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2

CAUTIONARY STATEMENT AND "SAFE HARBOR" OF THE
PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This Current Report on Form 8-K contains forward-looking statements
regarding: (i) strategic alternatives, including the expected timing and
tax-free nature of the spin-off of the common stock of Tenneco Packaging Inc. to

Tenneco Inc. shareowners ("Spin-off") and the packaging and automotive companies
after the Spin-off; (ii) a restructuring plan; (iii) the planned sale of the
remaining interest in the containerboard joint venture; (iv) capital resources;

(v) the Year 2000 issue (relating to potential equipment and computer failures
by or at the change in the century); (vi) the outlook of the automotive and
specialty packaging businesses; and (vii) possible supplemental restructuring
and action plans and charges. See "Strategic Alternatives Analysis,"
"Restructuring and Other Charges," "Liquidity and Capital

Resources -- Capitalization," and "Year 2000" under "Management's Discussion and
Analysis of Financial Condition and Results of Operations" in each of Sections
A, B and C; and see Section D -- "Third Quarter 1999 Outlook." These
forward-looking statements are based on the current expectations of Tenneco Inc.
and its consolidated subsidiaries ("Tenneco"). Because forward-looking
statements involve risks and uncertainties, plans, actions, and actual results
could differ materially. Among the factors that could cause plans, actions, and
results to differ materially from current expectations are: (i) the general
economic, political, and competitive conditions in markets and countries where
Tenneco operates, including currency fluctuations and other risks associated
with operating in foreign countries and changes in distribution channels; (ii)
governmental actions, including the ability to receive regulatory approvals and
the timing of such approvals; (iii) changes in capital availability or costs;
(iv) results of analysis regarding plans and strategic alternatives; (v) changes
in consumer demand and prices, including decreases in demand for Tenneco
products and its customers' products and the resulting negative impact on
revenues and margins from such products; (vi) the cost of compliance with
changes in regulations, including environmental regulations; (vii) workforce
factors such as strikes or labor interruptions; (viii) material substitutions or
increases in the costs of raw materials; (ix) Tenneco's ability to integrate
operations of acquired businesses quickly and in a cost-effective manner; (x)
new technologies; (xi) the ability of Tenneco and those with whom it conducts
business to timely resolve the Year 2000 issue, unanticipated costs of, problems
with or delays in resolving the Year 2000 issue, and the costs and impacts if
the Year 2000 issue is not timely resolved; (xii) changes by the Financial
Accounting Standards Board or other accounting regulatory bodies of
authoritative generally accepted accounting principles or policies; and (xiii)
the timing and occurrence (or non-occurrence) of transactions and events which
may be subject to circumstances beyond Tenneco's control.
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ITEM 5. OTHER INFORMATION

In August 1999, Tenneco received a letter ruling from the Internal Revenue
Service that the spin-off of the common stock of Tenneco Packaging to Tenneco
shareowners (the "Spin-off") will be tax-free for U.S. federal income tax
purposes to Tenneco and its shareowners and as a result has restated its
financial statements to reflect its specialty packaging segment as a
discontinued operation. As a result, income from continuing operations reflects
the income of Tenneco's remaining segment, Tenneco Automotive. Since Tenneco
would not have proceeded with the Spin-off absent the receipt of a determination
that the Spin-off would be tax-free, the establishment of a measurement date for
discontinued operations did not occur until that determination was received. The
following sections A, B and C present Tenneco's Selected Financial Data,
Management's Discussion and Analysis of Financial Condition and Results of
Operations, and Financial Statements and Supplementary Data, which were
included, as applicable, in Tenneco's Annual Report on Form 10-K for the year
ended December 31, 1998 (subsequently restated in the Current Report on Form 8-K
dated July 14, 1999), and Management's Discussion and Analysis of Financial
Condition and Results of Operations and the Financial Statements which were
included in Tenneco's Quarterly Report on Form 10-Q for the three months ended
March 31, 1999 (subsequently restated in the Current Report on Form 8-K dated
July 14, 1999), and Tenneco's Quarterly Report on Form 10-Q for the three months
and six months ended June 30, 1999, as restated for the discontinued operations
of its specialty packaging segment. Section D presents certain information
regarding Tenneco's expectations for its continuing automotive and discontinued
specialty packaging business for the third quarter 1999.

1

SECTION A.

This section presents Tenneco's restated Financial Statements and
Management's Discussion and Analysis of Financial Condition and Results of
Operations previously included in Tenneco's Quarterly Report on Form 10-Q for
the three months ended March 31, 1999 (subsequently restated in the Current
Report on Form 8-K dated July 14, 1999).

TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

STATEMENTS OF INCOME (LOSS)
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(UNAUDITED)

<TABLE>
<CAPTION>
THREE MONTHS ENDED
MARCH 31,
1999 1998
(MILLIONS EXCEPT SHARE
AND PER SHARE AMOUNTS)
<S> <C> <C>
REVENUES
Net sales and operating revVeNUES. .......eeuweeneeennennnn. S 789 $ 800

Other income --
Gain (loss) on sale of businesses and assets,

9L (1) (6)
Other INCoOmMEe, Net ...ttt intee et eeneeeeennnnens 3 12
791 806

COSTS AND EXPENSES

Cost of sales (exclusive of depreciation shown below) ... 585 574
Engineering, research, and development.................. 11 11
Selling, general, and administrative.................... 105 103
Depreciation and amortization........... ... ... 35 35

736 723

INCOME BEFORE INTEREST EXPENSE, INCOME TAXES, AND MINORITY

I 2 55 83
Interest expense (net of interest capitalized).......... 19 13
TNCOME £AX EXPENSEa i v vt vttt et ea e ateateaeeaeeaeeaeeaenas 14 19
Minority dinterest...... ..t i i e 6 8

INCOME FROM CONTINUING OPERATIONS. ..ttt ttiinneeeennnnnens 16 43
Income (loss) from discontinued operations, net of income

BB e e it it it it et e et e ettt et e e e (166) 32
Income (loss) before extraordinary losSs..........ccvuiiiuennnn (150) 75
Extraordinary loss, net of income taxX...........ccieiieenin... (7) -

Income (loss) before cumulative effect of change in

accounting principle. .. ..ttt e e e e (157) 75
Cumulative effect of change in accounting principle, net of

IS oLl o) 1LY =5 (134) -—
NET INCOME (LOSS) ¢ttt vttt tte ittt teeeietene e ennenneennenns $ (291) $ 75

EARNINGS (LOSS) PER SHARE
Average shares of common stock outstanding --

2= o P 166,743,506 169,542,371
5 T R o Y 167,180,597 170,065,712
Basic earnings (loss) per share of common stock --

Continuing OPEerationNS. ... ettt ettt ittt eee i eaeennnnn S .10 $ .25
Discontinued operations...... ...ttt iieinnennnn. (1.00) .19
ExXtraordinary 1OSS ..ttt ittt ittt et eeneenneennn (.04) -
Cumulative effect of change in accounting principle..... (.80) --

$ (1.74) 44

Diluted earnings (loss) per share of common stock --

Continuing OpPerationsS. ...ttt e iinetee i ennennnnn S .10 S .25

Discontinued operations. ... ...ttt inenennn (1.00) .19

EXLraordinary 1OSS ..ot i it ittt te et et eeeeeeeanenenns (.04) -

Cumulative effect of change in accounting principle..... (.80) -

$ (1.74) s 44

Cash dividends per share of common stock.................... S .30 $ .30
</TABLE>

The accompanying notes to financial statements are an integral part of these
statements of income (loss).

TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

STATEMENTS OF CASH FLOWS
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(UNAUDITED)

<TABLE>
<CAPTION>
THREE MONTHS
ENDED
MARCH 31,
1999 1998
(MILLIONS)
<S> <C> <C>
OPERATING ACTIVITIES
Income from continuing OpPerationNS.........eeueeuneennennnnnn S 16 $ 43
Adjustments to reconcile income from continuing operations
to cash provided (used) by operating activities --
Depreciation and amortization............ciiiiiiiiin. 35 35
Deferred income taxesS......uoiiiiiiiin i nenens 9 30
(Gain) loss on sale of businesses and assets, net...... 1 6
Changes in components of working capital --
(Increase) decrease in receivables................ (86) (143)
(Increase) decrease in inventories................ (30) (9)
(Increase) decrease in prepayments and other
current assetsS. ...ttt i e e - (6)
Increase (decrease) in payables............cvuvn.. 49 7
Increase (decrease) in taxes accrued.............. (19) (37)
Increase (decrease) in interest accrued........... 31 30
Increase (decrease) in other current
B I o 0 5 T e 1= = N (33) (24
L o L (25) (21
Cash provided (used) by continuing operations............... (52) (89
Cash provided (used) by discontinued operations............. 1 55
Net cash provided (used) by operating activities............ (51) (34)
INVESTING ACTIVITIES
Net proceeds related to the sale of discontinued
03 ST o= i e o 3 -
Net proceeds from sale of assets.......iiiiiiiiiiiiiiinnn. 5 1
Expenditures for plant, property, and equipment............. (33) (40)
Acquisition of businesses......c.iiiiiiiiii ittt (3) -
Expenditures for plant, property, and equipment and business
acquisitions -- discontinued operations................... (53) (62)
Investments and other...... ...ttt iiiiiiiinnnnns 4 (2)
Net cash provided (used) by investing activities............ (77) (103)
FINANCING ACTIVITIES
Issuance of common and treasury shares................o..... 12 13
Purchase of common sStOCK......iuiiiii it nenennn (4) (11)
Issuance of long-term debt....... ... - 3
Retirement of long-term debt.......... i iiiiiiiiiinnnnnnn. (29) (3)
Net increase (decrease) in short-term debt excluding current
maturities on long-term debt........ .ttt 204 177
Dividends (COMMON) ¢t vt it ittt ittt ittt it ittt i it in e enennn (51) (51)
Net cash provided (used) by financing activities............ 132 128
Effect of foreign exchange rate changes on cash and
temporary cash investments..........iiiiiiiiiiiiiiinnnnn. (2) -
Increase (decrease) in cash and temporary cash
B 0TS = ol =Y o = 2 (9)
Cash and temporary cash investments, January l.............. 29 29
Cash and temporary cash investments, March 31 (Note)........ S 31
Cash paid during the period for interest.................... S 37
Cash paid during the period for income taxes (net of
TEEUNAS) « v ittt e e e e e e et $ 17 S 17

</TABLE>

Note: Cash and temporary cash investments include highly liquid investments with

a maturity of three months or less at the date of purchase.

The accompanying notes to financial statements are an integral part of these

statements of cash flows.
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

BALANCE SHEETS

(UNAUDITED)
<TABLE>
<CAPTION>
MARCH 31, DECEMBER 31, MARCH 31,
1999 1998 1998
(MILLIONS)
<S> <C> <C> <C>
ASSETS
Current assets:
Cash and temporary cash investments..................... S 31 S 29 $ 20
Receivables --
Customer notes and accounts, net................... 539 430 498
INCOME LaXES . ittt ittt ittt ittt ettt ennennennnn 1 3 34
[ 50 2 10 10 5
Inventories --
Finished goods. ...ttt ittt ittt ittt 241 221 201
WOXK 1N PrOCESS. i ittt ittt ettt ettt eeeeeneenens 78 79 73
Raw materials......uuiiiin it iieieinnenenennn 68 73 67
Materials and suppliesS.....iuiiiiiii ittt 38 41 42
Deferred income taxXesS.......iiiiiin i enenennn 28 39 28
Prepayments and other....... ..ottt 79 139 190
1,113 1,064 1,158
Other assets:
Long-term notes receivable, net......... . ... 25 23 24
Goodwill and intangibles, net.......... .. .. . i i 483 499 511
Deferred income taXeS.....iuiii it ittt ininennininenenennn 46 39 53
Pension assets. ...ttt i e e e 103 101 95
L o0 o 91 201 153
748 863 836
Plant, property, and equipment, at cost..................... 1,892 1,944 1,791
Less -- Reserves for depreciation and amortization...... 846 851 756
1,046 1,093 1,035
Net assets of discontinued operations............oviiiienon. 1,428 1,739 1,768
$4,335 $4,759 $4,797
LIABILITIES AND SHAREOWNERS' EQUITY
Current liabilities:
Short-term debt (including current maturities on
long-term debt) v v ittt ittt e e e e e e $ 368 $ 304 $ 131
Trade payables. ..ttt ittt ittt ittt 344 337 327
TAXES ACCIUEA. ¢ v vt ittt ittt it ettt ettt ennennean 8 31 33
Accrued liabilities......o.iiiiiii i, 197 161 169
L0 T 32 76 103
949 909 763
Long-term debt ...t i i it e e e 677 671 727
Deferred InCOme taXES. ...ttt in ittt iieieneeeeenenennn 32 98 201
Postretirement benefits...... ... 140 139 114
Deferred credits and other liabilities.............ovvinn.. 34 31 56
Commitments and contingencies
Minority dnterest. ...t e e e, 407 407 408
Shareowners' equity:
ComMON SEOCK. vttt ittt it ittt et e e 2 2 2
Premium on common stock and other capital surplus....... 2,713 2,710 2,690
Accumulated other comprehensive income (loss)........... (168) (91) (145)
Retained earnings (accumulated deficit)................. (200) 142 113
2,347 2,763 2,660
Less -- Shares held as treasury stock, at cost.......... 251 259 132
2,096 2,504 2,528
$4,335 $4,759 $4,797
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</TABLE>

The accompanying notes to financial statements are an integral part of these
balance sheets.

5
9
TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
STATEMENTS OF CHANGES IN SHAREOWNERS' EQUITY
(UNAUDITED)
<TABLE>
<CAPTION>
THREE MONTHS ENDED MARCH 31,
1999 1998
SHARES AMOUNT SHARES AMOUNT
(MILLIONS EXCEPT SHARE AMOUNTS)

<S> <C> <C> <C> <C>

COMMON STOCK

Balance JanUary L. e oo nee e eneeeneeeeeeeeneeenns 173,670,197 $ 2 172,569,889 S 2
Issued pursuant to benefit plans.............. 135,983 e 280,146 —

Balance March 3l.. ...ttt iininnennns 173,806,180 2 172,850,035 2

PREMIUM ON COMMON STOCK AND OTHER CAPITAL SURPLUS

Balance January L. ...t tnt i e enneeneeneennnn 2,710 2,679
Premium on common stock issued pursuant to

benefit plans. ... ..ttt 3 11

Balance March 31l ... ..ttt ittt it 2,713 2,690

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Balance January L. ... i it ininneinnenneenean (91) (122)
Other comprehensive income (loss)............. (77) (23)

Balance March 31l ... ..ttt ittt ettt (168) (145)

RETAINED EARNINGS (ACCUMULATED DEFICIT)

Balance January L. .....eeui it i i innenneannnn 142 89
Net income (lOSS) .t iiiininennenenennn (291) 75
Dividends on common sStock..........iveiuiiinnn.. (51) (51)

Balance March 3l.. ...ttt (200) 113

LESS -- COMMON STOCK HELD AS TREASURY STOCK, AT

COST

Balance January L. ... eie it ineeineeeneeneennas 6,757,678 259 2,928,189 120
Shares acquired...... .ot innenn. 1,060 - 341,500 14
Shares issued pursuant to benefit and dividend

reinvestment plansS........cieiiiiiiinennnnn (213,860) (8) (60,688) (2)

Balance MarCh Bl. ...t tinee et teeeeneeteenannaas 6,544,878 251 3,209,001 132
TOtal e ettt e e e e e e e e $2,096 $2,528

</TABLE>

The accompanying notes to financial statements are an integral part of these
statements of changes in shareowners' equity.
6
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(UNAUDITED)
<TABLE>
<CAPTION>
THREE MONTHS ENDED MARCH 31,
1999 1998
ACCUMULATED ACCUMULATED
OTHER OTHER
COMPREHENSIVE COMPREHENSIVE COMPREHENSIVE COMPREHENSIVE
INCOME INCOME INCOME INCOME
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<S> <C> <C> <C> <C>
NET INCOME (LOSS) ¢t vvevmmeenmnennnnennns $(291) $ 75

ACCUMULATED OTHER COMPREHENSIVE INCOME

(LOSS)
CUMULATIVE TRANSLATION ADJUSTMENT
Balance JanuUary L...e.eeeeeeeeneennennn $ (82) $(122)
Translation of foreign currency
statements. ... it (77) (77) (23) (23)
Balance March 31.......0iiiiiinnenn. (159) (145)

ADDITIONAL MINIMUM PENSION LIABILITY
ADJUSTMENT
Balance January l........iuiiiiiinnnnnnn (9) -
Additional minimum pension liability
adjustment........ i - - - -

Balance March 31.....cuuiiiniinnnnnn.. (9) -

Balance March 31......iteieiieenennnnnnn $(168) $(145)

Other comprehensive income (loss)........ (77) (23)
COMPREHENSIVE INCOME (LOSS) ...iuvveneennnn $(368) $ 52
</TABLE>

The accompanying notes to financial statements are an integral part
of these statements of comprehensive income (loss).
7
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS
(UNAUDITED)

(1) In the opinion of Tenneco Inc. (the "Company"), the accompanying
unaudited consolidated financial statements of Tenneco Inc. and its consolidated
subsidiaries ("Tenneco") contain all adjustments (consisting of normal recurring
adjustments) necessary to present fairly the financial position, results of
operations, cash flows, changes in shareowners' equity, and comprehensive income
for the periods indicated. The unaudited interim consolidated financial
statements have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission. Accordingly, they do not include all of the
information and footnotes required by generally accepted accounting principles.
The consolidated financial statements of Tenneco include all majority-owned
subsidiaries of the Company. Investments in 20% to 50% owned companies where the
Company has the ability to exert significant influence over operating and
financial policies are carried at cost plus equity in undistributed earnings and
cumulative translation adjustments since date of acquisition. Tenneco has no
investments in 20% to 50% owned companies where it does not carry the investment
at cost plus equity in undistributed earnings.

Prior year's financial statements have been reclassified where appropriate
to conform to 1999 presentations.

(2) In July 1998, Tenneco's Board of Directors authorized management to
develop a broad range of strategic alternatives which could result in the
separation of the automotive, paperboard packaging, and specialty packaging
businesses. As part of that strategic alternatives analysis, Tenneco has taken
the following actions:

- In January 1999, Tenneco reached an agreement to contribute the
containerboard assets of its paperboard packaging segment to a new joint
venture with an affiliate of Madison Dearborn Partners, Inc. The
contribution of the containerboard assets to the joint venture was
completed in April 1999. Tenneco received consideration of cash and debt
assumption totaling approximately $2 billion and a 45 percent common
equity interest in the joint venture (now 43 percent due to subsequent
management equity issuances) valued at approximately $200 million.

- In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operations, to
Caraustar Industries. This transaction closed in June 1999.

- Also in April 1999, Tenneco announced that its Board of Directors had
approved the separation of its automotive and specialty packaging
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businesses into two separate, independent companies.

- In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture.
Tenneco expects the sale to be completed before the spin-off of the new
packaging company discussed below.

The separation of the automotive and packaging businesses will be
accomplished by the spin-off of the common stock of Tenneco Packaging Inc.
("Packaging") to Tenneco shareowners (the "Spin-off"). At the time of the
Spin-off, Packaging will include Tenneco's specialty packaging business,
Tenneco's administrative services operations and the remaining interest in the
containerboard joint venture if the sale has not been completed. Tenneco and
Packaging are, however, currently analyzing the alternatives with respect to the
administrative services operations.

Before the Spin-off, Tenneco will realign substantially all of its existing
debt through some combination of tender offers, exchange offers, prepayments,
and other refinancings. This debt realignment will be financed by internally
generated cash, borrowings by Tenneco under a new credit facility, the issuance
by Tenneco of subordinated debt, and borrowings by Packaging under new credit
facilities.

Also before the Spin-off, Tenneco will restructure its existing businesses,
assets, and liabilities through a series of corporate restructuring
transactions. As Tenneco is currently organized, ownership of its subsidiaries
is based on geographic location and tax considerations rather than on the
businesses in which the subsidiaries

12
TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

are involved. Therefore, Tenneco will need to restructure its existing
businesses so that the assets, liabilities, and operations of its packaging
business and administrative services operations will be owned by Packaging, and
the assets, liabilities, and operations of its automotive businesses will be
owned by Tenneco.

The Spin-off is subject to conditions, including formal declaration of the
Spin-off by the Tenneco Board of Directors, Tenneco's receipt, and the continued
effectiveness of a determination that the Spin-off will be tax-free for U.S.
federal income tax purposes, and the successful completion of the debt
realignment and corporate restructuring transactions. In August 1999, Tenneco
received a letter ruling from the Internal Revenue Service that the Spin-off
will be tax-free for U.S. federal income tax purposes to Tenneco and its
shareowners.

(3) In connection with the containerboard transaction, in April 1999,
Tenneco received consideration of cash and debt assumption totaling
approximately $2 billion and a 45 percent interest in the joint venture (now 43
percent due to subsequent management equity issuances) valued at approximately
$200 million. The containerboard assets contributed to the joint venture
represented substantially all of the assets of the paperboard packaging segment
and included four mills, 67 corrugated products plants, and an ownership or
controlling interest in approximately 950,000 acres of timberland. Before the
transaction, Tenneco Packaging borrowed approximately $1.8 billion and used
approximately $1.2 billion to acquire assets used by the containerboard business
under operating leases and timber cutting rights and to purchase containerboard
business accounts receivable that had previously been sold to a third party. The
remainder of the borrowings was remitted to Tenneco and used to repay a portion
of short-term debt. Tenneco Packaging then contributed the containerboard
business assets (subject to the new indebtedness and the containerboard business
liabilities) to the joint venture in exchange for $247 million in cash and the
45 percent interest in the joint venture. As a result of the sale transaction,
Tenneco recognized a pre-tax loss of $293 million, $178 million after-tax or
$1.07 per diluted common share in the first quarter of 1999, based on the amount
by which the carrying amount of the containerboard assets exceeded the fair
value of those assets, less cost to sell. The estimate of fair value of the
containerboard assets was based on the fair value of the consideration received
by Tenneco from the joint venture.

In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture. Tenneco
expects the sale to be completed before the Spin-off. As a result of the
decision to sell the remaining interest in the containerboard joint venture,
Tenneco's paperboard packaging segment is presented as a discontinued operation
in the accompanying financial statements.
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In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operations, to Caraustar
Industries. This transaction closed in June 1999.

