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Fomard- Looking Inf ornaEion

This report  includes forward- looking statements wi th in the meaning of
the Pr ivaEe Secur i t ies Li t igat ion Reform Act of  1-995. Any statement in th is
report  that  is  not,  a sEaEement of  h istor ical  fact  may be deemed to be a
forward-Iooking statement.  Because these forward- looking statements involve
r isks and uncertaint ies,  actual  resul ts may di f fer  mater ia l ly  f rom those
expressed or impl ied by these forward- looking statements.  We do not intend to
assume any duty Eo update or revise any forward-looking statements for new
informaEion, future events or otherwise.

Forward-looking staEements can be idenEified by the use of words such as
t tbel iev€s, t t  t t intends, t r  r rmdlr  t r  ' rshouId,  t t  t tcould,  t t  t tant ic ipates,  r r  t rexpectedrr  or
comparable terminology, or by discussions of strategies or trends. Although we
bel ieve the expectat ions ref lected in such forward- looking statements are
reasonable, we cannot give assurances that these e>q>ectations wil l prove to be
correct . Forward- looking statements involve substantial risks and
uncertaint , ies which could s igni f icant ly impact e>qlected resul ts,  and actual
resul ts could di f fer  mater ia l ly  f rom those descr ibed. I t  is  not  possible Eo
ident i fy al l  of  the r isks and uncertaint ies we face that could cause actual
resul ts to di f fer  mater ia l ly  f rom those descr ibed in th is reporE. BuE, we have
incl-uded discussion on the fol lowing most s igni f icant r isk factors in I tem 1-A
of th is document:

a

o

I

a

Future supply and demand for our products

The extent of  the dependence of  certain of  our businesses on certain
market sectors
The cycl ical i ty of  our businesses
Customer inventory leveIs (such as the extent Eo which our customers
Bdy, f rom t ime to t ime, accelerate purchases of  TiO2 in advance of
ant ic ipated pr ice increases or defer purchases of  TiO2 in advance of
ant ic ipated pr ice decreases)
Changes in raw mater ia l  and other operat ing costs (  such as energ"y costs )
The possibi l i ty  of  labor disrupt ions
General  g lobaI economic and pol i t ical  condi t ions (such as changes in the
level  of  gross domest ic product in var ious regions of  the wor ld and the
impact, of such changes on demand for TiO2)
Competit ive products and substitute products

Customer and competitor strategies
Potent ia l  consol idat ion of  our compet i tors
The impact of pricing and production decisions
Competit ive technology positions

The introduction of trade barriers
Fluctuations in currency exchange rates (such as changes in the exchange
rate between the U.S. doLlar and each of the euro, the Norwegian kroner
and the Canadian dollar)
operat ing interrupt ions ( includirg,  but  not l imiued Eo, labor disputes,
leaks,  natural  d isasters,  f i res,  explosions, unscheduled or unplanned
downt ime and transportat ion interrupt ions)
The timing and amounts of insurance recoveries
our abi l i ty  to renew or ref inance credi t  faci l - i t ies
The ultimate outcome of income tax audits, tax settlement init iatives or
other tax matters
The ulEimate abi l i ty  to ut i l ize income tax at t r ibutes,  Ehe benef i ts of
which have been recognized under the more-1ikely-than-not recognition
cr i ter ia
Environmental  matters (such as those reguir ing compl iance with emission
and discharge standards for exist ing and new faci l i t ies)
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. Government laws and regulations and possible changes therein
o The ul t imate resolut ion of  pending l i t igat ion
.  Possible future l i t igat ion

Shou1d one or more of  these r isks mater ia l ize (or the consequences of
such a development worsen) , et should the underlying assumptions prove
incorrect ,  actual  resul ts could di f fer  mater ia l ly  f rom those forecasted or
expected. We disclaim any intent ion or obl igat ion to update or revise any
forward-looking statements wheLher as a result of changes in information,
future events or otherwise.

rTEilf 1. BUSINESS

General

Kronos Worldwide, Inc.  (NySg: KRO), a Delaware corporat ion,  is  a leading
global  producer and marketer of  value-added t i tanium dioxide pigments
("TiOz, ' ) .  W€, along with our distr ibutors and agents,  se11 and provide
technical  services for  our products to over 4,000 customers in approximately
LOO countr ies wi th the major i ty of  sales in Europe and North America.  We
bel ieve that we have developed considerable expert ise and ef f ic iency in the
manufacture,  sa1e, shipment and service of  our products in domest ic and
internat ional  markets .

TiO2 is an inorganic pigment used to impart  whi teness, br ightness and
opaci ty for  products such as coat ings,  p last ics,  paper,  f ibers,  food, ceramics
and cosmetics.  TiO2 is considered a "qual i ty-of-1i fe" product wi th demand and
growth af fected by gross domest ic product and overal l  economic condiEions in
our markets in var ious parts of  the wor ld.  TiO2 der ives i ts value from i ts
whitening propert ies and hiding power (opaci ty)  ,  which is the abi l i ty  to cover
or mask other mater ia ls ef fect ively and ef f ic ient ly.  TiO, is the largest
commercial ly used whitening pigment because i t  has a high refract ive rat ing
giving it more hiding power than any other commercially produced white
pigment.  rn addi t ion,  TiO2 has excel lent  resistance to interact ion wi th other
chemicals,  good thermal stabi l i ty  and resistance Eo ul t raviolet  degradat ion.
We ship Tio2 to our customers in ei ther a powder or s lurry form via rai l ,
t , ruck or ocean carr ier .  We, including our predecessors,  have produced and
marketed TiO2 in North America and Europe for over 80 years.

We beLieve thaE we are the second largest producer of TiO2 in Europe
with an est imated 1-9t  share of  European TiO2 sales volume. Approximately one-
hal f  of  our 2007 sales volumes was atEr ibutable to markets in Europe. We have
an est imated 1-58 share of  North American TiO2 sales volume. Per capi ta
ut i l izat ion of  TiO2 in the United States and Western Europe far exceeds that
of  other areas in the wor ld.  We expect t ,hese markets to cont inue to be the
largest consumers of  TiO2 for the foreseeable future.  I t  is  probable t ,hat
s igni f icant markets for  TiO2 could emerge in Eastern Europe or the Far East as
the economies in these regions develop to the point  that  gual i ty-of-1i fe
products,  including TiO2, exper ience greater demand. In addi t ion,  China has
developed into a significant market and as its economy continues to develop it
is  probable that  gual i ty-of- l i fe products,  including TiO2, wi l l  exper ience
greater demand in that country.

Sales of  TiO2 were about 90t of  our net sales in 2007. The remaining
10* of net sales is made up of other product l ines that are complementary to
TiO2. These other products are descr ibed as fo l lows:

o We own and operate an i lmenite mine in Norway pursuant, to a
governmental concession with an unlimited. term, and we are currently
excavat ing a second mine located near the f i rst  mine. I lmeni te is a
raw mater ia l  used direct ly as a feedstock by some sul fate-process
Tio2 plants,  including alL of  our European sul fate-process plants.
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We also seI l  i lmeni te ore to th i rd-part ies,  some of whom are our
compet i tors.  The mines have est imated aggregate reserves that are
expected to last  for  at ,  least  another 50 years.

o we manufacture and sel I  i ron-based chemicals,  which are co-products
and processed co-products of  t ,he Tio2 pigmenE product ion pro"e"" .
These co-product chemicals are marketed through our Ecochem div is ion,
and are used pr imari ly as t reatment and. condi t ioning agents for
industr ia l  ef f luents and municipal  wastewater as wel l  as in the
manufacture of  i ron pigments,  cement and agr icul tural  products .

o we manufacture and seII  t i tanium oxychlor ide and. t i tanyl  sul fate,
which are s ide-stream products f rom the prod.uct ion of  Tio; .  Ti tanium
oxychlor ide is used in specialEy appl ic i t ions in the formuLat ion of
pear lescent pigments,  product ion of  e lectroceramic capaci tors for
cel l  phones and other electronic devices.  Ti tanyl  sul f l te prod.ucts
are used pr imari ly in pear lescent pigment,s.

At December 31, 2007, approximately 59t of  our common stock was owned by
Valhi, Inc . (lUySn : VHI ) and approximately 3 5t was owned by NL f nd.ustries
(NYSE :  NL) .  Valhi  a lso owns 83 t  of  NL rndustr ies '  outst ,anding common stock.  A
subsidiary of  Contran Corporat ion held approximately 93t of  Valhi ,  s
outstanding common stock.  Substant ia l ly  i f f  of  contran Corporat ion,  s
outstanding vot ing stock is held by t rust !  establ ished for the benef i t  of
certain descendants of  Harold c.  Simmons (of  which Mr.  Simmons is t rustee),  or
is held by persons or other ent i t ies rel-ated to Mr.  s immons. consequent ly,
Mr.  Simmons may be deemed to control  a l l  of  these companies.

Manufacturing and operat,ion

we currently produce over 4 o dif f erent Tio2 grad.es und.er the Kronosu
trademark which provide a var iety of  performance pioplr t ies to meet customers,
speci f ic  requirements.  Our major customers include domest ic and j .nternat ional
paint ,  p last ics and paper manufacturers.

Extenders, such as kaolin clays, calcium carbonate and polymeric
opacif iers, are used in a number of the same end.-use markets as whit,e i igments .
However, the opacity in these products is not able to duplicate the p"iror*ance
character ist ics of  TiO2, therefore we bel ieve these product.s are not ef fect ive
subst i tutes for  TiO2.

.  we produce Tio2 in t ,wo crystal l ine f  orms: rut i le and anatase. RuEi le
Tio2 is manufactured using both a chlor ide prod,uct ion process and a sul fate
product ' ion process 

'  
whereas anatase TiO2 is only prodirced using a sul f  ate

product ion process. chlor ide process rut i le is prefLrred for the major i ty of
customer appl icat ions.  From a technical  standpoint ,  chlor ide pro".J,  rut i le
has a bluer undertone and higher durabi l i ty  -  

than sul fate process rut i le.
Arthough many end-use appl icat ions can use ei ther form, chlor ide process
rut i le is the preferred form for use in coat ings and plast ics,  the two largest
end-use markets.  Sul fate process anatase repr-sents a much smal ler  percentage
of annual  gIobaI Tio,  product ion and is pre?erred for use in selecied paper,
ceramics,  rubber t i res,  man-made f ibers,  iood and. cosmet ics.

ChToride production process. Approximately three-fourths of our current
product ion capaci ty is based on Ehe chlor ide process. The chlor ide process is
a cont inuous process in which chlor ine is uied to extract  ruEi le i iOr.  The
chlor ide process typical ly has Lower manufactur ing costs than the sul fate
process due to newer technology, higher y ie ld,  less waste,  lower energy
requiremenEs and l -ower labor costs.  the chlor ide process produces less waste
than the suLfate process because much of  the chlor ine is recycled an6
feedstock bear ing a higher t iLanium content is used..
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Sulfate product ion process. The sul fate process is a batch chemical
process that uses sul fur ic acid to extract  both rut i le and anatase TiO2.

Once an intermediate TiO2 pigment has been produced by ei ther the
chlor ide or sul fate process, i t  is  " f in ished" into product,s wi th speci f ic
performance character ist ics for  part icular end-use appl icat ions through
propr ietary processes involv ing var ious chemical  surface treatments and
j-ntensive microni  z ing (mi l l ing) .  Due to environmental-  f  actors and customer
considerat ions,  the proport ion of  TiO2 industry sales represented by chLor ide
process pigments has increased relat ive to sul- fate process pigments and, in
2007, chlor ide process product, ion faci l i t ies represented approximately 508 of
industry capaci ty.

We produced 512,000 metr ic tons of  TiO2 in 2007, down sl ight ly f rom the
51-5,000 metr ic tons we produced in 2006. Such product, ion amounts include our
50? interest  in the TiO2 manufactur ing jo int-venture discussed beLow. Our
average product ion capaci ty ut i l izat ion rates were near fu lL capaci ty in 2005,
2005 and 2007. Our product ion capaci ty has increased by approximately 308
over the past ten years due to debott lenecking programs, wi th only moderate
capi ta l  expendi tures.  We bel ieve our annual-  at ta inable product ion capaci ty
for 2008 is approximately 532,000 metr ie tons,  wi th some sl ight  addi t ional
capaci ty avai lable in 2009 t ,hrough our cont inued debott lenecking ef for ts.

Raw Mater ia ls

The pr imary raw mater j -aIs used in chlor ide process TiO2 are t i tanium-
containing feedstock (natural  rut i l -e ore or purchased sLag),  chLor ine and
coke. Chlor ine and coke are avai l -able f rom a number of  suppl iers.  Ti tanium-
containing feedstock sui tabl-e for  use in the chlor ide process is avai lable
from a l imi ted but increasing number of  suppl iers pr incipal ly in Austral ia,
South Afr ica,  Canada, India and the United States.  We purchase chl-or ide
process grade slag from Rio Tinto I ron and Ti tanium under a long-term supply
contract  that  expires at  the end of  201,1.  We purchase natural  rut i l -e ore
pr imari ly f rom I luka Resources, t imi ted under a long-term supply contract  that
expires at  the end of  2009. We expect to be successful  in obtaining long-term
extensions to these and other exist ing supply contracts pr ior  to their
expirat ion.  We expect the raw mater ia l -s purchased under t ,hese contracts to
meet our chlor ide process feedstock requirements over the next severaL years.

The pr imary raw mater iaLs used in sul fate process TiO2 are t i tanium-
containing feedstock (pr imari ly i lmeni te f rom our Norwegian mine or purchased
slag) and sul fur ic acid.  Sul fur ic acid is avai lable f rom a number of
suppl iers.  Tj- tanium-containing f  eedstock sui tabl-e for  use in the sul f  ate
process is avai lable f rom a l imi ted number of  suppl iers pr incipal ly in Norway,
Canada, Austral ia,  India and South Afr ica.  As one of  the few vert ical ly
integrated producers of  sul fate process TiO2 we own and operate a rock
i lmenite mine in Norway, which provided al l  of  the feedstock for  our European
sul fate process TiO2 plants in 2007. We expect i lmeni te product ion f rom our
mine to meet our European sul fate process feedstock requirements for  the
foreseeabl-e future.  For our Canadian sul- fate process plant,  w€ also purchase
su1fate grade slag pr imari ly f rom Q.I .T.  Fer et  Ti tane Inc.  (aLso a subsidiary
of Rio Tinto f ron and Ti tanium),  under a long-term supply contract  that
expires at  the end of  2009 and Tinfos Ti tan and Iron KS under a supply
contract  that  expires in 201-0.  We expect the raw mater ia ls purchased under
these contracts to meet our sul fate process feedst,ock requirements over the
next few years.

Many of  our raw mater ia l  contracts contain f ixed quant i t ies we are
required to purchase, al though these contracts al low for an upward or downward
adjustment in the quant i ty purchased. We are not.  required to purchase
feedstock in excess of  amounts that  we would reasonably consume in any given
year.  The pr ic ing under these agreements is general ly negot iated annual1y.
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The fol lowing table summarizes our
2007 .

Product ion Process/naw Mater iaL

raw mater ia l -s purchased or mined in

Raw Materials Procured or Mined
(In thousands of  metr ic tons)

Chlor ide process plants:
Purchased slag or nat,ural-  rut iLe ore

Sul- f  ate process plants:
Raw i lmenite ore mined & used internal ly
Purchased slag

TiO2 manufacturing joint, venture

470

3 r.1
25

We hold a 50t interest  in a manufactur ing jo int  venture wi th Huntsman
Holding LLC. The jo int  venture owns and operates a chlor ide process TiO2
faci l i ty  located in Lake Charles,  Louis iana. We share product ion f rom the
plant equal ly wi th Huntsman pursuant to separate of f take agreements.

A supervisory commit , tee directs the business and af fa i rs of  the jo int
venture,  including product, ion and output decis ions. This commit tee is
composed of four members, two of whom we appoint and two of whom Huntsman
appoints.  Two general  managers manage the operat ions of  t .he jo int  venture
act ing under the direct ion of  the supervisory commit tee. We appoint  one
general  manager and Huntsman appoints the other.

We are required to purchase one-hal f  of  the TiO2 produced by the jo int
venture.  The jo int  venture is not consol- idated in our f inancial  statements
because we do not control  i t .  We account for  our interesE in the jo inE
venture by the equi ty method. The j  o int  venture operates on a break-even
basis,  and therefore we do not have any equi ty in earnings of  the jo int
wenture.  we share al l  costs and caBital  expendi tures of  the jo int  venture
equal ly wi th Huntsman with the except ion of  raw mater ia l  and packaging costs
for the pigment grades produced. Our share of the net costs is reported as
cost of  sal-es as the related TiO2 is sol-d.  See Notes 6 and L3 to the
Consol idat .ed Financial  Statements.

Competi t ion

The TiO2 industry is highly compet i t ive.  Our pr incipal  compet, i tors are
E.I .  du Pont de Nemours & Co.;  Mi l lennium Inorganic Chemicals,  fnc.  (a
subsidiary of  Nat, ional  Ti tanium Dioxide Company Ltd.  (Cr istal)  )  ;  Tronox
fncorporated; Huntsman Corporat ion;  and Ishihara Sangyo Kaisha, Lt .d.  These
compet i tors have est imated indiv idual  shares of  TiO2 product ion capaci ty
ranging from 4t ( for  Ishihara) to 22? ( for  DuPont) ,  and an est imated aggregate
share of  wor l -dwide TiO2 product ion vol-ume in excess of  508. DuPont has about
one-hal f  of  t ,otal-  North American TiO2 product ion capaci ty and is our pr incipal
North American compet i tor .

We compete pr imari ly on the basis of  pr ice,  product qual i ty,  technical-
service and the avai labi l i ty  of  h igh performance pigment grades. Al though
certain TiO2 grades are considered special ty pigments,  the major i t ,y of  our
grades and substant ia l ly  a l l  of  our product ion are considered commodity
pigments wi th pr ice general ly being the most s igni f icant compet i t ive factor.
We beLieve that we are the leading selLer of  TiO2 in several  countr ies,
including Germany, wi th an est imated L2* share of  wor l -dwide TiO2 sal-es vol-ume
in 2007. Overa11, we are the wor ld 's f i f th- largest producer of  TiO2.

Worl-dwide capaci ty addi t ions in the TiO2 market resul t ing f rom
const.ruct ion of  greenf ie ld plants require s igni f icant capi ta l  expendi tures and
substant ia l  l -ead t ime ( t1pical ly three to f ive years in our exper ience) .  We
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are not aware of any TiO2 plants currently under construction. DuPont has
announced i ts intent ion to bui ld a TiO2 faci l i ty  in China, but i t  is  not  c lear
when construct ion wi l l  begin and i t  is  not  I ikeIy that  any product wouLd be
avai lable unt i l  20IL,  €r t  the ear l iest .

We expect that  industry capaci ty wi l l  increase as we and our compet i tors
cont inue to debott , l -eneck our exist ing f  aci l i t ies.  We expect the average annual
increase in industry capaci ty f rom announced debott lenecking proj  ects to be
l-ess than t.he average annual- demand growth for TiO2 during the next three to
f ive years.  However,  w€ can not assure that future increases in the TiO2
industry product ion capaciEy and future average annual  demand growth rates for
TiO2 wi l - l  conform to our expectat ions.  I f  act ,ual-  developments di f  f  er  f  rom our
expectat ions,  ours and the TiO2 industryrs performances could be unfavorably
af fected.

Research and development,

Our research and development act iv i t ies are directed pr imari ly on
improving the chl-or ide and sul fate product ion processes, improving product
qual i ty and strengthening our compet i t ive posi t ion by developing new pigment
appl icat ions.  We pr imari ly conduct research and development act iv i t ies at  our
Leverkusen, Germany faci l i ty .  Our expendi tures for  research and development
and certain technical  support  programs were approximately $9 mi l l ion in 2005,
$11 mi l l ion in 2006 and $tz mi l l ion in 2007.

We continually seek to improve the guality of our grades and have been
successful  at  developing new grades for exist ing and new appl icat ions to meet
the needs of  customers and increase product l i fe cycJ-e.  Since 2002, wo have
added L4 new grades for plast ics,  coat ings,  f ibers and paper l -aminate
appl icat ions.

Patents and tradeurarks

We bel ieve that our patents held for  products and product ion processes
are important to us and our cont inuing business act . iv i t ies.  We seek patent
protect ion for  our technical  developments,  pr incipal ly in Lhe United States,
Canada and Europe, and from t ime to Lime we enter into l icensing arrangements
with th i rd part ies.  Our exist ing patents general ly have Lerms of  20 years
from the date of  f i l ing,  and have remaining terms ranging from 2 to !9 years.
We seek to protect  our intel l -ectual  property r ight ,s,  including our patent
r ights,  and from t ime to Eime are engaged in disputes relat ing to the
protect ion and use of  intel1ectual  property relat ing to our products.

Our t.rademarks, including Kronos, are protected by regisErat,ion in the
United States and elsewhere with respect to those products we manufacture and
selL. We al-so rely on unpatented proprietary know-how and continuing
technol-ogical  innovat ion,  and other t rade secrets to develop and maintain our
compet i t ive posi t . ion.  our propr iet ,ary chLor ide product ion process is an
important part of our technology, and our busj-ness could be harmed if we fail
to maintain conf ident ia l i t .y  of  our t rade secrets used in th is technology.

Major customers

We sel1 to a diverse customer base, and no single customer made up more
than L0t of  our sal-es for  2007. Our largest ten customers accounted for
approximat.ely 27* of  sal-es in 2007 .

Seasonal i ty

Neither our business as a whoLe nor that  of  any of  our pr incipal  product
groups is seasonal  to any signi f icant extent.  However,  TiO2 sales are
general ly higher in the f i rst  hal f  of  the year.  This is due in part  to the
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increase in paint  product ion in the spr ing to meet demand dur ing the spr ing
and summer paint ing season.

Ernployees

As of  December 31, 2007, wo employed approximately 2,400 persons
(excluding employees of  the Louis iana jo int  venture),  wi th 50 employees in the

United States,  4!0 employees in Canada and 1,940 employees in Europe.

Our hour ly employees in product ion faci l i t , ies wor ldwide, including the
Tio2 jo int  venture,  are represented by a var iety of  l -abor unions under Labor
agreements wi th var ious expirat ion dates.  Our European union employees are
covered by master col-l-ective bargaining agreements in the chemical-s industry
that are renewed annually. Our Canadian union employees are covered by a
col lect ive bargaining agreement that  expires in June 20L0.

Regulatory and environmental matters

Our operat ions are governed by var ious environmental  laws and
regulat ions.  Certain of  our operat ions are,  or  have been, engaged in the
handl- i rg,  manufacture or use of  substances or compounds that may be considered
toxic or hazardous within the meaning of  appl icable environmental-  laws and
regulat ions.  As with other companies engaged in s imi lar  businesses, certain
of our past and current operat ions and products have the pot.ent ia l  to cause
environmental-  or  other damage. We have implement,ed and cont inue to implement
var ious pol ic ies and programs in an ef for t  to minimize these r isks.  Our
pol icy is to maintaj-n compl iance with appl icable environmental  l -aws and
regulat ions at  a l l  of  our faci l i t ies and to str ive to improve our
environmental  performance. IE is possible that  future developments,  such as
str icter requirements in environmental  laws and enforcement pol ic ies,  could
adversely af fect .  our product ion,  handl i rg,  use, storage, t ransportat ion,  sal-e
or disposal  of  such subst,ances and couLd adversely af fect  our consol idated
f inanciaL posi t ion and resuLts of  operat ions or l iquidi ty.

Our U.S. manufactur ing operat ions are governed by federaL environmental-
and worker hea1th and saf ety l -aws and regulat ions.  These pr imari ly cons j -st .  of
the Resource Conservat ion and Recovery Act ("RCRA";,  the Occupat ional-  Safety
and Heal- th Act,  the Cl-ean Air  Act ,  the Cl-ean Water Act,  the Saf e Dr inking
Water Act,  the Toxic Substances Control"  Act  and the Comprehensive
Environmental-  Response, Compensat ion and Liabi l i ty  Act,  as amended by the
Superfund Amendments and Reauthor izat ion Act ("CERCLA"),  as wel l  as the staEe
counterparts of  these statutes.  We bel ieve the TiO2 plant owned by the jo int ,
venture and a TiO2 slurry faci l i ty  owned by us in Lake Charl-es,  Louis iana are
in substant ia l  compl iance with appl icable requirements of  these Laws or
compl iance orders issued thereunder.  These are our only U.S. manufactur ing
faci l i t ies.

Whi le the Laws regulat ing operat ions of  indust.r ia l  faci l i t ies in Europe
vary from country to country, a common regulatory framework is provided by the
European Union (  "EU" )  .  Germany and Belgium are members of  the EU and fol low
its in i t iat ives. Norway is not a member but general ly patterns i ts
environmental-  regulatory act ions af t .er  the EU. We bel ieve we have obtained
aLl  required permits and are in substant ia l  compl iance with appl icabl-e
environmental-  requirements for  our European and Canadian faci l i t ies.

At our sul- f  ate plant f  aci l i t ies in Germany, w€ recycle weak sul f  ur ic
acid ei ther through contracts wi th th i rd part ies or at  our own faci l i t ies.  In
addi t ion,  at  our German l -ocat ions we have a contract  wi th a th i rd party to
treat certain sul fate-process ef f luents.  At  our Norwegian plant,  w€ ship
spent acid to a t .h i rd party l -ocat ion where i t  is  t reated and disposed. These
contracts may be terminated by ei ther party af ter  g iv ing three or four years
advance not ice,  depending on t ,he contract  .
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From t ime to t ime, our faci l i t ies may be subject  to environmentaL
regulatory enforcement under U. S. and non-U. S. statutes.  Typical ly we
estabLish compl iance programs to resolve these matters.  Occasional ly,  we may
pay penal t ies.  To date such penal t ies have not invoLved amounts having a
mater ia l  adverse ef fect  on our consol idated f inanciaL posi t ion,  resul- ts of
operat ions or l iquidi ty.  We bel- ieve that al l -  of  our f  aci l i t ies are in
substant ia l  compl iance with appl icabl-e environmental  l -aws.

Capital  expendi tures in 2007 re1ated to ongoing environmental-
compl iance, protect ion and improvement programs were $5.5 mi1l ion,  and are
current ly expected to be approximately $7 miLl ion in 2008.

Website and ot,her avaiLable inforuration

Our f  iscal  year ends December 3l-  .  Our annual-  reports on Form 10 -K,
quarter ly reports on Form 10 -Q, current reports on Form 8 -K, and any
amendments to t ,hose reporEs are avai lable on our websi te at
www.kronost io2,  com. These reports are avai l -abl-e on the websi te,  wi thout
crrarg@sisreasonab1ypract icab]-eafterwef i1eorfurnishthem
electronical ly wi th the Secur i t ies and Exchange Commission ("SEC")
Addi t ional-  informat ion regarding us,  including our Audi t ,  Commit tee charEer,
Code of  Business Conduct and Ethics and our Corporate Governance Guidel ines,
can also be found at  th is websi te.  InformaEion contained on our websi te is
not part  of  th is report .  We wi l l  a lso provide free copies of  such documents
upon wri t ten request.  Such requests should be directed to the Corporate
Secretary at  our address on the cover page of  th is Form L0-K.

The publ ic may read and copy any mater ia l -s we f i le wi th the SEC at the
SEC's Publ ic Reference Room at 1-00 F Street,  N.E.,  Washington, D.C. 20549.
The publ ic may obtain informat ion about the operat ion of  the Publ ic Reference
Room by cal l ing the SEC at 1--800-SEC-0330. We are an eLectronic f i ler ,  and
the SEC maintains an internet websi te that  contains reports,  proxy and
informat ion sEatements,  and other informat ion regarding issuers thaL f i le
electronical ly wi th the SEC at www.sec.gov.

ITEM 1A. RISK FACTORS

Below are certain r isk factors associated with our business. rn
addi t ion to the potent, ia l  ef fect  of  these r isk factors discussed beIow, any
r isk factor which coul-d resul- t  in reduced earnings or operat ing losses ,  et
reduced l iquidi ty,  could in turn adversely af fect  our abi l i ty  Eo service our
l iabi l i t ies or pay div idends on our common stock or adversely af fecE the
quoted market pr ices for  our secur i t ies.

Demand for, and prices of, certain of our products are cyclical and we may
e:cSrerience prolonged depressed market conditions for our products, which may
resul t  in reduced earnings or operat ing logges.

Approximately 90t of  our revenues are at t r ibutabLe Eo sales of  TiO2.
Pr ic ing wi th in the g1obal  TiO2 industry over the long term is cycl ical- ,  and
changes in economic condi t ions,  especial ly in Western industr ia l ized nat ions,
can signi f icant ly impact our earnings and operat ing cash f l -ows. This may
resul t  in reduced earnings or operat ing l -osses.

Histor ical ly,  the markets for  many of  our products have exper ienced
aLternat ing per iods of  increasing and decreasing demand. Relat ive changes in
the sel l ing pr ices for  our products are one of  the main factors that  af fects
the level  of  our prof i tabi l i ty .  In per iods of  increasing demand, our sel l ing
pr ices and prof i t  margins general ly wi t l  tend to increase, whiLe in per iods of
decreasing demand our sel l ing pr ices and prof i t  margins general ly tend to
decrease. Future growth in demand for TiO2 may not be suff ic ient  to al l -eviate
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any future condi t ions of  excess industry capaci ty,  and such condi t ions may not
be sustained or may be further aggravated by ant ic ipated or unant ic ipated
capaci ty addi t ions or other events.

The demand for TiO2 dur ing a given year is aLso subject  to annual
seasonal  f luctuat ions.  Tio2 sales are general ly higher in t .he f i rst  hal f  of
the year.  This is due in part .  to the j -ncrease in paint  product ion in the
spr ing to meet demand dur ing the spr ing and summer paint ing season. See I tem
7 .  "Management 's Discussion and Analysis of  Financial  Condi t ion and Resul ts of
Operat ions" for  fur ther discussion on product ion and pr ice changes.

We seII several of our products in mature and highly competit ive indust,ries
and f  ace pr ice pressures in the market,s in which we operate,  which may resul t
in reduced earnings or operat ing logseg.

The gIobal  markets in which we operate our business are highly
compet i t ive.  Compet. i t ion is based on a number of  factors,  such as pr ice,
product qual i ty and service.  Some of our compet i tors may be able to dr ive
down pr ices for  our products because their  costs are lower than our costs.  In
addi t ion,  some of our compet i torsr  f inancial- ,  technological  and other
resources may be greater than our resources, and such compet i tors may be
better abl-e to wi thstand changes in market,  condi t ions.  Our compet i tors may be
abLe to respond more quickly than we can to new or emerging technol-ogies and
changes in customer requirements.  Further,  consol idat ion of  our compet i tors
or customers may resul- t  in reduced demand for our products or make i t  more
di f f icul t  for  us Eo compete wi th our compet i tors.  New compet i tors coul-d
emerge by modify ing their  exist ing product ion faci l i t ies so they coul-d
manufacture products that  compete wi th our products.  The occurrence of  any of
these events couLd resul t  in reduced earnings or operat ing losses.

Higher costs or l imi ted avai labi l i ty  of  our raw nrater ia ls may reduce our
earnings and decrease our l iquidi ty.

The number of  sources for and avai labi l i ty  of ,  certain raw mater iaLs is
speci f ic  to the part icular geographical  region in which a faci l i ty  is  l -ocated.
For example,  t i tanium-containing f  eedstocks sui t .abl-e f  or  use in our Tio2
faci l iEies are avai lable f rom a l - imi ted number of  suppl iers around the wor l -d.
Pol i t ical-  and economic instabi l i ty  in the countr ies f rom which we purchase our
raw mat.er ia l  suppl ies could adversely af fect  their  avai labi l i ty .  I f  our
worl-dwide vendors were unabLe to meet their  contractual  obl igat  j -ons and we
were unabl-e to obtain necessary raw mater ia ls,  w€ coul-d incur higher costs f  or
raw mater ia ls or may be required to reduce product ion leve1s. We may not
always be able to increase our sel l ing pr ices to of fset  t .he impact of  any
higher costs or reduced product ion Ieve1s, which could reduce our earnings and
decrease our l iquidi ty.

Our leverage may irnpair our financial condition or l imit our abil ity to
operate our businesses.

We current ly have a s igni f icant amount of  debt.  As of  December 31,
2007, our total-  consol idated debt was approximately $505 mi l l ion,
substant ia l ly  a l l  of  which relates to Senior Secured Notes of  our whol Iy-owned
subsidiary,  Kronos Internat ional ,  Inc.  Our l -evel-  of  debt could have important
consequences to our stockholders and credi tors,  including:

making i t  more di f f icul t  for  us to sat isfy our obl igat ions wi th respect
to our l iabi l i t ies;
lncreaslng our
condi t ions;
requir ing that
Ehe payment of

vulnerabi l i ty  to adverse general  economic and industry

a port ion of  our cash f lows from operat ions be used for
interest .  on our debt,  which reduces our abi l i ty  to use
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our cash f low to fund working capi ta l ,  capi ta l  expendi tures,  d iv idends
on our common stock,  acquis i t ions or general  corporate requirements;

o f imi t ing our abi l i ty  to obtain addi t ionaL f inancing to fund future
working capi ta l ,  capi ta l  expendi tures,  acquis i t ions or general  corporate
requirements;

o l imi t ing our f lexibi l i ty  in planning for,  or  react ing Eo, changes in our
business and the industry in which we operate;  and

e placing us at  a compet i t ive disadvantage reLat ive to other l -ess
leveraged compet i tors .

