EDGAR'pro

iy EDGAR Dnlire”

RAYTECH CORP

FORM 10-Q

(Quarterly Report)

Filed 05/09/97 for the Period Ending 03/30/97

Address 711 TECH DRIVE
CRAWFORDSVILLE, IN, 47933
Telephone 7653623500
CIK 0000797917
SIC Code 3490 - Miscellaneous Fabricated Metal Products
Industry  Industrial Machinery & Equipment
Sector Industrials

Fiscal Year 01/02

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2020, EDGAR Online, a division of Donnelley Financial Solutions. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, a division of Donnelley Financial Solutions, Terms of Use.


https://www.edgar-online.com

RAYTECH CORP

FORM 10-Q

(Quarterly Report)

Filed 5/9/1997 For Period Ending 3/30/1997

Address FOUR CORPORATE DR STE 295
SHELTON, Connecticut 06484
Telephone 203-925-8000
CIK 0000797917
Industry Misc. Fabricated Products
Sector Basic Materials
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



FORM 10-Q

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

Quarterly Report Under Section 13 or 15(d)
of the Securities Exchange Act of 1934

For the Quarter ended March 30, 1997
Commission file number 1-9298

RAYTECH CORPORATION

(Exact name of Registrant as specified in its @nart
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Shelton, Connecticut 06484
(Address of principal executive offices) (Zip Code)

203-925-8023
(Registrant's telephone number)

Indicate by check mark whether the Registrant éE)filed all reports to be filed by Section 13 6(d) of the Securities Exchange Act of 1!
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filing requirements for the past 90 days.
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Page 1 of 26

RAYTECH CORPORATION

INDEX
Page
Number
PART I. FINANCIAL INFORMATION:
Item 1. Condensed Consolidated Balance Sheets as
at March 30, 1997 and March 31, 1996 3
Condensed Consolidated Statements of
Operations for the thirteen weeks ended
March 30, 1997 and March 31, 1996 4
Condensed Consolidated Statements of Cash
Flows for the thirteen weeks ended
March 30, 1997 and March 31, 1996 5
Notes to Condensed Consolidated
Financial Statements 6

Item 2. Management's Discussion and Analysis of
Financial Condition and Results of Operat ions 14



PART Il. OTHER INFORMATION

Iltem 1. Legal Proceedings

Iltem 6. Exhibits and Reports on Form 8-K
Signature

Exhibit 11 - Earnings Per Share Computati on

-2

17

23

24

25



RAYTECH CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS (in thousands , except share data)

As at

ASSETS
Current assets
Cash and cash equivalents
Trade accounts receivable, less allowance of $672
for 1997 and $726 for 1996
Inventories
Other current assets
Total current assets

Property, plant and equipment
Less accumulated depreciation
Net property, plant and equipment
Investment in securities
Investment in and advances to affiliates
Other assets
Total assets

LIABILITIES
Current liabilities
Notes payable
Current portion of long-term debt - Raymark
Current portion of long-term debt
Accounts payable
Accrued liabilities
Total current liabilities

Long-term debt due to Raymark

Long-term debt

Postretirement benefits other than pensions
Other long-term liabilities

Total liabilities

SHAREHOLDERS' EQUITY
Capital stock
Cumulative preference stock, no par value
800,000 shares authorized, none issued & outstand
Common stock, par value $1.00
7,500,000 shares authorized, 5,388,341 and 5,371,
issued and outstanding in fiscal 1997 and 1996,
Additional paid in capital
Accumulated deficit
Cumulative translation adjustment

Less treasury shares at cost
Total shareholders' equity
Total liabilities and shareholders' equity
The accompanying notes are an integral part of thes

March 30, Dec. 29,
1997 1996

$ 3,921 $11,341

27,666 23,866
29,139 28,709
9,064 8,120

69,790 72,036

128,393 127,811
77,395 76,686
50,998 51,125

2,100 2,100
10,086 9,972
5,080 4,922

$138,054 $140,155

$ 9,044 $10,701
12,409 12,007
152 152
13,688 18,999
23,150 22,759
58,443 64,618

26,878 27,437

708 237
9,731 9,429
4,693 4,419

100,453 106,140

ing

821
respectively 5,388 5,372
70,230 70,208
(34,640) (38,922)
1,184 1,918
42,162 38,576
(4,561) (4,561)
37,601 34,015
$138,054 $140,155
e statements.



RAYTECH CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share data)

For the 13 Weeks Ended

Net sales

Cost of sales
Gross profit

Selling, general and administrative expenses
Operating profit

Interest expense

Interest expense - Raymark

Other income, net

Income before provision for income taxes
and minority interest

Provision for income tax

Minority interest

Net income

Net income per share

Weighted average shares outstanding

The accompanying notes are an integral part of thes

March 30, March 31,
1997 1996

$ 59,121  $52,037
(45,193)  (38,238)
13,928 13,799

(7,141)  (6,637)

6,787 7,162
(318) (359)
(469) (413)
482 208

6,482 6,598

(1,954)  (2,617)
(246) (290)

$ 4,282 $ 3,691
$ 122 $ 1.09
3,622,455 3,372,574

e statements.



RAYTECH CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

For the 13 Weeks Ended
Net cash provided by operating activities

Cash flow from investing activities:
Capital expenditures
Proceeds on sale of property, plant and equipment
Note receivable due from AFM
Equity Investment in AFM
Payments to AFM for land and building
Payments to AFM for machinery and equipment
Net cash used in investing activities

Cash flow from financing activities:
Payments on short-term borrowings
Principal payments on long-term debt
Proceeds from long-term borrowings
Payments on borrowings from Raymark
Other

Net cash used in financing activities

Effect of exchange rate changes on cash

Net change in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of thes

March 30, March 31,
1997 1996

$ 4521 $ 2,583

(2,859)  (1,366)

54 22
37 -
- (9,400)
(7,076) -
- (3,500)

(9,844)  (14,244)

(1,498)  (3,241)

(42) (42)
484 -
(951) -
(32) (1)

(2,039) (3,284
(58) (18)

(7,420)  (14,963)

11,341 19,598

$ 3921 $ 4,635

e statements.