13
TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

Revenues and income for the paperboard packaging discontinued operations
are shown in the following table:

<TABLE>
<CAPTION>

THREE MONTHS

ENDED

MARCH 31,

1999 1998
<S> <C> <C>
Net sales and operating revVeNUEeS. .. ... ve et e reenenneeeeenens $ 392 $376
Income before income taxes and interest allocation.......... $ 18 $ 34
Income tax (expense) benefit...... ... (7) (14)
Income before interest allocation............ .. 11 20
Allocated interest expense, net of income tax............... (5) (6)
Income from discontinued operations before disposition...... 6 14
Loss on disposition, net of income tax.............. ... (178) -=
Income (loss) from discontinued operations...........eeee... $(172) $ 14
</TABLE>

In August 1999, Tenneco received a letter ruling from the Internal Revenue
Service that the Spin-off will be tax-free for U.S. federal income tax purposes
to Tenneco and its shareowners and as a result has restated its financial
statements to reflect specialty packaging as a discontinued operation. As a
result, Tenneco's automotive segment ("Automotive") is its sole remaining
continuing operation. Since Tenneco would not have proceeded with the Spin-off
absent the receipt of a determination that the Spin-off would be tax-free, the
establishment of a measurement date for discontinued operations did not occur
until that determination was received. Revenues and income for the specialty
packaging discontinued operations are shown in the following table:

<TABLE>
<CAPTION>
THREE MONTHS
ENDED
MARCH 31,
1999 1998
<S> <C> <C>
Net sales and operating revVeNUES. .. ... veueeeneeneeeneennennn $666 $633
Income before income taxes and interest allocation.......... $ 45 $ 69
Income tax (expense) benefit...... ... (16) (30
Income before interest allocation.......... ..o, 29 39
Allocated interest expense, net of income tax............... (23) (21
Income (loss) from discontinued operations.................. S 6 S 18
</TABLE>

Net assets of discontinued operations includes $2,548 million, $2,259
million and $2,456 million of debt allocated to discontinued operations as of
March 31, 1999 and 1998, and December 31, 1998, respectively.

(4) In the fourth quarter of 1998, Tenneco's Board of Directors approved an
extensive restructuring plan designed to reduce administrative and operational
overhead costs in every part of Tenneco's business. Tenneco recorded a pre-tax
charge to income from continuing operations of $53 million, $34 million
after-tax or $.20 per diluted common share. Of the pre-tax charge, for
operational restructuring plans, $36 million related to the consolidation of the
manufacturing and distribution operations of Automotive's North American
aftermarket business. A staff and related cost reduction plan, which covers
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employees in the operating unit and at corporate, is expected to cost $17
million.

10
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

The Automotive aftermarket restructuring involves closing two plant
locations and five distribution centers, with the elimination of 302 positions
at those locations. The staff and related cost reduction plan involves the
elimination of 454 administrative positions.

The fixed assets at the locations to be closed were written down to their
fair value, less costs to sell, in the fourth quarter of 1998. As a result of
the single-purpose nature of the assets, fair value was estimated at scrap value
less cost to dispose. No significant net cash proceeds are expected to be
received from the ultimate disposal of these assets, which should be complete by
the fourth quarter of 2000. The effect of suspending depreciation for these
impaired assets is a reduction in depreciation and amortization of approximately
$2 million on an annual basis.

As of March 31, 1999, approximately 557 employees have been terminated. To
address customer service issues, the closure of one Automotive aftermarket
distribution center has been delayed until the second quarter of 2000. All other
restructuring actions, with the exception of the final disposal of certain
assets, are being executed according to the initial plan and are expected to be
complete by the fourth quarter of 1999. During the first quarter of 1999, the
Automotive aftermarket business closed one plant location and four distribution
centers.

Amounts related to the restructuring plan are shown in the following table:

<TABLE>
<CAPTION>
1ST QUARTER
DECEMBER 31, 1998 1999 BALANCE AT
RESTRUCTURING CASH MARCH 31,
CHARGE BALANCE PAYMENTS 1999
(MILLIONS)
<S> <C> <C> <C>
[T o= o Y] $15 $ 5 $10
Facility exit COStS. .ttt ittt i it i i 1 -= 1
$16 $ 5 $11

</TABLE>

(5) Tenneco is a party to various legal proceedings arising from its
operations. Tenneco believes that the outcome of these proceedings, individually
and in the aggregate, will not have a material adverse effect on its financial
position or results of operations.

(6) Tenneco is subject to a variety of environmental and pollution control
laws and regulations in all jurisdictions in which it operates. Tenneco has
provided reserves for compliance with these laws and regulations where it is
probable that a liability exists and where Tenneco can make a reasonable
estimate of the liability. The estimated liabilities recorded are subject to
change as more information becomes available regarding the magnitude of possible
cleanup costs and the timing, varying costs, and effectiveness of alternative
cleanup technologies. However, Tenneco believes that any additional costs which
may arise as more information becomes available will not have a material adverse
effect on its financial position or results of operations.

(7) In the first quarter of 1999, Tenneco recorded an extraordinary loss
for extinguishment of debt of $7 million (net of a $3 million income tax
benefit), or $.04 per diluted common share. The loss related to early retirement
of debt in connection with the sale of the containerboard assets.

(8) In June 1998, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards ("FAS") No. 133, "Accounting for
Derivative Instruments and Hedging Activities." This statement establishes new
accounting and reporting standards requiring that all derivative instruments
(including certain derivative instruments embedded in other contracts) be
recorded in the balance sheet as either an asset or liability measured at its
fair value. The statement requires that changes in the derivative's fair value
be recognized currently in earnings unless specific hedge accounting criteria
are met. Special
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

accounting for qualifying hedges allows a derivative's gains and losses to
offset related results on the hedged item in the income statement and requires
that a company must formally document, designate, and assess the effectiveness
of transactions that receive hedge accounting treatment. This statement cannot
be applied retroactively and is effective for all fiscal years beginning after
June 15, 2000. Tenneco is currently evaluating the new standard but has not yet
determined the impact it will have on its financial position or results of
operations.

In April 1998, the American Institute of Certified Public Accountants
("AICPA") issued Statement of Position ("SOP") 98-5, "Reporting on the Costs of
Start-Up Activities," which requires costs of start-up activities to be expensed
as incurred. This statement is effective for fiscal years beginning after
December 15, 1998. The statement requires previously capitalized costs related
to start-up activities to be expensed as a cumulative effect of a change in
accounting principle when the statement is adopted. Prior to January 1, 1999,
Tenneco capitalized certain costs related to start-up activities, primarily
engineering costs for new automobile original equipment platforms. Tenneco
adopted SOP 98-5 on January 1, 1999, and recorded an after-tax charge for the
cumulative effect of this change in accounting principle of $102 million (net of
a $50 million tax benefit), or $.61 per diluted common share. The change in
accounting principle decreased income from continuing operations by $4 million
(net of a $2 million tax benefit), or $.02 per diluted common share for the
three months ended March 31, 1999. If the new accounting method had been applied
retroactively, income from continuing operations for the three months ended
March 31, 1998, would have been lower by $3 million (net of a $2 million tax
benefit), or $.02 per diluted common share.

In March 1998, the AICPA issued SOP 98-1, "Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use," which establishes new
accounting and reporting standards for the costs of computer software developed
or obtained for internal use. This statement requires prospective application
for fiscal years beginning after December 15, 1998. Tenneco adopted SOP 98-1 on
January 1, 1999. The impact of this new standard did not have a significant
effect on Tenneco's financial position or results of operations.

Effective January 1, 1999, Tenneco changed its method of accounting for
customer acquisition costs from a deferral method to an expense-as-incurred
method. In connection with Tenneco's decision to separate its automotive and
specialty packaging businesses into separate public companies, Tenneco
determined that a change to an expense-as-incurred method of accounting for
automotive aftermarket customer acquisition costs was preferable in order to
permit improved comparability of stand-alone financial results with its
aftermarket industry competitors. The cumulative effect of the change in
accounting principle as of January 1, 1999, was $32 million (net of a $22
million tax benefit), or $.19 per diluted common share and is reflected as an
increase in the net loss for the three months ended March 31, 1999. The change
in accounting principle decreased income from continuing operations by $3
million (net of $2 million in income tax expense), or $.02 per diluted common
share for the three months ended March 31, 1999. If the new accounting method
had been applied retroactively, income from continuing operations for the three
months ended March 31, 1998, would have been lower by $4 million (net of a $3
million tax benefit), or $.02 per diluted common share.
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NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

(9) Earnings (loss) from continuing operations per share of common stock
outstanding were computed as follows:

<TABLE>
<CAPTION>
THREE MONTHS ENDED MARCH 31,

(MILLIONS EXCEPT SHARE
AND PER SHARE AMOUNTS)
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<S> <C> <C>
Basic Earnings Per Share --
Income from continuing operations............ S 16 $ 43

Average shares of common stock outstanding... 166,743,506 169,542,371

Earnings from continuing operations per
average share of common stock.............. S .10 S .25

Diluted Earnings Per Share --

Income from continuing operationsS............ S 16 $ 43
Average shares of common stock outstanding... 166,743,506 169,542,371
Effect of dilutive securities:
Restricted stoCKk....uiiii it 85,202 27,632
Stock options. ...ttt - 250,061
Performance shares........oouieeeennnn. 351,889 245,648

Average shares of common stock outstanding
including dilutive securities.............. 167,180,597 170,065,712

Earnings from continuing operations per
average share of common stock.............. S .10 $ .25

</TABLE>
(10) Tenneco is a global manufacturer with a single operating segment:

Automotive -- Manufacture and sale of exhaust and ride control systems
for both the original equipment and replacement markets.

Tenneco evaluates business segment operating performance based primarily on
income before interest expense, income taxes, and minority interest, exclusive
of restructuring charges and other unusual items. Individual operating segments
have not been aggregated within this reportable segment.

13
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NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

The following table summarizes certain Tenneco segment information:

<TABLE>
<CAPTION>
SEGMENT RECLASS
_______________________ &
AUTOMOTIVE OTHER ELIMS
(MILLIONS)
<S> <C> <C> <C>
AT MARCH 31, 1999, AND FOR THE THREE MONTHS THEN
ENDED
Revenues from external CUSELOMErS.........c.c.cuouvueueeeenn. $ 789 $ -- s -
Income before interest, income taxes, and minority
8 0 o T S 57 (2) -
Extraordinary 1oSS. ..t ii e itnteeeeneeneenenannn - (7) -
Cumulative effect of change in accounting
ool 15 o Yo e I 2 LN (101) (33) -=
Total assets (NOLe) v vt ittt it ittt eeeeeneeeennn 2,641 1,723 (29)
Net assets of discontinued operations................ -- 1,428 -—
AT MARCH 31, 1998, AND FOR THE THREE MONTHS THEN
ENDED
Revenues from external CUStOMEIS..........ccuoveennnnn $ 800 $ - S --
Income before interest, income taxes, and minority
5 o it Y = AP 89 (6) -
Total assets (NOLE) v ui it ittt et ettt e e eeieeeeennn 2,846 2,013 (62)
Net assets of discontinued operations................ - 1,768 -—
</TABLE>

Note: The Other segment's total assets include the net assets of discontinued
operations.

The above notes are an integral part of the foregoing financial
statements.
14
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

STRATEGIC ALTERNATIVES ANALYSIS

In July 1998, Tenneco's Board of Directors authorized management to develop
a broad range of strategic alternatives which could result in the separation of
the automotive, paperboard packaging, and specialty packaging businesses. As
part of that strategic alternatives analysis, Tenneco has taken the following
actions:

- In January 1999, Tenneco reached an agreement to contribute the
containerboard assets of its paperboard packaging segment to a new joint
venture with an affiliate of Madison Dearborn Partners, Inc. The
contribution of the containerboard assets to the joint venture was
completed in April 1999. Tenneco received consideration of cash and debt
assumption totaling approximately $2 billion and a 45 percent common
equity interest in the joint venture valued at approximately $200
million. Tenneco now owns a 43 percent common equity interest due to
subsequent management equity issuances.

- In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operations, to
Caraustar Industries. This transaction closed in June 1999.

- Also in April 1999, Tenneco announced that its Board of Directors had
approved the separation of its automotive and specialty packaging
businesses into two separate, independent companies.

- In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture.
Tenneco expects the sale to be completed before the spin-off of the new
packaging company discussed below.

The containerboard assets contributed to the joint venture represented
substantially all of the assets of the paperboard packaging segment and included
four mills, 67 corrugated products plants, and an ownership or controlling
interest in approximately 950,000 acres of timberland. Before the transaction,
Tenneco Packaging borrowed approximately $1.8 billion and used approximately
$1.2 billion to acquire assets used by the containerboard business under
operating leases and timber cutting rights and to purchase containerboard
business accounts receivable that had previously been sold to a third party. The
remainder of the borrowings was remitted to Tenneco and used to repay a portion
of short-term debt. Tenneco Packaging then contributed the containerboard
business assets, subject to the new indebtedness and the containerboard business
liabilities, to the joint venture in exchange for $247 million in cash and the
45 percent interest in the joint venture. As a result of the sale transaction,
Tenneco recognized a pre-tax loss of $293 million, $178 million after-tax or
$1.07 per diluted common share. This loss was included in the results of
Tenneco's discontinued operations in the first quarter of 1999.

As a result of the decision to sell the remaining interest in the
containerboard joint venture, Tenneco's paperboard packaging segment is
presented as a discontinued operation in the accompanying financial statements.
Refer to Note 3 to the Financial Statements of Tenneco Inc. and Consolidated
Subsidiaries contained elsewhere in this document for further information.

The separation of the automotive and packaging businesses will be
accomplished by the spin-off of the common stock of Tenneco Packaging Inc.
("Packaging") to Tenneco shareowners (the "Spin-off"). At the time of the
Spin-off, Packaging will include Tenneco's specialty packaging business,
Tenneco's administrative services operations and the remaining interest in the
containerboard joint venture if the sale has not been completed. Tenneco and
Packaging are, however, currently analyzing the alternatives with respect to the
administrative services operations.

Before the Spin-off, Tenneco will realign substantially all of its existing
debt through some combination of tender offers, exchange offers, prepayments,
and other refinancings. This debt realignment will be financed by internally
generated cash, borrowings by Tenneco under a new credit facility, the issuance
by Tenneco of subordinated debt, and borrowings by Packaging under new credit
facilities. Tenneco currently expects that, subject to discussions with debt
rating agencies, the debt of Packaging will be rated investment grade and the
debt of the remaining automotive company ("Automotive") will be rated
non-investment grade.
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Also before the Spin-off, Tenneco will restructure its existing businesses,
assets, and liabilities through a series of corporate restructuring
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transactions. As Tenneco is currently organized, ownership of its subsidiaries
is based on geographic location and tax considerations rather than on the
businesses in which the subsidiaries are involved. Therefore, Tenneco will need
to restructure its existing businesses so that the assets, liabilities, and
operations of its packaging business and administrative services operations will
be owned by Packaging, and the assets, liabilities, and operations of its
automotive businesses will be owned by Tenneco.

The Spin-off is subject to conditions, including formal declaration of the
Spin-off by the Tenneco Board of Directors, Tenneco's receipt, and the continued
effectiveness of a determination that the Spin-off will be tax-free for U.S.
federal income tax purposes, and the successful completion of the debt
realignment and corporate restructuring transactions. In August 1999, Tenneco
received a letter ruling from the Internal Revenue Service that the Spin-off
will be tax-free for U.S. federal income tax purposes to Tenneco and its
shareowners and as a result the specialty packaging segment is presented as a
discontinued operation in the accompanying financial statements. After
discontinuing the specialty packaging segment, Tenneco's sole continuing
operation is its Automotive segment. Refer to Notes 2 and 3 to the Financial
Statements of Tenneco Inc. and Consolidated Subsidiaries contained elsewhere in
this document for further information.

RESULTS OF CONTINUING OPERATIONS

NET SALES AND OPERATING REVENUES

<TABLE>
<CAPTION>
FIRST QUARTER
1999 1998 % CHANGE
(MILLIONS)
<S> <C> <C> <C>
AULOMOE IV e ¢ ittt ettt e ettt e et $ 789 $ 800 (1)%
</TABLE>

Automotive's global revenue was $789 million for the first quarter of 1999,
a 1 percent decrease from the $800 million recorded in the 1998 first quarter.

Original equipment ("OE") revenue increased 8 percent or $39 million versus
the prior year's quarter. Increases were achieved in North America, Europe and
Asia/Pacific of $20 million, $25 million and $1 million, respectively as
Automotive continued to place its products on many of the world's best selling
vehicles, including the top 10 selling light trucks and sport utility vehicles
in North America. Revenue in South America declined by $7 million primarily as a
result of troubled economic conditions in Brazil and Argentina and a currency
devaluation in Brazil.

Worldwide aftermarket revenues declined 16 percent or $50 million compared
to the prior year's quarter. Decreases of $34 million in North America and $9
million in Europe were primarily attributable to overall softness during the
quarter while North America was further impacted by a reduction in some of its
aftermarket sales programs and a decline in aftermarket replacement rates. The
decline of $7 million in South America was primarily attributable to the
economic conditions in Brazil and Argentina and the currency devaluation in
Brazil noted above.

INCOME BEFORE INTEREST EXPENSE, INCOME TAXES AND MINORITY INTEREST ("OPERATING
INCOME")

<TABLE>
<CAPTION>
FIRST QUARTER
1999 1998 % CHANGE
(MILLIONS)

<S> <C> <C> <C>
N o) e X w2 = $57 $89 (36)%
L 4T (2) (6) NM

$55 $83 (34) %
</TABLE>

Automotive's operating income was $32 million lower for 1999's first
quarter than for the comparable period of 1998. Original equipment operating
income declined 24 percent or $13 million from last year's quarter. Higher costs
related to a first quarter 1999 change in accounting for platform start-up costs
from a

16
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capitalization to an expense basis and unfavorable currency impacts each lowered
income by $4 million. The balance of the decline in OE income was attributable
to pricing actions and product mix.

Aftermarket operating income declined 53 percent or $19 million from last
year's quarter. The reduction in income was principally attributable to the

lower level of revenue as discussed above.

The decrease in Tenneco's "Other" operating loss reflects the reduced cost
of factoring a lower level of receivables.

OPERATING INCOME AS A PERCENTAGE OF REVENUE

Operating income as a percentage of revenue for the first quarters of 1999
and 1998 were as follows:

<TABLE>
<CAPTION>
FIRST QUARTER

1999 1998 % CHANGE
<S> <C> <C> <C>
2N Lo e 7.2% 11.1% (35)%
o o= 7.0% 10.4% (33)%
</TABLE>

Operating income as a percentage of revenue declined primarily as a result
of the factors cited in the discussion of operating income above since revenue
was essentially flat.

RESTRUCTURING AND OTHER CHARGES

In the fourth quarter of 1998, Tenneco's Board of Directors approved an
extensive restructuring plan designed to reduce administrative and operational
overhead costs in every part of Tenneco's business. Tenneco recorded a pre-tax
charge to income from continuing operations of $53 million, $34 million
after-tax or $.20 per diluted common share. Of the pre-tax charge, for
operational restructuring plans, $36 million related to the consolidation of the
manufacturing and distribution operations of Automotive's North American
aftermarket business. A staff and related costs reduction plan, which covers
employees in Automotive's operating unit and corporate operations, is expected
to cost $17 million.

The Automotive aftermarket restructuring involves closing two plant
locations and five distribution centers, with the elimination of 302 positions
at those locations. The staff and related cost reduction plan involves the
elimination of 454 administrative positions in Automotive's business unit and
its corporate operations.

The fixed assets at the locations to be closed were written down to their
fair value, less costs to sell, in the fourth quarter of 1998. As a result of
the single-purpose nature of the assets, fair value was estimated at scrap value
less cost to dispose. No significant net cash proceeds are expected to be
received from the ultimate disposal of these assets, which should be complete by
the fourth quarter of 2000. The effect of suspending depreciation for these
impaired assets is a reduction in depreciation and amortization of approximately
$2 million on an annual basis.

As of March 31, 1999, approximately 557 employees have been terminated. To
address customer service issues, the closure of one Automotive aftermarket
distribution center has been delayed until the second quarter of 2000. All other
restructuring actions, with the exception of the final disposal of certain
assets, are being executed according to the Company's initial plan and all
restructuring actions are expected to be complete by the fourth quarter of 1999.
During the first quarter of 1999, the Automotive aftermarket business closed one
plant location and four distribution centers.
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Amounts related to the restructuring plan are shown in the following table:

<TABLE>
<CAPTION>
DECEMBER 31, 1998 1ST QUARTER 1999
RESTRUCTURING CASH
CHARGE BALANCE PAYMENTS
(MILLIONS)
<S> <C> <C>
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SEVETANCE . o v vt vttt ee ettt e $15
Facility exit COSES. . ittt ittt enenn 1
$16

</TABLE>

Automotive expects to realize annual savings of $27 million as a result of
these restructuring initiatives, primarily from a reduction in salary and
related employee expenses. Tenneco expects these savings will be fully realized
beginning in the second quarter of 2000.

INTEREST EXPENSE (NET OF INTEREST CAPITALIZED)

Interest expense increased by $6 million primarily as a result of increased
borrowings to cover the following activities since March 31, 1998: acquisitions,
net share repurchases, and capital expenditures and other investments in excess
of cash provided by operations.

INCOME TAXES

Tenneco's effective tax rate for the first quarter of 1999 was 39 percent
compared to 27 percent in the first quarter last year. The 1998 first quarter
rate was lower as a result of non-recurring domestic deferred tax adjustments in
that quarter.

MINORITY INTEREST

Minority interest is primarily composed of dividends on the preferred stock
of a U.S. subsidiary. The $2 million favorable variance versus last year's
quarter, however, is primarily attributable to lower earnings in Automotive's
joint ventures.

DISCONTINUED OPERATIONS AND EXTRAORDINARY LOSS

In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture. Tenneco
expects the sale to be completed before the Spin-off. As a result, Tenneco's
paperboard packaging segment has been reflected as discontinued operations.

In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operations, to Caraustar
Industries. This transaction closed in June 1999.
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Revenues and income for the paperboard packaging discontinued operations
are shown in the following table:

<TABLE>
<CAPTION>
THREE MONTHS
ENDED
MARCH 31,
1999 1998
(MILLIONS)
<S> <C> <C>
Net sales and operating reveNnUEeS.......u it tiennenenenenens $ 392 $376
Income before income taxes and interest allocation.......... $ 18 $ 34
Income tax (expense) benefit....... ... i, (7) (14
Income before interest allocation............ ... i, 11 20
Allocated interest expense, net of income tax............... (5) (6)
Income from discontinued operations before disposition...... 6 14
Loss on disposition, net of income tax........... ... (178) -—
Income (loss) from discontinued operations.................. $(172) $ 14
</TABLE>

In August 1999, Tenneco received a letter ruling from the Internal Revenue
Service that the Spin-off will be tax-free for U.S. federal income tax purposes
to Tenneco and its shareowners and as a result has restated its financial
statements to reflect its specialty packaging segment as a discontinued
operation. Revenues and income for the specialty packaging discontinued
operations are shown in the following table:

<TABLE>
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<CAPTION>
THREE MONTHS
ENDED
MARCH 31,

(MILLIONS)
<S> <C> <C>
Net sales and operating reVeNUES. .. ...veueteneenneeneennennn 5666 $633
Income before income taxes and interest allocation.......... $ 45 $ 69
Income tax (expense) benefit....... .. (16) (30
Income before interest allocation............ ... 29 39
Allocated interest expense, net of income tax............... (23) (21
Income (loss) from discontinued operations.................. $ 6 $ 18

</TABLE>

See Notes 2 and 3 to the unaudited consolidated financial statements of
Tenneco Inc. and Consolidated Subsidiaries contained elsewhere in this document
for further discussion of discontinued operations.

