2 & W
DEC 28 1993

License No. 37-19533-01
47-00260-02

Docket No. 30-17840
30-06652

Control No: 113570

Union Carbide Chemical and
Plastics Company, Incorporated
ATTN: J. A. Clerico,
Vice President, Treasurer and
Chief Financial Officer
Old Ridgebury Road
Danbury, Connecticut 06817

Dear Mr. Clerico:
Subject: Financial Assurance

This is in reference to your letters to the USNRC Region I, dated October 29, 1990, May 13,
1991, September 14, 1992 and to your letter dated October 4, 1993 to Mr. Earl Wright of
the USNRC, Region II as well as the attached Letter of Credit and Standby Trust Agreement
to provide financial assurance for NRC License No's. 37-19533-01 and 47-00260-02. We
have reviewed your submittal and within the scope of our review, no further deficiencies
were identified.

Based on our review of your submittals, with regard to the above referenced licenses, you
are now in compliance with the requirements of 10 CFR 30.35. Please note that financial
assurance certification and all associated documentation are required to be updated with
significant changes in your operations at either site and with each application for license
renewal.
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Union Carbide Chemicals
and Plastics Company, Inc.

Thank you for your cooperation in this matter.

cc:
Union Carbide Chemicals

and Plastics Company, Inc.
Bushy Run Research Center
ATTN: Joyce L. Beskitt

Radiation Safety Officer

6702 Mellon Road
Export, PA 15632-8902

Union Carbide Chemicals
and Plastics Company, Inc.
ATTN: Michael L. Green
Radiation Safety Officer
P.O. Box 8361
South Charleston, West Virginia 25303

bee:

M. Shanbaky, RI
D. Everhart, RI
E. Wright, Rl

12/27 193

Sincerely,

Original Signed By:
Mohamed M. S

Mohamed M. Shanbaky, Chief
Research and Development Section
Division of Radiation Safety

and Safeguards

DRSS:RI
Shanbaky
P Al

12/2,7 /193
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UNION CARBIDE CHEMICALS AND PLASTICS COMPANY INC.
PO Box 8361
South Charleston WV 285303

Mr. Earl Wright October 4, 1993
US NRC, Region 2 Mail Control No. 113570
101 Marietta Street, N.W. Lic. No. 47-00260-02

Atlanta, GA 30323
Dear Mr. Wright

As per communication from Mr. John D. Kinneman of September 21, 1993 we
are requesting that our USNRC License Number 47-00260-2 be amended as follows.

Change Item 6 C. of the license from its current description to:
"Carbon-14 and/or Hydrogen-3"

Our intention in making this change is to put us into the $150,000 Financial
Assurance for Decommissioning Category. If this change will not accomplish this
objective, please notify me that | may work with you in achieving that goal. This more
correctly reflects our current needs for radioisotope tracer materials.

At this time | would also like to replace Ms. C. B. McCorkle as the Purchasing
Department Representative on our Radiation Safety Committee. Her replacement is
Mr. Philip Johnson. His resume' is attached.

A check in the amount of $620.00 is enclosed for the fee for amending a
category 3L license .

If you have any questions abcut this please call me at (304) 747-5314.

Tl e

Michael L. Green
Rad. Safety Officer

cc:
John D. Kinneman, Chief

Research & Development and Decommissioning Section
Division of Radiation Safety and Safeguards

US NRC, Region 1

475 Allendale Rd

King of Prussia PA 18406-1415

TICRAL RECORD TOPY 34,10
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SEP 21 1993

License No. 37-19533-01

47-00260-02

Docket No.  30-17840

30-06652

Control No. 113570

Union Carbide Chemical and

Plastics Company, Incorporated

ATTN: J. A, Clerico

Vice President, Treasurer and
Chief Financial Officer

Old Ridgebury Road
Danbury, Connecticut 06817

Dear Mr. Clerico:

Subject: Financial Assurance

This is in reference to your letter dated May 13, 1991 with attached Letter of Credit and
Standby Trust Agreement to provide financial assurance for the Bushy Run Research Center
in Export Pennsylvania and your Technical Center located in South Charleston, West
Virginia. This also refers to your letter dated September 14, 1992 in response to a telephone
conversation with Eric Reber of this office on August 6, 1992. In order to continue our
review, we need the following additional information:

l.

Schedule A to the Standby Trust Agreement attached to the May 13, 1991 letter states
that the decommissioning cost estimate for the facilities at Bur  Run Research Center
and at South Charleston, West Virginia equals $150,000 each (or a total of $300,000.
While $150,000 is the amount required by the NRC regulation for the possession
limits for the Bushy Run Research Center, License No. 47-00260-02, authorizes the
facility in South Charleston, West Virginia, to possess up to 1 curie total of any
byproduct matenal, except alpha emitters, with atomic numbers 1-83 inclusive, in asuy
chemical and/or physical form. This exceeds the applicable quantities in Appendix C
to 10 CFR 20 by more than 10° for a number of isotopes.

10 CFR 30.35(a) requires that licensees authorized to possess NRC licensed material

in amounts exceeding 10° times the applicable quantities in Appendix C to 10 CFR 20,
must submit a decommissioning funding pian (DFP) which includes an actual estimate

OFFICIAL RECORD COPY - S:\PENDING\UNION.FA - 09/17/93



Union Carbide Chemicals

r

and Plastics Company, Inc.

of the cost to decommission the facility or certification for at least $750,000. If the
licensee submits certification for financial assurance in the amount of $750,000
without submitting a DFP, the licensee must include a DFP with their subsequent
license renewal application.  The application to renew License No. 47-00260-02 is due
on or before February 18, 1995, You have the following options:

d.

Submit a request 10 amend License No. 47-00260-02 to decrease the possession
limit for NRC licensed material, so that financial assurance in the amount of
$150.000 is sufficient (This request must be submitted to Region 11 in Atlanta,
Georgia); or

Submit financial assurance centification for the correct amount for both
facilitics ($900,000); (This would be submitted to the Region I oftice in King
of Prussia, Pennsylvania); or

Submit a DFP and actual cost estimate for one or both licenses and a financial
assurance mechanism for the estimated amount.  The appropriate level of detail
for the cost estimate is discussed in Appendix F to Regulatory Guide
3.66(enclosed). The enclosed NUREG's may be helpful in preparing the
estimate(s).  Submit to the Region 1 office in King of Prussia. Pennsylvania, if
you use the same mechanism for both licenses.

We will continue our review upon receipt of this information. Please reply in duplicate to
my attention at the Region I office and refer to Mail Control No. 113570. If you have any
questions regarding this letier please call David Everhart of my staff at (215) 337-6936.

Since your license requires financial assurance, we request that you submit your response 1o
this letter within 30 calendar days from the date of this letter,

Sincerely,

Original Signed Bv;
John D. Kinneman

John D. Kinneman, Chief
Research & Development and
Decommissioning Section
Division of Radiation Safet
OFFICIAL RECORD COPY - S:\PENWW.FA - 09/ I¥/93
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LINION CARBIDE CHEMICALS AND PLASTICS COMPANY INC.
PO Box B361
South Charleston, WV 285303

Mr. Earl Wright October 4, 1993
US NRC, Region 2 Mail Control No. 113570
101 Marietta Street, N.W. Lic. No. 47-00260-02

Atlanta, GA 30323
Dear Mr. Wright

As per communication from Mr. John D. Kinneman of September 21, 1993 we
are requesting that our USNRC License Number 47-00260-2 be amended as follows.

Change Item 6 C. of the license from its current description to:
"Carbon-14 and/or Hydrogen-3"

Our intention in making this change is to put us into the $150,000 Financial
Assurance for Decommissioning Category. If this change will not accomplish this
objective, please notify me that | may work with you in achieving that goal. This more
correctly reflects our current needs for radioisotope tracer materials.

At this time | would also like to replace Ms. C. B. McCorkle as the Purchasing
Department Representative on our Radiation Safety Committee. Her replacement is
Mr. Philip Johnson. His resume' is attached.

A check in the amount of $620.00 is enclosed for the fee for amending a
category 3L license .

If you have any questions about this please call me at (304) 747-5314.

Yours truly
/ 6 :

Muchael L. Green
Rad. Safety Officer

ce:
John D. Kinneman, Chief

Research & Development and Decommissioning Section
Division of Radiation Safety and Safeguards

US NRC, Region 1

475 Allendale Rd

King ot Prussia PA 19406-1415
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PHILIP D. JOHNSON
Mr Philip Johnson has no formal training or experience with
radioactive materials. His sole purpose for sitting on the committee
is to provide a direct link between the Committee and the Purchasing
Department. He has all responsibility for processing purchase orders
for radioactive material controlled by this license

EDUCATION
West Virginia University, Morgantown, WV 26506
Bachelor of Science in Industrial Enginezring
Date of Graduation: May 1990
Overall GPA: 3.3/4.0 Field GPA: 3.75/4.0

EMPLOYMENT
Purchasing Agent: Union Carbide Chemicals & Plastics Co., Inc., South
Charleston, WV, August 1990 to present. Write purchase agreements
and contracts for a variety of products and services.

HONORS
Alpha Pi Mu - Industrial Engineering Honor Society
Craduated Summa Cum Laude

SKILLS AND HOBBIES
Experience with personal computers and some programming
languages (Basic, FORTRAN, GPSS and PL/).



SEP 21 1993

License No. 37-19533-01
47-00260-02

Docket No.  30-17840
30-06652

Control No. 113570

Union Carbide Chemical and
Plastics Company. Incorporated
ATTN: J. A. Clerico
Vice President, Treasurer and
Chief Financial Officer
Old Ridgebury Road
Danbury, Connecticut 06817

Dear Mr. Clerico:
Subject: Financial Assurance

This is in reference to your letter dated May 13, 1991 with attached Letter of Credit and
Standby Trust Agreement to provide financial assurance for the Bushy Run Research Center
in Export Pennsylvania and your Technical Center located in South Charleston, West
Virginia. This also refers to your letter dated September 14, 1992 in response 1o a telephone
conversation with Eric Reber of this office on August 6, 1992. In order to continue our
review. we need the following additional information:

L. Schedule A to the Standby Trust Agreement attached to the May 13, 1991 letter states
that the decommissioning cost estimate for the facilities at Bushy Run Research Center
and at South Charleston, West Virginia equals $150,000 each for a total of $300,000.
While $150,000 is the amount required by the NRC regulation for the possession
limits for the Bushy Run Research Center, License No. 47-00260-02, authorizes the
facility in South Charleston, West Virginia, to possess up to 1 curie total of any
byproduct material, except alpha emitters, with atomic numbers 1-83 inclusive, in any
chemical and/or physical form. This exceeds the applicable quantities in Appendix C
to 10 CFR 20 by more than 10° for a number of isotopes.

10 CFR 30.35(a) requires that licensees authorized to possess NRC licensed material

in amounts exceeding 10° times the applicable quantities in Appendix C to 10 CFR 20.
must submit a decommissioning funding plan (DFP) which includes an actual estimate

OFFICIAL RECORD COPY - S:\PENDING\UNION FA - 09/17/93




Union Carbide Chemicals -2-
and Plastics Company, Inc.

of the cost to decommission the facility or centification for at least $750,000. If the
licensee submits centification for financial assurance in the amount of $750,000
without submitting a DFP, the licensee must include a DFP with their subsequent
license renewal application. The application to renew License No. 47-00260-02 is due
on or before February 18, 1995. You have the following options:

a. Submit a request to amend License No. 47-00260-02 to decrease the possession
limit for NRC licensed material, so that financial assurance in the amount of
$150,000 is sufficient (This request must be submitted to Region II in Atlanta,
Georgia). or

b, Submit financial assurance centification for the correct amount for both
facilities ($900.000): (This would be submitted to the Region I office in King
of Prussia, Pennsylvania); or

g Submit a DFP and actual cost estimate for one or both licenses and a financial
assurance mechanism for the estimated amount. The appropriate level of detail
for the cost estimate is discussed in Appendix F to Regulatory Guide
3.66(enclosed). The enclosed NUREG's may be helpful in preparing the
estimate(s). Submit to the Region I office in King of Prussia, Pennsylvania, if
you use the same mechanism for both licenses.

We will continue our review upon receipt of this information. Please reply in duplicate 10
my attention at the Region I office and refer to Mail Control No. 113570. If you have any
questions regarding this letter please call David Everhart of my staff at (215) 337-6936.

Since your license requires financial assurance. we request that you submit your response to
this letter within 30 calendar days from the date of this letter.

Sincerely,

Originsl Signed Bv:
Jobhr D. Kinneman

John D. Kinneman, Chief
Research & Development and
Decommissioning Section
~_Division of Radiation Safet);
OFFICIAL RECORD COPY - S:\PENBQJQHM.FA - 09/17/93
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Union Carbide Chemicals -3-
and Plastics Company, Inc.

Enclosures:

. Regulatory Guide 3.66

2 NUREG/CR-1754

3. NUREG/CR-1754, Addendum |

bee: (w/enclosures)
J. Kinneman, RI
E. Wright, RII

r:
I)Rss.mw RI
K

Everhart\amw neman

9 'L\ 93 Ua‘ /93
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UNION BUSHY RUN RESEARCH CENTER

CARBIDE 6702 Mellon Road, Export, Pennsylvania 15632-8902 Teiephone (412) 733-5200
Telecopier (412) 733-4804

37~ [9!37’01

Septemnber 14, 1892

U.S. Nuclear Regulatory Commission
Region |

475 Allendale Road

King of Prussia, PA 19406
ATTN: Mr. Reber

Dear Mr. Reber:

Enclosed 1s a copy of the Financial Assurance for Decommissioning Nuclear Facilities Amendment
No. 1. if you need any further information, please call me at (412) 733-5268.

Sincerely,

Enclosure

Joyce L. Beskitt
Radiation Safety Officer

Union Cartnde Chemicals and Plastics Company Ing, / ,357‘

Excellence Through Quality 'SEP 17 19
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AMENDMENT NO. 1
TO
STANDBY TRUST AGREEMENT

Amendment No. 1 dated 8/20/92 to Standby Trust Agreement dated as of 4/23/91 between Union
Carbide Chemicals and Plastics Company Inc. and Chemical Bank, as Trustee.

Witnesseth:

Whereas, the parties have agreed to amend the agreement in the manner and to the effect set
forth herein; and

Now, therefore the following sha!l be substituted for Section 5, paragraph 2:

"No withdrawal from the fuid can exceed 10 percent of the outstanding balance of the Fund or
thirty thousand dollars, whichever is greater, unless NRC approval is attached.

Also, please substitute Standby Trust Agreement Schedule B with Revised Schedule B attached.

In witness whereof, the parties hereto have executed this amendment on the day and year first
above written,

* Union Carbide Chemicals and
Plastics Company Inc.

7
#

’

By: A <t Ty Teicl
IW. Fi ick
Title: Assistant Treasurer

Chemical Bank _
C
o

G. McFadane
Title:  Senior Trust Officer
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REVISED 8/20/92
STANDBY TRUST AGREEMENT
SCHEDULE B
REFERENCE: 1.OC NO. C-279897
AMOUNT 0
AS EVIDENCED BY ___N/A



U. S. Nuclear Regulatory Commission Date: g C 9 2

" I a
Telephone or Verbal Conversation Record Time:
___ Incoming Call __ Outgoeing Call ___Visit
Person Calling: Office: USNRC Region 1 Phone #:(215) 337-5276
Eric H. Reber
Person Called:Joyce L. Office:RSO, Union Carbide | Phone #:(412)733-5200
Beskitt

1
Conversation

Subject: Union Carbide/37-19533-01/Fin. Ass. Def Letter

Summary:

1. Please amend Section 5 of the Standby Trust Fund to include the provisica that "No
withdrawal from the fund can exceed 10 percent of the outstanding balance of the Fund
or thirty thousand dollars, whichever is greater, unless NRC approval is attached.”

2. Please amend Schedule B oi the Standby Trust Agreement to reference Irrevocable
Standby Letter of Credit No. C-279897.

| Referred to:

Action Requested:

Action Taken:

OFFICIAL RECORD copy M-, /13520
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LIST OF INSTRUCTIONS

Union Carbide Chemicals and Plastics Company

In reviewing the comments the reviewer will note that there will be some
overlap between ICF and OGC comments. The following comments should be
included in the basis for the deficiency letter:

s ICF comments 1 through 7 plus last paragraph.

2. A1l 0GC comments.

A1l other comments and discussions are for reviewer information.

RN
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July 30, 1991
Memo to: Louis Bykoski, NMSS

From: Michael Finkelstein, 0GC

Re: Review of Package #8 (ICF Reviews dated May 31, 1991)

Union Carbide Corporation-Parent Company Guarantee

All ICF recommendations should be implemented. The phrase "and
found acceptable to the NRC, obligee," in the first paragraph of
the Parent Company Guarantee should be deleted.



9300 Lee Highway ‘ .
Fairfax. Virginia

22031-1207

703/934-3000

ICF INCORPORATED

May 31, 1991
To: Dr. Lou Bykoski, NMSS/NRC
From: Bryan Kelleher and John Collier, ICF Incorpc.ated
Subject: Review of Parent Company Guarantee/Financial Test Submitted by

Union Carbide Chemicals and Plastics Company

Union Carbide Chemicals and Plastics Company (UCC&P) in Danbury,
Conmnecticut submitted a certification of financial assurance, using a parent
company guarantee and financial test demonstration from the Union Carbide
Corporation, in the amount of $300,000. The submission assures
decommissioning costs for licenses 37-19533-01 and 47-00260-02 issued under 10
CFR Part 30.* Upon review of the submission, ICF recommends that NRC require
the licensee to modify the submission in the following ways:

(1) Submit either a statement ot certification or a
decommissioning cost estimate; and

(2) Submit an alternate form of financial assurance.

If the licensee had been able to use the guarantee/financial test mechanism,
then it would also have had to modify its submission in the following ways:

(3) Submit a new letter from the licensee's chief executive
officer;

{4) Submit guarantor's annual financial statements and auditor's
opinion;

(5) Revise the parent guarantee and demonstrate that it has been
approved by the guarantor's board of directors:

(6) Submit evidence that the person signing the guarantee is
authorized to represent the company: and

(7) Sibmit a standby trust fund.

These recommendations and other issues are discussed below.

I”F assumes that NRC has verified that the certification amount of
$150,000 is acceptable for each license under 10 CFR 30.35.



2

A9 Submit Either a Statement of Certification or a Decommissioning Cost
Estimate

Under 10 CFR 30.35, a licensee is required to submit either a
decommissioning cost estimate or a certification statement as a demonstration
that adequate funds will be available for decommissioning. The licensee's
submission does not include either a decommissioning cost estimate or a
certification statement. Based upon the amounts of assurance specified in the
chief financial officer's letter (i.e., $150,000 and $150,000) it appears that
a certification statement should have been included. ICF recommends that NRC
require the licensee to submit a certification statement certifying compliance
with the decommissioning rules, as recommended in NRC's Regulatory Guide 3.66
"Standard Format and Content of Financial Assurance Mechanisms Required for
Decommissioning Under 10 CFR Parus 30, 40, 70, and 72" (June 1990), page 1-5.

(2) Submit an Alternate Form of Financial Assurance

As stated in 10 CFR 30.35(f)(2), a parent company guarsntee, like the
surety and insurance methods of financial assurance, must "guarantee that
decommissioning costs will be paid should the licensee default."” The preamble
to the decommissioning rule explains that the varent guarantee mechanism is
allowed only when the parent company provides "an independent commitment

beyond that of the licensee to expend funds" (53 Federal Register 24036, June
27, 1988).

According to the 1989 Form 10K filed by Union Carbide Chemicals and
Plastics Company Inc. (which was not included in the submission), "All of
Union Carbide (Corporation's) businesses are conducted by UCC&P and there are
no material differences between the comnsolidated operations of UCC&P and those
of Union Carbide." Therefore, although a parent-subsidiary relationshiy is
present between the guarantor and the licensee, it appears that the guarantor

is unable to provide an independent financial commitment beyond that of the
licensee.

Because the guarantor cannot provide the independent commitment required
by NRC, ICF recommends that NRC require the licensee to submit an alternate
form of financial assurance. If, however, the licensee had been able to use
the parent company guarantee, then ICF would also recommend that NRC require
the licensee to modify its submission as descr bed below.

(3) Submit a New lLetter from the Licensee's .aief Exec. i.+ Eficer

Section 4.7.1 of NRC's Regulatory Guide 3.66 requi. t & licensee to
submit a letter from its chief executive officer (CE0O). 1 this letter, the
licensee must certify that it is a going concern, identify the amounc of its
tangible net worth, specify whether the firm is required to file a Form 10K
with the U.S. Securities and Exchange Commission, and list the date on which
the firm's fiscal year ends.

The submission includes such a letter from the chief financial officer
(CF0) of the guaranuvor, pro—viding information about the guarantor. This



3

letter should come from the licensee's CEO, and should provide the information
for the licensee firm.

(4) Submit Guarantor's Annual Financial Statements and Auditor's Opinion

Although the submission includes a special report from the independent
auditor confirming that the financial data in the letter from the chief
financial offi.er (CFO) agrees with the amounts in the audited financial
statements, it does not include the audited financial statements or an
#aditor's opinion of the financial statements. Regulatory Guide 3.66, on page
i-21, requires the guarantor to submit its financial statements, audited by an
independent certified accountant, to substantiate its financial position.

If the annual financial statements have not received a "clean" opinion
from the independent auditor, then the data derived from those statements in
the CFO's letter may not fairly represent the financial condition of the
guarantor. In order to determine whether the data used in the financial test
fairly present the guarantor's financial condition, licensees using the parent
company guarantee should submit the guarantor's amnual financial statements,
along with the auditor's opinion on those statements.

(5) Revise the Parent Guarantee and Demonstrate that It has been
Approved by the Guarantor's Board of Directors

The licensee submitted a guarantee issued by the parent company that
generally followed the wording recommended by Regulatory Guide 3.66, pages &4-
41 to 4-45. The guarantee agreement varies from the required wording,
however, in several areas,

. Reciral 1 does not include the following phrase that is
required if the guarantor has a board of directors:
"Guarantor has approval from its board ¢  directors to enter
into this guarantee."

. Regulatory Guide 3.66, page 4-42, suggests that Recital 7
state the basis of the guarantor's authority for issuing the
guarantee as:

" . pursuant to the authority conferred
upou the guarantor by ("the unanimous
resolution of its directors" or "the
majority vote of its shareholders"), a
certified copy of which is attached..."

The submitted guarantee agreement does not include rhis
phrase.

. Recital 8 of the guarantee does not indicate that the
licensee must annually provide "revised" financial
statements, and a reconciling schedule along with the
auditor's special report.
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. Recital 11 of the parent guarantee agreement has been
modified to state that the guarantor will establish an
alternative financial assurance mechanism ". . . within 30
days after i ' )

[emphasis added] . . ." In contrast, the recommended
wording on page 4-43 of Regulatory Guide 3.66 states that
the guarantor will establish alternative financial assurance
". . . within 30 days after it [the guarantor] determines
thet it no longer meets the financial test criteria or it is
disallowed from continuing as a guarantor [emphasis added]."

. Page 4 of the submitted guarantee does not include a
signature of a witness or notary, as is recommended by
Regulatory Guide 3.66 on page &4-44.

Because of the uncertain potential effects of these variations, the
licensee should submit a revised guarantee and evidence that the guarantee has
been approved by the guarantor's Board of Directors (i.e., a certified copy of
the Board's resolution, as required by Recital 7) in order to avoid any
implication that the guarantee is not official.

(6) Submit Evidence that the Person Signing the Guarantee is Authorized to
Represent the Company

The licensee did not submit any evidence to demonstrate the authority of
the chief financial officer to represent the guarantor in the parent company
guarantee. Evidence of asuthority to represent the guarantor is necessary, as
recommended by Regulatory Guide 3.66, to ensure the validity and
enforceability of the mechanism.

(7) Submit a Standby Trust Fund

If the licensee defaults on its decommissioning obligations, the
guarantor, under Recital 7, must either (1) carry out required decommissioning
activities or (2) make funds available in a trust fund to allow NRC to pay for
these activities. If the guarantor chooses the second option, it must
establish a trust fund because funds paid directly to NRC must be deposited in
the U.S5. Treasury and are not available for decommissioning costs. To avoid
the possibility that a trust fund will not be readily available if and when
needed, Regulatory Guide 3.66 states that a standby trust fund should be used
with a parent company guarantee. If the licensee continues to use the parent
company guarantee, it should submit a standby trust fund, acknowledgement, and
other related documents as recommended in Regulatory Guide 3.66 on pages 4-18
through 4-27.

Jther Issues

Apart from editorial and non-substantive changes to the standard wording
provided in Regulatory Guide 3.66, the folilowing modifications are noteworthy:

(2) Paragraph 2 of the CFO's letter does not include the
license numbers of the two facilities for which the
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guarantor is providing financial assurance. They are
included in the next page of the letter, however.

(3) The first paragraph of the parent company guarantee
includes the following underlined phrase: "Guarantee
made . . . to the [NRC] and found acceptable to the
NRC, obligee . . ." As discussed in Recommendations 5
and 6, however, the guarantee agreement may not be
acceptable to NRC. NRC may wish to require that the
licensee delete this phrase from the guarantee
agreement .

(4) Recital 13 do.s not explicitly identify NRC as the
beneficiary. However, NRC is directly named as the
"obligee" in the opening paragraph, and is referenced
as the beneficiary in Recital 7.

Finally, the Region should ensure that documents submitted by the
licensee are originally signed duplicates, as recommended in Regulatory Guide
3.66. Unless the documents have been properly signed, NRC cannot be certain
that the financial assurance mechanism is enforceable. Because ICF does not
possess the original submissions, we cannot verify compliance with these
requirements.

attachments
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CHECKLIST FOR DECOMMISSIONING FINAMCIAL ASSURAMCE

NAME OF LICENSEE OR APPLICANT . y
C 428 0L and _Aaths Lompewy lnc / uEtp)
/

3924 184‘ ﬁ‘ry Load
“}M"“’j‘ CT_ 23817-200

A._Licenses Pert (check one of the following):

5

_L Part 30 Licensee or Applicant ___ Part 70 Licensee or Applicant
Part 40 Licensee or Applicant __ Part 72 Licensee or Applicant
8. Check appropriate item in each categery (if applicable)
1. 4/’7//7/‘?0 Cate of Financial Assurance Submission
- Public Entity

X Private Entity
% 4 Cartification of Financial Assurancs ’/J'f-,cvv umc‘/%@ o

- . ‘%_
. Decommissioning Funding Plan Vo [a#/caéw Sotewa
6. (O Pmarnt Option (See Appendix B)
- Trust Fund

— Escrow Account
Certificate of Deposit
Government Fund
Deposit of Government Securities

(0) _2C Surety/Insurance/Other Guarantee (See Appendix C)
Surety bond
Latter of Credit
Line of Credit a
2L Parent Company Guarantes/Financial Test

(¢) Extarnal Sinking Fund, Sinking Account and Surety/
Insurance (Ses. ix 0)
Trust Fund
Escrow Account
Certificate of Deposit
Government Fund
o Deposit of Government Securities
—— Surety Bond
Letter of Credit
Line of Credit

(d) Statament of Intent (publfic entities only)
"May not be used in combination with any other instrument.