In addi t ion to our indebtedness, we are party to var ious Lease and other
agreements pursuant to which,  a long with our indebtedness, we are commit ted to
pay approximately $31-5 mi l l ion in 2008. Our abi l i ty  to make paymenEs on and
ref inance our debt,  and to fund planned capi ta l  expendi tures,  depends on our
future abi l i t ,y  to generate cash f l -ow. To some extent,  th is is subject  to
general  economic,  f inancial ,  compet i t ive,  legis lat ive,  regulatory and other
factors that  are beyond our controL. In addi t ion,  our abi l i ty  to borrow funds
under our subsidiar ies '  credi t  faci l i t ies in t ,he future wi l l ,  in some
instances, depend in part  on these subsidiar ies '  abi l i t .y  to maintain speci f ied
f inancial-  rat ios and sat isfy certain f inanciaL covenants conEained in the
appl icabLe credi t  agreement.

Our business may not generate cash f lows from operat ing acEivi t ies
suff ic ient  to enable us to pay our debts when they become due and to fund our
ot ,her l iquidi ty needs. As a resul- t , ,  wo may need to ref inance al l  or  a port ion
of our debt before matur i t ,y.  We may not be abl-e to ref inance any of  our debt
in a t imely manner on favorable terms, i f  at  a l - I .  Any inabi l i ty  to generate
suff ic ient  cash f lows or to ref inance our debt on favorable terms could have a
mater ia l -  adverse ef  f  ect  on our f  inancial-  condi t ion.

rTEM ].8. T'NRESOI,VED STAFF COMMEIiflTS.

None .

ITEM 2. PROPERTIES

We current ly operate s ix TiO2 faci l i t ies,  two slurry faci l iL ies and an
i l -menite mine at  the fo l lowing locat ions:

Locat ion

Ireverkusen, Germany
Nordenham, Germany
Langerbrugge, Belgium
Fredr ikstad, Norway
Varennes, Quebec, Canada

Our co-products are produced at
f  aci l - i t ies,  and our t i tanium chemicals
Belgian faci l i t ies.

Descr ipt ion

TiO2 product ion,  Chlor ide and suLfate process

TiO2 product ion,  Sul- fate process

TiO2 product ion,  Chl-or ide process
TiO2 product, ion,  Sul- fate process
TiO2 product ion,  Chlor ide and sul fate process,

our German, Norwegian and Belgian
are produced at our Canadian and

slurry faci l i ty
Lake Charles,  Louis iana (1) TiO2 product ion,  Chlor ide process

Lake CharLes, Louis iana Slurry faci l i ty
Hauge i  Dalane, Norway (2) I lmeni te mine

(1) We operate th is faci l i ty  in a 50t owned jo int ,  venture wi th Huntsman
Holdings, LLC. (see Not.e 5 to the Consol- idated Financial-  Statements) .
(2)  We are current ly excavat ing a second mine l -ocated near our current

mine in Norway.
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We own al l  of  our pr incipal  producEion faci l i t , ies descr ibed above,
except for  the l -and under the Fredr ikstad, Norway and Leverkusen, Germany
faci l i t ies.  The Norwegian plant is located on publ ic l -and and is leased unt i l
2013, wi th an opt ion to extend the lease for an addi t ional  50 years.  Our
pr incipal  German operat ing subsidiary Leases the Land under our Leverkusen
plant pursuant,  to a lease with Bayer AG that expires in 2050. We own the
Leverkusen f  aci1i t ,y,  which represents about one-third of  our current TiO2
product ion capaci ty and is l -ocated within an extensive manufactur ing complex.
Rent f  or  the land Lease associated with the l - ,everkusen f  aci l i ty  is
per iodical ly establ ished by agreemenE with Bayer AG for per iods of  at  Least
two years at  a t ime .  Bayer AG provides some raw mat,er ia ls,  including
chlor ine,  auxi l iary and operat ing mater ia ls,  ut i l i t ies and services necessary
to operate the Leverkusen faci l i ty  under separate suppl ies and services
agreements.

Our corporate headquart .ers is locat,ed in DaLl-as,  Texas .  We have under
l -ease var ious corporat .e and administrat ive of  f  ices located in the U. S. and
var ious sales of f ices Located in the U.S.,  France, the Nether lands and the
U.K. The roads leading Eo our faciLi t ies are general ly maintained by the
appl icable loca1 government and are adequate for  our purposes.

Informat ion on our propert ies is incorporat ,ed by ref  erence to I t .em 1:
Business, Manufactur ing and Operat ions above. See Note 14 to our Consol- idated
Financial-  Statements for  informat ion on our Leases.

ITEM 3. IJEGAIJ PROEEEDINGS

We are invo1ved in var ious environmental ,  contractuaL, intel- l -ectual-
property,  product l iabi l i ty  and other c l -a ims and disputes incidental-  to our
business. Informat ion cal- l -ed for  by th is I tem is incorporated by reference to
Note L4 to our Consol idaEed Financial  Statements.

ITEM 4. SI'BMISSION OF MATTERS TO A VOTE OF SECI'RITY HOLDERS

No matters were submitted to a vote of security holders during the
quarter ended December 31, 2007.
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PART II

ITEM 5. MARKET FOR COMMON EQUITY AND REIJATED STOCKIIOITDER MATTERS

Our common stock is l- isted and traded on the New York Stock Exchange
(symbol:  KRO). As of  February 29, 2008, there were approximately 3,450

holders of  record of  common stock.  The fol lowing table sets for th the high
and Low closing per share sales pr ice for  common stock for  the per iods
indicated according to Bloomberg, and div idends paid dur ing such per iods.  On
February 29, 2008 the closing pr ice of  common stock according to the NYSE
Composi te Tape was $L8.50.

High

Cash
dividends

Low paid

Year ended December 37, 2006

First  Quarter
Second Quart.er
Third Quarter
Fourth Quarter

Year ended December 3J-, 2007

First  Quarter
Second Quarter
Third Quarter
Fourth Quarter

'.Tanuary 7, 2008 through February
29, 2008

s32.40 28.4L
31.95 27 .60
30.70 27 .52
40.53 28.20

37.08 30.67
37 .07 25.25
28.97 L8.35
2t.79 1_5.50

22.55 t5.74

$ .25
.25
.25
.25

.25

.25

.25

.25

We paid four quart ,er ly cash div idends of  $.25 per share in 2005 and
2007. On February t4,  2008, our Board of  Dj-rectors decLared a regular
quart ,er ly div idend of  $.25 per share to stockholders of  record as of  March 11,
2008 to be paid on March 25, 2008. The decLarat ion and payment,  of  future
div idends, and Ehe amount thereof,  is  d iscret ionary,  and wi l l  be dependent
upon the Company'  s resul- t ,s of  operat ions,  f  inancial  condi t ion,  contractuaL
rest . r ict ions and other factors deemed relevant by the Company's Board of
Directors.  The amount and t iming of  past div idends is not,  necessar i ly
indicative of the amount, and timing of any future dividends which might be
paid.

Perfonnance graph

Set,  for th beLow is a l ine graph comparing, for  the per iod December 8,
2003 ( the f i rst  day our common stock was publ ic ly t raded) through December 31,
2007, the cumulat , ive total-  st ,ockholder reEurn on our common stock against  the
cumuLat ive total  return of  (a)  the S&P Composi te 500 SEock Index and (b) the
S&P 500 Diversi f ied Chemicals Index. The graph shows the val-ue at  December 31-
of  each year,  dssuming an or ig inal  investment,  of  $ l -00 in each and reinvestment
of  cash div idends and other distr ibut ions to stockhol-ders.
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The informat ion contained in the performance graph shal l -  not  be deemed
"sol- ic i t ing mater iaL" or " f iLed" wi th the SEC, or subject  to the l iabi l i t ies
of Sect ion 18 of  the Secur i t ies Exchange Act,  except to the extent we
speci f ical ly request that  the mater ia l  be t reated as sol ic i t ing mater ia l  or
speci f ical ly incorporate th is performance graph by reference into a document
f i led under Lhe Secur iEies Act or the Secur i t ies Exchange Act.

Equity compensation plan inforuration

We have an equity compensation plan, which was approved by our
stockholders,  which provides for the discret ionary grant to our employees and
directors of  ,  among other th ings, opt ions to purchase our common stock and
stock awards. As of  December 31, 2007, there were no opt ions outstanding to
purchase shares of  our common stock,  and approximately 135,500 shares were
avai lable for  future grant or issuance. We do not have any equi ty
compensat ion plans that were not,  approved by our stockholders.  See Note 1-2 to
our Consol idated FinanciaL statements.

,A--
/ \ A

V

*KRONOS

' '  e '  'S&P Gom posi te Index

- t - S&P Diversif ied Chemicals
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ITBI 6. SEIJEETED FINN{EIAL DATA

The fol lowing selected f inancial  data should be read in conjunct ion wi th
our Consol idated Financial  StaEements and I tem 7 -  r rManagementrs Discussion
and Analysis of  Financial  Condi t ion and Resul ts of  Operat ions.  I '

Yearg ended Decenber 31
2003 2004 200s 2005 (3)

(In nil l ions, except per ehare data and
operatJ.ng statistice)

2007
TiOz

STATEIIIENTS OF OPERATTONS DATA:
NeE sales
Gross margin
Income from operations
Net income ( loss)
Net income (Ioss) per share
Cash dividends per share (1)

BALAIICE SHEET DATA (at year end) :
Total  assets
NoEes payable and long-Eerm debt

including current matur i t ies
Common stockholders' equity

STATEIIEMf S OF CASH FLOW DATA:
Net cash provided (used) by,

Operat ing act iv iEies
InvesEing act iv i t ies
Financing act iv i t ies

TiO2 OPERATING STATISTICS:
Sales volume (2)
Product ion volume(2)
Production capacity at beginning

of year(2)
ProducEion rate as a percenEage of

capaci ty

$1, oo8 .2
270.3
133 .9

88.5
1.81

.t4

556.7
L62.2

$1, 128 .5
26L.2
113 .8
314.1

6.42
L .00

533.2
473.r

$L,t96 .7 $L,279 .4 $1,310 .3
327.5 310.5 25L.4
L76.0 L43 .2 84.9

7t.s 82.0 (66 .7)
1.46 L.67 (1.35)
r- .00 1.00 1.00

$1, 121.9 $1,353 .3 i r ,298 .  9 iL,42L.5

46s.3 536 .2
4L2.5 448.4

$ e7.8 $ 71. e
(3e.7 )  (s0.  e)
(44.8) (3s.0)

$ 107.7 $ ls l .0
(3s .4 )  (3e.8)
(61.8) (108.8)

99t Ful I

$1,455 .0

606.2
411.0

$ e0.0
(47.41
(3e.8)

519
5L2

525

98t

462
476

470

FuI1

500
484

480

FuII

478
492

495

s11
515

5 1_5

(1) Excludes our December 2003 dividend
note payable.

Eo NL, in the form of a $200 miLl ion long-term

(2) Metr ic tons in Ehousands
(3) We adopted StaEement of Financial AccounEing SEandards No. 158 effect ive

December 3L, 2006. See Note 10 and 17 to our Consolidated Financial Statements.
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ITEM 7. MAI.IAGEMENT ' S DTSCUSSION AIID AI{ALYSIS OF FINA}IEIAL COIIDITION A}ID
RESI'LTS OF OPERATIONS

RESI'IJTS OF OPERATIONS

Businegs overview

We are a leading global  producer and marketer of  value-added TiO2. Tio2
is used for a var iety of  manufactur ing appl icat ions,  including plast ics,
paints,  paper and other industr ia l -  products.  For 2007, approximately one-haLf
of  our sal-es vol-umes were into European markets.  We bel ieve that we are t .he
second largest producer of  TiO2 in Europe with an est imated 19t share of
European TiO2 sales volumes. In addi t ion,  we est imate that we have a l -5t
share of  Nort .h American TiO2 sales volumes. Our product ion faci l i t ies are
l-ocated throughout Europe and North America.

We consider TiO2 to be a "qual i ty of  l - i fe"  producE, wi th demand af fected
by gross domest ic product and overal l  economic condi t . ions in our markets
Located in var ious regions of  the wor ld.  Over the long-term, we expect.  demand
for TiO2 to grow by 2Z to 3t  per year.  This is consistent wi th our
expecEat ions for the long-term growth in gross domest ic product.  However,
demand for Tio2 in any interim or annuaL period may not change in the same
proport ion as the change in GDP even i f  we and our compet i tors maintain
consistent shares of  the wor l -dwide market.  This is due in part  to relat ive
changes in the TiO2 inventory Level-s of  our customers.  We bel ieve t .hat  our
customers'  inventory Levels are part , ly  inf  l -uenced by their  expectaEion f  or
future changes in t ,he market TiO2 sel l ing pr ices.

The factors
operat ions are:

having the most impact on our reported income from

o Tio2 sel l ing pr ices,

.  Foreign currency exchange rates (part icular ly the exchange rate for
the U.S. dol l -ar  reLat ive to the euro and the Canadian dol- l -ar) ,

.  Tio2 sa]es and product ion voLumes, and

. Manufactur ing
expenses.

costs,  part icular ly maintenance and energy-rel-ated

Our key performance indicators are our TiO2
our l -evel-  of  TiO2 sales and product ion volumes.

In addi t ion,  our ef fect ive income tax rate
been impacted by certain favorable and unfavorable

average sel l ing pr ices,  and

in 2005, 2006 and 2007 has
developments.

Execut,ive Sununary

We reported a net,  Loss of  $66.7 mi l l ion,  or  $1".36 per di luted share for
2007, compared to net income of $82.0 mi l - I ion,  or  $1-.57 per di luted share for
2006. Our di luted earnings per share decl- ined from 2006 to 2007 due pr imari ly
Eo the neE ef fect  of  ( i )  Lower income from operat ions in 2007, ( i i )  tne
unfavorabl-e ef fect  of  certain provis ions for income taxes recognized in 2Q07,
( i i i )  t f re favorable ef fect  of  certain income tax benef i ts recognized in 2006
and ( iv)  a charge in 2006 from the redemption of  our 8.875t Senior Secured
Notes.

We reported net j -ncome of $82.0 mi l l - ion,  or  $L.67 per di lut ,ed share,  in
2006 compared t ,o $71.5 mi l l ion,  or  $1.45 per di luted share,  in 2005. our
di lut ,ed earnings per share increased from 2005 Eo 2005 due pr imari ly to the
net ef fect  of  ( i )  the favorabLe ef fect  of  certain net income tax benef iEs
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recognized in 2006, ( i i )  l -ower income from operat ions in 2006, ( i i i )  a gain
from Lhe sale of  our passive interest  in a Norwegian smelt ing operat ion in
2005 and ( iv)  a charge in 2006 from the redemption of  our 8.875t Senior
Secured Notes.

Net income for 2007 includes ( i )  a non-cash charge of  $90.8 mi l l ion
($1-.85 per di luted share) relat ing to a decrease in our net deferred income tax
asset in Germany resul t ing f rom the reduct ion in their  income tax rates,  ( i i )  a
non-cash charge of  $8.7 mi l l ion ($.  f  e per di l -uted share) re1ated to the
adjustment of  certain German income tax at t r ibutes and ( i i i )  a $2.0 mi l l ion
income tax benef i t  ($.04 per di luted share) resul- t ing f rom a net reduct ion in
our reserve for uncertain tax posi t ions.

Net income for 2006 includes ( i )  a charge relat ,ed to the prepayment of
our 8.875t Senior Secured Notes of  $L4.5 mi l l ion,  net  of  tax benef i t ,  ($.30 per
di luted share) and ( i i )  a net income tax benef i t  of  $34.9 mi l - l ion ($.71 per
diluted share reLated to the net, effect of the wit,hdrawaL of certai-n income Lax
assessments previously made by the Belgian and Norwegian tax authorit ies, t,he
resolut ion of  certain income tax issues related to our German and Belgian
operations and the enactment of a reduction in the Canadian federal income tax
rat .e.

Net income for 2005 incl-udes ( i )  the aggregate favorable ef fects of
certain non-U.S. income tax audi ts of  Kronos, pr incipal ly in Belgium and
Canada, of  $L1.5 mi l - l " ion ($.23 per di luted share) ,  ( i i )  a secur i t ies
transact ion gain of  $3.5 mi l l ion,  net  of  tax,  ($.Oz per di luted share) and
( i i i )  tne unfavorabLe ef fecE with respect Eo the Loss of  certain income tax
attr ibutes in Germany of  $1-7.5 mi l l ion ($.35 per di luted share) .

We current ly expect.  income from operat ions wi l l  be Lower in 2008
compared to 2007, ds the favorable ef fect  of  ant ic ipated modest improvements
in sal-es voLume, product ion voLume and average TiO2 sel l ing pr ices are
expected to be more than of fset  by higher product ion costs,  part icular ly raw
mater ia l  and energy costs as wel l  as higher f re ight,  costs and unfavorable
currency ef fects.  However,  we current ly expect to report  net  income in 2008
as compared t ,o report ing a net l -oss in 2007, ds the unf avorable ef  f  ect  of
lower income from operat ions in 2008 is expected to be more than of fset  by the
unfavorabl-e ef fect  of  the reduct ion in German income taxes rates in 2007.

Cri t ical  account ing po1ic iee and est imates

The accompanying "Management,rs Discussion and Analysis of  Financial
Condi t ion and ResuLts of  OperaLionslr  is  based upon our Consol- idated Financial
Statements,  which have been prepared in accordance with account ing pr inciples
general ly accepted in the uni ted States of  America ("GN\P").  The preparat ion
of these f inancial  statements requires us to make est imates and judgments that
af fect .  t .he reported amounts of  assets and l iabi l i t ies and disclosure of
cont ingent asseEs and l iabi l i t ies at  the date of  the f inanciaL staEements,  and
the reported amount of  revenues and expenses dur ing the reported per iod.  On
an on-going basis,  we evaluate our est imates,  including those reLated to,  the
recoverabi l i ty  of  long-Lived assets,  pension and other postret i rement benef i t
obl igat ions and the under ly ing act ,uar ia l  assumptions related thereto,  the
real izat ion of  deferred income tax assets and accruals for  l i t igat ion,  income
Eax and other cont ingencies.  We base our est imates on histor ical"  exper ience
and on var ious other assumptions which we beLieve to be reasonable under the
circumstances, the resul- ts of  which form the basis for  making judgments about
the reported amounts of  assets,  l iabi l i t ies,  revenues and expenses. Actual-
resul ts may di f fer  s igni f icant ly f rom previously-est imated amounts under
di f ferent assumptions or condi t ions.

The fol lowing cr i t icaL account ing pol ic ies af fect  our more signi f icant
judgments and esLimates used in the preparaLion of  our Consol idaEed Financial-
SEaEements:
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Long-7ived assecs. We recognize an impairment,  charge associated with
our long- l ived assets ,  i -ncluding property and equipment. ,  whenever we
determine that recovery of  such long- l ived asset is not probable.  Such
determinat ion is made in accordance with the appl icabl-e GAAe
requirements associated with the long- l ived asset,  and is based upon,
among ot ,her th ings, est , imates of  the amount of  future net cash f  Lows to
be generated by the long- l - ived asset and est imates of  the current fa i r
vaLue of  the asset.  Signi f icant judgment is required in est imat ing such
cash f lows. Adverse changes in such est imates of  future net cash f lows
or est imates of  fa i r  value could resuLt in an inabi l i ty  to recover the
carry ing val-ue of  the long- l ived asset,  thereby possibly requir ing an
impairment charge to be recognized in the future.  We do not assess our
property and equipment for  impairment unl-ess certain impairment
indicators,  as def ined, are present.

Pension and OPEB P7ans. We maintain var j -ous def ined benef i t  pension
plans and postret , i rement benef i ts other than pensions ("OPEB").  The
amounts recognized as def ined benef i t  pension and OPEB expenses, and the
reported amounts of  pension asset and accrued pension and OPEB costs,
are actuar ia l ly  determined based on several  assumptions, including
discount rates,  expected rates of  returns on plan assets and expected
heal- th care t rend rates.  Var iances from these actuar ia l ly  assumed rates
wi l l  resuLt in increases or decreases, as appf icabl-e,  in the recognized
pension and OPEB obl igat ions,  pension and OPEB expenses and funding
requirements.  These assumptions are more fu1Iy descr ibed be1ow under
"Def ined Benef i t  Pension P1ans" and "OPEB plans., ,

Income taxes. Deferred Eaxes are recognized for future tax ef fects of
temporary di f ferences between f inanciat  and income tax report ing in
accordance with the recogni t , ion cr i ter ia of  SFAS No. LO9, Account ing for
Income Taxes. We record a valuat ion aL]owance to reduce our deferred
income tax assets to the amount that  is  bel ieved to be rea] ized under
the more- l ikeIy- than-not recogni t ion cr i ter ia.  Whi le we have considered
future taxabl-e income and ongoing prudent.  and feasible tax planning
strategies in assessing the need for a val-uat ion al lowance, i t  is
possible that  in the future we may change our est imate of  the amount of
the deferred income tax assets that  would more-1ikely- than-not be
real ized in the future,  resul t ing in an adjustment to the deferred.
income tax asset valuat ion al- l -owance that would ei ther increase or
decrease, as appl icabl-e,  reported net income in the per iod such change
in est imate was made. For example,  w€ have substant ia l  net  operat ing
loss carryforwards in Germany ( the equivalent of  $780 mi l l ion for  German
corporate purposes and $2L5 mi l l ion for  German trade tax purposes at
December 31, 2007) . Pr ior  to the complete ut i l izat ion of  such
carryforwards, i t  is  possible that  we might conclude the benef i t  of  such
carryforwards would no longer meet the more- l ike1y-than-not recogni t ion
cr i ter ia,  at  which point  we would be required. to recognize a valuat ion
alLowance against  some or al l  of  the Ehen-remaining tax benef i t
associated with the carryforwards.

We record a reserve for uncertain tax posi t ions in accordance with
Financial  Account ing Standards Board Interpretat ion No. 48, Account ing
for Uncertain Tax Posi t ions,  for  tax posi t ions where we bel ieve i t  is
more-1ikely- than-not our posi t ion wi lL not prevai l  wi th the appl icabl-e
tax author i t ies.  I t  is  possible that  in the future we may change our
assessment regarding the probabi l i ty  that  our tax posiEions wi l l  prevai l
that  would require an adjustment to the amount of  our reserve for
uncertain tax posi t ions that coul-d ei ther increase or decrease, as
appl icable,  reported net income in the per iod the change in assessment
was made.
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In addi t ion,  we make an evaluat ion at  the end of  each report ing per iod
as to whether or not some or al l  of  the undistr ibuted earnings of  our
foreign subsidiar ies are permanent ly reinvested (as that ,  Eerm is def ined
in GAAP) .  Whi le we may have concl-uded in the past that  some of such
undistr ibuted earnings are permanent ly reinvested, facts and
circumstances can change in the future,  and i t  is  possible that  a change
in facts and circumstances, such as a change in the expectat ion
regarding the capi ta l  needs of  our foreign subsidiar ies,  could resuLt in
a concl-usion that some or al l  of  such undistr ibuted earnings are no
longer permanent ly reinvested. In such an event, ,  w€ wouLd be required
to recognize a deferred income tax l iabi l i ty  in an amount equal  to t .he
est imated incremental  U.S. income tax and withholding tax l iabi l i ty  that
would be generated i f  aI l  of  such previousfy-considered permanent ly
reinvested undistr ibuted earnings were distr ibuted to the U.S.

Cont. ingencies,  We record accruals for  IegaI,  and other cont ingencies
when est imated future expendi tures associated wiLh such cont ingencies
and commitment.s become probable and the amounts can be reasonably
est imated. However,  new j -nf  ormaEion may become avai lable or
circumstances (such as appl icable laws and regulat ions) may change,
thereby resul t ing in an increase or decrease in the amount required to
be accrued for such matters (and therefore a decrease or increase in
reported net income in Ehe per iod of  such change).

Income from operat ions is impacted by certain of  these signi f icant
judgments and est imates,  such as al lowance for doubtful  accounts,  reserves for
obsoLete or unmarketabl-e inventor ies,  impairment of  equi ty met.hod investments,
goodwi l l  and other long- l ived asset,s,  def ined benef i t  pension plans and l -oss
accrua1s. In addi t ion,  net income ( l -oss) is impacted by the s igni f  icant
judgments and est . imates for  deferred income tax asset valuat ion al- lowances and
l-oss accrual-s.

Comparison of  2007 to 2006 Resul ts of  Operat ions

Year ended
December 31

2006 2007
(Dol lars in mi l l ions)

Net sales
Cost of  sales

Gross margin
Other operat ing income and expenses,

Income from operat ions

Ti02 operat ing stat ist ics:
Sal-es vol-umes*
Product ion vo]umes*

Percent change in net sales:
TiO2 product pr ic ing
TiO2 sal-es volumes
TiO2 product mix
Changes in currency exchange rates

Total

Thousands of  metr ic tons

$L ,27 9 .4
958 .9
31_0.5

net L67 .3
S 143J

s l_1_
5 l_6

$1,310.3 100t
1,059.9 81t

25L.4 19%
155.5 13%

E 84-J ----qt

Percent
Change

519 1t
5L2 (1) t

10 0t
76*
242
1-3 t
r -1t

(4)t
1t

s%

2%
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Net sa-I .es -  Net sales increased 2Z or $30.9 mi l l ion for  2007 compared to
2005, pr imari ly due to favorable foreign currency exchange rates and a 1t
increase in sal-es volumes of fset  somewhat by a 4+ decrease in average TiO2
sel l ing pr ices.  We est imate the favorable ef fect  of  changes in currency
exchange rates increased our net sa1es for 2007 by approximately $65 mi l l ion,
or 5t ,  compared to the same per iod in 2006.

Our l - t  increase in sal-es volumes in 2007 is pr imari ly due to higher sales
volumes in European and export markets, which were somewhat offset by l-ower
sales volumes in North America.  Our TiO2 saLes vol-umes in 2007 were a new
record for  us.

Cost of  sa-7,es -  Cost of  sales increased 9* or $90 mi l l ion for  2007,
compared to 2006, due to higher sales volumes, lower product ion volumes, and
the ef fects of  changes in currency exchange rates.  The cost of  saLes as a
percentage of  net  sales increased t ,o 8Lt in the year ended December 31, 2007,
compared to 75* in the same per iod of  2006 pr imari ly due to the neE ef fects of
Lower average sel l ing pr ices,  lower ut i l i ty  costs,  h igher other manufacEuring
costs ( including maintenance) and sl ight ly lower product ion volumes. TiO2
product ion voLumes decreased Lt  for  2007 compared to the same per iod in 2006,
which unfavorably impacted our income from operat ions comparisons. Our
operat ing rates were near fu l -1 capaci t ,y in both per iods.

Income from operations Income from operations in 2007 declined by 4l\
to $84.9 miLl- ion compared to 2006; the income from operat ions as a percentage
of net sal-es decreased to 6\  in 2007 from 1Lt for  2006. The decl- ine in income
from operat ions is dr iven by the decl- ine in gross margin,  which decreased to
19t in 2007 compared to 24* in 2006. Whi le our sales vol-umes were higher in
2007, our gross margin decreased pr imari ly because of  l -ower average TiO2
sel l ing pr ices,  Iower product ion volumes and higher manufactur ing costs,  which
more than of fset ,  the impact of  h igher sales volumes. Changes in currency
rates have al-so negat ively af fected our gross margin.  We est imate the
negat ive ef fect  of  changes in foreign currency exchange rates decreased income
from operat ions by approximaEely $4 mi l l ion when comparing 2007 to 2006.

As a percentage of  net  sal-es,  sel l i rg,  general  and administrat ive
expenses were relat ively consistent.  at  approximately L2* for  both 2006 and
2007 .

OEher non-operat ing income and expense, net In 2006, w€ issued our
euro 400 mi l l ion pr incipal  amount,  of  5.5t  Senior Secured Not,es,  and used the
proceeds to redeem our euro 375 mi l l ion pr incipal  amount of  8.875t Senior
Secured Notes.  As a resul- t  of  our prepayment of  the 8.875t Senior Secured
Notes,  w€ recognized a 522.3 mi l l - ion pre-tax interest  charge ($L4 .5 mi l t ion
net of  j -ncome tax benef i t )  in 2006 for the prepayment of  the notes,
represent ing (1) the cal-L premium on the notes,  (2)  the wr i te-of f  of  deferred
f inancing costs and (3) wr i te of f  of  the exist ing unamort , ized premium on the
notes.  See Note 8 to our ConsoLidated Financial  Statements.

fnterest  expense decreased $3.8 mi l l ion f rom $43.2 mi l l ion for  2005 to
$39.4 mi l l ion for  2007 due to the issuance of  the 6.5t  Senior Secured Notes
dur ing 2006, which was part ia l ly  of fset  by unfavorable changes in currency
exchange rates in 2007 compared to 2005. The interest  expense we recognize
wi l l -  vary wi th f luctuaEions in the euro exchange rate.

Provision (benefit) for income taxes Our provision for income taxes
was i l t4.7 mi lL ion in 2007 compared to a benef i t  of  $.  z mi l l ion for  2006. See
Note 9 to our Consol idated Financial  Stat ,ement,s for  a Eabul-ar reconci l iat ion
of our statutory income tax expense to our actuaL tax expense. Some of the
more signi f icant i tems impact ing th is reconci l iat ion are summarized below.
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Our income tax expense for 2007 includes:
o a non-cash charge of  $90.8 mi l l ion relat , ing to a decrease in our net

deferred income tax asset,  in Germany resul t ing f rom the reduct ion in
i t .s income tax rat ,es;

o a non-cash charge of  $8.7 mi l l ion reLated to the adjustment of
certain German income tax at t r ibutes;  and

o a non-cash income tax benef i t  of  $2.0 mi l l - ion resul t ing f rom a net
reduct ion in our reserve for uncertain tax posi t ions.

Our income tax benef i t  in 2006 incl-udes:
o an income tax benef i t  of  $21,.7 mi l - l ion resul t ing f  rom a f  avorable

resolut ion of  certain income tax audi ts in Germany t ,hat .  resul ted in
an increase in Lhe amount of  our German trade tax net operat ing loss
carryforward;

.  an income tax benef i t  of  $ro.  z mi l l ion resul t ing f rom the reduct ion
in our j -ncome tax cont ingency reserves rel-ated t ,o f  avorable
developments with income t,ax audits in Belgium, Norway and Germany;

o an income tax benef i t  of  $1.4 mi l l ion related to the favorabl-e
resol-ut ion of  certain income tax audi t  issues in Germany and Belgium;
and

. a $1.1 mi l l ion benef i t  resul t ing f rom the enactment of  a reduct ion in
Canadian income tax rates.

Comparison of  2006 to 2005 Regults of  Operat, ions

Yeare ended December 3L,
2 00s 2006
(DoIIars in mi l l ione)

Net saLes
Cost of  saLes

Gross margin
Other operat ing income and expenses, net

Income from operat,j-ons

Ti02 operat ing staEist ics:
Sal-es volumes*
Product ion vol-umes*

Percent change in net sal-es:
TiO2 product pr ic ing
TiO2 sales volumes
TiO2 product mix
Changes in currency exchange rates

TotaI

* Thousands of met.ric tons

i t ,  ] -96 .7
869.2
327 .5
15r_.5

S 1?0. o

r .00t
732
27*
13t
L4*

$L,27 g .4
958.9
310.5
L67 .3

w

100
75
24
13

t
%
t
t
%11

478
492

Percent
Change

511 7 t
s16 st

7t

7*

Net Sal .es Net sales increased 7* or i82.7 mi l l - ion for  2006 compared Eo
t,he year ended 2005 pr imari ly due to a 7* increase in TiO2 sales vol-umes. We
est imaEe the favorable ef fect ,  of  changes in currency exchange rates increased
our net saLes by approximately #2 mi l l ion,  or  l -ess than 1t ,  compared Eo the
same per iod in 2005.

Our saLes volumes for 2005 were a new record for  us.  The 7* increase in
sal-es volumes in 2006 is pr imari ly due to higher sal-es volumes in the United
States,  Europe and in export  markets,  which were somewhat of fset  by lower
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sal-es volumes in Canada. Our sales volumes in Canada have been negat ively
impacted by decreased demand for TiO2 used in paper products.

Cost of  Sa-7,es Cost of  sal-es increased igg. l  mi l l ion or 1l- t  for  2005
compared to 2005 pr imari ly due to t ,he impact.  of  increased sal-es volumes, a l -5t
increase in ut i l i ty  costs (pr imari ly energy costs),  a 4* increase in raw
mater ia l -  costs and currency f luctuat ions (pr imari ly the Canadian dol l -ar)  .  The
cost of  sales as a percentage of  net  sales increased to 76* for  2006 compared
to 73? for 2005 pr imari ly due to increases in raw mater ia l  and other operat ing
costs ( including energy costs).

The negat ive impact of  the increase in other operat ing costs and raw
mater ia l -s was somewhat of  f  set  by the 5t  increase in product ion volumes. Our
TiO2 product ion volumes in 2006 were also a new record for  us for  the f i f th
consecut ive year.  Our operat ing rates were at  fu l l  capaci ty in 2006 and near
ful l  capaci ty in 2005. The higher product ion volumes for 2005 were aided by
enhancing our processes and our cont inuing debott lenecking.