RAYTECH CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(dollars in thousands, except share data)

NOTE: For purposes of the notes and Item 2, Ray@aiporation and its subsidiaries are referenced consolidated basis as "Raytech
the "Company" where appropriate.

NOTE A - RESTRUCTURING OF RAYTECH, CHAPTER 11 PROCE EDINGS
AND OTHER LITIGATION

The restructuring of the Company in October 1986 foa the stated purpose of separating Raytech Ragymark Industries, Inc.'s
("Raymark") substantial asbestos-related liabgigad litigation. For a further discussion of thmatter, please refer to Raytech's 1996 Form
10-K, Part 1, Item 1, pages 4-7, 13-19. As pathefrestructuring process of Raytech, Raymark comstock was divested and sold in May,
1988 to Asbestos Litigation Management, Inc.

Despite the restructuring plan implementation amssequent divestiture of Raymark, Raytech was nared defendant with Raymark and
other named defendants in approximately 3,300 &sbeslated lawsuits as a successor in liabilitR&ymark. The dollar value of these
lawsuits cannot be estimated. Until February 1988 defense of all such lawsuits was provided tgiéth by Raymark in accordance with
the indemnification agreement included as a coonlitif the purchase of the Wet Clutch and Brakediovi and German subsidiary from
Raymark in 1987. In February 1989, an involuntaetitipn in bankruptcy was filed against Raymarkd anbsequently, a restrictive funding
order was issued by an lllinois Circuit Court, whiequired one of Raymark's insurance carrieratogiaims but not defense costs, and
another insurance carrier had been declared insblVeese circumstances caused Raymark to be uttafilad the costs of defense to
Raytech in the asbestos-related lawsuits referealbede, as provided in the indemnity section ofabguisition agreement. Raytech
management was informed that Raymark's cost ohdefand disposition of cases up to the automajcddtlitigation under the involuntary
bankruptcy proceedings was approximately $333 omilbf Raymark's total insurance coverage of apprnaiely $395 million. Raytech
management has also been informed that as a ofsh dismissal of the involuntary petition, Raythas encountered pending and newly
filed asbestoselated lawsuits but has received $27 million fraistate guarantee association to make up the m=upolicies of the insolve
carrier and $32 million in other policies to defeaghinst such litigatior



In an asbestos-related personal injury case deaid@dtober 1988 in a U.S. District Court in OregBaytech was ruled under Oregon equity
law to be a successor to Raymark's asbestos-ddiabglity. The successor ruling was appealed bytBch and in October 1992 the Ninth
Circuit Court of Appeals affirmed the District Cé'srjudgment on the grounds stated in the Dis@mtirt's opinion. The effect of this decision
extends beyond the Oregon District due to a Thirdu@t Court of Appeals decision in a related ceised below wherein Raytech was
collaterally estopped (precluded) from relitigatihg issue of its successor liability for Raymadsbestos-related liabilities.

As the result of the inability of Raymark to fun@yRech's costs of defense recited above, and &r dodbbtain a ruling binding across all
jurisdictions as to whether Raytech is liable asiecessor for asbes-related and other claims, including claims yebedfiled relating to the
operations of Raymark or its predecessors, on Mad¢l 989, Raytech filed a petition seeking raliefler Chapter 11 of Title 11, United
States Code in the United States Bankruptcy CBuistrict of Connecticut. Under Chapter 11, subsédigtall litigation against Raytech has
been stayed while the debtor corporation and itsfiled operating subsidiaries continue to opethgdr businesses in the ordinary course
under the same management and without disruptiemfdoyees, customers or suppliers. In the Bankyu@burt a creditors' committee was
appointed, comprised primarily of asbestos claisiattorneys. In August 1995, an official committéequity security holders was
appointed for a limited time relating to a deteration of equity security holders' interest in tistage.

Since the bankruptcy filing several entities hasgeated claims in Bankruptcy Court alleging envinental liabilities of Raymark based upon
similar theories of successor liability against feap as alleged by asbestos claimants. These céaenot covered by the class action
referenced below and will be resolved in the baptayicase. The environmental claims include a clafithhe Pennsylvania Department of
Environmental Resources ("DER") to perform cergtivities in connection with Raymark's Pennsyleamianufacturing facility, which
includes submission of an acceptable closure gaa fandfill containing hazardous waste produatsited at the facility and removal of
accumulated baghouse dust from its operations.drcM1991, the Company entered a Consent Ordehwédguired Raymark to submit a
revised closure plan which provides for the managrgrand removal of hazardous waste, for investigatieatment and monitoring of any
contaminated groundwater and for the protectiohumfian health and environment at the site, allirgJab the closure of the Pennsylvania
landfill and to pay a nominal civil penalty. Theiesated cost for Raymark to comply with the orde$i.2 million. The DER has reserved its
right to reinstitute an actic



against the Company and the other parties to the &#er in the event Raymark fails to comply withdbligations under the Consent Order.
Another environmental claim was filed against tler@any by the U.S. Environmental Protection Ageioc\civil penalties charged

Raymark in the amount of $12 million arising outadieged Resource Conservation and Recovery Atatidms at Raymark's Stratford,
Connecticut, manufacturing facility.

It is possible that additional claims for reimburgnt of environmental cleanup costs related to Rakrfacilities may be asserted against
Raytech, as successor in liability to Raymark.dnuary 1997, the U.S. Departmental Protection AgétePA") and the State of Connecticut
filed suit against Raymark claiming $212 milliondamages for cleanup of the Stratford, Connectsit¢, The EPA has also filed a
bankruptcy claim against Raytech as a success®aymark for cleanup of the Stratford site and ofR@ymark sites. Determination of
Raytech's liability for such claims, if any, is get to Bankruptcy Court deliberations and procegsli

In April 1996, the Indiana Department of EnvironrteéiManagement ("IDEM") advised Raybestos ProdGampany ("RPC"), a wholly-
owned subsidiary of the Company, that it may haw#ributed to the release of lead and PCB's (pddyttated biphenyls) found in small
waterways near its Indiana facility. In June, IDE&Imed RPC as a potentially responsible party ("PREPC notified its insurers of the
IDEM action and one insurer responded by filingpaplaint in January 1997 in the U.S. District Co&wuthern District of Indiana,
captioned Reliance Insurance Company vs. RPC sgekileclaratory judgment that any liability of RB@xcluded from its policy with RP
RPC continues to assess the extent of the contéiorirend its involvement and is currently negotigtivith IDEM for an agreed order of
cleanup. The Company intends to offset its invesitign and cleanup costs against its notes payaltaymark when such costs become
known pursuant to the indemnification clause inwke clutch and brake acquisition agreement sinappears that any contamination would
have occurred during Raymark's ownership of théalmalfacility. Blood tests administered to residdantthe vicinity of the small waterways
revealed no exposure.

