impact demand for our products.

Conversely, the repair of damage caused by severe storms can increase demand for certain of our products. For example, during the first, second
and fourth quarters of 2005 and the first half of 2006, we experienced increased demand for our residential roofing products in the southeastern
United States driven in part by the rebuilding effort associated with the hurricanes in 2004 and 2005. In periods with below average levels of
severe storms, demand for such products could be reduced. For example, fiscal 2006 sales in our Roofing and Asphalt segment were adversely
affected by the lower level of storm related demand in the United States, particularly during the second half of the year.

We cannot predict weather conditions with certainty. Certain weather conditions and events could lower the demand for and impact the pricing
of our products and cause our net sales and net income to decrease.

We may be exposed to increases in costs of energy, materials and transportation and reductions in availability of materials and
transportation, which could reduce our margins and harm our results of operations.

Our business relies heavily on certain commodities and raw materials used in our manufacturing and distribution processes including minerals
such as borates. Additionally, we spend a significant amount on inputs and services that are influenced by energy prices, such as natural gas,
asphalt, a large number of chemicals and resins and transportation costs. Price increases for these inputs could raise costs and reduce our margins
if we are not able to

13



Edgar Filing: Owens Corning - Form 10-K

-10-

ITEM 1A. RISK FACTORS (continued)

offset them either by increasing the prices of our products or by hedging where appropriate. Availability of certain of the raw materials we use
has, from time to time, been limited, and our sourcing of some of these raw materials from a limited number of suppliers increases the risk of
unavailability. Despite our contractual supply agreements with many of our suppliers, it is still possible that we could experience a lack of
certain raw materials which could limit our ability to produce our products, thereby adversely affecting our business, financial condition and
results of operations.

Our hedging activities to address energy price fluctuations may not be successful in offsetting future increases in those costs or may
reduce or eliminate the benefits of any decreases in those costs.

In order to mitigate short-term variation in our operating results due to commodity price fluctuations, we hedge a portion of our near-term
exposure to the cost of energy, primarily natural gas. The results of our hedging practice could be positive, neutral or negative in any period
depending on price changes in the hedged exposures. For example, the increases in the cost of natural gas and other energy commodities during
fiscal 2005 were favorable to our hedging portfolio, resulting in the recognition of $26 million of pretax income to offset the increased cost of
the hedged items. During 2006, declining natural gas costs were unfavorable to our hedging portfolio, resulting in recognizing approximately
$11 million in pretax losses.

Our hedging activities are not designed to mitigate long-term commodity price fluctuations and, therefore, will not protect us from long-term
commodity price increases. In addition, in the future our hedging positions may not correlate to our actual energy costs, which would cause
acceleration in the recognition of unrealized gains and losses on our hedging positions in our operating results.

We face significant competition in the markets we serve and we may not be able to compete successfully.

All of the markets we serve are highly competitive. We compete with manufacturers and distributors, both within and outside the United States,
in the sale of insulating products and glass fiber products. We also compete with other manufacturers and distributors in the sale of roofing
materials, industrial asphalts, manufactured stone veneer, vinyl siding, windows and patio doors and other products. Principal methods of
competition include quality of products, service, location, price, compatibility of systems, range of products and product design features. In
some cases, we face competition from manufacturers in countries able to produce similar products at lower costs and we also face competition
from the introduction by competitors of new products or technologies that may address our customers needs in a better manner, whether based
on considerations of cost, usability or effectiveness. To achieve and/or maintain leadership positions in key product categories, we must continue
to develop brand recognition and loyalty, enhance product quality and performance and customer service and develop our manufacturing and
distribution capabilities. Market competition, new entrants or overcapacity may limit our ability to raise prices for our products when necessary,
may force us to reduce prices and may also result in reduced levels of demand for our products. Our inability to compete in any of these
categories and the loss of customers and pricing pressures caused by such competition, overcapacity or other reasons could reduce the sales of
our products, thereby adversely affecting our business, financial condition and results of operations.

The seasonal nature of our building materials business may lead to variations in our quarterly earnings and cash flow, which could have
a negative impact on the price of our stock.