Income from operat ions fncome from operat ions for 2006 decLined by l -9?
to #1-43.2 mi l l ion compared to 2005. As a percentage of  net  sal-es,  income from
operat ions decl- ined to 11t for  2006 from 1-4* in 2005. The decLine in income
from operat ions is dr iven by the decl ine in gross margin,  which feI I  to 242 in
2006 compared to 27? in 2005. Whi le our saLes vol-umes were higher in 2006,
our gross margin decreased as we were not able to achieve pr ic ing l -evels to
of fset  the negat ive impact of  our increased operat ing costs (pr imari ly energy
costs and raw mater ia ls) .  Changes in currency rates have also negat ively
af fected our gross margin.  We est imate the negat ive ef fect  of  changes in
foreign currency exchange rates decreased income from operat ions by
approximately $20 mi l l ion.

As a percent.age of  net  sales,  sel l i rg,  general  and administrat ive
expenses were relat ively consistent at  1,2* for  2006 and 1-3t  for  2005.

Other non-operat.ing income and e)qrense, net In 2005 we recognized a
gain on the sal-e of  our passive interest  in a Norwegian smelt ing operat ion,
which had a nominal  carry ing vaLue for f inanciaL report ing purposes, for
aggregate considerat ion of  approximately $5.4 mi l - l ion consist ing of  cash of
$3.5 mi l l ion and inventory wi th a value of  $1.9 mi l - l ion.  See Note 15 to our
Consol- idated Financial-  Stat ,ements.

In 2006, w€ recognized a $22.3 mi l l ion pre-t ,ax interest  charge resul t ing
from the redemption of  our 8.875t Senior Secured Notes.  Interest  expense
decreased $1.5 mi l l ion f rom #44.7 mi l - I ion for  2005 to $43.2 mi l l ion for  2005
due to such redemption, which was part ia l ly  of fset  by unfavorable changes in
currency exchange rates in 2006 compared to 2005. The interest  expense we
recognize wi l l  vary wi th f  l -uctuat ions in t ,he euro exchange rate.

Provis ion (benef i t )  for  income taxes Our benef i t  for  income taxes was
$.7 mi l l ion for  2005 compared to a provis ion for income taxes of  i57.4 mi l l ion
for 2005. See Note 9 to our ConsoLidated Financial  Stalements for  a tabular
reconci l - iat ion of  our statutory income tax expense to our actual  tax expense.
Some of the more signi f icant j - tems impact ing th is reconci l iat ion are
summarized below.

Our income tax benef i t  in 2005 includes:
o an income tax benef i t  of  #2! .7 mi l - l ion resul t ing f  rom a f  avorabl-e

resol-ut ion of  certain income tax audi ts in Germany that resul- ted in
an increase in the amount of  our German trade tax net operat ing loss
carryforward;

.  an income tax benef i t  of  $1-0.7 mi l l ion resul t ing f rom the reduct ion
in our income tax cont ingency reserves rel-ated to favorable
developments wi th income tax audi ts in Belgium, Norway and Germany;
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an income Eax benef i t  of  $1.4 mi l - l - ion relat ,ed to t ,he f  avorabl-e
resolut ion of  certain income tax audi t  issues in Germany and Belgium;
and
a $1.1 mi l - l ion benef i t  resul t ing f rom the enactmenE of a reduct ion in
Canadian income tax rates.

Our income tax expense for 2005 includes;
o an income tax benef i t  of  $L1".5 mi] l ion f  or  the aggregate ef  f  ect  of

favorabLe developments wi th respect to income tax audi ts in Belgium
and Canada; and

o a charge of  $17.5 mi l - l - ion for  the unfavorable ef fect ,  re l -ated to the
loss of  certain of  our German income tax at t r ibutes.

Effects of  Foreign Currency Exchange Rates

We have substant ia l  operat j -ons and assets located outside the United
States (pr imari ly in Germdry,  Belgium, Norway and Canada).  The major i ty of  our
foreign operat ions'  sal-es are denominated in foreign currencies,  pr incipal ly
the euro,  oEher major European currencies and the Canadian dol Iar .  A port ion
of our sal-es generated from our foreign operat ions are denominated in the U.S.
dol- l -ar .  Certain raw mater ia l -s used worl-dwide, pr imari ly t i tanium-cont,aining
feedstocks,  are purchased in U.S. dol Iars,  whi le labor and other product ion
costs are purchased pr imari ly in l -ocaL currencies. Consequent ly,  the
translated U. S. dol- l -ar  value of  our foreign sales and operat ing resul- ts are
subject to currency exchange rate fluctuations which may favorably or
unf avorably impact reported earnings and may af f ect, the comparabil it.y of
per iod-to-per iod operat ing resul ts.  Overal1,  f luctuat ions in foreign currency
exchange rates had the fol lowing ef fects on our saLes and income from
operat ions for Ehe per iods indicated.

Year ended Year ended
December 3L, 2006 December 31, 2007

vE. 2005 vs.  2005
Increase (decrease)

( In miLl ione)

fmpact on:
Net sal-es
fncome from operat ions

Other

$2
(20)

$5s
(4)

On September 22, 2005, Lhe chlor ide-process TiO2 faci l i ty  operated by our
50t-owned jo int  venture,  Louis iana Pigment Company (*LPc"),  temporar i ly  hal-Eed
product ion due to Hurr icane Rita.  Al though sLorm damage to core processing
faci l i t ies was not extensive,  a var iety of  factors,  including l -oss of
ut i l i t . ies,  l imi ted access and avai tabi l i ty  of  employees and raw mater ia ls,
prevented the resumption of  part ia l  operat ions unt i l  OcEober 9,  2005 and ful l
operat ions unt i l  l -ate 2005. The major i ty of  LPC's property damage and
unabsorbed fixed costs for periods in which normal production levels were noL
achieved were covered by insurance, and insurance covered our l-ost profits
(subject  to appl icable deduct ib les) resul t ing f rom our share of  the loss of

production at I-.,PC. Both we and LPC f i led claims wit,h our insurers . We
recognized a gain of  $1.8 mi l - l - ion related to our business interrupt ion c la im in
the fourth quarter of 2005, which is incl-uded in other operat.ing income on our
Consol idated Statement of  Income.
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Outlook

We current ly expect income from operat ions wi l l  be l -ower in 2OOB
compared to 2007, ds the favorabl-e ef fects of  ant ic ipated modest improvements
in sales vol-ume, product ion vol-ume and average TiO2 sel l ing pr ices are
expected to be more than of fset  by higher product ions costs,  part icular ly raw
mater ia l  and energy costs as wel l -  as higher f  re ight  costs and unf avorabl-e
currency ef fects.  Our expectat ions as to the future of  the TiO2 industry are
based upon a number of f actors beyond our control-, including worl-d.wide growth
of gross domest ic product,  compet i t ion in the marketpl-ace, unexpected or
ear l ier  than expected capaci ty addi t ions and technological  advances. I f
actual-  developments di f  f  er  f  rom our expectat  j -ons,  our resul ts of  operat ions
could be unfavorably af fected.

Despi te our expectat ion of  l -ower income from operat ions in 2008, w€
current ly expect to report  net  income in 2OO8 as compared to report ing a net
l -oss in 2007, ds the unf avorable ef  f  ect ,  of  l -ower income f  rom operaLions in
2008 is expected to be more than of fset  by the unfavorable ef fect  of  the
reduct ion in German income taxes rates in 2007.

Our ef for ts to debott l -eneck our product ion faci l i t ies to meeE long-term
demand cont inue to prove successful- .  Such debott , Ienecking ef  for ts included,
among other Ehings, the addi t ion of  f in ishing capaci ty in the German chlor ide
process faci l i ty  and equipment upgrades and enhancements in several  locat ions
to a1low for reduced downt ime for maint ,enance act iv i t ies.  Our product ion
capaci ty has increased by approximately 3Ot over the past Een years due to
debott l -enecking programs, wi th only moderate capi ta l  expendi tures.  we bel ieve
that our annual  at ta inable product ion capaci ty for  2O0B is approximately
532,000 metr ic tons,  wi th some sl ight  addi t ional  capaci ty expected to be
avai l -able in 2009 through our cont inued debott lenecking ef for ts.

IITQUIDTTY At{D CAPTTAIJ RESOITRCES

Consol idated caEh f lows

Operat ing act iv i t ies

Trends in cash f lows as a resul- t  of  our operat ing act iv i t ies (excluding
the impact of  s igni f icant asset disposi t ions and relaLive changes in assets
and l iabi l i t . ies) are general ly s imi]ar Eo trends in our earnings.

Cash fLows from operat ing act iv i t ies provided $90. O mi l l ion in 2OO7
compared to $7L. 9 mi l l ion in 2006. This $l-8 .1-  mi l l - ion j -ncrease was due
pr imari ly to the net ef fects of  the fo l lowing i tems:

o l -ower income f  rom operat ions in 2007 of  g5B .3 mi l l ion;
r  h igher net cash provided by relat , ive changes in our inventor ies,

receivables,  payables and accrua]s of  $3L.4 mi l - l - ion in ZOOT as compared
to 2006, due pr imari ly to reLat ive changes in our invent,ory Ieve1s, as
discussed below;

o payment of  the $20.9 mi l l ion cal l  premium in 2OO5 as a resul t  of  the
prepayment of  our 8.8758 Senior Secured Notes,  which is required to be
incLuded in cash f lows from operat ing act , iv i t ies;

o l -ower cash paid for  income taxes in 2OO7 of $20.8 mi l l ion,  in part  due
to the net payment of  519.2 mi l l ion in 2006 associated with the
sett l -ement of  pr ior  year income tax audi ts;

o higher net contr ibut ions to our TiO2 jo int  venLure in 2OO7 of $7.2
mi l l ion due to related changes in their  cash f low;

o higher cash paid for  interest  in 2oO7 of  $e.s mi l l ion,  pr imari ly as a
resul t  of  the ef fects of  foreign currency exchange rates on the
semiannuaL interest  payments on our 6.5t  Senior Secured. Notes;  and
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higher depreciat ion expense of  $+.5 mi l l ion in 2007, pr imari ly as a
resul- t  of  the ef fects of  foreign currency exchange rates.

Cash f  lows f  rom operat ing act iv i t ies decreased to $71. 9 mi l - l - ion in 2006
from $97.8 mi l l ion in 2005. This $25.9 mi l - I ion decrease was due pr imari ly Eo
the net ef fect  of  the fo l lowing i tems:

r  Lower income f  rom operat ions in 2006 of  $32 .8 mi l l ion, '
o l -ower net cash used from relat ive changes in our inventor ies,

receivables,  payables and accruals of  i27.7 mi l l - ion in 2005 as compared
to 2005, due pr imari ly to relat ive changes in our inventory 1eveIs,  as
discussed beLow;
payment of  the $20.9 mi l l - ion calL premium in 2006 as a resul t  of
prepayment of  our 8.875t Senior Secured Notes;
higher cash paid for  income taxes in 2005 of  $L4.3 miI l ion,  in part
to the net payment,  of  #1-9.2 mi l l ion in 2005 associated with
sett lement,  of  pr ior  year income tax audi ts, '  and

o Lower cash paid for  interest  in 2006 of  i7.4 mi l l ion,  pr imari ly as a
resul- t  of  the May 2006 redempt. ion of  our 8.875t Senior Secured Notes (on
which we paid interest semiannually in r-fune and December) and t.he April
2006 issuance of  our 5.5t  Senior Secured Notes (on which we pay interest
semiannual ly in Apr i l  and October) .

Changes in working capi ta l  are af fect .ed by accounts receivable and
i-nventory changes. Our average days saLes outstanding ("DSO')  increased from
61 days at  December 31, 2005 to 53 days at  December 31, 2007 due to the t iming
of colLect. ion on higher account.s receivable balances at  the end of  2007. For
comparat ive purposes, our average DSO increased from 55 days at  December 31,
2005 to 6L days at  December 31, 2006 due to the t iming of  col lect ions.  Our
average days saLes in inventory ("DSI")  decreased from 58 days at  December 31,
2006 to 59 days at  December 31, 2Q07, ds our sales vol-umes increased in 2007
and our sal-es volumes exceeded our TiO2 product ion volumes dur ing the year
ended 2007. For comparat ive purposes, our average DSI increased Eo 58 days at ,
December 31, 2006 from 59 days at  December 31, 2005.

Invest ing act iv iEies

Our capi ta l  expendi tures were $eg.+ mi l l ion in 2005, $50.9 mi l l ion in
2006 and $47.3 mi l l ion in 2007. Capi ta l  expendi tures are pr imari ly for
improvement.s and upgrades Eo exist ing f  aci l i t , ies.  Our capi ta l  expendi tures
dur ing the past three years incLude an aggregate of  approximately $14 mi l l ion
($S. g mi l - l ion in 2007 )  for  our ongoing environmental  protect ion and compl iance

programs .

Other cash f  lows f  rom invest ing act iv i t ies include $3 .5 mi l - l - ion we
received. in 2005 from the saLe of  our passive int ,erest  in a Norwegian smelt ing
operat ion.

Financing act iv i t ies

During 2007, we:
o made net borrowings of  $9 mi l l ion under our U.S credi t ,  faci l i ty .

Dur ing 2005, we:
o issued euro 400 mi l l ion pr incipal  amount of  5.5t  Senior Secured Notes

at 99.305t of  par ($498.5 mi l l ion when issued);
o redeemed our euro 375 mi l - l ion pr incipal  amount of  8.8753 Senior

Secured Notes ($470.5 mi l - l - ion when redeemed) using the proceeds from
the issuance of  the 5.5t  Notes;

o made net payments of  $5.1 mi l l ion under our U.S. credi t  faci l i ty ;  and
o borrowed and repaid $4.4 mi l l ion under our Canadian credi t  faci l i ty .

the

due
the
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During 2005, we:
o repaid euro 10 mi l l ion ($L2.9 mi l - l ion when repaid) under our European

revolv ing credi t  faci l i ty ;
o made net borrowings of  $ l - l - .5 mi l l ion under our U.S. credi t  faci l i ty ;

and
entered into addi t ional  capi ta l  leases for certain mining equipment
in Norway for the equivalent of  approximately $+.+ mi l l ion.

Dur ing each of  2005, 2006 and 2007, w€ paid a quarter ly div idend to our
stockhol-ders of  $.25 per share for  an aggregate div idend $49.0 mi l l ion in each
year.  On February t4,  2008, our Board of  Directors declared a regular
quarter ly div idend of  $.25 per share to stockholders of  record as of  March 11,
2008 to be paid on March 25, 2008. The declarat ion and payment of  future
div idends are discret ionary,  and the amount, ,  i f  4Dy, wi l l  be dependent upon
our resul t ,s of  operat ions,  f  inancial  condi t ion,  contractual-  restr ict ions and
other f  actors deemed relevant by our Board of  Direct ,ors.

Outstanding debt obJ.igations and borrowing availabil ity

AT
o

o

o

December 31, 2007, our consol idated debt was comprised of :
euro 400 mi l l ion pr incipal  amount of  our 5.5t  Senior Secured Notes
($585.5 mi l l ion at  December 31, 2007) due in 20]-3;

$15 .  4 mi l - l ion under our U. S .  revolv ing credi t .  f  aci l i ty ,  which
matures in September 2008; and
approximately $5.3 mi l - l - ion of  other indebEedness.

Certain of  our credi t  agreements contain provis ions which could resul t
in the accelerat ion of  indebtedness pr ior  to their  stated matur i ty for  reasons
other than defaul ts for  fa i lure to comply wi th appf icable covenants.  For
example,  certain credi t .  agreements al low the l -ender to accel-erate the matur i ty
of  the indebtedness upon a change of  control-  (as def ined in the agreement)  of
the borrower.  In addi t ion,  certain credi t  agreements could resul t  in the
accel-erat ion of  a l l  or  a port ion of  the indebtedness fol lowing a sale of
assets outside the ordinary course of  business. We are in compl iance with al l
of  our debt covenants at  December 31, 2007. See Note I  to our Consol idated
Financial  Statements.

our asset.s consist  pr imari ly of  invest.ments in operat ing subsidiar ies,
and our abi l i ty  to service our obl igaLions, including t ,he Senior Secured
Notes,  depends in large part  upon the distr ibut ion of  earnings of  our
subsidiar ies,  whet,her in the f  orm of div idends, advances or payments on
account of  intercompany obl igaEions or otherwise. None of  our subsidiar ies
have guaranteed the Senior Secured Notes,  a l - though our subsidiary Kronos
Internat ional ,  Inc.  has pledged 55t of  the common stock or other ownership
interests of  certain of  i ts  f i rst- t ier  operat ing subsidiar ies as col lateral-  of
the Senior Secured Notes.  At December 31, 2007, our subsidiary,  Kronos
Internat ionaL, Inc. ,  had approximately $78 mi l l ion avai lable for  payment of
div idends and other restr icted payments as def ined in Ehe indenture for  t .he
Senior Secured Notes.

Liquidity

Our pr imary source of  l iquidi ty on an ongoing basis is cash f l -ows from
operat ing act iv i t ies which is general ly used to ( i )  fund working capi ta l
expendi tures,  ( i i )  repay any short- term indebtedness incurred for working
capi ta l  purposes and ( i i i )  provide for the payment of  d iv idends. From t ime-
to-t ime we wi l l  incur indebtedness, general ly to ( i )  fund short- term working
capi ta l  needs, ( i i )  ref inance exist ing indebtedness or ( i i i )  fund major
capi ta l  expendi tures or the acquis i t ion of  other asseEs outside the ordinary
course of  business. We wi lL al-so f rom t ime-to-t ime seLl  assets ouEside the
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ordinary course of  business, and use the proceeds to ( i )  repay exist ing
indebtedness, ( i i )  make investments in marketable and other secur i t ies,  ( i i i )
fund major capi ta l  expendi tures or the acquis i t ion of  other assets outside the
ordinary course of  business or ( iv)  pay div idends.

Pr ic ing wi th in the TiO2 industry is cycI ical ,  and changes in industry
economic condi t ions s igni f icant ly impact earnings and operat ing cash f lows.
Changes in TiO2 pr ic ing,  product ion volumes and customer demand, among other
things, could s igni f icant ly af fect  our l iquidi ty.

We rout inely evaluate our l iquidi ty requirements,  a l ternat ive uses of
capi ta l ,  capi ta l  needs and avai l -abi l i ty  of  resources in v iew af ,  among other
things, our div idend pol icy,  our debt service and capi ta l  expendi ture
reguirements and est imated future operat ing cash f lows. As a resul t  of  th is
process, w€ have in the past and may in the future seek to reduce, ref inance,
repurchase or restrucEure indebtedness, raise addi t ional  capi ta l ,  repurchase
shares of  our common stock,  modify our div idend pol icy,  restructure ownership
interests,  seLl-  interests in our subsidiar ies or other assets,  ot  take a
combinat ion of  these steps or other steps to manage our l iquidi ty and capi ta l
resources. Such act iv i t ies have in the past and may in the future invol-ve
rel-ated companies.  In the normal course of  our business, we may invest igate,
evaluate,  d iscuss and engage in acquis i t ion,  jo int  venture,  strategic
reLat ionship and other business combinat ion opportuni t ies in Ehe TiO2
industry. In the event of  any future acquis i t ion or jo int .  venture
opportuni ty,  w€ may consider using then-avai l -able l iquidi ty,  issuing our
equi ty secur i t ies or incurr ing addi t ional  indebtedness.

At December 31, 2007, w€ had credi t  avai l -ab1e under al l  of  our exist ing
credi t  f  aci l i t ies of  approximately $1-52 mi l l - ion,  consist ing pr incipal ly of
$118 mi l l ion under our European credi t  faci l i ty ,  $11 mi l l - ion under our
Canadian credi t  faci l i ty  and $23 mi l l ion under our U.S. credi t  faci l i ty .
Based upon our expectat ion for  the TiO2 industry and ant ic ipated demands on
cash resources, we expect to have suff ic ient  l iquidi ty to meet our future
obl igat ions including operat ions,  capi ta l  expendi tures,  debt service and
current div idend pol icy.  I f  actual-  developments di f fer  f rom our expectat ions,
our l iquidi ty could be adversely af fected.

Capital expenditures

We intend to spend approximately $54 mi l l - ion for  major improvements and
upgrades to our exist ing faci l i t ies dur ing 2008, including approximately $7
mil l ion in the area of  environmental  protect ion and compl iance.

Off -balanee sheet f inancing

Other than operat ing lease commitments discl-osed in Note L4 Eo our
Consol- idated Financial  Statements,  we are not party to any mater ia1 of  f  -
bal-ance sheet f  inancing arrangements.

Cash, cash equivalenEs, restricted cash and resEricted market,able debt
secur i t ies

At December 31, 2007, w€ had current cash and cash equivalents
aggregat ing #72.2 mi l - l - ion ($68.8 mi l l ion held by our non-U. S. subsidiar ies) .
At  December 31,2007, our U.S. and non-U.S. subsidiar ies had current
restr icted cash equivalents of  $1.8 mi l l ion and noncurrent restr icted
marketable debt secur i t ies of  $g.Z mi l l ion.

Related party t ransact ions

We are party to certain t ransact ions wi th related part ies.  See Note
to our Consol idated FinanciaL statements.  I t  is  our pol icy to engage

1_3
in
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t ransact ions wi th rel-ated part ies on terms,
to us than could be obtained from unreLated

Couunitments and contingencies

in our opinion, Do less favorabl-e
part ies.

See Notes 9 and 14 to our Consol idated Financial  Statements for  a
descr ipt ion of  certain income tax examinat ions current ly underway and certain
legal  proceedings.

Recent accounting pronouncements

See Note L7 to our Consol idated Financial  Statements

Debt and Ot,her Contractual Cournritments

As more ful1y descr ibed in the Not,es t ,o the Consol idated Financial-
Statements,  we are a party to var ious debt,  lease and other agreements which
contractual ly and uncondi t ional ly commit  us to pay certain amounEs in the
future.  See Notes 8,  L3 and 14 to our Consol idated Financial  Statements.  Our
obl igat ion for  the purchase of  TiO2 feedstock is more fu1ly descr ibed in Note
t4 to our Consol idated Financial  Statements and above in "Business raw
mater iaLs.  "  The fol lowing tabLe summarizes such contractual  commitments of
ours and our consol idat ,ed subsidiar ies as of  December 31, 2007 by the type and
date of  payment.

Paynent due date

Contractual couuri tment 2008 2009 /20L0 20LL/20L2
(In ni l l ions)

20L3 and
af t,er Total

Indebtedness (1)

Int.erest payments on
indebtedness

Operat ing Leases

Fixed asset acquis i t ions

I-,ong-Lerm supply contracts
for the purchase of  TiOz
feedstock

Est. imated tax obl igat ions

$ L6.2

39.4

9.5

32 .0

208.0

9.6

s314 .7

2.L

77.0

11. 9

404.0

2.3

76.7

6.1

100.0

$585.5

L2.8

2L.6

606.2

20s.9

49 .L

32.0

7L2.0

9.5

sL_eLL_s$495.0 s18s J s520.0

(  1)  Pr imari  Iy relates to Kronos Int ,ernat ional-  ,  Inc .  Senior Secured Notes .
See I tem '7A, "Quant i tat ive and Qual i tat ive Discl-osures about Market
Ri-sk" and Note 8 to our Consol- idated Financial  Statements.

The timing and amount shown for our commitments related to indebtedness
(pr incipal  and interesE )  ,  operat ing l -eases, f  ixed asset acquis i t ions ,  long-
term supply contracts and other are based upon the contractual-  payment amount
and the cont,ractual  payment date for  such commitments.  With respect to the
revolv ing credi t  faci l i ty ,  the amount shown for indebtedness is based upon the
actual-  amount outstanding at  December 31, 2007, and the amount,  shown for
interest  for  any outstanding var iabLe-rate indebtedness is based upon the
December 31, 2007 interest  rate and assumes that such var iabl-e-rate
indebtedness remains outstanding unEi l  the matur i ty of  the faci l i ty .  The
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amount shown f  or  est imated tax obl igat , ions is the consol idat ,ed amount,  of
income taxes payable at  December 31, 2007, whj-ch is assumed to be paid dur ing
2008. A signi f icant port ion of  the amount shown for indebtedness rel-ates to
our 6.5t  Senior Secured Notes ($585.5 miLl ion aE December 31, 2007).  Such
indebtedness is denominated in euro.  See I tem 7A "Quant i tat ive and
Qual- i tat ive Discl-osures About Market Risk" and Note I  to the Consol idated
Financial-  Statements .

Our contracts for  the purchase of  TiO2 feedsEock contain f ixed
quant i t ies that  we are required to purchase, al though certain of  these
contracts al- Iow for an upward or downward adjustment in the quant i ty
purchased, general ly no more than l -0t ,  based on our feedstock requirements.
The pr ic ing under these agreements is general ly based on a f ixed pr ice wi th
pr ice escal-at ion c lauses pr imari ly based on consumer pr ice indices,  ds def ined
in the respect ive contracts.  The t iming and amount shown for our commitments
related to the long-term supply conEracts for  TiO2 feedstock are based upon
our current est imate of  Lhe quant i ty of  mater ia l  that  wi l l  be purchased in
each t ime per iod shown, and the payment lhaE wouLd be due based upon such
est imated purchased quant i ty and an est imate of  the ef fect  of  the pr ice
escal-at ion c l -ause. The actual-  amount of  mater ia l  purchased, and the actual-
amount that would be payable by us, ff iay vary from such estimated amounts .

The above tabl-e does not reflect any amounts Lhat we might pay to fund
our def ined benef i t  pension plans and OPEB p1ans, ds Ehe t iming and amount of
any such future fundings are unknown and dependent on, among other things, the
future performance of  def ined benef i t  pension plan assets,  interest  rate
assumptions and actual  future ret i ree medical-  costs.  Such def ined benef i t
pension plans and OPEB plans are discussed bel-ow in greater detai l .  The table
also does not refLect any amounts that  we might pay reLated to our asset
ret i rement,  obl igat ions as the terms and amounts of  such future fundings are
unknown. See Notes l -0 and 17 to our Consol- idated Financial  Statements.

The above table does not refLect
any of  our uncertain tax posi t ions,
f  uture set t l -ements are unknown and
t iming of  tax audi ts.  See Notes 9
Statements.

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

dependent oD, among other th ings ,  the
and 17 to our Consol- idated Financial-

The above tabLe also does not ref lect  any amounts we might pay to
acquire TiO2 from our TiO2 manufactur ing jo int  venture,  ds Ehe t iming and
amount of such purchases are unknown and dependent oD, among other things, the
amount of  TiO2 produced by the jo int  venture in the future and the jo int
venture's future cost  of  producing such TiO2. However,  the table does include
amounts rel-ated to our share of  the jo int  venture's ore requirements necessary
to produce TiO2 for us.  See I tem t ,  "Business" and Note 6 to our Consol- idated
Financial ,  Statements .

Def ined benef i t  pension plans

We maintain var ious def ined benef i t  pension plans in the U.S.,  Europe
and Canada. See Note 10 to our ConsoLidaLed FinanciaL Statements.

We account for  our def ined benef i t  pension plans using SFAS No. 87,
EmpToyer 's AccounEing for Pensions, as amended. Under SFAS No. 87, def ined
benef i t  pension plan expense and prepaid and accrued pension costs are each
recognized based on certain actuar ia l  assumptions, pr incipal ly the assumed
discount rate,  t .he assumed long-term rate of  return on plan assets and the
assumed increase in future compensat ion level-s.

In September 2005, the FASB issued SFAS No. .158, Employers '  Account ing
for Def ined Benef i t  Pension and Other Postret i rement Plans. SFAS No. 1-58
requires Ehe recogni t ion of  an asset or l iabi l i ty  for  the over or under funded
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status of  each of  our indiv idual  def ined benef i t  pension plans on our
Consol- idated BaLance Sheets.  This standard does not change the exist ing
recogni t ion and measurement requirements t ,hat  determine the amount of  per iodic
benef i t  cost  we recognize in net income. We adopted the asset and l iabi l i ty
recogni t ion and discl-osure requirements of  Ehis standard ef fect ive December
31, 2006 on a prospect ive basis,  in which we recognized through accumul-aLed
other comprehensive income al- l  of  our pr ior  unrecognized gains and losses and
pr ior  servj-ce costs or credi ts,  net  of  tax,  as of  December 31, 2006.

We recognized consol idated def ined benef i t  pension plan expense of  $ l -4.1-
mi l -L ion in 2005, $20.4 mi l l ion in 2006, and $22.4 mi l - l ion in 2007. The amount
of  funding requirements for  these def ined benef i t  pension plans is general ly
based upon appl icable regulat ions (such as ERISA in the U.S.) ,  and wi l l
general ly di f fer  f rom pension expense recognized under SFAS No. 87 for
f inancial  report ing purposes. We made contr ibut , ions to al l  of  our plans which
aggregated $18.5 mi l - l - ion in 2005, #26.8 mi l l ion in 2006, and $27.L mi l l ion in
2007 .

The discount rates we use for determining def ined benef i t  pension
expense and t .he related pension obl igat ions are based on current interest
rates earned on long-term bonds that receive one of  the two highest rat ings
given by recognized rat ing agencies in the appl icable country where the
def ined benef i t  pension benef i ts are being paid.  In addi t ion,  we receive
advice about appropr iate discount rat ,es f rom our th i rd-party actuar ies,  who
may in some cases use their  own market indices.  The discount rates are
adjusted as of  each measurement date to ref l "ect  then-current interest  rates on
such long-term bonds. Such discount rates are used to determine the act ,uar ia l
present val-ue of  the pension obl igat ions as of  the measurement date,  and such
discount rates are al-so used to determine the j -nterest  component of  def ined
benef i t  pension expense for the fo l lowing year.  Pr ior  to December 31, 2007,
we used a September 30 measurement date.  Ef fect ive December 31, 2007, w€ now
use a December 3l-  measurement date,  concurrent wi th our adopt ion of  the
measurement date requirements of  SFAS No. L58 ef fect ive December 31, 2007.
See Note 17 to our Consol idated Financial  Statements.

At December 3I ,  2007, approximately 62* ,  l -8t ,  1-38 and 38 of  t .he
project .ed benef i t  obl igat ions related to our plans in Germany, Canada, Norway
and the U.S.,  respect ively. We use several-  d i f ferent discount rate
assumptions in determining our consol idated def ined benef i t  pension plan
obl igat ion and expense. This is because we maintain def ined benef i t  pension
plans in several  d i f ferent countr ies in North America and Europe and the
interest  rate environment di f fers f rom counEry to country.

We used the f  o l lowing discount,  rat ,es f  or  our def ined benef i t  pension
plans:

Discount ratee used for:
Obl igat ions at

December 31, 2005 and
expense in 2006

Obl igat ione at
December 31, 2006

and expense in 2007

Obl igat ions at
December 31, 2007

and e>q)ense in 2008

Germany
Canada
Norway
u.s.

4.08
s.03
4. st
5.5t

4.5*
5.0t
4.8t
s.8t

s. s8
5.3t
5.5t
5.  ]_t

The assumed long-term rate of  return on plan assets represents the
est imated average rate of  earnings expected to be earned on the funds invested
or to be invested from the plans'  assets provided to fund the benef i t  payments
inherent in the projected benef i t  obl igat ions.  Def ined benef i t  pension
expense each year is based upon the assumed long-term rate of  return on plan
asset.s for  each plan and the actual  fa i r  val-ue of  the plan assets as of  the
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beginning of  the year.  Di f ferences between the expected reEurn on plan assets
for a given year and the actual  return are deferred and amort ized over future
per iods based ei ther upon the expected average remaining service l i fe of  the
act ive plan part . ic ipants ( for  p lans for which benef i ts are st i l l  being earned
by act ive employees) or the average remaining l i fe expectancy of  the inact ive
part ic ipants ( for  p lans for which benef i ts are not st i l I  being earned by
act ive employees).

At December 31, 2007, approximately 50t,  232 ,  l -8t  and 5t  of  the plan
assets related Eo our plans in the Germany, Canada, Norway and the U. S. ,
respect ively.  We use several  d i f ferent long-term rates of  return on plan
asset assumptions in determining our consol idated def ined benef i t  pension plan
expense. This is because the plan assets in di f ferent countr ies are invested
in a di f ferent mix of  investments and the long-term rates of  return for
di f ferent investments di f fer  f rom country to country.