As a result of an inspection, the Company has beéfied that the operations purchased from AFManuary 1996 in Sterling Heights,
Michigan, are in violation of a consent order igbbg the Michigan Department of Environmental QyaliDEQ"). The consent order
included a compliance program providing for meastioebe taken to bring certain operations into d@npe and recordkeeping on operati
in compliance. Potential fines for the violatiomitd be as high as $4.6 million; however, the Comypa in negotiations with the DEQ and
believes it will resolve the matter for substajidéss. The Company is workir



diligently to get its operations in compliance. T®@mpany has accrued its estimate of the probaisteat resolution of this matter.

Under bankruptcy rules, the debtorgnssession has an exclusive period in which tafileorganization plan. Such exclusive period rest
extended by the Bankruptcy Court pending the caiafuof the successor liability litigation. Howeyar December 1992, the creditors'
committee filed a motion to terminate the exclugregiod to file a plan of reorganization. At a hiegrin May 1993, the motion was denied
the Bankruptcy Court but was appealed by the aveslicommittee. In November 1993, the U.S. Distiourt reversed the Bankruptcy Court
and terminated the exclusive period to file a mareorganization effective in January 1994. Acaogty, any party in interest, including the
debtor, the creditors' committee, or a creditoriddhiereafter file a plan of reorganization.

In May 1994, Raytech filed a Plan of Reorganizafiiebtor's Plan™) in the U.S. Bankruptcy Court fioe purpose of seeking confirmation
allowing Raytech to emerge from the bankruptcydfidarch 10, 1989. Important conditions precedemotafirmation of the Debtor's Plan
include a final judgment in the litigation to deténe whether Raytech is a successor to the ligsliif Raymark and a resolution of the
environmental claims or other claims filed or tofted by governmental agencies. The Debtor's Plawides that in the event Raytech is
found to be a successor, it is to establish a ssocdrust funded by an amount determined to béifference between what Raytech should
have paid for the businesses purchased from Rayl@sskhe amount actually paid and less amouris fmaid for environmental and other
claims. This remedy would satisfy its obligatiolssaasuccessor in full and render all claimants pained, thereby eliminating the need for
balloting and all equity shareholders would rethigir interests in full. Raytech's management bekahe Debtor's Plan to be confirmable. In
September 1994, the Creditors' Committee filedwta Plan of Reorganization in competition to thebfoe's Plan ("Creditors' Plan"). The
Creditors' Plan calls for the elimination of Rayté€@orporation and its stockholders to be replacitld asnew Raytech. All of the stock of new
Raytech would then be distributed to unsecuredngats, environmental claimants and both past anddwasbestos disease claimants on a
formulated basis set forth in the Plan. Currentlgtolders of Raytech would receive nothing underRlan. Raytech believes the Creditors'
Plan is unconfirmable and will vigorously conteiempts to have it confirmed while it continuedrioto get the Debtor's Plan confirmed.
Upon motion of the parties and support of the Baptay Court, the major interested parties agreesligust 1995 to participate in non-
binding mediation to attempt to effectuate a coegahplan of reorganization. The mediation prooessmenced in October 1995 and was
concluded in March 199



without agreement for a consensual plan of reomgdioin. The competing plans of Raytech and itsityesiwill now return to Bankruptcy
Court procedures. The outcome of these mattepguisoted to take considerable time and is uncertfaam adverse plan is confirmed, it wo
have a material adverse impact on Raytech antbitkisolders.

Other matters in the Bankruptcy Court include:I(iApril 1996, the creditors' committee filed a moot for appointment of a trustee based
upon alleged breaches of the Company's fiducialigatons to its creditors. The Company will regls¢ motion when heard; however, the
motion has been continued without a further headiig set. (2) In September 1996, Raytech filedtam to dismiss its bankruptcy petition
for the reason that Raymark appears to again bebéapf providing indemnity to claims pending ahdttmay be filed against Raytech. The
said motion to dismiss has been continued by thetQ@athout a further hearing date set. (3) Thecpss for confirmation of a reorganization
plan was begun in November 1996 with argumentsgogiasented for a bar date and claim forms. Thega®has been continued indefinitely
pending the completion of other matters beforeRapkruptcy Court. (4) In November 1996, Raytecediain adversary proceeding complaint
against the creditors' committee, et al., seekidgdaratory judgment of the Bankruptcy Court tRaytech's liability to present and future
creditors of Raymark under the theory of succekability is limited pursuant to bankruptcy law. [8mduling of the proceedings is presently
being considered by the Court. (5) In January 188 creditors' committee filed a motion for ledwdile an adverse proceeding complaint
against Raymark, et al. seeking to have the Raygactkruptcy Court assert control over Raymark asm@ssets on the grounds that the
reorganization of Raytech in 1986 and the corpdratesfers to Raymark in 1988 were fraudulent. iflaéion was continued without a furtt
hearing date set. (6) In March 1997, the credittmsimittee filed a motion for relief from the autatic stay to permit the commencement of
an adversary proceeding against Raytech to litigiéenative theories of liability bearing upon tdent to which Raytech may be liable to
Raymark's creditors. The motion is awaiting a datéearing.