A1
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CHECKLIST FOR SUBMISSION OF SURETY/INSURANCE/PARENT COMPANY GUARANTEE

A Check Appropriate Form of Suroty/Insunncn/Guanntn

Surety Bond

Letter of Cregit

Line of Credit

< Parent Company Guarantee/Financial Test*

[nsurance
LH 8. Check Documents Submitted for Surety/Insurance/Guarantee
J CE w -
i CFY 1. Surety Bond P[G
- dgrad b —_ Surety Bond _ .
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CHECKLIST OF CRITERIA FOR REVIEW OF PARENT COMPANY GUARANTEES

Copy of Tetter from the chief executive officer of the licensee,
verifying that it is a going concern® with positive tangidle net
worth (submitted annually at same time as parent company financial
test in Sections 4.7.3 and 4.7.4 of this guide).

Copy of corporate bDy-laws or other evidence indicating that parties
signing the financial instrument (for the applicant) are uuthorized
to represent the organization in the transaction.

Evidence that the financial instrument is an originally signed
duplicate (e.g., an executed copy of the instrusent).

Evidence that the corporate parent has majority control of the
applicant's voting stock.

Name and address of guarantor.

SAME 4SS

Name and address of the licensee.
Name and sddress of the regulatory agency. /C

Recitation of the guarantor's authority to provide the guarantee,
such as ownarship of the licensee.

ldentification of the facilities for which the guarantee provides
financial assurance and amounts guaranteed for decommissioning
activities.

74/

Yk "going concern” s a firm that is expected to continue operating at least
long enough for current expectations and plans to be carried out and for the
reasonably foreseeable future period after that.

3
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i/ & Description of the primary obligation (doco-imomng
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4. A Unequivocal statement of guarantee.
f*/
a.  Recitation of the consideration for the guarantee.
® Liapility of the guarantor. - pot af/""‘"’/ 4»1 /vaa( ™
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a. Limitation of liability

d. Condition(s) of liability

c. Effect on liability of a change in the status of the
licensee

—_ A4~ Statement that guarantor resains bound despite amendment or

w modification of Ticense or decommissioning funding plan, reduction
or extension of time of performance of required activities, or any
other modification or alteration of an obligation of licensee.

—;W 4 Notice requiresents.

4 Oischarge of the guarantor.

4 Termination and revocatien.

I 1. Termination on occurrence of contingency Leetnd 11

2. Veluntary revecation by guarantor - Y C“‘}"" "““";: .
3. Effective date of termination or revocation #A¢ guueco il Yot cutriic

/

Q= ~* Date.

ﬁ . Signatures.
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MEMORANDUM FOR: John Kinneman, Chief
Nuclear Material Safety
Section Branch
Division of Radiation Safety
and Safeguards, Region [

FROM: Louis Bykoski
Division of Low-Level Waste Management
and Decommissionina, HMSS

>UBJELT THE OFFICE OF GENERAL COUNSEL (DGC) AND CONTRACTOR COMMENTS
N NONSTANDARD FTMANCTLL ASSUSAMPE SHURMITTALS
VoWt P i Tey ¥ iz Sk v ruga Luliinents
1riee £g10n | nonstancard Tinancial assurance submittals sent to us for
oilowing licensees sre inciudec in the wai.ina.

J. 5. Armv Medical Research Institute of Chemical Defense (DFP - statement

~YanT 1
LSRN

ferck Sharp & Dohme Research Laboratories (DFP-parent company guarantee);
GTE Products Corporation (DFP-parent company guarantee);

Appiiea Health Physics, Inc. (DFP - line of credit);

EGSG, Inc, (DFP - letter of credit);

ATET Network Systems (DFP - letter of credit);

worcester Foundation for Experimental Biology (DFP - trust agreement);
Union Carbide Chemicals and Plastics Company (parent company guarantee);
Textron Defense Systems (parent company guarantee);

10. New Engiand Deaconess Hospital Corporation (parent company guarantee);
11. Genera’ Hospital Corporation (parent company guaranteeg;

12. The Sudd Company (parent company guarantee; and

13. Boehringer Ingelheim Pharmaceuticals, Inc. (parent company guarantee)

LTe RS L e LU B ST O
O e E

The ICF comments are presented in two parts. The first part deals with
specific recommendations to correct deficiencies. The second part (Other
[ssues) provides a discussion of changes to the standard wording that are
acceptable and are not considered to be deficiencies. The 0GC comments

include additional deficiencies that need to be corrected by the licensee and
comments for ocur internal use.

You should carefully review the comments before preparing the deficiency
letter. e have enclosed more specific information to help you sort and
consolidate the ICF and 0GC comments.

OFFICIAL RECORD COPY ML 10 WG 18 By
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1

with regard to the comments, please call
stein of 0OGC on (301) 492-1623.

Tha gl i

Louis Bykoski
Division of Low-Level Waste Management
and Decommissioning, NMSS
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UNION
CARBIDE

LUNION CARBIDE CORPORATION ouo aDcesuRY BDAD, DANBURY, OT DEES1 7

May 13, 1991

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

U.S. Nuclear Regulatory Commission
Region 1

47% Allendale Road

King of Prussia, PA 19406

ATTN: Mr. Reber

RE: Financial Assurance for Decommissioning
Nuclear Facilities

Dear Mr. Reber:

Ms. Glenda Jackson, U.S. Nuclear Regulatory Commission, Washington, D.C.,
suggested that your home office receive the enclosed original copy of an
irrevocable standby letter of credit and standby trust fund established by
Union Carbide Chemicals and Plastics Company Inc. (™UCC&P"), on behalf of its
research faclilities at South Charleston, West Virginia (NRC License No.
47-00260-02) and Bushy Run, Pennsylvania, (NRC License No. 37-19533-01)
pursuant to NRC rzjulations 10 C.F.R Part 30.35 (Financial Assurance and
Recordkeeping of Decommissioning). A copy of both documents will be sent to
the U.S. Nuclear Regulatory Commissior, Region II, Atlanta, Georgia.

Note that the enclosed letter of credit and standby trust fund mechanism
replaces the parent company guarantee previously provided for these facilities
by Union Carbide Corporation. If you have any questions regarding UCC&P's
provision of financial assurance for decommissioning for either of these
facilities, please contact the undersigned.

Sincerely yours,

0T e

A.T. Sheridan

CC: Mr. Earl G. Wright e 16199
U.S. Nuclear Requlatory Commission
Region 11

101 Marietta Street, N.W.
Atlanta, GA 30323

ATS/kal \\ \’))':’370

attac Nts ML w
- OFFICIAL RECORD COPY )
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. . Trade Services Group . IssLIAATE. AFRIL 30, 1993
§ , * P.O. Box 44, Church Street Station LG NO. . C-27969Y
New York, N.Y. 10008 Cable Address: Chemsam New York
Ad Bank
[ iy, AFFL TCANT

o DANBURY, CT 0681 7-0001

L R e R il o e e o e il e e o e A
T

WA AR s DY TREUT o0 06 6 30 9w 50 9 0 B0 UNION CARBIDE CHEMICALS A PLAGSTICS
COMP'EMY  INC .
3% OLD RIDGEBURY RDAD

WASHINGTON D.C 20555 (THREE HUNDRED 1HOU°AND
AND 0O/400 UNITED STATES

Beneficiary
1) b MUCLEAR REGULATUORY FdMHI_a{?T [: AMOUNT ¢ WSD 300,0
DOLLARE )

DEAR SR OR MADAM:

33 hLRruv ESTABLISH OUR INREVDCABLE STANDBY LETTER OF CREDIT NO.
L-2798%97 IN YOUR FAVOR, AT THE REQUEST AND FDR THE RCCDUNT QF
UNION CARBIDE CHEMICALS AND PLASTICS COMPANY INC., _("UCCAF"), 3¢
(D RIDGEBURY ROAD, DANRURY, CT 06817-0001, UF TO THE AGREGATE
AMOUNT OF (THEEE HUNDRED THOUSAND) , U.S. DOLLARE $300,000.00,
AVAILABLE UFDON PRESINTATION OF

(1) YUOUR SIGHT DRAFT, BEARING REFERENCE TO THIS8 LETTER OF CREDIT
NGO, C-279897,. AND

(23 TOUR SIGHED STATEMENY READING &S FOLLOWS . “1I CERTIFY THAT
THE AMOUNT OF THE DRAFT 18 PAYABLE FURSUANT TO REGULATIONE 18SUED
UHDER THE AUTHORITY OF THE U.S. NUCLEAR REGULATORY COMMISSION
CHRC Y, AN AGENCY OF THE U. 8. GOVERMENT, FURSUANT TO THE ATOMIC
E1E "{."’»; AET OF 19354, AS AMENDED, AND THE ENERGY REORGANIZATION ACT
oF 1974.°

HIE LETTER OF CREDIT 1S [hwulb IN ACCORDANCE WITH REGULATIONS
SSUED UNDER THE AUTHORITY OF U.S,. NUCLEAR REGUALTORY COMMISSION
NF-:( Yoo BN AGENCY OF THE (1.8, GUWNMENT PURSUANT TO THE ATOMIC
NERLY ACT OF 1994, AS AMENDED, AND THE ENERGY REORGANIZATION ACT
- 1974, THE NRC HAS PROMULGATED REGULATIONS IN TITLE 10

AAFTER § OF THE CODE OF FEDERAL RECULATIONS, FART 30 WHICH
REGUIRKE THAT A HOLDER OF , OK AN AFFPLICANT FD& A LICENSE ISSUED
UNDER 10 CFR PART 30 PROVIDE ASSURANCE THAT FUNDS WILL BE
AVATLABLE WHEN NEEDED FOR DECOMMISSIINING,

(16 LETTER OF CREDIT I8 EFFECTIVE AS OF AFEIL 25, 1994 AND SHALL
EXF TRE ON APEIL 25, § o BT GUCH EXFIRATION DATé SHALL BE
AUTOMATICAL LY EXTENDED FOR & PERIOD OF ONE YEAR APRIL 25, 1992
AND (N EACH CUCCESSIVE EXPIRATION BATE UNLE S8 BT CERST 50" DAYE
FEFORE THE THEN CURRENT EXPIRATION DATE, ROTIFY BOTH YOU AND

L TN (~}BID£ LHEMIC#[‘ AHD PLASTICS ﬁﬁﬂPﬁNY INC., , BY REGISTERED
MALL THAT WE ELECT 80T TO EXTEND THIS LETTER OF CREDIT FOR SUCH
AN ADDITIONAL PERIOD AS SHOWN ON THE SIGNED RETURN RECEIPTS.

1! UNIUJ CAERBIDE CHEMICALS ARD FLASTICS COMMANY INC., 18 UNABLE
10 SECURE ALTERNATIVE FINANCIAL ASGURANCE TO REFPLACE THIQ LEYTER
OF CREDIT WHITHIN 30 DAYS OF NOTIFICATION OF CANCELLATIL THE NRC

]
f
{
i+
3
4]

~CONT INUED~

Autharized Signature
=277 ~00% -1.4-01-02-0%

Provisions spplicable to this credit i
This credit is subject to the Liniform Customs and Practice for Documentary Credits (%983 Rovtlm ) International Chamber of Commerce Publication No. 400




N
A
i
L

o -

e | ‘ xssue.nre :

* . Trade Services Group gfg%%ago
P.O. Box 44, Church Street Station
New York, N.Y. 10008 Cable Address: Chemsam New York
RIS B APPL 1CANT |
O R D LRI 09003 00 A UNTON CAREIDE CHEMICALS & FLASTICS

COMPANY INC.
39 OLD RIDGEBURY ROAD
DANBURY , CT 04817-0001

.S NUCLEAR REGLH ﬁf‘ﬂﬁf COMMISSIO
WASHINGTON D.C 205%

AMOUNT - USD 300, 000,00
(THREE HUNDRED THOUSAND
AND 0O/100 LUNITED STATES
DOLLARS )

MAaY DRAW UFON THE FULL VALUE OF THIS LETTER OF CREDIT FRIOR YO
CANCELIATION. WE SHALL GIVE IMMEDIATE NOTICE TO THE APFLICANT
ARD THE RRC OF aNY ROTICE RECEIVED OR ACTION FILED aALLEGING <45)
THE THNSOLVENCY OR BEANKRUPTEY OF THE FINNANCIAL INSTITUTIION OR
C2) ANY VIOLATIONS OR REGULATORY REQUIREMENTS THAT COULD RESULT
IN SUSPFENSTON O REVDCATION OF THE BANK®S CHARTER OR LICENSE 10
DO PUSINESS. CHREMICAL BANK ALS0O SHALL GIVE IMMERIATE HOTICE (F
THE BaNK, FOR ANY REASON, BECOMES UNARLE TO FULFILL ITS
ORLIGATION UNDER THE LETTER OF CREDIT.

WHENEVER THIS LETTER OF CREDIT 18 DRAWN ON UNDER AND IN

COMEL TANCE WITH THE TERMS OF THIS LETTER OF CREDIT, WE SHALL DULY
HOMOR SUCH DRAFT UFON 1TS PRESENTATION TO US WITHIN 30 DAYS, AND
W SHALL DEPOSIT THE AMOUNT OF THE DRAFT DIRECTLY INTD THE
STANDBY TRUST FUND OF UNION CARERIDE CHEMICALS AND PLASTICS
COMPANY INC.  IN ACCORDANCE WITH YOUR INSTRUCTIONS.

EACH DRAFT MUST BEAR ON ITS FACKE THE CLAUSE: “DRAWN UNDER LETTER
OF (GREDIT 279897, DATED APRIL 25, 1991, AND THE TOTAL OF THIS
DREAFT AND ALL OTHER DRAFTS PREVIOUSLY DRAWN UNDER THIS LETTER OF
CEENTT DOES NOT EXCEED $300,000,00. "

ARY COMMUNICATIONS TN CONNECTION WITH THIS LETTER OF CREDIT SHALL
girgrwg)gg gggﬁlﬁﬁt BANK, 99 WATER STREET LETTER OF CREDIT
DEFT. ROOM 4702,

zed Signa
C-292H09 7~  ~O004~1 §-01~-02-01 g ¥,

Provisions applicable to this credit - 2
This credit is subject to the Unitorm Customs and Practice for Documentary Credits (1983 Rovmon ) Imernational Chamber of Commerce Publication No. 400

e e e e e .r.__....______———_J



QNDBY TRUST AGREEMENT

TRUST AGREEMENT, the Agreement entered into as of April 23, 1991 by and
between Union Carbide Chemicals and Plastics Company Inc., a New York
corporation, herein referred to as the "Grantor”, and Chemical Bank,

55 Water Street, Suite 1820, New York, NY 10041, the "Trustee".

WHEREAS, the U.S. Nuclear Requlatory Commission (NRC), an agency of the U.S.
Government, pursuant to the Atomic Energy Act of 1954, as amended, and the
Energy Reorganization Act of 1974, has promulgated regulations in Title 10,
Chapter I of the Code of Federal Regulations, Part 30. These regulations,
applicable to the Grantor, require that a holder of, or an applicant for, a
Part 30, 40, 70 or 72 license provide assurance that funds will be available
when needed for required decommissioning activities.

WHEREAS, the Grantor, has elected to use a letter of credit to provide all of
such financial assurance for the facilities identified herein; and

WHEREAS, when payment is made under a letter of credit., this standby trust
shall be used for the receipt of such payment; and

WHEREAS, the Grantor acting through its duly authorized officers, has selected

the Trustee to be the trustee under this Agreement, and the Trustee is willing
to act as trustee,

NOW, THEREFORE, the Grantor and the Trustee agree as follows:
Section 1. Definitions. As used in this Agreement:

{a) The term "Grantor"™ means the NRC licensee who enters into this
Agreement and any successors or assigns of the Grantor.

(b) The term "Trustee” means the trustee who enters into this Agreement
and any successor Trustee.

Section 2. Costs of Decommissioning. This Agreement pertains to the costs of
decommissioning the materials and activities identified in License Number

47-002600-02 and 37-19533-01 issued pursuant to 10 CFR Part 30 as shown in
Schedule A.

Section 3. Establishment of Fund. The Grantor and the Trustees hereby
establish a standby trust fund (the Fund) for the benefit of the NRC. The

Grantor and the Trustee intend that no third party have access ‘o the Fund
except as provided herein.

Section 4. Payments Constituting the Fund. Payments made to the Trustee for

the Fund shall consist of cash, securities, or other liquid assets acceptable
to the Trustee. The Fund is established initially as consisting of the
property, which is acceptable to the Trustee, described in Schedule B attached
hereto. Such property and any other property subsequently transferred to the
Trustee are referred to as the "Fund", together with all earnings and profits
thereon, less any payments or distributions made by the Trustee pursuant to
this Agreement. The Fund shall be held by the Trustee, IN TRUST, as
hereinafter provided. The Trustee shall not be responsible nor shall it
undertake any responsibility for the amount of, or adequacy of the Furnd, nor
any duty to collect from the Grantor, any payments necessary to discharge any
liabilities of the Grantor established by the NRC.
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Section 5. Payment for Required Activities Specified in the Plan. The
Trustee shall make payments from the Fund to the Grantor upon presentation to
the Trustee of the following:

a. A certificate duly executed by the Secretary of the Grantor attesting
to the occurrence of the events, and in the form set forth in the
attached Specimen Certificate, and

b. A certificate attesting to the following conditions:

(1) that decommissioning is proceeding pursuant to an NRC-approved
plan.

(2) that the funds withdrawn will be expended for activities
undertaken pursuant to that Plan, and

(3) that the NRC has been given 30 days' prior notice of the
Grantor's intent to withdraw funds from the escrow fund.

No withdrawal from the fund can exceed 50 percent of the outstanding balance
of the Pund or one hundred and twenty thousand dolilars, whichever is greater,
unless NRC approval is attached.

In the event of the Grantor's default or inability to direct decommissioning
activities, the Trustee shall make payments from the Fund as the NRC shall
direct, in writing, to provide for the payment of the costs of reguired
activities covered by this Agreement. The Trustee shall reimburse the Grantor
or other persons as specified by the NRC from the Fund for expenditures for
required activities in such amounts as the NRC shall direct in writing. 1In
addition, the Trustee shall refund to the Grantor such amounts as the NRC

specifies in writing. Upon refund, such funds shall no longer constitute part
of the Fund as defined herein.

Section 6. Trust Management. The Trustee shall invest and reinvest the
principal and income of the Fund and keep the Fund invested as a single fund,
without distinction between principal and income, in accordance with general
investment policies and guidelines which the Grantor may communicate in
writing to the Trustee from time to time, subject, however, to the provisions
of this section. 1In investing, reinvesting, exchanging, selling, and managing
the Fund, the Trustee shall discharge its duties with respect to the Fund
soley in the interest of the beneficiary and with the care, skill, prudence,
and diligence under the circumstances then prevalling which persons of
prudence, acting in a like capacity and familiar with such matters, would use

in the conduct of an enterprise of a like character and with like aims: except
that:

(a) Securities or other obligations of the Grantor, or any other owner or
operator of the facilities, or any of their affiliates as defined in
the Investment Company Act of 1940, as amended (15 v.s.c. 80a-2(a)),
shall not be acquired or held, unless they are securities or other
obligations of the Federal or a State government ;

(b) The Trustee is authorized to invest the Fund in time or demand

deposits of the Trustee, to the extent insured by an agency of the
Federal government; and

(¢) For a reasonable time, not to exceed 60 days, the Trustee is
authorized to hold uninvested cash, awaiting investment or
distribution, without liability for the payment of interest thereon.

e L e s Sl S e e
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Section 7. Commingling and Investment. The Trustee is expressly authorized

in 1ts discretion:

(a)

(b)

To transfer from time to time any or all of the assets of the fund to
any common, commingled, or collective trust fund created by the
Trustee in which the Fund is eligible to participate, subject to all
of the provisions thereof, to be commingled with the assets of other
trusts participating therein; and

To purchase shares in any investment company registered under the
Investment Company Act of 1940 (15 U.S.C. 80a-1 et seq.), including
one that may be created, managed, underwritten, or to which
investment advice is rendered, or the shares of which are sold by the
Trustee. The Trustee may vote such shares in its discretion.

Section 8. Express Powers of Trustee. Without in any way limiting the powers

and discretion conferred upon the Trustee by the other provisions of this
Agreement or by law, the Trustee is expressly authorized and empowered:

(a)

(b)

(c)

(d)

(e)

To sell, exchange, convey, transfer, or otherwise dispose of any

property held by it, by public or private sale, as necessary for
prudent management of the Fund:

To make, execute, acknowledge, and deliver any and all documents of
transfer and conveyance and any and all other instruments that may be
necessary or appropriate to carry out the powers herein granted;

To register any securities held in the Fund in its own name, or in
the name of a nominee, and to hold any security in bearer form or in
book entry, or to combine certificates representing such securities
with certificates of the same issue held by the Trustee in other
fidicuary capacities, to reinvest interest payments and funds from
matured and redeemed instruments, to file proper forms concerning
securities held in the Fund in a timely fashion with appropriate
government agencies, or to deposit or arrange for the deposit of such
securities in a qualified central depository even though, when so
deposited, such securities may be merged and held in bulk in the name
of the nominee or such depository with other securities deposited
therein by another person, or to deposit or arrange for the deposit
of any securities issued by the U.S. Government, or any agency or
instrumentality thereof, with a Federal Reserve bank, but the books

and records of the Trustee shall at all times show that all such
securities are part of the Fund;

To deposit any cash in the Fund in interest-bearing accounts
maintained or savings certificates issued by the Trustee, in its
separate corporate capacity, or in any other banking institution

affiliated with the Trustee, to the extent insured by an agency of
the Federal government: and

To compromise or to otherwise adjust all claims in favor of or
against the Fund.
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Section 9. Taxes and Expenses. All taxes of any kind that may be assessed or
levied against or in respect of the Fund and all brokerage commissions
incurred by the Fund shall be paid from the Fund. All other expenses incurred
by the Trustee in connection with the administration of this Trust, including
fees for legal services rendered to the Trustee, the compensation of the
Trustee to the extent not paid directly by the Grantor, and all together
proper charges and disbursements of the Trustee shall be paid from the Fund.

Section 10. Annual Valuation. After payment has been made into this standby
trust fund, the Trustee shall annually, at lease 30 days before the
anniversary date of receipt of payment into the standby trust fund, furnish to
the Grantor and to the NRC a statement confirming the value of the Trust. Any
securities in the Fund shall be valued at market value as of no more than 60
days before the anniversary date of the establishment of the Fund. The
fallure of the Grantor to object in writing to the Trustee within 90 days
after that statement has been furnished to the Grantor and the NRC shall
constitute a conclusively binding assent by the Grantor, barring the grantor
from asserting any claim or liability against the Trustee with respect to the
matters disclosed in the statement.

Section 11. Advice of Counsel. The Trustee may from time to time consult
with counsel with respect to any question arising as to the construction of
this Agreement or any action to be taken hereunder. The Trustee shall be

fully protected, to the extent permitted by law, in acting on the advi~e of
counsel.

Section 12. Trustee Compensation. The Trustee shall be entitled to

reasonable compensation for its services as agreed upon in writing with the
Grantor.

Section 13. Successor Trustee. Upen 90 days notice to the NRC, the Trustee
may resign; upon 90 days notice to the NRC and the Trustee, the Grantor may
replace the Trustee; but such resignation or replacement shall not be
effective until the Grantor has appointed a successor Trustee and this
Successor accepts the appointment. The successor Trustee shall have the same
powers and duties as those conferred upon the Trustee hereunder. Upon the
Successor Trustee's acceptance of the appointment, the Trustee shall assign,
transfer, and pay over to the successor Trustee the funds and properties then
constituting the Fund. If for any reason the Grantor cannot or does not act
in the event of the resignation of the Trustee, the Trustee may apply to a
court of competent jurisdiction for the appointment of a successor Trustee or
for instructions. The successor Trustee shall specify the date on which it
assumes administration of the trust in a writing sent to the Grantor, the NRC,
and the present Trustee by certified mail 10 days before such change becomes
effective. Any expenses incurred by the Trustee as a result of any of the
acts contemplated by this section shall be paid as provided in section 9.

Section 14. Instructions to the Trustee. All orders, requests, and
instructions by the Grantor to the Trustee shall be in writing, signed by such
persons as are signatories to this agreement or such other designees as the
Grantor may designate in writing. The Trustee shall be fully protected in
acting without inquiry in accordance with the grantor's orders, requests, and
instructions. If the NRC issues orders, requests, or instructions to the
Trustee, these shall be in writing, signed by the NRC, or its designees, and
the Trustee shall act and shall be fully protected in acting in accordance
with such orders, requests, and instructions. The Trustee shall have the
right to assume, in the absence of written notice to the contrary, that no
event constituting a change or a termination of the authority of any persocn to
act on behalf of the Grantor or the NRC hereunder has occurred. The Trustee
shall have no duty to act in the absence of such orders, requests, and
instruction from the Grantor and/or the NRC, except as provided for herein.
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Section 15. Amendment of Aqreement. This Agreement may be amended by an

instrument in writing executed by the Grantor, the Trustee and the NRC or by
the Trustee and the NRC, if the Grantor ceases to exist.

Section 16. Irrevocability and Termination. Subject to the right of the
parties to amend this Agreement as provided in Section 15, this trust shall be
irrevocable and shall continue until terminated at the written agreement of
the Grantor, the Trustee, and the NRC, or by the Trustee and the NRC if the
Grantor ceases to exist. Upon termination of the trust, all remaining trust
property, less final trust administration expenses, shall be delivered to the
Grantor or its successor.

Section 17. Immunity and Indemnification. The Trustee shall not incur
personal liability of any nature in connection with any act or omission, made
in good faith, in the administration of this trust, or in carrying out any
directions by the Grantor, or the NRC, issued in accordance with this
Agreement. The Trustee shall be indemnified and saved harmless by the Grantor
or from the trust fund, or both, from and against any personal liability to
which the Trustee may be subjected by reason of any act or conduct in its
official capacity, including all expenses reasonably incurred in its defense
in the event the Grantor fails to provide such defense.

Section 18. This Agreement shall be administered, construed, and enforced
according to the laws of the State of New York.