In determining t ,he expected long-term rate of  return on plan asset
assumpt, ions,  w€ consider the long-term asset mix (e.  g.  equi ty vs .  f  ixed
income) for  the assets for  each of  our plans and the expected long-term rates
of return for  such asset components.  In addi t , ion,  we receive advice about
appropr iate long-term rates of  return f  rom our t ,h i rd-party actuar j -es.  Such
assumed asset mixes are summarized bel-ow:

r  In Germany, the composi t ion of  our plan assets is establ- ished to sat isfy
Ehe requirements of  the German insurance commissioner.

o In Canada, w€ current ly have a plan asset target alLocat ion of  50t  to
equi ty secur i t ies and 40t to f ixed income secur i t ies,  wi th an expected
long-term rate of  return for  such investments to average approximat.ely
L25 basis points above t .he appl icable equi ty or f ixed income index.

o In Norway, w€ current ly have a plan asset targeE al- locaEion of  : . .4Z Eo
equiEy secur i t ies,  64* to f ixed income secur j - t ies and the remainder
pr imari ly to cash and l iquid investments.  The expected long-term rate
of return for  such investments is approximaEely 8.5t ,5.0t  and 4.5*,
respect ively.

o In Ehe U.S. al l  of  the assets were invested in The Combined Master
Ret i rement Trust  ("CMRT"),  a coLlect ive investment t rust  sponsored by
Contran to permit  the coLLect ive investment by certain master t rusts
which fund cerEain employee benef i ts plans sponsored by Contran and
certain of  i ts  af  f  i l iates.  Harold Simmons is t ,he sole t , rustee of  the
CMRT. The CMRT's long-term investment object ive is to provide a rate of
return exceeding a composi te of  broad market equi ty and f ixed income
indices ( including the S&P 500 and certain RusseLl-  indices) ut i l iz ing
both th i rd-party investment managers as wel- I  as investments directed by
Mr.  Simmons. Dur ing the 2}-year history of  the CMRT through December
31, 2007, the average annuaL rate of  return has been approximately L4*
(wit f r  an 11-t  return for  2007) .

Our pension plan weighted average asset al- locat j -ons by asset category
were as fo l - l -ows:

December 31, 2005
CIIRT Canada

Equity secur i t ies and l imi ted
partnerships

Fixed income secur i t ies
Real estate
Cash, cash equivalents and other

Total-

97\
2
1

_1g_qt

Gerurany

23*
48
L4
t_5

1-Q-Q.t

66*
32

2

_!-Q_Qt

Norway

13t
64

23

1_Q_8.t
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December 31, 2007

Equity secur j - t ies and l imi ted
partnerships

Fixed income secur i t ies
Real estate
Cash, cash equivalents and other

Total-

Germany
Canada
Norway
u.s.

CIIRT Gennany

98t 28*
_49
2t2

r.00t 100t

s. st
7.0t
s. st

10.0t

Canada Norway

50t l_8*
34 68

614

_l_Q_Qt lq_Qt

for each pIan, and wi l l
more accurately ref lect

We regular ly review our acEual asset al- Iocat ion
per iodical ly rebalance the investments in each plan to
the targeted alLocat ion when considered appropr iat ,e.

Our assumed long-term rates of  reLurn on plan assets for  2005, 2005 and
2007 were as fo l lows:

2005 2006 2007

5.3t
7 .02
5. st

10.0t

s .8t
5.8t
5.  st

1-0.0t

We current ly expect t ,o use Ehe same long-term rate of  return on plan
asset assumptions in 2006 as we used in 2007 for purposes of  determining the
2008 def ined benef i t  pension plan expense.

To the extent that  a plan's part icular pension benef i t  formula
cal-culates the pension benef i t  in whol-e or in part  based upon fuEure
compensat ion Ieve1s, the projected benef i t  obl igat ions and the pension expense
wi l l  be based in part  upon expected increases in future compensat ion l -eve1s.
For al l  of  our plans for which the benef iL formula is so calculated, we
general ly base the assumed expected increase in future compensat ion levels
upon average long-term inf lat ion rates for  the appl icable country.

In addi t ion to the actuar ia l  assumptions discussed above, Ehe amount of
recognized def ined benef i t  pension expense and the amount,  of  net  pension asseL
and net pension l iabi l i ty  costs wi l l  vary based upon rel-at ive changes in
foreign currency exchange rates.

A reduct ion in the assumed discount rate general ly resul ts in an
actuar ia l -  loss,  €rs the actuar ia l ly-determined present value of  est imated
future benef i t  payments wi l l  increase. Conversely,  an increase in the assumed
discount rate general ly resul ts in an actuar ia l  gain.  In addi t , ion,  an actua1
return on plan assets for  a given year that  is  greater than the assumed return
on plan assets resul- ts in an actuar ia l  gain,  whi le an actual-  return on plan
assets that  is less Ehan the assumed return resul ts in an acEuarial  loss.
Other actual  outcomes that di f fer  f rom previous assumptions, such as
indiv iduals l iv ing longer or shorter than assumed in mortal i ty tables which
are al-so used to determine the actuar ia l ly-determined present value of
est imated future benef i t  payments,  changes in such mortal i ty table themselves
or plan amendments,  wi l l  a l -so resul t  in actuar ia l  losses or gains .
Accordingly under GAAP, w€ do not recognize al- I  of  such actuar ia l  gains and
losses in earnings current ly;  instead these amounEs are deferred and amort ized
into income in the future as part  of  net  per iodic def ined benef i t .  pension
cost.  However,  upon adopt ion of  SFAS No. l -58 ef  fect ive December 31, 2006,
these amounts are recognized in ot .her comprehensive income. In addi t ion,  any
actuar ia l -  gains generated in future per iods woul-d reduce the negat ive
amort izat ion ef fect  of  any cumuLat ive unrecognized actuar ia l -  l -osses, whi le any
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actuar ia l -  l -osses generat ,ed in future per iod.s woul-d reduce the f  avorable
amort izat ion ef fect  of  any cumuLat ive unrecognized actuar ia l  gains.

Dur ing 2007, al l  of  our def ined benef i t  pension plans generated a
combined net actuar ia l  gain of  approximately $7o.4 mi l l ion.  This actuar iaL
gain resul- ted pr imari ly f rom the general  overalL increase in the assumed.
discount rates and the actual  return on plan assets in excess of  the assumed
return.

Based on the actuar ia l  assumptions descr ibed above and our current,
expect,at , ion for  what actual  average foreign currency exchange rates wi l l  be
dur ing 2008, w€ expect our def ined benef i t  pension expense wi l l  approximate
$15 mi l l ion in 2008. In comparison, we expect to be required. to contr ibute
approximately $22 mi l l ion to such plans dur ing 2OOB.

As noted above, def ined benef i t  pension expense and the amounts
recognized as accrued pension costs are based upon t ,he actuar ia l  assumptions
discussed above. we bel ieve al I  of  Ehe actuar ia l -  assumptions used. are
reasonable and appropr iate.  However,  i f  we had l -owered the assumed discount
rate by 25 basis points for  a l l  ptans as of  December 31, 2007, our aggregate
projected benef i t  obl igat ions would have increased by approximately i )+.a
mi l l ion aE that date,  and our def ined benef i t ,  pension expense wouLd be
expected Eo increase by approximately $1.8 mi l l ion dur ing 2007. Simi lar ly,  i f
we lowered the assumed long-term rate of  return on plan assets by 25 basis
points for  a l l  of  our p]ans, our def ined benef i t  pension expense wouLd be
expected to increase by approximately $1.2 mi l l - ion dur ing 2007.

OPEB plans

Certain subsidiar ies of  ours in the u.  s.  and Canada current ly provide
cert .a in heaLth care and l i fe insurance benef i ts for  e l ig ib la ret i red
employees. See Note L0 to t ,he Consol idaEed Financial  Statements.  We account
for such OPEB costs under SFAS No. !06 ,  EmpToyers Account ing for
PostreEirement Benef i ts other than Pensj  ons,  as amend.ed..  Und.er SFAS No. 10G,
OPEB expense and accrued OPEB costs are based on certain act ,uar ia l -
assumptions, pr incipal ly the assumed discount rate and the assumed. rate of
increases in future heal th care costs.

In September 2006, the FASB issued SFAS No. 158, Employers,  Account ing
for Def ined Benef i t  Pension and Other Postret i rement plans. SFAS No. l -5g
reguires us to recognize an asset or l iabi l i ty  for  the over or under funded
status of  each of  our indiv idual  def ined benef i t  pension and postret i rement
benef i t  p lans on our Consol idated Balance Sheets.  This standard.  does not
change the existing recognition and measurement reguirements that determine the
amount,  of  per iodic benef i t  cost  we recognize in net income. We adopted the
asset and l iabi l i ty  recogni t ion and disclosure requirements of  th is standard
effect ive December 31, 2006 on a prospect ive basis,  in which we recognized.
Ehrough other comprehensive income all of our prior unrecognized gains and
losses and pr ior  service costs or credi ts,  net  of  tax,  as of  December j t ,  zOoG.

We recognized consol- idat .ed OPEB cost of  approximately 9.2 mi l l ion in
2005, $.8 mi l l ion in 2006 and $.g mi l l ion in 2007. Simi l -ar  to def ined benef i t
pension benef i ts,  the amount of  funding wi l l  d i f fer  f rom the expense
recognized for f inanciaL reporEing purposes, and contr ibut ions to the plans to
cover benef i t  payments aggregated $1.3 miLl- ion in 2005, $1.0 mi l l_ ion in 2006
and $ .4 mi l - l ion in 2007. Substant ia l ly  a l - l  of  our accrued. OeEB cost rel -ates
to benef i ts being paid to current ret i rees and their  dependenEs, and no
mater ia l -  amount of  OPEB benef i ts are being earned by curreni  employees. Due
to cont inued increases in heal- thcare costs,  i t  is  expected that our opEB
expense for f inancial  report ing purposes wi l ]  be consistent wi th the past two
years.  Our expected OPEB benef i t  payments are expected to be simi lar  amounts.
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The assumed discount rates we use for determining OPEB expense and the
relat ,ed accrued OPEB obl igat ions are general ly based on the same discount
rates we use for our U.S. and Canadian def ined benef i t  pension plans.

In est imat ing the heal th care cost  t rend rate,  we consider our actual
heal th care cost  exper ience, future benef i t  structures,  industry t rends and
advice f rom our th i rd-party actuar ies.  Dur ing each of  the past three years,
we have assumed that the rel-at ive increase in heal- t ,h care costs wi l l  general ly
trend downward over the next several  years,  ref lect ing,  among other th ings,
assumed increases in ef f ic iency in the heal th care system and industry-wide
cost containment in i t iat ives.  For example,  dt  December 31, 2007, the expected
rate of  increase in future heal th care costs ranges from 8.5t  in 2008,
decLining to 5.5t  in 20L4 and thereafter.

Based on the actuar iaL assumptions descr ibed above and our current
expectat ion for  what actual-  average foreign currency exchange rates wi l l  be
dur ing 2008, w€ expect our consol- idat ,ed OPEB expense wi l l  approximate $ .9
mi l l ion in 2 008 .  f  n comparison, we expect t ,o be required to make
approximately $.8 mi l l - ion of  contr ibut ions to such plans dur ing 2008.

We bel ieve that al l -  of  the act ,uar ia l -  assumptions used are reasonabl ,e and
appropr iate.  However,  a 25 basis point ,  change in assumed discount rates would
have the fol lowing ef fects:

25 basis 25 basis
point increase point decrease

(In mi l l ions)

Effect  on net OPEB cost dur ing 2007
Effect  at  December 31, 2OO7 on

postret i rement obl igat ion

Effect  on net OPEB cost dur ing 2007
Effect ,  at .  December 31, 2007 on

postret i rement obl igat ion

Foreign operations

( .6) .6

Assumed heal th care cost  t rend rates have a s igni f icant ef fect  on the
amounts we report  for  heaLth care plans. A one percent change in assumed
health care t rend rates would have the fol lowing ef fects:

1t Increase 1t Decreaae
( In mi l l iong)

$ ( .2)

(1.7)

.2

L.4

As discussed above, w€ have substant ia l  operat ions located outside the
United States for  which the funct ionaL currency is not the U.S. dol- l -ar .  As a
resuLt,  the reported amount of  our assets and l iabi l i t ies reLated to our non-
U.S. operat ions,  and therefore our consol idated net assets,  wi l l  f luctuate
based upon changes in currency exchange rates.  At  December 31, 2007, w€ had
substant ia l -  net  assets denominated in the euro,  Canadian dol lar ,  Norwegian
kroner and United Kingdom pound ster l - ing.

ITEM 7A. QUAIITITATTVE AtirD QUAIJITATM DTSCLOSIIRES ABOIr:r MARKET RrSK

General

We are exposed to market risk from changes in foreign currency exchange
rates,  interest  rates and secur i ty pr ices.  In the past,  w€ have per iodical ly
entered into currency forward contracts,  interest  rb. te swaps or other types of
contracts in order to manage a port ion of  our interest  rate market r isk.
Otherwise, we do not general ly enter into forward or opt ion contracts to manage
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such market r isks,  nor do we enter into any such conEract or oEher t )pe of
der ivat ive instrument for  t rading or speculat ive purposes. Other than as
descr ibed below, we were not a party Eo any mater ia l  forward or der ivat ive
opt ion contract ,  re l -ated to f  oreign exchange rates,  interest  rat ,es or equi ty
secur i ty pr j -ces at  December 3L, 2006 and 2007. See Notes l -  and 1-5 to our
Consol idated Financial  Statements.

Int,erest, raEes

We are exposed to market r isk f rom changes in int .erest  rates,  pr imari ly
rel-ated to indebtedness. At December 31, 2006 and 2007, subsEant ia l ly  a l l  of
our aggregate indebtedness was comprised of  f ixed-rate instruments.  The large
percentage of  f ixed-rate debt instruments minimizes earnings vol-at i l i ty  that
would resul t  f rom changes in interest  rates.  The fol lowing table presents
pr incipal  amounts and weighted average interest  rates for  our aggregaEe
outstanding indebtedness at  December 31, 2007. Informat ion shown below for
such foreign currency denominated indebt,edness is presented in i ts U.S. dol lar
equivalent aE December 31, 2007 using an exchange rate of  I .4716 U.S. dol-Lars
per euro.  Certain Norwegian kroner denominated capi ta l  leases total ing $5.3
mi l l ion in 2007 have been excluded from the tabLe below.

Anount
Carrying Fair Interest Maturity

value value rate date
(In ni l l ions)

$___5_85r fi_j)u

Indebtedness

Fixed-rate indebtedness - Euro-denominated:
Senior Secured Notes

Variable rate indebtedness - dol lar-denominated:
U.S. Credi t  Faci l i ty  S 15.4 S 1-5.4

5.5t  20L3

7 .5* 2008

At December 31, 2006, euro-denominated f ixed-rat .e indebtedness,
consist ing solely of  the 5.5t  Senior Secured Notes,  aggregated $525.0 mi l l ion
(fair  value $5L2.5 mi l l ion) wi t t r  a weighted-average interest  rate of  5.5t .

Var iable rate indebt.edness at  December 31, 2006, U.S. dol l -ar  denominated, was
$5.5 miLl ion wi th a weighted-average interest  rate of  8.25+.

Foreigrn currency exchange rates

We are exposed to market r isk ar is ing f rom changes in foreign currency
exchange rates as a resul t  of  manufactur ing and sel l ing our products wor l -dwide.
Earnings are pr imari ly af  f  ected by f  luctuat ions in the value of  the U. S. doLLar
reLat ive to the euro,  the Canadian doLlar,  the Norwegian kroner and the United
Kingdom pound ster l - ing.

As descr ibed above, dt  December 31, 2007, w€ had the equivalent of  $S8S.S
mi]Lion of  outstanding euro-denominated indebtedness (at  December 31, 2006
the equivalent of  $525.0 mi l l ion of  euro-denominated indebtedness) .  The
potent ia l  increase in the U.S. dol lar  eguivalent of  Ehe pr incipal  amounE
outstanding resulting from a hytrloLhetical LOt adverse change in exchange rates
at such date would be approximately $58.9 mi l l ion at  December 31, 2007 (at
December 31, 2006 $52.8 mi l l ion).

Certain of  our sales generated by our non-U. S. operat ions are
denominated in U.S. dol l -ars.  We per iodical ly use currency forward contracts
to manage a very nominaL port ion of  foreign exchange rate r isk associated with
receivables denominated in a currency other than the hol-der 's funct ional
currency or s imi lar  exchange rate r isk associated with future sal-es.  We have
not entered into these contracts for  t rading or speculat ive purposes in the
past,  nor do we current ly ant ic ipate enter ing into 'such contracts for  t rading
or speculat ive purposes in the future.  Dur ing 2006 and 2007, w€ have not used
hedge account ing for  any of  our contracts.  We held no such currency forward

-35-



contracts at  December 31, 2005 or 2007 and held no other s igni f icant
der ivat ive contracts at  December 31, 2006 or 2007.

Other

We bel-ieve there may be a certain amount of incompleteness in the
sensi t iv i ty analyses presented above. For example,  the hypothet ical  ef fect  of
changes in exchange rates discussed above ignores Ehe potent ia l  ef fect  on other
var iables which af fect  our resul ts of  operat ions and cash f l -ows, such as demand
f or our products,  sal-es vol-umes and sel l ing pr ices and operat ing expenses .
Accordingfy, t.he amounts presented above are not necessarily an accuraEe
ref l -ect ion of  the potent ia l  Losses we would incur assuming the hypothet ical
changes in exchange rates were actual ly to occur.

The above discussion and est imated sensi t iv i ty analysis amounEs include
forward-looking statements of market risk which assume hypothetical changes in
currency exchange rates.  Actua1 future market condi t ions wi l l  l ikely di f fer
mater ia l ly  f rom such assumptions. Accordingly,  such forward- looking statements
should not be considered to be project ions by us of  future events,  gains or
l -osses.

ITE|DI 8. FINANCIAI. STATEMENTS AND SI'PPIJEMEIITARY DATA

The informat ion calLed for by th is I tem is contained in a separate
sect ion of  th is Annual  Report .  See " Index of  Financial  Statements and
Schedules" (page F-1) .

ITEM 9 . CHAI{GES IN AI{D DISAGREEMENTS WITH ACCOI'NTANTS ON ACCOI'NTING AI{D
FINAITCIAIJ DI SCIJOSI'RE

None.

rTED{ 9A. CONIROIJS AI{D PROCEDITRES

Evalual ion of  d iscLosure controls and procedures

We maintain a system of discl-osure cont,roLs and procedures.  The term
"discl-osure controls and procedures,  r r  as def ined by Exchange Act Rule 13a-
l -5 (e) ,  means contro]s and other procedures that are designed to ensure that
informat ion required to be discl-osed in the reports that  we f i le or submit  to
the SEC under the Secur i t ies Exchange Act of  1934, ds amended ( the "Act") ,  is
recorded, processed, summarized and reported, wi th in the t . ime per iods
speci f ied in the SECts rules and forms. DiscLosure controls and procedures
incl-ude, wi thout l imi tat ion,  controLs and procedures designed to ensure that
informat ion we are required to discl-ose in the reports we f i le or submit  to
the SEC under the Act is accumulated and communicated to our managemenE,
including our pr incipal  execut ive of f icer and our pr incipal  f inancial-  of f icer,
or persons performing simiLar funct , ions,  as appropr iate to al low t imely
decis ions to be made regarding required disclosure.  Each of  Haro1d C.
Simmons, our Chief  Execut ive Off icer,  and Gregory M. Swa1we11, our Vice
President,  Finance and Chief  Financial-  Off icer,  have eval-uated the design and
effect iveness of  our discl-osure controLs and procedures as of  December 31,
20Q7. Based upon their  eval-uat ion,  t ,hese execut ive of  f  icers have concluded
that our disclosure conErol-s and procedures are ef fect ive as of  December 31,
20Q7 .

Internal cont,rol over financial reporting

We al ,so maintain internaL controL over f inancial  report ing.  The term
"internal-  control  over f inancial  report iag,"  as def ined by Exchange Act RuIe
l-3a-1-5 ( f  )  means a process designed by,  or  under the supervis ion of  ,  our
pr incipal  execut ive and pr incipal  f inancial  of f icers,  or  persons performing
simi lar  funct ions,  and ef fected by the board of  d i rectors,  management and
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other personnel ,  to provide reasonabLe assurance regarding the rel iabi l i ty  of
f inancial-  report ing and the preparat ion of  f inancial  statements for  external
purposes in accordance with GAAP, and incl-udes those pol ic ies and procedures
that:

Pertain to the mai-ntenance of  records that in reasonable detai l
accurately and fair ly ref lect  the t ransact ions and disposi t . ions of
our assets,
Provide reasonable assurance that Lransact, ions are recorded as
necessary to permit  preparat ion of  f inancial-  statements in accordance
wit .h GAAP, and that receipts and expendi tures are being made only in
accordance with author izat ions of  management and directors,  and
Provide reasonable assurance regarding prevent ion or t imely detect ion
of an unauthor ized acquis i t ion,  use or disposi t , ion of  assets that
couLd have a mater ia l -  ef fect  on our Condensed Consol idated Financial
SEatement,s.

Sect ion 404 of  the Sarbanes-Oxley Act of  2002 requires us to report  on
internal control over financial reporting in this Annual Report on Form 1-0-K
for t .he year ended December 31, 2007. Our independent registered publ ic
accounting firm is al-so reguired to audit our j-nternal- control- over financial-
report ing as of  December 31, 2007.

As permit ted by the SEC, our assessment of  internaL control  over
f inancial-  report ing excLudes ( i )  int ,ernal  controL over f inancial-  report ing of
equi ty method investees and ( i i )  internal  control  over t ,he preparat , ion of  our
f inancial-  statement schedules required by Art ic le 12 of  Regulat ion S-X.
However,  our assessment of  internal  controL over f inanciaL report ing wi th
respect to equi ty method investees did include control-s over the recording of
amounts rel-ated to our investment that  are recorded in t .he consol- idated
f inancial  statements,  including control-s over the select ion of  account ing
methods for our investments,  the recogni t ion of  equi ty method earnings and
l-osses and the determinat ion,  valuat ion and recording of  our investment
account baLances.

Changes in Internal Cont,roL Over Financial, ReporEing

There has been no change to
report , ing dur ing the quarter ended
affected, or is reasonably 1ike1y to
over f  inanciaL report , ing.

our internal  control  over f inanciaL
December 31, 2007 that has mater ia l ly
mater ia l ly  af fect ,  our internal  contro1

Management's Report on fnternal Control Over Financial Reporting

Our management is responsible for  establ ishing and maintaining adequate
internal  control  over f inancial  report ing,  as such term is def ined in Exchange
Act Rul-es 13a- l -5 ( f  )  and 1-5d-15 ( f  )  .  Our eval-uat ion of  the ef fect iveness of
internal-  control  over f inanciaL report ing is based upon the cr i ter ia
establ-ished in Internal Control Integrat.ed Framework issued by the Committee
of Sponsor ing Organizat ions of  the Treadway Commission (commonly referred to
as the "COSO" framework).  Based on our evaluat ion under that  f ramework,  we
have concl-uded that our interna1 control  over f  inancial  report ing was
effect ive as of  December 31, 2007.

Pr icewaterhouseCoopers LLP, the independent registered publ ic accounEing
f i rm that has audi ted our consol- idated f inancial  statements incLuded in th is
AnnuaL Report ,  has audi ted the ef fect iveness of  our internal-  control  over
f inancial-  report ing as of  December 31, 2007, ds stated in their  report ,  which
is included in th is Annual  Report  on Form l-O-K.
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Cert i f icat ions

Our chief  execut ive of f icer is required to annual ly f i le a cert i f icat ion
with the New York Stock Exchange (  "NYSE" )  ,  cert i fy ing our compl iance with t ,he
corporate governance l is t , ing standards of  the NYSE. Dur ing 2007, our chief
execut ive of f icer f i led such annual  cert i f icat ion wi th the NYSE. The 2007
cert i f  icat ion was unqual i f ied.

Our chief  execut ive of f icer and chief  f inancial  of f icer are also
required to,  among other t .h ings,  quarter ly f i le cert i f icat ions wi th the SEC
regarding t ,he qual i t ,y of  our publ ic disclosures,  ds required by Sect ion 302 of
the Sarbanes-Oxley Act of  2002. The cert i f icat ions for  the quarter ended
December 31, 2007 have been f i led as Exhibi ts 3L.1 and 31.2 to th is Annual
Report on Form 1- 0 - K .

ITE}I 98. OTHER INFORMATTON

Not appl icabl-e.

PART III

ITEI}I 10. DTRECTORS, EXESTITIVE OFFICERS AIID CORPORATE GOVERNAI{CE

The information required by this Item is incorporated by reference to our
def in i t ive Proxy Statement to be f i led wi th the SEC pursuant to Regulat ion 1-4A
within I2O days af  ter  the end of  t ,he f  iscal  year covered by th is report ,  ("Proxy
Statement" )

ITEM 11. EXECIXTIVE COMPENSATTON

The information required by this Item is incorporated by reference to our
Proxy Statement.

ITEM 12 . SEEI'RITY OWNERSHIP OF CERTATN BENEFICIAI, OWNERS A}ID MA}IAGEMEI{T AND
RELATED STOCKHOIJDER ACTMTY

The informat ion required by th is f tem is incorporated by reference to our
Proxy Statement.

ITEM 13. CERTAIN REIJATIONSHfPS AI.ID REIJATED TRAIISACTIONS, AI{D DIRECTORS
IIIDEPEIIDENCE

The information reguired by this Item is incorporated by reference Eo our
Proxy Statement.  See aLso Note 13 to our Consol- idated Financial  Statements.

ITEM 14 . PRINCIPAII ACCOITIIIING FEES AIID SERVICES

The information required by the Item is incorporated by reference to our
Proxy Statement.

ITEM 15.

(a) and

PART IV

EXIIIBfTS AI.ID FINAIICIAIJ STATEMEIII SCHEDII,ES

(c) Financial  Statements

The Registrant

The consol idated
Registrant l - is ted

and Schedule

f inancial  statements and scheduLe of  the
on the accompanying Index of Financial-
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(b)

Statements and Schedules (see page F-1) are f i led as part  of  th is
Annual  Report .

Exhibi ts

IncLuded as exhibi ts are the i tems l is ted in the Exhibi t  Index.
We wi l l  furnish a copy of  any of  the exhibi ts l - is ted below upon
payment of  $4.00 per exhibi t  to cover our costs to furnish the
exhibi ts.  Pursuant to I tem 501- (b) (4) ( i i i )  of  Regulat ion S-K, any
instrument def in ing the r ights of  hoLders of  long-term debt issues
and other agreements reLated to indebtedness which do not exceed
1-0t  of  consol idated totaL assets as of  December 31, 2006 wi l l  be
furnished to the Commission upon request.

We wi l l  a lso furnish,  wi thout charge ,  a copy of  i t ,s  Code of
Business Conduct and Ethics,  ds adopted by Ehe board of  d j - rectors
on February L9, 2004, upon request.  Such requests shouLd be
direcEed to the at t ,ent ion of  the Corporate Secretary at  our
corporate of f ices located at ,  5430 LB\T Freeway, Sui te 1-700, Dal las,
TX 75240.

Exhibit Index

Form of Distr ibut ion Agreement between NI- ,  Industr ies,  fnc .  and
Kronos Worldwide, Inc.  incorporated by reference to Exhibi t  2.1
of the Registrat ion Statement on Form L0 of  t ,he Registrant (Fi le
No. 001-31-753).

First  Amended and Restated Cert i f icaLe of  fncorporat ion of  Kronos
Worldwide, fnc.  incorporated by reference to Exhibi t  3.1- of  the
Registrat ion statement on Form l-0 of  t .he Registrant ( f i te No. 001--
3L763).

Amended and Restated Bylaws of  Kronos Worldwide, Inc .  as of
October 25, 2007 incorporated by reference to Exhibi t  3.1 of  the
Registrant '  s Current Report  on Form I  -K f  i led wi th t ,he U. S .
Secur i t ies and Exchange Commission on October 31, 2007.

fndenture governing the 5.5t  Senior Secured Notes due 201,3,  dated
as of  Apr i l  l1- ,  2005, between Kronos Internat ional ,  Inc.  and The
Bank of  New York,  as t rustee ( incorporated by reference to Exhibi t
4.L to the Current Report  on Form 8-K of  Kronos Internat ional ,
Inc .  ( r ' i Ie No. 333 -L00047) that  was f  i led wi th the U. S .  Secur i t ies
and Exchange Commission on Apr i l  11,  2005).

Form of cert i f icate of  Ser ies A 5.5t  Senior Secured Note due 20L3
( incorporated by reference to Exhibi t  4.2 Eo the Current Report
on Form 8-K of  Kronos Internat ionaL, Inc.  (Fi1e No. 333- l -00047)
that was f i led wi t ,h the U.S. Secur i t ies and Exchange Commission
on Apr i l  11,  2006) .

Form of cert i f icate of  Ser ies B 5.5t  Senior Secured Note due 20L3
( incorporated by reference to Exhibi t  4.3 to the Current Report

on Form 8-K of  Kronos Internat ional- ,  Inc.  (Fi le No. 333-100047)
that was f i led wi th the U.S. Secur i t ies and Exchange Commission
on Apr i l  11,  2006) .

Purchase Agreement dated Apr i l  5,  2005 between Kronos
fnternat ional- ,  fnc.  and Deutsche Bank AG London ( incorporated by
reference to Exhibi t  4.L to the Current Report  on Form 8-K of
Kronos Internat ional- ,  Inc.  (Fi le No. 333- l -00047) that  was f  i led

I tem No.

2.L

3.1

3.2

4.L

4.2

4.3

4.4
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4.5

4.5

4.7

4.8

4.9

4.1_0

L0.3*

with the U.S
2006) .

Secur i t ies and Exchange Commi s s ion on Apr i l  11,

Registrat ion Rights Agreement dat,ed as of  Apr i l  11,  2005 between
Kronos Internat ionaL, fnc.  and Deutsche Bank AG lrondon
( incorporated by reference to Exhibi t  4.5 to the Current Report

on Form 8-K of  Kronos Internat ionaL, Inc.  ( f i te No. 333-L00047)
that was f i led wi th the u.S. Secur i t ies and Exchange Commission
on Apr i l  11,  2006)

CoLlateral  Agency Agreement,  dated Apr i l  11,  2006, among The Bank
of New York,  U. S. Bank, N.A. and Kronos fnternat ional- ,  Inc.
( incorporated by reference to Exhibi t  4.5 to the Current Report
on Form 8-K of  Kronos Internat ional ,  Inc.  (Fi le No. 333 -1-00047)
t ,hat .  was f i led wi th the U.S. Secur i t ies and Exchange Commission
on Apr i l  11,  2005).

Secur i t ,y Over Shares Agreement,  dated Apr i l  11,  2006, between
Kronos Internat ional ,  Inc.  and The Bank of  New York ( incorporated
by reference to Exhibi t  4.7 Eo the Current Report  on Form 8-K of
Kronos Internat ional ,  Inc.  (Fi le No. 333-100047) that  was f i led
with the U.S. Secur i t ies and Exchange Commission on Apr i l  AL,
2006) .

Pledge of  Shares (shares in Kronos Denmark ApS),  dated Apr i l  11,
2005, between Kronos Internat ionaL, Inc.  and U. S. Bank, N.A.
( incorporated by reference to Exhibi t  4.8 to the Current Report

on Form 8-K of  Kronos Internat ional ,  fnc.  (Fi le No. 333-1-00047)
that was f i led wi th the U.S. Secur i t ies and Exchange Commission
on Apr i l  11,  2006) .

Pledge Agreement (shares in Societe Industr ie l le du Ti tane S.A. )  ,
dated Apr i l  11,  2006, between Kronos Internat ionaL, Inc.  and U.S.
Bank, N.A. ( incorporated by reference to Exhibi t  4.9 Eo the
Current Report  on Form 8-K of  Kronos Internat ional ,  Inc.  (Fi le
No. 333-100047) that  was f i led wi th the U.S. Secur i t ies and
Exchange Commission on Apr i l  11,  2006)

Share Pledge AgreemenE (shares in Kronos Ti tan GmbH), dated Apr i l
11,  2006, between Kronos Internat ionaL, Inc.  and U.S. Bank, N.A.
( incorporated by reference to Exhibi t  4.10 to the Current Report
on Form 8-K of  Kronos Internat ional ,  Inc.  (Fi le No. 333-L00047)
t ,hat ,  was f i led wi th the U.S. Secur i t ies and Exchange Commission on
Apri l  tL,  2006).

Form of Tax Agreement
Inc.  incorporated
Registrat ion sEatement
31753).

between VaLhi ,  Inc .  and Kronos Worldwide,
by reference to Exhibi t  l -0.1,  of  the

on Form l-0 of  the Registrant (Fi le No. 001-

10. L

L0.2 Intercorporate Services Agreement by and between Contran
Corporat ion and Kronos Worl-dwide, Inc. ,  ef fect ive as of  January L,
2004 incorporated by reference to Exhibi t  1-0.2 to the Quarter ly
Report  on Form 10-Q of  t ,he Registrant ( f  i te No. 001-31,753) for  the
quarter ended March 31, 2004.

Form of Kronos
incorporated by
statement on Form

Euro 80, 000, 000
Kronos Titan GmbH

Worldwide, Inc .  I rong-Term Incent ive Plan
reference to Exhibi t  10.4 of  the Registrat ion
L0 of  the Registrant (Fi le No. 001-3L753).

Faci l i ty  Agreement,  dated June 25 ,  2002, among
& Co. OHG, Kronos Europe S.A./ lU.V.,  Kronos Ti tan

10 .4
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1-0.5

1_0.5

L0.7

1_0.8

L0.10

L 0 . 9 Form of As s ignment and As sumpt ion Agreement , dat.ed as of ,January
t  ,  L999, beEween Kronos Inc .  (  formerly known as Kronos (USA) ,
Inc.)  and Kronos fnternat ionaL, Inc.  -  incorporat .ed by reference
to Exhibi t  10.9 Eo Kronos Internat ional- ,  Inc.  's  Registrat ion
Statement on Form S-4 (Fi le No. 333-L00047).