Sales of building materials tend to follow seasonal home improvement, remodeling and renovation and new construction patterns, although on a
lagged basis for new residential construction. The peak season for home construction and remodeling in our geographic markets generally
corresponds with the second and third fiscal quarters. Sales levels for our building materials products, therefore, are typically higher in the
second half of the year. These seasonal variations could lead to variations in our quarterly earnings and cash flow, which in turn could have a
negative impact on the price of our common stock.
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Our sales may fall rapidly in response to declines in demand because we do not operate under long-term volume agreements to supply
our customers and because of customer concentration in certain segments.

The majority of our customer volume commitments are short-term, therefore, we do not have a significant manufacturing backlog. As a result,
we do not have the hedge provided by long-term volume contracts against downturns in customer demand and sales. Further, our costs are not
susceptible to immediate adjustment in response to changes in sales. In addition, although no single customer represents more than 10% of our
annual sales, sales of some of the products in our building materials product category are dependent on a limited number of customers, who
account for a significant portion of such sales. The loss of key customers for these products, or a significant reduction in sales to those
customers, could significantly reduce our revenues in these products. In addition, if demand for our products is reduced and we are unable to
operate our manufacturing facilities at high capacity levels, the fixed costs associated with these facilities may not be fully absorbed and
productivity will be reduced, resulting in higher average unit costs and lower gross margins if we are not able to offset this higher unit cost with
price increases.

Our operations require substantial capital, leading to high levels of fixed costs that will be incurred regardless of our level of business
activity.

Our businesses are capital intensive, and regularly require capital expenditures to expand operations, maintain equipment, increase operating
efficiency and comply with environmental laws, leading to high fixed costs, including depreciation expense. We are limited in our ability to
reduce fixed costs quickly in response to reduced demand for our products and these fixed costs may not be fully absorbed, resulting in higher
average unit costs and lower gross margins if we are not able to offset this higher unit cost with price increases.

We may be subject to liability and may make substantial future expenditures to comply with environmental laws and regulations.

Our manufacturing facilities are subject to numerous foreign, federal, state and local laws and regulations relating to the presence of hazardous
materials, pollution and the protection of the environment, including those governing emissions to air, discharges to water, use, storage and
transport of hazardous materials, storage, treatment and disposal of waste, remediation of contaminated sites and protection of worker health and
safety. Liability under these laws involves inherent uncertainties. Violations of environmental, health and safety laws are subject to civil, and, in
some cases, criminal sanctions. As a result of these uncertainties, we may incur unexpected interruptions to operations, fines, penalties or other
reductions in income which could negatively impact our business, financial condition and results of operations. Continued government and
public emphasis on environmental issues is expected to result in increased future investments for environmental controls at ongoing operations,
which will be charged against income from future operations. In fiscal 2006, we expended approximately $15 million for capital related to
environmental control activities and approximately $46 million in related operating costs. We also had a reserve of approximately $13 million at
December 31, 2006 in accordance with accounting principles generally accepted in the United States to reflect environmental liabilities that have
been asserted or are probable of assertion. Present and future environmental laws and regulations applicable to our operations, and changes in
their interpretation, may require substantial capital expenditures or may require or cause us to modify or curtail our operations, which may have
a material adverse effect on our business, financial condition and results of operations.

We are subject to risks associated with our international operations.

We sell products and operate plants throughout the world. Approximately 19% of our net sales in fiscal 2006 were outside of the United States.
Our international sales and operations are subject to risks and uncertainties, including:

possible government legislation;
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difficulties and costs associated with complying with a wide variety of complex laws, treaties and regulations;

unexpected changes in regulatory environments;

economic and political conditions;

tax rates that may exceed those in the United States;

tax inefficiencies and currency exchange controls that may adversely affect our ability to repatriate cash from non-United States
subsidiaries;

the imposition of tariffs or other import or export restrictions;

costs and availability of shipping and transportation;

nationalization of properties by foreign governments; and

currency exchange rate fluctuations between the United States dollar and foreign currencies.
As we continue to