Section 19. Interpretation and Severability. As used in this Agreement,
words 1n the singular include the plural and words in the plural include the
singular. The description headings for each section of this Agreement shall
not affect the interpretation or the legal efficacy of this Agreement. If any
part of this Agreement is invalid, it shall not affect the remaining
provisions which will remain valid and enforceable.

IN WITNESS WHEREOF the parties have caused this Agreement to be executed by
the respective officers duly authorized and the corporate seals to be hereunto
affixed and attested as of the date first written above.

Union Carbide Chemicals and Plastics
campany Inc.

QA. Q (Lue(

erico
“Vice President, Treasurer and
Chief Financial officer

J M{*donald
Secratary

Chemical Bank

o 7
69/7( %/
‘) [Title] . - g 4 G/ g
gl Senior Trust Officen

[Title]
[Seal) ssistlnt Trust Officer




ACKNOWLEDGEMENT

STATE OF NEW YORK

CITY OF NEW YORK

on this _/'| day of1yril, before me, a notary public in and for the city and
State aforesaid, perségﬁly appeared FARLANE

and she/he did depose and say that she/he is the € o WY

of Chemical Bank, Trustee, which executed the above instrument, that she/he
knows the seal of said bank; that the seal affixed to such instrument is such
corporate seal that it was so affixed by order of the bank: and that she’he
signed her/his name thereto by like order.

FRANK g‘ FECZRO ok
Pubhc, State of hew
Ty Ne. 416861 375 Ny
ilind in Gueens Count
Cef‘.'?:g!.‘. Filed 1 New York County
Comimssion Expires June 2, 1932

My commission Expires:

[Date)
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ACKNOWLEDGEMENT

STATE OF CONNECTICUT

CITY OF DANBURY

On this 23rd day of April, before me, a notary public in and for the city and
State aforesaid, personally appeared J.A. Clerico, and he did depose and say
that he is the vice President, Treasurer and Chief Financial Officer of Union
Carbide Chemicals and Plastics Company Inc., Grantor, which executed the above
instrument, that he knows the seal of said corporation; that the seal affixed
to such instrument is such corporate seal that it was so affixed by order of
the corporation; and that he signed his name thereto by like order.

)

(] 0 Ly :
B 25&“4&41; éﬁ ~j1mJLZT{L P

[Signature of notary public]

RAMONA £, TRAUTLEIN
NOTARY PUBLIC
MY COMMISSION EXPIRES FE8. 28, 1048

[Date]

My commission Expires:




Specimen Certificate

Chemical Bank

55 water Street
Suite 1820

New York, NY 10041

Attenticn: Trust Division

Gent lemen:

In accordance with the terms of the Agreement wiih you dated
April 23, 1991, 1, + Secretary of Union Carbide Chemicals and
Plastics Company Inc., hereby certify that the following events have occurred:

1. Union Carbide Chemicals and Plastics Company Inc. ("UCC&P") is
required to commence the decommissioning of its facility located at

South Charleston, West Virginia (hereinafter called the
decommissioning).

- 28 The plans and procedures for the commencement and conduct of the
decommissioning have been approved by the United States Nuclear
Regulatory Commission, or its successor, on (copy of
approval attached).

3. Commencement of the decommissioning has been authorized by UCCSEP.

Secretary of Union Carbide Chemicals
and Plastics Company Inc.

Date



STANDBY TRUST AGREEMENT

SCHEDULE A

This Agreement demonstrates financial assurance for the following cost
estimates for the following licensed activities:

U.S. NUCLEAR NAME AND

REGULATORY ADDRESS

COMMISSION OF

LICENSE NUMBER LICENSEE

47-00260-02 Union Carbide
Chemicals and
Plastics
Company Inc.

37-19533-01 Union Carbide
Chemicals and
Plastics

Company Inc.

ADDRESS OF COST ESTIMATES FOR REGULATORY
LICENSED ASSURANCES DEMONSTRATED BY
ACTIVITY THIS AGREEMENT

P.O. Box 8361 $150, 000

South Charleston, Vw

Bushy Run $150,000
Research Center

6702 Mellon Road

Export, PA 15632



STANDBY TRUST AGREEMENT
SCHEDULE B

AMOUNT

AS EVIDENCED BY

0155L




MAR 0 4 1991

MEMORANDUM FOR: Louis M. Bykoski, NRC Project Officer

Low Level Waste Management, Low Level Regulatory Branch

FROM: John D. Kinneman, Chief
Nuclear Materials Safety Section B
Division of Radiation Safety
and Safeguards
SUBJECT: NONSTANDARD FINANCIAL ASSURANCE SUBMITTALS RELATED TO THE
DECOMMISSIONING RULE

John Austin's August 6, 1990 memorandum set forth a procedure for submitting
nonstandard financial assurance submittals to you for review by the NRC

contractor. We have also included parent company guarantee's and decommissioning
funding plans.
Licensee License No. Control No.
Union Carbide Corporation 37-19533-01 113570
Textron Defense Systems 20-02729-05 113598
Immunobiology Research 29-28265-02 113779
Institute
AT&T Network Systems 20-03527-01 113367
Department of the Army 113939
Budd Company 37-05680-04 112995
Applied Health Physics, Inc. 37-09135-01 113046
Applied Health Physics, Inc. 37-14600-01 113045
Applied Yealth Physics, Inc. SNM-811 113044
Cambridge Neuroscience 20-27892-01 113931
Research, Inc.
Massachusetts General 20-03814-80 112977
Hospital
New England Deaconess 20-00289-07 112651
Hospital Corp. .
University of Lowell 20-07446~01 112964

OFFICIAL RECORD COPY
ML 10

FINANCIAL ASSURANCE MEMO/4 - 0001.0.0
02/26/91




Louis M. Bykoski 2

If any of you or the contractors believe any of these cases should more properly
be reviewed by the Region, please return them. Some of these cases have obvious,
minor deficiencies which we have not attempted to resolve so that we could
provide the cases to you promptly.

Original Signed Bv:
John D. Kinneman

John D. Kinneman, Chief
Nuclear Materials Safety Section B
Division of Radiation Safety

and Safeguards

£
. Glenn, NMSS
. Bellamy, RI

L0

RI:DRSS ; S
Villar/pj, nneman

‘u Yl s
T02/47/91 02/ 91
OFFICIAL RECORD COPY FINANCIAL ASSURANCE MEMO/4 - 0002.0.0
02/26/91



JOHN A CLERICD

VICE PRESIDENT TREASURER AND
CHIEF FINANCIAL OQFFICER

Region 1

i King Of Prussia,

Gent lemen:

@ O30~ |78

UNION CARBIDE CORPORATION 2330L0 RIDGEBURY RDAD, DANBURY CT 06817-0001

October 29, 1990

U.S. Nuclear Regulatory Commission

Pennsylvania 19406

1 am the Chief Financial Officer of Union Carbide Corporation

This letter

("ucc"),

a corporation.

is in support of this

firm's use of the financial test to demonstrate financial

assurance,

as specified in 10 CFR Part 30.

1 hereby certify that Union Carbide Corporation is currently a

going concern,

and that it possesses positive tungible net

worth in the amount of $2,926 million as of December 31, 1989.

This firm is required to file a Form 10K with the U.S.
Securities and Exchange Commission for the latest fiscal year.
This fiscal year of this firm ends on December 31,
1 hereby certify that the content of this letter is true and
correct to the best of my knowledge.

Very truly yours,
lf' { 2

tedfi
J.A. Clerico o+
Vice President,
Treasurer and
Chief Financial
Officer

6513c

e U.S. Nuclear Regulatory Commission
Region 11
101 Marietta Street, N.W.
Atlanta, Georgia 30323

/1 3570
) VAP )

. 7/r9/20
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UNION CARBIDE CORPORATION 330LD RIDGEBURY ROAD. DANBURY, CT 06817-0001

JOHN A CLERICO October 29, 19S50
VICE PREBIDENT TREABSURER AND
CHIEF FINANCIAL DFFILER

U.S. Nuclear Regulatory Commission
Region I
King of Prussia, Pennsylvania 19406

Gent lemen:

I am the Chief Financia) Officer of Union Carbide Corporation
("uCcC"), a corporatior. This letter is in support of this
firm's use of the financial test to demonstrate financial
assurance, as specified in 10 CFR Part 30.

This firm guarantees, through the parent company guarantee
submitted to demonstrate compliance under 10 CFR Part 30, the
decommissioning of the following facilities owned and operated
by a subsidiary of this firm. The current cost estimates for
decommissioning, so guaranteed, are shown for each facility:

Name of Location of Current Cost
Facility Facility Est 'mates
Union Carbide Bushy Run $150,000
Chemicals and Research Center

Plastics 6702 Mellon Road

Company Inc. Export, PA 15632

Union Carbide South Charleston, $150,000
Chemicals and West Virginia

Plastics

Company Inc.

This firm is required to file a Form 10K with the U.S.
Securities and Exchange Commission for the latest fiscal year.

This fiscal year of this firm ends on December 31. The figures
for the following items marked with an asterisk are derived
from this firm's independently audited, year-end financial
statements and footnotes for the latest completed fiscal year,
ended December 31, 1989.



Financial Test: Z2lternative 1
($MM)

Decommissioning cost estimates for facilities-

License Nos. 37-19533-01 and 47-00260-02

(total of all cost estimates shown in

paragraphs above) $ 0.300
Totel liabilities 5,557
Tangible net worth (Total UCC Stockholder's 2,926
Equity, plus Minority Stockholder's equity

in consolidate® subsidiaries, less intangibles -
patents, trademarks and goodwill-in Footnote 7)

*4.
*S5.
6.
*7.
8.

e9.

Net worth

Current assets

Current liabilities

Net working capital (line 5 minus line 6)
The sum of net income plus depreciation,

depletion and amortization

Total assets in United States (required

2,989
2,787
2,328

459

1,071

only if less than 90 percent of firm's

assets are located in the United States) --

excludes assets of UCC's Puerto Rico and

international subsidiaries which are

included in total reported worldwide

consolidated assets. $.,771

Is line 3 at least $10 million? 2K -
i1s line 3 at least 6 times line 17 X
1s line 7 at least 6 times line 17 X
Are at least 90 percent of firm's

assets located in the United

States? If not, complete line 14. el K
I1s line 9 at least 6 times line 17 X

(Guarantor must meet two of the
following 3 ratios)
Is line 2 divided by line 4 less

16.

17.

than 2.07 Y e
Is line 8 divided by line 2
greater than 0.17 X AP ORI

1s line 5 divided by line 6

greater than

1.57

Denotes figures derived from financial statements at

12731/89.



.

I hereby certify that the content of this letter is true and
correct to the best of my knowledge.

Very truly yours,

y { | Lol .
J.A. Clerico ¥
Vice President,
Treasurer and
Chief Financial
Oificer

ot o] U.S. Nuclear Regulatory Commission
Region I1I
101 Marietta Street, N.W.
Atlanta, Georgia 30323

6513c
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Certified Public Accountants

Lee Farm Corporate Park
83 Wooster Heights
Danbury, CT 06810

The Board of Directors
Union Carbide Corporation:

We have audited, in accordance with generally accepied auditing standards, the
consolidated balance sheet of Union Carbide Corporation and subsidiaries (the
“Company") as of December 31, 1989 and the related consolidated statements of income,

stockholders’ equity and cash flows for the year then ended, and have issued our report
thereon dated February 26, 1990.

In accordance with Title 10 CFR Part 30 of the Code of Federal Regulations, we compared
the data in ltems 2 through 9 under the heading "Financial Test: Alternative I" of the letter
from the Vice President, Treasurer and Chief Financial Officer dated October 29, 1990 in
support of the Company's use of the financial test to demonstrate financial assurance, as
specified in such regulations, with the audited financial statements.

In connection with the procedure referred 1o in the paragraph above, no matters came to our
anenton that caused us 1o believe that the specified data should be adjusted.

We understand that this report is intended solely 10 assist you in evaluating the Company's
adherence to the requirements of Title 10 CFR Part 30 of the Code of Federal Regulations
and should not be used for any other purpose.

KPME Foat Paca -eK

October 29, 1990

B Member Firm of
b Kiynveld Peat Marwiok Goeroeig



UNION CARBIDE CORPORATION 330L0 RIDGEBURY ROAD, DANBURY. CT 06817-0001

s e PARENT COMPANY GUARANTEE
VIDE PRESIDENT TREASURER AND

CHIEF FINANTIAL OFFICER

Guarantee made this October 29, 1990 by Union Carbide
Corporation ("UCC"), a corporation organized under the laws of
the State of New Yor), herein referred to as "guarantor®, 1o
the U.S. Nuclear Regulatory Commission ("NRC") and found
acceptable to the NRC, obligee, on behalf of our subsidiary
Union Carbide Chemicals and Plastics Company Inc. ("UCC&P"), 39
014 Ridgebury Road, Danbury, Connecticut 06817-0001.

Recitals

s The guarantor has full authority and capacity to enter
into this guarantee under its bylaws, articles of
incorporation, and the laws of the State cof New York, its
State of Incorporation.

2 This guarantee is being issued to comply with regulations
issued by the NRC, an agency of the U.S§. Government,
pursuant to the Atomic Energy Act of 1954, as amended,
and the Energy Reorganization Act of 1974. NRC has
promulgated regulations in Title 10, Chapter 1 of the
code of Federal Regulations, Part 30, which require that
a holder of or an applicant for, a materials license
issued pursuant to 10 CFR Part 30 provide assurance that
funds will be available when needed for required
decommissioning activities.

3. The guarantee is issued to provide financial assurance
for decommissioning activities for the facilities
referenced in License No. 37-19533-01 6702 Mellon Road,
Export, PA 15632, and License No. 47-00260-02, South
Charleston, West Virginia, as required by 10 CFR Part
30. The decommissioning costs for which are $150,000 for
each facility (total of $300,000).

4. The guarantor meets or exceeds the following financial
test criteria of Alternative 1 as detailed in the
attached letter and agrees to comply with all
notification requirements as specified in 10 CFR Part 30.

(i) Net working capital and tangible net worth each
at least six times the current decommissioning
cost estimates; and

(11) Assets located in the United States amounting to
at least %0 percent of its total assets or at
least six times the amount of the current
decomissioning cost estimates; and



10.

(iii) Meets two of the following three ratios: a ratio
of total liabilities to net worth less than 2.0;
a ratio of the sum of net income plus
depreciation, depletion, and amortization to
total liabilities that is greater than 0.1; and a
ratio of current assets to current liabilities
that is greater than 1.5; and

(iv) Tangible net worth of at least $10 million.

The guaran’or has majority control of the voting stock
for the following licensee covered by this guarantee:
UCC&P, 6702 Mellon Road, Export, PA 15632, License No.
37-19%33-01; South Charleston, West Virginia, License No.
47-00260~-02. 0

Decommissioning activities as used below refers to the
activities requirzd by 10 CFR Part 30 for decommissioning
of the facilities identified above.

For value received from UCC&P, the guarantor, guarantees
to the NRC that if the licensee fails to perform the
required decommissioning activities, as required by
License Nos. 37-19533-01 and 47-00260-02, the guarantor
shall

(a) carry out the required activities, o1

(b) set up a trust fund in favor of the above
identified beneficiary in the amount of these
current cost estimates for these activities.

The guarantor agrees to submit financial statements,
financial test data, and a special auditor's report
annually 90 days after the close of the parent
guarantor's fiscal year.

The guarantor agrees that if, at the end of any fiscal
year before termination of this guarantee, it fails to
meet the financial test criteria, the licensee shall send
within 90 days of the end of the fiscal year, by
certified mail, notice to the NRC that the licensee
intends to provide alternative financial assurance as
specified in 10 CRF Part 30. Within 120 days after the
end of the fiscal year, the guarantor shall establish
such financial assurance if UCC&P has not done so.

The guarantor also agrees to notify the beneficiary
promptly if the ownership of the licensee or the parent
firm is transferred and to maintain this guarantee until
the new parent firm or the licensee provides alternative
financial assurance acceptable to the beneficiary.



11.

13.

14.

15

16.

The guarantor agrees that within 30 days after it is
disallowed from continuing as a guarantor for the
facilities, under License No. 37-19533-01 and/or License
No. 47-00260-02, it shall establish an alternative
financial assurance as specified in 10 CFR Part 30 in the
name of UCC&P unless UCC&P has done so.

The guarantor as well as its successors and assigns agree
to remain bound jointly and severally under this
guarantee notwithstanding any or all of the following:
amendment or modification of license or NRC-approved
decommissioning funding plan for that facility, the
extension or reduction of the time of performance of
required activities, or any other modification or
alteration of an obligation of the licensee pursuant to
10 CFR Part 30.

The guarantor agrees that all bound parties shall be
jointly and severally liable for all litigation costs
incurred by the beneficiary in any successful effort to
enforce the agreement against the guarantor.

The guarantor agrees to remain bound under this guarantee
for as long as UCC&P must comply with the applicable
financial assurance requirements to 10 CFR Part 30 for
the previously listed facilities, except that the
guarantor may cancel this guarantee by sending notice by
certified mail to the NRC and to UCC&P, such cancellation
to become effective no earlier than 120 days after
receipt of such notice by both the NRC and UCC&P as
evidenced by the return receipts.

The guarantor agrees that if UCC&P fails to provide
alternative financis assurance as specified in 10 CFR
Part 30, as applica ., and obtain written approval of
such assurance fron e NRC within 90 days after a notice
of cancellation by the guarantor is received by both the
NRC and UCC&P from the guarantor, the guarantor shall
provide such alternative financial assurance in the name
nf UCC&P or make full payment under this guarantee.

The guarantor expressly waives notice of acceptance of
this guarantee by the NRC or by UCC&P. The guarantor
also expressly waives notice of amendments or
modification of the decommissioning requirements and
amendments or modification of the license.



A7.

6513¢c

1f the guarantor files financial reports with the U.S.
Securities and Exchange Commission, then it shall
promptly submit them to the NRC during each year in which
this guarantee is in effect.

1 hereby certify that this guarantee is true and correct
to the best of my knowledge.

Effective Date: October 29, 1990

Union Carbide Corporation

£ l.'f

J.A. Clerico
Vice President, Treasurer N
and Chief Financial Officer

= - //3570



Securities and Exchange Commission, Washington, D.C. 20549

Annual Report on Form 10K for the year ended December 31, 1989.
Filed pursuant to Section 13 of the Securities Exchange Act of 1934.
Commission file number 1-10297

Union Carbide Corporation
1989 10-K

Union Carbide Corporation Tel. (203) 794-2000
39 Old Ridgebury Road State of incorporation: New York
Danbury, Connecticut 06817-0001 IRS identification number: 06-1255728

Securities registered pursuant to Section 12(b) of the Act:

Class of security: Registered on:

Common Stock (§1 par value) New York Stock Exchange
Midwest Stock Exchange
Pacific Stock Exchange

Securities registered pursuant to Section 12{g) of the Act:
NONE

At February 1, 1990, 141,680,549 shares of common stock were outstanding. Non-affiliates held
140,624,012 of those shares, of which the aggregate market value was $3.138 billion.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section
13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months, and (2) has
been subject to such filing requirements for the past 90 days. Yes v No

Documents incorporated by reference:
Annual report to stockholders for the year ended December 31, 1989 (Parts 1 and 1)

Proxy statement for the annual meeting of stockholders to be held on April 25, 1990 (Parts |
and 111)



DEFINITION OF TERMS

Unless the context otherwise requires, the terms below refer 1o the following:

Union Carbide,
UCC Consolidated

Corporation,
UuCcC
domestic

domestic operations

international operations

Chemicals & Plastics

Industrial Gases

Carbon Products

Union Carbide
Corporation and its
consolidated subsidiaries

Union Carbide Corporation
United States and
Puerto Rico

Operations of Union Carbide Corporation
in this area, including exports

Operations of Union Carbide in areas of the
world other than the United States and
Puerto Rico

Worldwide chemicals and
plastics business of Union Carbide

Worldwide industrial gases and coatings
service business of Union Carbide

Worldwide carbon products business
of Union Carbide

The use of these terms is for convenience of reference only. The consolidated
subsidiaries are separate legal entities which are managed by, and accountable to,
their respective Boards of Directors.



Table of Contents
Part 1
Sem. 1y’ BOBIBOW 5 o iy s a i 4% 1% Eng s ale o Sele Ak v 31 I o et St S W ey i
I 5" T PORERBE. s oot N i § A ek el A R L I 3 s NI e R e A I Kl Rl e 5
Ireem 3:  Legal Proceedings .......... i i b R A R e 2 ka5 RSt w8 v s B et 1 e i et 9
Item 4 Submission of Maters to a Vote of Security Holders ... ... iiiin i veiierrnnans 9
Part 11
Irem 5 Market for Registrant’s Common Equity and Related Stockholder Matters ... .....ooooiiivian 10
htin 6 Selacted Financlall FF7. 50l 5 4 i s S et s e a5 A Ay L 4 A S SRS R B RPN |
item 7: Management’s Discussion and Analysis of Financial Condition and Results of Operations .. ... .. 10
ltem 8  Financial Statements and Supplementary Data . . ..o ovn v iini e inis it i iaaa e 10
Item 9 Changes in and Disagreements with Accountants on Accounting and Financial Disclosure .. ... . 10
Part 111
Item 10:  Directors and Executive Officers of the Registrant ........ A EBRA8 i iTo A R a3 A K ey Hh S 11
Beoandls BRecutPCIEnPEnsIIR | b s s s SRS b et B T T R L S e S T s ik e 5 5 A e 13
Item 12:  Security Ownership of Certain Beneficial Owners and Management . ..........ovrenninnnnis 13
Item 13:  Certain Relationships and Related Transactions . ... .o o.vuirus i ivmnnsisisinesnnnensiosass 13
Part IV
ltem 14:  Exhibits, Financial Statement Schedules, and Reports on Form 8K ... ... 00 iiiiiiinnnnn. 14
Consent and Report of Independent Auditors . ... ... n it e et s eanesssansns 20
DERISEINIEN 20 v o 4o s aonw 6 0 S o W S B A b, bt s SR LA, - - R 21
BRI BERER &+ vty @8 g D B B T i b Tt A b e N e e S T e R 22

tﬁf'f



® %

Item 1. Business

General—Union Carbide Corporation (formerly UCC Holdings, Inc.) was incorporated in 1989 under the laws of
the State of New York. The Corporation s a holding company with subsidiaries in three core businesses—chemicals
and plastics, industrial gases, and carbon products.

Effective July 1, 1989, Union Carbide Corporation became a holding company through a binding share exchange
in which each outstanding share of the predecessor company was exchanged automatically for one share of the
holding company. Following the exchange, the holding company took the name “Union Carbide Corporation” and
the predecessor company changed its name from “Union Carbide Corporation™ to “Union Carbide Chemicals and
Plastics Company Inc.”

Union Carbide does not produce against a backlog of firm orders; production is geared primarily to the level of
incoming orders and to projections of future demand. Significant inventories of finished products, work in process
and raw materials are maintained to meet delivery requirements of customers and Union Carbide's production
schedules.

Further information about Union Carbide and its businesses is contained in the 1989 annual report to stockholders.

Raw Materials, Products and Markets—See information herein and in the 1989 annual report to stockholders on
pages 8 and 9. Unless otherwise indicated, the products of Union Carbide are sold principally by its own sales force,
directly to customers,

Union Carbide believes it has contracts or commitments for, or readily available sources of, raw marerials and fuel
supplies to meet its anticipated needs in all major product areas. Although Union Carbide produces a portion of
its raw matenial requirements, the major portion of its needs is purchased from outside sources. While raw materials
are currently available, their c« 0 uing availability and prices are subject to world market conditions.

Chemicals & Plastics buys liquefied petroleum gas and naphtha and makes ethylene and propylene. Along with
purchased materials, the ethylene and propylene are used to make the following products: polyethylene for film, pipe,
electrical insulation, wrap, bags, bottles and other products; ethylene oxide/glycol and derivatives used for antifreeze,
polyester fiber, polyester film and resin, petroleum processing, coatings, lubricants, cosmetics and cvher uses; and
alcohols and oxo-alcohols for coatings, preservatives, detergents and cosmetics. Chemicals & Plastics makes and buys
other materials to produce acrylates and acetic esters for coatings, latexes, packaging and other products.

From manufactured or purchased chemicals, Chemicals & Plastics produces the following specialty chemicals:
specialty glycol ethers, alkyl alkanolamines, acrolein, ethylidene norbornene, and polyvinyl acetate. These specialty
chemicals are used in the cosmetics, microbiocides, electronics, automotive, aerospace, oil and gas, and industrial
lubricant industries, and as chemical intermediates for pharmaceuticals and agricultural chemicals. Silicones are used
in the manufacture of lubricants, electronics, pharmaceuticals, glass fiber and personal care products. The crystal
products business makes circuit substrates and laser rods. Polycrystalline silicon s used in the manufacture of single
crystal wafers which are used in integrated circuits by the semiconductor business.

ChLemicals & Plastics is d pendent in its operations upon the availability of hydrocarbon feedstocks and fuels which
are purchased from diverse domestic and international sources, including independent oil and gas producers as well
as integrated oil companies.

R SR L I -~
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Part | (Cont.)

Industrial Gases’ main products are the principal components of air—oxygen, nitrogen and argon—which are
separated and purified. Electric power is a major operating cost. Gases are sold from on-site plants, through pipelines,
in distributable and cylinder form. Demand is primarily from the chemicals, metal fabrication, food-processing,
medical, electronics, and steel industries. Acetylene, hydrogen, helium and specialty gases are produced from its own
or purchased matenials. These gases are marketed for a wide variety of industrial applications, including metal
fabrication, aerospace, electronics and basic research and development, Coatings Service uses metal and ceramic
coatings to improve the wear resistance of machinery components and other critical parts.

Carbon Products buys anthracite coal, premium-grade petroleum coke, coal-tar pitch, petroleum pitch and natural
graphite flake to make electrodes, refractory linings, metallurgical specialties and other carbon and graphite forms.
These are sold 1o the steel, ferroalloys, aluminum, chemicals, a-rospace and transportation industries. Electric power
and natural gas or fuel oil are major operating costs.

None of Union Carbide's industry or geographic segmerits is dependent to a significant extent upon a single customer
or a few customers. However, the Carbon Products business depends upon the steel industry for approximately 66%
of its business, About 17% of the Industrial Gases business is also dependent on the stee! industry.

Patents; Trademarks; Research and Development—Union Carbide owns a large number of United States and
foreign patents that relate to a wide variery of products and processes, has pending a substantial number of patent
applications throughout the world, and is licensed under a number of patents. These patents expire at various times
over the next 20 years. Such patents and patent applications in the aggregate are important to Union Carbide's
competitive position. No single patent or patent application is material, Union Carbide also has a large number of
trademarks. The UNION CARBIDE, UCAR, UNIPOL, and LINDE corporate trademarks are material; no other
single trademark is material.