A/ S and Titania A/ S , as borrowers , Kronos Tit,an GmbH & Co . OHG,
Kronos Europe S.A./W.V. and Kronos Norge AS, as guarantors,  Kronos
Denmark ApS ,  as secur i t ,y provider,  Deutsche Bank AG, as mandated
lead arranger,  Deutsche Bank Luxembourg S.A. ,  €ts agent,  and
secur i ty agent,  and KBC Bank NV, as f ront ing bank, and the
f inancial  inst i tut ions ] is ted in Schedule l -  thereto,  ds Lenders
incorporated by reference to Exhibi t  l -0.1 to the Quarter ly Report
on Form 10-Q of  NL Industr ies,  Inc.  for  the quarEer ended,June 30,
2002.

First  Amendment Agreement,  dated September 3 ,  2004, Relat ing to a
Faci l i ty  Agreement dated June 25, 2002 among Kronos Ti tan GmbH,
Kronos Europe S .  A.  /w .v.  ,  Kronos Ti tan AS and Ti tania A/ S ,  as
borrowers , Kronos Titan GmbH, Kronos Europe S . A. / lU. V. and Kronos
Norge AS, as guarantors,  Kronos Denmark ApS, as secur i ty provider,
wi t .h Deutsche Bank Luxembourg S.A.,  act ing as agent i -ncorporat ,ed
by reference to Exhibi t  L0.  l "  of  the Current Report  on Form 8-K of
the Registrant dated November 17, 2004 (Fi le No. 333-LI9639) .

Second Amendment Agreement Relat ing to a Faci l i ty  Agreement dated
..Tune 25, 2002 executed as of  .Tune L4, 2005 by and among Deutsche
Bank AG, as mandated Lead arranger,  Deutsche Bank Luxembourg S.A.
as agent,  the part ic ipat ing Lenders,  Kronos Ti tan GmbH, Kronos
Europe S.A./w.V, Kronos Ti tan AS, Kronos Norge AS, Ti tania AS and
Kronos Denmark ApS incorporated by reference to Exhibi t  10.1 of
Kronos Internat ional ,  Inc.  s '  Form 8-K dated , .Tune t4,  2005.
Certain schedules,  exhibi ts,  annexes and simi l -ar  at tachments Eo
this Exhibi t  L0.9 have not been f i led;  upon request,  the Report ing
Persons wi l l  furnish supplemental ly to the Commission a copy of
any omit ted exhibi t ,  annex or at tachment,  .

Lease Contract ,  dated , fune 2L, t952, between Farbenfabr ieken Bayer
Akt iengesel- l -schaf t  and Ti tangeseLlschaf t  mit  beschrankter Haf tung
(German language version and English t.ranslat,ion thereof ) -
incorporated by reference to Exhibi t  L0.14 to the Annual-  Report .  on
Form l-O-K of  NL Industr ies,  fnc.  for  the year ended December 31,
1985.

MasLer Technology Exchange Agreement,  dated as of  October 18,
L993, among Kronos Worldwide, Inc.  ( f /k/a Kronos, Inc.) ,  Kronos
Louis iana, Inc. ,  Kronos fnternat ionaL, Inc. ,  Tioxide Group Limited
and Tioxide Group Services L, imited -  incorporated by reference to
Exhibi t ,  l -0 .  I  to the Quarter ly Report  on Form 10 -Q of  NL
Industr ies,  Inc.  for  Ehe quarter ended September 30, 1-993.

Form of Cross License Agreement,  ef fect ive as of  January t ,  L999,
between Kronos fnc . ( formerly known as Kronos (USa) , Inc . ) and
Kronos fnternat ional- ,  Inc.  -  incorporated by reference to Exhibi t
t ,o Kronos Internat ional- ,  Tnc.rs Registrat ion Statement on Form S-4
(Fi le No. 333-L00047) .

Format ion Agreement dated as of  October 18, l -993 among Tioxide
Americas fnc. ,  Kronos Louis iana, Inc.  and Louis iana Pigment
Company, L.P. -  incorporated by reference to Exhibi t  L0.2 to NL
Industr ies,  Inc. 's Quarter ly Report  on Form 10-Q for the quarter
ended September 3 0,  1-993 .

10. t_1_
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1,0.L2

10 .  1_3

10.1_4

10 .15

1-0.15

L0.17

10.1"8

10. t_9

10.20

.Toint  Venture Agreement,  dated as of  October 18, 1993 beEween
Tioxide Americas Inc.  and Kronos Louis iana, Inc.  -  incorporated by
reference to Exhibi t  L0.3 to NIJ Industr ies,  Inc.  rs Quarter ly
Report  on Form 10-Q for the quarter ended September 30, 1-993.

Kronos Of f  take Agreement dated as of  Oct,ober 18, L993 between
Kronos Louis iana, Inc.  and Louis iana Pigment Company, L.P.
incorporated by reference to Exhibi t  L0.4 to NL Industr ies,  Inc. 's
Quarter ly Report  on Form 10-Q for the quarter ended September 30,
1993.

AmendmenE No. l- to Kronos Offtake Agreement dated as of December
20, 1995 between Kronos Louis iana, Inc.  and Louis iana Pigment
Company, L.P. -  incorporated by reference to Exhibi t  10.22 to NL
Industr ies,  Inc.rs Annual  Report  on Form 1-0-K for the year ended
December 31, L995.

Tioxide Americas Off take Agreement dated as of  October 18, 1993
between Tioxide Americas Inc.  and Louis iana Pigment Company, L.P.
-  incorporated by reference to Exhibi t  10.5 to NL Industr ies,
Inc.  's  Quarter ly Report  on Form 10-Q for the quarter ended
SepEember 30, 1993.

Amendment No. 1- to Tioxide Americas Of f take Agreement dat,ed as of
December 20, l -995 between Tioxide Americas Inc.  and Louis iana
Pigment Company, L.P. -  incorporated by reference to Exhibi t  t0 .24
to NL Industr ies,  Inc. 's Annual  Report  on Form l-O-K for t ,he year
ended December 31, l -995.

TCI/KCI Output Purchase Agreement dated as of  October 18, L993
between Tioxide Canada Inc.  and Kronos Canada, Inc.  -  incorporated
by reference to Exhibi t  L0.5 to NL fndusEries,  Inc. 's Quarter ly
Report  on Form 10-Q for Ehe quarter ended SepLember 30, l -993.

TAI/KLA Output Purchase Agreement dated as of  October 18, 1-993
between Tioxide Americas Inc.  and Kronos L,ouis iana, Inc
incorporated by reference to Exhibi t  L0.7 to NL rndustr ies,  Inc. 's
Quarter ly Report  on Form 10-Q for the quarter ended September 30,
r_993 .

Parents '  Undertaking dated as of  October 18, 1-993 between ICI
American Holdings Inc .  and Kronos Worldwide, Inc .  ( f  /k/  a Kronos ,
Inc.  )  -  incorporat ,ed by ref  erence to Exhibi t  1-0.9 to NL
Industr j -es,  Inc. 's Quarter ly Report  on Form 10-Q for the quart .er
ended September 30, 1993.

Al l -ocat ion Agreement dat,ed as of  October 18, 1-993 beEween Tioxide
Americas Inc. ,  ICI American Holdin9s, Inc. ,  Kronos Worldwide, Inc.
( f  /k/  a Kronos, Inc .  )  and Kronos Louis iana, Inc .  -  incorporated by
reference to Exhibi t  L0.L0 to NL Industr ies,  Inc. 's Quarter ly
Report  on Form 10-Q for the quarter ended September 30, 1993.

Insurance shar ing agreement dated October 30, 2003 by and among
CompX Internat ional  fnc. , Contran Corporat ion,  Keystone
Consol idated Industr ies,  Inc. ,  Ti tanium Metal-s Corp. ,  Valhi ,  Inc. ,
NL fndustr ies,  Inc.  and Kronos WorLdwide, Inc.  incorporated by
reference to Exhibi t  1-0.48 to NL Industr ies,  Inc. 's Annual-  Report
on Form l-O-K for the year ended Decembe'r  31,  2003.

10.2t
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L0.22* Summary of Consulting Arrangement beginning on August L, 2003, dB
amended .fanuary L4, 2008 between L,awrence A. Wigdor and Kronos
Worldwide, Inc. - incorporated by reference to Item 1.01 to the
Registrant 's Current Report  on Form I-K f i led wi th the U. S.
Securit ies and Exchange commission on ,fanuary 18, 2008.

2L.L Subsidiar ies.

23.L Consent of PricewaterhouseCoopers IJIJP.

31.1 Cert i f icaLion.

3L.2 Cert i f icat ion.

32.L Cert i f icat ion.

* Management contract, compensatory plan or arrangement
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S IGNATTJRES

Pursuant to the requirements of  Sect ion L3 or 15 (d) of  the Secur i t ies
Exchange Act of 1934, the Registrant has duly caused this report to be signed
on i ts behal f  by the undersigned, thereunto duly author ized.

Kronos Worldwide, Inc .
(Registrant)

By:/s/  Harold C. Simmons
Harold C. Simmons

March 12, 2008
(Chairman of the Board and Chief

Execut ive Off icer)

Pursuant to the requirements of  the Secur i t ies Exchange Act of  1934,
this report  has been signed below by the fol lowing persons on behal f  of  the
Registrant and in the capaci t ies and on the dates indicated:

/s/  Harold C. Simmons /s/  Steven L.  Watson

Harold C. Simmons, March L2, 2008 Steven L.  Watson, March L2, 2008
(Chairman of the Board and Chief (Director)

Execut ive Off icer)

/s/  George E. Poston /s/  GLenn R. Simmons

George E. Poston, March 1,2,  2008 G1enn R. Simmons, March 1-2,  2008
(Director)

/s/  c.  H. Moore, Jr .

(Director)

/s/  Kei th R. coogan

C. H. Moore, Jt . ,  March L2, 2008 Kei th R. Coogan, March L2, 2008
(Director)

/s/  R. Gerald Turner

(o i rector)

/ s /  Gregory M. Swalwell
R. Gera1d Turner,  March 12, 2008 Gregory M. Swalwel l ,  March 1-2,  2008
(Director) (v ice President,  Chief  Financial

Off icer,  Pr incipal  Financial
Off icer)

/s/  Tim c.  Hafer

Tim C. Hafer,  March L2, 2008
(Vice President,  Control ler ,
Pr incipal  Account ing Off icer)
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ftrcWu5{alPERS@
PricewaterhouseGoopers LLP
2001 RossAvenue, Suite 1800
Dallas fX75201-2997
Telephone (214) 999 1400
Facsimile (21 4) 754 7991

REPORT OF INDEPEIIDEIIT REGISTERED PI'BIJIE ACCOI'NTING FIRM

To the Stockholders and Board of  Directors of  Kronos Worldwide, Inc. :

In our opinion, the accompanying consol- idated bal-ance sheets and the
related consol- idated statements of  operat ions,  of  comprehensive income
(l-oss),  of  changes in stockhol-ders '  equi ty and of  cash f lows present fa i r ly ,
in al l  mater ia l  respects,  the f inancial-  posi t ion of  Kronos Worldwide, Inc.
and i ts subsidiar ies at  December 31, 2005 and 2007 and the resuLts of  their
operat ions and their  cash f lows for each of  the three years in the per iod
ended December 31, 2007 in conformity wi th account ing pr inciples general ly
accepted in the Uni ted States of  America.  In addi t j -on,  in our opinion, the
f inancial-  statement schedule l is ted in the accompanying index presents
fair ly,  in al l  mater ia l  respects,  the informat ion set for th therein when read
in conjuncLion with the related consol idated f inancial-  statements.  Al-so in
our opinion, the Company maintained, in al l  mater ia l -  respects,  ef fect ive
internal-  control  over f inancial  report ing as of  December 31, 2007, based on
cr i ter ia establ- ished in InternaT Control  -  Integrated Framework issued by the
Commit tee of  Sponsor ing Organizat ions of  the Treadway Commission (COSO). The
Company's management is responsible for  these f inancial  statements and
f inanciaf  statement schedule,  for  maintaining ef fect ive internal  control-  over
f  inancial-  report ing and f  or  i ts  assessment of  the ef  f  ect iveness of  j -nternal

controL over f inancial  report ing,  included in Management 's Report  on Internal
Control-  Over Financial-  Report ing appear ing under I tem 9A. Our responsibi l i ty
is to express opinions on these f inancial-  statements,  on the f inancial-
statement schedule,  and on the Company's internal  control  over f inancial-
report ing based on our integrated audi ts. We conducted our audi ts 1n
accordance with the standards of  the Publ ic Company Account ing Oversight
Board (Uni ted States).  Those standards require that  we plan and perform the
audi ts to obtain reasonabl-e assurance about whether the f inancial-  statements
are f ree of  mater ia l  misstatement and whether ef fect ive internal  control-  over
f inancial  report ing was maintained in al l  mater ia l -  respects.  Our audi ts of
the f inancial-  statements included examining, on a test  basis,  evidence
support ing the amount.s and discLosures in the f inanciaL statements,  assessing
the account ing pr inciples used and signi f icant est imates made by management,
and evaluat ing the overal l  f inancial-  statement presentat ion.  Our audi t  of
internal  control-  over f inancial-  report ing incl-uded obtaining an understanding
of internal-  control  over f inancial  report i rg,  assessing the r isk that  a
mater ia l -  weakness exists,  and test ing and evaluat ing the design and operat ing
effect iveness of  internal  control  based on the assessed r isk.  Our audi ts
a1so included performing such other procedures as we considered necessary in
the circumstances. We bel ieve that our audi ts provide a reasonabLe basis for
our opinions.

As discussed in Note L7 to the Consol idated Fi-nancial-  Statements,  the
Company changed the manner in which i t  accounts for  pension and other
postret i rement benef i t  obl igat ions in 2006 and the manner in which i t
accounts for  uncertain tax posi t ions in 2007.
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A company's inEernal-  control  over f inancial  report ing is a process
designed Eo provide reasonable assurance regarding the rel iabi l i t .y  of
f inancial  report ing and the preparat ion of  f inancial-  statements for  external
purposes in accordance with general ly accepted account ing pr inciples.  A
company's int .ernal  control  over f  inancial-  report ing includes those pol ic ies
and procedures that ( i )  pertain to the maintenance of  records that,  in
reasonabl-e detai l - ,  accurately and f  a i r ly  ref  lect  the t ransact ions and
disposi t ions of  the assets of  the company; ( i i )  provide reasonable assurance
that t ransact ions are recorded as necessary to permit  preparat ion of
f inancial  statements in accordance with general ly accepted account ing
pr inciples,  and that receipts and expendi tures of  the company are being made
only in accordance with author izat ions of  management and directors of  the
company; and ( i i i )  provide reasonable assurance regarding prevent ion or
t imely detect ion of  unauthor ized acquis i t ion,  use, or disposi t ion of  the
company's assets that  coul-d have a mater ia l  ef fect  on the f inancial
statements.

Because of  i ts  inherent l imi tat ions,  internal  control-  over f inancial
report ing may not prevent or detect  misstatements.  Also,  project ions of  any
eval-uat ion of  ef fect iveness to future per iods are subject  to the r isk that
controls may become inadequate because of  changes in condi t ions,  or  that  the
degree of  compl j -ance with t .he pol ic ies or procedures may deter iorate.

Zu,* h. lo,nu /o'7t"u L t f

March L2, 2008
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KRONOS WORIJDWfDE, INC . AIID

CONSOLIDATED BAIJANCE

(In mill l .ongr €xc€pt per

ASSETS

SI'BgTDIARIES

SIIEETS

share datsa)

Decenber 31

CurrenE assets:
Cash and cash equivalents
Restr ict ,ed cash
Accounts and other receivables
Receivable f rom aff i l iates
Inventories
Prepaid expenses
Deferred income taxes

Total current assets

OEher assets:
Investment in TiO2 manufacturing joint

venture
Deferred income taxes
Other

Total  other assets

Property and equipment:
Irand
Buildings
Equipment
Mining properties
Construction in progress

Less accumulated depreciation and
amort izat ion

Net property and eguipment

TotaL assets

462 .0 526.5

S L,42L.s $ 1. ,455.0

2006

63 .3
L.5

203 .6
.2

285 .5
5.7
2.t

2007

72.2
1.8

224.4
2.9

3L2 .8
5.0
1.6

562 .9 62L.7

113 .5
264 .4

L8.5

118.5
168.9

19.5

396 .5 306.8

35.7
203.2
884.7

82.1,
t7 .9

39.7
232 .6

1,009.8
89.7
45.5

r  ,223 .5

76L.6

Lr4L7.4

890.9
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KRONOS WORIJDWIDE 
' 

INC . AIID SIIBSIDIARIES

CONSOIJIDATED BAIJA}IEE SIIEETS (EO![TINT'ED)

(In niLl iong, except per ghare data)

2006
December 31,IJIABIIJfTIES AIID STOCKIIOIJDERS I EQUfTY

Current l iabi l i t ies:
Current maturit ies of long-term debt
Accounts payable and accrued l iabi l i t ies
Payable to af f i l iat ,es
Income taxes
Deferred income taxes

Total  current l iabi l i t ies

Noncurrent l iabi l i t ies :
Long-term debt
Deferred income taxes
Accrued pension cost
Accrued postret i rement benef i ts cost
Other

Total  noncurrent l iabi l i t ies

Stockholders '  egui ty:
Common stock,  $.01 par value; 50.0 shares

author ized; 48.9 shares issued
AddiEional  paid- in capi ta l
Ret,ained def ic i t ,
Accumulated other comprehensive income (loss)

Currency translation
Def ined benef i t  pension plans
Postret i rement benef i t  (OPEB) plans

Total  stockholders '  egui ty

.9
155 .3

r_0. 8
10 .3

2.2

2007

L6.2
184.1

11.3
9.6
3.3

179.5 224.5

535.3
47 .3

185.9
9.8

l_5 .3

590.0
48 .2

138.3
11. 5
31.4

793.5 819.5

.5
1,051.5

(405.3)

(81.3)
(L25 .2)

.1

.5
L, 06L.7

(s27 .el

(46.5)
(77 .Ll

.3

448 .4 411. 0

Total  l iabi l i t ies and stockholders '  egui ty S t ,+Zt.S s 1,455.0

Commitments and contingencies (Notes 9 and 14)

See accompanying NoEes to Consol idated Financial-  Statements.
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KRONOS WORIJDWIDE 
' 

INC . AND SIIBSIDIARIES

CONSOIJTDATED STATEIIEIwTS OF OPERATIONS

( In ni l l ione, exeept per

Net saLes
Cost of  sales

Gross margin

Sel l i rg,  general  and administrat ive expense
Other operat ing income (expense) :

Currency transact ion gains ( losses),  net
Disposi t ion of  property and equipment
Other income
Corporate expense
Other expense

Income from operations

Other income (expense) :
Trade interest income
Other interest  income
Secur i t ies t ransact ion gain
Loss on prepayment of debt
Interest  expense

Income before income taxes

Provis ion (benef i t )  for  income taxes

Net income (Ioss)

Net income ( loss) per basic and di luted
share

Basic and diLuted weight,ed average shares
used in the caLculat ion of  net  income
(loss) per share

share data)

Years ended December 31
2005

I  ,  L95 . ' , I
869.2

2006 2007

$ 1,279.4 $ 1,310.3
968.9 1,058.9

327 .5

150 .7

5.2
(1.s)

.6
(s.0)

( .1)

310. s

158.1

(3.6)
(1.e)
2.2

(s.8)
( .1)

t43.2

2.3
1.3

(22 .3)
(43.2)

81.3

(.7)

25L.4

L62.L

.2
( .8)
L.4

(5.1)
( .1)

84.9

2.2
.3

tgg. e I

49.0

LL4.7

L76.0

L.2
1.0
5.4

(44.7)

138.9

67 .4

s zr.s s az.o s (55.7)

$ r .+e s r .ez s (1.36)

49.0 49.0 49.0

Notes to Consol idat ,ed Financial  Statements.
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KRONOS WORI.DTIXDE, INE. ADID SUBSTDIARIES

CONSOTTIDATED STATBIEITTS OF COUPRffiENSI\IB INCOUE (LOSS)

(rn uil l l .ong)

Years ended December 31
200s 2006 2007

Net income ( loss)

Other comprehensive income ( loss),  net  of  tax:

Currency translation

Pension plans:
Amort , izat ion of  pr ior  eerrr ice cost ,  net

t ransi t ion obl igat ion and net losses
included in per iodic pension cost

Net actuar ia l  gain ar is ing dur ing year
Minimum pension l iabi l i ty  change

OPEB plans:
Amort izat ion of  pr ior  senr ice credi t  and

net losses included in per iodic OPEB cost
Net, actuarial gain arising during year

Total other comprehensive income (loss)

Comprehensive income ( loss)

$ 71.s

(26 .  e)

$ 82.0

33 .1

(s7.1)

(s7.1)

(e+. o) +o.z

$_(12.s) L_L222

7.L

7.L

$ (65.7)

34.8

6.2
4L.2

47.4

.2

82.4

s_lu.

.1

.1

Consolidated Financial Statements .
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See accompanying Notes to
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KRONOS WORITDWIDE 
' 

fNe . AND SIIBSIDIARIES

CONSOLIDATED STATEIIE!{TS OF CASH FIJOWS

( In mi l l ions)

Cash f lows from operat ing act iv i t ies:
Net income ( loss)
Depreci-at ion and amort izat ion
IJosS on prepayment of debt
Ca1I premium paid
Deferred income taxes
Secur i t ies t ransact ion gain
Benef i t  p lan expense greater ( less) than

cash funding:
Def ined benef i t  pension plans
Other postret i rement benef i t  p lans

Distr ibut ions f rom (to) TiO2
manufactur ing j  o int  venture,  net

Other,  net
Change in assets and l iabi l i t ies:

Accounts and other receivable
Inventor ies
Prepaid expenses
Accounts payable and accrued

l iabi l i t ies
fncome taxes
Account,s wi t ,h af f i l iates
Other noncurrent assets
Other noncurrent l iabi l i t ies

7I.5
43_.5

25 .8
(s.4)

(s.3)
(1.3)

4.9
2.3

(13. e)
(47 .  e)

( .2)

Net cash provided by operat ing
act iv iEies

Cash f lows from invest ing act iv i t ies:
Capi ta l  expendi tures
Change in restr icted cash equivalents
Proceeds from disposal  of  interest  in

Norwegian smelt ing operat ion

L3 .4
l_0 .3
r .2

.5
(2 .6)

97 .8

(43 .4 )
. l -

3.6

(gg. z)
Net cash used by invest ing

act iv i t ies

Years ended Deceudcer 31,
2 005 2005 2007

82 .0
44.3
22 .3

(20 .  e)
(28.2)

( .e)

2.3
3.1_

L.I
(6.1)
(a .2)

(s.8)
(21_.s)

(1.0)
.2

l_.5

7t.9

(s0.  e)

(66 .7 |
48.9

104.8

2.L
.4

(4.9)
3.4

5.0
5.7

.6

2.6
(8.5)
(2.0)

.2
(2 .6 ' , )

90.0

(47 .3)
( .1)

(50.9) (4 ' t .41
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KRONOS WORITDWIDE 
' 

INe. AND

CONSOI,TDATED STATTIIEISTS OT EASH

(rn ni l l ions)

Cash f lows from f inancing act iv i t ies:
Indebtedness:

Borrowings
Principal payments
Deferred f inancing fees

Dividends paid
Other,  net

Net cash used by f inancing
act iv i t ies

Cash and cash equivalents - neE change from:
OperaEing, invest ing and f inancing

act iv i t ies
Currency transLat ion

Balance at beginning of year

Balance at  end of  year

Supplemental  d isclosures
Cash paid for :

InteresE
Income taxes

Accrual  for  capi ta l  expendi tures

fnventor ies received as part ia l
considerat ion for  d isposal  of  interest
in Norwegian smelting operaEion

Yearg ended Decenber 3L,

SI'BSIDIARIES

FIJOWS (COIITINT'ED)

2005

$ s1.e
(4e.0)

(+9. o)
1.3

(44.8)

13 .3
(2. t )

LL.2

60 .8

S 72.0_

$ 41.3
30- 0

2006

$ 772.7
(74e.e)

(8.8)
(4e.0)

2007

$ 330.9
(32L.71

(49 .0)

(3s.0)

(1-4.0)
5.3

(8.7)

72.0

$____-63 .3

$ 33.e
44.3

(39.8)

2.8
6.1

g.g

63 .3

s 722

$ 38.4
23.5

9.0

$ 1.e

consol idated f inancial  statement,s.
F- 10
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KRONOS WORLDWIDE, TNC. AIID SI'BSIDIARIES

NOTES TO EONSOI,IDATED FINA}ICIAIJ STATEMEI{TS

Note 1 - Sununary of significant accounting policies:

Organizat ion and basis of  presentat , ion.  AE December 31, 2007, ( i )
Valhi ,  Inc.  (wySp:VHI) held approximately 59t of  our outstanding common stock
( i i )  NL Industr ies,  Inc.  (NYSE:NL) held an addi t ional  35t  of  our common stock,
( i i i )  vat f r i  owned approximately 83t of  NI- , 's  outstanding common sEock and ( iv)
a subsidiary of  Contran Corporat ion held approximately 93t of  Val-hi 's
outstanding common stock.  SubstanLial ly al l  of  Contran's outstanding vot ing
stock is held by t rusts estabLished for the benef i t  of  certain chi ldren and
grandchi ldren of  Harold C. Simmons ( for  which Mr.  Simmons is the sol-e
trustee),  or  is  held by Mr.  Simmons or other persons or related companies to
Mr.  Simmons. Consequent ly,  Mr.  Simmons may be deemed to control  each of  such
companies.

Unl-ess otherwise indicated, ref  erence in th is report  to "we, "  * l ls  "  or
rror l r"  refers to Kronos Worl-dwide, Inc.  and i ts subsidiar ies,  t ,aken as a whol-e.

Management' s estjmates. In prepar ing our f inancial  statements in
conformity wi th account ing pr inciples general ly accepted in the Uni ted States
of America ("GAAP") we are required Lo make est imates and assumptions that
af fect  the reported amounEs of  assets and l iabi l i t ies and disclosure of
cont ingent assets and t iabi l i t ies at  Ehe date of  the f inanciaL statements,  and
the reported amount of revenues and expenses during the reporting period.
Actual-  resul- ts may di f fer  s igni f icant, ly f rom previously-est imated amounts under
di f ferent assumptions or condi t ions.

Pr inciples of  consol idaEion. The consoLidated f inancial  statements
include our accounts and those of  our major i ty-owned subsidiar ies.  We have
eLiminated al l  mater iaL int .ercompany accounts and balances.

TranslaEion of foreign cunrencjes. We translate the assets and
l iabi l i t ies of  our subsidiar ies whose funct ional  currency is other than the
U.S. dol lar  at  year-end rat .es of  exchange, whi le we transLate our revenues and
expenses at average exchange rates prevail ing during the year. We accumul-ate
the resul t ing t ransl-at ion adjustments in stockholders '  equi t .y as part .  of
accumuLated other comprehensive income ( loss),  net  of  re lated deferred income
taxes. we recognize currency transact ion gains and losses in income current ly.

Der ivat ives and hedging act iv i t ies.  We recognize der ivat ives as ei ther
assets or l iabi l i t ies measured at  fa i r  value in accordance with Statement of
Financial  Account ing Standard (*SFAS") No. L33, Account ing for Der ivat ive
Inst . ruments and Hedging Act iv i t ies,  as amended and interpreted. We recognize
the ef fect  of  changes in the fa i r  value of  der ivat ives ei ther in net income
(loss) or other comprehensive income ( loss),  depending on the intended use of
the der ivat ive.

Cash and cash equivalents.  We classi fy bank t ime deposi ts and U. S.
Treasury secur i t ies purchased under short- term agreements to resel- l -  wi th
or ig inal  matur i t ies of  three months or less as cash equivalents.

Restrieted market,able debt securit jes. We cl-assify marketable debt
secur i t ies that  have been segregated or otherwise l imi ted in use as restr icted.
Restr icted marketabl-e debt secur i t ies are pr imari ly invested in corporate debt
secur i t ies,  and include amounts restr j -cted in accordance with appl icabl-e
Norwegian l -aw regarding certain requirements of  our Norwegian def ined benef i t
pension plans ($2.8 mi l l ion and $3.2 miLl ion at  December 31, 2005 and 2QQ7,
respect ively) .  The restr icted marketable debt secur i t ies are general ly
cl-assi f ied as ei ther a current or noncurrent asset depending upon the matur i ty

F- L1



date of  each such debt secur i ty and are carr ied at  market which approximates
cosE.

Accounts reeeivable . We provide an al- l-owance f or
known and est imated potent ia l  Losses ar is ing f rom sal-es
a per iodic review of  these accounts.

Investment in TiO2 manuf acturing j oint ventrrte .
investment in a 50t-owned manufactur ing jo int  venture by

doubtfuL accounts for
to customers based on

We account for our
the equi ty method.

ProperEy and equigment and depreciation. We state property and equipment
at  cost ,  including capi ta l ized interest  on borrowings dur ing the actuaL
construct ion per iod of  major capi ta l  projects.  Capi ta l ized interest  costs were
not mater ia l -  in 2005, 2006 or 2007. We compute depreciat ion of  property and
equipment for  f inancial-  report ing purposes ( including mining propert ies)
pr incipal ly by the straight- l ine method over the est imated usefuL l - ives of  ten
to 40 years for  bui ld ings and three to 20 years for  equipment.  We use
accel-erated depreciat ion methods for income Eax purposes, as permit ted.  Upon
the saLe or ret i rement of  an asset,  w€ remove the re1ated cost and accumulated
depreciat ion f rom the accounts and recognize any gain or l -oss in income
current ly.

We expense costs incurred for maj-ntenance, repairs and minor renewals
( including planned major maintenance),  whi le we capi ta l ize expendi tures for

maj or improvements .

We have a government,al  concession with an unl imited term to operate an
i l -menite mine in Norway. Mining propert ies consist  of  bui ld ings and equipment
used in our Norwegian i lmeni te mining operat ions.  Whi le we own the l -and and
i l -menite reserves associated with the mine, such Land and reserves were
acquired for nomj-nal  vaLue and we have no mater ia l  asset recognized for the
land and reserves reLated to such mining operat ions.

We perform impairment tests when events or changes in c i rcumstances
indicate the carry ing vaLue may not be recoverable.  We consider al l  re levant
factors.  We perform the impairment test  by comparing the est imated future
undiscounted cash f lows (exclusive of  interest  expense) associated with the
asset to the asset 's net carry ing value to determine i f  a wr i te-down to markeE
val-ue or discounted cash f  low val-ue is required. We assess impairment of
properLy and equipment in accordance with SFAS No. ] -44 ,  AccounE. ing for the
Impairment or DisposaT of  Long-Lived Assets.

Long-tenn debt.  We state long-Eerm debt net of  any unamort ized or ig inal
issue premium or discount.  We classi fy amort izat ion of  deferred f inancing
costs and any premium or discount associated with the issuance of  indebtedness
as interest  expense and compute such amort izat ion by Ehe interest  method over
the term of the appl icabl-e issue.

turpToyee benefit, plarts. Accounting and funding poJ-icies for our retirement
plans are described in Notes L0 and l-7.

Income Eaxes. We, Valhi and our qualifying subsidiaries are members of
Contran's consol- idated U.S. federal  income Eax group ( the I 'Contran Tax
Group"),  and we and certain of  our qual i fy ing subsidiar ies al-so f i le
consol idated income tax returns wi th Contran in var ious U. S. state
jur isdict ions.  As a member of  the Contran Tax Group, w€ are jo int ly and
several ly l - iable for  the federal  income tax l iabi l i ty  of  Contran and the other
companies included in the Contran Tax Group for al l  per iods in which we are
included in the Contran Tax Group. See Note 14 .  As a member of  the Contran
Tax Group, w€ are a party to a tax shar ing agreement,  which provides that we
compute our provis ion for U.S. income t ,axes on a separate-company basis using
the tax el-ect ions made by Contran. Pursuant to the tax shar ing agreement,  we
make payments to or receive payments from Val-hi in amounts we woul-d have paid
to or received from the U.S. Internal  Revenue Service or the appl icable sEate
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tax author i ty had we not been a member of  the Contran Tax Group. We made net
payments to Valhi  of  $7.7 miLl ion in 2005, $5.0 mi l l ion in 2006, and $3.0
mi l l - ion in 2007 .

We recognize deferred income tax assets and l iabi l i t , ies for  the expected
future tax consequences of temporary differences between the income tax and
f inancial  report ing carry ing amounts of  assets and I iabi l i t ies,  including
investments in our subsidiar ies and af f i l iates who are not members of  the
Contran Tax Group and undistribut.ed earnings of foreign subsidiaries which are
not deemed to be permanent ly reinvested. The earnings of  foreign subsidiar ies
subject  to permanent.  re investment plans aggregated $739 mi l l ion at  December
31, 2006 and $l t+ mi l l ion at  December 31, 2007. IL is not pract ical  for  us to
determine the amount of  the unrecognized deferred income tax l iabi l i ty  re lated
to such earnings due to the complexi t ies associated with the u.S. taxat ion on
earnings of  foreign subsidiar ies repatr iated to the U.S. We per iodical ly
eval-uate our deferred tax asseEs in the var ious Eaxing jur isdict ions in which
we operate and adjust  any relat ,ed valuat ion al lowance based on the est imate of
the amount of  such deferred tax assets that  we bel ieve does not meet the more-
l ikeIy- than-not recogni t ion cr i ter ia.