First quarter 1999 results from discontinued operations for the specialty
packaging segment includes a pre-tax charge of $29 million relating to a plan to
realign its headquarters functions. This plan involves the severance of
approximately 40 employees and the closing of the Greenwich, Connecticut
headquarters facility.

In the first quarter of 1999, Tenneco recorded an extraordinary loss for
extinguishment of debt of $7 million, net of a $3 million income tax benefit, or
$.04 per diluted common share. The loss was related to the early retirement of
debt in connection with the sale of the containerboard assets.

CHANGES IN ACCOUNTING PRINCIPLES

In March 1998, the American Institute of Certified Public Accountants
("AICPA") issued Statement of Position ("SOP") 98-1, "Accounting for the Costs
of Computer Software Developed or Obtained for Internal Use," which establishes
new accounting and reporting standards for the costs of computer software
developed or obtained for internal use. This statement requires prospective
application, for fiscal years beginning after December 15, 1998. Tenneco adopted
SOP 98-1 on January 1, 1999. The impact of this new standard did not have a
significant effect on Tenneco's financial position or results of operations.
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In April 1998, the AICPA issued SOP 98-5, "Reporting on the Costs of
Start-Up Activities," which requires costs of start-up activities to be expensed
as incurred. This statement is effective for fiscal years beginning after
December 15, 1998. This statement requires previously capitalized costs related
to start-up activities to be expensed as a cumulative effect of a change in
accounting principle when the statement is adopted. Prior to January 1, 1999,
Tenneco capitalized costs related to start-up activities, primarily engineering
costs for new automobile original equipment platforms. Tenneco adopted SOP 98-5
on January 1, 1999, and recorded an after-tax charge for the cumulative effect
of this change in accounting principle of $102 million, net of a $50 million tax
benefit, or $.61 per diluted common share. The change in accounting principle
decreased income from continuing operations by $4 million, net of a $2 million
tax benefit, or $.02 per diluted common share for the three months ended March
31, 1999. If the new accounting method had been applied retroactively, income
from continuing operations for the three months ended March 31, 1998, would have
been lower by $3 million, net of a $2 million tax benefit, or $.02 per diluted
common share.

In June 1998, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards ("SFAS") No. 133, "Accounting for
Derivative Instruments and Hedging Activities." This statement establishes new
accounting and reporting standards requiring that all derivative instruments,
including derivative instruments embedded in other contracts, be recorded in the
balance sheet as either an asset or liability measured at its fair value. The
statement requires that changes in the derivative's fair value be recognized
currently in earnings unless specific hedge accounting criteria are met. Special
accounting for qualifying hedges allows a derivative's gains and losses to
offset related results on the hedged item in the income statement and requires
that a company must formally document, designate and assess the effectiveness of
transactions that receive hedge accounting treatment. This statement cannot be
applied retroactively and is effective for all fiscal years beginning after June
15, 2000. Tenneco is currently evaluating the new standard but has not yet
determined the impact it will have on its financial position or results of
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operations.

Effective January 1, 1999, Tenneco changed its method of accounting for
customer acquisition costs from a deferral method to an expense-as-incurred
method. In connection with Tenneco's decision to separate its automotive and
specialty packaging businesses into separate public companies, Tenneco
determined that a change to an expense-as-incurred method of accounting for
automotive aftermarket customer acquisition costs was preferable in order to
permit improved comparability of stand-alone financial results with its
aftermarket industry competitors. The cumulative effect of the change in
accounting principles as of January 1, 1999, was $32 million, net of a $22
million tax benefit, or $.19 per diluted common share and is reflected as an
increase in the net loss for the three months ended March 31, 1999. The change
in accounting principle decreased income from continuing operations by $3
million, net of $2 million in income tax expense, or $.02 per diluted common
share for the three months ended March 31, 1999. If the new accounting method
had been applied retroactively, income from continuing operations for the three
months ended March 31, 1998, would have been lower by $4 million, net of a $3
million tax benefit, or $.02 per diluted common share.

EARNINGS PER SHARE

Income from continuing operations was $.10 per diluted common share for the
first quarter of 1999, compared to $.25 per diluted common share for last year's
quarter. (All references to earnings per share in this Management's Discussion
and Analysis are on a diluted basis unless otherwise noted.) Discontinued
operations generated a loss of $1.00 per diluted common share during this year's
quarter compared to income of $.19 per diluted common share for the prior year's
quarter. The current year's quarter also included a $.04 per diluted common
share extraordinary loss on early retirement of debt in connection with the sale
of the containerboard assets, and $.80 per diluted common share of charges
related to the cumulative effect of changes in accounting principles noted
above. The net loss for the first quarter of 1999 was $1.74 per diluted common
share compared to the net income for the prior year's quarter of $.44 per
diluted common share.
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LIQUIDITY AND CAPITAL RESOURCES
CAPITALIZATION
<TABLE>
<CAPTION>
MARCH 31, DECEMBER 31,
1999 1998 % CHANGE
(MILLIONS)

<S> <C> <C> <C>
Short-term debt and current maturities......... $ 368 $ 304
Long-term debt. ... ittt 677 671
Debt allocated to discontinued operations...... 2,548 2,456
Total debt. .ttt it it 3,593 3,431 5%
Minority interest of continuing operations..... 407 407
Minority interest of discontinued operations... 15 14
Total minority interest.......... ... 422 421 --%
Common shareowners' equity..........c.oiiieino.. 2,096 2,504 (16)%

Total capitalization................. $6,111 $6,356 (4)%
</TABLE>

Tenneco's debt to capitalization ratio was 58.8 percent at March 31, 1999,
compared to 54.0 percent at December 31, 1998. The increase in the ratio is
attributable to the additional short-term debt issued during the first quarter
of 1999 as well as the decline in equity attributable to a net loss of $291
million, common dividends of $51 million, and adverse changes in cumulative
translation adjustment of $77 million related to the strong U.S. dollar, offset
in part by net common stock issuances of $8 million.

Subsequent to March 31, 1999, Tenneco received the proceeds of the
divestitures of its containerboard business and its Greenwich, Connecticut
headquarters. After buyout of operating lease obligations and timber cutting
rights and the payment of fees, the net proceeds were used to reduce short-term
debt by approximately $775 million. Reduction of the March 31, 1999 debt and
total capitalization balances by this amount would have lowered Tenneco's debt
to total capitalization ratio by 6.0 percentage points to 52.8 percent.

Following Tenneco's series of announcements regarding its strategic
alternatives, Standard and Poor's and Moody's debt rating agencies are
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continuing to review the ratings on Tenneco's debt pending further information
about the debt profile of the new companies. In consideration of the rating
agency actions and the requirement to realign Tenneco's long-term debt to
accomplish the distribution, Tenneco continues to finance its requirements with
short-term debt. Tenneco believes that its existing committed credit facility is
adequate to meet its 1999 capital requirements, including scheduled long-term
debt retirements of $250 million. Additional credit facilities will be required
in order to accomplish the debt realignment. Tenneco believes it can obtain the
necessary credit arrangements to complete the debt realignment at commercially
reasonable rates.

CASH FLOWS
<TABLE>
<CAPTION>
THREE MONTHS
ENDED
MARCH 31,
1999 1998
(MILLIONS)
<S> <C> <C>
Cash provided (used) by:
Operating aCtivitiesS . v et ittt it iee e $(51) S (34
Investing activities. ...ttt it (77) (103)
Financing activities. .. ...ttt it 132 128
</TABLE>

OPERATING ACTIVITIES

Cash used by operating activities was $17 million greater in the first
quarter of 1999 than in the comparable quarter of 1998. Continuing operations
used $37 million less cash in this year's quarter, although income from
continuing operations was lower by $27 million. Discontinued operations
generated $54 million less cash in this year's quarter.
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INVESTING ACTIVITIES

Cash used by investing activities was $26 million lower in 1999's first
quarter compared to 1998's first quarter. Lower capital expenditures in
continuing operations contributed $7 million to the favorable variance, while
capital expenditures for discontinued operations were lower by $9 million. Net
proceeds from sale of assets generated an additional $4 million of the variance.
The remainder of the improvement was attributable to lower investment in the
discontinued foreign operations of specialty packaging, partially offset by
acquisitions for continuing operations.

FINANCING ACTIVITIES

Financing activities generated $4 million more cash flow in 1999's first
quarter than in 1998, primarily as a result of lower repurchases of common
stock.

YEAR 2000

Many computer software systems, as well as certain hardware and equipment
utilizing date-sensitive data, were structured to use a two-digit date field
meaning that they will not be able to properly recognize dates in the Year 2000.
Tenneco's significant technology transformation projects are addressing the Year
2000 issue in those areas where replacement systems are being installed for
other business reasons. Where existing systems and equipment are expected to
remain in place beyond 1999, Tenneco has a detailed process in place to identify
and assess Year 2000 issues and to remediate, replace or establish alternative
procedures addressing non-Year 2000 compliant systems, hardware, and equipment.

Tenneco has substantially completed inventorying its systems and equipment
including computer systems and business applications as well as date-sensitive
technology embedded in its equipment and facilities. Tenneco continues to plan
for and undertake remediation, replacement, or alternative procedures for non-
compliant Year 2000 systems and equipment; and test remediated, replaced or
alternative procedures for systems and equipment. As of March 31, 1999, Tenneco
believes that approximately 70 percent of this work has been completed. Tenneco
has confirmed that none of its products are date-sensitive. Remediation,
replacement, or alternative procedures for systems and equipment are being
undertaken on a business priority basis. This is ongoing and was completed at
some locations in 1998 with the remainder to be completed through the third
quarter of 1999. Testing will occur in the same time frame. Also, Tenneco is
contacting its major customers, suppliers, financial institutions, and others
with whom it conducts business to determine whether they will be able to resolve
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in a timely manner Year 2000 problems possibly affecting Tenneco. As part of its
planning and readiness activities, Tenneco is developing Year 2000 contingency
plans for critical business processes such as banking, data center operations
and just-in-time manufacturing operations. Contingency plans also will be
developed on a business unit basis, where needed, to respond to previously
undetected Year 2000 problems and business interruption from suppliers.

Based upon current estimates, Tenneco believes it will incur costs which
may range from approximately $40 to $50 million to address Year 2000 issues and
implement the necessary changes to its existing systems and equipment. As of
March 31, 1999, approximately $22 million of the costs have already been
incurred. Approximately 40 percent of the range of costs estimated and of the
costs incurred to date are attributable to continuing operations. These costs
are being expensed as they are incurred, except that in certain instances
Tenneco may determine that replacing existing computer systems or equipment may
be more effective and efficient, particularly where additional functionality is
available. These replacements would be capitalized and would reduce the
estimated expense associated with Year 2000 issues.

In the event Tenneco is unable to complete the remediation, replacement, or
alternative procedures for critical systems and equipment in a timely manner or
if those with whom Tenneco conducts business are unsuccessful in implementing
timely solutions, Year 2000 issues could have a material adverse effect on
Tenneco's results of operations. At this time, the potential effect in the event
Tenneco and/or third parties are unable to timely resolve Year 2000 problems is
not determinable; however, Tenneco believes it will be able to resolve its own
Year 2000 issues.
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EURO CONVERSION

The European Monetary Union resulted in the adoption of a common currency,
the "Euro," among eleven European nations. The Euro is being adopted over a
three-year transition period beginning January 1, 1999. In October 1997, Tenneco
established a cross-functional Euro Committee, comprised of representatives of
the Company's operational divisions as well as its corporate offices. That
Committee had two principal objectives: (i) to determine the impact of the Euro
on the Company's business operations, and (ii) to recommend and facilitate
implementation of those steps necessary to ensure that Tenneco would be fully
prepared for the Euro's introduction. As of January 1, 1999, Tenneco has
implemented those Euro conversion procedures that it had determined to be
necessary and prudent to adopt by that date, and is on track to becoming fully
"Euro ready" on or before the conclusion of the three-year Euro transition
period. Tenneco believes that the costs associated with transitioning to the
Euro will not be material to its consolidated financial position or the results
of its operations.

23
27
SECTION B.
This section presents Tenneco's restated Financial Statements and
Management's Discussion and Analysis of Financial Condition and Results of

Operations previously included in Tenneco's Quarterly Report on Form 10-Q for
the three months and six months ended June 30, 1999.
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
STATEMENTS OF INCOME (LOSS)
(UNAUDITED)
<TABLE>
<CAPTION>
THREE MONTHS ENDED SIX MONTHS ENDED
JUNE 30, JUNE 30,
1999 1998 1999 1998
(MILLIONS EXCEPT SHARE AND PER SHARE AMOUNTS)
<S> <C> <Cc> <C> <C>
REVENUES
Net sales and operating revenuesS................. S 868 S 864 S 1,657 S 1,664

Other income --
Gain (loss) on sale of businesses and
ASSELS, MNEL ..ttt ittt it ittt e e eeieennn (2) (4) (3)
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Other income, Net.......c.iiiiieeetenenneeens 8 5 11 17
874 865 1,665 1,671
COSTS AND EXPENSES
Cost of sales (exclusive of depreciation shown
TS 627 587 1,212 1,161
Engineering, research, and development........... 16 2 27 13
Selling, general, and administrative............. 98 115 203 218
Depreciation and amortization.................... 36 37 71 72
777 741 1,513 1,464
INCOME BEFORE INTEREST EXPENSE, INCOME TAXES, AND
MINORITY INTEREST ...ttt ittt ittt tttiieeeeennnnns 97 124 152 207
Interest expense (net of interest capitalized)... 23 17 42 30
Income taxX EXPENSE. .ttt tne et neeneenennnns 30 36 44 55
Minority interest..... ...ttt 7 8 13 16
INCOME FROM CONTINUING OPERATIONS......¢euiuiiieeneennn 37 63 53 106
Income (loss) from discontinued operations, net of
Income tax. ..t i e e e 55 74 (111) 106
Income (loss) before extraordinary loss.............. 92 137 (58) 212
Extraordinary loss, net of income tax................ -- -- (7) =
Income (loss) before cumulative effect of change in
accounting principle. . ...ttt ittt 92 137 (65) 212
Cumulative effect of change in accounting principle,
net of income tax........iiiiiiiiiiii i i i e -- -= (134) --
NET INCOME (LOSS) vttt ittt et etteaeeeseeneeeeennnnns $ 92 S 137 S (199) $ 212
EARNINGS (LOSS) PER SHARE
Average shares of common stock outstanding --
= 167,119,483 169,174,444 166,937,362 169,341,555
0 o o 167,501,881 169,869,703 167,319,412 169,936,676
Basic earnings (loss) per share of common stock --
Continuing OpPerationS. cve e e tnin e eneneeeeeennn S .21 S .38 S .32 S .62
Discontinued operations......... ... .34 .43 (.67) .63
EXtraordinary 1OSS ..t it e et teeeeeeneenaenns -= -= (.04) -=
Cumulative effect of change in accounting
PrinCiple. vttt i e e e e e -— - (.80) -
$ 55 $ 81 $ (1.19) $ 1.25
Diluted earnings (loss) per share of common stock --
Continuing OperationsS. .vu. e et te e eneneeeeeennn $ .21 S .38 S .32 $ .62
Discontinued operations.........couiiiiiinininnnn. .34 .43 (.67) .63
ExXtraordinary 1OSS ... ittt e ttetneeneennenns -= -= (.04) -=
Cumulative effect of change in accounting
Principle. it e e e -— - (.80) -
$ 55 $ 81 $ (1.19) $ 1.25
Cash dividends per share of common stoCK............. $ .30 $ .30 S .60 $ .60
</TABLE>

The accompanying notes to financial statements are an integral part of these
statements of income (loss).
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
STATEMENTS OF CASH FLOWS
(UNAUDITED)
<TABLE>
<CAPTION>
SIX MONTHS ENDED
JUNE 30,
1999 1998
(MILLIONS)
<S> <C> <C>
OPERATING ACTIVITIES
Income from continuing oOperationS........o.oeeieeeeennennennn $ 53 $ 106

Adjustments to reconcile income from continuing operations
to cash provided (used) by operating activities --
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Depreciation and amortization.............c.iiiiiiainn.
Deferred INCOME £aAKES. . ittt ittt ittt tn e eeenens
(Gain) loss on sale of businesses and assets, net......
Changes in components of working capital --
(Increase) decrease in receivables................
(Increase) decrease in inventories................
(Increase) decrease in prepayments and other
CUXTEeNt aSSEeLS .t ittt ittt ittt ittt ittt
Increase (decrease) in payables...................
Increase (decrease) in taxes accrued..............
Increase (decrease) in interest accrued...........
Increase (decrease) in other current
liabilities . it e e

Cash provided (used) by continuing operations...............
Cash provided (used) by discontinued operations.............

Net cash provided (used) by operating activities............

INVESTING ACTIVITIES
Net proceeds related to the sale of discontinued
3 S o= e I o3 o 1=
Net proceeds from sale of assets.......ciiiiiiiiiiiiiiinnnn.
Expenditures for plant, property, and equipment.............
Acquisition of bUSINESSEeS. .. vttt ittt ittt e
Expenditures for plant, property, and equipment and business
acquisitions -- discontinued operations...................
Investments and other...... ... . .. il

Net cash provided (used) by investing activities............

FINANCING ACTIVITIES
Issuance of common and treasury shares...............c.ocou...
Purchase of common stock........ ...,
Issuance of long-term debt......... . i,
Retirement of long-term debt.........c. i,
Net increase (decrease) in short-term debt excluding current
maturities on
long-term debt. .. it e i e
Dividends (COMMON) ¢t vt ittt it ittt ittt ittt ittt e e enennn

Net cash provided (used) by financing activities............

Effect of foreign exchange rate changes on cash and
temporary cash investments.........ui i tinetnneeneennnnnn

Increase (decrease) in cash and temporary cash
I 0BT T b 11 o =
Cash and temporary cash investments, January l..............

Cash and temporary cash investments, June 30 (Note).........

Cash paid during the period for interest....................
Cash paid during the period for income taxes (net of
TefUNAS) v ittt e e e e e e e e e
NON-CASH INVESTING AND FINANCING ACTIVITIES
Common equity interest received related to the sale of
containerboard operations....... ..t i e
Principal amount of long-term debt assumed by buyers of
containerboard
03 ST ot o e o ¥
</TABLE>

72
49
10

(218)
(7)

$(1,760)

Note: Cash and temporary cash investments include highly liquid investments with
a maturity of three months or less at the date of purchase.

The accompanying notes to financial statements are an integral part of these

statements of cash flows.
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
BALANCE SHEETS
(UNAUDITED)
<TABLE>
<CAPTION>

JUNE 30,

DECEMBER 31,
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1999 1998 1998
(MILLIONS)
<S> <C> <C> <C>
ASSETS
Current assets:
Cash and temporary cash investments...........c.oovueunnn S 40 S 29 $ 18
Receivables --
Customer notes and accounts, net...........ccuiuu... 591 430 551
INCOME LaAXES ettt ittt ittt ie et it neneeneeenenenenens -= 3 1
[ o0 2L 15 10 4
Inventories --
Finished goods. ...ttt ittt ittt 219 221 198
WOTK 1N PrOCESS. vttt ittt ittt ittt et et e 76 79 74
Raw materials. ...ttt it ittt enennn 68 73 67
Materials and supplies......oiiiiiiiiiiiiiniinnennnn 38 41 42
Deferred 1NCOME tAXES. . ittt it ittt ittt enenenenenennn 42 39 22
Prepayments and other....... ...ttt innennnn. 87 139 179
1,176 1,064 1,156
Other assets:
Long-term notes receivable, net......... ... 26 23 24
Goodwill and intangibles, net..........c.iiiiiiiiinnnnn. 510 499 501
Deferred income taXeS.....iiiiiii it i enenennn 42 39 54
Pension assets. ..t e e e e e 97 101 97
L T o 95 201 160
770 863 836
Plant, property, and equipment, at cost............... ... ... 1,903 1,944 1,822
Less -- Reserves for depreciation and amortization...... 854 851 778
1,049 1,093 1,044
Net assets of discontinued operations.............. oo 1,421 1,739 1,793
$4,416 $4,759 $4,829
LIABILITIES AND SHAREOWNERS' EQUITY
Current liabilities:
Short-term debt (including current maturities on
long—term debh) v vttt ittt ittt e e e e S 206 S 304 S 168
Trade pPayables. ...ttt e e et e e e et e 351 337 342
TaXES ACCIUEA. t vttt it ittt ettt it inineneneneneenenennn 78 31 44
Accrued liabilities. ...ttt ittt enens 166 16l 130
L o0 <L 43 76 69
844 909 753
Long-term debt ...ttt ittt et e e e e 832 671 747
Deferred 1NCOME taAXES. ..ttt ii ittt ittt ittt inenenenennn 39 98 197
Postretirement benefits. ...ttt 131 139 118
Deferred credits and other liabilities...................... 37 31 48
Commitments and contingencies
Minority dnterest. ...ttt ittt i i e e 411 407 407
Shareowners' equity:
CommONn SEOCK. v vttt it it i i e e e e 2 2 2
Premium on common stock and other capital surplus....... 2,718 2,710 2,699
Accumulated other comprehensive income (loss)........... (194) (91) (142)
Retained earnings (accumulated deficit)........... ... ... (157) 142 199
2,369 2,763 2,758
Less -- Shares held as treasury stock, at cost.......... 247 259 199
2,122 2,504 2,559
$4,416 $4,759 $4,829
</TABLE>

The accompanying notes to financial statements are an integral part of these
balance sheets.
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STATEMENTS OF CHANGES IN SHAREOWNERS' EQUITY
(UNAUDITED)

<TABLE>
<CAPTION>

SIX MONTHS ENDED JUNE 30,

1999 1998

SHARES AMOUNT SHARES AMOUNT
(MILLIONS EXCEPT SHARE AMOUNTS)

<S> <C> <C> <C> <C>

COMMON STOCK

Balance JanuUary L. ..o uiei oo eeeneeneeenenenennn 173,670,197 $ 2 172,569,889 S 2
Issued pursuant to benefit plans.............. 334,816 —-= 539,220 -

Balance June 30 . ...ttt inneennennns 174,005,013 2 173,109,109 2

PREMIUM ON COMMON STOCK AND OTHER CAPITAL SURPLUS

Balance JanuUary L. ...t ineeneeneeeneeneennan 2,710 2,679
Premium on common stock issued pursuant to

benefit plans......i ittt 8 20

Balance June 30 ... iiitttttnneeeeeeeeneeteeeannaas 2,718 2,699

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Balance JanuUary L. ..ot et te oo e eeeeeaeeaeaannn (91) (122)
Other comprehensive income (loss)............. (103) (20)

Balance June 30 ...ttt ttnnneeeeeenneeeeenennans (194) (142)

RETAINED EARNINGS (ACCUMULATED DEFICIT)