In June 1989 Raytech filed a class action in thekBagptcy Court against all present and future asisedaimants seeking a declaratory
judgment that it not be held liable for the asbe-related liabilities of Raymark. It was the desifdRaytech to have this case heard in the
District Court, and since the authority of the Barntcy Court is referred from the U.S. District Coupon its motion and argument the U.S.
District Court withdrew its reference of the casehte Bankruptcy Court and thereby agreed to hedudacide the case. In September 1991,
the U.S. District Court issued a ruling dismissimg count of the class action citing as a rease



preclusive effect of the 1988 Oregon case, prelyadiscussed, under the doctrine of collateral gséb (conclusiveness of judgmentin a p
action), in which Raytech was ruled to be a suaressRaymark's asbestos liability under Oregon [&e remaining counts before the U.S.
District Court involve the transfer of Raymark'dastos-related liabilities to Raytech on the l¢gabries of alter-ego and fraudulent
conveyance. Upon a motion for reconsideration|tt& District Court affirmed its prior ruling in Beuary 1992. Also, in February 1992, the
U.S. District Court transferred the case in itdgrety to the U.S. District Court for the Easterrsiict of Pennsylvania. Such transfer was n
by the U.S. District Court without motion from apgrty in the interest of the administration of jastas stated by the U.S. District Court. In
December 1992, Raytech filed a motion to activiagedase and to obtain rulings on the remaining tsowhich was denied by the U.S.
District Court. In October 1993, the creditors' coittee asked the Court to certify the previous désal of the successor liability count. In
February 1994, the U.S. District Court grantedrtitgion to certify and the successor liability dissdl was accordingly appealed. In May
1995, the Third Circuit Court of Appeals ruled tRatytech is collaterally estopped (precluded) freiitigating the issue of its successor
liability as ruled in the 1988 Oregon case recibdve, affirming the U.S. District Court's rulinfdismissal. A petition for a writ of certiore
was denied by the U.S. Supreme Court in Octobeb.1BBe ruling leaves the Oregon case, as affirnyethé Ninth Circuit Court of Appeals,
as the prevailing decision holding Raytech to seecessor to Raymark's asbestos-related liabilities

Costs incurred by the Company for asbestos-relabilities are indemnified by Raymark under the8TIS&cquisition agreements. By
agreement, Raymark has reimbursed the Companyrtifigpauch indemnified costs by payment of the anms due in Raytech common st
of equivalent value. Under such agreement, Raytechived 177,570 shares in 1990, 163,303 sharE®9ih and 80,000 shares in 1993. The
Company's acceptance of its own stock was based aipmtent to control dilution of its outstandistgpck. In 1992, the indemnified costs
were reimbursed by offsetting certain paymentsRagmark from the Company under the 1987 acquisdgmeements. Costs incurred in
1994, 1995 and 1996 were applied as a reductitimeofiote obligations pursuant to the agreements.

In February 1994, a jury in the U.S. District Coflmnt the Southern District of Indiana returned adiet in favor of Raybestos Products
Company ("RPC"), a wholly-owned subsidiary of thengany, for $2.9 million plus costs and againsb&il W. Younger and Transgo, a
corporation. RPC had sued the defendants in 199@efamation of products and injurious falsehoaafscerning RPC's manufactured
products. In April 1994, the Court granted RPQigsts, attorneys' fees and interest in additic



the damages awarded by the jury. The defendartsfiir bankruptcy under Chapter 11 in 1992 andl#fendant's plan of reorganization v
confirmed in September 1994 by a California BankzyCourt. Under the plan of reorganization andeoed by the Court, the total amoun
the awarded damages had been placed in a seceredvexccount pending appeals. In April 1995, theeféh Circuit Court of Appeals
affirmed the verdict except for the award of prgjomnt interest. In June 1995, RPC received thededadamages, including post-judgment
interest, in the amount of $4.6 million, bringidetcase to a final conclusion.

In January 1997, Raytech was named through a sSabsid a third party complaint captioned MartiniBeinski, et al. vs. Farrell Lines, Inc.,
et al. vs. American Stevedoring, Ltd., et al. filadhe U.S. District Court for the Southern Distrdof New York for damages for asbestos-
related disease. The case has been removed toSh®Idtrict Court, Eastern District of Pennsyhaand remains pending. When required,
the Company will deny the allegations and will vigasly defend itself against the claims made. Discp procedures have not yet begun.

The adverse ruling in the Third Circuit Court of ggals, of which a petition for writ of certiorarew denied by the U.S. Supreme Court,
precluding Raytech from relitigating the issuetefduccessor liability leaves the U.S. District @syOregon) 1988 ruling as the prevailing
decision holding Raytech to be a successor to Reysnasbestos-related liabilities. This ruling abbhve a material adverse impact on
Raytech as it does not have the resources neededddraymark’s potentially substantial uninsurgldestos-related and environmental
liabilities. Determination of Raytech's actual llales are subject to the Bankruptcy Court's deldtions and rulings and the competing plans
of reorganization filed in the Bankruptcy Courteesfhced above.

The ultimate liability of the Company with respéctasbestos-related, environmental, or other claamnot presently be determined.
Accordingly, no provision for such liability hasdrerecorded in the financial statements. The aceowipg financial statements have been
prepared assuming that the Company will continug gsing concern. An unfavorable result on certaiall of the matters described above
would have a material adverse effect on the Conipangults of operations, financial position anshcfiows. These uncertainties raise
substantial doubt about the Company's ability tatiooie as a going concern. The financial statemgmisot include any adjustments relating
to the recoverability and classification of recatdsset amounts or adjustments relating to edtaidiat, settlement and classification of
liabilities that may be required in connection wigorganizing under the Bankruptcy Co



NOTE B - CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

In the opinion of management, the accompanying eoseld consolidated financial statements contaimdlistments necessary to fairly
present the financial position of Raytech as of &80, 1997 and December 29, 1996, the resultparations for the thirteen weeks ended
March 30, 1997 and statements of cash flows fottthieeen weeks ended March 30, 1997. Except fomthtters disclosed herein, all
adjustments are of a normal recurring nature. Tiential statements contained herein should beireagnjunction with the financial
statements and related notes filed on Form 10-Khewear-ended December 29, 1996.

The year-end condensed balance sheet data wasdlénivn audited financial statements but doesmatide all disclosures required by
generally accepted accounting principles.

NOTE C - INVENTORIES
Net, inventories consist of the following:

March 30, 1997 December 29, 1996
Raw material $9,670 $9,921
Work in process 8,793 8,033
Finished goods 10,676 10,755

$29,139 $28,709

NOTE D - RELATED PARTIES

During the first quarter of 1997, the Company pasdd yarn from Universal Friction Composites, atesl party, in the amount of $1,109 .
at March 30, 1997, the related payable amount€&2®5.