Pr ior  to 2007, w€ provided a reserve for uncertain income tax posi t ions
when we bel ieved the benef i t  associaEed with a tax posi t ion was not probable
of prevai l ing wi th the appl icabLe tax author i ty and the amount of  the l -osE
benef i t  associated with such tax posi t ion was reasonably est imabl-e.  Beginning
in 2007, w€ record a reserve for uncertain tax posi t ions in accordance with
Financial-  Account ing Standards Board Interpretat j -on No. ("FIN") 48 ,  Account ing
for Uncert .a in Tax Posi t ions,  for  tax posi t ions where we bel ieve i t  is  more-
1ikely- than-not our posi t ion wi I l  not  prevai l  wi th the appl icable tax
author i t ies.  See Note L7 .

tVet sales.  We record sales when product,s are shipped and t , i t le and
other risks and rewards of ownership have passed to the customer, or when
services are performed. Shipping Eerms of  products shipped are general ly FOB
shipping point ,  a l though in some inst ,ances shipping terms are FOB dest inat ion
point  ( for  which we do not recognize sal-es unt i l -  the product is received by
the customer).  We state sal-es net of  pr ice,  ear ly payment and distr ibutor
discounts and vol-ume rebates.  We report  any tax assessed by a government,al
author i ty that  we col- Iect  f  rom our customers that is both imposed on and
concurrent wi th our revenue-producing act iv i t ies (such as sal-es,  use, value
added and excise taxes) on a net basis (meaning we do not recognize Lhese
taxes ei ther in our revenues or in our costs and expenses).

Inventor ies and cost of  sales.  We state inventor ies at  the lower of  cost
(pr incipal ly average cost)  or  market,  net  of  a l - l -owance f  or  s l -ow-moving
inventor ies.  We remove amounts f rom inventor ies at  average cost.  Cost of
sal-es incl-udes costs for  mater ia ls,  packing and f  in ishing, ut i l i t ies,  salary
and benef i ts,  maintenance and depreciat ion.

Se7ling, general artd adninistraEive expense ; shipping and hartdling eosEs.
Sel l i rg,  general  and administrat ive expense includes costs related to
market ing,  sales,  d istr ibut ion,  shipping and handl i rg,  research and
development,  legal ,  and administrat ive funct ions such as account i*g,  t reasury
and f inance, and includes costs for  saLar ies and benef i ts,  t ravel  and
entertainment,  promot ional-  mater iaLs and prof  essional  f  ees .  We incl-ude
shipping and handl ing costs in sel l - i rg,  general  and administrat ive expense and
these costs were $7 6 miLl ion in 2005, $81 mi l - I ion in 2005 and $82 mi l - l - ion in
2007. We expense advert is ing costs as incurred and these costs were $L
mil l - ion in each of  2005, 2006 and 2007. We expense research, development and
certain sal-es technical  support  costs as incurred and these cost,s approximat.ed
$g miLl ion in 2005, $11 mi l l ion in 2006 and $12 mi l l ion in 2007.

F- 13



Note 2 - Geographic inf ornration:

Our operat ions are associated with the product ion and sal-e of  t i tanium
dioxide pigments (*Tior ' ; .  Ti tanium dioxide pigments are used to impart
whi teness, br ighEness and opaci ty to a wide var iety of  products,  including
paints,  p last ics,  paper,  f ibers and ceramics.  At  December 31, 2005, and 2007
the net assets of  non-U.S. subsidiar ies incLuded in consol idated net,  assets
approximated #299 mi l l ion and $274 mi l l ion,  respect ively.

For geographic informat ion,  w€ at t r ibute net sales to the place of
manufacture (point  of  or ig in)  and to the l -ocat ion of  the customer (point  of
dest inat , ion);  we at t r ibute property and equipment to their  physical  locat ion.

Yearg ended December 31
2005 2006 2007

(In ni l l ione)

Geographic
Net,  sal-es point

Germany
uni ted States
Be lg ium
Canada
Norway
El- iminat ions

Total-

Net sales point
Europe
North America
Other

Total

areas
of or ig in:

$ 5r_3 . r.
495.5
L85.9
202.t
1_60.5

(45t .4)

91.-JgS-_1_

$ 6eo.e
404 .9
100.9

sr. .  r .95.7

$ 672.0
527 .7
L92 .8
2t2 .8
173 .5

(qgg .  q)

EL2l2-a

$ 730.6
424.t
r24 .7

51- ,27 9 .4

$ 700.5
515.8
209.7
208.0
184.3

(508.1)

s1, 310 .  3

$ 809.5
37 4.7
L26 .0

s1,310.3

of dest inat ion:

fdent i f iable assets
net property and equipment:

Germany
Belgium
Norway
Canada
Other

TotaL

Not,e 3 - Accounts and other receivableg:

Trade receivables
Recoverable VAT and other receivables
Refundabl-e income taxes
AlLowance for doubtful accounts

December 31
2006 2007
Ji" urillionil

$ 252.s
64 .0
58.8
63.7

3.0

$ qsz.o

$ 29L.0
70.5
89 .0
'12.5

3.5

s 525.5

Decenber 31,
2006 2007
-Irtt millionil

$ r-83.0
20 .5

t- .5
(1.s)

s 203.5

$ 1gg. g

28.7
7.5

(1.7 )

s 224.4Total-
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Note 4 fnventories

Raw mater ia l -s
Work in process
Finished products
Suppl ies

ToEal

Note 5 -  Other noncurrent agsetg:

Deferred f inancing costs,  net
Pension asset
Restr icted marketable debt secur i t ies
Other

December 3L,
2005 2007
-Irn 

millionsF

$ 46.t
2s .5

t67 .7
47 . t

s 285. s

s 65.2
19.9

170.9
55.8

s 312.8

December 31,
2006 2007
-(rn 

mil. l, ion"F

$ e. l -
5.5
2.8
1. t -

$___ l_g-5

$ 9.3
7.2
3.2

.8

s 19.5TotaI

Note 5 Investment in TiO2 manufacturing joint venture:

We own a 50t interest  in Louis iana Pigment Company, L.P. (*LPC')  .  LPC
is a manufactur ing jo int  venture whose other SOt-owner is Tioxide Americas
Inc .  (  "Tioxide" )  .  Tioxide is a whoLly-owned subsidiary of  Huntsman Holdings
LLC. LPC owns and operates a chlor ide-process TiO2 plant in Lake Charles,
Louis iana.

We and Tioxide are both required to purchase one-ha1f of  the TiO2
produced by LPC. LPC operates on a break-even basis and, accordingly,  w€
report  no equi ty in earnings of  LPC. Each owner 's acquis i t ion t ransfer pr ice
for i ts share of  the TiO2 produced is equal  to i ts share of  the jo int
venture's product ion cost,s and interest  expense, i f  any.  Our share of  net
cost is reported as cost  of  sales as the related TiO2 acquired from LPC is
sol-d.  We report  d istr ibut ions we receive f rom LPC, which general ly relate to
excess cash generated by LPC from i ts non-cash product ion costs,  and
contr ibut ions we make to I - . ,PC, which general ly relate to cash required by LPC
when i t  bui lds working capi ta l ,  ds part  of  our cash fLows from operat ing
act iv i t ies in our Consol- idated Statements of  Cash FLows. The net of  these
distr ibut ions and contr ibut ions is report ,ed dur ing the per iods. NeE
distr ibut ions were $4.9 mi l - l ion in 2005 and $2.3 mi l l ion in 2006, and net
contr ibut ions were $4.9 mi lL ion in 2007. The net,  d istr ibut ion in 2005 and
2006 are staEed net of  contr ibut ions of  $10. l -  mi l l ion and $l-1.9 mi l l ion,
respect ively,  and the net contr ibut ions in 2007 are stated net of
distr ibut ions of  $4.  O mi l l ion.
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Summary baLance sheets of  LPC are shown bel-ow:

ASSETS
Current asset,s
Property and equipment, net

Tot,aL assets

LIABTLITTES AIVD PARTNERS' EQUITY

Other l iabi l i t ies,  pr imari ly current
Partners '  equi ty

Total  l iabiLi t ies and partners,  equi ty

Summary income sEatements of  LPC are shown below:

2005

December 31
2006 2007

(I"  mi l l ion"F

$ s6.2
r92 .6

$_ 24€- 3

$ l_8.8
230.0

$_2_1€-_g

$ 58.3
L95.2

s 253.5

$ 23.8
239.7

s 253.5

Yearg ended December 3L,

Revenues and ot ,her income:
Kronos
Tioxide
Interest

Cost and expenses:
Cost of  sal-es
General  and administrat ive

Net income

$ r_09.4
LL0 .4

.2

220 .0

2L9 .6

220 .0

2006
(rn miLl , ions)

$ t24.2
L25 .2

249 .8

249.3

249 .8

$_

2007

L24 .6
125.0

.5

250.1

249 .6
.5

250.1

s-
On September 22, 2005, LPC temporar i ly  hal- ted product ion due to

Hurr icane Rit ,a.  Al though storm damage to core processing faci l i t ies was not
extensive,  a var iety of  factors,  including loss of  ut i l i t ies,  I imi ted access
and avai labi l i ty  of  employees and raw mater ia ls,  prevented the resumption of
part ia l  operat ions unt i l -  October g,2OO5 and fu1l  operat ions unt i l  Late 2005.
The major i ty of  LPC's property damage and unabsorbed f ixed costs,  for  per iod.s
in which normal producEion l-evels were not achieved, were covered by
insurance, and insurance covered our lost  prof i ts (subject  to appl icabl-
deduct ib l -es) resul t ing f rom our share of  the lost  prod.uct ion f rom LpC. Both
we and LPC have f i led c l -a ims with our insurers.  We recognized income of $1.8
mi l - l ion related to our business interrupt ion c la im in the fourth guarter of
2006, which is included in other income on our Consol idated Statement of
Operat. ions.
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Note 7 - Accounts payable and accrued l iabi l i t ies:

Accounts payable
Employee benef i ts
Accrued saLes discounts and rebates
Accrued interest
Other

Total-

Not,e 8 Long- terur debt:

Kronos rnternat ionaL, rnc.  5.5t  senior secured Notes
Revolv ing credi t  faci l i ty :

Kronos U.S. subsidiar ies
Other

Total- debt
Less current matur i t ies

December 31
2006 2007
-(In 

nil l ion"F

$ 88.8
25.7

8.5
7.5

24 .8

$_ 155- 3

$ 105.7
26.5
L5.2

8.2
2g .5

s 184.1

December 31
2006
Trt

2007
nillionET-

$ s2s.0

5.5
4.7

536.2
.9

$ s3s.3

$ 585.5

15.4
5.3

606.2
L6 .2

s 590.0Total- J-ong - term debt

Senior Secured Notes.  On Apr i l  11,  2006, Kronos fnternat ional- ,  rnc.
("KrI") ,  one of  our subsidiar ies,  issued an aggregate of  euro 400 mi l l ion

pr incipal  amount of  ne\^/  6.5* Senior Secured Notes due Apr i l  zol3,  dt  99.30Gt
of their  pr incipal  amount (9498.5 mi lL ion when issued) to y ie ld an ef fect ive
interest  rate of  7. !* .  These Senior Secured Notes are col lateral- ized by a
pledge of  55t of  the common stock or other ownership int .erests of  certain of
our f i rst- t ier  European operat ing subsidiar ies.  Such operat ing subsidiar ies
are Kronos Ti tan GmbH, Kronos Denmark ApS, Kronos r , imi ted and Societe
rndustr ie l le Du TiLane, S .A. We issued t ,he 5 .  5t  Notes pursuant to an
indenture which contains a number of  covenants and restr ict ions which, among
other th ings, restr icts our abi l i ty  to incur debt,  incur l iens,  pay div idends
or merge or consoLidate wi th,  or  seI l  or  t ransfer alL or substant ia l ly  a l l  of
the assets of  Ehese subsidiar ies to,  another ent i ty.  At  our opt ion,  r .  may
redeem the 6.5t  Not,es on or afLer October 15, 2OOg at redemption pr ices
ranging from L03.25t of  the pr incipal  amount,  decl- in ing to lOOt on or af ter
october 15, 2012. rn addi t ion,  on or before Apr i l  15,  2oog, w€ may red.eem up
to 35t of  the 5.5t  Notes wi th the net proceeds of  a qual i f ied publ ic equi ty
of fer ing at  L06.5t  of  the pr incipal  amount.  rn the event of  a changL oi
control- ,  ds def ined, w€ would be required to make an of fer  to purchase the
5.5t  Notes at  l -01t  of  the pr incipal  amount.  we would aLso be required to make
an of fer  to purchase a speci f ied port ion of  the 5.5t  Notes at  par value in the
event we generate a certain amount of  neE proceeds from the sale of  assets
outside the ordinary course of  business, and such net proceed.s are not
otherwise used for speci f ied purposes within a speci f ied t ime per iod.  At
December 31, 2006 and 2007, the est . imated market pr ice of  the g.St Notes was
approximately euro 970 and euro 860 per euro L,  OO0 pr incipal  amount,
respecEively.  See Note l -5.  At  December 3L, 2007, the carry ing amount of  the
Notes incLudes euro 2.1 mi l l - ion ($: .  r  mi l l ion) of  .unamort ized or ig inal  issue
discount,  (2006 euro Z.S mi l l ion,  or  $3.3 mi l l ion) .

F- l_7



We used the proceeds from the 5.5t  Notes to fund the May 2006 redemption
of our 8.875t Senior Secured Notes at  L04.437* of  the aggregate pr incipal
amount of  euro 375 mi l l ion for  an aggregate of  $491,.4 mi l l ion,  including t .he
$20.9 mi l l - ion cal- l -  premium. We recognized a $22.3 mi l l ion pre-tax interest
charge in 2006 related to the prepayment of  the 8.875t Notes,  consist ing of
the cal-L premium on the 8.875t Notes and the wr i te-of f  of  deferred f inancing
costs and unamort ized premium related to the notes.

Revolv ing credi t ,  faci l , i t ies.  Our operat ing subsidiar ies in Germany,
Belgium, Norway and Denmark have a euro 80 mi l l ion secured revolv ing bank
credi t  faci l i ty  that  maEures in ,June 2008. We may denominate borrowings in
euros,  Norwegian kroners or U.S. dol lars. Outstanding borrowings bear
interest  at  the appl icable interbank market rate plus 1.1-25t.  We may also
issue up to euro 5 mi l l ion of  Let ters of  credi t  under the faci l i ty .  The
crediE faci l i ty  is  coLlateral ized by the account,s receivabl-e and inventor ies
of the borrowers,  p lus a l imi ted pledge of  a l l  of  the other assets of  the
Belgian borrower.  The credi t  faci l i t ,y  contains certain restr ict ive covenants
which, among ot ,her th ings, restr ict .s Ehe abi l i ty  of  the borrowers to incur
debt,  incur l - iens,  pay div idends or merge or consol idate wi th ,  ot  sel- l -  or
t ransfer al l  or  substant ia l ly  a l l  of  their  assets to,  another ent i ty.  fn
addi t ion,  the credi t  faci l i ty  contains customary cross-defauLt provis ions wiEh
respect to other debt and obl igat ions of  the borrowers,  Kf I  and i ts other
subsidiar ies.  At  December 31, 2007, ro amounts were outstanding under the
European Credi t  Faci l i ty ,  and the equivalent of  #IL7.7 mi l l ion was avai lable
for addi t ional-  borrowing by the subsidiar ies. We expect,  to obtain an
extension of  our European secured revolv ing bank credi t  faci l i ty  somet ime
prior to the current ,June 2008 matur i ty.

Certain of  our u.S. subsidiar ies have a $50 mi l l ion revolv ing credi t
faci l i ty  ($15.4 mi l - l - ion outstanding at  December 31, 2007 )  that  matures in
September 2008. The faci l i ty  is  col- l -ateral ized by the accounts receivable,
inventor ies and certain f ixed assets of  the borrowers.  Borrowings under th is
faci l i ty  are l imi ted to the lesser of  $45 mi l l ion or a formula-determined
amount based upon the accounts receivable and inventor ies of  the borrowers.
Borrowings bear interest  at  e i ther the pr ime rate or rat .es based upon the
eurodol- l -ar  rate (7.52 at  December 31, 2007) .  The faci l i ty  contains certain
restr ict ive covenants which, among other th ings, restr icts the abi l i t ies of
the borrowers to j -ncur debt,  incur I iens,  pay div idends in certain
circumstances, sel l  assets or enter into mergers.  At  December 31, 2007, $23.0
mi l - l ion was avai lable for  addi t ional  borrowing under the faci t i ty .  We expect
to obtain an extension of  our U. S. revolv ing credi t  faci l i ty  somet ime pr ior  Eo
t.he current September 2008 matur i ty.

Our Canadian subsidiary has a Cdn. $30 mi l l ion revolv ing credi t  faci l i ty
that matures in January 2009. The faci l i ty  is  col l -ateral ized by the accounts
receivabl-e and inventor ies of  the borrower.  Borrowings under th is faci l i ty
are l imi ted Eo the Lesser of  Cdn. $26 mi l l ion or a formula-determined amount
based upon the accounts receivabl-e and inventor ies of  the borrower.
Borrowings bear interest  at  rates based upon ei ther t ,he Canadian pr ime rate,
the U.S. pr ime rate or LIBOR. The faci l i ty  contains certain restr ict ive
covenants which, among other th ings, restr j -ct  the abi l i ty  of  the borrower to
incur debt,  incur l iens,  pay div idends in certain c i rcumstances, sel l  assets
or enter into mergers.  At  December 31, 2007, Do amounts were oulstanding and
the equivalent of  $11.4 mi l l ion was avai labLe for borrowing under the
faci l i ty .

Under the cross-defaul t  provis ions of  the 5.5t  Notes,  the 6.5t  Notes may
be accelerated pr ior  to their  stated matur i ty i f  KI I  or  any of  KI I 's
subsidiar ies defaul- t  under any other indebtedness in excess of  $20 mi l l ion due
to a fa i lure to pay such other indebtedness at  i ts  due date ( including any due
date that ar ises pr ior  to the stated matur i ty as a resul- t  of  a defaul t  under
such other indebtedness).  Under the cross-defauLt,  provis ions of  the European
credi t  faci l i ty ,  dny outstanding borrowings under the faci l i ty  may be
accelerated pr ior  to their  stated matur i ty i f  the borrowers or KII  defaul- t
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under any other indebtedness in excess of  euro 5 mi l l ion due to a fa iLure to
pay such other indebtedness at  i t ,s  due date ( including any due date that
ar ises pr ior  to Ehe st ,ated matur i ty as a resul t  of  a defaul t  und.er such other
indebtedness). Under the cross-defauLt provis ions of  our U.S. credi t
faci l i ty ,  dny outst ,anding borrowing under such faci l i ty  may be accelerated.
pr ior  to their  stated matur i ty in the event of  our bankruptcy.  The Canadian
revolv ing credi t  faci l i ty  contains no cross-defaul t  provis ions.  The European,
U.S. and Canadian revolv ing credi t  faci l i t ies each contain provis ions that
al low the 1ender to acceLerate the matur i ty of  the appl icabl-e faci l i ty  in the
event of  a change of  control ,  ds def ined, of  the appl icabLe borrower.  In Ehe
event,  any of  these cross-defaul t  or  change-of-control  provis ions become
appl icabl-e,  and such indebtedness is accelerated, wo would be required. to
repay such indebtedness pr ior  to their  stated matur i ty.

Aggregate matur i t ies of  long-term debt at  December 3L, 2OO7 are shown in
the tabl-e below.

Years ending December 31,

2008
2009
20L0
20Lt
20L2
20L3 and thereaft ,er

Total-

Amount
( In mi l , l iong)

$ L6.2
1.0
1.1
1.1
L.2

585.5

s 5_06 J

Rest,r ict , ions.  Cert ,a in of  the credi t  faci l i t ies descr ibed above reguire
t.he respective borrower to maintain minimum leveIs of equit,y, reguire the
maintenance of  certain f inancial  rat j -os,  l imi t  d iv idends and addi t ionaL
indebtedness and contain other provisions and restrictive covenants customary
in lending transact ions of  th is t )pe.  we are current ly in compl iance with al- l
of  our appl icable debt covenants.  At  December 31, 2007, the restr icted. net,
assets of  consol- idated subsidiar ies approximated $l-03 mi l l ion.  At  December 31,
2007, there were no restr ict ions on our abi l i ty  to pay div idends.
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Note 9 Incoure taxeE:

Pre-tax income:
u. s.
Non-U. S .

TotaI

Expected tax expense, at  U.S. federal  sEaEutory
income tax rate of  35t

Non-U.S. Eax rates
German tax aEEribute adjustment
Incremental  U.S. tax and raE,e di f  ferences on

equity in earnings of non-Eax group companies
Nondeductible expenses
U.S. staEe income taxes, net
Tax conEingency reserve adjustment,  neE
Foreign tax rate changes
Assegsment (refund) of  pr ior  year income taxes
OEher,  net

Provis ion for income taxes (benef iE)

Components of income Eax expense (benefi t)
Currently payable (refundable) :

U.S. federal  and state
Non-U. S .

Deferred income taxes (benef i t ) :
U.S. federal  and state
Non-U. S .

Provis ion for income taxes (benef i t )

Comprehensive provision for income taxes
a1locabIe to:

Net income
OEher comprehensive income

Pension plans
OPEB

Adopt ion of  SFAS No. 158:
Pension plans
OPEB

Total

Yearg ended December 31
200s 2006 2007

(rn nffions)

$ rg.o $ g.+ $ .6
t25.8 7L.9 47 .4

s 13_g_.8

$ 48.5
.3

L7 .5

.2
4.6
4.3

(11.s)
.9

2.3
.2

E__63.A

Years

s_81.3_

$ 28.s
(1.5)

(2r .7 )

2.3
4.4
1.1

(10.7)
(1.1)
(1.4)
( .s)

$___lJ)

ended December

s 48.0.

$ 15.8
.3

8.7

(1.7 )
2.9
( .  s)

(2.0)
91. 0

( .e)
.1

s_l:L*J

31

$ 8.2
32 .4

40 .6

2 005

(1.0)
27 .8

s___67 .A

$ 67.4

(33.8)

$ (  .7)

? .:

$ 114.7

28.5
.1

2005 2007
(rn nffiions)

$ s.s $ $.2 '
22.0 10.9

27 .5 9.7

.4 (1.  5)
(28.6) 105.s

s ( .7)  s U4.7

26 .8 (2e .2) 105.0

s (13.3) s 142.1
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The components of our net deferred income taxes at, December 31, 2006 and
2007, and changes in the deferred income tax valuat ion al l -owance dur ing the
past three years,  are summarized in the fo l lowing tables.

December 31
2006 2007

Aesets Liabi l i t ies Assetg Liabi l i t ies
(In ni l l ions)

Tax ef fect  of  temporary di f ferences
related to:
Inventor ies
Property and equipment
Accrued postret i rement benef i ts other

than pension (*OPEB')  costs
Pension asseE
Accrued pension cost
Other accrued l iabiLi t ies and

deduct ib le di f  f  erences
Other t ,axabl-e di f ferences
Tax on unremit ted earnings of  non-

U. S. subsidiar ies
Tax loss and tax credi t
Val-uat ion al lowance
Adjusted gross deferred

( l iabi l i t ies)

carryforwards

tax assets

$ 2.s $ (2.4)
]-9.4 (ss.9)

2.9
- (37.6)

58. s

25 .5
- (20.3)

-  (4.e)
2L9.3

338. r_ (1-21.1)

(7! .6)  7L .6

266.s (4e.s)

2 .L (2 .2)

s264.4 s (47.3)

158.7
(3.0)

220.9 (102.0)

(50.5) 50.5

L70.4 (s1.  s)

1.6 (3.3)

s15g.g s (49.2)

Nett ing of  i tems by tax jur isdict ion

Less net current deferred tax asset
(  l iabi l i ty)

Net noncurrent deferred tax asset
(  l iabi l i ty)

Increase in valuat ion al l -owance:
Offset  to the change in gross deferred

income tax assets due to lhe
redetermi-nat. ions of  certain tax at t r ibutes

Tax author i t ies are examining certain of
have or may propose tax def ic iencies,  including
example :

Yeare ended Decenlcer 31
2 005 2006 2007

(In ni l l ions)

$_ $_ s-_3-q

our non-U. S. tax returns and
penal t ies and interest .  For

We previously received a prel iminary tax assessment rel-ated to 1,993 from
the Belgian tax author i t ies proposing t ,ax def ic iencies,  including
related interest , ,  of  approximately euro 6 miI l ion.  The Belgian tax
author i t ies f i led a l ien on the f ixed assets of  our Belgian TiO2
operat ions in connect ion wi th their  assessment.  This Lien did not
interfere wi th on-going operat . ions at  the faciLi ty.  We f i led a protest
to th is assessment,  and in JuIy 2005 the Belgian tax author i t ies
withdrew the assessment.  The l ien was subsequent ly released.

The Norwegian tax author i t ies previously not i f ied us of  their  intent to
assess tax def ic iencies of  approximately kroner 12 mi l - l ion relat ing Eo
the years l -998 through 2000. We objected to th is proposed assessment,
and in May 2006 the Norwegian tax author i t ies 'wi thdrew the assessment.
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Fol lowing a European Union Court  of  JusEice decis ion and subsequent
proceedings which concl-uded in the second quarter of  2007 that we bel ieve may
favorably impact us,  we in i t iated a new tax planning strategy. I f  we are
successful- ,  w€ woul-d generate a substant ia l  cash tax benef i t  in the f  orm of
refunds of  income taxes we have previously paid in Europe which we current ly
do not expect would af fect  our future earnings when received. I t  may be a
number of  years before we know i f  our implementat ion of  th is tax planning
strategy wi l I  be successful ,  and accordingly we have not current ly recognized
any refundabl-e income taxes that.  we might ul t . imately receive.  Part ia l ly  as a
resul- t  of  and consj-stent wi th our in i t iat ion of  th is tax planning strategy, in
the second quarter of  2007 we amended pr ior-year income tax returns in
Germany. As a consequence of  amending our tax returns,  our German corporate
and trade tax net operat ing loss carryforwards were reduced by an aggregate of
euro 13.4 mi l l ion and euro 22.5 mi l l ion,  respect ively,  and, accordingly,  w€
recognized an $8.7 mi l - l - ion provis ion for deferred income taxes in the second
quarter of  2007 rel-ated to the adjustment of  our German tax at t r ibutes.

In August 2007, Germany enacted certain changes in their  income tax
Laws. The most s igni f icant change is the reduct ion of  the German corporate
and trade income tax rates.  We have a s igni f icant net deferred income tax
asset in Germany, pr imari ly rel -ated to the benef i t  associated wiEh our
corporate and trade tax net operat ing loss carryforwards. We measure our neE
deferred taxes using the appl icable enacted tax rat ,es,  and the ef fect  of  any
change in the appl icable enacted tax rate is recognized in the per iod of
enactment.  Accordingly,  w€ reported a decrease in our net deferred tax asset
in Germany of  $90.8 mi l - l - ion in the th i rd quarter of  2007, which is recognized
as a component of  our provis ion for income taxes.

Pr incipal ly as a resuLt of  the wi thdrawal of  the Belgian and Norwegian
assessments discussed above and the resolut ion of  our ongoing income Eax
audi ts in Germany, w€ recognized a $L0.7 mi l l ion income tax benef iE in 2006
rel-ated to the total  reduct ion in our income tax cont ingency reserve.

Due to the favorable resol-ut ion of  certain income tax audi ts rel-ated to
our German and Belgian operat ions dur ing 2005, w€ recognized a net $1.4
mi l - l ion income tax benef i t  re lated Eo adjustments of  pr ior  year income taxes.

Due to t ,he resolut ion of  certain income tax audi ts in Germany, w€ al-so
recognized a $2L.7 mi l l - ion j -ncome tax benef i t  in 2006 pr imari ly related to an
increase in t .he amount of  our German trade tax net operat ing loss
carryforward. The increase resul- ted f rom a real locaEion of  expenses between
our German uni ts related to per iods in which such uni ts did not f i le on a
consoLidated basis f  or  German Erade tax purposes, wi t ,h t ,he net,  resulE Ehat.  the
amount of our German trade tax carryforward recognized by the German tax
author i t ies has increased.

Other income tax examinat ions related to our operat ions cont inue, and we
cannot guarantee that these tax matters wi l l  be resolved in our favor due to
the inherent uncertaint ies involved in set t , lement in i t iat ives and court  and
tax proceedings. We bel- ieve we have adequate accrual-s f  or  addi t ional  taxes
and related interest  expense which couLd ul t imately resul- t  f rom tax
examinat ions.  We bel- ieve the uLt imate disposi t ion of  tax examinat ions should
not have a mater ia l  adverse ef fect  on our consol idated f inancial-  posi t ion,
resul ts of  operat ions or l iquidi ty.

In June 2006, Canada enacted a 2* reduct ion in the Canadian federal
income tax rate and the el- iminat ion of  the federal-  surtax.  The 2Z reduct ion
wi l l  be phased in f rom 2008 to 201-0,  and the federaL surtax wi l l  be el iminated
in 2 008 .  As a resul- t ,  in 2006, w€ recognized a $1 .  1 mi l l ion income tax
benef i t  re lated to the ef fect  of  such reduct ion on our previously-recorded net
deferred income tax l iabi l i ty .
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In 2005, we reached an agreement in pr inciple wi th the German tax
author i t , ies regarding such tax author i t ies '  object ion t ,o the value assigned to
certain intel-Lectual  property r ight ,s held by our operat ing subsidiary in
Germany. Under the agreement in pr inciple,  the value assigned to such
intel lectuaL property for  German income tax purposes was reduced
retroact ively,  resul t ing in a reduct ion in the amount of  our net operat ing
Ioss carryforward in Germany as wel l  as a future reduct ion in the amount of
amort izat ion expense at t r ibutable to such intel lectual  property.  As a resul t ,
we recognized a $1-7.5 mi l l ion non-cash deferred income tax expense in the
third quarter of  2005 related to such agreement.  The $1L.5 mi l l ion Lax
cont ingency adjustment income tax benef i t  in 2005 reLates pr imari ly Eo the
withdrawal of  the Belgium tax author i t ies '  assessment rel-ated to L999 and the
Canadian tax author i t ies '  reduct ion of  one of  i ts  assessment,s relat ing to l -998
and 1999.

At December 31, 2007, w€ had the equivalent of  $780 mi l l - ion and $215
mil- l ion of  net  operat ing loss carryforwards for German corporate and trade tax
purposes, respect, ively,  a l l  of  which have no expirat ion date.

Note 10 EuqlJ,oyee benef it plans:

Defined contribution p7ans. We maintain various defined contribution
pension plans with our contr ibut ions based on matching or other formulas.
Def ined contr ibut ion plan expense approximated $.5 mi l l ion in 2005, $.5 mi lL ion
in 2006 and $.  S mi l l ion in 2007 .

Defined benefit plans. We maintaj-n various defined benefit pension
pIans. Non-U.S. employees are covered by plans in their  respect ive countr ies
and a major i ty of  U.S. employees are el ig ib le to part ic ipate in a contr ibutory
savings p1an. Pr ior  to December 31, 2007, w€ used a September 30 measurement
date for  our def ined benef i t  pension p1ans. Effect ive December 31, 2007, al l
of  our def ined benef i t  pension plans now use a December 3L measurement date.
See Note 17.

We expect to contr ibute the equivalent of
al l  of  our def ined benef i t  pension plans dur ing
plan part ic ipants out of  p lan assets are expected

Years ending December 31,

2008
2009
2 010
2j 'J, t
20]2
Next 5 years

approximat,ely $22 mi l l ion to
2008. Benef i t  paymenLs to

to be the equivalent of :

Anount
(In sri l l iong)

$ 23.3
22.2
20.9
2L.9
24.4

L23.6
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The funded status of  our def ined benef i t
the table below.