Essentially all of Union Carbide’s research and development activities are company sponsored. The principal research
and development facilities of Union Carbide are indicated in the discussion of Properties (Item 2) of this Form 10-K
report. In addition to the facilities specifically indicated there, product development and process technology
laboratories are maintained at some plants. Union Carbide spent $151 million in 1989 and $159 million in 1988 and
i 1987 on company-sponsored research activities to develop new products, processes, or services, or to improve
EXISTING ones.,

Environment—See Costs Relating to Protection of the Environment on page 13 of the 1989 annual report to
stockholders.

Insurance~Linion Carbide's policy is 1o obtain the optimum public liability insurance coverage that is currently
available upon terms and conditions and at a price that management considers fair and reasonable. Union Carbide's
management believes Union Carbide has public lability insurance in an amount sufficient to meet its current needs
in light of pending, threatened, and future litigation and claims. There is no assurance, however, that Union Carbide
will not incur losses bevond the limits of, or outside the coverage of, its insurance.

~d
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. Part | (Cont.) .

Competition—Each of the major business areas in which Union Carbide participates is highly competitive. In some
instances competition comes from manufacturers of the same products as those produced by Union Carbide and in
other cases from manufacturers of different products which may serve the same markets as those served by Union
Carbide's products. Some of Union Carbide's competitors, such as companies principally engaged in petroleum oper-
ations, have more direct access to hydrocarbon feedstocks, and some have greater financial resources than Union
Carbide.

There are a number of competitors in each of the businesses in which Union Carbide is active. In some of the individual
businesses in which Union Carbide participates there are many competitors; in others there are few. A discussion of
competition by industry segment follows.

Chemicals & Plastics —Union Carbide's chemicals and plastics businesses are highly competitive. Competition is pri-
marily on price, product performance and, in certain specialty applications, on service to customers as well.

® Many producers have important industry positions in polyethylene, and Union Carbide is one of the world's
largest producers. Other significant producers are Dow Chemical Company, Chevron Corporetion, Exxon Corpo-
ration, Mobil Corporation, Quantum Chemicals Corporation, Occidental Petroleum Corporation, Phillips
Petroleurn Company, Enimont S.p.A., Saudi Basic Industry Corporation and The British Petroleum Com-
pany p.l.c.

® Union Carbide is the world's largest producer of ethylene oxide/glycol and derivatives. Other significant produc-
ers include Shell Oil Company, Dow Chemical Company, BASF Akriengesellschaft, The British Petroleum Com-
pany p.lc., Texaco Inc., Occidental Petroleum Corporation, Hoechst Celanese Corporation, and Saudi Basic In-
dustry Corporation.

& In solvents and coatings materials, Union Carbide has a significant position in many product areas. Other signif-
icant producers include Hoechst Celanese Corporation, Rohm & Haas Company, Eastman Chemical, a division of
Eastman Kodak Company, Shell Oil Company, Exxon Corporation, and Quantum Chemicals Corporation,

® Union Carbide is a major marketer of petrochemical products throughout the world. Products that Chemicals
and Plastics markets are largely produced in the United States, while competitive products are produced throughout
the world.

® Union Carbide parricipates in a wide range of specialty chemical product/market segments. The competitive
position varies widely from one product/market segment to another. Competitors include a number of domestic
and foreign companies, both diversified and specialized.

® Union Carbide, in partnership with Shell Oil Company, produces and markets polypropylene and grants
UNIPOL polypropylene licenses.

® Union Carbide has formed UOP, a joint venture with a wholly-owned subsidiary of Allied-Signai, Inc. UOP
licenses process technology, provides engineering and design services and specialized process equipment to the
chemicals, plastics, petroleum, and gas processing industries, and s a leader in the United States in research, devel-
opment, and manufacture of molecular sieves and a major producer of petroleum refining catalysts. Competitors
include a number of domestic and foreign companies, both diversified and specialized.
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Industrial Gases—Union Carbide’s Industrial Gases business is the largest domestic producer of industrial gases and

one of the three largest worldwide competitors, and operates within a highly competitive environment in that
business. Competition is based on price, product performance, and service to customers.

® Domestically, Union Carbide is a basic producer of atmospheric gases (oxygen, nitrogen and argon) as well as
acetylene, helium, hydrogen, and many specialty gases. Products are supplied to all segments of the markerplace
in cylinders and through bulk, pipeline, or on-site supply systems. Other major domestic producers include Airco,
Inc., a subsidiary of The BOC Group p.lc., Air Products and Chemicals, Inc., and American Air Liguide, Inc.,
a subsidiary of L'Air Liquide S.A.

8 On a worldwide basis, Union Carbide is a basic producer of atmospheric gases, acetylene, and some specialty
gases. These products, as well as other industrial gases which are imported from the United States or purchased
locally, are supplied to many geographic marketplaces. Major worldwide competitors include The BOC Group
p.lc., L' Air Liquide S.A., Air Products and Chemicals, Inc., and AGA Aktiebolag.

& Union Carbide is the worldwide leader in thermal spray coatings used primarily in jet aircraft engines and other
applications where a high quality, durable surface is a necessity. Principal domestic competitors are Sermatech
Germany G.m.b.H., a subsidiary of Teleflex, Inc,, and Chemtronics, Inc., a subsidiary of Interlake, Inc., while
overseas each country offers a different competitor,

Carbon Products —Union Carbide's carbon and graphite businesses are highly competitive and compete primarily on

the basis of product performance, price, and service to customers.

® Union Carbide is the largest producer of graphite electrodes worldwide. Other significant producers include
SIGRI G.m.b.H., Showa Denko K.K., Nippon Carbon Co. Ltd., Tokai Carbon Co. Ltd., Carbon/Graphite
Group Inc., Pechinev and Grear Lakes Carbon Corporation, a subsidiary of Horsehead Industries, Inc.

@ Union Carbide is the leading supplier of carbon and graphite products worldwide. Principal competitors include
SIGRI G.m.b.H., Pechiney, Great Lakes Carbon Corporation, a subsidiary of Horsehead Industries, Inc.,
Stackpole Corporation, Showa Denko K.K., and Nippon Carbon Company Ltd.

Union Carbide’s international operations face competition in world markets and a number of other risks inherent
in carrying on business outside the United States, including risks of nationalization, expropriation, restrictive action
by local governments and changes in currency exchange rates.




item 2. Properties

Union Carbide operates approximately 4%3 plants, factories, and laboratories around the world.
The Corporation'’s headquarters is located in Danbury, Connecticat.

In management’s opinion, current facilities, together with planned expansions, provide adequate production capaciry
to meet Union Carbide's planned business activities in each of its industry segments. Capital expenditures are
discussed on pages 14 and 15 of the 1989 annual report 1o stockholders.

Listed below are the principal manufacturing facilities operated by Union Carbide worldwide by industry segment.
Research and engineering facilities are noted. Facilities are listed under the name of the industry segment to which
they are principally devored. Most of the United States and Puerto Rican properties are owned in fee. Union Carbide
maintains numerous domestic sales offices and warehouses, substantially all of which are leased premises under
relatively short-term leases. All principal international operations’ manufacturing properties are owned or held under
long-term leases. International operations administrative offices, technical service laboratories, sales offices and
warehouses are owned in some instances and held under relatively short-term leases in other instances.

Chemicals & Plastics—At year-end 1989, 17,078 peaple were employed worldwide.

Principal domestic operations manufacturing facilities and the principal products manufactured there are as follows:

Location City Principal Product(s)

California Sunnyvale Photoresists

California Torrance Latexes

Georgia Tucker Latexes

Minois Alsip Latexes

Hlinois Bensenvilie Printed circuit chemicals

Indiana Indianapolis Coating and bonding systems

Kentucky Henderson Dielectric fluid

Louisiana Greensburg Hydroxyethyl cellulose derivatives

Louisiana Taft Acrolein and derivatives, acrylic monomers, U.V. curing, alkylene
amines, cycloaly’ atic epoxides, ethylene oxide and glycol, glycol
ethers, olefins

Louisiana Taft (Star Plant) Polyethylene

Massachusetts Acushnet Precision coating equipment

New Jersey Bound Brook Coatings resins, phenolic resins, polyethylene compounding,
synthetic thickeners

New Jersey Edison Lanolin derivatives

New Jersey Somerset Latexes

New York Mamaroneck Lanolin derivatives

Puerto Rico Bayamon Latexes

Texas Garland Latexes

Texas Seadrift Alkanolamines, ethylene oxide and glycol, glycol ethers, olefins,

polyethylene, polypropylene, Tergitol surfactants
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Item 3. Legal Proceedings

See Note 16 of Notes to Financial Statements on page 32 of the 1989 annual report to stockholders and “Certain

Litigation™ on page 18 of the proxy statement for the 1990 annual meeting of stockholders.

g B f B

In December 1989, the U.S. Environmental Protection Agency conditionally proposed a civil penalty of $325,000
jointly against Union Carbide and Rhone-Poulenc Ag Company (“R-P") with respect to alleged violations of the

federal Clean Water Act at the Institute, West Virginia facility, portions of which are separately owned by R-F and
Union Carbide Chemicals and Plastics Company Inc.

Item 4. Submission of Matters to a Vote of Security Holders

The Carporation did not submit any matters to a stockholder vote during the last quarter of 1989,



Item 5. Market for Registrant’'s Common Equity and Related Stockholder Matters

Market and dividend information for the Corporation's common stock is contained on pages 18 and 19 of the 1989
annual report to stockholders, The stock exchanges where the stock is traded are listed on page 30 of the 1989 annual
report to stockholders

The number of stockholders of record of th:: Corporation’s common stock is contained on page | of the 1989 annual
report 1o stog H'mldvr\

A holder of common stock is entitled to receive dividends declared by the Board of Directors on common stock,
ro have one vote for each share of common stock held of record, and upon liquidation of the Caorporation to share
ratably in all assets available for distribution to holders of common stock. Stockholders do not have preemptive
rights

From time to time the Corporation may issue shares of preferred stock in series. The Board of Directors is authorized
to designate the series and to fix the relative voring, dividend, conversion, liquidation, redemption and other rights,
preferences and limitations as between series, If preferred stock is issued, holders of common stock are subject to the
dividend and liquidation preferences and other prior rights of the preferred stock. The Corporation has not issued
any preferred stock

The outstanding shares of common stock are validly issued, fully paid and non-assessable.
item 6. Selected Financial Data

information pertaining to consolidated operations is included under the captions “From the Income Statement,” and
“From the Balance Sheet (at year-end),” and dividend information is included under the caption “Other Data” in
the statement “Selected Financial Data™ on page 19 of the 1989 annual report to stockholders.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
See the information covered in the 1989 annual report to stockholders on pages 11 through 15,

ftem 8. Financial Statements and Supplementary Data

The consolidated balance sheet of Union Carbide Corporation and subsidiaries 2. December 31, 1089 and 1988,
and the consolidated statements of income, stockholders’ equity and cash flows for each of the years in the three
year period ended December 31, 1989, together with the report thereon of KPMG Peat Marwick dated
February 26, 1990, are contained on pages 20 through 34 of the 1989 annual report to stockholders

Quarterly income statement data is contained on page 18 of the 1989 annual report to stockholders,

item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

Union Carbide has not had any disagreements covered by this item with KPMG Peat Marwick, its independent

auditors
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Item 10. Directors and Executive Officers of the Registrant
For background information on the Directors of Union Carbide Corporation whose terms are expected to continue
after the annual meeting of stockholders and persons nominated to become Directors, see pages 9 through 15 of the

proxy statement for the annual meeting of stockholders to be held on April 25, 1990.

The principal executive officers of the Corporation are as follows. Data is as of March 15, 1990,

Name Ag-  Position Year
First
Elected
Robert D. Kennedy 57  Chairman of the Board, President and Chief Executive Officer 1986
Robert P. Krass 53 Vice-President 1987
H. William Lichtenberger 34  Vice-President 1986
John R. MacLean 59 Vice-President 1956
John A. Clerico 48 Vice-President, Treasurer and Principal Financial Officer 1985
Joseph E. Geoghan 532 Vice-President and General Counsel 1987
Gilbert E. Playford 43 Vice-President 1989"
Q. Jules Romary 59 Vice-President and Secretary 1986
Cornelius C. Smith, Jr. 48 Vice-Presidemt 1985
Robert V. Welty 47 Vice-President 1986
Ronald S. Wishart 65  Vice-President 1985
john K. Wulif 41 VicePresident, Controller and Principal Accounting Officer 1988"

() Blected VicePresident, Treasurer and Principal Financtal Officer July 1989,
(b} Elected VicePresident September 1989
() Elected VicePresident, Controller and Principal Accounting Officer July 1989

There are no family relationships between any officers or directors of the Corporation. There is no arrangement or
understanding between any officer and any other person pursuant to which the officer was elecred an officer. An
officer is elected by the Board of Directors to serve until the next annual meeting of stockholders and until his
successor is elected and qualified.

The table on the next page gives a summary of the positic as held during at least the past five years by each officer
whose position or positions with the Corporation or its subsidiaries during the past five years have not been
accounted for by the abeve tabie. Each of the officers, except John K. Wulff, has been employed by the Corporation
or a subsidiary of the Corporation for the past five years,



. Part Iil (Cont.) .

Name Position Years Held
Robert D. Kennedy Chairman of the Board, President and Chief Executive Officer 1986 1o present
President and Chief Executive Officer 1986 (8 mos.)
President 1985 10 1986
Executive Vice-President 1982 1o 1985
Robert P. Krass Vice-President 1987 1o present
President, UCAR Carbon Company Inc. 1989 1o present
President, Carbon Products Business Group 1987 1o 1988
Vice-President, Carbon Products 1983 1o 1987
General Manager, Carbon Products 1981 o 1983
H. Wilhiam Lichtenberger  Vice-President 1986 1o present
President, Union Carbide Chemicals and Plastics Company Inc. 1989 to present
President, Chemicals and Plastics Business Group 1986 1o 1989
President, Solvents and Coatings Materials Division 1985 to 1986
Vice-President, Linde Division 1980 o 1985
John R. MacLean Vice-President 1986 1o present
President, Union Carbide Industrial Gases Inc. 1989 10 present
President, Industrial Gases Business Group 1086 1o 1988
President, Linde Division 1982 1o presemt
John A, Clerico Vice-President, Treasurer and Principal Financial Officer 1989 10 present
Vice-President and Treasurer 1985 to 1989
Assistant Treasurer 1983 1o 1985
loseph E. Geoghan Vice-President and General Counsel 1987 to present
Deputy General Counsel 1985 1o 1987
Assistant General Counsel 1980 to 1985
Senior Group Counsel 1976 1o 1980
Gilbert E. Plavford Vice-President 1989 to present
Vice President, Treasurer and Chief Financial Officer,
Union Carbide Canada Led. 1988 to 1989
Vice President and Treasurer, Union Carbide Canada Led. 1984 to 1988
O. Jules Romary Vice-President and Secretary 1986 1o present
Director of Investor Relations 1984 10 1986
Vice-President of Humen Resources and Communications, 1983 1o 1934

Cornelius C., Smith, Jr.

Linde Division
Director, Employee Relations, Linde Division
Vice-President
Assistant General Counsel
Chief Environmental Counsel

1979 1o 1983

1985 to present
1985 (5 mos.)
1978 1o 1985
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Item 11. Executive Compensation

item 12. Security Ownership of Certain Beneficial Owners and Management

ltemn 13. Certain Relationships and Related Transactions




Part IV

Item 14, Exhibits, Financial Statement Schedules, and Reports on Form 8-K
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Schedule ll—Amounts Receivable from Related Parties and Underwriters, Promoters,
and Employees Other Than Related Parties

Union Carbide Corporation and Consolidated Subsidiaries Thousands of dollars
Balance at Balunce at
beginning end of
of period Additions"’ Deductions'® period
Year Ended Decernber 31, 1989
]. S. Dewar” $151 $ 5 $ 77 $ 79
Y. Takeuchi® 260 - 55 205
$411 $ 5 $132 $284
Year Ended December 31, 1988
1. S. Dewar™ $139 $ 12 $ — $151
Y. Takeuchi™ 169 148 57 260
$308 $160 § 57 $411
Year Ended December 31, 1987
]. S. Dewar" $130 $ 9 $ — $130
Y. Takeuchi® 115 70 16 169
$245 $ 79 § 16 $308

1. 8. Dewar is a director of Union Carbide Canada Limited, # subsidiary of the Corporation. In 1979, Union Carbide Canada
adopred s long-term stock purchase plan for its senior managemerit employees, The plan provides for incentive awards in the
form of interestdree loans for the purchase of common shares of the subsidiary.

MY, Takeuchi is a director of Union Carbide Japan K.K., a subsidiary of the Corporation. Mr. Takeuch: has been granted a
loan by Union Carbide Japan K.K. with varving interest raves and repayment dutes.
L]

Represents borrowings and translation adjustments.

5 Represents repavments and translation adjustments.

15 -
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Schedule V—-Property, Plant, and Equipment

Union Carbide Corporation and Consolidated Subsidiaries

B I R R R R R R R I R I R R TR T TEEATmRR R A

Balance at Other Balance
beginning Additions  Retirements changes™  Translation end of
Classification of period at cost™ or sales Add (deduct) adjustments period
Millions of dollars, year ended December 31, 1989
Land and improvements § 415 $15 $ 6 $ 0D 51 $ 414
Buildings 762 27 16 &) I 71
Machinery and equipment 7,361 597 274 42 21 7,747
Construction in progress and other 371 146 (H 22) 2 598
$9,000 $785 $295 $ 6 $ 25 $9,530
Millions of dollars, year ended December 31, 1988
Land and improvements § 410 $ 14 $ 3 5 (® $ — $ 415
Buildings 745 42 3 21) (1 762
Machinery and equipment 7,119 507 98 {165) ) 7.361
Construction in progress and other 365 108 - 3 i 471 .
$8,639 $671 §104 $(195) $ ) §9,009 f
Millions of dollars, year ended December 31, 1987 |
Land and improvements § 405 $ 16 $ 12 OB $ 6 $ 410
Buildings 739 35 16 D 18 745
Machinery and equipment 7077 407 317 (i5%) 107 7119 |
Construction in progress and other 137 44 5 21 10 365 ‘
$8,558 $502 $350 $212) $14) $8.639

(a) Union Carbide's capital expenditures for the vears 1985 through 1989 are included in Selected Financial Data on page 19 of the 1989 annual
report to stockholders. Information on Union Carbide's construction program is included elsewhere in the 1989 annual report to

stockhoiders.

{b) All years include addivions for acquired companies and certain reclassifications of property. Also, 1988 and 1987 inciude transfes to

investments carried at equrty,

() Following i= a summary of hives used for calculating depreciation,

Class of Property

Lives Used

Land improvements

Buildings

20 years
20 10 40 years

Machinery and equipment 10 to 15 vears

Leasehold improvements

lease period

« 16 -
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Schedule VI—Accumulated Depreciation and Amortization of Property, Plant, and Equipment

Union Carbide Corporation and Consolidated Subsidiaries

Additions Deductions

: Balance at Charged Other Balance
| beginning w profit  Retirements changes™  Translation at end of
: Classification of period and loss or sales  Add (deducty  adjustments period
'- Mitlions of dollars. year ended December 31, 1989
| Land and improvements $ 167 $ 12 § 2 $F @ $ - 17
Buildings 351 25 9 4 1 364
Machinery and equipment 4,065 458 200 63 10 4,396
Constraction in progress and other™ 10 3 - — 13
' $4,503 $498 $211 5 55 $ 11 $4,946
Millions of dollars, year ended December 31, 1988
Land and improvements § 157 $ 12 $ ) § @ $ — § 167
g Buildings 333 24 (14) (20) - 351
i Machinery and equipment 3,728 435 74 (23) (b 4,065
Construction in progress and other™ 7 2 35 (35) 1 10
$4,295 $473 $ 93 § (82) $ — $4,593
Millions of dollars, year ended December 31, 1987
| Land and improvements $ 153 $ 12 $ B $ Q) $ 2 $ 157
Buidings 328 25 14 (13) 7 333
Machinery and equipment 3,542 423 281 (12 56 3,728
Construction in progress and other™ 156 3 i 81 = 77
; $4,179 $463 $304 $(108) $ 65 $4,205

(a) All years include additions for acquired companies and certain reclassifications of units of property. The 1989 amount principally represents
accumulated depreciation resulting from the write-down to net realizable value of the polysiicon business. Also, 1988 and 1987 include
transfers to investments carried @t equity.

(b) Consists primarily of the amortization of leaseholds,

-
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Part IV (Cont.)

Schedule VII—Guarantees of Securities of Other Issuers

Union Carbide Corporation and Consalidated Subsidiaries

Name of Issuer Title of Issue of Total Amoumnt
of Securities Each Class of Guaranteed
Guaranteed by Securities and Outstanding®™
Person for Which Guaranteed

Statement is Filed

Millions of dollars at Decemnber 31, 1989
DCS Capital Corporation Commercial loans $54"

(a) See Note 16 of Notes to Financial Statements on page 32 of the 1989 annual report to stockholders. Union Carbide's contingent obligations
of $472 million disclosed in Note 16 include the amount presented in this schedule.

(b) Represents the portion of the debt of DCS Capital Corporation for which Union Carbide Corporation is responsible. Such portion is not
directly guaranteed by the Corporation but is secured by a cash deficiency agreement that is guaranteed by the Corporation, The annual
aggregate amount of interest for which the Corporation is responsible is approximately $7 million.

At December 31, 1989, Union Carbide Corporation had a contingent obligation with respect to $40 million of pollution abatement facility
obligations assumed by purchasers of Union Carbide facilities. This amount has been included in Union Carbide's contingent obligations
disclosed in Note 16 of Notes to Financial Statements referesd to above.

Schedule VIII—Valuation and Qualifying Accounts

Union Carbide Corporation and Consolidated Subsidiaries

Deductions
ltems determined
to be uncollectible,
Additions less recovery
Balance at Charged to of amounts  Balance at
beginning costs and previously end of
of period expenses written off period
Millions of dollars, year ended December 31, 1989
Allowance for doubtful accounts $41 $20 $26 $35
Millions of dollars, year ended December 31, 1988
!\llnwance f;)r'duubt_ful accounts $65 oap e AT $42 . f41
Millions owf dollars, year ended December 31, 1987
Allowance for doubtful accounts $51 $34 $20 $65
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. Sigynatures

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

Union Carbide Corporation

March 28, 1990

John K. Wulff
Vice-President, Controller and Principal Accountimg Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this annual report has been signed below by
the following persons on behalf of the Corporation and in the capacities indicated on March 28, 1990.

Robert D. Kennedy Harrv ). Gray Rozanne L. Ridgway
Chairman of the Board, President and Director Directoy
Chief Execurive Officer and Divector

John A. Clerico James M. Hester Alice M. Riviin
Vice-President, Treasurer and Divector Divector
Principal Financial Officer

John K. Wulff Vernon E. Jordan, Jr. William S Sneath
Vice-President, Controller and Directeon Directoy
Principal Accounting Officer

John J. Creedon Ronald L. Kuehn, Jr. J. Clayton Stephenson
Disectn Director Director

C. Fred Fenerolf C. Peter McColough Russell E. Train
Director Director Director

T T Sa Y



Exhibit Index




10.3.1

10.3.2

10.4

10.5

10.6

10.8

10.9.1#

10.9.2+

10.9.3*

10.9.4*

10.9.5%

10.9.7*

10.10
10.11.1

10.11.2

Rights Agreement, dated as of March 1, 1986, between the Company and Manufacrurers Hanover
Trust Company, as Rights Agent (See Exhibit 10.3 of the Corporation's 1985 Form 10-K).

Amendment dated as of July 3, 1986, to the Rights Agreement (See Exhibit 10.3.2 of the Corporation’s
1986 Form 10-K).

Rights Agreement, dated as of July 26, 1989, between the Corporation and Manufacturers Hanover
Trust Company, as Rights Agent (See Exhibit 2(a) of the Corporation's Registration Statement on
Form B-A, File No. 1-10297).

Transfer Agreement, dated as of January 1, 1989, between the Company and UCAR Carbon
Company Inc. (See Exhibit 10.4.1 of the Corporation’s 1988 Form 10-K).

Transfer Agreement, dated as of January 1, 1989, between the Company and Union Carbide
Industrial Gases Inc. (See Exhibir 10.4.2 of the Corporation’s 1988 Form 10-K).

Indemnity Agreement, dated as of July 25, 1986, between the Corporation and Robert D. Kennedy
(See Exhibit 10(a) of the Corporation's Registration Statement on Form 8-3, File No. 33-9922). The
Indemnity Agreement filed with the Commission is substantially identical in all material respects,
except as to the parties thereto and dates thereof, with Indemnity Agreements between the
Corporation and each person who was a Director or Officer of the Corporation on July 25, 1986, and
each person elecred as a Director or Officer of the Corporation after that date.

Agreement, dated as of October 2, 1986, among the Company, GAF Corporation, GAF Chemicals
Corporation, Jay & Company, Inc., Nayfair Investments, Inc. and Mr. Samuel ]. Heyman (See
Exhibit 10(b) of the Corporation’s Regiscration Statement on Form S-3, File No. 33-9922),

1984 Union Carbide Stack Option Plan (See Appendix B of the proxy statement for the annual
meeting of stockholders held April 27, 1983),

Amendment to 1984 Union Carbide Stock Option Plan (See Exhibit 10.9.2 of the Corporation's 1985
Form 10-K).

Resolutions adopted by the Board of Directors of the Corporation on January 22, 1986, with respect
to the 1984 Union Carbide Stock Option Plan (See Exhibit 10.12.4 of the Corporation’s 1986 Form
10-K).

Resolutions adopted by the Board of Directors of the Corporation on April 17, 1986, with respect to
the 1984 Union Carbide Stock Option Plan (See Exhibit 10.12.5 of the Corporation's 1986 Form
10K}

Amendment to the 1984 Union Carbide Stock Option Plan effective October 28, 1987 (See Exhibit
10.11.5 of the Corporation’s 1987 Form 10-K).

Amendment to the 1984 Union Carbide Stock Option Plan effective March 1, 1988 (See Exhibit
10,11.6 of the Corporation’s 1987 Form 10-K).

Amendment to the 1984 Union Carbide Stock Option Plan effective June 1, 1989,
1983 Union Carbide Bonus Deferral Program (See Exhibit 10.7 of the Corporation’s 1984 Form 10-K).

1984 Union Carbide Cash Bonus Deferral Program (See Exhibit 10.9 of the Corporation's 1984 Form
10-K).

Amendment to 1984 Union Carbide Cash Bonus Deferral Program (See Exhibit 10.18.2 of the
Corporation's 1986 Form 10-K).
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Resolution adopted by the Board of Directors of the Company on February 24, 1988, with respect
to pension benefits for Louis G. Peloubet (See Exhibit 10.30 of the Corporation’s 1987 Form 10-K).