In March 1997, Allomatic Products Company ("APGi)najority-owned subsidiary, declared a cash dividef $2.81 per share payable in
equal quarterly installments to shareholders odmeon March 31, 1997. At the record date, Crai@Rith beneficially owned 41,904 shares,
or 40% of the outstanding shares.

Earnings attributable to minority shareholders 8bsatic Products Company have been presentedfmet@me tax as minority interest in
the Condensed Consolidated Statement of Opera



In September 1996, Craig R. Smith entered intorselbing agreement with Raymark for services reiggrdsbestos litigation. Fees in 1997
are to be paid to Raytech pursuant to the terniseoAgreemen



ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
Summary
Net income for the thirteen-week period ended

March 30, 1997 amounted to $4,282 or $1.22 pershsicompared with $3,691 or $1.09 per share éocohresponding period in 1996. The
overall improvement is the result of increasedssaldhe domestic market segments, partially otigdbwer margins due to competitive
pricing pressures. European sales decreased gsirdad to foreign currency fluctuation.

Net Sales

Net sales for the thirte-week period ended March 30, 1997 increased 1306$69,121 as compared with $52,037 for the samedene
year ago. The overall improvement for the thir-week period is primarily due to additional saléspproximately $4,657 related to the
Sterling Heights operations and additional volunitaiww the domestic automotive, agriculture and ¢aretion product market segments.
Excluding Sterling Heights, domestic sales incrddse$3,766 compared to last year. However, Eunopates decreased by $1,339 prime
due to foreign currency fluctuation.

Gross Margin

Gross profit margin as a percentage of sales fothiiteen-week period ended March 30, 1997 is®3#& compared to 26.5% for the same
period one year ago. The overall decrease is pityrdare to an increase in domestic manufacturihgtand material costs, equipment
maintenance, contractual price reductions to aedastomers and a lower gross margin on domesticudtyre and foreign automotive sales.

Selling, General and Administrative Expense

Selling, general and administrative expenses ise@# $7,141 as compared to $6,637 one yearre&kpenses are up due to the impact of
increased sales volume on related expenses, aaBein research and development, additional gedkpense to meet customer requirem
and the impact of the acquired Sterling Heightsafien of Advanced Friction Materials Company ("APM

Income Taxes

The effective tax rate for the thirteen weeks endedch 30, 1997 is 30.1%. Included in the tax ps@mn is an adjustment of prior years'
accruals for tax items which are no longer requi



Liquidity and Capital Resources

During the first quarter of fiscal 1997, the Compagenerated positive cash flow from operating dtidis in the amount of $4.5 million. The
positive cash flow is the result of the favorakdenéngs during the first quarter of fiscal 1997 p@al expenditures year-to-date for fiscal 1997
amounted to $3.1 million, which is consistent vitie Company's projected spending plan for 1997.

On January 31, 1997, Raybestos Products Companpleted the purchase of AFM Management Company XIdd illion from Advanced
Friction Materials Company.

On January 6, 1997, Raybestos Products CompanyC()Ri@mpleted the purchase of land and buildinghfiddvanced Friction Materials
Company for $6.6 million.

At March 30, 1997, the Company's wholly-owned Gerrsabsidiaries had available unused lines of ceedidunting to DM3,018 ($1,802)
which all expire on demand.

In March 1995, Raybestos Products Company ("RPOWholly-owned subsidiary of the Company, entergd a loan agreement with The
CIT Group/Credit Finance, Inc., which provides RIPC to borrow up to $15 million, consisting of aokving line of credit of $10 million
and a term loan of $5 million at an interest réft&.@5% above the prime rate. The loans are codlited by accounts receivable, inventory
and machinery and equipment at RPC. The purpoedban is for working capital, capital expendésiracquisitions and possible settlen
of successor liability issues. The amount outstagpdinder this loan at March 30, 1997 was $7,258.

Management believes that the Company will genesatiicient cash flow from operations during thedrale of 1997 to meet all of the
Company's obligations arising in the ordinary ceurtoperations



PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The formation of Raytech and the implementatiothefrestructuring plan more fully described in It&érabove was for the purpose of
providing a means to acquire and operate businé@ssesorporate structure that would not be sulifeeiny asbesto®lated or other liabilitie
of Raymark.

Prior to the formation of Raytech, Raymark wastfitged in an asbestos-related claim in 1971 andihas been named as a defendant in
more than 88,000 lawsuits in which substantial dgsadave been sought for injury or death from exyo® airborne asbestos fibers. More
than 35,000 of such lawsuits were disposed of Hlesgents, dismissals, summary judgments anduealicts at a cost in excess of $333
million principally covered by Raymark's insuran8eibsequent to the sale of Raymark in 1988, lagsointinued to be filed against
Raymark at the rate of approximately 1,000 per mmamitil an involuntary petition in bankruptcy waled against Raymark in February 1989
which stayed all its litigation. In August 1996etmvoluntary petition filed against Raymark wasndissed following a trial and the stay was
lifted.

Despite the restructuring plan implementation arntzsequent divestiture of Raymark, Raytech was naresddefendant with Raymark and
other named defendants in approximately 3,300 &sbeslated lawsuits as a successor in liabilitR&ymark. Until February 1989, the
defense of all such lawsuits was provided to RdytscRaymark in accordance with the indemnificatigneement included as a condition of
the purchase of the Wet Clutch and Brake Divisind @erman subsidiary from Raymark in 1987. Howesebsequent to the involuntary
bankruptcy proceedings against Raymark, a resteiétinding order was issued by an lllinois Circ@durt which required one of Raymark's
insurance carriers to pay claims but not defensés@nd another insurance carrier has been dedfe@ldent. These circumstances caused
Raymark to be unable to fund the costs of defem$altech under its indemnification agreement. &tyimanagement was informed that
Raymark's cost of defense and disposition of capés the automatic stay of litigation under thealuntary bankruptcy proceedings was
approximately $333 million of Raymark's total insnce coverage of approximately $395 million. It bE® been informed that as a result of
the dismissal of the involuntary petition, Raymhds encountered pending and newly filed asbestatedslawsuits but has received $27
million from a state guarantee association to magkéhe insurance policies of the insolvent camied $32 million in other policies to defend
against such litigatior