Change in projected benef i t  obl igat ions ("PBO"):
Benefi t  obl igations at beginning of the year
Change in measurement date,net
Service cosE
Interest  cost
Part icipant contr ibutions
PIan amendments
Actuar ia l  gains
Change in foreign currency exchange rates
Benef i ts paid

Benef i t  obl igat ions at  end of  the year

Change in plan assets:
Fair  value of  p lan assets at  beginning of  the year
Change in measurement date, net
Actual  reEurn on plan assets
Employer contr ibutions
Part icipant contr ibutions
Change in foreign currency exchange rates
Benef i ts paid

Fair  value of  p lan asseEs at  end of  year

Funded status

Amounts recognized in Ehe balance sheeL:
Pension asset
Accrued pension costs:

Current
Noncurrent

TotaI

Accumulated other comprehensive loss :
Actuar ia l  losses
Prior service cost
Net t ransi t ion obl iqat ions

Total-

Accumulated benefi t  obl igations ("ABO" )

pension plans is presented l-n

Years ended Deceuiber 31,
2005 2007
-?-r" urillionil

$ 42e.5

7.6
L9 .0

L.5

(15 .  1)
39.2

(20.7)

$ 450. r_

$ 238.0

L4.3
26.8

1.5
1_9.9

(20.7)

# 279.8

$l_1_8_AJ)

$ s.6

( .1)
( r -8s .  e )

$11_g_o-_4)

$ 1-88. s
7.4
4.3

E_299'2

$ 400.3

$ 460.1
7.L
7.9

22.0
2.L
4.4

(70.2)
52.8

(30.7)

$ 4ss.  s

$ 279.8
(2.1)
L2.6
27.L

2.L
3s.5

(30.7)

$ 324.3

s_(13:L-2)

$ 7.2

(.1)
(138.3)

s(131.2)

$ 111. s
6.6
3.7

s 121.8

s 384.4

The amounts shown in the table above for actuar ia l  losses, pr ior  service
cost and net t ransi t ion obl igat ions at ,  December 31, 2006 and 2007 have not yet
been recognized as components of  our per iodic def ined benef i t  pension cost as
of those dates.  These amount,s wi lL be recognized as components of  our
per iodic def ined benef i t  cost  in future years.  In accordance with SFAS No.
l -58,  these amounts,  net  of  deferred income taxes, are recognized in our
accumulaEed other comprehensive income ( loss) aL December 2006 and 2007. We
expect approximately $+.1 mi l l ion,  $.9 mi l l ion and $.  S mi l l - ion of  the
unrecognized actuar iaL losses, pr ior  service costs and net t ransi t ion
obl igat ions,  respect ively,  ds of  December 31, 2007 wi l l  be recognized as
components of  our net per iodic def ined benef i t  pension cost in 2008.
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The table below detai ls the changes in plan assets and benef i t
obl igat ions recognized in accumulated other comprehensive income ( loss) dur ing
2007 .

Year Ended
Decenber 31, 2007

(In ni l l ions)
Changes in plan assets and benefit obligations

recognized in other comprehensive income (loss) :
Current year:

Net actuar ia l  gain $ 70.4
Plan amendment (4.4,

Amort izat ion of  unrecognized:
Pr ior  senr ice cost  .7
Net t ransi t ion obl igat ions .5
Net acEuarial  losses 8.5

Change in measurement date:
Pr ior  service cost .2
Net t ransi t ion obl igat ions .1
Net actuar ia l  losses 2.4

Tot,a1 S 78.4

The components of our net periodic defined benefit pension cost are
presented in the t,abLe bel-ow. During 2007, the amounts shown below f or the
amort izat ion of  unrecognized actuar ia l  losses, pr ior  service cost and neE
transi t ion obl igat ions,  net of  deferred income taxes were recognj .zed as
components of our accumulated other comprehensive income (loss) at December
31, 2005.

Yeare ended Deceuber 31,
2005 2006 2007

(rn nEions)

Net per iodic pension cost:
Service cost benef i ts $ 7.4 $ 7.6 $ 7.9
Interest  cost  on PBO I7.7 19.0 22.0
Expected return on plan assets ( tS.Z )  (L5.9) (17 .21
Amort izat ion of  pr ior  senr ice cost  .6 .6 .7
Amort izat ion of  net  t , ransi t ion obl igat ions .4 .4 .5
Recognized actuar ia l -  losses 3 .7 I  .7 8.5

ToEal Sr+.r  Szo.+ 522.4

F -25



Certain informat ion concerning our def ined benef i t
presented in the tabl_e bel_ow.

pension plans is

December 31,
2006 2007-Jr" nrill ionF

PBO at end of  the year:
U. S .  p lans
Non-U. S .  p lans

Total

Fair  vaLue of  p lan assets at  end of  the year:
U. S. plans
Non-U. S .  p lans

TotaI

Pl-ans for which the ABo exceeds plan assets (al t  non-
U. S. plans) :

PBO
ABO
Fair  value of  p lan assets

Rate

Discount rate
Increase in future compensat ion levels

The weighted-average rate assumptions used in determining the
present val-ue of  benef i t  obl igat ions as of  December 31, 7OOG and
presented in the tabl-e below. Such weight.ed.-average rates were
using the projected benef i t  obl igat ions at  each daEe.

$ t4.3
445 .8

s-_.115qJ

$ 1e.1
250.7

fi_ 272-_9

$ 44s.8
351.7
260.7

$ L4.L
44L.4

s 45s.5

s 20.5
303.9

s 324J

$ 287.4
240 .6
L64 .4

act,uar ia l
2007 are

determined

December 3L,
2005 2007

4.7*
3 .0t

5.5t
3 .0*

The weighted-average raEe assumptions used. in d.etermining the net
per iodic pension cost for  2005, 20OG and 2OO7 are present,ed. in the tabl-e
below. The weighted-average d. iscount rate and the rJ ignt .d-average increase
in future compensat ion l -evel-s were d.etermined using t f t .  proj  ect lea benef i t
obl igat ions as of  the beginning of  each year,  and trh;  weighted.--average long-
Lerm return on plan assets was determined. using the fai r  . r i lue of  p la i  assets
as of  the beginning of  each year.

Rate Yearg ended Decelnber 3L'
2005 2006 2007

Discount rate S .2* 4 .3* 4.72
rncrease in future compensat, ion revel-s 2 .  g* 2 .  gz 3 .  ot
Long-term return on plan assets G.4* 5.  Lt  6.2*

Var iances from actuar ia l ly  assumed rates wi l l  resul t  in increases or
decreases in accumulated pension obl igat ions,  pension expense and funding
requirements in future per iods.

In determining the expected long-term rate of  return on plan asset
assumptions, we consider the long-term asset mix (e.g.  equi ty vs.  f ixed
income) for  the assets for  each of  our plans and the expEcted- long-term rates
of return f  or  such asset component,s.  In addi t ion,  wJ receive Jdrr ice about
appropr iate long-term rates of  return f rom our th i rd-party actuar ies.  Such
assumed asset mixes are summarized beLow:
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In Germany, the composi t ion of  our plan assets is establ- ished Eo sat isfy
the requirements of  the German insurance commissioner.
In Canada, we current, ly have a plan asset,  target aLlocat ion of  50* to
equi ty managers and 40t to f ixed income managers.  We expect the long-
term rat ,e of  return for  such investments to average approximately 125
basis points above the appl icabl-e equi ty or f ixed income index.
In Norway, w€ current ly have a plan asset target al locat ion of  1-4? to
equi ty managters,  64* to f ixed income managers and the remainder
pr imari ly to l iquid investments such as money markets.  The expected
long-term rate of  return for  such investments is approximately 8.5t ,
5.0t  and 4.5t ,  respect ively.
In the U. S. ,  a l l  of  t ,he assets were invested in The Combined Master
Ret i rement Trust  (*CMRT"),  a col l -ect ive investment t rust  sponsored by
Cont,ran to permit  the col lect ive investment by certain master t rust ,s
which fund certain employee benef i t  p lans sponsored by Contran and
certain of  i ts  af f i l iates.

The CMRT's long-term investment object ive is to provide a rate of  return
exceeding a composi te of  broad market equi ty and f ixed income indices
( including the S&P 500 and certain Russel-1 indices) ut i l iz ing both
third-party investment managers as wel l -  as investmenEs directed by Mr.
Simmons. Mr.  Si-mmons is the sol-e t rustee of  the CMRT. The trustee of
the CMRT, along with the CMRT' s investment commit tee, of  which Mr.
Simmons is a member,  act ively manage the investments of  the CMRT. Such
part ies have in the past,  and may in the future,  per iodical ly change the
asset mix of  the CMRT based upon, among other Ehings, advice they
receive f rom third-party advisors and their  expectat ions as to what
asset mix wi l l  generate the greatest  overal l  return.  For the years
ended December 31, 2005, 2005 and 2007, the assumed long-term rate of
return for  p lan assets invested in the CMRT was 10t.  In determining the
appropr iateness of  such long-term rate of  return assumption, we
considered, among other th ings, the histor ical  rates of  return for  the
CMRT, the current and projected asset mix of  the CMRT and the investment
obj  ect ives of  the CMRT's managers .  Dur ing t ,he 2}-year history of  the
CMRT from i ts incept ion in 1987 through December 31, 2007, the average
annuaL rate of  return has been L4t ( including a l7* return for  2006 and
a Ll , t  return for  2007) .

Our pension plan weighted average asset aLLocat ions by asseE category
were as fo l - l -ows:

December 31, 2006
EMRT

Equity secur i t ies and l imi ted
partnerships

Fixed income secur i t ies
Real estate
Cash, cash equivalents and other

Tot,al-

97*
2
L

r-0 0t

Germany

23*
48
L4
1-5

1_q_8.t

Canada

66*
32

2

1_8_q.8

Norway

1-3 t
64

23

1_Q_Q.t

F -27



December 31 2007

Equity secur i t ies and l imi ted
partnerships
Fixed income secur i t ies
Real estate
Cash, cash equivalents and other

Total

Yeare ending Decenber 31,

2008
2009
2010
2jLt
20t2
Next 5 years

EURT Gemany

28*
49
L2
11

_r00,t

Canada Norway

18t
58

_l_Q_qt

98t

2

r_00t

614

60t
34

1_Qgt

Aupunt
(rn ni l l ions)

$ .8
.7
.7
.7
.5

2.9

We regular ly review our actual  asset al locat ion for  each of  our plans,
and per iodical ly rebalance the investments in each plan Eo more accurately
ref  lect  t ,he target,ed al locat ion when we consider i t  appropr iate.

Postretirement benafite other thaurt pensions (*OPEB" 1 . We provide certain
heal th care and l i fe insurance benef i ts for  e l ig ib le ret i red employees.
Certain of  our Canadian employees may become el ig ib le for  such postret i rement
heal th care and l i fe insurance benef i ts i f  they reach ret i rement age whi le
working for us.  In L989 we began phasing out such benef i ts for  act ive U.S.
employees over a ten-year per iod and U.S. employees ret i r ing af ter  1-998 are
not ent i t . l -ed to any such benef i ts.  The major i ty of  a l l  ret i rees are required
to contr ibute a port ion of  the cost of  their  benef i ts and certain current and
future ret i rees are el ig ib le for  reduced heal th care benef i ts at  age 55. We
use a December 3l-  measurement date for  our OPEB plans. We have no OPEB plan
assets,  raEher,  we fund medical  c la ims as they are paid.  Benef i t  payments to
OPEB plans are expected to be Ehe equivalent of :
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The funded stat ,us of  our OPEB plans is presented in the table below:

Years ended December 31,
2006 2007-Tn urilliofr)-

Change in accumulated OPEB obl igat ions:
Obl igat ions at  beginning of  Ehe year
Service cost
Interest  cost
Actuar ia l  gains
Plan amendment,s
Change in foreign currency exchange rates
Benef i ts paid f rom employer contr ibut ions

Obl igat ions at  end of  the year

Fair  vaLue of  p lan assets

Funded status

Amounts recognized in the balance sheet:
Current accrued pension costs
Noncurrent accrued pension costs

TotaI

Accumul-ated other comprehensive income:
Net actuar ia l -  l -osses
Prior service credi t

Total

$ L]_.  3
.3
.5

(-4)

(1.0)

10.8

$l-1!- 3 )

$ (1.0)
(e.8)

$_G!-' 3 )

$ .5
(1.0)

$ ( .4)

$ 10.9
.3
.7

(.2)
(  .1)
1.3
(.4)

L2 .4

El12-r!)

$ ( .8)
(11.6)

s_(12 4)

$ ,3
(.9)

s ( .5)

The amounts shown in the t ,able above f  or  actuar ia l -  losses and pr ior
service credi t  at  December 31, 20OG and 2OO7 have not yet  been recognized as
components of  our per iodic OPEB cost as of  those dates.  These amounts wi l l  be
recognized as components of  our per iodic OPEB cost in future years.  In
accordance with SFAS No. 158, these amount,s,  net  of  deferred income taxes, are
now recognj-zed in our accumulated other comprehensive income ( loss).  We
expect to recognize approximately $.  f  mi l l ion of  the unrecognized actuar ia l -
losses and i .2 mi l l ion of  pr ior  servj-ce credi t ,  as components of  our per iodic
OPEB cost in 2008. See Note 17 .

The table beLow detaiLs the changes in benef i t  obl igat ions recognized in
other comprehens j.ve income during 2007 .

Year Ended
December 31, 2007

(In mi l l ions)
Changes in benef i t  obl igat ions recognized in

ot.her comprehens ive income :
Current year:

NeE actuar j -a l  gain
Plan amendment

Amort izat ion of  unrecognized:
Pr ior  service credi t
Net actuar ia l  losses

Total-

$.2
.1

(.2)
.1

SJ
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At December 31, 2007, the accumul-ated OPEB obl igat ions for alL OPEB
plans was comprised of  $3 .4 mi lL ion related to U. S. plans and $9.0 mi l - l ion
related to our Canadian plan (2006 -  $3.8 mi l l ion and $7.0 mi l l ion,
respect ively)  .

The components of  our per iodic OPEB costs are presented in the table
below. Dur ing 2007, the amounts shown below for the amort izat ion of
recognized actuar ia l  l -osses and pr ior  service credi t ,  net  of  deferred income
taxes, were recognized as components of  our accumulated other comprehensive
income ( loss) at  December 31, 2006.

Yearg ended December 31
200s 2006 2007

(rn ni l l iong)

$ .3
.5

( .2)
. l_

S .e

Healthcare inf lat ion:
In i t ia l  rate
ULt imate rate
Year of ul-t imate rate achievement

Weight.ed average discount rate

Net per iodic OPEB cost (credi t ) :
Service cost
Interest  cost
Amort izat ion of  pr ior  service credi t
Recognized actuar ia l -  losses

Effect  on net OPEB cost.  dur ing 2007
Effect  at  December 31, 2007 on

postret i rement obl igat ion

$.2
.5

(.5)
.1_

$ .3
.7

(.2\
.1

s .gTotal S .z

A summary of our key actuarial assumptions used to determine the net
benef i t  obl igat ion as of  December 31, 2006 and 2007 are presented in the table
bel-ow. The weighted average discount rate was determined using the projected
benef i t  obl igat ion as of  such dates.  The impact of  assumed increases in
future compensat. ion level-s does not have a mater ia l  ef fect  on the actuar iaL
present vaLue of  the benef i t  obl igat ion as substant ia l ly  a l l  of  such benef i t ,s
relate solely to el ig ib le ret i rees,  for  which compensat. ion is not appl icable.

2006 2007

7.0t
5 .5t
2 010
s.8t

8.5*
5.5*
20L4
6 .2*

Assumed heal th care cost  t rend rates have a s igni f icant ef fect  on the
amounts we report for health care plans. A one percent change in assumed
health care t rend rates wouLd have the fol lowing ef fects:

1t Increase 1t Decrease
( In mi l l ions)

$ ( .2)  $ .2

( t . t )  t  .  +

The weighted average discount rate used in determining the net per iodic
OPEB cosE for 2007 was 5.8t  (2006 5.5? ;  2005 5.7t)  .  Such weighted average
rat ,e was det,ermined using the projected benef iE obl igaEion as of  the beginning
of each year.  The impact of  assumed increases in future compensat ion leveLs
does not have a mat,er ia l  ef fect  on the net per iodic OPEB cost as substant ia l ly
al l  of  such benef i ts reLate so1ely to el ig ib le ret i rees,  for  which
compensat ion is not appl icable.  The impact of  assumed rate of  return on plan
assets aLso does not,  have a mater ia l -  af fect  on the net per iodic OPEB cost as
there were no plan assets as of  December 31, 2006 or 2007.

Var iances from actuar ia l ly-assumed rates wi l -1 resul t  in addi t ional
increases or decreases in accumulated OPEB obl igat ions,  net per iodic OPEB cost
and funding requirements in future periods.
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The Medicare Prescr ipt ion Drug, Improvement and Modernizat ion Act of
2003 provides a federal  subsidy to sponsors of  ret i ree heaLth care benef i t
p lans that provide a benef i t  that  is  at  l -east  actuar ia l ly  equivalent to
Medicare Part  D. We are el ig ib le for  the federal  subsidy.  We account for
the ef fect  of  th is subsidy prospect ively f rom the date we determine actuar ia l -
equivalence. The subsidy did not have a mater ia l  impact on the appl icable
accumul-ated postret i rement benef i t  obl igat ion,  and wi l l  not  have a mater iaL
impact on the net per iodic OPEB cost going forward.

Note 11 Other noncurrent l iabi l i t ies:

December 31, December 31,
2006 2007

rc1rio"")-

Reserve for uncertain tax posi t ions
Employee benef i ts
Insurance cl-aims and expenses
Other

$
6.9
1.9
6.5

$1s.3

$14.9
8.2
2.3
5.0

s31.4TotaI

Note L2 Couunon stock compensation and other stock traneactions:

NIr conlrrron stock opt,ions held by our empToyees. Certain of our employees
have been granted nonqual i f ied opt ions to purchase NL common stock under the
terms of  certain opt ion plans sponsored by NL. General ly,  t ,he stock opt ions
are granted at  a pr ice equal  to or greater than 1-00t of  the market pr ice of
NLrs common stock at  the date of  grant, ,  vest  over a f ive-year per iod and
expire ten years f rom the date of  grant.

At December 31, 2007, our employees held opt ions to purchase
approximat.ely 97,000 shares of  NL common stock.  These opt ions are exercisable
at var ious dates through 20L1-;  25,000 have exercise pr ices ranging from i2.56
to $5.53 per share and 72,000 have an exercise pr ice of  $1-1.49 per share.

At.  December 31, 2007, al l  of  t .he outstanding opt ions were exercisable,
wi th an aggregate intr insic value (def ined as the excess of  the market pr ice
of NL'  s common stock over the exercise pr ice) of  $ l -51-,  000 .  of  such
outstanding opt ions ,  25,000 had exercise pr ices less than NL's December 31,
2007 quoted market pr ice of  $ l -1- .43 per share.  Outstanding opt ions at  December
31, 2007 expire at  var ious dates through 201A.

The int , r insic vaLue of  these NL opt ions t ,haE were exercised aggregated
$1.2 mi l l ion in 2005, $.1 miLl ion in 2006 and ni l  in 2007 and the rel-ated
income Eax benef i t  f rom such exercises was $.4 mi l - l - ion in 2005, less than $.1
mi l l - ion in 2005 and ni l  in 2007 .

Long-tenn incenEive compensation plan. We have a long-term incentive
compensat ion plan that provides for the discret ionary grant.  of ,  among other
t ,h ings, qual i f ied incent ive stock opt ions,  nonqual i f ied stock opt ions,
restr icted common stock,  stock awards and stock appreciaEion r ights.  Up to
150,000 shares of  our common stock may be issued pursuanE to th is plan. As of
December 31, 2007, Do opt ions had been granted pursuant to th is p1an, and
1-36,500 shares were avai lable for  future grants.  Dur ing each of  2005,2006
and 2007, w€ awarded an aggregate of  3,500 shares of  our common stock pursuant
to th is plan to members of  our board of  d i rectors.

Other capiEal  t ransact ions.  fn December 2005, NIJ sol-d certain shares of
our common stock in market t ransact ions.  Within s ix months of  such sal-e by
NL, Valhi  purchased shares of  our common stock in market t ransact ions.  In
sett lement of  any al leged short-swing prof i ts der ived from these transact ions
as calculated pursuant to Sect ion f -5 (b) of  the Secur i t ies Exchange Act of
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L934, as amended, Val"hi  remiEted approximately $1.2 mi l l - ion to us dur ing 2005.
We recorded these amounts,  net  of  appl icable income taxes, ds capi ta l
conEribut ions that increased our addi t ional  paid- in capi ta l .

Note 13 - Re1at,ed party trangactions:

We may be deemed to be controlLed by Haro1d C. Simmons . See Note 1 .
Corporat ions that may be deemed to be control led by or af f i l iated with Mr.
Simmons sometimes engage in (a) intercorporate t ransact ions such as guarantees,
management and expense sharing arrangements, shared fee arrangements, j oint
ventures,  partnerships,  Ioans, opt ions,  advances of  funds on open account,  and
sales,  leases and exchanges of  assets,  including secur i t ies issued by both
related and unrelated part ies and (b) common investment and acquis i t ion
strategies,  business combinat ions,  reorganizat ions,  recapi ta l izat ions,
secur i t ies repurchases, and purchases and sales (and other acquis i t , ions and
disposi t ions) of  subsidiar ies,  d iv is ions or oLher business uni ts,  which
transacLions have invoLved boEh relat,ed and unrefated parties and have incLuded
transact ions which resuLted in the acquis i t , ion by one related party of  a
publ ic ly-heId minor i ty egui ty interest  in another related party.  Whi le no
t.ransactions of the t)r;>e described above are planned or proposed with respect
Eo us other than as set  for th in these f inancial  statements,  we cont inuously
consider,  review and evaluaEe, and understand Ehat,  Contran and relaEed ent i t ies
consider,  review and eval-uaEe such transact ions.  Depending upon the business,
tax and other object ives then relevant,  i t  is  possible that  we might be a party
to one or more such transact ions in the future.

Current receivabl-es f rom and payables to af f i l iates are summarized in
the tab]e below.

December 31
2006 2007
(I" nri l l ionF

Current receivables f  rom af f  i l iat ,e:
Income taxes receivabLe from Valhi
Other

TotaI

Current payables to af f i l iates:
LPC
Income Eaxes payable to Valhi
Other

Total

Amounts payable to LPC are general ly for  the
5) .  Purchases of  TiO2 from IJPC were $l-09.4 mi l l ion
2005, and $L24.6 mi l l ion in 2007 .

s 11.3

purchase of  TiO2 (see Note
in 2005 ,  #L24.2 mi l l ion in

$
.2

E_-_z

$ 2. ' l
.2

s__-2 s

$ t t : ,$ 10.3
.3
.2

S ro.e

Under the terms of  var ious intercorporate services agreements (" ISAs")
entered into between us and var ious reLated part ies,  including Contran,
employees of  one company wi l l  provide certain management,  tax planning,
f inancial  and administrat ive services to the other company on a fee basis.
Such charges are based upon est imates of  Ehe t ime devoted by the employees of
the provider of  the services t ,o the af  f  a i rs of  the recipient,  and the
compensat ion and associated expenses of  such persons. Because of  the large
number of  companies af f i l iated with Contran, w€ beLieve we benef i t  f rom cost
savings and economies of  scale gained by not having certain management,
f inancial-  and administrat ive staf fs dupl icated at 'each ent i ty,  thus al lowing
certain indiv idual-s to provide services to mult ip le companies but only be
compensated by one ent i ty.  The net ISA fee charged to us,  approved by the
independent members of  our board of  d i rectors,  is  included in se11ing, general
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and administrat ive expense and corporate expense and was $5.7 mi l l ion in 2005,
$6.3 mi l l - ion in 2006, and $5.5 mi l - l - ion in 2007 .

Tal I  Pines Insurance Company, and EWI RE, Inc.  provide for or broker
certain insurance pol ic ies for  Contran and certain of  i ts  subsidiar ies and
aff i l iates,  including ourselves.  TaI1 Pines and EWI are subsidiar ies of
Valhi .  Consistent wi th insurance industry pracEices, TaLl  Pines and EWI
receive commissions from insurance and reinsurance underwri ters and/or assess
fees for the pol ic ies that  they provide or broker.  The aggregate premiums
paid to Tal l  Pines and EWI by us and our jo int  venture were $7.0 mi l l ion in
2005 ,  i8.2 mi l - l ion in 2006, $5.9 mi l l ion in 2007. These amounts pr incipal ly
included payments for  insurance and reinsurance premiums paid to th i rd
part ies,  but  a lso included commissions paid to Tal I  Pines and EWI. Tal- I  Pines
purchases reinsurance for substant ia l ly  a l l  of  the r isks i t  underwri tes.  We
expect that  these relat ionships wi th Ta1I Pines and EWf wi l l  cont inue in 2008.

Contran and certain of  i ts  subsidiar ies and af f i l iates,  including us,
purchase cerEain of  their  insurance pol ic ies as a group, wi th t ,he costs of  the
joint ly-owned pol ic ies being apport ioned among the part ic ipat , ing companies.
With respect to certain of  such pol ic ies,  i t  is  possible that  unusual ly large
losses incurred by one or more insureds dur ing a given pol icy per iod couLd
l-eave the other part ic ipat ing companies wi thout adequate coverage under that
pol icy for  the bal-ance of  the pol icy per iod.  As a resul- t ,  Contran and certain
of i ts subsidiar ies and af f i l iates,  including us,  have entered into a l -oss
shar ing agreement under which any uninsured l -oss is shared by those ent i t ies
who have submit ted cLaims under the relevant pol icy.  We bel ieve the benef i ts,
in the form of reduced premiums and broader coverage associated with the group
coverage for such pol ic ies,  just i f ies the r isk associated with the potent ia l
for  any uninsured l -oss.

Note L4 - Coumitments and contingencies:

Envirownental mat,t,ers. Our operat ions are governed by var ious
environmentaL l -aws and regulat ions.  Certain of  our operat ions are and have
been engaged in the handl i tg,  manufacture or use of  substances or compounds
Lhat may be considered toxic or hazardous within the meaning of  appl icabl-e
environmental-  l -aws and regulat ions.  As with other companies engaged in
simi lar  businesses, certain of  our past and current,  operat ions and products
have the potent ia l  to cause environmentaL or other damage. We have
implemented and cont inue to implement var ious pol ic ies and programs in an
effort  to minimize these r isks.  Our pol icy is to maintain compl iance with
appl icabl-e environmental  Laws and regulat ions at  a l l  of  our faci l i t ies and to
strive to improve its environmental performance. From time to time, w€ may be
subject  to environmental-  regulatory enforcement under U.S. and foreign
statutes,  resol-ut ion of  which t14pica11y involves the establ ishment of
compl iance programs. I t  is  possible that  future developments,  such as
str icter requirements of  environmentaL Laws and enforcement pol ic ies
thereunder,  could adversely af fect  our product ion,  handl i rg,  use, storage,
transportat ion,  sale or disposal  of  such substances. We bel ieve al l  of  our
plants are in substant ia l  compl iance with appl icabLe environmental-  laws.

I ' i t igation matters. We are invol-ved in various environmental,
contractual- ,  product l iabi l i ty ,  patent,  (or  intelLectual  property) ,  employment
and other c l -a ims and disputes incidental  to our business. We current ly beLieve
the disposi t ion of  a l -L cLaims and disputes,  indiv idual ly or in the aggregate,
should not have a mater ia l -  adverse ef fect  on our consol idated f inancial-
condi t ion,  resul ts of  operat ions or l iquidi t .y.

ConcenErat ione of  credi t  r isk.  Sales of  TiO2 accounted for approximately
90t of  our sa1es dur ing each of  the past three years.  The remaining saLes
resul t .  f rom the mining and sale of  iLmenite ore (a raw mater ia l -  used in the
suLfate pigment product ion process),  and the manufacture and sal-e of  i ron-based
water t reatment chemicals and certain t i tanium chemical  products (der ived from
co-products of  the TiO2 product ion processes).  TiO2 is general ly sold to the
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paint ,  p last ics and paper industr ies.  Such markets are general ly considered
"qual i ty-of- l - i fe"  markets whose demand for TiO2 is inf luenced by the relat ive
economic wel- l -being of  the var ious geographic regions. We seLL TiO2 Eo over
4,000 customers,  wi th the top ten customers approximat ing 26+ of  net sal-es in
2005, 28* of  net  sa]es in 2006 and 27* of  net  sales in 2007. We did not have
sal-es to a s ingle customer of  over 10t in any of  the previous three years.  By
vol-ume, approximately one-hal-f of our TiO2 sal-es were to Europe in each of the
past three years and approximately 38t in 2005, 36* in 2OO5 and 34t in 2OO7
were at t r ibutabl-e to North America.

Long-term contract,s. We have long-term supply contracts that provide for
our TiO2 f eedst.ock requiremenEs t,hrough ?OLL. The agreements require us to
purchase certain minimum quant i t ies of  feedstock wiEh minimum purchase
commitments aggregat ing approximately #7]-2 mi l l ion at  December 31, 2007.

operat ing -Leases. Our pr incipal  German operaLing subsidiary Leases t .he
l-and under i ts Leverkusen TiO2 product ion faci t i ty  pursuant to a lease with
Bayer AG that expires in 2050. The Leverkusen faci l i ty  i tsel f ,  which we own
and which represents approximately one-third of  our current TiO2 prod.uct ion
capaci ty,  is  l -ocated within Bayer 's extensive manufactur ing complex.  We
periodical ly establ ish the amount of  rent  for  the l -and Lease associated. wi th
the Leverkusen faci l i ty  by agreement wi th Bayer for  per iods of  at  l -east  two
years at  a t ime. The lease agreement provides for no formula,  index or other
mechanism to determine changes in the rent for  such land l -ease; rather,  any
change in t .he rent.  is  subject  solely to per iodic negot iat ion between Bayer and
oursel-ves.  We recognize any change in the rent based on such negot iat ions as
part of Lease expense starting from the time such change is agreed upon by both
parties, ds any such change in the rent is deemed "contingent rental-s,, und.er
GAAP. Under a separate suppl ies and services agreement expir ing in 201-L,  the
lessor provides some raw mater ia ls,  including chlor ine,  auxiLiary and operat ing
maLerials,  ut i l iEies and services necessary to operate the Leverkusen faci l i ty .

We also Lease var ious other manufactur ing faci l i t ies and equipment.
Some of the l -eases contain purchase and/or var ious term renewal-  opt ions at
fa i r  market and fair  rental-  values, respect ively.  In most cases we expect
that,  in Ehe normal course of  business, such leases wi l l  be renewed or
replaced by other leases. Net rent expense approximated $11 mi l - l - ion in each
of 2005, 2006 and 2007. At December 31, 2007, future minimum payments und.er
noncancel lable operat ing Leases having an in i t ia l  or  remaining term of more
than one year were as foLLows:

Years ending December 31, Anount
( In ni l l ions)

$ e.s
6.8
5.1
3.2
2.9

2L.6

s 49.1

Approximately $24 mi l l ion of  the $49. L mi l I ion aggregate future minimum
rental  commitments at  December 31, 2OO7 relates to our Leverkusen faci l i ty
Iease discussed above. The minimum commitment amounts for  such lease included
in the tabl-e above for each year through the 2o5O expirat ion of  the lease are
based upon the current annuaL renta1 rate as of  December 31, 2007. As
discussed above, dny change in the rent is based solely on negot iat ions
between Bayer and ourselves,  and any such change in the rent is deemed
"cont ingent rentals" under GAAP which is excl-udeid f  rom the f  uture minimum
l-ease payments discl-osed above.

2008
2009
201-0
2OLL
20]-2
20L3 and thereafter

TotaI
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Income taxes. We and Valhi  have agreed to a pol icy providing for the
aLlocat ion of  tax l iabi l - i t ies and tax payments as descr ibed in Note i - .  und.er
appl icable ]aw, w€, along with every other member of  the Contran Tax Group,
are each jo int ly and several ly l iable for  the aggregate federal  income tax
l iabi l i t .y  of  Contran and t .he other companies incl-uded in t ,he ConEran Tax Group
for al l  per iods in which we are included in the Contran Tax Group. valhi  hai
agreed, however,  to indemnify us for  any l iabi l i ty  for  income taxes of  the
Contran Tax Group in excess of  our tax l iabi l i ty  previously computed and paid
by us in accordance with the tax at l_ocat ion pol icy.

Note 15 Other incoure:

Years ended Decenber 31

Business interrupt ion insurance proceeds
Other income

Total

Cash, cash equivalents,  restr icted cash
and noncurrent restr icted marketable
debt secur i t ies

Notes payable and long-term debt:
Fixed rate wi th market quotes

5.5t  Senior Secured Notes
Revolv ing credi t  faci l i ty

Common sEockhol-ders,  equi ty

Carrying Fair Carrying Fair
Amount Va1ue Anrount Va1ue

(In t r r i l l ions)

December 31,
2006

$-
L.4

S l - .4

December 3L,
2007

2005

$ -  $ 1.8
.6 .4

$__..6 82.-2

2005 2007
(rn urffifons)

We recognized a gain of  $1.8 mi l l ion in the fourth guarter of  2006 for
business interrupt ion insurance proceeds we received related to Hurr icane Rita.
See Note 6.

The Secur i t j -es t ransact ion gain in 2005, c lassi f ied as nonoperat ing
income, reJ-ates to t .he sal-e of  our passive interest  in a Norwegian smelt ing
operat ion,  which had a nominal  carry ing value for f inancial-  report ing purposes,
for aggregate considerat ion of  approximately $5.4 mi l l ion consist ing-oi  cash of
$3.5 mi l l ion and inventory wi th a value of  $1.9 mi l l ion.

Note 15 -  Financial  inst , ruments:

Summarized bel-ow is the est imated fair  value and. related net carry ing
vaLue of  our f inancial  instruments.

$ 67.6

$ s2s.0
5.5

448 .4

$ a.e # 77.2

$ sL2.5 $ s8s.s
5 .5 15.4

l_,593.9 411.0

$ 77.2

$ s07.7
15.4

854.3

Fair  value of  our restr icted marketable debt secur i t ies,  the G.5t  Notes
and the f  a i r  value of  our common stockhol-d.ers '  equi ty are based upon quoted
market pr ices at  each balance sheet date,  which represent Level-  f -  inputs as
def ined by SFAS No. L5'7 ,  Fair  VaTue Measurements.  See Note L7 .

