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Calculation of the Parent Debt Adjustment Using Exhibit 13
(Financial Information from ITT Industries, Inc. 1lst Qtr 1996

Form 10-Q]

The financial information in the Form 10-Q is not sufficient to
calculate a parent debt adjustment because it does not contain
the information necessary to calculate the weighted cost of debt
for ITT Industries, Inc. :

Therefore, the calculation of the weighted cost of debt for ITT
Industries, Inc. was made using the detailed debt and interest
expense information contained in the ITT Industries 1995 Annual
Report furnished by PCUC in response to OPC Request for Documents
No. 9. This weighted cost of debt was then applied to the ITT
Industries, Inc. debt balances for the most current period ending
3/31/96 and the three month average period 12/31/95 - 3/31/96
[see page 3 of this exhibit].

Page 2 of this exhibit restates MFR Schedule C-8 to show the
weighted cost of parent debt to be used to calculate the parent
debt adjustment.

Sample Parent Debt Adjustment Calculation

MFR Schedule C-8 provides the following formula for calculating
the parent debt adjustment to recoverable income tax expense:

Weighted Cost of Parent Debt x 38. 586 X Equity of
Subsidiary (to C-1)

As shown on page 2 of this exhibit, the Qeighted cost of parent
debt is 4.33% for the 3 month average period ended March 31, 1996
and 4.02% for the period ended March 31. -

Using PCUC's Year End Rate Base and the most recent ITT
Industries, Inc. period ended March 31, 1996:

Water Rate Base = $21,328,443 [MFR Schedule A-1]
PCUC Equity Ratio = 51.37% [MFR Schedule D-1]

Parent Debt Adjustment = .0402 x .3858 x .5137 x $21,328,443 =
$169,925 compared to $166,952 shown on MFR Schedule C-1.

DOCUMENT MUMDER-DATE
J7729 JuL23g
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RESTATEMENT OF MFR SCHEDULE C-—8 USING ITT INDUSTRIES, INC. 1stQTR 1996 CAPITAL STRUCTURE

Parent(s) Debt Information Florida Public Service Commission

Company: Palm Coast Utility Corporation Schedule: C~8
Docket No.: 951056 -WS Page 1 of 1
Test Year Ended: 12/31/85 Preparer: Seidman/PCUC

Explanation: Provide the information required to adjust income tax expense by

by the interest expense of the parent(s) that may be invested in the equity of .
the applicant. If a year—end rate base is used, provide on both a year—end and N
and an average basis. Amounts should be parent only.

Parent's Name: __ ITT Industries, Inc.
(1) @ 3 (4 (5) (6)

Average Period, 3 Months Ended March 31, 1996

Average Average
Line Amount % of Cost Weighted
No. Description $(000,000) Total ~ Rate Cost
1 Equity 639 43.05%
2 Debt 845 56.95% 7.61% 4.33%
3 Total 1,483 .. 100.00% 4.33%
Period Ended March 31, 1996 ‘.
Period End _ Average
Line Amournt % of Cost Weighted
No.  Description $(000,000) Total Rate Cost
4 Equity 650 47.17%
5 Debt 728 52.83% 7.61% . 4.02%
6 Total 1,378 100.00% 4.02%

Sources:
For Column (3), lines 1,2,4 & 5: ITT industries, Inc. Form 10-K 1st Qtr 1996 [see page 6 of this exhibit]

For Column (5), lines 1 & 5: see page 3 of this exhibit.

Weighted Cost Parent Debt X 38.58% (or applicable consofidated tax rate)
X Equity of Subsidiary (To C—1)

ITTIND . WK3
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ITT INDUSTRIES, INC.
DEBT & EQUITY COMPONENTS and COST OF DEBT, 1985
(1) 2 (3) (4) (5) (6) @)
1 DEBT COMPONENTS
2 Bal. Bal. Avg. % of Avg Weighted
3 Components 12/94 12/95 Bal. Total Rate Rate
4 < 6.00% 283 65 174 9.44% 6.00% 0.57%
5 6.0-7.0% 171 209 190 10.31% 6.50% 0.67%
6 7.0-8.0% 275 476 376 20.38%|  7.50% 1.53%
7 8.0-9.0% 279 221 250 13.57%| . 8.50% 1.15%
8 9.0-10.0% 249 82 166 8.98% "9.50% 0.85%
9 > 10.0% 189 157 173 9.39% 10.00% 0.94%
10| Debt Disc. (146) (70) (108)] —5.86% 0.00%
11 | Commercial Paper 323 295 309 16.77% 5.59% 0.94%
12 |Bank Loans, etc. 455 172 314 17.01% 5.64% 0.96%
13 Subtotals 2,078 1,607 1,843 100.00% 7.61%
14| Current Maturities (928) (646) (787
15 Totals 1,150 961 1,056