Balance JanuUary L. ...t eeteeeeeeeeeeaeeaeannnn 142 89
Net income (lOSS) .t iiiieininnenenennn (199) 212
Dividends on common stock..................... (100) (102)

Balance June 30. ...ttt itienenenenenennn (157) 199

LESS -- COMMON STOCK HELD AS TREASURY STOCK, AT

COST

Balance JanuUary ... euiei it eeeeenenenenenennn 6,757,678 259 2,928,189 120
Shares acquired....... ..t iinnnnn. 121,867 4 2,202,423 88
Shares issued pursuant to benefit and dividend

reinvestment pPlansS........eveiiiiiininrnnnnnn (417,961) (16) (219,711) (9)

Balance June 30. .. .uuiiiiitin e ennennns 6,461,584 247 4,910,901 199
0 i $2,122 $2,559

</TABLE>

The accompanying notes to financial statements are an integral part of these
statements of changes in shareowners' equity.
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(UNAUDITED)
<TABLE>
<CAPTION>
THREE MONTHS ENDED JUNE 30,
1999 1998
ACCUMULATED ACCUMULATED
OTHER OTHER
COMPREHENSIVE COMPREHENSIVE COMPREHENSIVE COMPREHENSIVE
INCOME INCOME INCOME INCOME
(MILLIONS)

<S> <C> <C> <C> <C>

NET INCOME (LOSS) vttt v iiieetteeneaeeennnns s 92 $137

ACCUMULATED OTHER COMPREHENSIVE INCOME

(LOSS)
CUMULATIVE TRANSLATION ADJUSTMENT
Balance April L1.....uiuiinininininenennnn $(159) $(145)

Translation of foreign currency
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statements....... ... . i, (26) (26) 3 3

Balance June 30.....uiiiiiininnnenennns (185) (142)

ADDITIONAL MINIMUM PENSION LIABILITY

ADJUSTMENT
Balance April L.... i iiiiiiiiniininneenns (9) -
Additional minimum pension liability
adjustment...... .t i -= -= -= -=
Balance June 30. ... uiiiieettennnnennnnnn (9) -
Balance June 30.....uiiiniiiniinnnneennenns $(194) $(142)
Other comprehensive income (loss).......... (26) 3
COMPREHENSIVE INCOME (LOSS)...vvviuinnnnnnn. S 66 $140
</TABLE>
<TABLE>
<CAPTION>
SIX MONTHS ENDED JUNE 30,
1999 1998
ACCUMULATED ACCUMULATED
OTHER OTHER
COMPREHENSIVE COMPREHENSIVE COMPREHENSIVE COMPREHENSIVE
INCOME INCOME INCOME INCOME
(MILLIONS)
<S> <C> <C> <C> <C>
NET INCOME (LOSS) vttt tiie et teeneaeeennenns $(199) $212
ACCUMULATED OTHER COMPREHENSIVE INCOME
(LOSS)
CUMULATIVE TRANSLATION ADJUSTMENT
Balance January Ll.....eeeeeninininenennnn S (82) $(122)
Translation of foreign currency
statements....... ... . i, (103) (103) (20) (20)
Balance June 30. ... iiiiiinininnenennns (185) (142)
ADDITIONAL MINIMUM PENSION LIABILITY
ADJUSTMENT
Balance January l.......eiiiiiiininnennns (9) -
Additional minimum pension liability
adjustment...... ..ottt e -= -= -= -=
Balance June 30. ... iiiineeteetnnneennnnn (9) —
Balance June 30. ...ttt enneennenns $(194) $(142)
Other comprehensive income (loss).......... (103) (20)
COMPREHENSIVE INCOME (LOSS) .vvvveeevennnnn. $(302) $192
</TABLE>

The accompanying notes to financial statements are an integral part
of these statements of comprehensive income (loss).
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS
(UNAUDITED)

(1) In the opinion of Tenneco Inc. (the "Company"), the accompanying
unaudited financial statements of Tenneco Inc. and its consolidated subsidiaries
("Tenneco") contain all adjustments (consisting of normal recurring adjustments)
necessary to present fairly the financial position, results of operations, cash
flows, changes in shareowners' equity, and comprehensive income for the periods
indicated. The unaudited interim consolidated financial statements have been
prepared pursuant to the rules and regulations of the Securities and Exchange
Commission. Accordingly, they do not include all of the information and
footnotes required by generally accepted accounting principles. The consolidated
financial statements of Tenneco include all majority-owned subsidiaries of the
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Company. Investments in 20% to 50% owned companies where the Company has the
ability to exert significant influence over operating and financial policies are
carried at cost plus equity in undistributed earnings and cumulative translation
adjustments since date of acquisition. Tenneco has no investments in 20% to 50%
owned companies where it does not carry the investment at cost plus equity in
undistributed earnings.

Prior year's financial statements have been reclassified where appropriate
to conform to 1999 presentations.

(2) In July 1998, Tenneco's Board of Directors authorized management to
develop a broad range of strategic alternatives which could result in the
separation of the automotive, paperboard packaging, and specialty packaging
businesses. As part of that strategic alternatives analysis, Tenneco has taken
the following actions:

- In January 1999, Tenneco reached an agreement to contribute the
containerboard assets of its paperboard packaging segment to a new joint
venture with an affiliate of Madison Dearborn Partners, Inc. The
contribution to the joint venture was completed in April 1999. Tenneco
received consideration of cash and debt assumption totaling approximately
$2 billion and a 45 percent common equity interest in the joint venture
(now 43 percent due to subsequent management equity issuances) valued at
approximately $200 million.

- In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operation, to
Caraustar Industries. This transaction closed in June 1999.

- Also in April 1999, Tenneco announced that its Board of Directors had
approved the separation of its automotive and packaging businesses into
two separate, independent companies.

- In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture.
Tenneco expects the sale to be completed before the spin-off discussed
below.

The separation of Tenneco's automotive and packaging businesses will be
accomplished by the spin-off of the common stock of Tenneco Packaging Inc.
("Packaging") to Tenneco shareowners (the "Spin-off"). At the time of the
Spin-off, Packaging will include Tenneco's specialty packaging business,
Tenneco's administrative services operations and the remaining interest in the
containerboard joint venture if the sale has not been completed. Tenneco and
Packaging are, however, currently analyzing the alternatives with respect to the
administrative services operations.

Before the Spin-off, Tenneco will realign substantially all of its existing
debt through some combination of tender offers, exchange offers, prepayments,
and other refinancings. This debt realignment will be financed by internally
generated cash, borrowings by Tenneco under a new credit facility, the issuance
by Tenneco of subordinated debt, and borrowings by Packaging under new credit
facilities.

Also before the Spin-off, Tenneco will restructure its existing businesses,
assets, and liabilities through a series of corporate restructuring
transactions. As Tenneco is currently organized, ownership of its subsidiaries
is based on geographic location and tax considerations rather than on the
businesses in which the subsidiaries
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

are involved. Therefore, Tenneco will need to restructure its existing
businesses so that the assets, liabilities, and operations of its packaging
business and administrative services operations will be owned by Packaging, and
the assets, liabilities, and operations of its automotive businesses will be
owned by Tenneco.

The Spin-off is subject to conditions, including formal declaration of the
Spin-off by the Tenneco Board of Directors, Tenneco's receipt, and the continued
effectiveness of a determination that the Spin-off will be tax-free for U.S.
federal income tax purposes, and the successful completion of the debt
realignment and corporate restructuring transactions. In August 1999, Tenneco
received a letter ruling from the Internal Revenue Service that the Spin-off
will be tax-free for U.S. federal income tax purposes to Tenneco and its
shareowners.

Copyright © 2012 www.secdatabase.com. All Rights Reserved
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

(3) In January 1999, Tenneco reached an agreement to contribute the
containerboard assets of its paperboard packaging segment to a new joint venture
with an affiliate of Madison Dearborn Partners, Inc. The contribution to the
joint venture was completed in April 1999. Tenneco received consideration of
cash and debt assumption totaling approximately $2 billion plus a 45 percent
common equity interest in the joint venture (now 43 percent due to subsequent
management equity issuances) valued at approximately $200 million. The
containerboard assets contributed to the joint venture represented substantially
all of the assets of Tenneco's paperboard packaging segment and included four
mills, 67 corrugated products plants, and an ownership or leasehold interest in
approximately 950,000 acres of timberland. Prior to the transaction, Tenneco
Packaging borrowed approximately $1.8 billion and used approximately $1.2
billion of those borrowings to acquire assets used by the containerboard
business under operating leases and timber cutting rights and to purchase
containerboard business accounts receivable that had previously been sold to a
third party. The remainder of the borrowings was remitted to Tenneco and used to
repay a portion of Tenneco's short-term debt. Tenneco Packaging then contributed
the containerboard business assets (subject to the new indebtedness and the
containerboard business liabilities) to the joint venture in exchange for $247
million in cash and the 45 percent interest in the joint venture. As a result of
the transaction, Tenneco recognized a pre-tax loss of $293 million, $178 million
after-tax or $1.07 per diluted common share, in the first quarter of 1999, based
on the amount by which the carrying amount of the containerboard assets exceeded
the fair value of those assets, less cost to sell. The estimate of fair value of
the containerboard assets was based on the fair value of the consideration
received by Tenneco from the joint venture.

In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture. Tenneco
expects the sale to be completed before the Spin-off. As a result of the
decision to sell the remaining interest in the containerboard joint venture,
Tenneco's paperboard packaging segment is presented as a discontinued operation
in the accompanying financial statements.

In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operation, to Caraustar
Industries. Tenneco received cash proceeds of $73 million from this transaction
which closed in June 1999. As a result of the sale transaction, Tenneco
recognized a pre-tax gain of $14 million, $9 million after-tax or $.05 per
diluted share which is included in discontinued operations in the second quarter
of 1999.
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Revenues and income for the paperboard packaging discontinued operations
are shown in the following table:

<TABLE>
<CAPTION>
THREE MONTHS SIX MONTHS
ENDED JUNE 30, ENDED JUNE 30,
1999 1998 1999 1998
(MILLIONS)
<S> <C> <C> <C> <C>
Net sales and operating revenuUeS. .......oeeeeeeeeeenennnn $53 $394 $ 445 $770
Income before income taxes and interest allocation...... S 4 $ 32 $ 22 $ 66
Income tax (expense) benefit......... . ... (4) (12) (11) (26
Income before interest allocation..............ovvn.n. - 20 11 40
Allocated interest expense, net of income tax........... -= (6) (5) (12)
Income from discontinued operations before
[0 IR =3 <Y T I w0 o -= 14 6 28
Gain (loss) on disposition, net of income tax........... 9 9 (169) 9
Income (loss) from discontinued operations.............. $ 9 $ 23 $(163) $ 37

</TABLE>

In August 1999, Tenneco received a letter ruling from the Internal Revenue
Service that the Spin-off will be tax-free for U.S. federal income tax purposes
to Tenneco and its shareowners and as a result has restated its financial
statements to reflect specialty packaging as a discontinued operation. As a
result, Tenneco's automotive segment ("Automotive") is its sole remaining
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continuing operation. Since Tenneco would not have proceeded with the Spin-off
absent the receipt of a determination that the Spin-off would be tax-free, the
establishment of a measurement date for discontinued operations did not occur
until that determination was received. Revenues and income for the specialty
packaging discontinued operations are shown in the following table:

<TABLE>
<CAPTION>
THREE MONTHS SIX MONTHS
ENDED JUNE 30, ENDED JUNE 30,
1999 1998 1999 1998
(MILLIONS)
<S> <C> <C> <C> <C>
Net sales and operating revenues..........eeveeeeenen. $738 $738 $1,404 $1,371
Income before income taxes and interest allocation.... $ 99 $104 S 144 $ 173
Income tax (expense) benefit.......... ... (32) (30) (48) (60
Income before interest allocation..................... 67 74 96 113
Allocated interest expense, net of income tax......... (21) (23) (44) (44)
Income (loss) from discontinued operations............ $ 46 $ 51 S 52 S 69
</TABLE>
Net assets of discontinued operations includes $1,861 million, $2,302
million and $2,456 million of debt allocated to discontinued operations as of
June 30, 1999 and 1998, and December 31, 1998, respectively.
(4) In the fourth quarter of 1998, Tenneco's Board of Directors approved an
extensive restructuring plan designed to reduce administrative and operational
overhead costs in every part of Tenneco's business. Tenneco recorded a pre-tax
charge to income from continuing operations of $53 million, $34 million
after-tax or $.20 per diluted common share. Of the pre-tax charge, for
operational restructuring plans, $36 million related to the consolidation of the
manufacturing and distribution operations of Automotive's North American
aftermarket business. A staff and related cost reduction plan, which covers
employees in the operating unit and at corporate, is expected to cost $17
million.
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The Automotive aftermarket restructuring involves closing two plant
locations and five distribution centers, with the elimination of 302 positions
at those locations. The staff and related cost reduction plan involves the
elimination of 454 administrative positions.
The fixed assets at the locations to be closed were written down to their
fair value, less costs to sell, in the fourth quarter of 1998. As a result of
the single-purpose nature of the assets, fair value was estimated at scrap value
less cost to dispose. No significant net cash proceeds are expected to be
received from the ultimate disposal of these assets, which should be complete by
the fourth quarter of 2000. The effect of suspending depreciation for these
impaired assets is a reduction in depreciation and amortization of approximately
$2 million on an annual basis.
As of June 30, 1999, approximately 670 employees have been terminated. To
address customer service issues, the closure of one Automotive aftermarket
distribution center has been delayed until the second quarter of 2000. All other
restructuring actions, with the exception of the final disposal of certain
assets, are being executed according to the initial plan and are expected to be
complete by the fourth quarter of 1999. During the six months ended June 30,
1999, the Automotive aftermarket business closed one plant location and four
distribution centers.
Amounts related to the restructuring plan are shown in the following table:
<TABLE>
<CAPTION>
CASH
PAYMENTS
SIX
MONTHS
DECEMBER 31, 1998 ENDED
RESTRUCTURING JUNE 30,
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CHARGE BALANCE 1999

(MILLIONS)
<S> <C> <C>
SRS = o o $15 S 6
Facility exit COStS. .ttt ittt it i iieeeann 1 -=

$1l6 S 6
</TABLE>

(5) Tenneco 1is a party to various legal proceedings arising from its
operations. Tenneco believes that the outcome of these proceedings, individually
and in the aggregate, will not have a material adverse effect on its financial
position or results of operations.

(6) Tenneco is subject to a variety of environmental and pollution control
laws and regulations in all jurisdictions in which it operates. Tenneco has
provided reserves for compliance with these laws and regulations where it is
probable that a liability exists and where Tenneco can make a reasonable
estimate of the liability. The estimated liabilities recorded are subject to
change as more information becomes available regarding the magnitude of possible
cleanup costs and the timing, varying costs, and effectiveness of alternative
cleanup technologies. However, Tenneco believes that any additional costs which
may arise as more information becomes available will not have a material adverse
effect on its financial position or results of operations.

(7) In the first quarter of 1999, Tenneco recorded an extraordinary loss
for extinguishment of debt of $7 million (net of a $3 million income tax
benefit), or $.04 per diluted common share. The loss related to early retirement
of debt in connection with the sale of the containerboard assets.

(8) In June 1998, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards ("FAS") No. 133, "Accounting for
Derivative Instruments and Hedging Activities." This statement establishes new
accounting and reporting standards requiring that all derivative instruments
(including certain derivative instruments embedded in other contracts) be
recorded in the balance sheet as

33

37
TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)
(UNAUDITED)

either an asset or liability measured at its fair value. The statement requires
that changes in the derivative's fair value be recognized currently in earnings
unless specific hedge accounting criteria are met. Special accounting for
qualifying hedges allows a derivative's gains and losses to offset related
results on the hedged item in the income statement and requires that a company
must formally document, designate, and assess the effectiveness of transactions
that receive hedge accounting treatment. This statement cannot be applied
retroactively and is effective for all fiscal years beginning after June 15,
2000. Tenneco is currently evaluating the new standard but has not yet
determined the impact it will have on its financial position or results of
operations.

In April 1998, the American Institute of Certified Public Accountants
("AICPA") issued Statement of Position ("SOP") 98-5, "Reporting on the Costs of
Start-Up Activities," which requires costs of start-up activities to be expensed
as incurred. This statement is effective for fiscal years beginning after
December 15, 1998. The statement requires previously capitalized costs related
to start-up activities to be expensed as a cumulative effect of a change in
accounting principle when the statement is adopted. Prior to January 1, 1999,
Tenneco capitalized certain costs related to start-up activities, primarily
engineering costs for new automobile original equipment platforms. Tenneco
adopted SOP 98-5 on January 1, 1999, and recorded an after-tax charge for the
cumulative effect of this change in accounting principle of $102 million (net of
a $50 million tax benefit), or $.61 per diluted common share. The change in
accounting principle decreased income from continuing operations by $6 million
(net of a $3 million tax benefit), or $.04 per diluted common share for the six
months ended June 30, 1999. If the new accounting method had been applied
retroactively, income from continuing operations for the six months ended June
30, 1998, would have been lower by $5 million (net of a $4 million tax benefit),
or $.03 per diluted common share. For the three months ended June 30, 1999, the
change in accounting principle decreased income from continuing operations by $2
million (net of a $2 million tax benefit), or $.01 per diluted common share. If
the new accounting method had been applied retroactively, income from continuing
operations for the three months ended June 30, 1998, would have been lower by $2
million (net of a $2 million tax benefit), or $.01 per diluted common share.
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In March 1998, the AICPA issued SOP 98-1, "Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use," which establishes new
accounting and reporting standards for the costs of computer software developed
or obtained for internal use. This statement requires prospective application
for fiscal years beginning after December 15, 1998. Tenneco adopted SOP 98-1 on
January 1, 1999. The impact of this new standard did not have a significant
effect on Tenneco's financial position or results of operations.

Effective January 1, 1999, Tenneco changed its method of accounting for
customer acquisition costs from a deferral method to an expense-as-incurred
method. In connection with Tenneco's decision to separate its automotive and
specialty packaging businesses into independent public companies, Tenneco
determined that a change to an expense-as-incurred method of accounting for
automotive aftermarket customer acquisition costs was preferable in order to
permit improved comparability of stand-alone financial results with its
aftermarket industry competitors. Tenneco recorded an after-tax charge for the
cumulative effect of this change in accounting principle of $32 million (net of
a $22 million tax benefit), or $.19 per diluted common share. The change in
accounting principle increased income from continuing operations by $5 million
(net of $4 million in income tax expense), or $.03 per diluted common share for
the six months ended June 30, 1999. If the new accounting principle had been
applied retroactively, income from continuing operations for the six months
ended June 30, 1998, would have been lower by $2 million (net of a $1 million
tax benefit), or $.01 per diluted common share. For the three months ended June
30, 1999, the change in accounting principle increased income from continuing
operations by $2 million (net of $2 million in income tax expense), or $.01 per
diluted common share. If the new accounting principle had been applied
retroactively, income from continuing operations for the three months ended June
30, 1998, would have been higher by $2 million (net of $2 million in income tax
expense), or $.01 per diluted common share.
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(9) Earnings from continuing operations per share of common stock
outstanding were computed as follows:

<TABLE>
<CAPTION>
THREE MONTHS ENDED JUNE 30, SIX MONTHS ENDED JUNE 30,

(MILLIONS EXCEPT SHARE AND PER SHARE AMOUNTS)
<S> <C> <C> <C> <C>
Basic Earnings Per Share --
Income from continuing
operations........... $ 37 S 63 S 53 S 106

Average shares of
common stock
outstanding.......... 167,119,483 169,174,444 166,937,362 169,341,555

Earnings from
continuing operations
per average share of
common stock......... $ .21 S .38 S .32 S .62

Diluted Earnings Per Share--
Income from continuing
operations........... $ 37 S 63 S 53 S 106

Average shares of
common stock

outstanding.......... 167,119,483 169,174,444 166,937,362 169,341,555
Effect of dilutive
securities:
Restricted
stock...eiii.. 64,370 52,224 64,831 39,512
Stock options..... - 364,170 -— 296,498
Performance
shares.......... 318,028 278,865 317,219 259,111

Average shares of
common stock
outstanding including
dilutive
securities........... 167,501,881 169,869,703 167,319,412 169,936,676
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Earnings from
continuing operations
per average share of
common stock......... $ .21 $ .38 $ .32 $ .62

</TABLE>
(10) Tenneco is a global manufacturer with a single operating segment:

Automotive -- Manufacture and sale of exhaust and ride control systems
for both the original equipment and replacement markets.

Tenneco evaluates business segment operating performance based primarily on
income before interest expense, income taxes, and minority interest, exclusive
of restructuring charges and other unusual items. Individual operating segments
have not been aggregated within this reportable segment.
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The following table summarizes certain Tenneco segment information:

<TABLE>
<CAPTION>
SEGMENT RECLASS
___________________ &
AUTOMOTIVE OTHER ELIMS
(MILLIONS)
<S> <C> <C> <C>
FOR THE THREE MONTHS ENDED JUNE 30, 1999
Revenues from external CUSLOMErS.........c.cecuouvuvuiveeennn. S 868 $ -= s --
Income (loss) before interest, income taxes, and
minority dnterest. ... ...l e e 99 (2) -=
FOR THE THREE MONTHS ENDED JUNE 30, 1998
Revenues from external CUSTLOMETrS........ccuuumneeeeennnn $ 864 $ -= s --
Income (loss) before interest, income taxes, and
minority dnterest. ... ... i e 130 (6) -
AT JUNE 30, 1999, AND FOR THE SIX MONTHS THEN ENDED
Revenues from external CUSEOMErS. ... ..ueeeuennennennnnn. $1,657 S - S --
Income (loss) before interest, income taxes, and
minority dnterest.... ...t i i e 156 (4) -
EXtraordinary 1OSS ...ttt ittt ieeneninenennnnenens - (7) -
Cumulative effect of change in accounting principle.... (101) (33) -
Total assets (NOLe) v v vt ittt ittt ittt et teeeeaeeanenns 2,765 1,678 (27)
Net assets of discontinued operations.................. - 1,421 -
AT JUNE 30, 1998, AND FOR THE SIX MONTHS THEN ENDED
Revenues from external CUSEOMErS.....uueeuennennennnnn. $1,664 S - s -
Income (loss) before interest, income taxes, and
minority dnterest..... ..t i i e 219 (12) -
Total assSets (NOLE) v uii it ittt ettt et e et e e e 2,796 2,064 (31)
Net assets of discontinued operations.................. -= 1,793 -
</TABLE>

Note: The Other segment's total assets include the net assets of discontinued
operations.

The above notes are an integral part of the foregoing financial
statements.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

STRATEGIC ALTERNATIVES ANALYSIS

In July 1998, Tenneco's Board of Directors authorized management to develop
a broad range of strategic alternatives which could result in the separation of
the automotive, paperboard packaging, and specialty packaging businesses. As
part of that strategic alternatives analysis, Tenneco has taken the following
actions:
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- In January 1999, Tenneco reached an agreement to contribute the
containerboard assets of its paperboard packaging segment to a new joint
venture with an affiliate of Madison Dearborn Partners, Inc. The
contribution of the containerboard assets to the joint venture was
completed in April 1999. Tenneco received consideration of cash and debt
assumption totaling approximately $2 billion and a 45 percent common
equity interest in the joint venture valued at approximately $200
million. Tenneco now owns a 43 percent common equity interest due to
subsequent management equity issuances.