Certain of  our saLes generated by our non-U.S. operat ions are
denominated in U.S. dol lars.  We per iodical ly use currency forward. contracts
to manage a very nominal-  port ion of  foreign exchange rate r isk associated with
receivables denominated in a currency other than the hol-der 's funct ional
currency or s imi lar  exchange rate r isk associated with future saIes.  We have
not entered into these contracts for  t rading or speculat ive purposes in the
past,  nor do we current ly ant ic ipate enter ing into such contracts for  t rading
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or speculat ive purposes in t ,he future.  Der ivat ives used to hedge forecasted
transact ions and speci f ic  cash f l -ows associated with foreign currency
denominated f inancial  assets and l iabi l i t ies which meet the cr i ter ia for  hedge
account ing are designated as cash f low hedges. ConsequenEly,  t .he ef fect ive
port ion of  gains and l -osses is deferred as a component of  accumulated other
comprehensive income and is recognized in earnings at  the t ime the hedged i tem
affects earnings. Contracts that  do not meet the cr i ter ia for  hedge
account ing are marked-to-market at  each baLance sheet date wi th any resul t ing
gain or loss recognized in income current, ly as part  of  net  currency
transact ions.  Dur ing 2006 and 2007, wo have not,  used hedge account ing for any
of our contracts.  We held no such currency forward conEracts at  December 31,
2006 or 2007 and held no other s igni f icant der ivat ive contracts at  December
31, 2006 or 2007.

Note L7 Recent accounting pronouncements:

Pension and OEher Postretirement Plans - In September 2006, t,he FASB
issued SFAS No. l-58, EmpToyers' Accounting for Defined Benefit Pension and
Other Postret i rement.  P7ans. SFAS No. 158 reguires us to recognize an asset or
l iabi l i ty  for  the over or under funded status of  each of  our indiv idual  def ined
benef i t ,  pension and postret i rement benef i t  p lans on our Consol idated Balance
Sheets. This standard does not change the existing recognition and measurement
requirements that det.ermine the amount of periodic benefit cost we recognize in
net income.

We adopted the asset,  and l iabi l i ty  recogni t , ion and discl-osure
requirements of  th is standard ef fect ive December 31, 2006 on a prospect ive
basis,  in which we recognized through other comprehensive income al l  of  our
pr ior  unrecognized gains and l -osses and pr ior  service costs or credi ts,  net  of
tax,  as of  December 31, 2006. The ef fect  of  adopt ing the asset and l iabi l i ty
recogni t ion requj-rements of  th is standard resul- ted in a $37.4 mi l l ion net
decrease in our accumulaEed other comprehensive income, consist ing of  a $32.s
mi l l ion l -oss related to our def ined benef i t  pension plans and $.  L mi l l ion of
income related Eo our postret i rement benef i t  p lans .  Start ing .Tanuary 1-,  2OO7 ,
we now recognize alL changes in the funded status of these plans through
comprehensive income, net of Eax. Any future changes wil l be recognized either
in net income, to the extent they are ref l -ected in per iodic benef i t  cost ,  et
through other comprehens j-ve income.

fn addi t ion,  pr ior  to December 31, 2007 we used September 30 as a
measurement date for  our def ined benef i t ,  pension pIans. In accordance with the
measurement date requirements of  th is standard,  ef fect ive December 31, 2007 we
commenced to use a December 31 measurement date for  a l l -  of  our def ined benef i t
pension plans using a l -5 month net per iodic benef i t  cost ,  based on the September
30, 2006 actuar ia l -  valuat ions.  Accordingly,  four- f i f ths of  the net per iodic
benef i t  cost  for  such l -S-month per iod has been incl-uded in the determinat ion
of our net income for 2007, and one-f i f th of  such the net per iodic benef i t
cost  for  such 15-month per iod,  net of  income taxes, has been al located as a
direct  adjustment to our retained def ic i t  in accordance with Ehe t . ransi t ion
provis ions of  the standard to ref  lect  t ,he change j -n measurement dates.  To the
extent the net per iodic benef i t  cost .  included amort izat ion of  unrecognized
actuar iaL losses, pr ior  service cost and net t ransi t ion obl igat ions,  which
were previously recognized as a component of  accumul-ated other comprehensive
income at December 31, 2006, the ef fect  on retained earnings, net of  income
taxes, was of fset  by a change in our accumulated other comprehensive income.
See Note 10.

Fair  VaTue Measurementrs In September 2006, t ,he FASB issued SFAS No.
157 ,  Fair  Value Measurements,  which wi ] l  become ef f  ect ive f  or  us on .Tanuary L,
2008 .  SFAS No. L57 general ly provides a cons. istent,  s ingle f  a i r  val-ue
def in i t ion and measurement techniques for GAAP pronouncement,s .  SFAS No. !57
also establ ishes a fa i r  val-ue hierarchy for di f ferent measurement techniques
based on the object ive nature of  the inputs in var ious valuat ion methods. In
February 2008, the FASB issued FSP No. FAS t57-2,  Ef fect ive Date of  FASB
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Statement No. 1-57 which wi l l  delay the provis ions of  SFAS No. 1-57 for one year
for al l  nonf inancial  assets and nonf inancial-  l iabi l i t ies,  except those that
are recognized or discl-osed at  fa i r  val-ue in the f inancial-  statements on a
recurr ing basis (at  l -east  annual- fy)  .  We wi l l  be required to ensure al l  of  our
fair  val-ue measurements are in compl iance with SFAS No. rs7 on a prospect ive
basis beginning in the f i rsE quarter of  2008, except for  non f inanciat  assets
and l iabi l i t ies,  which wi l l  be required to be in compl iance with SFAS No. ts7
prospect ively beginning in the f i rst  quarter of  2009. In addi t ion,  we wi l - l  be
required to expand our disclosures regarding the valuat j -on methods and l -evel
of  inputs we ut i l ize in the f i rst  quarter of  2008, except for  non f inanciaL
assets and l iabi l i t , ies,  which wi lL require disclosure in the f i rst  quarter of
2009. The adopt ion of  th is standard wi l - l  not  have a mater ia l  ef fect  on our
Consol- idated Financial  Statements .

Fair  VaTue Opt ion -  In the f i rst  quarter of  2OO7 the FASB issued SFAS
No .  15 9 ,  The Fair  Val-ue Opt ion f  or  FinanciaT Assets and Financial
LiabiTi t ies.  SFAS No. 159 permits companies to chose, dt  speci f ied el-ect ion
dates,  to measure el ig ib le i tems at  fa i r  value, wi th unreaLized gains and
Losses incl-uded in t ,he determinat ion of  net  income. The decis ion to elect  the
fair  value opt ion is general ly appl ied on an instrument-by- instrument basis,
is i r revocable unless a new elect ion date occurs,  and is appl ied to the ent i re
instrument and not to only speci f ied r isks or cash fLows or a port ion of  the
instrument.  r tems el ig ib le f  or  the f  a i r  val-ue opt ion incl-ude recognized
f inancial-  assets and l iabi l i t ies,  other than an investment in a consol idated
subsidiary,  def ined benef i t  pension p1ans, OPEB p1ans, leases and f inancial
instruments c lassi f ied in equi ty.  An investment accounted for by the equi ty
met.hod is aLso an el ig ib le i tem. The speci f ied elect ion dates incl-ude the
date the company f i rst  recognizes the el ig ib le i tem, the date the company
enters into an el ig ib le commitment,  the date an investment f i rst  becomes
el ig ib le to be accounted for by the equi ty method and the date SFAS No. t -59
f i rst  becomes ef fect ive for  the company. I f  we el-ect  to measure el ig ib le
i tems aE f  a i r  val-ue under the standard,  we would be required to present
certain addi t ional  d isclosures for  each i tem we eLect.  SFAS No. i -59 becomes
effect ive for  us on..Tanuary ! ,2008. We do not expect to elect  to measure any
addi t ional-  assets or l iabi l i t ies at  fa i r  vaLue that are not alread.y measured.
at  fa i r  vaLue under exist ing standards,  therefore the adopt ion of  th is
standard wi l l  not  have a mater ia l  ef  f  ect  on our Consol- idated Financial-
Statements.

Busrness Combinat ions AIso in December 2OO7 the FASB issued SFAS No.
L4t (revised 2007),  Busjness Combinat ions,  which appl ies to us prospect ively
for business combinat ions that c lose in 2OO9 and beyond. The statement
expands the def in i t ion of  a business combinat ion to include more transact ions
including some asset purchases and requires an acquirer to recognize assets
acquired, l iabi l i t , ies assumed and any noncontrol l ing interest  in t ,he acquiree
at the acquis i t ion date at  fa i r  vaLue as of  that  date wi th l imi ted except ions.
The statement also requires that  acquis i t ion costs be expensed as incurred and
restructur ing costs that .  are not a l iabi l i ty  of  the acquiree at  the date of
t ,he acquis i t ion be recognized in accordance with SFAS No. : .46,  Account ing for
Costs AssociaEed with gxi t  or  DisposaT Act iv i t ies.  Due to the unpred. ictabl-e
nature of  business combinat ions and the prospect ive appf icat ion of  th is
statement we are unabl-e to predict  the impact of  the statement on our
Consol- idated Financial  Statements.

Uncertain Tax Posi t ions -  On . fanuary L ,  2007, w€ adopted FfN 48 ,
AccounEing for Uncertain Tax Posi t . ions.  FIN 48 cl-ar i f ies when and how much of
a benef i t  we can recognize in our consol idated f inancial  statements for
certain posi t ions taken in our income tax returns under Statement of  Financial
Account ing Standards No. l -09,  Account ing f  or  Income Taxes, and enhances t .he
disclosure requirements for  our income tax pol ic ies '  and reserves. Among other
things, FrN 48 prohibi ts us f rom recogniz ing the benef i ts of  a tax posi t ion
unLess we bel ieve i t  is  more- l ikely- than-not our posi t ion wi l l  prevai l  wi th
Lhe appl icable tax author i t ies and l imi ts the amount of  the benef i t  to the
largest amount for  which we bel ieve the l ikel ihood of  real izat ion is greater
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than 50t.  FIN 48 aLso requires companies to accrue penal t ies and interest  on
the di f ference between tax posi t ions taken on their  tax returns and the amount,
of  benef i t  recognized for f inancial  report ing purposes under the new standard.
We are required to cLassi fy any future reserves for uncerEain tax posi t ions in
a separate current or noncurrent l iabi l i ty ,  depending on the nature of  the tax
posi t ion.

Upon adopt ion of  FIN 48 on ,-Tanuary t ,  2007, w€ increased our exist ing
reserve for uncerEain t .ax posi t ions,  which we previously c lassi f ied as part ,  of
our deferred income taxes, f rom $L4.1 mi l l ion Eo $15.3 mi lL ion and accounted
for such $2.2 mi l - l ion increase as a reduct ion of  retained earnings in
accordance with the t ransi t ion provis ions of  the new standard.

We accrue interest  and penal t ies on our uncertain tax posi t ions as a
component of  our provis ion for income taxes. The amount of  interest  and
penal t ies we accrued dur ing 2007 was not mater ia l ,  and at  December 31, 2007 we
had $3.0 mi l l ion accrued for j -nterest  and penal t ies for  our uncertain tax
posi t ions.

The fol lowing tabl-e shows the changes in the amounE of our uncertain tax
posi t ions (excLusive of  the ef fect  of  interest  and penal t ies) dur ing 2007 2

Amount
( In mi lL ions)

$ L2.6

(1.e)

, : ,

( .3)
(1.7)
1.0

s 11.9

I f  our uncertain tax posi t , ions were recogni  zed, a benef i t  of  $L4 .  9
mi l l - ion wouLd af fect  our ef fect ive income tax rate f rom cont inuing operat ions.
We current ly est imate Lhat,  our unrecognized tax benef i ts wi l l  not  change
mater ia l ly  dur ing the next tweLve months.

We f  i l -e income tax returns in var ious U. S. f  ederal- ,  state and l -ocal-
jur isdict ions.  We aLso f i le income tax returns in var ious foreign
jur isdict ions,  pr incipal ly in Germany, Canada, Belgium and Norway. Our
domest ic income tax returns pr ior  to 2004 are general ly considered closed to
examinat ion by appl icable tax author i t ies.  Our foreign income tax reEurns are
general ly considered cl-osed to examinat, ion f  or  years pr ior  to 2003 f  or
Germany, 2002 for Belgium and Canada and L998 for Norway.

Unrecognized tax benef i ts :
Amount at  adopt ion of  FIN 48
Tax posi t ions taken in pr ior  per iods:

Gross increases
Gross decreases

Tax posi t ions taken in current per iod:
Gross increases
Gross decreases

SeEtl-ements wi th taxing author i t ies
cash paid

Lapse of  appl icable statute of  l imi tat ions
Change in foreign currency exchange rates

Amount at  December 31, 2007
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Note 18 - Quarterly results of operations (unaudited) :

Quarter ended
March 31 ilune 30 S@_3.9_ Decenber 31

( rn

Year ended Decenber 37, 2006
Net sales $ 304.3
Gross margin 75.8

Net income I5.7
Basic and di luted earnings per

common share $ .32

mill iong, except per ghare data)

$ 34s.1
80.9

1,2 .8

$ .26

$ 342.6
63 .5

$ 331.5
76.4

t2 .2

$ .2s

$ 343.3
66 .9

- (81.2 )

$ 2e8.4
77 .4

4l .3

$ .84

$ 31-0.4
s0.5

t- .  5

Year ended Decenber 37, 2007
NeE sales
Gross margin

Net income ( l -oss)

$ 31_4.0
70.4

L2 .9
Basic and di luted earnings per

common share $ .25 $ -  $ (r .e6) $ .03

In the fourth quarter of  2007 we determined that a l iabi l i ty  establ ished
in L992 was no longer necessary. Therefore, net income for the fourth guarter
of  2oo7 includes $.8 mi l l ion ($.S mi l l ion net of  income tax),  ot  $.01 per
di luted share related to the reversal  of  th is non current l iabi l i ty .

The sum of the guarterly per share amounts may not equal t,he annual per
share amounts due to relat,ive changes in the weighted average number of shares
used in the per share computat ions.
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KRONOS WORIJDWIDE, INE. AITD SI'BSTDIARIES

SCIIEDITTJE f - COIIDENSED FINANCIAIJ INFORIIATfON OF REGISTRANT

Condensed Balance Sheet,s

( In mi l l lons)
December 31

2006

Current assets:
Cash and cash eguivalents
Receivables f rom subsidiary
Prepaid expenses

ToEal current assets

Other assets:
Notes receivable f rom subsidiary
Investment in subsidiar ies
Other

Total  other assets

Total  assets

Current,  l iabi l i t ies:
Accounts payable and accrued l iabi l i t ies
Payable to af f i l iate and subsidiary

Total  current l iabi l i t ies

Noncurrent l iabi l i t ies :
Notes payable to subsidiary
Deferred income taxes

Tota1 noncurrent l iabi l i t ies

StockhoLders '  equi ty

Tota1 l iabi l i t ies and stockholders,  equi ty

Cont ingencies (Note 4)

. l_
5.3

5.7

5.9
557.5

.3

653 .7

fi___659-A

215 .4
4.9

220.3

448 .4

$___659- 3

2007

s
13.g

.3

L4.2

gea-.e
.5

669.1

s 693.3

240.0
3.5

243 .5

411. 0

s 583.3

$ .1
29.7

2g.g

$ .4
.3

.7

The accompanying Notes are an integral  part  of  the f inancial  statements.
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KRONOS WORIJDWIDE, INC. A}{D SITBSIDIARIES

SEHEDI'IJE T - COIIDENSED TINA}IEIAIJ INFORITATION OF REGTSTRIITT (CONTiNUEd)

Condensed SEatenenEs of OperatJ.ons

(In nl l lLone)

Years ended December 31
2005 2006 2007

Revenues and other income:
Equity in earnings (1oss) of  subsidiar ies
Interest  income from aff i l iates
Interest and dividends
Other income

Total revenues and other income

Costs and expenses:
General- and administrative
Intercompany interest and other
Other expense

Tota1 costs and expenses

Income ( loss) before income taxes

Income tax benefit

Net income ( loss)

The accompanying Notes are an integral part
s-2

$ 77.e
2.6

.1-
1.8

82 .4

2.0
L8.9

20 .9

51.5

10.0

$__uJ

$ e6.e

:6

.8

98 .3

2.3
18.8

.2

2L .3

77 .0

5.0

s 82.0

$ (57 .4)
.1

5.6

(51.7 )

2.5
20 .6

23 .L

(7 4 .8)

8.1

s (66 .7)

of  the f inancial  statemenEs.



KRONOS WORIJDWIDE' INC. AIID SITBSIDIARIES

SCHEDIIJE f - COIIDENSED FINANCIAIJ INFORMATION OF REGISTRANI (Continued)

Condensed St,atenents of Cash Flows

( In mi l l iong)

Years ended December 31,
2 005 2006 2007

Cash fLows from operat ing act iv i t ies:
Net income (Ioss)
Cash distr ibut ions f rom subsidiar ies
Deferred income taxes
Equity in earnings of  subsidiar ies
Other,  net
Net change in assets and l iabi l i t ies

Net cash provided by operat ing
act iv i t , ies

Cash f lows from invest ing act iv i t ies:
Loans t .o af f i l iates
Col- lect ions of  loans to af f iL iates
Other,  net

Net cash provided by invest ing
act iv i t ies

Cash f lows from f inancing act iv iEies:
Div idends paid
Capital  contr ibut ions

Net cash used by f inancing
act iv i t ies:

Net change during the year from operating,
invest ing and f inancing acEivi t ies

Balance at  beginning of  year

Balance aE end of  year

The accompanying Notes are an integral parE
s-3

$ 7L.5
25 .5
(4.3)

(77 .  e)
( .2)

(2.  s)

12.t

28 .0

$ 82.0 $ (65.7)
50. L 34.9

L. 9 (2.L)
(95.9) 57 .4

.4 ( .6)
(s.0) 20.3

32.s 43.2

28 .0

(4e.0)
L.4

(47 .5)

(7.s)

7.7

S .z

(32.7)
49 .4

(.3)

(4e.0)

(4e.0)

( .1)

.2

$____J

5.9
( .21

(49.0)

(49.0)

(  .1)

.1

s-

16 .4 5.7

of the f inancial  statements.



KRONOS WORIJDWIDE, INE. A}ID SIIBSTDIARIES

SCHEDULE I - COIIDENSED FrNAI{CIAIJ INFORMATION OF REGISTRAIUT (Continued)

NoteE to Condensed Financial Infornation

Note 1 -  Basis of  presentat ion:

The accompanying f inancial  statements of  Kronos Worldwj-de, Inc.  ref l -ect
our investment in major i ty-owned subsidiar ies on the equi ty method. The
Consol idated Financial  Statements of  Kronos and i ts major i ty-owned
subsidiar ies ( the "Company") and the related Notes Eo Consol idated Financial
Statements are incorporated herein by reference.

Note 2 -  Receivable f rom (payable to)  subsidiar ies and af f i l iatee:

December 31,
2006 2007
Trtr million"F

Current :
Receivable f rom:

Kronos Louis iana, Ine.  ("KLA,)
Valhi  income taxes
KLA income taxes

TotaI

Payable to:
Kronos (US) ,  Inc.  ("KUS')
Valhi income taxes

TotaI

Noncurrent :
Receivable from KttS

Payable to KII

$ t_t

3.5

$ s. :

( .3)

$__l- 3)

$____5J

s (2r_s.4)

$ 9.7
2.7
1.5

s 13.9

$ (28 .-7 |

s (28.7)

$--:-

$ (240.0)

Prior to 2005, KII  loaned us an aggregaEe euro l -53.1 mi lL ion ($209.5
mi l l ion at  the borrowing date) instead of  paying us cash div idends. Interest
on both notes is payable on a guarter ly basis at  an annual  rat ,e of  9.25+, such
interest was and is expected to be paid guarterly. The not,es mature on
December 31, 20L0, wi th al l  pr incipal  due at  that  date.  The notes are
unsecured, contain no financial covenants and provide for default only upon our
failure to pay any amount when due (subjecE to a short, grace period). Due to
the long-t ,erm investment nature of  these notes,  set t lement of  the pr incipal
baLance of  the notes is not contemplated within the foreseeable future.  We
current,ly expect that settlement of the principal amount of the not,es wil l
occur through a capital transaction. We recognize interest. expense on such
notes,  which is expected to be paid quarter ly,  as j -ncurred. Unt i l -  such t ime as
the notes are set,t l-ed, w€ wil-1 recognize int,erest expense on t,he promissory
notes.
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Note 3 InvcstncnE Ln subsldlarLcg r

Investment in:
KLA
KC
KII

TotaI

200s

Equity in earnings (loss) from continuing
operations of subsidiaries:
rG,A $ L9 .7 $ L7 .5
Ke L.4 5.0
Krr 55.8 74.4

Total  S zz.g S ge.g

Notc 4 - ConEl.ngcnel.ear

See Note L4 to the Consolidated Financial Stat,ements.

Dcccubcr 31
2006 2007
-i-ro ml.llion"F

$ L48.4 $ 185.0
g8 .  1 92.7

42L.0 390.9

s___5s7J s_658 .5

2006 2007
(rn nliifiong)

$ L2.L
(11.8)
(57 .7)

s_(57 .4)
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Kronos Worldwide, Inc.
Three Lincoln Centre
5430 LBJ Freew?y, Suite 1700
Dallas. TX 75240-2697

Contact: Gregory M. Swalwell
Vice President, Finance
(e72) 233-1700

News Release

FOR IMMEDIATE RELEASE

KROAJOS WORLDWIDE REPORTS FOURTH QUARTER RESUTTS

DALLAS, TEXAS... March 12,2008...  Kronos Worldwide, Inc. (NYSE:KRO) today reported net income of $1.6
mil l ion, or $.03 per di luted share, for the fourth quarter of 2007 compared with net income of $41.3 mil l ion, or
$.84 per diluted share, in the fourth quarter of 2006. For the full year of 2007, Kronos reported a net loss of
$66.7 mi l l ion,  or  $1.36 per di luted share,  compared with net income of $82.0 mi l l ion,  or  $1.67 per di luted
share, for the ful l  year of 2006. The Company's annual results include a net non-cash provision for income
taxes of $97.5 mil l ion, or $1.99 per di luted share, in 2007 and a net non-cash income tax benefi t  of $34.9
mil l ion, or $.71 per di luted share, in 2006, as discussed below.

Net sales of $310.4 mil l ion in the fourth quarter o' l  2007 were $12.0 mil l ion, or 4o/o, higher than the fourth
quarterof  2006. Netsalesof $1,310.3mi l l ionfortheful l  yearol2Q0T were$30.9mi l l ion,  or2o/o,  h igherthan
the full year of 2006. Net sales increased in the fourth quarter of 2007 primarily due to higher sales volumes
and the favorable effect of fluctuations in foreign currency exchange rates, which increased sales by
approximately $21 mil l ion, part ial ly offset by lower average TiO2 sel l ing prices. For the ful l  year period, net
sales increased due to the favorable effect of fluctuations in foreign currency exchange rates, increasing sales
by approximately $65 mil l ion, and higher sales volumes. This increase was part ial ly offset by lower average
TiO2 sel l ing prices. The table at the end of this release shows the impact of each of these i tems on sales.

The Company's TiO2 segment profit (see description of non-GAAP information below) for the fourth quarter of
2007 was $1 1 .3 mil l ion compared with $39.6 mil l ion in the fourth quarter of 2006, and was $92.2 mil l ion for the
ful l  year of 2007 compared with $151.3 mil l ion for ful l  year of 2006. Segment prof i t  decreased in the fourth
quarter of 2007 compared to the fourth quarter 2006 due primarily to lower average TiO2 selling prices, higher
manufacturing costs (primarily maintenance), and the negative effect of fluctuations in foreign currency
exchange rates which decreased segment profit by approximately $7 million. This decrease was partially
offset by higher sales volumes and lower utilities costs. Full year segment profit decreased due to lower
average TiO2 selling prices, higher manufacturing costs and the negative effect of fluctuations in foreign
currency exchange rates which decreased full year segment profit by approximately $4 million, partially offset
by higher sales volumes and lower ut i l i t ies costs.

The Company's fourth quarter 2007 TiOz sales volumes increased 2o/o from the fourth quarter of 2006, with
higher volumes in the United States and export markets. For the full year of 2007 , sales volumes increased
1o/o ?s compared to 2006, as higher volumes in European and export markets offset the effects of lower
volumes in North America. The Company's TiO2 sales volume for 2007 was a record for Kronos. The
Company's TiO2 production volumes were 6% lower in the fourth quarter of 2007 and were 1% lower for the
ful l  year of 2007, as compared to the same periods in 2006. The Company's f inished goods inventories at
December 31, 2007, which represented less than 2 months of average sales, were lower compared to
December 31. 2006.

The $22.3 mil l ion loss on prepayment of debt for the ful l  year of 2006 ($14.8 mil l ion, or $.30 per di luted share,
net of income tax benefit) relates to the Company's May 2006 redemption of its 8.875% Senior Secured
Notes, using the proceeds from its April 2006 issuance of 6.5% Senior Secured Notes. Interest expense was
lower for 2007 due primarily to the replacement of the 8.875% Notes with the 6.50/o Notes.

The Company's income tax expense in 2007 includes a non-cash charge of $90.8 mil l ion ($1.4S per di luted
share) primarily related to the reduction in the Company's net deferred income tax asset in Germany resulting
from the enactment of legislat ion reducing the ,Hl5rr?f rates, a non-cash charge of $8,7 mil l ion ($.18 per



diluted share) related to the adjustment of certain German income tax attributes and a non-cash income tax
benefit of $2.0 million ($.0+ per diluted share) related to a net reduction in the Company's reserve for uncertain
income tax posit ions.

The Company's income tax benefit for 2006 includes an aggregate tax benefit of $34.9 mil l ion, or $.71 per
diluted share ($25.1 mil l ion, or $.52 per diluted share, in the fourth quarter), related to the net effect of the
withdrawal of certain income tax assessments previously made by the Belgian and Nonruegian tax authorities,
the favorable resolution of certain income tax audit issues related to the Company's German and Belgian
operations, the unfavorable resolution of certain other income tax issues related to the German operations, an
increase in the Company's income tax contingency reserve principally related to ongoing income tax audits in
Germany and the enactment of a reduction in the Canadian federal income tax rate.

The statements in this release relating to matters that are not historical facts are foruvard-looking statements
that represent management's beliefs and assumptions based on currently available information. Although the
Company believes that the expectations reflected in such forward-looking statements are reasonable, it
cannot give any assurances that these expectations will prove to be correct. Such statements by their nature
involve substantial r isks and uncertainties that could signif icantly impact expected results, and actual future
results could differ materially from those described in such forward-looking statements. While it is not possible
to identify all factors, the Company continues to face many risks and uncertainties. The factors that couldca u s e a c'[ u a' 

i " T [tl:#i fii,,lH#lii '$i*ll:i il: ';:t;:h,,,, ::" ]l :: ". c e *a n m a r k e,
sectors,

.  The cycl ical i ty of the Company's businesses,
e Customer inventory levels (such as the extent to which the Company's customers may,

from time to time, accelerate purchases of fi0z in advance of anticipated price increases
or defer purchases of TiO2 in advance of anticipated price decreases),

: lfffiiilH,"l*il1",TJnn.:, ;.*ilIff ,, .,".-,.1;l,eve, or sross
domestic product in various regions of the world and the impact of such changes on
demand for TiO2),

o Competitive products and substitute products,
. Customer and competitor strategies,

: Ififfg,."'i,"'*.i'1l,#$ffi::::.. chanses n,he exchanse ra,e be,ween
the U.S. dollar and each of the euro, the Norwegian kroner and the Canadian dollar),
Operating interruptions (including, but not l imited to, labor disputes, leaks, naturaldisasters,
f ires, explosions, unscheduled or unplanned downtime and transportation interruptions),

: +ffi :ililli#,i:Hl#ilJi3',xffi::ffi:H: credit faci,ities,
. The ultimate outcome of income tax audits, tax settlement initiatives or other tax matters,
. The ultimate ability to utilize income tax attributes or changes in income tax rates related to

such attributes, the benefit of which has been recognized under the more-likely-than-not
recognition criteria,
Environmental matters (such as those requiring emission and discharge standards for
existing and new facil i t ies),

: il:,.;5[;.jffi'Jl"J:ffi5ffi'[ il3ffi:ib'eochanses therein'

Should one or more of these r isks material ize (or the consequences of such a development worsen), or
should the underlying assumptions prove incorrect, actual results could differ materially from those forecasted
or expected. The Company disclaims any intention or obligation to update or revise any fonruard-looking
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statement whether as a result of changes in information, future events or otherwise.

In an effort to provide investors with additional information regarding the Company's results of operations as
determined by accounting principfes generally accepted in the United States of America ("GAAP"), the
Company has disclosed certain non-GMP information, which the Company bel ieves provides useful
information to investors:

.  The Company discloses segment prof i t ,  which is used by the Company's management to assess the
performance of the Company's TiO2 operations. The Company believes discfosure of segment profit
provides useful information to investors because it allows investors to analyze the performance of the
Company's TiO2 operations in the same way that the Company's management assesses
performance, The Company defines segment profit as income before income taxes, interest expense
and certain general corporate items. Corporate items excluded from the determination of segment
profit include corporate expense and interest income not attributable to the Company's TiO2
operations.

Kronos Worldwide, Inc. is a major international producer of t i tanium dioxide pigments.
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KRONOS WORLDW]DE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(ln mil l ions, except per share and metric tons data)

Three months ended
December 31

2006 2007 2006 2007
(Unaudited)

$ 298.4 $ 310.4
221.0 259.9

77.4 50.5

39.6 40.2

(7) ( .5)
( .2) ( .21
1.8 .9

(1 8) ( .5)

36.9 10.0

.9

.1

Q.7) no.zl

28.2 .6

(13.1 )  (1 .0)

$___4rl $__l-6_

$_____84 $__-03

49.0

119
125

49,0

511
516

Year ended
December 31,

Net sales
Cost of sales

Gross margin

Sell ing, general and administrative expense
Other operating income (expense):
Currency transactions, net
Disposit ion of property & equipment
Other income, net
Corporate expense

Income from operations

Other income (expense):
Trade interest income
Other interest income
Loss on prepayment of debt
Interest expense

Income before income taxes

Provision (benefit) for income taxes

Net income (loss)

Basic and diluted net income (loss) per share

Basic and diluted weighted-average shares
used in the calculation of net income (loss) per share

TiOz data - metric tons in thousands:
Sales volumes
Production volumes

$ 1,279.4 $ 1,310.3
968 9 1.058.9

310.5 251.4

158.1 162.1

(3 6) .2
(1 e) ( .8)
2.1 1.3
(5 8) rs.l l

143.2 84.9

2.3 2.2
1.3 .3

(22 3)
(43.2) (3s.4)

81.3 48.0

(.7\ 114.7

$___92-0 $__J66-A

$____r_€z $_Iill6)

49.0

116
133

49.0

519
512
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KRONOS WORLDWIDE, INC.

RECONCILIATION OF SEGMENT PROFIT TO
INCOME FROM OPERATIONS

(ln mi l l ions)
(Unaudited)

Three months ended
December 31

Year ended
December 31

2006 2007 2006 2007

Segment profit
Adjustments:

Trade interest income
Corporate expense

Income from operations

Percent change in sales:
TiO2 product pricing
TiO2 sales volume
TiO2 product mix
Changes in foreign currency exchange rates

Total

$ 3e.6 $ 11.3

(.e) (.8)
(1.8) ( .5)

$___36€ $-lOO

IMPACT OF PERCENTAGE CHANGE IN SALES
(Unaudited)

Three months ended
December 31,
2007 vs. 2006

(5)%
2o/o

-%
7o/o

M

$ 151.3 $ 92.2

(2 3) (2.21
(5.8) (5.1)

s_a€2 $i4.9

Year ended
December 31,
2007 vs. 2006

(4)%
1%
-To
5%

z%

Page 5 of 5



SUBSIDIARIES OF THE

NAITE OF CORPORATION

Kronos Canada, Inc.
Kronog Internat ional ,  Inc.

Kronos fitan GmbH
Kronos Chemie-GmbH
Soci€t€ Industr ie l le du Ti tane, S.A.
Kronos Limited
Kronos Denmark ApS

Kronos Europe S . A. / lg. V.
Kronos B.V.

Kronos Norge A/S
Kronos Titan A/S
Titania A/S

The .fossingf j ord Manuf acturing
Company A/S

Kronos Irouis iana, Inc.
Kronos (US) Inc.
Louis iana Pigment Company, L.P.

REGISTRAIIT

dluriedl.cELon of
LncorporatLon

or organLzaELon

Canada
Delaware
Germany
Germany
France

United Kingdom
Denmark
Belgium
Holland
Norway
Norway
Norway

Norway
Delaware
Delaware
Delaware

EXHIBIT 2L.L

t of VoEJ.ng
Securl.tsi.eg HeId aE

Dsceubsr 31, 2007 (a)

100
100
100
100

99
100
100
100
100
100
100
100

100
100
100

50

Registrant(a) HeId by the Registrant or the indicated subsidiary of the
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Three Lincoln Centre 

5430 LBJ Freeway, Suite 1700 

Dallas, TX 75240-2697 

(972) 233-1700 

(972) 448-1445 (Fax) 

Kronos Worldwide, Inc. 
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