Source: ITT Industries, Inc. 1995 Annual Report, pages 33 & 34.

Columns (1)—(3), Lines 3—9; page 34 [Page 9 of this exhibit]
Columns (1)—(3), Lines 10,11; page 33 [page 8 of this exhibif]

Column (5), Lines 10,11; Page 33 [page 8 of this exhibit]
Columns (1)—(8), Line 14; page 34 [page 9 of this exhibit]

ITTIND.WKS3
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EXHIBIT NO. '~

WITNESS: FRANK SEIDMAN

DOCKET NO. 951056-WS

Application for rate increase by
PALM COAST UTILITY CORPORATION

BEFORE THE -
FLORIDA PUBLIC SERVICE COMMISSION

DESCRIPTION:

ITT INDUSTRIES, INC. FORM 10-Q

<
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION ;

WASHINGTON, D.C. 20549

FORM 10-Q

i ’ ) . .
{Mark Ona) . ‘ ' : ' - . ‘ : S . -
®  ©  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 18 (d) OF THE

SECURITIES EXCHANGE ACT OF 1334
For the qumeny pertod ended March 31, 1996

a TRANSACTION REPORT PURSUANT TQ SECTION 130R 15 (d) OF
THE SECURITIES EXCHANGE ACT QF 1934
For the transition perdod from

Commisslon Flle Number 1-5627

ITT INDUSTRIES, iNC.

Incorporated in the Stute of indlana . 13-5158850
(LR.8. Employsr
tdentlfication Number)

4 West Red Oak Lane, White Plains, NY 10604 v .
(Principal Executive Office) ‘L l

Telophone Number: (914) 841-2000 1

| ladicate by check mark whether the registrant (1) has filed ol reports required to be filed by Section 13
of 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months and (2) has been sublect to
such filing requirements for the past 90 deys. Yes _X__ No

As of April 23, 1996, there were outstanding 117, 626 867 shares of comumon stock ($1 par value
per share) of the registrant.

a——————
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{TT INDUSTRIES, INC, AND SUBSIDIARIES

CONSOUIDATED BALANCE SHEETS
{In mlillons, excent for shares and por share)

Assels
Currenl Aszole:
Cash 80d CBSN BQUIVAIONTS ocririers it ntmatsssessaastass
Rocelvables net............c.o0e,
fnvenlores. . ......c.cciiee
Other cunrent assele ... .
Total CUTTOnt @EFOLY..cooome e irinncanrinanns

Plan!, property, and equIPMENt, Nt e miistseuerrismmrarssissannans
Defarred U.S. Income taxes ......cue

Gooawill, N .eeeeeeereccirreseeanene
Other 89Se!S .c.vvviiriiimmenn

Liabllitios and Shareholders' Equity
Current Liabilities:

Accounts payabdle ... e, eretseesraet e asaber et et nase eare aeeaseneres
Acgrued SXPINERs ...,
Accrued 18%es... rreseseesenemsnrece
Notes payadble and cumm m;xum}es o( long tum debt ............
Totel curront (IS, ... coceniernieeivnrcnistesniseerrsesesessaesnnns
Pension snd postretireniant costs..

Long-term debt..
Oeforred forelgn. omo and loca! lncomo taxos .
Other HadIte8..vcvveeeieririceerannnes rete e N Lot et ey eR et e Feacnves ssrbsne

Sharehoiders’ Eqully:
Common stock:
Authorized 200,000,000 shares, $1 par value per share
Outslanding 117,784,803 shares and 117,088,833 shares
Capltal surplus................. obbesererassenes P .
Cumulative ranslation ld]uctmcm- v st st e senrans
Retslned eamnrgc

March 31,
1938
{uneudited)

$ 17
1337
813

248
280

2472
215

359

- _543
$ 3A2

1,070
149 .