In October 1988, in a case captioned Raymond Am®tty. ACands, Inc., et al., the U.S. District Cofor the District of Oregon ruled,
under Oregon equity law, Raytech to be a succesd®aymark's asbestos-related liability. In thisecthe liability was negotiated to
settlement for a negligible amount. The successoistbn was appealed and in October 1992, the Niirttuit Court of Appeals affirmed the
District Court's judgment on the grounds statetheDistrict Court's opinion. The effect of thiscdgon extends beyond the Oregon District
due to a Third Circuit Court of Appeals decisiorairelated case cited below wherein Raytech waateadlly estopped (precluded) from
relitigating the issue of its successor liability Raymark's asbestos-related liabilities.

As the result of the inability of Raymark to fun@yRech's cost of defense recited above, and irr ¢odebtain a ruling binding across all
jurisdictions on whether Raytech is liable as aceasor for asbest-related and other claims including claims yetédiled relating to the
operations of Raymark or Raymark's predecessorsjaroh 10, 1989 Raytech filed a petition seekidgef@einder Chapter 11 of Title 11,
United States Code in the United States Bankru@tmyrt, District of Connecticut. Under Chapter luhstantially all litigation against
Raytech has been stayed while the debtor corparatid its non-filing operating subsidiaries congiia operate their businesses in the
ordinary course under the same management anduvidisruption to employees, customers or supplierthe Bankruptcy Court a creditors'
committee was appointed, comprised primarily ofeasts claimants' attorneys. In August 1995, ariaffcommittee of equity security
holders was appointed for a limited time relatiogitdetermination of equity security holders' iagtiin the estate.

Since the bankruptcy filing, several entities hagserted claims in Bankruptcy Court alleging envinental liabilities of Raymark based uj
similar theories of successor liability against fea as alleged by asbestos claimants. These céaenot covered by the class action
referenced below and will be resolved in the baptayicase. The environmental claims include a clafithhe Pennsylvania Department of
Environmental Resources ("DER") to perform cergtivities in connection with Raymark's Pennsyleamianufacturing facility, which
includes submission of an acceptable closure giaa fandfill containing hazardous waste produatated at the facility and removal of
accumulated baghouse dust from its operations.drcM1991, the Company entered a Consent Ordehwédguired Raymark to submit a
revised closure plan which provides for the manag@rand removal of hazardous waste, for investigatreatment and monitoring of any
contaminated groundwater and for the protectiohumfian health and environment at the site, allirgJab the closure of the Pennsylvania
landfill and to pay a nominal civil penalty. Theiesated cost for Raymark to comply with the ordefi.2



million. The DER has reserved its right to reinggtan action against the Company and the othéepdo the DER order in the event
Raymark fails to comply with its obligations undiee Consent Order. Another environmental claim filad against the Company by the L
Environmental Protection Agency for civil penalt@sarged Raymark in the amount of $12 million agsbut of alleged Resource
Conservation and Recovery Act violations at Raynsagratford, Connecticut, manufacturing facility.

It is possible that additional claims for reimburgnt of environmental cleanup costs related to Rakfacilities may be asserted against
Raytech, as successor in liability to Raymark.dnuhry 1997, the U.S. Environmental Protection AgghEPA") and the State of
Connecticut filed suit against Raymark claiming $2illion in damages for cleanup of the Stratfd@dnnecticut, site. The EPA has also
filed a bankruptcy claim against Raytech as a ssmeio Raymark for cleanup of the Stratford sité ather Raymark sites. Determination of
Raytech's liability for such claims, if any, is gedt to Bankruptcy Court deliberations and procegsli

In April 1996, the Indiana Department of EnvironrteéiManagement ("IDEM") advised Raybestos ProdGampany ("RPC"), a wholly-
owned subsidiary of the Company, that it may haw#ributed to the release of lead and PCB's (pddyttated biphenyls) found in small
waterways near its Indiana facility. In June, IDE&Imed RPC as a potentially responsible party ("PREPC notified its insurers of the
IDEM action and one insurer responded by filingpaplaint in January 1997 in the U.S. District Co&wuthern District of Indiana,
captioned Reliance Insurance Company vs. RPC sgekileclaratory judgment that any liability of RB@xcluded from its policy with RP
RPC continues to assess the extent of the contéiorirend its involvement and is currently negotigtivith IDEM for an agreed order of
cleanup. The Company intends to offset its invesitign and cleanup costs against its notes payaltaymark when such costs become
known pursuant to the indemnification clause inwke clutch and brake acquisition agreement sinappears that any contamination would
have occurred during Raymark's ownership of théalmalfacility. Blood tests administered to residdantthe vicinity of the small waterways
revealed no exposure.

As a result of an inspection, the Company has beéfied that the operations purchased from AFManuary 1996 in Sterling Heights,
Michigan, are in violation of a consent order igbbg the Michigan Department of Environmental QyaliDEQ"). The consent order
included a compliance program providing for meastioebe taken to bring certain operations into d@npe and recordkeeping on operati
in compliance. Potential fines for the violatiomitd be as high as $4.6 million; however, the Comypa in negotiations with the DEQ and
believes it will resolve



the matter for substantially less. The Companyasking diligently to get its operations in complcn

Under bankruptcy rules, the debtorgnssession has an exclusive period in which tafileorganization plan. Such exclusive period et
extended by the Bankruptcy Court pending the caiafuof the successor liability litigation. Howeyar December 1992, the creditors'
committee filed a motion to terminate the exclugregiod to file a plan of reorganization. At a hiegrin May 1993, the motion was denied
the Bankruptcy Court but was appealed by the aveslicommittee. In November 1993, the U.S. Distiourt reversed the Bankruptcy Court
and terminated the exclusive period to file a mareorganization effective in January 1994. Acaogty, any party in interest, including the
debtor, the creditors' committee or a creditor ddbkreafter file a plan of reorganization.