Severance Arrangement between the Company and J. Clayton Stephenson, dated March 1, 1989 (See
Exhibit 10.26 of the Corporation's 1988 Form 10-K).

Resolution adopred by the Board of Directors of the Corporation on November 30, 1988 with respect
to an executive life insurance program for officers and certain other employees (See Exhibit 10.27 of
the Corporation’s 1988 Form 10-K).

1989 Union Carbide Bonus Plan (See Exhibit 10.28 of the Corporation's 1988 Form 10-K).
Union Carbide Corporation Benefits Protect® oy Trust.

Resolutions adopted by the Board of Directors ui the Corporation on February 24, 1988, with respect
to the purchase of annuities to cover liabilities of the Corporation under the Equalization Benefit Plan
for Participants of the Retiremer+ Program Plan for Employees of Union Carbide Corporation and
its Participating Subsidiary Corapanies and the Supplemental Retirement Income Plan.

Resolutions adopted by the Board of Directors of the Corporation on June 28, 1989, with respect to
the purchase of annuities to cover liabilities of the Corporation under the Supplemental Retirement
Income Plan.

Computation of Earnings per Share - Five vears ended December 31, 1989,

Computation of Earnings per Share - 1989 guarters ended March 31, June 30, September 30, and
December 31.

Computation of Earnings per Share - 1988 quarters ended March 31, June 30, September 30, and
December 31.

The Corporation’s 1989 annual report 1o stockholders (such report, except for those portions which
are expressly referred to in this Form 10K, is furnished for the information of the Commission and
is not deemed “filed” as part of the Form 10-K).

Subsidiaries of the Corporation.

Consent of KPMG Peat Marwick on page 20.

*The obligations of the Company hereunder were assumed by the Corporation as of July 1, 1989,

HER /13576



1 ',\"(,\xmsu W CORPORATION .

UNION CARBIDE CHEMICALS anD PLASTICS

UNION CARBIDE INDUSTRIAL (GASES

UCAR Canson

1989 ANNUAL REPORT






Percent
Dollar amounts in mithons lexcept per share figures; 1989 1988 Change
For the Year
Sales £ 8.744 $ 8324 + 5
Net income 573+ 6620 -13
Per share — Primary 4.07° 4.88" ~-17
— Fully diluted 3.92¢ 41.66" -16
Dividends 146 155 -10
Per share 1.00 1.15 -13
Capital expenditures 785 671 +17
At Year-End
Total assets & 85406 £ 8.441 + 1
Total deln 2,735 2,757 - 1
UCC stockholders” equity 2.383 1.836 +30
Per share 16.83 13.34 +26
Shares outstanding {thousands) 141,578 137.602 + 3
Number of stockholders 66.390 66.491 -
Number of employees 45,987 43.992 + 5
# Includes o charge of 856 million. or 80 .40 per share primary (80.37 per share fully diluted), mainly representing tecility
shutdown costs and severance and relocstion benefits associated with restructuring the U S bulk and packaged gas businesses of | Financial HIGHLIGHTS

U nion Carbide Industrial Gases tsee Note 4 on page 259

CHAIRMANS LETTER

by

b includes o charge of 858 million. or $0 43 per share primary (80 40 per share fully diluted), assoviated with the settlement of
Bhopal litigation (see Note 16 on page 32) 4  CHAIRMANS INTERVIEW
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36 INFORMATION FOR
INVESTGRS

Bt

e
L oeci e

B,

PRIMARY EARNINGS PER SHARE RETURN ON AVERAGE EQUITY RATIOOF DEBT TO CAPITAL



figures far exceeding what 1 said we hoped to achieve
in my 1988 letter to stockholders.

We did a lot last vear to improve our long-term
outlook and maximize the return on the sharehold-
ers’ investment. We reduced our debt to capital ratio
to under 507%. down from a high of almost 80 7, less
than four vears ago. In the same period we managed
down our incremental cost of borrowing by a third.
from the 15 % range to the 10 7% range. In 1989 we
obtained an investment-grade credit rating, our first
since 1985. We invested $181 million in research
and development. a nearly 14 % increase over 1988.
We added capacity in product areas where we are the
leader in cost and market share,

And we introduced and successfully marketed
several new products and systems. including ones
that remove potentially harmful chemicals from the
environment. Let me add that Union Carbide’s own
record in reducing the emissions and hazardous
waste that our plants generate is one of the best in
the industry and one in which shareholders can take
great pride.

Through the Supreme Court of India. we also
reached a settlement last year with the Government
of India over the Bhopal tragedy. Our goal from the
beginning has been to get fair compensation to the
victims as rapidly as possible. Although the admin-
istration of the Government of India has announced
its opposition to the settlement, we are confident
that no legal basis exists for overturning it.

[ nion Carbide’s people accomplished a lot in
1989, as they do every year. Our scientists and engi-
neers continue to win many of the most important
awards in the industry. Last year they won the
Kirkpatrick Award, which is presented only once
every two years and is chemical engineering's high-
e«t honor, for developing a new combustion system
to aid in the safe destiruction of hazardous materials

at Superfund waste sites.

During the course of the year people at all levels
made enormous contributions to maximize share-
holder value. To encourage the highest level of per-
formance and to recognize those who achieve it,

I established the Chairman’s Awards, the first of
which were presented in 1989 . for quality and ex-
cellence in pursuit of the company’s core values:
customer focus: people excellence: safety and envi-
ronmental leadership: simplicity and focus: and
technology leadership. Recipients of this award are
Union Carbide’s best.

A guality work force obviously is key to maintain-
ing any company's competitiv 'ness, but paricularly
a technology-based one like Union Carbide. Regret-
tably. the American public educationa! system is not
graduating enough quality students with the skills to
succeed in the modern workplace. Last year | com-
missioned a corporate task force on this issue. The
task force's report.* which I presented to the Board
of Directors in October, is a blueprint for our Corpo-
ration’s involvement in building a world-class
educational system. This is one of the most press-
ing competitive issues our company —and our
country — will face in the 1990 <. You may be sure

that we at Union Carbide will be active participants.

Robert D. Kennedy
Chairman, President and
Chief Executive Officer
February 28,1990

*“Under-educated Uncompetitive USA™ (Union Carbide Corporation,
copyright 19894, For & copy, write me at the Office of the Chairman,
U nion Carbide Corporation, 39 Old Ridgebury Road,

Danbury, Conn. 06817-6001 .
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Pereent
Dollar amounts in millions iexcept per share figures) 1989 1988 Change
For the Year
Sales $ 8.744 $§ 8324 + 5
Net income 573 662° -13
Per share — Primary 4.07° 4.88" -17
— Fully diluted 3.92¢ 1.66" -16
Dividends 140 155 - 10
Per share 1.00 1.15 -13
Capital expenditares 785 671 +17
At Year-End
Total assets & 8546 £ 8.441 + 1
Total debt 2,735 2,797 - 1
UCC stockholders’ equity 2,383 1.836 +30
Per share 16.83 13.34 +26
Shares outstanding (thousands) 141.578 137.602 + 3
Number of stockholders 66.390 66.491 —_
Number of employees 45.987 43.992 + 35

& Includes o charge of $56 million, or 80 .40 per share primary (8037 per share fully diluted). mainly representing facility
shutdown costs and severance and relocation benefits associated with restructuring the US bulk and packaged gas businesses of | Financial HIGHLIGHTS
Union Carbide Industrial Gases (see Note 4 on page 25

2 CHAIRMAN'S LETTER
b lncludes & charge of 858 million. or $0.43 pe. share primary (80 40 per share fuily diluted) . associated with the settiement of

Bhopai litigation (see Note 16 on page 32 4 CHAIRMAN'S INTERVIEW
B AT AUGLANCGE

10 FINANCIAL INDEX

5 DEFINITION OF TERMS

5% DIRECTORS AND OFFICERS

56 INFORMATION FOR
INVESTORS

PRIMARY EARNINGS PER SHART RETURN ON AVERAGE EQUITY RATIOOF DERT TO CAPITAL
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tions after stockholder approval of our re
alignment as a holding company. Each of
our three core husinesses is now a separate
compans !u‘;)wl'-‘l.;,{ its finan |;:‘ It -|||l~ :h-
rectly to stoekholders in its own summary
annual report. Each has new latitude and
authority to make decisions. Each depends
on its own resources to grow profitably
What we all share in common is a set of core
values and a commitment to creating share
holder wealth, which is why we realigned in the
first place. The simplicity of operation gained by
the realignment is already paving for the hard work
it entailed

Even with softening chemical prices in the 1989
second half. we turned in a strong financial perfor
mance for the vear. Per share earnings of $4 .07
which included a fourth quarter charge of £0.40
per share associated primarily with restructuring
our demestic industrial gas business. were second
only 10 1988 s record $4 .88 per share. Sales of
£8.74 billion were 5 higher than the previous
vear s. Although the chemical business evele will
continue to affect our results, our position as tech
ll"’u;_'\ leader and low-cost |H"-(1‘.|w Crin our core
businesses means that our financial performance
on average should provide a 207 return on equity
”Il"'vuL‘}i the evele, real « apital growth of 6% to 7
vear and financial results that even at the low point
in the eyele should rank in the top half of companies
regarded as chemiecal investor alternatives

P'hat is exactly what happened in 1989, Our 1989
chemicals and plasties profits (measured on the
hasis of return on capitall placed us second among
the top 10 publicly traded chemical companies in

the United States, the same position we held in

1988. We also achieved an overall return on ¢ quity

of 27 .27, and real capital growth of 10.5%. both
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figures far exceeding what I said we hoped to achieve
in my 1988 letter to stockholders,

We did a lot last year to improve our long-term
outlook and maximize the return on the sharehold-
ers’ investment. We reduced our debt 1o capital ratio
to under 50 % . down from a high of almost 80 %, less
than four years ago. In the same period we managed
down our incremental cost of borrowing by a third.
from the 15 % range to the 10% range. In 1989 we
obtained an investment-grade eredit rating. our first
since 1985. We invested $181 million in research
and development, a nearly 14 % increase over 1988
We added capacity in product areas where we are the
leader in cost and market share.

And we introduced and successfully marketed
several new produets and systems. including ones
that remove potentially harmful chemicals from the
environment. Let me add that Union Carbide’s own
record in reducing the emissions and hazardous
waste that our plants generate is one of the best in
the industry and one in which shareholders can take
great pride.

Through the Supreme Court of India. we also
reached a settlement last year with the Government
of India over the Bhopal tragedy. Our goal from the
beginning has been to get fair compensation to the
victims as rapidly as possible. Although the admin-
istration of the Government of India has announced
its opposition to the settlement, we are confident
that no legal basis exists for overturning it.

Union Carbide’s people accomplished a lot in
1989, as they do every year. Our scientists and engi-
neers continue to win many of the most important
awards in the industry. Last year they won the
Kirkpatrick Award. which is presented only once
every two years and is chemical engineering’s high-
est honor. for developing a new combustion system
to aid in the safe destruction of hazardous materials

at Superfund waste sites.

TAN'S '
HOKHOT DERS

During the course of the year people at all levels
made enormous contributions to maximize share-
holder value. To encourage the highest level of per-
formance and to recognize those who achieve it,

I established the Chairman’s Awards, the first of
which were presented in 1989, for quality and ex-
cellence in pursuit of the company's core values:
customer focus: people excellence: safety and envi-
ronmental leadership: simplicity and focus: and
technology leadership. Recipients of this award are
Lnion Carbide’s best.

A gquality work force obviously is key to maintain-
ing any company s competitiveness, but particularly
a technology-based one like Union Carbide. Regret-
tably. the American public educational system is not
graduating enough quality students with the skills to
succeed in the modern workplace. Last year | com-
missioned a corporate task force on this issue. The
task forece's report.* which I presented to the Board
of Directors in October. is a blueprint for our Corpo-
ration’s involvement in building a world-class
educational system. This is one of the most press-
ing competitive issues our company —and our
country — will face in the 1990 °s. You may be sure

that we at Union Carbide will be active participants.
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Robert D). Kennedy
Chairman. President and
Chief Executive Officer
February 28,1990

*“Under-educated Uncompetitive USA™ (Unian Carbide Corporation,
copyright 1989). For a capy. write me at the Office of the Chairman,
Union Carbnde Corporation, 39 Old Ridgebury Rosd.,

Danbury, Conn. 0681 7-0001

/3570
«



' e .
NTE FW

Our report to sharcholders this year uses the format
of an interview with Chairman and Chief Executive
Officer Robert D. Kennedy, who discusses recent
significant developments at Union Carbide. He was
interviewed by John Berry, a business and financial
journalist who has written for The Washington Post,

Fortune, Time and Business Week.

Most of the benefits are in front of us. As we told
our Board at the outset, it would probably cost

£15 to $20 million to do the joh, and it has, but it
will pay for itself by the end of 1991 . In fact, our
businesses already are reporting savings through
more effective coordination and more efficient use
of people. The real benefit is getting the businesses
to focus on competitive advantage —released from
the typical bureaucratic concerns that can eripple

big companies like ours.

Our goal is for each business to be a leader in its own
competitive field, and for the Corporation to provide
the enabling environment in which this can happen.

The Corporation espouses five fundamental val-

ues under a quality banner: customer focus: people !!,,

excellence; safety and environmental leadership:
simplicity and focus: and technology leadership.
Beyond this, the Corporation fosters synergy
among the businesses, provides financial strength,
and permits savings in the pooling of treasury, tax

and shareholder services as well as pension benefits,

He might have had in mind the acclaim the company
has received for new processes and inventions. For
example, a team from our industrial gases business
just received the Kirkpatrick Award, the industry s
most prestigious honor, for a combustion process to
deal with contaminated waste and soil. Our oxo
alcohol process accounts for most of the new capac-

ity built in the world since 1979, and the UNIPOL

4

LEADING PROCESS TEOHNOLOMY



process accounts for a quarter of world polvethylene
capacity

In 1989, Carbide scientists came up with the
UNICARB system., an environmental breakthrough
that reduces pollution by using carbon dioxide to re-
place 30% to 707 of the hydrocarbon solvents cur-
rently used to dilute sprayed paints. These solvents
are volatile organic compounds that are prime con-
tributors to air pollution. We also introduced a new
system for making urethane foams without the use of
CFC’s, Fully applied, the system could eliminate
107% of CFC use worldwide. which is significant in
light of global warming concerns. And we just an-

nounced plans to open the world's first commercial

A Y -5 . multi-plasties recycling plant, which grew out of our

expertise in polvmer technology.

We can't avoid cyceles. Excess capacity in the chem-
ical industry has caused margins to fall from the
1988 peak. It's affecting us all, but we think that we
are in a position to outperform the other commodity
chemical companies in the down eycle,

The up eycle ran from late 1986 through the first

half of 1989, during which time our growth in earn-

ings and return on capital were at the very top of the
industry. We took the opportunity during the 1980 s
to rationalize and modernize our facilities. We
believe we can make money even when many of

our competitors are simply covering their cash
costs. In fact, our commodity chemical businesses
should be in a position to earn close to their cost of
capital even at the bottom of the eyele. Bevond that,

we ve continued to support our specialty chemical

businesses. Our specialty polyethylene, specialty

EMILM OUALITY ELECTRODES

coatings and technology licensing businesses, for

example, are affected only minimally by the decline
of basic chemical prices. Our other core businesses
are less affected and will produce relatively consist-

ent returns over time,



We've alwavs been very tough on ourselves. Since
1985 . we've been even tougher. Carbide has intro-
duced safety and environmental practices to protect
workers in our plants and the communities around
them that, I think, are the most rigorous in the
world. As chairman of the Chemical Manufacturers
Association, | have been involved in an industry ini-
tiative calied Responsible Care, which recognizes
the stewardship of manufacturers through the life
cvele of their products — from development to dis-
posal. CMA members sign on to a set of principles
and management practice codes; they are an obliga-
tion of membership.

Just one of our goals as we upgrade technology

and operating practices is the complete elimination

of emissions of known or suspected carcinogens. We

are making this information available to the public

through periodic reports and dialogue.

Yes, because the regulations are a response to public

fears everywhere —not just in the United States. Our
foreign competitors face the same pressures. As

a result. environmental efforts by the industry
worldwide are increasing. Evervone will have to
respond to the same rising tide of concern, regula-

tion and cost.

By virtue of the size and dynamie of chemicals and
plastics, gases and carbon products are often over-
looked by the financial community. But each is a
leading business in its own field and an important
contributor to the Corporation. The restructuring in
our industrial gases business in the United States
will further reduce our cost of producing oxygen,
nitrogen and argon across the entire North
American system and improve the distribution of
these products to our customers across the country.
In carbon products, we produce the best elec-

trodes in the world at the lowest cost. and because

ENVIRONMENTAL STEWARDSHIP

GLOBAL OPPORTUNITY
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capacity has been reduced as unprofitable plants
close down, we expect the business returns to im-

prove in the future

Enormous. Our debt to capital ratio has come down
from a high of almost 807 less than four vears ago
i047.8% at the end of 1989 . and our total debt, at
$2.7 billion, is less than half of what it was at the
peak. As a result, our eredit rating is back to “invest-
ment grade.” Our ratios will continue to improve as
we grow equity faster than debt and reinvest at re-

turns that exceed our cost of capital.

I think it will take a couple of more years of demon-
strated performance to get the stock to where it

should be. The realignment should help by making
our company more understandable to the financial

community.

Global competition is changing rapidly. New alli-
ances and mergers are developing everywhere to
strengthen businesses and business portfolios
across national borders. In our realignment. we
have encouraged each business to look at anything
that will make it stronger and. therefore. create
greater shareholder value in the long run. Certainly
there are terrific opportunities everywhere —
Western and Eastern Europe, the Pacific Rim.

Mexico and Brazil.

Each of our businesses has its own Total Quality

. .

Program. Some have been at it longer than others.
but the results are starting to show everywhere in
improved productivity, reduced costs, better perfor-
mance ratings from our customers and in the atti-
tudes of our people. The greatest lesson of Total
Quality is that there is no such thing as best —

only better




1989 Industry Segment Sales

Chemicals & Plasties £5.613 1647%)
B Industrial Gases $2.349 27%)
# Carbon Products & 782 9%

1989 Industry Segment Operating Profit

Chemicals & Plasties £1.003 (79%)
B Industrial Gases & 222 (17%)
B Carbon Products b 14 47

Industrial chemicals

Polvolefins
Solvents and coatings materials

Specialty chemicals

U nion Carbide Chemicals and Plasties (LCC&P)
uses state-of-the-art process h'rhnnlnuw- to convert
manufactured and purchased ethvlene and propyl-
ene into the higher-value chemicals and polymers
marketed by the Company. In addition, UCC&P has
specialty businesses outside the ethyvlene chain of

chemicals, including technology licensing services,

The leading UCC&P end markets as a percent of

sales are: film. molding and extrusion —21%:

paints, coatings and adhesives —20 7% textiles —
10%,: wire and cable — 8 Y%,: automative, including
antifreeze — 87, : chemical intermediates —6°

household and personal care products —5Y



Oxygen \l"“ hll(\ HOses
Nitrogen Membrane systems
Argon Industrial gas plants
o
Acetyiene ana equipment
Coatings service

Hvdr ger

| Advanced ceramices
H- ftun

[ nion Carbide l!lv'\t*ll‘lul‘uhv s (LOCIG)Y \"'idlﬂll‘-
air into its components for industrial and medical
uses, LCIG is the largest producer of industrial
gases in North America and ranks among the top
three suppliers worldwide, Our coatings service
business uses metal and ceramie coatings to improve

the wear resistance of machinery components

T'he leading UCIG end markets as a percent of sales
are: metal fabrication —21 %: chemicals —17

steel —17 9% : medical —9%: electronics —6 9

.|rl||~|t_llu 6O (:nvl‘ . 1

Graphite electrodes

Carbon Sped ialties
Graphite Sped inlties

Flexible graphite

UCAR Carbon is the world's leading supplier of
graphite electrodes for electric furnace steelmaking.
In addition, this globally positioned company man-
ufactures a variety of other carbon and graphite

products used in industry.

I'he percentage of sales accounted for by the leading
UCAR Carbon end markets is typically: steel —66 7
non-ferrous metals —25 %: chemical, electrochem-

ical. nuclear, aerospace —35 % transportation —4






RESULTS OF OPERATIONS
SUMMARY —CONSOLIDATED RESULTS

t

2 Sakir Shinne filusen YRS SRK -
sohdated saies $8.744 $8.324 $6.914
Segment operating profit |, 269 480 77
Net income 573 664 232
Per share — primary 4 4 .88 €
Per share — fully diluted 392 4 66 75

Sales in 1989 increased 5% over 1988 and 26 %, over
1987 levels. All industry segments have recognized sales in-
creases in each of the past two vears. Export sales from do-
mestic operations, principally chemicals and plastics, have
been particularly strong. increasing to 8911 million in
1989, 14 7% above 1988 and 52 7% over 1987 exports,

Segment operating profit, however, decreased 1o £1.269
billion in 1989 .14 % below the record level of 1988, but
still 63 7 above 1987 results. Chemicals & Plastics operat-
ing profit was affected by a deteriorating gross margin dur-
ing 1989 which. together with planned increases in research
and development and overhead expenses associated with
expanded construction and new business development activi-
ties, caused a 177 reduction in operating profit as compared
with the prior year. In addition, Industrial Gases and Carbon
Products recognized pre-tax restructuring charges of $73
million and $4 million respectively. which accounted for
their respective vear-to-year operating profit decreases of
3% and 4%, In the absence of the restructuring charge,
Industrial Gases’ operating profit would have increased 28 %
over 1988. Operating profit for 1989 and all prior periods
presented has been restated to exclude the effects of foreign
currency gains on debt and prior period tax liabilities of
affiliates operating in hyperinflationary countries — princi-
pally Brazil. The gains have been reclassified to interest and
tax expense respectively, with no effect on previously re-
ported net income. In addition, a portion of corporate staff
costs previously included in General expenses — net in the
segment results has been allocated to segment operating
profit,

Pe
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Net income decreased 13 % in 1989 as compared with
1988 but at #8573 million was approximately 2-1/2 times
the 1987 level. et income for 1989 included an after-tax
charge of 856 million (80.40 per primary share), represent-
ing principally Industrial Gases and Carbon Products re-
structuring costs as well as £8 million of after-tax costs
involved in completing the worldwide realignment of Union
Carbide’s core businesses. After-tax charges of $58 million
(#0.43 per primary share) and 853 million (80.40 per pri-
mary share| were recognized in 1988 and 1987, respectively,
representing litigation acceruals principally related to resolu-
tion of the Bhopa! litigation.
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Number of ermployeas

vear-end) 45 9R7 43 997 43 119
ment costs
benefits

f mploy
(w ag_r-t.
payroll taxes)

$I.859 %1.590 §1.53)

SEGMENT ANALYSIS: CHEMICALS & PLASTICS

Sales of 85.613 billion increased 2% over 1988 1o a record.
principally reflecting continued strong pricing for most
product lines other than polyethylene ana strong volumes
for all major product lines throughout the first half of 1989
Sales weakened in the second half of the yvear as a result of
deteriorating pricing for ethylene oxide/glycol, polyethyl-
ene and certain other industrial chemicals; reduced volumes
for ethylene oxide/glycol and the absence of revenues from
the urethane polyols and propylene glyeols businesses,
which were sold in September. Polyethylene prices declined
steadily during the first three quarters of 1989 before stabi-
lizing in the fourth quarter, but volume was strong through-
out the year.

Operating profit decreased 177% to 81.003 billion as com-
pared with the record levels achieved in 1988 . Increased
maintenance expense. start-up costs of new facilities, in-
creased expenses related to expanded capital projects. costs
associated with extreme cold weather conditions near year-
end 1989 as well as the reduced sales in the second half of
the year all contributed to a decreasing gross margin trend
throughout the year notwithstanding generally favorable
feedstock pricing. The 1989 gross margin ratio declined to
36.37% from 32.9% in 1988, Research and development
activities, largely in support of new product and new busi-
ness development, particularly for specialty businesses,
were expanded during the year resulting in a 15 % increase
in expenditures to $143 million. Selling, administrative and
other expenses increased by 15 7% 10 $405 million reflecting
«upport for increased new business development activities as
well as the impact of non-capitalizable engineering expenses
associated with our expanded capital spending program. As
a pereentage of sales, selling, administrative and other ex-
penses increased to 7.2 % from 6.4 % in 1988 Income from
joint venture partnerships. included in Other income — net,
decreased to $82 million in the current year from $95 mil-
lion in 1988 Improved results from UOP (our catalysts and
process systems joint venture) were more than offset by re-
duced results from other partnerships. Other income — net
included a third-quarter gain of $96 million (of a total pre-
tax gain of $101 million) from the sale of the urethane poly-
ols and propylene glycols businesses, largely offset by a
third-gquarter charge of 890 million resulting from a write-
down to net realizable value of the polvsilicon business.
Based upon trends evident at year-end 1989, near term 1990
results are expected to continue to be negatively affected by
weakened prices of industrial chemicals coupled with likely
increases in feedstock costs.

Sales in 1988 reached £5.525 billion and rose 287,
above the previous year. Most businesses within the group



contributed to the excellent results, with industrial chemi-
cals and polvolefins enjoving exceptionally strong increases.
Sales increased in all geographic areas, and domestic average
selling prices were up 17 %, with higher prices particularly
for industrial chemicals and polyolefins.

Operating profit in 1988 increased 125 % 10 81.204 bil-
lion when compared with 1987 . Improved operating profit
was reported in all geographic areas. Gross margin ratios in-
creased from 27.6% in 1987 10 32.9%. High plant capacity
use, favorable feedstock costs and higher sales prices and
volumes were key factors that improved the gross margin ra-
tio. Research and development expenditures. which aggre-
gated $124 million in 1988 as compared with $123 million
in 1987 . were directed primarily at new product and new
business development. Selling. administrative and other
expenses were essentially flat at $353 million. As a percent-
age of sales. however, these costs decreased substantially
10 6.4 % from 8.0 7 in the prior year. Partnership income
in 1988 was £95 million. an increase of $79 million
over 1987

Sales in 1987 at 84 325 billion were approximately 16 %,
higher than in the prior year. propelled by both volume gains
and higher prices. Domestic average selling prices were up
4%. Almost all businesses posted important sales gains.
Sales increased in all geographic areas, with the largest gains
recorded domestically, and in Europe and Canada.