- In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operations, to
Caraustar Industries. This transaction closed in June 1999.

- Also in April 1999, Tenneco announced that its Board of Directors had
approved the separation of its automotive and specialty packaging
businesses into two separate, independent companies.

- In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture.
Tenneco expects the sale to be completed before the spin-off of the new
packaging company discussed below.

The containerboard assets contributed to the joint venture represented
substantially all of the assets of the paperboard packaging segment and included
four mills, 67 corrugated products plants, and an ownership or controlling
interest in approximately 950,000 acres of timberland. Before the transaction,
Tenneco Packaging borrowed approximately $1.8 billion and used approximately
$1.2 billion to acquire assets used by the containerboard business under
operating leases and timber cutting rights and to purchase containerboard
business accounts receivable that had previously been sold to a third party. The
remainder of the borrowings was remitted to Tenneco and used to repay a portion
of short-term debt. Tenneco Packaging then contributed the containerboard
business assets, subject to the new indebtedness and the containerboard business
liabilities, to the joint venture in exchange for $247 million in cash and the
45 percent interest in the joint venture. As a result of the sale transaction,
Tenneco recognized a pre-tax loss of $293 million, $178 million after-tax or
$1.07 per diluted common share. This loss was included in the results of
Tenneco's discontinued operations in the first quarter of 1999.

As a result of the decision to sell the remaining interest in the
containerboard joint venture, Tenneco's paperboard packaging segment is
presented as a discontinued operation in the accompanying financial statements.
Refer to Note 3 to the Financial Statements of Tenneco Inc. and Consolidated
Subsidiaries contained elsewhere in this document for further information.

The separation of the automotive and packaging businesses will be
accomplished by the spin-off of the common stock of Tenneco Packaging Inc.
("Packaging") to Tenneco shareowners (the "Spin-off"). At the time of the
Spin-off, Packaging will include Tenneco's specialty packaging business,
Tenneco's administrative services operations and the remaining interest in the
containerboard joint venture if the sale has not been completed. Tenneco and
Packaging are, however, currently analyzing the alternatives with respect to the
administrative services operations.

Before the Spin-off, Tenneco will realign substantially all of its existing
debt through some combination of tender offers, exchange offers, prepayments,
and other refinancings. This debt realignment will be financed by internally
generated cash, borrowings by Tenneco under a new credit facility, the issuance
by Tenneco of subordinated debt, and borrowings by Packaging under new credit
facilities. Tenneco currently expects that, subject to discussions with debt
rating agencies, the debt of Packaging will be rated investment grade and the
debt of the remaining automotive company ("Automotive") will be rated
non-investment grade.
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Also before the Spin-off, Tenneco will restructure its existing businesses,
assets, and liabilities through a series of corporate restructuring
transactions. As Tenneco is currently organized, ownership of its subsidiaries
is based on geographic location and tax considerations rather than on the
businesses in which the subsidiaries are involved. Therefore, Tenneco will need
to restructure its existing businesses so that the assets, liabilities, and
operations of its packaging business and administrative services operations will
be owned by Packaging, and the assets, liabilities, and operations of its
automotive businesses will be owned by Tenneco.

The Spin-off is subject to conditions, including formal declaration of the
Spin-off by the Tenneco Board of Directors, Tenneco's receipt, and the continued
effectiveness of a determination that the Spin-off will be tax-free for U.S.
federal income tax purposes, and the successful completion of the debt
realignment and corporate restructuring transactions. In August 1999, Tenneco
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received a letter ruling from the Internal Revenue Service that the Spin-off
will be tax-free for U.S. federal income tax purposes to Tenneco and its
shareowners and as a result the specialty packaging segment is presented as a
discontinued operation in the accompanying financial statements. After
discontinuing the specialty packaging segment, Tenneco's sole continuing
operation is its Automotive segment. Refer to Notes 2 and 3 to the Financial
Statements of Tenneco Inc. and Consolidated Subsidiaries contained elsewhere in
this document for further information.

RESULTS OF CONTINUING OPERATIONS FOR THE QUARTERS ENDED JUNE 30, 1999 AND 1998

NET SALES AND OPERATING REVENUES

<TABLE>
<CAPTION>

SECOND QUARTER

1999 1998 % CHANGE
(MILLIONS)

<S> <C> <C> <C>
AULOMOTIVE . ittt ittt it it ettt ittt eie e e e $868 $864 --%
</TABLE>

Automotive's global revenue was $868 million for the second quarter of
1999, essentially flat with the $864 million recorded in the 1998 second
quarter.

Original equipment ("OE") revenue increased 10 percent or $48 million
versus the prior year's quarter. Increases were achieved in North America,
Europe and Asia/Pacific of $45 million, $6 million and $5 million, respectively
as Automotive continued to place its products on many of the world's best
selling vehicles, including the top 10 selling light trucks and sport utility
trucks in North America and placed its products on 20 new vehicle launches
worldwide. Revenue in South America declined by $8 million primarily as a result
of a currency devaluation in Brazil and economic conditions in Brazil and
Argentina.

Worldwide aftermarket revenues declined 12 percent or $44 million compared
to the prior year's quarter. Revenue declined by $23 million in North America as
Automotive discontinued some of its aftermarket sales programs and as
aftermarket replacement rates declined. In the European market, high customer
inventories and economic weakness in Russia and Eastern Europe contributed to
lower revenues of $16 million. The decline of $6 million in South America was
primarily attributable to the economic conditions in Brazil and Argentina and
the currency devaluation in Brazil noted above. Revenue in Asia increased by $1
million.

INCOME BEFORE INTEREST EXPENSE, INCOME TAXES AND MINORITY INTEREST ("OPERATING
INCOME™)

<TABLE>
<CAPTION>
SECOND QUARTER
1999 1998 % CHANGE
(MILLIONS)

<S> <C> <C> <C>
AULOMOTIVE . ¢ ettt et ettt et e $99 $130 (24)%
L o L (2) (6) NM

$97 $124 (22)%
</TABLE>

Automotive's operating income was $31 million lower for 1999's second
quarter than for the comparable period of 1998. The decline was primarily
attributable to soft North American and European aftermarkets and a higher level
of research and development investment in the European original equipment
business partially offset by an increase in the North American original
equipment business.
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Aftermarket operating income declined 42 percent or $27 million compared to
1998's second quarter. Unfavorable currency impacts reduced operating income by
$5 million. The balance of the reduction in income was primarily attributable to
the lower level of revenue as discussed above.

The decrease in Tenneco's "Other" operating loss reflects the reduced cost
of factoring a lower level of receivables.
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OPERATING INCOME AS A PERCENTAGE OF REVENUE

Operating income as a percentage of revenue for the second quarters of 1999
and 1998 were as follows:

<TABLE>
<CAPTION>
SECOND QUARTER

1999 1998 % CHANGE
<S> <C> <C> <C>
AULOMOtAVE . it i i e e e e e e 11.4% 15.0% (24)%
o o PR 11.2% 14.4% (22)%
</TABLE>

Operating income as a percentage of revenue declined primarily as a result
of the factors cited in the discussion of operating income above since revenue
was essentially flat.

RESTRUCTURING AND OTHER CHARGES

In the fourth quarter of 1998, Tenneco's Board of Directors approved an
extensive restructuring plan designed to reduce administrative and operational
overhead costs in every part of Tenneco's business. Tenneco recorded a pre-tax
charge to income from continuing operations of $53 million, $34 million
after-tax or $.20 per diluted common share. Of the pre-tax charge, for
operational restructuring plans, $36 million related to the consolidation of the
manufacturing and distribution operations of Automotive's North American
aftermarket business. A staff and related cost reduction plan, which covers
employees in Automotive's operating unit and corporate operations, is expected
to cost $17 million.

The Automotive aftermarket restructuring involves closing two plant
locations and five distribution centers, with the elimination of 302 positions
at those locations. The staff and related cost reduction plan involves the
elimination of 454 administrative positions in Automotive's business unit and
its corporate operations.

The fixed assets at the locations to be closed were written down to their
fair value, less costs to sell, in the fourth quarter of 1998. As a result of
the single-purpose nature of the assets, fair value was estimated at scrap value
less cost to dispose. No significant net cash proceeds are expected to be
received from the ultimate disposal of these assets, which should be complete by
the fourth quarter of 2000. The effect of suspending depreciation for these
impaired assets is a reduction in depreciation and amortization of approximately
$2 million on an annual basis.

As of June 30, 1999, approximately 670 employees have been terminated. To
address customer service issues, the closure of one Automotive aftermarket
distribution center has been delayed until the second quarter of 2000. All other
restructuring actions, with the exception of the final disposal of certain
assets, are being executed according to the initial plan and are expected to be
complete by the fourth quarter of 1999. During the six months ended June 30,
1999, the Automotive aftermarket business closed one plant location and four
distribution centers.
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Amounts related to the restructuring plan are shown in the following table:

<TABLE>
<CAPTION>
CASH
PAYMENTS
SIX
MONTHS
DECEMBER 31, 1998 ENDED
RESTRUCTURING JUNE 30,
CHARGE BALANCE 1999
(MILLIONS)
<S> <C> <C>
SOV ETAIICE . o vttt e ettt et e e e e $15 $ 6
Facility exit COSES .ttt ittt ittt ittt 1 -=
$16 S 6
</TABLE>

Automotive expects to realize annual savings of $27 million as a result of
these restructuring initiatives, primarily from a reduction in salary and
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related employee expenses. Reduced depreciation charges comprise $2 million of
the balance. Tenneco expects these savings will be fully realized beginning in
the second quarter of 2000.

INTEREST EXPENSE (NET OF INTEREST CAPITALIZED)

For the quarter ended June 30, 1998, Tenneco allocated $44 million of
pre-tax interest expense to the discontinued specialty packaging and paperboard
packaging operations. For the comparable period in 1999, $31 million in interest
expense was allocated to discontinued operations. Adjusting for this allocation,
interest expense was $7 million lower in the second quarter of 1999 than in the
comparable period in 1998. The lower interest expense 1is primarily attributable
to debt reduction from the proceeds of the formation of the containerboard joint
venture early in the second quarter of 1999.

INCOME TAXES

Tenneco's effective tax rate for the second quarter of 1999 was 41 percent
compared to 34 percent in the second quarter last year. The 1998 second quarter
rate was lower as a result of certain non-recurring state tax benefits in that
quarter.

MINORITY INTEREST

Minority interest is primarily composed of dividends on the preferred stock
of a U.S. subsidiary.

DISCONTINUED OPERATIONS

In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture. Tenneco
expects the sale to be completed before the Spin-off. As a result, Tenneco's
paperboard packaging segment has been reflected as discontinued operations.

In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operation, to Caraustar
Industries. Tenneco received cash proceeds of $73 million from this transaction
which closed in June 1999. As a result of the sale transaction, Tenneco
recognized a pre-tax gain of $14 million, $9 million after-tax or $.05 per
diluted share which is included in discontinued operations in the second quarter
of 1999.
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Revenues and income for the paperboard packaging discontinued operations
are shown in the following table:

<TABLE>
<CAPTION>
THREE MONTHS
ENDED
JUNE 30,
1999 1998
(MILLIONS)
<S> <C> <C>
Net sales and operating reVeNUES. ... ....uueeneenneeneennnenn $ 53 $394
Income before income taxes and interest allocation.......... S 4 $ 32
Income tax (expense) benefit...... ... (4) (12)
Income before interest allocation...........iiiiiiiiiiinnnn -- 20
Allocated interest expense, net of income tax............... - (6)
Income from discontinued operations before disposition...... -= 14
Gain (loss) on disposition, net of income tax............... 9 9
Income (loss) from discontinued operations.................. S 9 s 23
</TABLE>

In August 1999, Tenneco received a letter ruling from the Internal Revenue
Service that the Spin-off will be tax-free for U.S. federal income tax purposes
to Tenneco and its shareowners and as a result has restated its financial
statements to reflect its specialty packaging segment as a discontinued
operation. Revenues and income for the specialty packaging discontinued
operations are shown in the following table:

<TABLE>
<CAPTION>
THREE MONTHS
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ENDED
JUNE 30,

1999 1998

(MILLIONS)
<S> <C> <C>
Net sales and operating revenues $738
Income before income taxes and interest allocation.......... $ 99 $104
Income tax (expense) benefit...... ..., (32) (30)
Income before interest allocation............ ... ... 67 74
Allocated interest expense, net of income tax............... (21) (23)
Income (loss) from discontinued operations.................. S 46 $ 51

</TABLE>

See Notes 2 and 3 to the unaudited consolidated financial statements of
Tenneco Inc. and Consolidated Subsidiaries contained elsewhere in this document
for further discussion of discontinued operations.

OUTLOOK

See Section D "Third Quarter 1999 Outlook" for information concerning
Tenneco's expectations for third quarter 1999 results of operations.

CHANGES IN ACCOUNTING PRINCIPLES

In March 1998, the American Institute of Certified Public Accountants
("AICPA") issued Statement of Position ("SOP") 98-1, "Accounting for the Costs
of Computer Software Developed or Obtained for Internal Use," which establishes
new accounting and reporting standards for the costs of computer software
developed or obtained for internal use. This statement requires prospective
application for fiscal years beginning after December 15, 1998. Tenneco adopted
SOP 98-1 on January 1, 1999. The impact of this new standard did not have a
significant effect on Tenneco's financial position or results of operations.

In April 1998, the AICPA issued SOP 98-5, "Reporting on the Costs of
Start-Up Activities," which requires costs of start-up activities to be expensed
as incurred. This statement is effective for fiscal years beginning after
December 15, 1998. This statement requires previously capitalized costs related
to start-up
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activities to be expensed as a cumulative effect of a change in accounting
principle when the statement is adopted. Prior to January 1, 1999, Tenneco
capitalized costs related to start-up activities, primarily engineering costs
for new automobile original equipment platforms. Tenneco adopted SOP 98-5 on
January 1, 1999, and recorded an after-tax charge for the cumulative effect of
this change in accounting principle of $102 million, net of a $50 million tax
benefit, or $.61 per diluted common share. The change in accounting principle
decreased income from continuing operations by $6 million, net of a $3 million
tax benefit, or $.04 per diluted common share for the six months ended June 30,
1999. If the new accounting method had been applied retroactively, income from
continuing operations for the six months ended June 30, 1998, would have been
lower by $5 million, net of a $4 million tax benefit, or $.03 per diluted common
share. For the three months ended June 30, 1999, the change in accounting
principle decreased income from continuing operations by $2 million, net of a $2
million tax benefit, or $.01 per diluted common share. If the new accounting
method had been applied retroactively, income from continuing operations for the
three months ended June 30, 1998, would have been lower by $2 million, net of a
$2 million tax benefit, or $.01 per diluted common share.

In June 1998, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards ("SFAS") No. 133, "Accounting for
Derivative Instruments and Hedging Activities."
accounting and reporting standards requiring that all derivative instruments,
including derivative instruments embedded in other contracts, be recorded in the
balance sheet as either an asset or liability measured at its fair value. The
statement requires that changes in the derivative's fair value be recognized
currently in earnings unless specific hedge accounting criteria are met. Special
accounting for qualifying hedges allows a derivative's gains and losses to
offset related results on the hedged item in the income statement and requires
that a company must formally document, designate and assess the effectiveness of
transactions that receive hedge accounting treatment. This statement cannot be
applied retroactively and is effective for all fiscal years beginning after June
15, 2000. Tenneco is currently evaluating the new standard but has not yet
determined the impact it will have on its financial position or results of
operations.

This statement establishes new
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Effective January 1, 1999, Tenneco changed its method of accounting for
customer acquisition costs from a deferral method to an expense-as-incurred
method. In connection with Tenneco's decision to separate its automotive and
specialty packaging businesses into independent public companies, Tenneco
determined that a change to an expense-as-incurred method of accounting for
automotive aftermarket customer acquisition costs was preferable in order to
permit improved comparability of stand-alone financial results with its
aftermarket industry competitors. Tenneco recorded an after-tax charge for the
cumulative effect of this change in accounting principles of $32 million, net of
a $22 million tax benefit, or $.19 per diluted common share. The change in
accounting principle increased income from continuing operations by $5 million,
net of $4 million in income tax expense, or $.03 per diluted common share for
the six months ended June 30, 1999. If the new accounting principle had been
applied retroactively, income from continuing operations for the six months
ended June 30, 1998, would have been lower by $2 million, net of a $1 million
tax benefit, or $.01 per diluted common share. For the three months ended June
30, 1999, the change in accounting principle increased income from continuing
operations by $2 million, net of $2 million in income tax expense, or $.01 per
diluted common share. If the new accounting principle had been applied
retroactively, income from continuing operations for the three months ended June
30, 1998, would have been higher by $2 million, net of $2 million in income tax
expense, or $.01 per diluted common share.

EARNINGS PER SHARE

Income from continuing operations was $.21 per diluted common share for the
second quarter of 1999, compared to $.38 per diluted common share for last
year's quarter. Discontinued operations generated income of $.34 per diluted
common share during this year's quarter compared to $.43 per diluted common
share for the prior year's quarter. Net income was $.55 per diluted common share
for the second quarter of 1999, compared to $.81 per diluted common share in
last year's quarter.
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RESULTS OF CONTINUING OPERATIONS FOR THE SIX MONTHS ENDED JUNE 30, 1999 AND 1998

NET SALES AND OPERATING REVENUES

<TABLE>
<CAPTION>
SIX MONTHS ENDED JUNE 30,
1999 1998 % CHANGE
(MILLIONS)
<S> <C> <C> <C>
N oo e ) i V2= $1,657 $1,664 --3
</TABLE>

Automotive's global revenue was $1,657 million for the first half of 1999,
essentially flat with the $1,664 million recorded in the comparable period of
1998.

Original equipment revenue increased 9 percent or $87 million versus the
first half of the prior year. Increases were achieved in North America, Europe
and Asia/Pacific of $65 million, $31 million and $6 million, respectively as
Automotive continued to place its products on many of the world's best selling
vehicles, including the top 10 selling light trucks and sport utility vehicles
in North America and placed its products on 20 new vehicle launches worldwide.
Revenue in South America declined by $15 million primarily as a result of
troubled economic conditions in Brazil and Argentina and a currency devaluation
in Brazil.

Worldwide aftermarket revenues declined by 14 percent or $94 million
compared to the previous year's first half. Decreases of $57 million in North
America and $26 million in Europe were primarily attributable to overall
softness during the first half of 1999 while North America was further impacted
by a reduction in some of its aftermarket sales programs and a decline in
aftermarket replacement rates. The decline of $13 million in South America was
primarily attributable to the economic conditions in Brazil and Argentina and
the currency devaluation in Brazil noted above. Revenue from Australia and Asia
increased by $2 million.

OPERATING INCOME

<TABLE>
<CAPTION>
SIX MONTHS ENDED JUNE 30,

1999 1998 % CHANGE
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(MILLIONS)

<S> <C> <C> <C>
AULOMOTIVE . vt ittt ittt ittt ettt it ene e $156 $219 (29)%
L o L N (4) (12) NM

$152 $207 (27)%
</TABLE>

Automotive's operating income for 1999's first half declined $63 million
versus the comparable period of 1998. Original equipment operating income was
down 14 percent or $16 million from 1998's first half. Higher costs related to a
first quarter 1999 change in accounting for platform start-up costs from a
capitalization to an expense basis and unfavorable currency impacts lowered
income by $4 million and $6 million, respectively. The balance of the decline in
original equipment income was principally attributable to pricing actions and
product mix.

Aftermarket operating income declined 46 percent or $47 million compared to
1998's first half. Unfavorable currency impacts reduced income by $6 million.
The balance of the reduction in income was principally attributable to the lower
level of revenue as discussed above.

The decrease in Tenneco's "Other" operating loss reflects reduced costs of
factoring a lower level of receivables.

OPERATING INCOME AS A PERCENTAGE OF REVENUE

Operating income as a percentage of revenue for the first six months of
1999 and 1998 were as follows:

<TABLE>
<CAPTION>
SIX MONTHS ENDED JUNE 30,
1999 1998 % CHANGE
<S> <C> <C> <C>
AULOMOE IV . v i ittt e ettt ettt ettt ettt et teeeee s 9.4% 13.2% (29) %
o 9.2% 12.4% (26) %
</TABLE>
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Operating income as a percentage of revenue declined primarily as a result
of the factors cited in the discussion of operating income above since revenue
was essentially flat.

INTEREST EXPENSE (NET OF INTEREST CAPITALIZED)

For the six months ended June 30, 1998, Tenneco allocated $87 million in
interest expense to the discontinued specialty packaging and paperboard
packaging operations. For the comparable period in 1999, $75 million in interest
expense was allocated to discontinued operations. Adjusting for the allocations,
interest expense was the same in the first six months of 1998 and 1999. The
second quarter 1999 interest savings generated from the use of the proceeds from
the formation of the containerboard joint venture was offset by borrowings made
since June 30, 1998 to finance capital expenditures, acquisitions, net share
repurchases and other investments which were in excess of cash provided by
operations.

INCOME TAXES

Tenneco's effective tax rate for the first half of 1999 was 40 percent
compared to 31 percent in the first half of last year. The 1998 first half rate
was lower as a result of certain non-recurring state tax benefits.

MINORITY INTEREST

Minority interest is primarily composed of dividends on the preferred stock
of a U.S. subsidiary. The $3 million favorable variance versus last year's first
half, however, is primarily attributable to lower earnings in Automotive's joint
ventures.

DISCONTINUED OPERATIONS AND EXTRAORDINARY LOSS

In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture. Tenneco
expects the sale to be completed before the Spin-off. As a result, Tenneco's
paperboard packaging segment has been reflected as discontinued operations.
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In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operation, to Caraustar
Industries. Tenneco received cash proceeds of $73 million from this transaction
which closed in June 1999. As a result of the sale transaction, Tenneco
recognized a pre-tax gain of $14 million, $9 million after-tax or $.05 per
diluted share which is included in discontinued operations in the second quarter
of 1999.