In May 1994, Raytech filed a Plan of Reorganizafiiebtor's Plan™) in the U.S. Bankruptcy Court fioe purpose of seeking confirmation
allowing Raytech to emerge from the bankruptcydfidarch 10, 1989. Important conditions precedemotafirmation of the Debtor's Plan
include a final judgment in the litigation to deténe whether Raytech is a successor to the ligsliif Raymark and a resolution of the
environmental claims or other claims filed or tofted by governmental agencies. The Debtor's Plawides that in the event Raytech is
found to be a successor, it is to establish a ssocdrust funded by an amount determined to béifference between what Raytech should
have paid for the businesses purchased from Rayl@sskhe amount actually paid and less amouris fmaid for environmental and other
claims. This remedy would satisfy its obligatiolssaasuccessor in full and render all claimants pained, thereby eliminating the need for
balloting and all equity shareholders would rethigir interests in full. Raytech believes the Dekt®lan to be confirmable. In September
1994, the Creditors' Committee filed its own Pl&fReorganization in competition to the Debtor'srR{eCreditors' Plan"). The Creditors' Pl
calls for the elimination of Raytech Corporatiordats stockholders to be replaced with a new Réytad of the stock of new Raytech wot
then be distributed to unsecured claimants, enmigrtal claimants and both past and future asbd&ease claimants on a formulated basis
set forth in the Plan. Current stockholders of Relgtwould receive nothing under the Plan. Rayt&tiewes the Creditors' Plan is
unconfirmable and will vigorously contest attemfatdiave it confirmed while it continues to try tetghe Debtor's Plan confirmed. Upon
motion of the parties and support of the Bankrug@oyrt, the major interested parties agreed in Au@95 to participate in non- binding
mediation to attempt to effectuate a consensual @l@eorganization. The mediation process commeic®©ctober 1995 and was concluded
in March 1996 without agreement for a consen



plan of reorganization. The competing plans of Relytand its creditors will now return to Bankrup@gurt procedures. The outcome of
these matters is expected to take considerableaimdas uncertain. If an adverse plan is confirniiedpuld have a material adverse impac
Raytech and its stockholders.

Other matters in the Bankruptcy Court include:I(iApril 1996, the creditors' committee filed a moot for appointment of a trustee based
upon alleged breaches of the Company's fiducialigatons to its creditors. The Company will regls¢ motion when heard; however, the
motion has been continued without a further headiig set. (2) In September, Raytech filed a mdtiatfismiss its bankruptcy petition for -
reason that Raymark appears to again be capaplewitiing indemnity to claims pending and that nhayfiled against Raytech. The said
motion to dismiss has been continued by the Coithtowt a further hearing date set. (3) The proéessonfirmation of a reorganization plan
was begun in November 1996 with arguments beinggmted for a bar date and claim forms. The prasas$een continued indefinitely
pending the completion of other matters beforeRapkruptcy Court. (4) In November 1996, Raytecediain adversary proceeding complaint
against the creditors' committee, et al., seekidgdaratory judgment of the Bankruptcy Court tRaytech's liability to present and future
creditors of Raymark under the theory of succekability is limited pursuant to bankruptcy law. [8mduling of the proceedings is presently
being considered by the Court. (5) In January 188 creditors' committee filed a motion for ledwdile an adverse proceeding complaint
against Raymark, et al. seeking to have the Raygectkruptcy Court assert control over Raymark asm@dssets on the grounds that the
reorganization of Raytech in 1986 and the corpdratesfers to Raymark in 1988 were fraudulent. iflaéion was continued without a furtt
hearing date set. (6) In March 1997, the credittmsimittee filed a motion for relief from the autatic stay to permit the commencement of
an adversary proceeding against Raytech to litigiéenative theories of liability bearing upon tdent to which Raytech may be liable to
Raymark's creditors. The motion is awaiting a datéearing.

In June 1989 Raytech filed a class action in thekBaptcy Court captioned Raytech v. Earl Whitealekgainst all present and future asbe
claimants seeking a declaratory judgment thattitaecheld liable for the asbestadated liabilities of Raymark. It was the desifdRaytech tc
have this case heard in the U.S. District Courd, since the authority of the Bankruptcy Court ieneed from the U.S. District Court, upon
motion and argument the U.S. District Court wittvdiies reference of the case to the Bankruptcy Cand thereby agreed to hear and decide
the case. In September 1991, the U.S. District Osswed a ruling dismissing one count of the cédi®on citing as a reason the preclusive
effect of the 1988 Schmoll case recited above u



the doctrine of collateral estoppel (conclusiverefgadgment in a prior action), in which Raytechswuled to be a successor to Raymark's
asbestos liability under Oregon law. The remairiagnts before the U.S. District Court involve trensfer of Raymark's asbestos-related
liabilities to Raytech on the legal theories otelego and fraudulent conveyance. Upon a motiongfoonsideration, the U.S. District Court
affirmed its prior ruling in February 1992. Also, February 1992, the U.S. District Court transfeitiiee case in its entirety to the U.S. District
Court for the Eastern District of Pennsylvania. IStransfer was made by the U.S. District Court withmotion from any party in the interest
of the administration of justice as stated by th8.WDistrict Court. In December 1992, Raytech fidehotion to activate the case and to obtain
rulings on the remaining counts, which was denigthle U.S. District Court. In October 1993, thediters' committee asked the Court to
certify the previous dismissal of the successdnilligt count. In February 1994, the U.S. Distriab@t granted the motion to certify, and the
successor liability dismissal was accordingly apgebdn May 1995, the Third Circuit Court of Appealled that Raytech is collaterally
estopped (precluded) from relitigating the issués$uccessor liability as ruled in the 1988 Oregase recited above, affirming the U.S.
District Court's ruling of dismissal. A petitionrfa writ of certiorari was denied by the U.S. SupeeCourt in October 1995. The ruling leaves
the Oregon case, as affirmed by the Ninth Circoiti€ of Appeals, as the prevailing decision holdReytech to be a successor to Raymark's
asbestos-related liabilities.