Operating profit in 1987 reached $534 million, with in-
creases reported in all geographic areas. In particular, the
ethylene oxide/glyeol and derivatives business and the po-
Iyolefins business capitalized on strong demand and higher
prices to widen margins. Operating profit was also boosted
by a significant rise in exporis resulting mainly from the
continuing weakness of the U.S. dollar. Partially offsetting
these increases were increased selling. administrative and
other expenses, primarily related to expanded customer ser-
vice and support. Selling. administrative and other expenses
declined as a percent of sales 1o 8.0%,.

SEGMENT ANALYSIS: INIMUSTRIAL GASES

Sales in 1989 set a new record at $£2.349 billion, an increase
of 13% from 1988. Worldwide volumes for our primary
products increased 6 7 over 1988 . Sales dollars and volumes
improved in all geographic areas with Brazilian sales improyv-
ing 31%. Sales growth in Brazil resulted from 12 % volume
growth, pricing actions that kept pace with inflation and de-
valuation of local currency at rates less than inflation. Two
price increases were implemented late in the year domesti-
cally, reversing several years of pricing weakness. Volume
growth continued to be higher than the economic growth of

the countries in which we operate, mainly as a result of
our market diversification efforts and emphasis on new
technologies.

Operating profit in 1989 was $222 million, down 37,
from 1988 . The 1989 results include a $73 million before-
tax restructuring charge for facility shutdown costs and ses-
vrance and relocation benefits necessary to strengthen the
competitive position of our LS. operations, Excluding the
restructuring charge, all geographic areas recorded in-
creases in operating profit compared with 1988, The world-
wide gross margin ratio increased to 41.7% in 1989 from
40.9% in 1988 reflecting volume. pricing and productivity
improvement- T dernationally as well as fuvorable currency
impacts in Brazil. The domestic gross margin ratio was down
slightly as weak pricing earlier in the year and increased op-
erating costs more than offset volume growth and productiv-
ity gains. Research and development activities, including
support of non-cryogenic processes for air separation were
expanded during 1989 resulting in a 10 7%, increase in re-
search and development expense to $33 million. Selling. ad-
ministrative and other expenses increased by 18% 10 8415
million as compared with 8351 million in 1988. The impact
of local inflation and unfavorable currency effects in Brazil,
costs associated with the consolidation of U.S. packaged gas
operations and the ncquisition of several distributors ac-
counted for the major portion of this increase. As a percent-
age of sales, selling. administrative and other expenses were
17.4%, a slight increase from 1988 . Excluding the restruc-
turing charge. Other expenses —net decreased by 815 mil-
lion to #61 million compared to 876 million in 1988. Other
expenses —net in 1988 included a 810 million asset impair-
ment charge. Included in 1989 and 1988 were foreign
currency adjustments of $106 million and $109 million
respectively. primarily in Brazil. assuming a continuation
of stronger pricing and volume trends evident st year-end
1989 and as benefits from the U.S. restructuring programs
begin to be realized, operating profit is expected to improve
in 1990,

Sales of 82.076 hillion in 1988 increased 11 % over 1987
primarily due to higher international results. Although
domestic volumes increased significantly over 1987,
pricing continued to weaken in 1988. Sales rose 229, in
Latin America, 9%, due to volume growth.

Operating profitin 1988 was $230 million, down slightly
from $237 million in 1987 . Lower domestic results, pri-
marily due to the $10 million charge for impairment of
assets related to an enhanced oil recovery project. consolida-
tion costs in the packaged gases business and continued
price weakness were only partially offset by improved inter-
national results. The gross margin ratio of 40.9 % was about
level with 1987 . Research and development expense in-
creased 117% over 1987 10 £30 million, reflecting expanded
programs in the United States and in Brazil. Selling, admin-
istrative and other expenses increased by 12% to 8351
million as compared with 8314 million in 1987 . Other
expenses —net increased $44 million to 76 million as com-
pared to 832 million in 1987, mainly reflecting $50 million
of increased foreign currency adjustments in Brazil as well
as the asset impairment charge.




Sales in 1987 grew approximately 6 7% over 1986 as
result of higher international sales. Volume growth in the do-
mestic business was more than offset by pricing pressures.

Operating profit in 1987 was 8237 million. Improved in-
ternational resufts were more than offset by a decline in the
domestic business due to pricing pressures and weakness
in the steel industry.
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ale $2.349 $2.07¢ $1.872
% LCC Ce hdated 7 5% 27 9
perating profit , S $ 230 37
fLUCC Cor dated £ 31 %
Number of employees
year-end 93 20,252 9,20¢

'_Ir.u'lmlo- o 873 million restructuring churge
SEGMENT ANALYSIS: CARBON PRODUCTS

Sales in 1989 increased 8% over 1988 to $782 million, the
highest level of the last three vears. Increased shipments
were recorded in the United States and most international ar-
cas, especially in Europe, where the largest part of our inter-
national activity occurs, Worldwide sales volume was higher
for most major products,

Operating profit in 1989 was $44 million. a decrease of
4% as compared with the prior vear. The gross margin ratio
increased 10 21.3% from 20.9% in 1988 . Increased vol-
umes and a favorable effect from liguidation of LIFO inven-
tory quantities acquired at lower costs prevailing in prior
vears were partially offset by increased manufacturing costs.
Selling. administrative and other expenses increased 107,
reflecting increased selling costs due to higher sales and
higher administrative costs. As a percentage of sales, how-
ever, selling. administrative and other expenses at 8.6 %
was approximately the same as 1988 . Other expenses — net
in 1989 included a charge of 84 million representing costs
associated with restracturing a facility in Canada. Operating
costs in 1990 are expected to benefit from the shutdown in
January 1990 of a high-cost production facility in Puerto
Hico and the restructuring of the Canadian facility.

In 1988 . sales increased by 17 % 10 $723 million as com-
pared with the prior vear. Increased shipments were re-
corded in all major geographic areas. Sales were helped by
the effect of the weaker U.S. dollar on currency translation
rates.

Operating profit in 1988 slso increased over the prior
vear, reaching £46 million. The gross margin ratio increased
slightly 10 20.9% from 20.47 in 1987 as a result of higher
volumes and operating rates. More significantly, manage-
ment’s continued efforts at cost containment and profit im-
provement resulted in a reduction in selling. administrative
and other expenses of 811 million. The ratio of selling,
administrative and other expenses to sales fell dramatically
108.7% in 1988 from11.9% in 1987

" N ‘

Sales increased in 1987 10 8619 million, with increases
reported in all of the segment’s geographic areas. Increased
graphite electrode volumes resulting from higher electric are
furnace steel production were offset in part by weak product
pricing due to overcapacity.

1n 1987 . operating profit aggregated $20 million. The rel-
atively low gross margin ratio in 1987 of 20.4 % was largely
the result of a poor pricing environment. Also adversely af-
fecting operating profit was an increase in selling. adminis-
trative and other expenses.

Dollgr amowunts in rrulhor SHY Lt 9H
Cales § 7BZ § 23 $ 619
% of UCC Consolidated 9% 9 % 99
Operating profit § 44 § 46 $ 20
% of UCC Consohdated 4% 3% 3%
Number of employees

year-end) 6.024 &, 482 5.843

SEGMENT ANALYSIS: GENERAL EAPENSES - NET

General expenses — net includes unallocated corporate staff
costs, the cost of accounts receivable discounting and other
non-interest financing charges, corporate legal expenses,
corporate realignment costs and certain interest income as
well as income and expenses related to discontinued or non-
core businesses. The Corporation’s principal non-core busi-
nesses include domestic mining and milling of uraniam and
vanadium through Umetco Minerals Corporation and the
mining and smelting of chrome by unconsolidated subsidi-
aries in Zimbabwe. In addition. the Corporation holds a 507,
interest in KEMET Electronics Corporation. a manufacturer
of electronic capacitors.

COSTS RELATING TO PROTECTION OF
THE ENVIRONMENT

Worldwide costs relating to environmental protection con-
tinue to grow significantly due both to the Corporation’s
ongoing commitment to vigorous internal standards and to
more stringent laws and regulations. In 1989, worldwide ex-
penses related to environmental protection, including cash
expenditures and aceruals for waste site remedial activities.
totaled £179 million. an increase of $20 million, or 13 %,
over 1988. In 1989 and 1988, approximately 76 % and

84 %, respectively, of the total expense relates 1o, and has
been charged against, Chemicals & Plastics operaticns. In
addition. worldwide capital expenditures relating to environ-
mental protection in 1989 aggregated $50 million. an in-
crease of $11 million over the prior year.

Estimates of the future cost of environmental protection
are necessarily imprecise due to numerous uncertainties
including, among other issues, the impact of new laws and
regulations. the availability of new technologies, the appli-
cability of insurance coverage and the identification of new
hazardous waste sites. The Corporation estimates that world-



wide expenses for environmental protection. cxpressed in
1989 dollars, should average about £200 million annually
over the next five years, 1990 -1994 . Worldwide capital ex-
penditures for environmental protection. also expressed in
1989 dollars. are expected to average about $110 million an-
nualls _ver the same period.

INTEREST EXPENSE

Interest expense totaled $304 million in 1989 virtually the
same as the £300 million of 1988 The 1988 expense repre-
sented a decline of 4% from the comparable 1987 amount of
#3111 million. The decrease was attributable to lower sverage
domestic barrowings. Interest expense for 1988 and 1987
has been changed for reclassification of foreign currency
gains on debt incurred by affiliates operating in Latin
Amrican hyperinflationary countries, principally Brazil,
from other income (o interest expense,

PROVISION FOR INCOME TAXES

The effective tax rate for 1989 decreased to 32.3 % as com-
pared 1037.67% in 1988, reflecting increased Foreign Sales
Corporation earnings as a proportion of total pre-tax income
and reversals of deferred tax eredits established at higher
rates in prior years. The 1988 tax rate increased signifi-
cantly as compared with the 1987 rate of 31.9%,. In addition
to the reversal of deferred tax benefits established at higher
tax rates in prior vears, the 1988 effective rate included in-
creased state and local income taxes, the elimination of tax
eredits, and the impact of untaxed currency translation
losses, The 1987 rate also benefited by adjustments 10 1986
sales of businesses. Provision for income taxes in 1988 and
1987 has been changed for reclassification of foreign cur-
rency gains on prior period tax labilities of affiliates op-
erating in Latin American hyperinflationary countries,
principally Brazil, from other income to provision for in-
come Laxes.

Statement of Financial Accounting Standards No. 96
Accounting for Income Taxes, effective for years beginning
after December 15, 1991, will significantly modify the ae-
counting for income taxes. The Corporation plans to adopt
the new standard in 1992, There would not have been a ma-
terial effect on the financial statements if the standard had
beei adopted in 1989

MINOGRITY INTEREST AND EQUITY COMPANY
EARNINGS

Minority stockholders’ share of income totaled $59 mil-

lion in 1989 down 8 %, from the prior year, mainly due to
lower Chemicals & Plastics income from our 75 % owned
Canadian subsidiary. Minority share inereased 607 in
1988. A full year of dividends on preferred stock of Union
Carbide Finance Corporation was included in minority share
in 1988 compared with dividends for a partial year in 1987

MANAGEMENT S INSCUSSION,
s ANAT Y SIN

toperations commenced in September 1987 ). Minority share
also increased in 1988 as a result of higher income from
both the Canadian (Chemicals & Plastics and Industrial
Gases) and 52 % owned Brazilian (Industrial Gases) subsidi-
aries. Minority share increased 257, in 1987 10 $40 million.
Higher income from industrial gas operations of a Brazilian
subsidiary and dividends on preferred stock of Union
Carbide Finance Corporation accounted for much of the
increase,

At $38 million, the Corporation s share of income of cor-
porate ventures carried at equity in 1989 was roughly that of
1988 . Increases from Industrial Gases and Carbon Products
corporate ventures in Mexico were offset by a decline in in-
come from KEMET Electronics Corporation. Equity income
in 1988 was well over twice the level of income in 1987 .
Substantially improved results from corporate ventures in
our core business groups in Mexico, Japan (Chemicals &
Plastics) and Spain (Industrial Gases), as well as excellent
performance from KEMET Electronies Corporation, all
contributed to this increase. Equity income in 1987 was
#14 million. the same as in 1986 Improved earnings of
Canadian affilistes and income from KEMET Electronics
Corporation were offset by increased losses of an affiliate
in Mexico,

LIQUIDITY, CAPITAL RESOURCES ANDOTHER
FINANCIAL DATA

CASH FLOW FROM OPERATIONS

Cash flow from operations decreased t¢ #6635 miilion in
1989 from $£932 million in 1988 mainly as a result of 4 de-
cline in net income as well as a cash payout of $256 million,
net of insurance proceeds, associated with settlement of the
Bhopal litigation. Net working capital, exclusive of Bhopal
effects and sales of businesses, increased from the beginning
of the year. Inventory reductions were more than offset by an
increase in receivables and decreases in accounts and taxes
payable. Cash flow from operations in 1988 more than
doubled from 1987 levels, largely as a result of improved
income from operations partially offset by increases in ac-
counts receivable and inventories related to increased

sales activity,

CASH FLOW USED FOR INVESTING

Cash flow used for investing includes capital expenditures
and investments, offset by proceeds from the sale of assets
and businesses. Net expenditures associated with investing
activities increased moderately to 8548 million from £531
million in 1988, as a result of proceeds from the sale of the
urethane polyols and propylene glycols businesses and other
assets. which largely offset a 8114 million increase in 1989
capital expenditures to $785 million. Major domestic capital
projects in 1989 included reactivation of an olefins unit at
Taft. La.. and a new polyethylene unit at Seadrift, Tex. In
Brazil, major expenditures were made on a number of
Industrial Gases projects. Capital expenditures in 1988
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totaled 8671 million, a 34 % increase over 1987 Expendi-
tures in 1987 were £8502 million. Approximately 70 % of
capital spending for the last three vears was in the United
States and Puerto Rico. Of expenditures over the last three
years, approximately 47 % were directed to new capacity,
39 % to cost reduction and replacement and 14 % 1o environ-
mental, safety and health facilities.

At December 31, 1989, the cost of completing authorized
construction projects was ¢« stimated to be 8547 million, of
which £40 million is covered by firm commitments.

CASH FLOW USED FOR FINANCING

Cash flow used for financing includes UCC and minority
stockholder dividends and debt reductions offset in part

by proceeds from sales of commen stock pursuant to the
Corporation s dividend reinvestment and employee savings
and incentive programs. As a result of reduced net debt
pavdowns in 1989 . cash flow used for financing decreased to
£84 million as compared with $438 million in the prior year
and $282 million in 1987 . Net debt reductions exclusive of
foreign currency effects. aggrees ied $20 million in the cur-
rent year as contrasted to 8376 million and $351 million in
1988 and 1987, respectively. From a peak of 5.6 billion

at March 31.1986. debt has been reduced by a total of

$2.9 hillion at year-end 1989 . During this same period. the
Corporation’s ratio of total debt to total capital has been
reduced from 78.7% 1047.8%.

At December 31,1989, Union Carbide had £1.2 billion
of unased borrowing capability under existing major bank
credit agreements.

Certain consolidated domestic and international subsidi-
aries are restricted by borrowing arrangements, regulatory
restraints or the laws of national and local governments as to
their ability to transfer funds 1o the parent in the form of
cash dividends, loans or advances. At December 31,1989,
the amount of such restricted net assets was $308 million.
In addition, there are similar restrictions on our unconsoli-
dated subsidiaries of 852 million.

EFFECTS OF INFLATION

The impact of inflation on the Corporation’s operations and
financial condition has been less significant in recent years
due to lower rates of inflation. In addition, the Corporation
uses the LIFO method of accounting for a majority of the
value of its inventories, which results in cost of sales approx-
imating current costs. However, the charge for depreciation
does not reflect current cost, which would have been about

20 % higher than historical amounts for the most recent
three vears. In general, the Corporation believes that its pro-
grams are designed to monitor the effects of inflation and to
take necessary steps to minimize its effect on operations,
These steps include cost reduction and produoctivity im-
provement programs, timely price increases within the con-
straints of highly cempetitive markets and investment in
maore efficient facilities and production processes,

DEBT RATIOS

Total debt outstanding at vear-end for the past three years
was:

Dollar amounts n midhors GE 1988 GV
Domestic $i1,930 $§2,000 %2.298
International BOS 757 882
Total $2,735 $2.757 $3.180

Year-end ratios of total debt to total capital were:
989 |8 1987

Debt ratio 47 .8% 53.2% 63.6%

Total debt includes short-term debt, long-term debt and
the current portion of long-term debt: total capital consists of
total debt plus minority stockholders’ equity in consolidated
subsidiaries and UCC stockholders’ equity.

ANALYSIS OF CHANGE IN PER SHARE EARNINGS

Dollars per share 85 v, ‘BB BB vs B7

Primary earnings per share,

1988 and 1987 § 488 8§ 1.76
Tota! gross margin +0.12 +3.70
Research and development Q.10
Selling, administrative and

other expenses ~0.54 0.2!
Deprecation 0.1 0.05
interest on long-term and

short-term debt 0.02 +0.06
Other expenses — net Q.39 +0.26
Effective income tax rate +0.34 0.47

Minority stockholders’ share
of income +0.03 018

UCC share of income of

corporate ventures carried at equity +0.01 +0.47
Increase in shares outstanding 0.15 0. 1€
Net change 0.8l +3.12

Primary earnings per share
989 and 1988 § 407 § 488




INDUSTRY SEGMENTS

Milions della

NEGMENT

Sales 1989 1988 1987
Chemicals & Plasties $5.613 $£5.525 £4.325
Industrial Gases 2.349 2,076 1.872
Carbon Products 782 723 619
Other —_— — 98
Total UCC Consolidated $8.744 $8.324 §6 9114
Operating profit 1989 1988 1987
Chemicals & Plasties $£1.003 $1.204 & 534
Industrial Gases 222 230 237
Carbon Products 1 46 20
(nher .- - 4y
Total UCC Consolidated $1.269 $1.480 $ 717
Identifiable assets 1one 1988 1987
Chemicals & Plastics $4.068 $3 995 £3.506
Industrial Gases 2,771 2.59 2.49%
Carbon Products 815 814 829
Other 521 674 533
Total UCC Consolidated $8.175 £8.082 £7.358
Capital 1989 1988 1987
Chemicals & Plastics 82877 $2.748 $2.439
Industrial Gases 2.104 2.001 1.922
Carbon Products 636 636 659
All other 107 207) 22)
Total UCU Consolidated $5.724 £5.178 £4 998
Depreciation 1989 1988 1987
Chemicals & Plastics $ 252 $ 243 & 239
Industrial Gases 189 176 i68
Carbon Products 18 a3 40
Other Y 11 16
Total UCC Consolidated $ 498 & 473 £ 463
Capital expenditures 1989 1988 1987
Chemicals & Plasties $ 457 $ 372 £ 1%
Industrial Gases 255 247 272
Carbon Products 47 44 37
Other 26 8 3
Total UCC Consolidated £ 785 £ 671 £ 502

RV IEN

GEOGRAPHIC SEGMENTS

Mithorns of dollars)
Sales 1989 1988 1987
U nited Siates & Puerto Rico #5793 $5.758 $4.778
Canada 163 429 298
Europe 1.053 929 876
Latin America 961 777 638
Far East & Other 474 431 324
International operations 2951 2.566 2,136
Total UCC Consolidated $8.744 $8.324 26914
Operating profit 1989 1988 1987
U nited States & Puerto Rico £ 917 $1.142 £ 567
Canada 106 113 7
Europe 73 61 30
Latin America 144 142 106
Far East & Other 29 22 16
International operations 352 338 209
Inter-segment eliminations —_ — 1
Total UCC Consolidated $1.269 §1.480 8 777
Identifiable assets 1989 1988 1987
United States & Puerto Rico $5.707 $5.507 $£4.709
Canada 863 770 618
Europe 1.406 1,228 1.238
Latin America 940 822 77
tar East & Other 333 109 426
International operations 3.482 3,229 3.058
Inter-segment eliminations 1.014) 654 (109)
Total UCC Consolidated £8.175 $8.082 £7.358

Beginning in 1989, operating profit has been adjusted to (1) exclude foreign currency gains on debt and prior period tax liabilities
of international affiliates operating in hyperinflationary countries in Latin America, principally Brazil (see Note 1 on page 24),

{2} include investment income of operating affiliates consistent with the Corporation’s realignment as a holding company and

{3) include an allocable share of corporate overhead expenses. In addition. certain reclassifications have been made to conform
the segment data to the realigned structure of the worldwide businesses. Prior year amounts have been restated to conform to the
1989 presentation. These reclassifications and adjustments have no impact on UCC's net incomie as previously reported.
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Segment sales as presented in the preceding pages are 1o cus-
tomers. Transfers between segments were as follows:

dhar o] IHH 267

Mithaons of o

Plastics T 22 § 14 §

From Chemicals &
From industria ‘;Jd‘)t", ;i.-‘ lt.(_' 3
From Carbon Products 20 3 3
fotal between segments 5 74 $ 53 $ 51
BAT P
From U S. & Puerte Rico
Chermicals & Plastics $587 §519 1405
Industrial Gases 27 25 24
Carbon Products j6 40 31
&£50 584 460)
From other geographic
segments 178 170 137
Total between segments 1HI8 §754 $597

Products are transferred between segments at the esti-
mated market value of the products.

The following table reconciles segment operating profit
with the consolidated financial statements. (The term oper-
ating profit is used as defined in Statement of Financial
Accounting Mandards No. 14.)

Milhions of dotlar IR AHE W
Total '.(h,?n:e-r.(
operating profi $1.269 %1.480 8777

Less: General expenses —net 87 76 87
on long-terrr
ort-term debt 304 300 3

it ne Hefore pre r

ome taxes $ B78 1,104 337

The following table reconciies total identifiable assets with
the consolidated financial statements:

™ f dolta RS QR I8
Total identifiable assets 18 175 18,082 7 358
Investments and advances | 64 155§ 267
Corporate assets 207 204 267
Total UCC Consohdated 38 546 8. 44| 57 .89

\uH\'n
SEGMENT DATA

Operating profit includes the Corporation’s share of in-
come before income taxes from partnership joint ventures
carried at equity as follows:

Millions of dollars N9 | SRtk 1987
Chemicals & Plastics 82 $95 16
industrial Gases 3 | (1)

The Corporation’s investments in corporate ventures car-
ried at equity and non-consolidated partnership joint ven-
tures have been attributed to industry segment identifiable
assets, The Corporation’s most significant Chemicals &
Plastics unincorporated veatures include Petromont and
Company, Limited (a partnership interest of 2 Canadian sub-
sidiary). World Ethanol Company, UOP and a Carbide/Shell
polypropylene partnership.

The 1989 operating profit of the Chemicals & Plastics and
U nited States & Puerto Rico segments includes a gain of
£101 million from the sale of the worldwide urethane polyols
and propylene glycols businesses and a charge of $90 mil-
lion resulting from a write-down to net realizable value of
the polysilicon business. The 1988 operating profit of the
Chemicals & Plastics and Canada segments includes a
#13 million charge for impairment of assets related to a
Canadian film products business,

The 1989 operating profit of the Industrial Gases and
United States & Puerto Rico segments includes a $73 mil-
lion charge for restructuring costs, and the 1988 operating
profit for these segments includes a $10 million charge for
impairment of assets related to an enhanced oil recovery
project.
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b Includes an afteraas gain of 863 million. or 80 .44 per share primary
(#0 .42 per share fully diluted) . from the sale of the worldwide urethune polyols
and o pylene giveols businesses and an after<iax charge of 856 million. or
0. 39 per share primary 80 87 per share fully diluted) . resuiting from » write-
down 1o net realizable value of the polysilicon buniness

o Includes an after-tas charge of 856 million, or 86 40 per share primary and
fully diluted . mainly representing faciling shutdown costs and severance und
reloction beoefits associaied with restructuring the 1S bulk and packaged gas
husinesses lsee Note 4 on page 25)

Isee Note 16 on page 321

W f dollars 0 20 30 10 Year
1989
Net sales $2.241 $2.277 $2.141 $£2.085 88.744
Cost of sales® 1.476 1528 1.435 1.436 5.875
Depreciation 124 124 124 126 498
Net income 201 186 139" 47¢ 573
1988
Net sales $1.947 £2.130 $2.108 $2.139 $8.324
Cost of sales® 1.305 1.401 1.386 1.388 5.480
Depreciation 117 119 114 123 473
Net income 101 187 213 161 662
Dallars per share 1Q 20 3Q 10 Yenr
1989
Primary net income £ 1.44 $ 1.33 $ 098" % 033 % 4.07
Fully diluted net income 1.37 1.27 095" 0.33 3.92
Dividends 0.25 0.25 0.25 G.25 1.00
Market price (high)! 33.25 3175 31.50 28.63 33.25
Market price (low)! 25.13 25.62 26.00 22.75 22.75
1988
Primary net income $ 075 $ 139 8156 & 1.17% & 188
F ally diluted net income 0.73 1.33 1.49 1.12¢ 1.66
Dividends 0375 0.375 0.20 0.20 1.15
Market price (highy! 25.63 25.13 25.50 28.38 28.38
?_\lurko-l price (low)! 19.88 17.00 20.88 23.25 17.00
& Amon e differ from previousiy reported smounts due 10 8 reclassification of d Includes an after-wan char o of 85 Bmillion. or 8043 per share primary

certmin costs from Selling, adm ativw wnd other exy (8030 per share fully diloted) inted with the sett) of Bhopal litigation

o The fully diluted per share gmount i antididutive and, socordingls, primars and
fully diluted per share smounts sre identicnl.