2,806

1"

413
L 5152

118
. 409
102
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Deocoember 31,
ey

$ 04
1,287

243
2,502

2.235
218
363

.01

$ a28

§ 781
1,072
162

2,661

1,101 .
881 De&RrRi

121

5382

17
399
11

Caar >

CRWLT
7 ]

The M‘canm ‘601“ to consolidated financial statements are an Integral part of the above balance shedts.
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NoTEs To CONSOLIDATED FINANCIAL STATEMENTS  (contmvuep)

would have 10 pay. in excess of commen stock dividends. 1o

extinguish the related ESOP debn.
Primary carnings per share is based on the weighted
,average of stock and stock equivalents. Ner

income applicable to primary carnings per share consists of
reported net income adjusred for dividend requi nts on
preferred stock nor considered stock equivalents, net
of the related tax benefits. The ESOP was terminared in 1995
and all ESOP series preferred stock was converted to shares
of the Company's stock (see “Emplovee Benefic
Plans™). If the conversion had occurred on January 1, 1995,
primary carnings per share for the year ended December 31,
1995 would have been $6.01.

Use of Esri The prep ion of chese lidated
financial statements required the use of certain estimates by
in d g the G v's assers, hiabilities,

sales, and expenses.
Reclassifications: Cerrain amounts in the prior vears'
1:4. 4 :. .

< financial have been reclassified 1o

conform with the current vear presentation.

2. CHANGES IN ACCOUNTING PRINCIPLES

In 1994, the Company made several accounting changes, all
of which were included in lative ctiect of ac '3
changes and related solely to Discontinued Operations. During
the first quarter of 1994, the Company adopted SFAS 115,
“Accounting for Certain Investments in Debt and Equity
Securities™. Under SFAS 113, the Company's portfolios were
classified as “avaifable for sale™ and accordingly. investments
were reflected at fair value with the corresponding impact
included as 3 component of shareholders™ equity designated
“unrealized loss on securities. net of tax™. At December 31,
1994, the unrealized Joss on securities, net of ax was $1.4 billion.

The amortized cost basis of mortgage-backed interest-only
investments that were determined to have o(htr-lhan-(cmpo-.
rary impairment losses ac che time of initial adoprion of SFAS
115 was wrirten down to fair value. The writedown totaled
$36 afrer tax or $.29 per fully diluted share.

Also, in the first quarter of 1994 the Company changed its
method used to discount long-term tabular workers compen-
sation liabilities. at its discontinued insurance segment, from
2 statutory interest ratc to an appropriate market interest
rate. A benefir of $42 afrer 1ax or $.33 per fully diluted share
was recorded.

During the fourth quarter of 1994. the Company changed
its method of accounting to expense certain marketing and
start-up costs at ITT Educational Services. now a unir of
ITT Corporation, which had previously been deferred and
amortized. A charge of $17 after tax or 5.13 per fully diluted
share was recorded.

The Company’s cash flows were not impacted by these
changes in accounting principles.

3. ALCATEL N.V.

In 1992, the Company sold its 30% equity intcrest in Alcarel
N.V. {Alcatel) to its joint venture partner, Akcatel Alsthom,
resulting in a pretax gain of $942 or $622 afrer tax (54.71
per fully diluted share). The Company received cash at the
closing of $1.0 billion, two notes payable in 1993 and 1994
valued at $1.4 billion and 9.1 million shares of Alcacel
Alsthom stock recorded at $806. The Alcatel Alsthom stock,
which was contributed to ITT Corporation prior to the
Distribution, was included as of December 31, 1994, in

“net assers of discontinued of " in the
balance sheet. il

ying

4. RECEIVABLES

Receivables consist of the following:

December 31,
1235 1991
Trade $1.254 $1,148
Accrued for completed work 4] 26
Less—reserves {38 36

$1,257 $1,138

5. INVENTORIES

Inventories consist of the following:

December 31
. pi. 1994
Finished goods $417 $432
Work in process " 421 480
Raw materials and supplies Y333 3ss
Less—reserves N (85) (97
—progress payments (1781 20k
$908 599

6. OTHER CURRENT ASSEYS

Ar December 31, 1995, other current assets consist primarily
of tax refund claims, advance payments on contracts, and
other prepaid expenses. At December 31, 1994, other current
assets consist mainly of prepaid expenses.