Costs incurred by the Company for asbestos relatkiities are indemnified by Raymark under th88Z&cquisition agreements. By
agreement, Raymark has reimbursed the Companyrtifigpauch indemnified costs by payment of the anms due in Raytech common st
of equivalent value. Under such agreement, Raytechived 926,821 shares in 1989, 177,570 shark39e, 163,303 in 1991 and 80,000
shares in 1993. The Company's acceptance of itsstwek was based upon an intent to control dilutibits outstanding stock. In 1992, the
indemnified costs were reimbursed by offsettingaiarpayments due Raymark from the Company undel @87 acquisition agreements.
Costs incurred in 1994, 1995 and 1996 were applea reduction of the note obligations pursuattiécagreements.

In February 1994, a jury in a case in the U.S.rizis€Court for the Southern District of Indiana taped Raybestos Products Company vs.
Gilbert W. Younger, et al. returned a verdict indaof Raybestos Products Company ("RPC"), a whollyned subsidiary of the Company,
for $2.9 million plus costs and against Gilbert Yéunger and Transgo, a corporation. RPC had sweddfendants in 1990 for defamation of
products and injurious falsehoods concerning RRf@aisufactured products. In April 1994, the Courtnged RPC its costs, attorneys' fees and
interest in addition to the damages awarded byuttye The defendants filed fc



bankruptcy under Chapter 11 in 1992 and the defatsdplan of reorganization was confirmed in Seffiten1994 by a California Bankruptcy
Court. Under the plan of reorganization and ordéxethe Court, the total amount of the awarded dpadad been placed in a secured
escrow account pending appeals. In April 1995 S&eenth Circuit Court of Appeals affirmed the vetdixcept for the award of prejudgment
interest. In June 1995, RPC received the awardethdas, including pogtirdgment interest, in the amount of $4.6 millioringing the case -

a final conclusion.

In January 1997, Raytech was named through a sabsid a third party complaint captioned MartiniBeinski, et al. vs. Farrell Lines, Inc.,
et al. vs. American Stevedoring, Ltd., et al. filadhe U.S. District Court for the Southern Distrdof New York for damages for asbestos-
related disease. The case has been removed toSh®ldtrict Court, Eastern District of PennsyhaniVhen required the Company will deny
the allegations and will vigorously defend itsedfainst the claims made. Discovery procedures hatgat begun.

The adverse ruling in the Third Circuit Court of ggals of which a petition for writ of certiorari waenied by the U.S. Supreme Court,
precluding Raytech from relitigating the issuetefduccessor liability leaves the U.S. District @syOregon) 1988 ruling as the prevailing
decision holding Raytech to be a successor to Reysnasbestos-related liabilities. This ruling abbhve a material adverse impact on
Raytech as it does not have the resources neededddraymark’s potentially substantial uninsureldestos-related and environmental
liabilities. Determination of Raytech's actual lldles are subject to the Bankruptcy Court's deldtions and rulings and the competing plans
of reorganization filed in the Bankruptcy Courteefnced above.

The ultimate liability of the Company with respéctasbestos-related, environmental, or other claamnot presently be determined.
Accordingly, no provision for such liability hasdrerecorded in the financial statements. The aceoyipg financial statements have been
prepared assuming that the Company will continug @sing concern. An unfavorable result on certaiall of the matters described above
would have a material adverse effect on the Conipasgults of operations, financial position anshcfiows. These uncertainties raise
substantial doubt about the Company's ability tatiooie as a going concern. The financial statem@misot include any adjustments relating
to the recoverability and classification of recatdsset amounts or adjustments relating to edtaidiat, settlement and classification of
liabilities that may be required in connection wigorganizing under the Bankruptcy Co
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(11) Statement re. Computation of Per Share Easning
ITEM 6(b). REPORTS ON 8-K
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FORM 10-Q

RAYTECH CORPORATION AND SUBSIDIARIES

PART Il

EXHIBIT 11

SCHEDULE OF COMPUTATION OF NET INCOME PER SHARE
(dollars in thousands, except per share data)

Fo
Ma

Net income as reported $
Primary

Common shares outstanding at
beginning of year 3,2
Weighted average of stock options
exercised
Weighted average of treasury
stock acquired
Common equivalent shares
for assumed exercise of
employee stock options 2
Weighted average number of shares
used in calculation of primary
income per share 3,5

Primary income per common share

Fully Diluted

Common shares outstanding
at beginning of year 3,2
Weighted average of stock options
exercised
Weighted average of treasury
stock acquired
Common equivalent shares for
assumed exercise of employee
stock options 2
Weighted average number of shares
used in calculation of fully
diluted earnings per share 35

Fully diluted earnings per share

r the Thirteen Weeks Ended

rch 30,
1997

4,282

39,762

7,066

75,627

22,455

$1.22

39,762

7,066

88,726

35,554

$1.21

March 31
1996

$ 3,691

3,230,080

142,494

3,372,574

$1.09

3,230,080

158,111

3,388,191

$1.09



ARTICLE 5

RESTATED:

CIK: 0000797917

NAME: RAYTECH CORP
MULTIPLIER: 1,000
CURRENCY: U.S. DOLLARS
FISCAL YEAR END: DEC 28 1997
PERIOD START: DEC 30 1996
PERIOD END: MAR 30 1997
PERIOD TYPE: 3 MOS
EXCHANGE RATE: 1

CASH: 3,921

SECURITIES: 0
RECEIVABLES: 28,338
ALLOWANCES: 672
INVENTORY: 29,139
CURRENT ASSETS: 69,790
PP&E: 128,393
DEPRECIATION: 77,395
TOTAL ASSETS: 138,054
CURRENT LIABILITIES: 58,443
BONDS: 0

COMMON: 5,388
PREFERRED MANDATORY: 0
PREFERRED: 0

OTHER SE: 32,213

TOTAL LIABILITY AND EQUITY: 138,054
SALES: 59,121

TOTAL REVENUES: 59,121
CGS: 45,193

TOTAL COSTS: 45,193
OTHER EXPENSES: 0

LOSS PROVISION: 0
INTEREST EXPENSE: 787
INCOME PRETAX: 6,482
INCOME TAX: 1,954

INCOME CONTINUING: 4,282
DISCONTINUED: 0
EXTRAORDINARY: 0
CHANGES: 0

NET INCOME: 4,282

EPS PRIMARY: 1.22

EPS DILUTED: 1.21
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