Revenues and income for the paperboard packaging discontinued operations
are shown in the following table:

<TABLE>
<CAPTION>
SIX MONTHS
ENDED JUNE 30,
1999 1998
(MILLIONS)
<S> <C> <C>
Net sales and operating revenuesS..........eiuieineeneenenenns $ 445 $ 770
Income before income taxes and interest allocation......... $ 22 $ 66
Income tax (expense) benefit...... ..., (11) (26)
Income before interest allocation...........oiiiiiinininnnnn. 11 40
Allocated interest expense, net of income tax.............. (5) (12)
Income from discontinued operations before disposition..... 6 28
Gain (loss) on disposition, net of income tax.............. (169) 9
Income (loss) from discontinued operations................. S (163) S 37
</TABLE>

In August 1999, Tenneco received a letter ruling from the Internal Revenue
Service that the Spin-off will be tax-free for U.S. federal income tax purposes
to Tenneco and its shareowners and as a result has restated its
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financial statements to reflect its specialty packaging segment as a
discontinued operation. Revenues and income for the specialty packaging
discontinued operations are shown in the following table:

<TABLE>
<CAPTION>
SIX MONTHS
ENDED JUNE 30,
1999 1998
(MILLIONS)
<S> <C> <C>
Net sales and operating revenuesS.........c.ieiuiiuinunenenennn $1,404 $1,371
Income before income taxes and interest allocation......... S 144 $ 173
Income tax (expense) benefit....... .. ciiiiiiiiiiiininnnnn. (48) (60)
Income before interest allocation.............iiiiiininnnn.. 96 113
Allocated interest expense, net of income tax.............. (44) (44)
Income (loss) from discontinued operations................. $ 52 S 69
</TABLE>

See Notes 2 and 3 to the unaudited consolidated financial statements of
Tenneco Inc. and Consolidated Subsidiaries contained elsewhere in this document
for further discussion of discontinued operations.

Six months ended June 30, 1999 results from discontinued operations for the
specialty packaging segment includes a pre-tax charge of $29 million relating to
a plan to realign its headquarters functions. This plan involves the severance
of approximately 40 employees and the closing of the Greenwich, Connecticut
headquarters facility.

In the first quarter of 1999, Tenneco recorded an extraordinary loss for
extinguishment of debt of $7 million, net of a $3 million income tax benefit, or
$.04 per diluted common share. The loss related to early retirement of debt in
connection with the sale of the containerboard assets.

EARNINGS PER SHARE
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Income from continuing operations was $.32 per diluted common share for the
first half of 1999, compared to $.62 per diluted common share in the same period
last year. Discontinued operations generated a loss of $.67 per diluted common
share during the first six months of 1999 compared to income of $.63 per diluted
common share for the prior year period. The current year period also included a
$.04 per diluted common share extraordinary loss on early retirement of debt in
connection with the sale of the containerboard assets, and $.80 per diluted
common share of charges related to the cumulative effect of changes in
accounting principles noted above. Net loss was $1.19 per diluted common share
for the first half of 1999, compared to net income of $1.25 per diluted common
share in the comparable period of 1998.

LIQUIDITY AND CAPITAL RESOURCES

CAPITALIZATION
<TABLE>
<CAPTION>
JUNE 30, DECEMBER 31,
1999 1998 % CHANGE
(MILLIONS)

<S> <C> <C> <C>
Short-term debt and current maturities.......... S 206 $ 304
Long-term debt. ...ttt i 832 671
Debt allocated to discontinued operations....... 1,861 2,456
Total debt. ... i i e 2,899 3,431 (16)%
Minority interest of continuing operations...... 411 407
Minority interest of discontinued operations.... 14 14
Total minority interest............ ... .. ... 425 421 1%
Common shareowners' equity.........cciiviiin.n. 2,122 2,504 (15)%

Total capitalization.................. $5,446 $6,356 (14)%
</TABLE>
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Tenneco's debt to capitalization ratio was 53.2 percent at June 30, 1999,
compared to 54.0 percent at December 31, 1998. The decrease in the ratio is
attributable to lower debt resulting from the use of the proceeds from the April
1999 containerboard transaction and Greenwich, Connecticut headquarters sale,
and the June 1999 folding carton sale to reduce short-term debt. The effect on
the ratio of the debt reduction was, however, partially offset by an equity
decline. The equity decline resulted from the net loss for the first six months
of 1999 of $199 million, common stock dividends of $100 million, and adverse
changes in the cumulative translation adjustment of $103 million. Tenneco issued
$20 million in common stock during the six-month period for employee benefit and
dividend reinvestment plans.

Following Tenneco's series of announcements regarding its strategic
alternatives, Standard and Poor's and Moody's debt rating agencies are
continuing to review the ratings on Tenneco's debt pending further information
about the debt profile of the new companies. In consideration of the rating
agency actions and the requirement to realign Tenneco's long-term debt to
accomplish the Spin-off, Tenneco continues to finance its requirements with
short-term debt. Tenneco believes that its existing committed credit facility is
adequate to meet its 1999 capital requirements, including scheduled long-term
debt retirements of $250 million.

As described above, Tenneco intends to realign its debt before the
Spin-off. As part of this debt realignment, Tenneco intends to (1) enter into a
new senior secured credit facility and (2) issue new senior subordinated debt.
Tenneco plans to use the proceeds of the senior subordinated debt issue and
initial borrowings under the new senior credit facility to fund a portion of the
debt realignment. These borrowings will remain obligations of Automotive,
Tenneco's continuing operations after the Spin-off. Also as part of this debt
realignment, Tenneco expects that Packaging will (1) issue new public debt
securities in exchange for certain outstanding series of Tenneco's public debt
and (2) make new borrowings under new credit facilities to be entered into in
connection with the Spin-off. Cash proceeds will be remitted to Tenneco to fund
the debt realignment.

Definitive agreements for these financings are being negotiated and have
not been completed. Accordingly, the terms of such arrangements described below
are preliminary and may change as a result of the negotiation of definitive
agreements. In addition, funding under the financings described below will be
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subject to the satisfaction of numerous conditions.

Tenneco believes that cash flows from operations, combined with available
borrowing capacity under the new senior secured credit facility described below,
will generally be sufficient to meet Automotive's future capital requirements
for the following year. Tenneco's management believes that, after the Spin-off,
Packaging's cash flows from operations, combined with available borrowing
capacity under the new credit facilities described below, will generally be
sufficient to meet Packaging's future capital requirements for the following
year.

NEW AUTOMOTIVE CREDIT FACILITY

Tenneco intends to enter into a senior secured credit facility with a
syndicate, or group, of banks and financial institutions. Tenneco expects the
total available borrowing capacity under the senior secured credit facility to
amount to $1,650 million including a $500 million revolving credit facility,
with commitment terms ranging from six to eight and one-half years.

Tenneco expects that the terms of the senior secured credit facility will
require the revolving credit facility to be repaid on or before the date that is
the sixth anniversary of the funding date. Tenneco expects that the revolving
credit facility will terminate in 2005. Tenneco expects the term loans under the
senior secured credit facility will have varying maturities from six to eight
and one-half years, a portion of which will be payable in quarterly installments
beginning 18 months after funding and the remainder of which will be payable at
maturity.

Tenneco expects the senior secured credit facility to be secured by a
perfected security interest in (1) substantially all of the tangible and
intangible assets of Automotive and its domestic subsidiaries, (2) the capital
stock of Automotive's domestic subsidiaries, and (3) up to 65% of the capital
stock of Automotive's
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first-tier foreign subsidiaries, excluding joint venture interests. It is
expected that the senior secured credit facility will require Tenneco to
maintain compliance with the following financial tests:

- minimum interest coverage ratio, which is the ratio of consolidated
pretax earnings before interest, taxes, minority interest, depreciation
and amortization (EBITDA) to consolidated cash interest expense;

- minimum fixed charge coverage ratio, which is the ratio of consolidated
EBITDA less consolidated capital expenditures to consolidated cash
interest expense; and

- maximum leverage ratio, which is the ratio of consolidated indebtedness
to consolidated EBITDA.

In addition, the senior credit facility will contain restrictions on
Tenneco's operations that are customary for similar facilities and transactions.
Tenneco expects these restrictions will place substantial limitations on
Tenneco's ability to operate the Automotive business after the Spin-off. Tenneco
expects the senior credit facility to include limitations on: (a) incurring
additional liens; (b) liquidations and dissolutions; (c) incurring additional
indebtedness or guarantees; (d) sales or other dispositions of assets; (e)
capital expenditures; (f) dividends; (g) mergers and consolidations; (h) loans
and advances; (i) prepayments and modifications of subordinated and other debt
instruments; and (j) sales and leasebacks.

It is expected that the borrowings under the senior secured credit facility
will bear interest at floating rates, generally based on a base rate defined in
the facility or the Eurodollar rate plus an applicable margin, at Tenneco's
option.

NEW AUTOMOTIVE SUBORDINATED DEBT

In connection with the Spin-off, Tenneco intends to offer approximately
$500 million of senior subordinated notes in a private placement for resale
pursuant to Rule 144A under the Securities Act of 1933, as amended. The senior
subordinated notes will be general unsecured obligations of Tenneco, Jjunior to
all senior indebtedness of Tenneco. While the interest rate, interest payment
dates, maturity and other material terms of the senior subordinated notes have
not been finalized, Tenneco expects that the senior subordinated notes will have
terms customary for senior subordinated note offerings of issuers similar to
Tenneco. Tenneco also expects that the senior subordinated notes will:

- mature in 10 years;

- be guaranteed by all of Tenneco's material domestic wholly-owned
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subsidiaries;
- have registration rights;
- be redeemable at the option of the holders upon a change of control; and

- include customary limitations on Tenneco for this type of financing,
including limitations on indebtedness, liens, dividends, stock
repurchases, investments, assets sales, mergers, subsidiary stock
issuances and affiliate transactions.

NEW PACKAGING PUBLIC DEBT

The terms of Packaging's new public debt securities will be substantially
identical to the terms of the corresponding series of Tenneco's original
securities for which they are exchanged, except that (1) Packaging will be the
issuer and (2) the interest rates will be different. The terms of these new
securities will not restrict Packaging's ability to make dividends or capital
expenditures or incur additional unsecured debt.

NEW PACKAGING CREDIT FACILITIES

In addition, Packaging intends to enter into a five year, $750 million
long-term revolving credit facility and a $250 million 364-day revolving credit
facility in connection with the Spin-off. Initial borrowings under these
facilities will be used to fund a portion of the debt realignment. After the
Spin-off, additional borrowings may be used for general corporate purposes.
Although the terms of these facilities have not been finalized, Packaging does
not expect these facilities to include any general restrictions on its ability
to pay dividends or
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make capital expenditures, although they may include limitations on incurring
liens, or incurring debt and guarantee obligations at the subsidiary level.
Packaging does expect, however, that these facilities will require it to comply
with specified financial ratios, as well as other customary covenants and
agreements. Borrowings under these facilities are expected to bear interest at a
floating rate based on LIBOR, adjusted for reserve requirements, plus a
specified margin or based on a specified prime or reference rate plus a
specified margin, at Packaging's option. Borrowings under these facilities may
also bear interest based on competitive bids.

A lender has committed to provide Packaging up to $1.5 billion of term loan
financing, which Packaging intends to use in the event it does not sell its
containerboard joint venture interest before the Spin-off, for general corporate
and other purposes. Although the terms of this financing have not been
finalized, Packaging expects that borrowings under this facility would be due 18
months after funding and bear interest at a floating rate based on LIBOR,
adjusted for reserve requirements, plus a specified margin or based on a
specified prime or reference rate plus a specific margin, at Packaging's option.
Packaging expects this financing would include covenants similar to those
described above for the revolving credit facilities.

Before the spin-off Packaging expects to enter into a $175 million
syndicated lease facility with a third party lessor and various lenders, the
proceeds of which will be used to restructure or replace certain existing
operating leases and public warehouse arrangements and to facilitate additional
leasing arrangements for other operating facilities. Packaging expects that the
syndicated lease facility will contain customary terms and conditions, including
a residual value guarantee, default provisions and financial covenants.

CASH FLOWS
<TABLE>
<CAPTION>
SIX MONTHS
ENDED
JUNE 30,
1999 1998
(MILLIONS)
<S> <C> <C>
Cash provided (used) by:
Operating aCtivities. . e n ittt ittt et et $ (181) $ 178
Investing activities. ...ttt ittt (976) (314)
Financing activities.. ...ttt ittt 1,170 125
</TABLE>

OPERATING ACTIVITIES
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Cash flow used by continuing operations increased by $32 million for the
first six months of 1999 compared to the comparable 1998 period. Lower income
from continuing operations and lower deferred income taxes were partially offset
by lower increases in working capital.

Cash flow from Tenneco's discontinued operations declined by $327 million
in the first six months of 1999 compared to the 1998 period. The decline in the
paperboard packaging business resulted from lower linerboard and medium prices
along with the repurchase of accounts receivable in contemplation of the
formation of the containerboard joint venture in April. Higher working capital
and unfavorable deferred taxes in the specialty packaging business generated the
balance of the variance.

INVESTING ACTIVITIES

Excluding the effects of the discontinued specialty packaging and
paperboard packaging operations, cash used by investing activities was lower
during the first six months of 1999 by $12 million compared to the first six
months of 1998. Lower capital spending, lower systems related expenditures and
lower investment were partially offset by the second quarter 1999 acquisition of
Kinetic Ltd.

During the second quarter of 1999, Tenneco acquired for approximately $1.1
billion certain assets previously used by the containerboard business under
operating leases and timber cutting rights. This was required in order to
complete the April containerboard sale. The source of the funds for these
capital expenditures was borrowings by Packaging prior to the containerboard
sale. See "Financing Activities" below.
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Tenneco also received approximately $300 million in cash proceeds (before giving
effect to the financing transactions described below) related to the
containerboard and folding carton sale transactions.

FINANCING ACTIVITIES

Absent the borrowings required to complete the containerboard sale
transaction, cash used by financing activities was $590 million for the first
six months of 1999. This primarily reflected the use of the net proceeds of the
containerboard sale transaction to reduce Tenneco's short-term debt.

Before the containerboard sale transaction, Packaging borrowed
approximately $1.8 billion. Approximately $1.2 billion of these borrowings were
used to acquire the assets used under operating leases and timber cutting rights
described under "Investing Activities" above, and to purchase the containerboard
business accounts receivable described under "Operating Activities" above.
Packaging remitted the balance of the borrowings to Tenneco to retire short-term
debt. Packaging contributed the containerboard business to the new joint venture
subject to the approximately $1.8 billion in new debt. The debt reduction which
resulted from this contribution is shown on the Statements of Cash Flows as a
non-cash financing activity.

YEAR 2000

Many computer software systems, as well as some hardware and equipment
utilizing date-sensitive data, were designed to use a two-digit date field.
Consequently, these systems will not be able to properly recognize dates beyond
the year 1999 ("the Year 2000 issue"). Tenneco's significant technology
transformation projects have addressed the Year 2000 issue in those areas where
replacement systems are being installed for other business reasons. Where
existing systems and equipment are expected to remain in place beyond 1999,
Tenneco has a detailed process in place to identify and assess Year 2000 issues
and to remediate, replace or establish alternative procedures addressing
non-Year 2000 compliant systems, hardware, and equipment.

Tenneco has substantially completed inventorying its systems and equipment,
including computer systems and business applications, as well as date-sensitive
technology embedded in its equipment and facilities. Tenneco continues to plan
for and undertake remediation, replacement, or establishment of alternative
procedures for non-compliant Year 2000 systems and equipment; and test
remediated, replaced or alternative procedures for systems and equipment.

Tenneco believes that approximately 85 percent of its major business
applications systems and approximately 90 to 95 percent of its manufacturing
equipment had achieved Year 2000 compliance as of June 30, 1999. Tenneco has
confirmed that none of its products are date-sensitive. Remediation,
replacement, or establishment of alternative procedures for systems and
equipment have been and are being undertaken on a business priority basis. This
is ongoing and was completed at some locations in 1998 with the remainder to be
completed through the third quarter of 1999. Testing will occur in the same time
frame.
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Based upon current estimates, Tenneco believes that costs to address Year
2000 issues and implement necessary changes to its existing systems and
equipment, including costs incurred to date, will range from $40 to $50 million.
As of June 30, 1999, approximately $30 million of the costs had been incurred.
Approximately 40 percent of the range of costs estimated and of the costs
incurred to date are attributable to continuing operations. These costs are
being expensed as they are incurred, except that in some instances Tenneco may
determine that replacing existing computer systems or equipment may be more
effective and efficient, particularly where additional functionality is
available. These replacements would be capitalized and would reduce the
estimated expense associated with Year 2000 issues.

Tenneco has also contacted its major suppliers, financial institutions, and
others with whom it conducts business to determine whether they will be able to
resolve in a timely manner Year 2000 problems possibly affecting Tenneco. A
majority of these entities, including critical suppliers, have responded by
advising as to the status of their efforts and by stating that they expect to
become Year 2000 compliant in a timely manner. Based on these responses,
critical suppliers have been assigned a risk rating. This process is ongoing.
Tenneco intends to continue corresponding with critical high risk third parties
to obtain information and updates on
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their Year 2000 efforts, and to assess new suppliers, financial institutions and
others with whom it begins to conduct business.

If Tenneco is unable to complete on a timely and cost-effective basis the
remediation or replacement of critical systems or equipment not yet in
compliance, or develop alternative procedures, or if those with whom Tenneco
conducts business are unsuccessful in implementing timely solutions, Year 2000
issues could have a material adverse effect on Tenneco's financial condition or
results of operations. Possible worst case scenarios include interruptions in
Tenneco's ability to manufacture its products, process and ship orders, and bill
and collect accounts receivable due to internal systems failures or the systems
failures of its suppliers or customers. Tenneco believes it will be able to
timely resolve its own Year 2000 issues.

As part of its planning and readiness activities, Tenneco is developing
Year 2000 contingency plans for critical business processes such as banking,
data center operations and just-in-time manufacturing operations. Contingency
plans are being developed on a business unit basis, where needed, to respond to
previously undetected Year 2000 problems and business interruption from
suppliers. Contingency plans will include alternative suppliers, as necessary,
and assuring the availability of key personnel at year end to address unforeseen
Year 2000 problems.

EURO CONVERSION

The European Monetary Union resulted in the adoption of a common currency,
the "Euro," among eleven European nations. The Euro is being adopted over a
three-year transition period beginning January 1, 1999. In October 1997, Tenneco
established a cross-functional Euro Committee, comprised of representatives of
the Company's operational divisions as well as its corporate offices. That
Committee had two principal objectives: (i) to determine the impact of the Euro
on the Company's business operations, and (ii) to recommend and facilitate
implementation of those steps necessary to ensure that Tenneco would be fully
prepared for the Euro's introduction. As of January 1, 1999, Tenneco implemented
those Euro conversion procedures that it had determined to be necessary and
prudent to adopt by that date, and is on track to becoming fully "Euro ready" on
or before the conclusion of the three-year Euro transition period. Tenneco
believes that the costs associated with transitioning to the Euro will not be
material to its consolidated financial position or the results of its
operations.
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SECTION C.

This section presents Tenneco's restated Selected Financial Data,
Management's Discussion and Analysis of Financial Condition and Results of
Operations, and Financial Statements and Supplementary Data previously included
in Tenneco's Annual Report on Form 10-K for the year ended December 31, 1998
(subsequently restated in the Current Report on Form 8-K dated July 14, 1999).
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SELECTED FINANCIAL DATA

TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
SELECTED CONSOLIDATED FINANCIAL DATA
YEARS ENDED DECEMBER 31,

(MILLIONS EXCEPT SHARE AND PER SHARE AMOUNTS)

<TABLE>
<CAPTION>
1998 (A) 1997 (A) 1996 (A) 1995 1994
<S> <C> <C> <C> <C> <C>
STATEMENTS OF INCOME DATA (b) :
Net sales and operating revenues from
continuing operations...........c.ooo... S 3,237 S 3,226 S 2,980 S 2,479 S 1,989
Income from continuing operations before
interest expense, income taxes, and
minority interest --
AULOMOLIVE . vttt ettt ettt eeee e S 248 S 407 $ 249 S 240 S 223
Other. . vttt i i i i (21) (12) (7) 8 7
0 o= 227 395 242 248 230
Interest expense (net of interest
capitalized) (C) ve v i iin it 69 58 60 44 33
Income tax EXPENSE. ..t enennns 13 80 79 91 52
Minority interest....... ... . . i, 29 23 21 23 -=
Income from continuing operations........ 116 234 82 90 145
Income from discontinued operations, net
of income tax (d) ....oeeiiiiiiiiiinnnann. 139 127 564 645 307
Extraordinary loss, net of income
T (= -- -= (236) -- (5)
Cumulative effect of changes in
accounting principles, net of income
Lax (£) oottt i e e - (46) - - (39)
Net Income......viiiiiiiiiininininenennns 255 315 410 735 408
Preferred stock dividends................ -- -= 12 12 60
Net income to common stock............... $ 255 $ 315 $ 398 $ 723 $ 348
Average number of shares of common stock
outstanding(g) --
BasiC. ittt e 168,505,573 170,264,731 169,609,373 172,764,198 162,307,189
Diluted. o vuie it ittt e 168,834,531 170,801,636 170,526,112 173,511,654 162,912,425
Earnings per average share of common
stock(g) --
Basic:
Continuing operations............. $ .69 $ 1.37 $ .49 5 .52 S .90
Discontinued operations(d)........ .83 RS) 3.25 3.67 1.52
Extraordinary loss(e)........co.... - . (1.39) — (.03)
Cumulative effect of changes in
accounting principles(f)........ -= (.27) -= -= (.24)
$ 1.52 $ 1.85 $ 2.35 $ 4.19 $ 2.15
Diluted:
Continuing operations............. $ .68 $ 1.36 $ .49 $ .52 S .89
Discontinued operations(d)........ .83 ) 3.23 3.65 1.52
Extraordinary loss(e)........cvon.. - —-= (1.38) - (.03)
Cumulative effect of changes in
accounting principles(f)........ -= (.27) -= -= (.24)
S 1.51 $ 1.84 $ 2.34 $ 4.17 S 2.14
Cash dividends per common share.......... S 1.20 S 1.20 $ 1.80 S 1.60 S 1.60
</TABLE>
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
SELECTED CONSOLIDATED FINANCIAL DATA
YEARS ENDED DECEMBER 31, -- (CONTINUED)
(MILLIONS)
<TABLE>
<CAPTION>
1998 (n) 1997 (n) 1996 () 1995 1994
<S> <C> <C> <C> <C> <C>
BALANCE SHEET DATA (b) :
Net assets of discontinued operations.... $ 1,739 S 1,771 S 1,883 S 1,469 S 700
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Total asSsSetsS. ittt ittt 4,759 4,682 4,653 3,635

Short-term debt(c) .ovvvii i, 304 75 74 109
Long-term debt (C) c v v i v it ittt 671 713 639 469
Debt allocated to discontinued

operations (C) v vv it ininii it it 2,456 2,123 1,590 1,454
Minority interest....... ... .. i, 407 408 304 301
Shareowners' equity......cooiiiiiiiinnn. 2,504 2,528 2,646 3,148

STATEMENT OF CASH FLOWS DATA (b):
Net cash provided by operating

activities... ..ot S 532 S 519 $ 253 $ 1,443 $
Net cash used by investing activities.... (754) (887) (685) (1,162)
Net cash provided (used) by financing
activities... ..ot 216 354 147 (356)
Capital expenditures for continuing
OPEerationS. c vttt it e e (195) (221) (188) (208)
</TABLE>

(c)

(e)

(f)

(9)

For a discussion of the significant items affecting comparability of the
financial information for 1998, 1997, and 1996, see Item 5, Section C.
"Management's Discussion and Analysis of Financial Condition and Results of
Operations" in this Form 8-K. See also Notes 1 and 2 to the Financial
Statements of Tenneco Inc. and Consolidated Subsidiaries for the three years
ended December 31, 1998 included in this Form 8-K for a discussion of the
1996 corporate reorganization transactions and Note 2 for a discussion of
the spin-off of Tenneco's packaging business.