7. PLANT, PROPERTY, AND EQUIPMENT

Plant, property. and equipment consist of the following:

Decemoer 31,

195 L. |

Land and improvements $ 115 8 106
Buildings and improvemenis 888 788
Machinery and equipment 3425 3224
Construction work in progress 297 262
Other 330 _249
5.055 4,629

Less — accumulated depreciation

and amortization 12.820) (2.515)

$2,235 $2.114

8. OTHER ASSETS

At December 31, 1995, other assets consist primarily of pre-
paid pension and emplovee benefit plan costs, tax refund
claims, and expected recoveries from third parties in relation
to environmental and other claims. At December 31, 1994,
other assets consist mainly of prepaid pension and employee
benefit plan costs and tax refund claims.

9. INCOME TAX

Income tax data from continuing operations is as follows:

Pretax income

us. $(81) S187 S104
Foreign 152 162 96
$.71 5349 5200
Provision for income 1ax
Current
U.S. Federal $ 9 S171 $160
State and local 8 3 8
Foreign _38 _83 32
55 257 200
Deferred
U.S. Federal 28) (98) (122)
Foreign and other 23 2y 13
_» me gis
$_50 5]47 S_6%

No provision was made for US. taxes pavable on accumuliied
undistributed foreign earnings of approximately §436 since
these amounts are permancntly reinvested.

Deferred income taxes arc established for all temporary
differences between the amount of assets and babilities rec-
opnized for tinancial reporting purposes and for tax purpaoses.

The December 31, 1995 and 1994 halance sheets include net
US. Federal deferred tax asscts of $218 and $161. respectively.
and net foreign and other defecred tax liabifities of $121 and
$90, respectively.
Deferred tax assets {liabilities), for which no vaivation
allowances have been provided, include the following:
Degemoer 31,
e 1%
u.s. Fereign us. Foreign

federal & Other  Federal & Oiber

Emplovee benefits $119 § 30 st §$32
Accelerated depreciation (42) (172) (28) (165
Reserves 120 40 83 16
Other. 21 4y By 22

$218 $(121) S161 $090)

A reconciliation of the tax provision at the US. statdtory
rate 10 the income tax expense as reported is as follows:

0 -
TRt T VO T -
Tax provision at U.S. statutory rate  § 25 $122 5§70 8 D
Foreign tax rate differential 2 14 9 -n
Taxes on reparriation of @ =
foreign carnings 19 9 13 9., 8
Tax basis differential ©
on dispositions — — {20t f>1<1
Stare income taxes, =5
net of Federal henefit 3 1 3 s
Other _ 1 _& =
Income tax expense $30  S147 S6s -
E-N
10. DEBT
Debt consists of the following: Decernper 31
—— ——— 1994
Commercial paper § 295 S I
ank loans and other short-term 172 455
Long-term T TTAUTH300
ESOP debt = _S&
1.607 2640 -
Less-— current maturities 1646) _(92§:
L5961 SLTL
The fair value of the Company’s commercial paper and hank
Joans and other short-term foans approximates carrying valuc.
The weighted average interest rate fur.w’ was
(5:76% and 5 ATRat December 31, 1995 and 1994, respec-
tively. The weighted average interest ral nk doans and
ather short-term borrowings w: - AV(;

December 31, 1993 and 1994, respectively. The esnmated tar
value of long-term debr at December 31. 1993 and 1994 was

1.2 hillion and $1.4 billion. respectivehy. hased on discounted
ash flows using the Company’s incremental borrowang rates

\Avc, 553 LZ‘
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for similar arrangements. Bank loans and other short-term debx
are drawn down under lines of credit, some of which extend
fof a fixed term of several years. In November 1995, the
Company entered into two new revolving credit agreements
with terms ranging from one to five years with 61 domestic
and foreign banks providing aggregare ¢ of $3.0
billion. These commitments, which were unused at December
31, 1995, were made to ITT Industries and certain of its sub-
sidiarics and arc intended to assure their working capital needs
and to support their commercial paper. The interest rate for
borrowings under these agreements is generally based on the
London Interbank Offered Rate (LIBOR), plus a spread depen-
dent on the Company’s debt rating. The provisions of these
agreements require the Company to maintain certain financial
ratios and reserict indebeedness. Commitment fees on these
revolving credit agreements range from .045% to .150% of the
total commitment, based on the Company’s debr ratings from
the previous quarter.