I Prices are hused on New York Stock Exchange composite transactions.
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L'\ REIDE CORPORATION AND SUBSITIARIES
Doliar amounts in millions lexcept per share figures) 1989 1988 gt~ 1986* 1985*
From the Income Statement
Net sales $ 8.744 ¢ 8.324 % 6914 % 6343 % 6.39%
Cost of sales 5.875 5.480 4,788 4.354 1.607
Research and development 181 159 159 148 181
Selling, administrative and other expenses 924 807 764 729 725
Depreciation 498 473 463 453 470
Interest on long-term and short-term debt 304 300 3in 529 243
(ther expenses tincome) 84 1 50 (77) 1.076
Pre-tax income (loss) from continuing operations 878 1.104 379 207 912)
Provision (eredit) for income taxes 284 415 121 59 404)
Income (loss) from continuing operations 373 662 232 130 (5303)
Income {loss) from discontinued operations — - —_ 5 96
Gain on disposals of discontinued operations — - - 564 e
Income (loss) before extraordinary items and
cumulative effect of change in accounting principle 573 662 232 699 (599)
Extraordinary items — — — 1473} 18
Cumulative effect of change in accounting principle
for reversion of surplus pension funds — o — 270 o
Net income (loss) 573 662 232 496 (581)
Per share
Primary - Income (loss) from continuing operations 4.07 4.58 1.76 1.25 2.40)
— Net income (loss) 4.07 4.88 1.76 4.78 2.78)
Fully diluted — Income (loss) from continuing operations 3.92 1.66 1.75 1.24 2.40)
— Net income (loss) 3.92 1.66 1.75 4.75 (2.78)
From the Balance Sheet {at year-end)
Net current assets § 459 & 428 %8 T44 % 496 ¥ 211
Total assets 8.546 8.441 7.892 7,071 9.670
Long-term debt 2.080 2.295 2.863 3,057 1.713
Total capital 5,724 5,178 4.998 4877 7.962
LCC stockholders” equity 2.383 1.836 1.247 1.005 4.619
UCC stockholders” equity per share 16.83 13.34 9.43 7.87 19.82
Other Data
Dividends $# 140 & 155 & 195 8 144 & 237
Dividends per share 1.00 1.15 1.50 1.50 1.13
Shares outstanding (thousands at vear-end) 141.578 137,602 132,248 127.695 202.821
Market price per share — high** 33.25 28.38 3250 33.17 24.75
Market price per share — low** 22.75 17.00 15.50 18.75 12.00
Capital expenditures 785 671 502 524 501
Number of ¢ mplovees — continuing operations
(at year-e.d) 45987 43992 43.119 50,292 52.117
Selected Financial Ratios
Total debt/1otal capital (at year-end) 478% 532% 63.6% T721% 38.7%
Net income/average UCC stockholders” equity 27.2% 43.0% 206% 19.7% —_
Dividends/net income 24.4% 234% 84.1% 29.0% -

SCertain amounts from the Invome Statement have been reclassified 1 conform 1o the 1989 presentation isee Note 1 on page 241

**Prices are hased on New York Stock Exchange composite transactions

Primary varnings per shure ere hased on weighied sverage ber of ¢ und ¢

cquivalent shares outstanding during the year Fully diluted earnings per share are

culculated assuming conversion of convertible subordinated debentures due 2012 Fully diluted per share smounts for 1985 are antidilutive and. accordingly. primary and fully
futed per share amounis are identical . Vet current sasets consists of wtal current assets less total current linbilities. Total debt consists of short-term debt. long term debt snd
ten wnd 0 stackholders eguity

current instellments of long-term debin. Total capital conwists of Total debt plus Minority stockholders' equity in

Bealoa i b 20




CONSOLIDATED STATEMENT OF N
U N1oN Canpiw CORPORATION AND SUY ki

Millions of dollurs fexeept per share figures: s ear ended Decender 31 1o8% 1osn~ 1987%
Net Sales $8.744 $8.324 %6914
Cost of sales, exclusive of depreciation shown separately below 5.875 5.480 4.788
Research and development 181 159 159
Selling, administrative and otl.or expenses 924 807 T64
Depreciation 498 473 463
Interest on long-term and short-term debt 304 300 311
OMther expenses — net 81 1 50
Income Before Provision for Income Taxes 878 1.102 379
Provision for income taxes 284 415 121
Income of Consolidated Companies 594 689 258
Less: Minority stockholders’ share of income 59 64 40
Plus: UCC share of income of corporate ventures carried at equity 38 37 14
Net Income $§ 573 & 662 & 232
Earnings Per Share

Primary $ 407 &% 488 ¥ 1.76

Fully diluted $ 392 8% 166 8§ 1.75
Dividends Declared Per Share $ 100 £ 1.15 & 1.50

MCertasn amoutts have been reclassified 10 conform to the 1989 presentation isee Note 1)

The Notes to Financial Statements on pages 24 throwgh 32 should be resd in conjunction with this statement



R CORPORATION A

ONSOLIDATED Batlanok SHEET
Uni N

DSUBSIDIARIES

Millions of dollars at December 31, 1989 19868
Assets
Cash and cash equivalewts £ 142 % 146
Notes and accounts receivable 1.474 1.413
Inventories
Raw materials and supplies 262 275
Work in process 207 191
Finished goods 463 566
932 1.032
Prepaid expenses 239 292
Total Current Assets 2,787 2.883
Property, plant and equipment 9.530 9.009
Less: Accumulated depreciation 4.946 4.593
Net Fixed Assets 4.584 4.416
Companies carried at equity 727 680
Other investments and advances 135 139
Total investments and Advances 862 819
(Mher assets 313 323
Total Assets $8.546 $8.441
Liabilities and Stockholders” Eqguity
Accounts pavable § 689 § 756
Short-term debt 445 27
Payments due within one year on long-term debt 210 192
Acerued income and other taxes 146 193
Other accerued liabilities 838 1.044
Total Cerrvent Liabilities 2.328 2.455
Long-term debt 2.080 2.295
Onher long-term obligations 342 355
Deferred credits 807 915
Minority stockholders’ equity in consolidated subsidiaries 606 585
UCC stockholders’ equity
Common stock
Authorized — 500,000 000 shares
Issued — 141,577 588 shares (214,409 782 chares in 1988 142 214
Additional paid-in capital 38 1,322
Equity adjustment from foreign currency translation 90) 106}
Retained earnings 2.293 2.605
2.383 4.035
Less: Treasury stock, at cost—none in 1989
(76,808,221 shares in 1988) —_ 2,199
Total UCC Stockholders” Equity 2.383 1.836
Total Lizbilities and Stockholders” Equity $8.546  §8.441

The Sotes 1o Financinl Statements on pages 24 through 32 should be read in conjunction with this statement.
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CONSO! TDATED STATEMENT OF CASH 5
oy CARBIDE CORPORATION ANDSURN RiES

Invecase (Decreanet in Cash and Cash Eguividents

Millions of dollars. vear onded Doceomber 81 1989 198" 1ua7

Operations

Net income $§ 573 & 662 & 232
Non-cash charges (credits) to net income
Depreciation 198 473 163
Deferred income taxes 51 1i4 539
Other non-cash charges (credits) 120 6) 38
Investing credits to net income (107} 24 (52)
Working capital® 417) 137 (284}
l,ung-lerm assets and liabilities (5{! " _(j- 34_!__ __l Eg
Cash flow from operations 665 932 161
Investing
Capital expenditures (785) 671) 1502)
Inyestments 89) 79) 120y
Rt-drmptmn/ unie of assets 326 LI 219 352
th flow uu'd lor iny c-nung (548 531 270)
Financing
Short-term delbn 182 62 114y
Net borrowings — principally major bank credit agreements 33 (190) B88)
(ther long-term borrowings 624 396 1.145
Preferred stock issued by a consolidated subsidiary — - 244
Issuance of common stock 96 108 78
Long-term debt reductions 859§ 644) 494
Minority transactions and othei 201 (15} (58)
(.lah dl\ldtndﬁ 140) 1551 (195)
( nh flow used for ﬁnanrmg &4 (438) (282)
E ffc-vl uf t‘l"‘llngi‘ rate t'hnngﬂ on cash and cash equiy nlrms 37 (18) (]
Change in cash and cash equivalents 4 1554 98)
c .ash and cash equir alents bqnnmng-ui-war 146 201 299
« ash and cash equivalents end-of-year $§ 142 & 146 & 201

# Cortrin amounts have been reclassified 1o conform 1o the 1989 presentation fsee Note 1)

B Net changr i working capital by component excluding cosh and cash equisalents, defereed invome teses. s short-term debt

WY SER a4
INCrease ) gecrease In current assets
Notes and accounts receivabte $0102) $(215§ $(249)
IMveE € 4 246) 32
¥ 1 €3 [DEN5E () 4)
Increase {decrease) ir n pay zl I ved accruals (386) 596 )4
Working capital 417 $ 137 , ‘)Hq

The Notes 1o Financinl Matements on pages 24 through 32 should be read in conjunction with this statement



CONSOL D STATEMENT OF STOCKHOLDERS Bt 11y .
(NI RBIOE CORPORATION AND STBSITHARIES

1989 1988 1987

Shares Millions

(im thousands) of dollars

Shares
{in thousands)

Millioos
of dollars

Shares Millions
tin thousends) of dofines

Common Stock

Balance at January 1 214410 & 214 209071 & 209 205301 & 205
Issued:
For the Dividend Reinvestment
and Stock Purchase Plan 869 1 3,218 3 18517 2
For employee savings
and incentive plans 2,523 3 2.121 2 2.049 2
For conversion of convertible
debentures — —_ — _— 204 —
Retirement of treasury shares (76.224) (76} e — — —
Balance at December 31 141578 & 142 214,410 & 214 209071 & 209
Treasury Stock
Balance at January | 76808 #2.199 76.823 § 2200 77606 & 2,222
lssued:
For the Dividend Reinvestment
and Stock Purchase Plan (1 — — - (485) (14)
For employee savings
and incentive plans (573) (16) (15) (18] (293) 8
For conversion of convertible
debentures - - - — 59 -
Retirement of treasury shares (76.224) 2.183) - — — _—
Balance at December 31 — & - 76.808 § 2.199 76.823 § 2,200
Additional Paid-In Capital
Balance at January | $1.322 #1215 §1.144
Tssued:
For the Dividend Reinvestment
and Stock Purchase Plan 22 69 33
For employee savings
and incentive plans 53 38 30
For conversion of convertible
debentures - — 8
Retirement of treasury shares (1.359) — e
Balance at December 31 $ is $1.322 £ 1.215
Equity Adjustment from Foreign
Currency Translation
Balance at January 1 § (106 & (75) £ (183)
Transla'son and other adjustments 16 31 108
Balanze at December 31 £ 90) & (106) $ (75)
Retained Earnings
Balance at January | § 2.605 $ 2,098 $ 2.061
Net income 573 662 232
Cash dividends (140} (155) (195)
Retirement of treasury shares (748) —_ —
Adjustment to the 1986 Special
Cash Distribution 3 — —
Balance at December 31 $ 2,293 £ 2.605 £ 2,098
The Notes to Financial Sintements on puges 24 throagh 32 should tiwe read in conjunction with this ot

23



. i
!

INDEN

The subjects covered by the Notes to Financial Statements
are found on the following pages:
immary of sipaficant a
Haolding company tormatior
i Segment information
4 Other expenses net
erest et
& In me taxes J6
Supplementary balance sheet deta
Suppiementary cash flow deta
} Compares carried at eguity 28

nternational subschanres 28

LoSUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

PRINCIPLES OF CONSOLIDATION — The consolidated
financial statements include the accounts of all significant
subsidiaries except Union Carbide India Limited and twe
subsidizries in Zimbabwe, which are included in Other in-
vestments and advances. All significant intercompany trans-
actions have been eliminated in consolidation. Investments
in significant companies 207 16 50 % owned and partoer-
ships are carried at equity in net assets. In the Consclidated
Statement of Income, 1 nion Carbide's share of the net in-
come of the 207, 1o 50% owned companies is reported un-
der the caption OO share of income of corporate ventures
carried at equity and pre-tax partnership income is included
in Other expenses — net. Other investments are carried gen-
erally at cost or less,

FOREIGN CURRENCY TRANSLATION — Generally. ex-
cept for Latin America, unrealized gains and losses resulting
from translating foreign subsidiaries” assets and liabilities
into LS. dollars are sccumulated in an equity aceount on the
balance sheet until such time as the subsidiary is sold or sub-
stantially or completely liquidated. Translation gains and

'
i
. |
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losses relating to operations of subsidiaries in Latin v
America, where hyperinflation exists, are included in |
the income statement,

CASH EQUINALENTS — The Corporation considers
cash equivalents 1o be gll highly liquid investments that are
readily convertible to known amounts of cash and so near
their maturity that they present insignificant risk of changes
in value because of changes in interest rates,

INVENTORIES — lnventories are stated at cost or market,
whichever is lower. These amounts do not include deprecia-
tion, the impaet of which is not significant to the financial
statements. Cost is determined generally on the “last-in, first-
out” (LIFOI method for North American companies, The
“wverage cost” method is used by most other subsidiaries.

Approximately 59% of inventory amounts before appli-
cation of the LIFO method at December 31, 1989 (539, wt
December 31, 19881 has been valued on the LIFO basis. It is
estimated that if inventories had been valued st current costs,
they would have been approximately 8466 million and
£445 million higher than reported at December 31, 1989,
and December 31, 1988, respectively,

FIXED ASSETS AND DEPRECIATION — Fixed assets are
carried at cost. Expenditures for replacements are capital-
ized and the replaced items are retired. Gains and losses
irom the sale of property are included in income.

Depreciation is caleulated on a straight-line basis. The
Corporation and its subsidiaries generally use acceleraied
depreciation methods for tax purposes where appropriate.

PATENTS, TRADEMARKS AND GOODWILL — Amounts
paid for purchased patents and newly acquired subsidiaries
in excess of the fair value of the net assets of such subsid-
iaries have been charged to patents, trademark s and
goodwill. The portion of such amounts determined to be at-
tributable to patents is amortized over their remaining lives
while trademarks and goodwill are amortized over the esti-
mated period of benefit, generally five 1o forty years.

RESEARCH AND DEVELOPMENT — Research and
development costs are charged 1o expense as incurred. De-
preciation expense applicable to research and development
facilities and equipment is included in Depreciation in the
income statement (812 million in 1989 and 813 million in
1988 and 1987).

INCOME TAXES — Provision has been made for deferred
income taxes where differences exist between the period in
which transactions affect taxable income and the period
in which they enter into the determination of income in the
financial statements.
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RETIREMENT PROGR AMS — The cost of pension bene-
fits under the US. Retirement Program is determined by an
independent actuarial firm using the “projected unit credit”
actuarial cost method with an unrecognized net asset at
January 1. 1986 amortized over 15 vears. Contributions
to this program are made in accordance with the regulations
of the Emplovee Retirement Income Security Act of 1974

In 1988 the Corporation adopted Statement of Financial
Accounting Standards No. 87, Emplovers’ Accounting for
Pensions (SFAS87), for defined benefit plans outside the
LS. (see Note 14). Previously, the Corporation had adopted
SFAS 87 for its 1S, retirement program.

EARNINGS PER SHARL — Primary earnings per share is
computed by dividing income by the weighted average num-
ber of shares outstanding during the vear and common stock
equivilents related to dilutive stock options. Fully diluted
earnings per share is computed by dividing adjusted net in-
come by the weighted average number of shares outstanding,
commaon stock equivalents related to dilutive stock options,
and shares issuable upon conversion of debentures.

The number of shares used to compute earnings per share
amounts was as follows:

Q5P SR #h
Primary 40.827.913 708,985 131,396,578
Fully diluted 50,546,223 45.663.685 139,002,374

RECLASSIFICATION — Beginning in 1989, foreign
currency gains on debt and prior period tax liabilities of af-
filiates operating in hyperinflationary countrics in Latin
America have been included in Interest on long-term and
short-term debt and Provision for income tazes, respectively,
rather than in Other expenses — net. Prior year amounts have
been reclassified to conform to the 1989 presentation. This
basis of presentation acknowledges that foreign currency
gains on debt and prior period taxes pavable, in those Latin
American countries in which the Corporation eperates.
have historically been offset by related interest and tax ex-
pense. Additionally, certain other prior year amounts in the
Consolidated Statements of Income and Cash Flows have
been reclassified 1o conform to the 1989 presentation.

2. HOLDING COMPANY FORMATION

Effective July 1,1989, Union Carbide Corporation became
a holding company through a binding share exchange in
which each outstanding share of the predecessor company
was exchanged automatically for one share of the holding
com pany. Following the exchange. the holding company
took the name “Union Carbide Corporation” and the pre-
decessor company changed its name from “Union Carbide
Corporation” to “Union Carbide Chemicals and Plasties
Company Ine.” "UCC&EP Inc.”). UCC&P Inc. is a wholly
owned subsidiary of the holding company. Effective January
1.1989 . 1 nion Carbide Industrial Gases Ine. and UCAR
Carbon Company Inc. became wholly owned subsidiaric of
LCC&P Ine. as part of the ongoing corporate realignment.

NOTES T
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3. SEGMENT INFORMATION
Audited industry and geographic segment data are presented
in Segment Data on page 16,

Union Carbide s businesses and produets are described on
pages 8 through 13,
4. OTHER EXPENSES - NET

The following is an analysis of (Other exnenses —net:

Millions of dollars A SHH 987
Investment income

(principally from

short-term investments) § 776 % (69) (47
Foregn currency adjustrr:ents® 127 102 74
Restructur ng and

realignment costs? 83
Special iugation costs 48 65
Sales and disposals of businesses

and other assetgtd {(111) (333 (19
Partnership mcome (85 (96 (15)
Other® | 46 49 {8)

§ H4 3 | $ 50

# Excludes for 1989, 8110 million of foreign curreney net gains oo Latin
American debt 8101 willion in 1988 and 72 million in 1987 1 and £28 million
of foreign currency net gains on Lutin American prior period tases payoble 824
million in 1988 and 812 million in 1987 Sec Note |

b Mainly repr fuedlity shutd: comts and severance and relocation benefits
associated with restructicing the US bulk and packaged gas businesses of Union
Larbide Industrial Gases. Also included are cosis involved in completing the
worldwide readiy of the Corp » core busi s e, wnd
the cost of restructuring & Carbion Products fucility in Canada.

TWRET 1Y

¢ Represents acorusls 1o coser reserves for litigation contingencies ineluding
prodact hiability, patents. trade regulation. and the Bhopa! litigation
inee Note 16).

d Inviudes for 1989 & guin of $96 million from the sude of the worldwide urethune
polyole and propy lene glycols businesses. Includes for 1988 & guin of 820 mil-
lion from sales of securities by Canadian subsidiarios.

e lncludes for 1989 2 $90 million write-dows 1o net realizable value of the poly-
silicon business . Includes for 1988 o #1353 million charge for impairment of assets
related to s Canandian film products b we and o 10 million charge for impair-
ment of ussets related 1o an enhenced oil recovery project. Includes for 1987 »
#14 million write-down of Canadian subsidiaries” investments in securities. Addi-
tionally, interest income and other miscellaneons income and exprose items are
included in the amopnts for all years presented.

5. INTEREST COSTS

The following is an analysis of Interest on long-term and
short-term debt:

FMillions of gollars GiEgy AR Wht
interest mcurred on debt 34312 149 $395
Less: Related foreign currency
adjustments i 10 101 72
Imerest capitalized I8 8 12
304 §$300 3301
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6. INCOME TAXES

The following isx an analysis of income ax expense:

Milians of doltars 1OHS 1 | M7
Casr et [Deierred Loarrent [ Dreterrec Crrert Deterred
LS. Federal mcome taxes § B4 § 47 §223 $ 46 3104 $ (4%)
LS. business and research aina
experimentation tax credits (4) {58) 57 (B
LS. state and local taxes based on income 26 30 3
Non-ll 5. income taxes 127 -4 106 il 73 (2)
$233 $ 51 $30I 104 $180 $(59)
Provision for Income taxes 4284 $415 $i121
The following table summarizes the tax effects of timing differences included in the deferred portion of the provision for income taxes:
Milions ohdidiary - s | SH DM am
wus
Pension adiustments $ 1% § 39 S (_7 )
Depreciatan (62) (17) 19
Inventory urvform capitalization (4 1(71 l:24_‘
Deterred gam on sale of assets (4) (2) 28
Specal ibhgation accrual 44 {15) (123
Write-offs/write -downs of assets 47 19 (18)
Business credits 7 (8)
Restructuring costs (25
Other, net 36 30 (40)
NontJ s
Depreciation i d 10 14
Other, net (3) i (16)
$ 51 $114 (5%

The consolidated effective income tax rate was 32 3% in 1989 37,6 in 1988 and 31.9% in 1987 . An analysis of the difference between the

Provision for income taxes and the amount computed by applying the statutory Foderal income tax rate to income before provision for income taxes
is as follows:

| GHY I UEB R
PMillons of %W of pre tax Milons of Hoof pre tax  Millions of % of pre :.._:

ohiars nCorme dollars I T collars N T
Tax at statutory Federal rate $298 34.0 $376 i4 O $151 400
Taxes related to operations outside the United States 13 | .4 1 4 1.3 (2) {0.6)
LLS . business and research and expernmentation tax credits (4) (©.5) (n (0.1 (8) {2.1)
LS state and local tares based on ncome |7 1.9 20 1.8 2 05
Foregn Sales Corporation (17 (1.9} (1) {(1.0) (7 (1.8)
Reversal of timing differences {(14) (1.6) 32 2.9 [ 1.5
Adjustrments 1o | 384 sales of businesses (25 (0.2) (9) {(2.9)
Other, net (7) {0.8) (15) {(1.,3) (12) (3.2)

284 32.3 3415 37.6 $121 359

The Corporation plans to adopt SFAS 96 . Accounting for Income Taxes, in 1992, Had the new standard been adopted in 1989 there would not
have been a muterial effect on 1989 net income, nor would there have been o material impact at the beginning of the year for the comulative adjust-
ment required apon implementation of the stendard.

The following is a summary of the US, and Non-U S, components of Income Before Provision fer Income Taxes:

Milhons ot dollars Ry 1OHE 1T

Income before provision for ncome taxes

LS 616 § 792 82158

Non-U § 262 312 1 &4
§878 §1,104 $379

The Corporation provides for taxes on undistributed earnings of affiliates included in consolidated retained earnings (o the extent that such earn-

ings are planned 1o be remitted and not reinvested indefinitely. Undistributed earnings of affilistes intended 10 be reinvesied indefinitely amounted
to $1.1 billion at December 31, 1989

26
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7. SUPPLEMENTARY BALANCE SHEET DETAIL

Millions of dollars &t Dece nher 31 |98 1968

Notes and accounts recewvable

Trade® $1.227 $1.24|
Other 282 213

1,509 |, 454
Less: Allowance for doubful accounts 35 41

$1.474 S 413

Fixed assets

Land and improvements § 414 % 415
Buildings 771 762
Machinery and equipment 7,747 7.361
Construction i progress and other 598 47 |

$£9.530 $9.009

Other assets

Deferred charges $ 174 § 172
Long-term recemvables 76 9
Patents, trademarks and goodwill 63 52

§ 313 § 323

Other accrued habiities

Accrued accounts payable $ 305 § 404
Payrolls 109 il
Bhopal settlement accrual : 237
Other 424 292
§ B3B8 41,044
Other long-term obligations
Accrued pension cost L 3 B & 4
Other 334 il4

$ 342 9§ 355

Deferred credits
Income taxes” $ €34 § 732
Deferred gain on sales of the

Danbury Headguarters and

Tarrytown properties 118 1 28
Other 5E 55

§ BO7 § 9iI5

Equity adjustment from foreign
currency transiation {(Dy geographic area)

Canada § 220 % @n
Europe (45) {62)
Far East & Other (23) (i7)
% (90) § (106)

o Union Carbide sold i ivithles with recourse 1o varions banks for pro-

oreds of $621 million in 1989 _#415 million in 1988 und 8BO1 million in
1987 At December 31 1989 approximuiely 828 million remains uncollected
#6065 million in 1988) Of the 1989 wmount. 814 million is included in contin-
gent obligations (827 million in 19881 See Note 16

b Deferred income tases reluted to current items are ineluded in Prepaid expenses
in the amount of 8136 million in 1989 8172 million in 1988).

#. SUPPLEMENTARY CASH FLOW DETAIL

INVESTING
Increase (decrease ) n Cash and cash eqguivalents

Miliens of dollars | IHY | SHH 1987

REDEMPTION/SALE OF ASSETS

Hedging activities —net % (n $(10) § 27
Investments redeemed 66 162 25
Sale of fixed and cther assets 261 &7 300
§ 326 $219 $ 352
FINANCING
Inurease {(decrease) n cash and cash equivalents
Miliions of dollars 1SR 1988 1987
SHORT TERM DEBT
Net change in short-term
debt (maturities of three
months or less) $ 127 $ 70 § 80
Borrowings 242 87 66
Reductions (187) (95) (260)
5 182 $ 62 % (114)

NET BORROWINGS — PRINCIPALLY MAJOR BANK
CREDIT AGREEMENTS®
Borrowings
Reductions

$3522 $727 §& 322
(3,489;  (917) (1.210)

§ 33 §(190) § (B8&)

MINORITY TRANSACTIONS AND OTHER
Redemption of preferred stack

heid by minoray interest $ $ - § (45
Dividends to minority
stockholders (21) (16) (15)
Other | I 2
8§ 200 % (15 § (58

CASH PAID FOR INTEREST AND INCOME TAXES
Millions of deollars 1989 1988 w87

Interest (net of amount
capitahzed) § 334 $405 $§ 393
Income taxes $ 288 $212 § 74

*Includes money market loans supported by credit wgreements.

NON-CASH INVESTING AND FINANCING ACTIVITIES

in 988, the Corporation exchanged $284 million of net
assets for equity positions in two jOIrt venures



9. COMPANIES CARRIED AT EQUITY

FINANCIAL STATEMENTS

The following are financial summaries of companies carried

at eqguity:

FPartnershipy

Mitians of dolia wHo hE (R
Net sales® $1.526 § 992 $286
L ost ot sales Q40 582 | 9%
Diepreciation 44 29 17
Partrier ship ncome 158 U 52
UCC share of
parinership income" 85 S, 15
Current assets $ 607 § 49 $144
Non-current assets 652 698 (5
Total assets $1.25%9 §81.194 $229
Current habilites 207 7 $ 16
Non-current Lhabilities 303 331 52
Tontal hatslities § 510 S48 $ &8
Net assetls g 749 § A4 161
LCC equity § 368 § 356 1 44
o Inclodes 887 mitlion net sabes 10 UCC and its tidated diaries in 1989

@i pullion in 1988 and $42 million w 1987

b L share of partnership income has been repuasted w Othor expenses — not e
Note 41 and in segment operating profic

Corparate Ventures
ML of cdoflars | S ahate ON 7
MNet sales® 51,369 S$1.279 %1.226
Cost of sales 889 BI7 876
[)t'p' eciation T4 7* &5
Net income 82 B3 9
LICC share of net ncome iR 37 |1 4
Current assets $ 659 § &£3% § 6598
Non-current assets 854 838 B79
Tonal assets $1.513 31474 $1.577
Currenmt hatilhities T 477 9 459 Bl6
Non-current labiities 331 368 434
Total hatilities 1 BOB § B2Z7? § 950
Pet assets 8 70% § 647 § &27
UCC eguity § 359 § 324 § 343
*lncludes 864 million ner sales 1o VOO and s Tid baidinries in 1989

61 million in T9BH and 850 million in 1987

NoTEs TO

28

L0 INVERNATIONAL SUBSIDIARIES

The following is a financial summary of consolidated inter-

national subsidiaries:

Mithiony of gdotlars REY o] B’
MNet sales $2.951 $2.566 12 136
MNet income $ 132 § 184 B84

UCC share 3 91 9% 136 % 48
Total assets $3.250 $3.0B6 %3066
Less: Total habibit es 1. 766 1,693 1. 683
Net assets 51,484 51,393 $1.383

UCC equity 1,152 $1083 §1077
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11. LONG-TERM DEBT

Wars at December 3 I J37s

[DOMEST SUIRBSIDIARY CCRP Ine
5 30% Sinking Fund Debentures, with
egual annual sink -V;g fund payments
to 1997 $ 100 §

convertbie Nnto

ey 50 per share 145 345
8.50% Sinkin ntures due
00 g L ')
payments, 1990 1o 2004 250 263
B & e r Notes due | 989 95
@ Semor Notes due 1990 05 1O
9 3 Sinking Fund Debentures due
2009, with annual sinking fund
ent 45 YOr 20K 200
4 € r Notes due 3590 O 50
N e < finated Note
fLie ] 3¢
L« g" 1 4\ j&= i Jec)
at a dis L 1 (¢ ective rat -4 -4
4 Senior N e |99¢ ued
4 € eftective ate 3.98 o -
b Se ¥ ot en due JO6E
sued a ¢ effective rate
4
Bor g vl s bank
t apgreement amol
arket loar 2 39
1 3 tr faciiit
£ ¥ r o ls I
(89 ] o pat 1€ east 35 38
otk jet LT e
erect rate & I8
£ Jd AF
d 4 yOlar 3 C ga
1 3 5 riearites thr gt
4 1} ere 1M 4] 1 4 » s
| € and leaseback
firar g e bBie 1
7 ot att 4 t
P » -
Bsirt ng ¢ ) } k cred
ARreEmer 3 473
IO g € tal ieases 4¢ ¥
Oihe 1=t 4 f €
¢ t rate 73 ¢
o ’ . 260 3680
€ a6 T | King fu O =
9 2,48
‘ ¥ ent f t & v S

In January 1996, Union Carbide redeemed at par value all
£64 miilion of the 13 .25 % Senior Notes due 1993 .