During the years presented, Tenneco completed numerous acquisitions related
to its continuing operations, the most significant of which was Clevite for
$328 million in July 1996. See Note 4 to the Financial Statements of Tenneco
Inc. and Consolidated Subsidiaries for additional information.

Debt amounts for 1998, 1997, and 1996 are net of allocations for corporate
debt to the net assets of discontinued specialty packaging and paperboard
packaging operations. Debt amounts for 1995 and 1994 are net of allocations
for corporate debt to the net assets of discontinued specialty packaging,
paperboard packaging, energy, and shipbuilding operations. Interest expense
for all periods is net of interest expense allocated to income from
discontinued operations. The allocation is based on the proportion of
Tenneco's investment in the specialty packaging operations', paperboard
packaging operations', energy operations', and shipbuilding operations' net
assets to Tenneco consolidated net assets plus debt. See Note 1 to the
Financial Statements of Tenneco Inc. and Consolidated Subsidiaries for
additional information.

Discontinued operations reflected in the above periods include Tenneco's
specialty packaging operations which were discontinued in August 1999, its
paperboard packaging operations which were discontinued in June 1999, its
energy and shipbuilding operations, which were discontinued in December
1996, its farm and construction equipment operations, which were
discontinued in March 1996, and its chemicals and brakes operations, which
were discontinued during 1994.

Represents Tenneco's costs related to prepayment of debt, including the 1996
loss recognized in the realignment of Tenneco's consolidated indebtedness
preceding its 1996 corporate reorganization. See Note 2 to the Financial
Statements of Tenneco Inc. and Consolidated Subsidiaries.

In 1997, Tenneco implemented Financial Accounting Standards Board's Emerging
Issues Task Force Issue 97-13, "Accounting for Costs Incurred in Connection
with a Consulting Contract that Combines Business Process Reengineering and
Information Technology Transformation.”" In 1994, Tenneco adopted Statement
of Financial Accounting Standards ("FAS") No. 112, "Employers' Accounting
for Postemployment Benefits." See Note 1 to the Financial Statements of
Tenneco Inc. and Consolidated Subsidiaries for additional information
regarding changes in accounting principles.

The average number of shares of common stock outstanding and earnings per
share amounts have been restated to reflect the adoption of FAS No. 128,
"Earnings per Share," effective December 15, 1997. See Note 1 and Note 8 to
the Financial Statements of Tenneco Inc. and Consolidated Subsidiaries for
information regarding the computation of earnings per share of common stock.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

STRATEGIC ALTERNATIVES ANALYSIS

In July 1998, Tenneco's Board of Directors authorized management to develop

a broad range of strategic alternatives which could result in the separation of
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the automotive, paperboard packaging, and specialty packaging businesses. As
part of that strategic alternatives analysis, Tenneco has taken the following
actions:

- In January 1999, Tenneco reached an agreement to contribute the
containerboard assets of its paperboard packaging segment to a new joint
venture with an affiliate of Madison Dearborn Partners, Inc. The
contribution of the containerboard assets to the joint venture was
completed in April 1999. Tenneco received consideration of cash and debt
assumption totaling approximately $2 billion and a 45 percent common
equity interest in the joint venture valued at approximately $200
million. Tenneco now owns a 43 percent common equity interest due to
subsequent management equity issuances.

- In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operation, to
Caraustar Industries. This transaction closed in June 1999.

- Also in April 1999, Tenneco announced that its Board of Directors had
approved the separation of its automotive and specialty packaging
businesses into two separate, independent companies.

- In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture.
Tenneco expects the sale to be completed prior to the spin-off of the new
packaging company discussed below.

The containerboard assets contributed to the joint venture represented
substantially all of the assets of the paperboard packaging segment and included
four mills, 67 corrugated products plants, and an ownership or controlling
interest in approximately 950,000 acres of timberland. Before the transaction,
Tenneco Packaging borrowed approximately $1.8 billion and used approximately
$1.2 billion to acquire assets used by the containerboard business under
operating leases and timber cutting rights and to purchase containerboard
business accounts receivable that had previously been sold to a third party. The
remainder of the borrowings was remitted to Tenneco and used to repay a portion
of short-term debt. Tenneco Packaging then contributed the containerboard
business assets, subject to the new indebtedness and the containerboard business
liabilities, to the joint venture in Exchange for $247 million in cash and the
45 percent interest in the joint venture. As a result of the sale transaction,
Tenneco recognized a pre-tax loss of $293 million, $178 million after-tax or
$1.07 per diluted common share. This loss was included in the results of
Tenneco's discontinued operations in the first quarter of 1999.

As a result of the decision to sell the remaining interest in the
containerboard joint venture, Tenneco's paperboard packaging segment is
presented as a discontinued operation in the accompanying financial statements.
Refer to Note 2 to the Financial Statements of Tenneco Inc. and Consolidated
Subsidiaries contained elsewhere in this document for further information.

The separation of the automotive and packaging businesses will be
accomplished by the spin-off of the common stock of Tenneco Packaging Inc.
("Packaging") to Tenneco shareowners (the "Spin-off"). At the time of the
Spin-off, Packaging will include Tenneco's specialty packaging business,
Tenneco's administrative services operations and the remaining interest in the
containerboard joint venture if the sale has not been completed. Tenneco and
Packaging are, however, currently analyzing the alternatives with respect to the
administrative services operations.

Before the Spin-off, Tenneco will realign substantially all of its existing
debt through some combination of tender offers, exchange offers, prepayments,
and other refinancings. This debt realignment will be financed by internally
generated cash, borrowings by Tenneco under a new credit facility, the issuance
by Tenneco of subordinated debt, and borrowings by Packaging under new credit
facilities. Tenneco currently expects that, subject to discussions with debt
rating agencies, the debt of Packaging will be rated investment grade and the
debt of the automotive company ("Automotive") will be rated non-investment
grade.
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Also before the Spin-off, Tenneco will restructure its existing businesses,
assets, and liabilities through a series of corporate restructuring
transactions. As Tenneco is currently organized, ownership of its subsidiaries
is based on geographic location and tax considerations rather than on the
businesses in which the subsidiaries are involved. Therefore, Tenneco will need
to restructure its existing businesses so that the assets, liabilities, and
operations of its packaging business and administrative services operations will
be owned by Packaging, and the assets, liabilities, and operations of its
automotive businesses will be owned by Tenneco.

The Spin-off is subject to conditions, including formal declaration of the
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Spin-off by the Tenneco Board of Directors, Tenneco's receipt, and the continued
effectiveness of a determination that the Spin-off will be tax-free for U.S.
federal income tax purposes, and the successful completion of the debt
realignment and corporate restructuring transactions. In August 1999, Tenneco
received a letter ruling from the Internal Revenue Service that the Spin-off
will be tax-free for U.S. federal income tax purposes to Tenneco and its
shareowners and as a result the specialty packaging segment is presented as a
discontinued operation in the accompanying financial statements. After
discontinuing the specialty packaging segment, Tenneco's sole continuing
operation is its Automotive segment. Refer to Note 2 to the Financial Statements
of Tenneco Inc. and Consolidated Subsidiaries contained elsewhere in this
document for further information.

YEARS 1998 AND 1997
RESULTS OF CONTINUING OPERATIONS

Tenneco reported income from continuing operations of $116 million for the
year ended December 31, 1998, compared to $234 million for the same period in
1997. The 1998 figure includes a $34 million after-tax charge to restructure the
automotive aftermarket business and to reduce overhead and manufacturing costs
throughout every part of the business. Excluding the restructuring charge,
Tenneco's income from continuing operations for the 1998 period was $150 million
compared to $234 million for the year ended December 31, 1997. The decline
results from lower Automotive operating income combined with higher interest
expense and minority interest.

NET SALES AND OPERATING REVENUES

<TABLE>
<CAPTION>
1998 1997
(MILLIONS)
<S> <C> <C> <C>
2N S i) 1L s AT $3,237 $3,226 -
</TABLE>

Automotive's revenue for 1998 was essentially flat with 1997 as increases
in original equipment revenue in North America and Europe of $215 million were
offset by a $165 million decline in aftermarket revenues throughout the world, a
$54 million reduction due to the adverse impact of a strong U.S. dollar, with
the remaining change due to the mix of products sold. Original equipment revenue
increased as Automotive continued to place its ride control and exhaust products
on many of the world's best-selling vehicles. Lower aftermarket demand was
driven by customer consolidations that temporarily increased field inventory
levels in North America and Europe; milder than normal winter weather; and
continuing soft Asian and South American replacement markets. Additionally,
Automotive began reducing its quarterly promotional programs in an effort to
better balance supply and demand going into 1999.

INCOME BEFORE INTEREST EXPENSE, INCOME TAXES, AND MINORITY INTEREST
("OPERATING INCOME")

The following table presents operating income for the years 1998 and 1997.

CHANGE

<TABLE>
<CAPTION>
1998 1997 % CHANGE
(MILLIONS)
<S> <C> <C> <C>
AULOMOT IV e ¢ i ettt ettt ettt e e et ae et teeeee e eaeeaneenns $248 $407 (39)%
[0 T o (21) (12) NM
$395 (43)%
</TABLE>
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Excluding restructuring charges, a comparison of Tenneco's 1998 and 1997
operating income is as follows:
<TABLE>
<CAPTION>
1998 1997 % CHANGE
(MILLIONS)
<S> <C> <C> <C>
AULOMOEIVE . ¢ ettt e ettt ettt e e $301 $407 (26) %
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</TABLE>

Automotive's operating income in 1998 reflected strong volume growth in the
original equipment business which was more than offset by lower volumes in the
aftermarket. The net impact of volume was a decline in operating income of $43
million. Adverse currency movements caused a further deterioration of $14
million. The 1997 operating income included $10 million related to the favorable
resolution of a legal action and a net reduction of $4 million in certain
reserves, primarily related to ongoing reorganization initiatives which had
proceeded more rapidly and efficiently than planned, allowing Automotive to
adjust its cost estimate for completing the initiatives. Charges in 1998 for bad
debts, a higher level of costs related to customer acquisition activity and
marketing, and pricing adjustments in the original equipment business produced
the balance of the earnings decline.

Tenneco's "Other" operating loss in 1997 reflects gain on liquidation of
overseas subsidiaries.

OPERATING INCOME AS A PERCENTAGE OF REVENUE

Operating income as a percentage of revenue for 1998 and 1997, including
the fourth quarter 1998 restructuring charge, were as follows:

<TABLE>
<CAPTION>

1998 1997 % CHANGE
<S> <C> <C> <C>
AUtOmMOtAvVe . ittt e e e e e 7.7% 12.6% (39)%
B = 7.0% 12.2% 43)%
</TABLE>

Operating income as a percentage of revenue declined primarily as a result
of the factors cited in the discussion of operating income above since revenue
was essentially flat.

Excluding the fourth quarter 1998 restructuring charge described below,
operating income as a percentage of revenue for the same periods were as
follows:

<TABLE>
<CAPTION>

1998 1997 % CHANGE
<S> <C> <C> <C>
AULOMOt Ve . ittt ittt i i et e e e 9.3% 12.6% (26) %
o = 8.7% 12.2% 29)%
</TABLE>

RESTRUCTURING AND OTHER CHARGES

In the fourth quarter of 1998, Tenneco's Board of Directors approved an
extensive restructuring plan designed to reduce administrative and operational
costs in every part of Tenneco's business. Tenneco recorded a pre-tax charge to
income from continuing operations of $53 million, $34 million after-tax or $.20
per diluted common share, in the fourth quarter of 1998 related to this
restructuring plan. Of the pre-tax charge for operational restructuring plans,
$36 million is related to the consolidation of the manufacturing and
distribution operations of Automotive's North American aftermarket business. A
staff and related cost reduction plan, which covers employees in Automotive's
operating unit and corporate operations, is expected to cost $17 million.

The Automotive aftermarket restructuring involves closing two plant
locations and five distribution centers and the elimination of 302 positions at
those locations. The staff and related cost reduction plan involves the
elimination of 454 administrative positions in Automotive's business unit and
its corporate operations.
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The fixed assets at the locations to be closed were written down to their
fair value, less costs to sell, in the fourth quarter of 1998. As a result of
the single-purpose nature of the assets, fair value was estimated at scrap value
less cost to dispose. No significant net cash proceeds are expected to be
received from the ultimate disposal of these assets, which should be complete by
the fourth quarter of 2000. The effect of suspending depreciation for these
impaired assets is a reduction in depreciation and amortization of approximately
$2 million on an annual basis.
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As of December 31, 1998, approximately 350 employees had been terminated.

Amounts related to the restructuring plan are shown in the following table:

<TABLE>
<CAPTION>
1998 FOURTH QUARTER CHARGED BALANCE AT
RESTRUCTURING 1998 TO ASSET DECEMBER 31,
CHARGE PAYMENTS ACCOUNTS 1998
(MILLIONS)
<S> <C> <C> <C> <C>
SEVEraNCEe. v v vttt ittt eaenennnn $19 $ 4 $—-- $15
Asset impairments............... 33 - 33 -
Facility exit costs............. 1 -= - 1
$53 $ 4 $33 $16
</TABLE>

Automotive expects to realize annual savings of $27 million as a result of
these restructuring initiatives, primarily from a reduction in salary and
related employee expenses. Tenneco expects these savings will be fully realized
beginning in the second quarter of 2000.

INTEREST EXPENSE (NET OF INTEREST CAPITALIZED)

Tenneco incurred interest expense of $69 million, a $11 million increase
over 1997. For the year 1998, $171 million of interest expense was allocated to
discontinued operations compared with $158 million during 1997. Adjusting for
the allocation, interest expense increased by $24 million. This increase was
attributable to higher average debt levels in 1998 resulting from inclusion for
the full year of amounts used to acquire the protective and flexible packaging
business of KNP BT in late April 1997 for the specialty packaging segment, a
higher level of working capital to support higher revenue levels and Tenneco's
share repurchase activity.

INCOME TAXES

Tenneco's effective tax rate for 1998 was 8 percent, compared to 24 percent
for 1997. The 1998 effective tax rate was lower than the statutory rate as a
result of certain non-recurring foreign and state tax benefits, lower foreign
tax rates and a reduction in Tenneco's estimated tax liabilities related to
certain global tax audits. The 1997 effective tax rate benefitted from the
non-recurring impact of certain foreign tax benefits and the benefit of
previously unrecognized deferred tax assets.

MINORITY INTEREST

Minority interest was $29 million in 1998, compared to $23 million in 1997.
This primarily represents dividends on the preferred stock of a U.S. subsidiary.
In December 1997, this subsidiary issued additional preferred stock. See Note 10
to the Financial Statements of Tenneco Inc. and Consolidated Subsidiaries
contained elsewhere in this document for additional information.

DISCONTINUED OPERATIONS

In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint venture. Tenneco
expects the sale to be completed before the Spin-off. As a result, Tenneco's
paperboard packaging segment has been reflected as discontinued operations. In
August 1999, Tenneco received a letter ruling from the Internal Revenue Service
that the Spin-off will be tax-free for U.S. federal income tax purposes to
Tenneco and its shareowners and as a result the specialty packaging operations
have been reflected as discontinued operations. For 1998, discontinued
operations for the paperboard
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packaging and specialty packaging segments generated $139 million or $.83 per
diluted common share) of income compared to $127 million or $.75 per diluted
common share for 1997.

See Note 2 to the Financial Statements of Tenneco Inc. and Consolidated
Subsidiaries contained elsewhere in this document for further discussion of
discontinued operations.

Fourth quarter 1998 results from discontinued operations for the paperboard
packaging segment include a pre-tax charge of $14 million related to Tenneco's
restructuring plan to reduce administrative and operational overhead costs. The
Paperboard Packaging restructuring plan involves closing four box plants and the
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elimination of 78 manufacturing and 198 administrative positions.

Income from the discontinued paperboard packaging segment in 1998 also
included a $15 million pre-tax gain on the sale of its remaining 20 percent
interest in a recycled paperboard joint venture with Caraustar Industries and a
$17 million pre-tax gain on the sale of non-strategic timberland assets. In
1997, income from discontinued operations included a $38 million pre-tax gain on
refinancing of two containerboard mill leases and a $5 million pre-tax gain from
a timberland management transaction.

Fourth quarter 1998 results from discontinued operations for the specialty
packaging segment includes a pre-tax charge of $32 million related to Tenneco's
restructuring plan to reduce administrative and operational overhead costs. The
specialty packaging restructuring plan involves the elimination of product lines
at two plants, exiting four joint ventures and elimination of 104 manufacturing
positions and 184 administrative positions in the operations and corporate
offices.

CHANGES IN ACCOUNTING PRINCIPLE

In March 1998, the American Institute of Certified Public Accountants
("AICPA") issued Statement of Position ("SOP") 98-1, "Accounting for the Costs
of Computer Software Developed or Obtained for Internal Use," which establishes
new accounting and reporting standards for the costs of computer software
developed or obtained for internal use. This statement will be applied
prospectively and is effective for fiscal years beginning after December 15,
1998. Tenneco currently capitalizes costs for purchase and development of
software which is used in its business operations. Consequently, the impact of
this new standard will not have a significant effect on Tenneco's financial
position or results of operations.

In April 1998, the AICPA issued SOP 98-5, "Reporting on the Costs of
Start-Up Activities," which requires costs of start-up activities to be expensed
as incurred. This statement is effective for fiscal years beginning after
December 15, 1998. The statement requires previously capitalized costs related
to start-up activities to be expensed as a cumulative effect of a change in
accounting principle when the statement is adopted. Prior to January 1, 1999,
Tenneco capitalized costs related to start-up activities, primarily engineering
costs for new automobile original equipment platforms. Tenneco expects to record
an after-tax charge for the cumulative effect of this change in accounting
principle upon adoption of approximately $100 million. Tenneco will adopt this
new accounting principle in the first quarter of 1999.

In June 1998, the FASB issued Statement of Financial Accounting Standards
("SFAS") No. 133, "Accounting for Derivative Instruments and Hedging
Activities." This statement establishes new accounting and reporting standards
requiring that all derivative instruments, including derivative instruments
embedded in other contracts, be recorded in the balance sheet as either an asset
or liability measured at its fair value. The statement requires that changes in
the derivative's fair value be recognized currently in earnings unless specific
hedge accounting criteria are met. Special accounting for qualifying hedges
allows a derivative's gains and losses to offset related results on the hedged
item in the income statement and requires that a company must formally document,
designate and assess the effectiveness of transactions that receive hedge
accounting. This statement cannot be applied retroactively and is effective for
all fiscal years beginning after June 15, 2000. Tenneco is currently evaluating
the new standard but has not yet determined the impact it will have on its
financial position or results of operations.

Tenneco adopted SFAS No. 131, "Disclosure about Segments of an Enterprise
and Related Information," and SFAS No. 132, "Employers' Disclosures about
Pensions and Other Postretirement
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Benefits," in 1998. Disclosures required by these statements for earlier periods
presented have been restated on a comparative basis.

As required by the FASB's Emerging Issues Task Force ("EITF") Issue 97-13,
"Accounting for Costs Incurred in Connection with a Consulting Contract that
Combines Business Process Reengineering and Information Technology
Transformation," Tenneco recorded an after-tax charge of $46 million, net of a
tax benefit of $28 million, or $.27 per common share on both the basic and
diluted bases in the fourth quarter of 1997. EITF 97-13 establishes the
accounting treatment and an allocation methodology for certain consulting and
other costs incurred in connection with information technology transformation
efforts. This charge was reported as a cumulative effect of change in accounting
principle.

EARNINGS PER SHARE

Income from continuing operations was $.68 per diluted common share for
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1998, compared to $1.36 per diluted common share in 1997. (All references to
earnings per share in this Management's Discussion and Analysis are on a diluted
basis unless otherwise noted.) Discontinued operations contributed $.83 per
diluted common share for 1998 compared to $.75 per diluted common share for
1997. For 1997, Tenneco also recorded a charge for the cumulative effect of a
change in accounting principle noted above of $.27 per diluted common share,
resulting in net income of $1.84 per diluted common share compared to $1.51 per
diluted common share for 1998.

LIQUIDITY AND CAPITAL RESOURCES

CAPITALIZATION
<TABLE>
<CAPTION>
1998 1997 CHANGE
(MILLIONS)

<S> <C> <C> <C>
Short-term debt and current maturities.............. $ 304 $ 75
Long-term debt. ...ttt ittt ii it 671 713
Debt allocated to discontinued operations........... 2,456 2,123
Total debt. . it i i i et e e 3,431 2,911 18%
Minority interest..... ...t 407 408
Minority interest allocated to discontinued

(03 ST o= i o o - 14 16
Total minority interest......... oo, 421 424 (1)%
Common shareowners' equity.......oieiiiieneennennnnn. 2,504 2,528 (1)%

Total capitalization...........c.ciivuonn. $6,356 $5,863 8%

</TABLE>

Tenneco's debt to capitalization ratio was 54.0 percent at December 31,
1998, compared to 49.7 percent at December 31, 1997. The increase in the ratio
is attributable to the additional debt issued during 1998 as described under
"Cash Flow-Financing Activities" below, as well as a decline in equity resulting
from net income in 1998 being more than offset by dividends and share
repurchases.

CASH FLOWS
<TABLE>
<CAPTION>
1998 1997
(MILLIONS)

<S> <C> <C>
Cash provided (used) by:

Operating aCtivitiesS . ittt it ittt ittt $ 532 $ 519

Investing activities. . vttt ittt ittt (754) (887)

Financing activities. . ...ttt ittt 216 354
</TABLE>
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OPERATING ACTIVITIES

Cash flow provided by operating activities was $13 million higher in 1998
than in 1997. Income before depreciation, depletion and amortization was $78
million lower than in 1997, largely as a result of higher interest expense and
the restructuring charge taken during the fourth quarter of 1998, for which the
bulk of the cash outflows will occur during 1999. Noncash charges for deferred
income taxes were higher in 1997 than in 1998, primarily as a result of tax
benefits derived from the 1996 reorganization and debt realignment and a 1996
tax net operating loss which was carried back to earlier years.

INVESTING ACTIVITIES

Investing activities used $133 million less cash in 1998 than in 1997.
Capital expenditures for continuing operations declined by $26 million in 1998.
Capital expenditures and acquisitions for discontinued operations decreased in
1998 by $124 million, as lower acquisitions in 1998 were partially offset by
higher capital spending. During 1998, the most significant acquisitions were
Richter Manufacturing, a North American protective packaging business, and the
Belvidere, Illinois dual-ovenable paperboard tray manufacturing facility of
Champion International. Acquisition activity in 1997 primarily related to the
purchase of KNP BT's protective and flexible packaging business. The higher

Copyright © 2012 www.secdatabase.com. All Rights Reserved
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

capital expenditures were primarily a result of $84 million spent to acquire
certain leased timberlands in contemplation of the separation of the
containerboard assets from Tenneco's other businesses.