Long-term debt maturities and interest rate percentages
as of December 31, 1995 were:

Below &0- 7.0- 80 9.0 Over
g 49 199 AN 19 100 ot

1996 $54 5 18298 80 17314 5179
1997 7 1 160 — 27 112 307
1998 1 10 — 37 — - 48
1999 1 — - 28 — 3 60
2000 1 63 —_ = = - 64
Thereafter  _1 134 287 — 3352

63 5209 $476 5221 S_B2 S
Total-1994  $233 $]71 ?;ﬁ s";z_% sﬁ sﬁs

31,1995 and 1994 include
mogj debt discounts of $70 and $148) respecrively. Assers
pledged to secure indebredness Tincluding mortgage loans)

amounted to approximately $15 as of December 31, 1995,

ESOP debr of.§562 as of December 31, 1994, was included
in the halance shect due to the Company's guarantec of its repay-
ment by the ESOP and was offset by a reduction in share-
holders” equity as deferred compensation and was at fixed
rates ranging berween 8.4% and 8.8% and was repaid in
1995 with the proceeds from the sale of common shares held
by the ESOP trustee (see “Employee Benefit Plans™).

11, EARLY EXTINGUISHMENT OF DEBT

tn July 1995, the Company announced the successful com-
pletion of 2 terider offer for an aggregate of $4.1 billion of
irs debr securities, with $3.4 billion. or 82% of the aggregate
principal amount, having been tendered. The tender offer
was financed with the proceeds of commercial paper bor-
rowings of approximately $3.7 billion. The tender offer
resulted in the Company paying a tender premium of $307

CONSOLIDATED FINANCIAL STATEMENTS'
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after tax ($472 pretax) or $2.61 per fully diluted share in the
third quarter of 1995 which has been recorded as an extra-
ordinary loss on the early extinguishment of debt. In 1993,
fixed rate debt was rctired, resulning in an extraordinary loss
of $50 after tax, or $.38 per fully diluted share. )

12. CAPITAL STOCK

ITT Industries has authority to issue an aggregate of
250,000,000 shares of capital stock, of which 200,000.000
have been designated as “Common Stock™ having a par value
of $1 per share and 50,000,000 have been designated as
“Preferred Stock™ not having any par or stated value. Of the
shares of Preferred Stock. 300,000 shares have initially been
designated as “Series A Participaung Cumulative Preferred
Stock™. Such Series A Preferred Stock will be issuable pur-
suant to the provisions of a Rights Agreement dated as of
November 1, 1995 between ITT Industrics and The Bank

of New York. as Rights Agent.

In 1995, the Company repurchased 377,202 common shares
for $35. During 1994. the Company repurchased 12.288.516
common shares for $1.0 billion. The excess over par value
was charged to capital surplus to the extent available and
then to retained earnings. In 1993, a total of 3.588,008
common shares were repurchased for $310.

At December 31, 1994, there were 8,756.883 shares of
ESOP scries preferred stock outstanding with a stared value
of $653. In 1995, the Company terminated the ESOP por-
tion of the Company’s Investment and Savings Plan and the
trustee of the ESOP converted the preferred stock held by the
trustee t0 9,660,766 shares of the Company’scommon stock.

At December 31. 1994 thtee were 545,546 Series N
preferred shares outstanding with a stated value of S2. These
shares were redeemed on Aupust 29, 1995,

" As of December 31, 1995, there were 7,627,461 shares
of common stock reserved in connection with incentive stock
plans. In addision, shares held in treasury toraled 28.079.175.