Union Carbide has major domestic and international bank
credit agreements totaling $1.359 million, of which $350
million is committed until December 1990, 8130 million is
committed until June 1991 with ihe remainder committed
principally until December 1994 . At December 31,1989,
Union Carbide had 81,244 million of unused borrowing
capability under the agreements. The Corporation has guar-
anteed UCC&P Inc.'s borrowings under two of these major
hank credit agreements.

U nder the agreements, options are available to borrow at
various rates, on a revolving basis in most cases. The effee-
tive interest rate on borrowings under the agreements was
approximately 8.9% in 1989 (T.8% in 1988 and 8.0%, in
1987).

Certain of these bank credit agreements and the indentures
for debt contain various restrietive covenants. These cove-
nants, among other things, restrict the ability of Union
Carbide or UCC&P Inc. 1o merge with another entity, incur
or guarantee debt, create liens against assets, sell or transfer
certain assets, pay dividends or make other distributions
beyond certain limits with respect to UCC&P Ine. s capital
stock, sell shares of a subsidiary ‘s capital stock or issue pre-
ferred stock of a subsidiary. Also, certain bank credit agree-
ments require Union Carbide to meet leverage and interest
coverage ratios.

Pollution control and other facility obligations represent
state, commonwealth and local governmental bond financing
of pollution control and other facilities, and are tresied for
accounting and tax purposes as debt of UCC&P Inc. These
tax-exempt obligations mature at va~ious dates from 1990
through 2013, and have an average annual effective intere !
rate of 7.36%.

At December 31, 1989, 294 million of consolidated as-
sets was pledged as security for $217 million of subsidiaries’
debt.

Payments due on long-term debt in the four years after
1990 are: 1991, 834 million: 1992, $190 million: 1993,
£142 million: 1994, 8394 million.

At December 31, 1989, Union Carbide had outstanding
interest rate swap agreements which effectively converted
£698 million of fixed rate debt with interest rates ranging
from 9.35% 10 157% 10 fleating rate debt. Under the agree-
ments, whick have a remaiming average maturity of ap-
proximately two years, Union Carbide makes payments to
counterparties at variable rates based on LIBOR and in re-
turn receives payments based on fixed interest rates. The
agreements resulted in an average annual effective interest
rate of approximately 11.41 % on the 8698 million of debt
(11.23% in 1988 on £701 million of debt).
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At December 31,1989 and 1988, there were 25,000,000
shares of preferred stock {81 par value) authorized and
unissued.

At December 31,1989, Retained earnings included $289
million ($239 million at December 31, 1988}, representing
the Corporation’s share of undistributed earnings of 20% to
50% owned companies accounted for by the equity method.
Dividends received from companies carried at equity aggre-
gated $8 million in 1989, 87 million in 1988 and $6 million
inl987.

Certain consolidated domestic and international subsid-
iaries are restricted by borrowing arrangements, regulatory
restraints or the laws of local governments as to their ability
to transfer funds to the parent in the form of cash dividends,
loans or advances. At December 31,1989, the amount of
such restricted net assets was $308 million. In addition,
there are similar restrictions on unconsolidated subsidiaries
of $52 million.

Following the exchange effected as of July 1, 1989 (see
Note 2), 76,223 798 treasury shares were retired.

On July 26,1989, the Board of Directors adopted a share-
holder rights plan and declared a dividend payable on
August 31, 1989, of one Right for each outstanding share of
common stock. Each Right eatitles its holder, under certain
cireumstances, to buy a share of common stock at a purchase
price of 885 (subject to adjustment). The Rights may not be
exercised until 10 days after a person or group acquires 207,
or more of Union Carbide Corporation’s common stock., or
announces a tender offer that if consummated would result
in 20 % or more ownership of the common stock. Separate
Rights certificates will not be issued and the Rights will not
be traded separately from the stock until then.

Should an acquirer become the beneficial owner of 207,
of the common stock, and under certain additional circum-
stances, Union Carbide Corporation shareholders (other than
the acquirer) would have the right to buy common stoek in
Union Carbide Corporation., or in the surviving enterprise if
the Corporation is acquired, having o value equal to two
times the purchase price of the Right then in effeet,

The Rights will expire on August 31, 1999, unless re-
deemed prior to that date. The redemption price is 1 cent per
Right. The Corporation’s independent directors may redeem
the Rights by a majority vote during the ten-day period fol-
lowing public announcement that a person or group has ac-
quired 207 of Union Carbide Corporation’s common stock,

13. LEASES

Leases that meet the eriteria for capitalization set forth in
Statement of Financial Accounting Standards No. 13 have
been classified and accounted for as capital leases. For non-
capitalized leases. primarily involving distribution equip-
ment and facilities, commitments under noncancelable

30
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leases extending for one year or more will require the follow-
ing future payments:

Milhons of dotlar

$116 1993 $ 92

| 990 2000-2004 3277
199 102 | 994 73 20052009 101
1992 99 1995 1999 319 After 2009 8

Total lease and rental payments under noncapitalized
leases extending one month or more were $118 million in
1989 (8111 million in 1988 and £108 million in 1987).

14 RETIREMENT PROGRAMS

The noncontributory defined benefit retirement program of
Union Carbide Corporation ("8, Retirement Program”™)
covers substantially all U.S. emplovees and certain employ-
ees in other countries. Pension benefits are based primarily
on years of service and compensation levels prior to
retirement.

Pension coverage for employees of the Corporation’s non-
LS. consolidated subsidiaries is provided, to the extent
deemed appropriate, through separate plans. Obligations
under such plans are systematically provided for by deposit-
ing funds with trustees, under insurance policies, or by book
PERErVEes.

In 1986. the Corporation adopted SFAS 87 for the LS,
Retirement Program. During 1988, SFAS 87 was adopted
for the non-U.S. plans. Prior year pension amounts were not
restated for this change. The effect of adopting SFAS87 for
non-1.8. plans was to reduce 1988 net pension cost by
#9 million.

LS. Retirement Program net pension cost amounted to
£43 million in 1989, 834 million in 1988 and $28 million
in 1987 . Net pension cost for non-U.S, plans in 1989 and
1988 amounted to 85 million and $2 million, respectively.
Pension costs of non-L.S, plans in 1987 amounted 1o $14
million.

The components of net pension cost for the U.S.
Retirement Program and non-1.S. plans in 1989 and 1988
and for the U.S. Retirement Program in 1987 are as follows:

Milhons of aollars Qs sl YR

Service cost— benefits

earned during

the perod ¥ BO 3 72 § 61
interest cost on

projected benefi

obligation 832 1 70 | 29
Return on

plan assets

Actual § 7 $(225) $ 20

Unrecognized

return 312 (208 31 (194) (+7%) (I5%)

Amortization of

net gar (10 (12) (7
Net pension cost 9 48 i 36 $ 28
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The funded status of the U.S. Retiremen® Program and
non-U.S. plans was as follows:

Mhilions of dollars at December 3 1989 988

Actuarial present value of plan benefits
Accumulated benefit obligation,
including vested benefits of $1.871

milion at December 31, 1989, and

%1.578 million at December 31, 1988  $(1.955) $(|.636)

Projected benefit obligation $(2.462) $(Z.100)
Fair value of plan assets, primarily

invested in commaon stocks and

fixed iIncome securities §2543 § 2078
Plan assets in excess of (less than)

projected benefit obligation $ 8Bl § (22)
Unamortized net asset at transition (172) (187)
Unamortized prior service cost 57 52
Unrecognized (gans) and losses - net (38) 51
Accrued pension cost % 72) % 106)
The actuarial assumptions used were as follows:

GEY S

Discourt rate for determining

projected benefit obligation B.O% 9.0%
Rate of increase in compensation levels 6.0% 7.0%
Expected long-term rate of return

on plan assets 10.G% 10.0%

Union Carbide Corporation and certain of its consolidated
subsidiaries provide health care and life yinsurance benefits
for eligible retired employees. These benefits are provided
through various insurance companies and health care pro-
viders. The annual insurance premiums. which are based on
the benefits paid during the year, are generally expensed as
incurred. Total expenses for 1989 amounted to 35 million
($28 million in 1988 and $29 million in 1987). Substan-
tially all of these expenses related to domestic operations.

15. INCENTIVE PLANS

In 1988, stockholders approved the 1988 Union Carbide
Long-Term Incentive Plan for key employees, which re-
placed the 1984 Union Carbide Stock Option Plan. The
Plan, effective until January 1,1994, provides for granting
incentive and nongualified stock options, stock appreciation
rights (SAR s}, exercise payment rights (EFP's), grants of
stock and performance awards. Performance awards can be
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paid in common stock, other securities of the Corporation or
in cash. The amount of any exercise pavment may not exceed
60 7% of the amount by which the market price of the com-
mon stock on the date of exercise exceeds the option price.,
On exercise, the SAR s would enable a holder to receive in
cash or common stock the amount by which the market price
of the common stock on the date of exercise exceeds the op-
tion price. Holders of options may be granted the right to
receive payments of amounts equal to the regular cash divi-
dends paid to holders of the Corporation’s common stock
during the period that the option is outstanding. The num-
ber of shares granted or subject to options may not exceed
15.000.,0600 under the Plan. Option prices are 100 % of fair
market value on the date of the grant. Options, and any re-
lated SAR s, generally become exercisable either one year or
two years after such date. Options may not have a duration of
more than 10 vears.

No further awards can be made under Union Carbide's
previous incentive plans, Options granted under these plans
have terms similar to non-qualified stock options granted
under the 1988 plan.

For SAR s and EP's granted. income is adjusted in each
quarter to reflect the market price of the common stock.

Changes during 1989 in outstanding shares under op-
tions, SAR s and EP’s were as follows:

Shares under Option

VWith wWith

SAR s EP's Options

SHY Tota oty Oinly Oniy

Outstanding at

jJanuary | 6,129,043 1,144,190 49,756 4,935,097
Granted during

the year

under the

1988 Uinion

Carbide

Long-Term

Incentive Plan | 728 B0O0O
Exercised during

the year

284,500 |, 444 300

047, 1218 108,790 14.100 924.23|

Canceled or
expired during
the year

10,900 10,900

Dutstanding at

December 3| 6,799.822b| 319900 35,656 5.444 266

o Options were exercised during 1989 at prices ranging from 81,22 10827 75 per
share. OF these, 938 33 1 were exercised for shares of common stork .

b For outstanding shares under option st Becember 31, 1989 option prices ranged
from#$1.22 10827 .75 per share. At Docember 31 1989 .4 826 B22 shares
were exercisabie st prices ranging from $1.22 10827 .75 per share
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16. COMMITMENTS AND CONTINGENCIES

At December 31,1989 . the Corporation and its consoli-
dated subsidiaries had contingent obligations of $472
million, principally for purchase and sale commitments re-
lated to the ordinary conduct of business and guarantees of
outstanding loans and notes payable by others. 1t is not ex-
pected that these contingent obligations will have a material
adverse effect on the consolidated financial position of the
Corporation.

On February 24,1989, UCC&P Inc.. formerly Union
Carbide Corporation, and Union Carbide India Limited
(“UCIL") paid the final settlement of all litigation with re-
spect to the December 3. 1984 methyl isocyanate gas release
at the UCIL plant in Bhopal, India. The $4 70 million settle-
ment was ordered by the Supreme Court of India and
accepted by the Union of India, UCC&P Ine. and UCIL.
UCC&T Inc. is a 50.97% shareholder of UCIL. UCC&P Inc.
paid #420 million and was credited an additional 85 million
for the payment in that amount made by it to the Red Cross at
the suggestion of U.S. Judge John F. Keenan. UCIL paid the
Rupee equivalent of $#45 million. The Supreme Court of
India discharged the previous undertaking of UCC&P Ine. in
the District Court at Bhopal to maintain unencumbered as-
sets having a fair market value of 83 billion. The Supreme
Court quashed all eriminal proceedings related to the gas re-
lease, and the Supreme Court proceedings provide that the
accused are deemed acquitted. On December 22, 1989, the
Supreme Court of India upheld the Bhopal Act under the
Indian Coustitution. The Bhopal Act was the main basis
upon which the Union of India represented the vietims.

INANUIAL
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Various applications remain pending in the Supreme Court
of India 1o set aside the settlement. On January 12,1990, the
new administration of the Government of Indis announced
that it would support these applications. The Corporation
and its legal counsel in the United States and India believe
that this settlement is final and that no basis exists 10 set it
aside. All of the suits that were brought in the United States
with respect 1o the gas release have been dismissed. except
one suit in a state court. The settlement will be placed before
that court.

In addition to the above. the Corporation and its consoli-
dated subsidiaries are involved in a number of legal proceed-
ings and claims with both private and governmental parties.
These cover a wide range of matters including., but not lim-
ited to: trade regulation; product liability: utility regulation:
Federal regulatory preceedings: health, safety, and environ-
mental matters: patents and trademarks: contracts: taxes;
and stockholder and debentare holder clains. In some of
these cases, the remedies that may be sought or damages
claimed are substantial.

While it is impossible at this time to determine with cer-
tuinty the ultimate outeome of any of the litigation ceferred
1o in this note, management believes that adequate provi-
sions have been made for probable losses with respect
thereto and that such ultimate outcome, after provisions
therefor, will not have 8 material adverse effect on the con-
solidated financial position of the Corporation. Should any
losses be sustained in connection with any of the matters
referred 1o in this note. in excess of provisions therefor,
they will be charged to income in the future.



'\‘h\.i NT'S STATEMENT GF RESPONSIRILITY
FOR FINANCIAL STATEMENTS

I nion Carbide’s financial statements are prepared by man-
agement. which is responsible for their fairness, integrity
and objectivity, The accompanying financial statements have
been prepared in conformity with generally accepted ac-
counting principles applied on a consistent basis and,
accordingly, include amounts that are estimates and
judgments. All historical financial information in this an-
nual report is consistent with the accompanving financial
statements.

U nion Carbide maintains accounting systems, including
internal accounting controls monitored by a staff of internal
auditors, that are designed to provide reasonable assur-
ance of the reliability of financial records and the protection
of assets. The concept of reasonable assurance is based on
recognition that the cost of & system must not exceed the re-
lated benefits. The effectiveness of those systems depends
primarily upon the careful selection of financial and other
managers, clear delegation of authority and assignment of
accountability, inculeation of high business ethies and
conflict-of-interest standards. policies and procedures for
coordinating the management of corporate resources and the
leadership and commitment of top management.

Union Carbide’s financial statements are audited by
KPMG Peat Marwick. independent certified public account-
ants, in sccordance with generally accepted auditing stan-
dards, These standards provide for a review of internal
accounting control systems and tests of transactions to the
extent they deem appropriate.
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The Audit Committee of the Board of Dhirectors, which
consists solely of non-employee directors, is responsible for
overseeing the functioning of the accounting system and re-
lated controls and the preparation of annual financial state-
ments. The Audit Committee recommends to the Board of
Directors the selection of the independent auditors, subject
to the approval of shareholders. The Audit Commitiee peri-
odically meets with the independent auditors, management
and internal auditors to review and evaluate their account-
ing. auditing and financial reporting activities and responsi-
bilities. The independent and internal auditors have full and
free access to the Audit Commitiee and meet with the com-
mittee, with and without management present.

/A

John K. Wulff
Vice President, Controller and
Pric cipal Accounting Officer
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Robert D). Kennedy
Chairman, President and
Chief Executive Officer

Danbury. Connecticut
February 26, 1990
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INDEFENDENT AUDITORS REPORT

KPMG Peat Marwick

To the Stockholders and Board of Directors of
Union Carbide Corporation

We have audited the accompanying consolidated balance
sheet of Union Carbide Corporation and subsidiaries as of
December 31,1989 and 1988, and the related consolidated
statemeiis of income, stockholders’ equity, and cash flows
for each of the years in the three-year period ended
December 31, 1989 . These consolidated financial state-
ments are the responsibility of the Company’s manage-
ment. Qur responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with generally ac-
cepted anditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the fi-
nancial statements. An audit also includes assessing the ac-
counting principles used and significant estimates made by
management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a rea-
sonable basis for our opinien.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects. the
financial position of Union Carhide Corporation and subsidi-
aries at December 31,1989 and 1988, and the results of
their operations and their cash flows for each of the years in
the three-year period ended December 31,1989, in con-
formity with generally accepted accounting principles,

KEM6G téeaf '%uuk(

Stamford, Connecticut
February 26,1990
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DEFINITION OF TERMS

Unless the context otherwise requires, the terms below refer
to the following:

Union Carbide
Corporation and

Union Cartide,
UCC Consolidated,

we, our its consolidated
subsidiaries

Corporation, Union Carbide

ucce Corporation, the parent
company

domestic United States and
Puerto Rico

domestic operations Operations of Union

Carbide in this area,
including exports
international operations Operations of Union
Carbide in areas of the
world other than the
I nited States and
Puerto Rico
Union Carbide Chemicals Worldwide chemicals
and Plastics, Chemicals & and plastics business of
Plastics, UCC&P U nion Carbide
!'nion Carbide Industrial Gases, Worldwide industrial
Industrial Gases, gases and coatings
UCIG service business of

Union Carbide

UCAR Carbon,
Carbon Products

Worldwide carbon
products business of
Union Carbide

The use of these terms is for convenience of reference only.
The consolidated subsidiaries are separate legal entities
which are managed by, and accountable to, their respective
Boards of Directors.



. ENRECTORS .
AND OV FICERS

DIRECTORS
John J. Creedon! 3.4.61

Director and Chairman of the Executive Committee of
Metropolitan Life Insurance Company

C. Fred Fetterolf1.2.5)
Director, President and Chief Operating Officer of Aluminum
Company of America (ALCOA)

Harry J. Gray? 3.4
Chairman and Chief Executive Officer of American Medical
Internationai Inc.

James M., Hester(1.3.6.7)
President. The Harry Frank Guggenheim Foundation

Vernon E. Jordan, Jr.2.6.7)
Partner, Akin, Gump, Strauss, Hauer and Feld

Robert D. Kennedy®!
Chairman, President and Chief Executive Officer of
Union Carbide Corporation

Ronald L. Kuehn, Jr.2:5.7)

Director, Chairman, President and Chief Executive
Officer of Sonat Inc.

C. Peter MeColough'2-:3.5.7)
Diirector and Retived Chairman of Xerox Corporation

Rozanne L. Ridgway'®7
President. Atlantic Council of the United States

Alice M, Rivlin'*-5.6.0)
Senior Fellow, Economic Studies Program, Brookings Institution

William S. Speath!1.3.4.5)

Dhirector of various corporations; Retired Chairman and
Chief Executive Officer of Union Carbide Corporation

J. Clayton Stephenson® 4!
Retired Viee Chairman of Union Carbide Corporation

Russell E. Train'!5.6.7)
Chairman of World Wildlife Fund and The Conservation
Foundation

J. Clayton Stephenson will not stand for reelection, He will
be greatly missed.

We are pleased 1o welcome Ambassador Rozanne L.
Ridgway, president of the Atlantic Council of the United
States. who was elected to the Board on October 25, 1989
effective January 1. 1990,

NOTES

1 Member of Audit Commities (Chairman: John | Creedon)

2 Member of Compensation & Management Development Commitiee (Chairman
Honald L. Kueho, Jr)

3 Member of Executive Committee (Chairman: Robert D). Kennedy)

4 Member of Finance & Pension Committee (Chairman: Herry J. Gray)

5 Member of Health, Safety & Eovironmental Affairs Committer
hairman: Russell £ Train)

6 Member of Nomingting Commiites (Chairmun: Sernon E. Jordan. Jr )

T Member of Public Policy Committes (Chairman: James M. Hester!

OFFICERS

ROBERT D. KENNEDY
Chairman, President and Chief Executive Officer of
Union Carbade Caorparation

H. WILLIAM LICHTENBERGER

Vice President, President of Union Carbide
Chemicals and Plastics Company Inc.
JOHN R. MAacLEAN

Vice President, President of Union Carbide
Industrial Gases Inc.

ROBERT P. KRASS

Viee President, President of UCAR Carbon
Company Inc.

JOHN A. CLERICO

Vice President, Treasurer and Principal
Financial Officer

JOSEPH E. GEOGHAN

Vice Presiden’ and General Counsel

GILBERT E. PLAYFORD
Vice President, Strategic Planning

0. JULES ROMARY
Vice President and Secretary

CORNELIUS C. SMITH, JR.
Vice President, Community & Employee Health.
Safety & Environmental Affairs

ROBERT V. WELTY
Vice President, Human Resources

RONALD S, WISHART
Vice President, Public Affairs

JOHN K. WULFF
Vice President, Controller and Principal
Accounting Officer
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1990 ANNUAL MEETING
The 1990 annual meeting of stockholders will be held
on Wednesday, April 25, in the Grand Ballroom of the
Danbury Hilton, 18 Old Ridgebury Road, Danbury,
Conn. 06810 beginning at 10 a.m.

A notice of annual meeting and proxy statement, and a

INFORMATION

FOR INVESTORS

proxy voting card, are raailed to each stockholder in March,

together with a copy of the current annual report.

A report on the annual meeting, including 2 summary of
proceedings and the results of voting on items of business,
appears in the June quarterly report to shareholders.

GENERAL OFFICES
The general offices of Union Carbide Corporation are
located at 39 Old Ridgebury Koad, Danbury, Conn.
068170001 (Tel. 203-794-2000).

Inquiries from the public about Union Carbide and
its products and services should be directed 1o the
Corporate Information Center, Union Carbide Corporation,
Section N-2, 39 O1d Ridgebury Road, Danbury, Conn.
06817-0001 (Tel. 203-794-5300).

STOCK EACHANGES

{'nion Carbide stock is traded primarily on the New York
Stock Exchange (Ticker Symbol: UK). The stock is also
listed on the Midwest Stock Exchange and on the Pacific
Stock Exchange in the United States, and overseas on the
exchanges in Amsterdam, Basel, Brussels, Frankfurt,
Geneva, Lavsanne, London, Paris and Zurich.

STOCK RECORDS AND TRANSFER

The Corporation acts as its own stock transfer agent
through Sharcholder Services, Union Carbide Corporation.
Section (-2, 39 Old Ridgebury Road, Danbury, Conn.
06817-0001 (Tel. 203-794-3350).

Shareholder Services maintains stockholder records,
transfers stock and can answer questions regarding stock-
holders” accounts, including dividend reinvestment ac-
counts. Stockholders wishing to transfer stock 10 someone
else or to change the name on a stock certificate should
contact Shareholder Services for assistance,

The Registrar is Manufacturers Hanover Trust Company
of New York, N Y.
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DIVIDEND REINVESTMEN]

Stockholders may purchase shares directly from the com-
pany through Union Carbide's Dividend Reinvestment and
Stock Purchase Plan. Under the plan, shares can be pur-
chased from the company free of commissions and service
charges.

A prospectus explaining the plan in detail may be
obtained from Shereholder Services, Union Carbide
Corporation, Section G-2, 39 Old Ridgebury Road,
Danbury, Conn. 06817-0061 (Tel. 203-794-2212).

STOCKHOLDER INQUIRIES
Inquiries about stockholder accounts and dividend
reinvestment should be directed to Shareholder
Services, Union Carbide Corporation, Section (-2,
39 Old Ridgebury Road, Danbury, Conn. 06817-00061 .
Inquiries from investors and investment-related
questions about Union Carbide should be directed 1o
the Investor Relations Department, Union Carbide
Corporation, Section D-4, 39 Oid Ridgebury Road,
Danbury, Conn. 06817-0001
(Tel. 203-794-6440).
investor Insight, a package of linancial material thai re-
capitulates quarterly results, is available upon written
request to Investor Relations at the address above.

FORM 16-K AVAILABLE

A Form 10-K Report for the year ended December 31,

1989, will be available in April of 1990. A copy may be

obtained without charge upon written request to the

Secretary of Union Carbide Corporation, Section E-4,

39 Old Ridgebury Road, Danbury, Conn. 068170001 .
Union Carbide annually publishes a list of organizations

receiving charitable, educational, cultural or similar grants

of 85,000 or more. This list is available to any stockholder

upon written request 1o the Secretary at the address above.
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UNION BUSHY RUN RESEARCH CENTER

(LU LU 6702 Mellon Road, Export, Pennsylvania 15632-8902 Telephone (412) 733-5200
Telecopier (412) 733-4804

September 27, 1990

-

United States Nuclear Regulatory Commiaaion gg

Region 1 ';

475 Allendale Road o S \

King of Prussia, PA 19406 "‘ |
(&

Dear Mr. Reber: .~

As per my letter dated August 29, 1990 (copy closed), the deadline
cannot be met. Our corporate office at Danbury, has informed me that the
information will be available in approximately two weeks. 1 apologize for any

inconvenience this may cause. If you should have further questions please
call me at (412) 733-5245.

Sincerely,

)7 4?//-,,"
St .\m j JGnd

Marilyn Jy Tallant
Radiation Safety Officer

MJT/kam

Enclosure
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Bushy Run Research Center
A Joint Mellon Institute—Union Carbide Corporation Operation