13. FOREIGN CURRENCY

Translation adjustments recorded in a separate component
of sharcholders® equity were:

December 3),
1995 pL.l) 199
Balance—Beginning of vear $(113) ${206) § {92

Translation of foreign currency

financial statements n 1o (2%
Hedges of net forcign investments m {17) "
Distribution of ITT Corporation

and ITT Hartford 194 _— __ =
Balance—End of year $111 813 sue

[P

14. LEASES AND RENTALS

As of December 31, 1995, minimum rental commitments
under operating leases were $91, $84, 867, $49, and $38
for 1996, 1997. 1998, 1999, and 2000, respectively. For the
remaining vears, such commitments amounted to $68, aggre-
gating total minimum lcase payments of $397.

Rental expenses for operating leases were $87, 574, and
$69 for 1995. 1994, and 1993, respectively.

15. MISCELLANEOUS INCOME {EXPENSE)
Miscellaneous income {expense) includes the following:

- 1993 p.. 19
Provision for gain {loss) on

disposition of businesses $(235)  $S(18) $3
Other expense _i® Ad =
${240) $121; S 3

16. EMPLOYEE BENEFIT PLANS

Pension Plans—The Company and its subsidiaries sponsor
numerous pension plans. The Company funds employee
pension benefits. except in some countries outside the U.S.
where funding is not required. The plans’ assets are comprised
of a broad range of domestic and foreign securities. fixed
income investments, and real estate.

Total pension expense for 1995, 1994, and 1993 was:

15 1 1993
Defined Benefut Plans

Service cost s$68 $78 S 71

Interest cost 240 218 214

Return on assets (426} 144) (414}

Net amortization and deferral 228 a3 234

Net penodic pension cost 110 122 105
Other Pension Cost

Defined contribution

{savings' plans 15 14 13

Other _4 4 4

Toal Pension Expense $129 5140 $122

U.S. pension expense included in the net periodic pension
cost in the table above were $43. $60, and $49 for 1995, ..
1994, and 1993, respectively. Discontinued Operations
accounted for $10, $18, and $20. for 1995, 1994, and 1993,
respectively. of the U.S. pension expensc. ’

The foliowing table sets forth the funded status of the
Company’s pension plans. amounts recognized in the
Company’s balance sheets. and the principal weighted
average assumptions inherent in their determination:

December 31, 1995  December 31, 1994
Actuarial present value
of benefit obligations:

Vested benefit obligation  $2.153 $ 829 $1.820 S631
Accumulated benefit
obligation 52266 5859 51,909 $720
Projected benefit obligation  $2.424  § 936 $2.064 $ 785
Plan assets at fair value 2243 193 19, 22
Projected henefit obligation -
in excess of plan assets (181} (743} (162} (564)
Unrecognized net (gainVloss k73 91 225 (55)

Unrecognized net (assetVobligation 26) _ 31 _(18y -
Pension asset (liability}
tecognized in the balance sheer § 114 $(721) $_28 S(387)

7.50% 7.66% 8.50% 8.31%
9.75% 9.22% 9.75% 8.78%
5.00% 4.23% 4.94% 4.34%

Discount rate
Rate of return on invested assets
Salary increase assumption

For substantially all domestic plans, assets exceed accumulat-
ed henefits. and for substantially all foreign plans, accumu-
lated henefits exceed the related assets.

Investment and Savings Plan—The ITT Investment and
Savings Plan for Salaried Emplovees included an Emplovee
Stock Ownership Plan (ESOP) feature. In 1989, the Company
<old to the ESOP 9.384.9351 shares of a new series of
cumulative preferred stock ar a price of $74.5875 per share,
which was financed through borrowings by the ESOP guar-
anteed by the Company. Shares were allocated to partici-
pants as a percent of cach covered emplovee’s salary and
respective contribution.

In connection with the Distribution, the Company
resminated the ESOP portion of the ITT Investment and
Savings Plan for Salaried Employees. As a result of the
rermination. in 1995, the trustee of the ESOP converted the
preferred stock held by the trustec to Company common

*: stock. The trustee then completed the sale of 5.3 million

shares into the open market. The sales proceeds were used to
repay the debt associated with the ESOP and the remainder
was allocated pro rata to participants in the Plan. The
Company changed the name of the Plan to the ITT Industries
Investment and Savings Plan for Salaried Employees and will
transfer the halances related to employees of ITT Corporation
and [TT Hartford to plans created by those companics.

Pastretirement Health and Life—The Company and its
subsidiaries provide health care and life insurance benefits
for certain chigible retired employees.
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