FINANCING ACTIVITIES

Financing activities in 1998 generated $138 million less cash than in 1997.
During 1997, a Tenneco subsidiary issued preferred stock, the net proceeds of
which were $99 million. During 1998, Tenneco repurchased $22 million more of its
common stock than in 1997. During 1997, Tenneco refinanced a portion of its
short-term debt by issuing $100 million of 10-year 7 1/2% notes, $200 million of
30-year 7 7/8% debentures, and $300 million of 20-year 7 5/8% debentures. The
net proceeds of these debt offerings was $593 million. During 1998, Tenneco's
short-term debt (excluding current maturities on long-term debt) increased by
$540 million.

LIQUIDITY

At December 31, 1998, Tenneco's credit facility was a $1.75 billion
committed financing arrangement with a syndicate of banks which expires in 2001.
Committed borrowings under this credit facility bear interest at an annual rate
equal to, at the borrower's option, either (i) a rate consisting of the higher
of Morgan Guaranty Trust Company of New York's prime rate or the federal funds
rate plus 50 basis points; (ii) the London Interbank Offering Rate plus a margin
determined based on the credit rating of Tenneco's unsecured senior debt; or
(iii) a rate based on money market rates pursuant to competitive bids by the
syndicate banks. Tenneco maintains unused availability under this line of credit
at least equal to 100 percent of its commercial paper notes outstanding which
were $576 million at December 31, 1998. There were no borrowings under this
credit facility at December 31, 1998.

The credit facility requires that Tenneco's ratio of debt to total
capitalization, as defined in the credit facility, not exceed 70%. Compliance
with this requirement is a condition for any incremental borrowings under the
credit facility, and failure to meet the requirement enables the syndicate banks
to require repayment of any outstanding loans after a 30-day cure period. At
December 31, 1998, Tenneco's ratio of debt to total capitalization as defined in
the credit facility was 57.9 percent. In addition, the credit facility imposes
certain other restrictions, none of which are expected to limit Tenneco's
ability to operate its businesses in the ordinary course.

Following Tenneco's July 21, 1998 announcement regarding its analysis of
strategic alternatives, Standard and Poor's and Moody's debt rating agencies
placed the rating on Tenneco's debt in review, pending the outcome of Tenneco's
strategic alternatives analysis. In consideration of the rating agency actions
and the possibility that the strategic alternatives analysis could result in the
separation of the automotive, specialty packaging, and containerboard
businesses, which could require a realignment of Tenneco's long-term debt,
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Tenneco financed its capital needs with short-term debt during 1998.
Consequently, Tenneco's short-term debt at December 31, 1998 was approximately
$550 million higher than at December 31, 1997. Tenneco believes that its
existing committed credit facility, supplemented by the net proceeds from the
sale of the containerboard business, are adequate to meet its 1999 capital
requirements, including scheduled long-term debt retirements of $250 million.

CAPITAL COMMITMENTS

Tenneco estimates that expenditures of approximately $231 million will be
required by its Automotive and specialty packaging businesses after December 31,
1998, to complete facilities and projects authorized at such date, and
substantial commitments have been made in connection therewith. Of this amount,
approximately $121 million pertains to the continuing Automotive operations and
approximately $110 million pertains to the discontinued specialty packaging
operations.

DIVIDENDS ON COMMON STOCK

Tenneco Inc. declared dividends on its common shares of $.30 per share for
each quarter in 1998. Declaration of dividends is at the discretion of the Board
of Directors. The Board has not adopted a dividend policy as such. Subject to
legal and contractual restrictions, its decisions regarding dividends are based
on all considerations that in its business judgment are relevant at the time,
including past and projected earnings, cash flows, economic, business and
securities market conditions, and anticipated developments concerning Tenneco's
business and operations.

Following the Spin-off, Automotive's dividend policy will be established by
its board of directors from time to time based on the results of Automotive's
operations, financial condition and other business considerations that its board
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of directors deems relevant. Also, Tenneco expects Automotive to be highly
leveraged after the Spin-off and restricted with respect to the payment of
dividends, by the terms of its financing arrangements. Accordingly, its annual
dividend is expected to be nominal.

The combined annual dividends of Packaging and Automotive after the
Spin-off will be less than Tenneco's annual dividend before the Spin-off.

ENVIRONMENTAL MATTERS

Tenneco and certain of its subsidiaries and affiliates are parties to
environmental proceedings. Expenditures for ongoing compliance with
environmental regulations that relate to current operations are expensed or
capitalized as appropriate. Expenditures that relate to an existing condition
caused by past operations and which do not contribute to current or future
revenue generation are expensed. Liabilities are recorded when environmental
assessments indicate that remedial efforts are probable and the costs can be
reasonably estimated. Estimates of the liability are based upon currently
available facts, existing technology, and presently enacted laws and regulations
taking into consideration the likely effects of inflation and other societal and
economic factors. All available evidence is considered including prior
experience in remediation of contaminated sites, other companies' clean-up
experience and data released by the United States Environmental Protection
Agency or other organizations. These estimated liabilities are subject to
revision in future periods based on actual costs or new information. These
liabilities are included in the balance sheet at their undiscounted amounts.
Recoveries are evaluated separately from the liability and, when assured, are
recorded and reported separately from the associated liability in the financial
statements.

At July 1, 1999, Tenneco had been designated as a potentially responsible
party in seven Superfund sites. Tenneco has estimated its share of the
remediation costs for these sites to be approximately $4 million in the
aggregate and has established reserves that it believes are adequate for such
costs. This amount is evenly split between continuing operations and
discontinued operations. In addition, Tenneco may have the obligation to
remediate current or former facilities and estimates its share of remediation
costs at these facilities to be approximately $19 million for continuing
operations and $4 million for discontinued operations. For both the Superfund
sites and its current and former facilities, Tenneco has established reserves
that it believes are adequate for these costs. Although Tenneco believes its
estimates of remediation costs are reasonable and are
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based on the latest available information, the clean-up costs are estimates and
are subject to revision as more information becomes available about the extent
of remediation required. At some sites, Tenneco expects that other parties will
contribute to the remediation costs. In addition, at the Superfund sites, the
Comprehensive Environmental Response, Compensation and Liability Act provides
that Tenneco's liability could be joint and several, meaning that Tenneco could
be required to pay in excess of its share of remediation costs. Tenneco's
understanding of the financial strength of other potentially responsible parties
has been considered, where appropriate, in Tenneco's determination of its
estimated liability. Tenneco believes that the costs associated with its current
status as a potentially responsible party in the Superfund sites referenced
above, or as a liable party at its current or former facilities will not be
material to its consolidated financial position or results of operations.

Tenneco estimates that its capital expenditures for environmental matters
for 1999 and 2000 will not be material

Tenneco is party to various other legal proceedings arising from its
operations. Tenneco believes that the outcome of these other proceedings,
individually and in the aggregate, will not have a material adverse effect on
its financial position or results of operations.

DERIVATIVE FINANCIAL INSTRUMENTS
FOREIGN CURRENCY EXCHANGE RATE RISK

Tenneco uses derivative financial instruments, principally foreign currency
forward purchase and sale contracts with terms of less than one year, to hedge
its exposure to changes in foreign currency exchange rates. Tenneco's primary
exposure to changes in foreign currency rates results from intercompany loans
made between Tenneco affiliates to minimize the need for borrowings from third
parties. Additionally, Tenneco enters into foreign currency forward purchase and
sale contracts to mitigate its exposure to changes in exchange rates on
intercompany and third party trade receivables and payables. Tenneco has from
time to time also entered into forward contracts to hedge its net investment in
foreign subsidiaries. Tenneco does not currently enter into derivative financial
instruments for speculative purposes.
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In managing its foreign currency exposures,

Tenneco identifies and

aggregates naturally occurring offsetting positions and then hedges residual

exposures through third party derivative contracts.
summarizes by major currency the notional amounts,
rates, and fair value
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The following table
weighted average settlement

for foreign currency forward purchase and sale contracts as of December 31,

1998. All contracts in the following table mature in 1999.

<TABLE>
<CAPTION>
DECEMBER 31, 1998
WEIGHTED
NOTIONAL AMOUNT AVERAGE FAIR VALUE
IN FOREIGN CURRENCY SETTLEMENT RATES IN U.S. DOLLARS
(MILLIONS EXCEPT SETTLEMENT RATES)
<S> <C> <C> <C> <C>
Belgian Francs -Purchase 594 0.029 $ 17
-Sell (644) 0.029 (19)
British Pounds -Purchase 98 1.660 163
-Sell (152) 1.660 (252)
Canadian Dollars -Purchase 112 0.654 73
-Sell (176) 0.654 (115)
Danish Krone -Purchase 79 0.157 12
-Sell -- -- -=
French Francs -Purchase 497 0.179 89
-Sell (97) 0.179 (17)
German Marks -Purchase 3 0.599 2
-Sell (56) 0.599 (33)
Portuguese Escudo —-Purchase 1,947 0.006 11
-Sell (30) 0.006 -=
Spanish Pesetas -Purchase 4,545 0.007 32
-Sell (325) 0.007 (2)
U.S. Dollars -Purchase 105 1.000 105
-Sell (33) 1.000 (33)
Other -Purchase 395 .043 17
-Sell (719) 0.068 (49)
S 1
</TABLE>
INTEREST RATE RISK
Tenneco's financial instruments that are sensitive to market risk for
changes in interest rates are its debt securities. Tenneco primarily uses
commercial paper to finance its short-term capital requirements. Since
commercial paper generally matures in three months or less, Tenneco pays a
current market rate of interest on these borrowings. Tenneco finances its
long-term capital requirements with long-term debt with original maturity dates
ranging up to 30 years. All of Tenneco's existing long-term debt obligations
have fixed interest rates. Consequently, Tenneco is not exposed to cash flow or
fair value risk from market interest rate changes on its long-term debt
portfolio. Should Tenneco decide to redeem its long-term debt securities prior
to their stated maturities, it would generally incur costs based on the fair
value of the debt at that time.
The table below provides information about Tenneco's financial instruments
that are sensitive to interest rate risk.
<TABLE>
<CAPTION>
ESTIMATED MATURITY DATES
1999 2000 2001 2002 2003 THEREAFTER TOTAL
(MILLIONS EXCEPT EFFECTIVE INTEREST RATES)
<S> <C> <C> <C> <C> <C> <C> <C>
Short-term debt (excluding
current maturities) (b)...... $821 $ -- s -- s - S -- $ -= $ 821
Average effective interest
rate. . i it 5.9% --% --% --% --% --%
Long-term debt (including
current maturities) (b)...... $250 $ 10 $187 $498 $ 7 $1,583 $2,535
Average effective interest
rate. . i e 6.4% 12.0% 6.8% 6.8% 11.2% 7.6%
</TABLE>
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FAIR VALUE AT
DECEMBER 31,
1998 (A)

$ 821

$2,606
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(a) Fair value of short-term debt was considered to be the same as or was not
determined to be materially different from the carrying amount. The fair
value of fixed-rate long term debt was generally based on the market value
of Tenneco debt offered in open market exchanges at December 31, 1998.
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(b) Amounts include corporate debt allocated to net assets of discontinued
operations. See Notes 1 and 5 to the Financial Statements of Tenneco Inc.
and Consolidated Subsidiaries contained elsewhere in this document.

Tenneco also has other obligations which are sensitive to changes in the
market rate of interest. A subsidiary has issued preferred stock with a rate
amount of $400 million which pays a dividend based upon the current market rate
of interest. See Note 10 to the Financial Statements of Tenneco Inc. and
Consolidated Subsidiaries contained elsewhere in this document.

In connection with the Spin-off, the above described financial instruments,
which are sensitive to interest rate risk, are expected to be refinanced.

The statements and other information (including the tables) in this
"Derivative Financial Instruments" section constitute "forward-looking
statements."

YEAR 2000

Many computer software systems, as well as certain hardware and equipment
utilizing date-sensitive data, were structured to use a two-digit date field
meaning that they will not be able to properly recognize dates in the Year 2000.
Tenneco's significant technology transformation projects are addressing the Year
2000 issue in those areas where replacement systems are being installed for
other business reasons. Where existing systems and equipment are expected to
remain in place beyond 1999, Tenneco has a detailed process in place to identify
and assess Year 2000 issues and to remediate, replace or establish alternative
procedures addressing non-Year 2000 compliant systems, hardware, and equipment.

Tenneco has substantially completed inventorying its systems and equipment
including computer systems and business applications as well as date-sensitive
technology embedded in its equipment and facilities. Tenneco continues to plan
for and undertake remediation, replacement, or alternative procedures for non-
compliant Year 2000 systems and equipment; and test remediated, replaced, or
alternative procedures for systems and equipment. Tenneco has confirmed that
none of its products are date-sensitive. Remediation, replacement, or
alternative procedures for systems and equipment are being undertaken on a
business priority basis. This is ongoing and was completed at some locations in
1998 with the remainder to be completed through the third quarter of 1999.
Testing will occur in the same time frame. Also, Tenneco is contacting its major
customers, suppliers, financial institutions, and others with whom it conducts
business to determine whether they will be able to resolve in a timely manner
Year 2000 problems possibly affecting Tenneco. As part of its planning and
readiness activities, Tenneco is developing Year 2000 contingency plans for
critical business processes such as banking, data center operations and
just-in-time manufacturing operations. Contingency plans also will be developed
on a business unit basis, where needed, to respond to previously undetected Year
2000 problems and business interruption from suppliers.

Based upon current estimates, Tenneco believes it will incur costs which
may range from approximately $40 to $50 million to address Year 2000 issues and
implement the necessary changes to its existing systems and equipment. As of
December 31, 1998, approximately $14 million of the costs have already been
incurred. Approximately 40 percent of the range of costs estimated, and 45
percent of the costs incurred through December 31, 1998 are attributable to
continuing operations. These costs are being expensed as they are incurred,
except that in certain instances Tenneco may determine that replacing existing
computer systems or equipment may be more effective and efficient, particularly
where additional functionality is available. These replacements would be
capitalized and would reduce the estimated expense associated with Year 2000
issues.

In the event Tenneco is unable to complete the remediation, replacement, or
alternative procedures for critical systems and equipment in a timely manner or
if those with whom Tenneco conducts business are unsuccessful in implementing
timely solutions, Year 2000 issues could have a material adverse effect on
Tenneco's results of operations. At this time, the potential effect in the event
Tenneco and/or third parties are unable to timely resolve Year 2000 problems is
not determinable; however, Tenneco believes it will be able to resolve its own
Year 2000 issues.
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EURO CONVERSION

The European Monetary Union resulted in the adoption of a common currency,
the "Euro", among eleven European nations. The Euro is being adopted over a
three-year transition period beginning January 1, 1999. In October 1997, Tenneco
established a cross-functional Euro Committee, comprised of representatives of
the Company's operational divisions as well as its corporate offices. That
Committee had two principal objectives: (i) to determine the impact of the Euro
on the Company's business operations, and (ii) to recommend and facilitate
implementation of those steps necessary to ensure that Tenneco would be fully
prepared for the Euro's introduction. As of January 1, 1999, Tenneco has
implemented those Euro conversion procedures that it had determined to be
necessary and prudent to adopt by that date, and is on track to becoming fully
"Euro ready" on or before the conclusion of the three-year Euro transition
period. Tenneco believes that the costs associated with transitioning to the
Euro will not be material to its consolidated financial position or the results
of its operations.

YEARS 1997 AND 1996

The year ended December 31, 1997, represents the first full year of Tenneco
Inc. and consolidated subsidiaries' operation as a global manufacturing company
focused on its automotive parts and packaging businesses.

Tenneco Inc. was spun-off from the company previously known as Tenneco Inc.
("0ld Tenneco") on December 11, 1996, following a series of transactions
undertaken to realign the assets, liabilities and operations of 0ld Tenneco such
that the automotive parts ("Automotive"), packaging ("Specialty Packaging" and
"Paperboard Packaging") and the administrative services ("Tenneco Business
Services") businesses were owned by Tenneco Inc. and the shipbuilding business
was owned by Newport News Shipbuilding Inc. ("Newport News"). Old Tenneco
distributed the shares of Tenneco Inc. and Newport News to its shareowners on
December 11, 1996. On December 12, 1996, 0ld Tenneco, which then consisted
primarily of the energy business ("Energy") and certain previously discontinued
operations of Old Tenneco, merged with a subsidiary of El Paso Natural Gas
Company.

Although the separation of Tenneco Inc. from Old Tenneco was structured as
a spin-off for legal, tax and other reasons, Tenneco Inc. kept certain important
aspects of 0ld Tenneco, including its executive management, Board of Directors
and headquarters. Most importantly, the combined assets, revenues, and operating
income of Automotive, Specialty Packaging and Paperboard Packaging represented
more than half the assets, revenues and operating income of 0Old Tenneco prior to
the distributions and merger. Consequently, this Management's Discussion and
Analysis of Financial Condition and Results of Operations and Tenneco's
financial statements for periods prior to the distributions and merger present
the net assets and results of operations of 0ld Tenneco's shipbuilding and
energy businesses, as well as its farm and construction equipment business which
was disposed of before the distributions and merger, as discontinued operations.
Refer to Note 2 to the Financial Statements of Tenneco Inc. and Consolidated
Subsidiaries contained elsewhere in this document for further discussion.

For purposes of this Management's Discussion and Analysis "Tenneco" or the
"Company" refers to 0Old Tenneco and its subsidiaries before the above described
corporate reorganization transactions and to Tenneco Inc., formerly known as New
Tenneco Inc., and its subsidiaries after those transactions.

The following review of Tenneco's financial condition and results of
operations should be read in conjunction with the financial statements and
related notes of Tenneco Inc. and Consolidated Subsidiaries.

RESULTS OF CONTINUING OPERATIONS

Tenneco reported income from continuing operations for the year ended
December 31, 1997, of $234 million compared to $82 million for the same period
in 1996. The improvement resulted from record operating results at Automotive
and a lower effective tax rate for 1997 compared to 1996.
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NET SALES AND OPERATING REVENUES
<TABLE>
<CAPTION>
1997 1996 CHANGE
(MILLIONS)
<S> <C> <C> <c>
2N G ot o) Lo w2 $3,226 $2,980 8%
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</TABLE>

Automotive's revenue increase over 1996 resulted from acquisition
performance, volume gains, and improved pricing and product mix. Companies
acquired in 1996 and 1997 contributed $238 million to revenue gains during 1997.
For companies acquired in 1996, these revenue gains include only revenues earned
through the first anniversary of the 1996 acquisition. Performance following the
first year of ownership is included in the other year over year measures of
performance. Volume growth with both existing and new customers resulted in
revenue increases of $128 million, while improved price realizations and a more
favorable product mix added $35 million to 1997 revenues. These revenue gains
were partially offset by the impact of the strong U.S. dollar in overseas
markets, which resulted in $141 million in lower revenues than would have been
realized had the U.S. dollar not strengthened during the year.

OPERATING INCOME

<TABLE>
<CAPTION>
1997 1996 CHANGE
(MILLIONS)
<S> <C> <C> <Cc>
AULOMOTIVE . ettt ittt ettt ettt e $407 $249 63%
L o (12) (7) NM
$395 $242 63%
</TABLE>

During 1996, Automotive recorded a pre-tax charge of $64 million to
streamline certain exhaust operations and realign the ride control product line.
Absent this charge, 1996 operating income would have been $313 million. The
remaining increase in operating income during 1997 is primarily attributable to
acquisition performance, cost reduction initiatives, and improved realizations,
partially offset by the impact of the strong U.S. dollar in overseas markets.
Acquisitions, including the impact of 1996 transactions calculated through the
first anniversary of the date of each acquisition, added $35 million to 1997
operating income. Cost reduction initiatives contributed more than $40 million
to the 1997 operating income improvement while improved pricing realization and
product mix combined with volume growth resulted in higher 1997 operating income
of more than $30 million. During the third quarter of 1997, Automotive benefited
from a net reduction of $4 million in certain reserves, primarily related to
ongoing reorganization initiatives which have proceeded more rapidly and
efficiently than planned, allowing Automotive to adjust its cost estimates for
completing these initiatives. Additionally, favorable resolution of a legal
action contributed $10 million to third quarter 1997 results. Partially
offsetting these operating income gains was the impact of the strong U.S. dollar
on overseas earnings, which reduced 1997 operating income by $22 million, and
fourth quarter charges totaling $4 million related to a customer bankruptcy and
a prior asset sale.

The increase in Tenneco's "Other" operating loss reflects the cost of
factoring a higher level of receivables, offset in part by gain recognized on
liquidation of overseas subsidiaries in 1997.

OPERATING INCOME AS A PERCENTAGE OF REVENUE

Operating income as a percentage of revenue for 1997 and 1996 were as
follows:

<TABLE>
<CAPTION>

1997 1996 CHANGE

(MILLIONS)

<S> <C> <C> <C>
2N Lo e = 12.6% 8.4% 50%
0 o= 12.2% 8.1% 51%
</TABLE>

Automotive's operating income as a percentage of revenue increased as
operating income grew 63 percent while revenues increased by 8 percent.
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INTEREST EXPENSE (NET OF INTEREST CAPITALIZED)

Tenneco incurred interest expense of $216 million during 1997, an increase
of $21 million over 1996. These amounts include $158 million and $135 million of
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interest allocated to discontinued operations in 1997 and 1996, respectively.
The increase reflects a higher level of borrowings during 1997, resulting
primarily from acquisitions made in both Specialty Packaging and Automotive, as
well as Tenneco's share repurchase activity.

INCOME TAXES

Tenneco's effective tax rate for 1997 was 24 percent, compared to 43
percent for 1996. The 1997 tax rate was lower than the statutory rate due to the
non-recurring impact of certain foreign tax benefits and the benefit of
previously unrecognized deferred tax assets. For 1996, the effective tax rate
was in excess of the statutory rate primarily as a result of the realignment
charges recorded for Automotive's European operations which were not fully
benefited for tax purposes.

MINORITY INTEREST

Minority interest in 1997 was $23 million compared to $21 million in 1996.
This primarily represents dividends on the preferred stock of a U.S. subsidiary.
In December 1997, this subsidiary issued additional preferred stock. See Note 10
to the Financial Statements of Tenneco Inc. and Consolidated Subsidiaries
contained elsewhere in this document for additional information.

DISCONTINUED OPERATIONS AND EXTRAORDINARY LOSS

For 1997, discontinued operations include the Paperboard Packaging and the
Specialty Packaging operations, which were discontinued in June and August 1999,
respectively. The Paperboard Packaging operations generated income of $21
million after income tax expense of $10 million, or $.12 per diluted common
share. The Specialty Packaging operations generated income of $106 million after
income tax expense of $75 million, or $.63 per diluted common share.

For 1996, discontinued operations include the Paperboard Packaging and
Specialty Packaging operations, as well as, the energy and shipbuilding
operations, which were discontinued in December 1996, and the farm and
construction equipment operations, which were discontinued in March 1996. During
this year, income from discontinued operations from Paperboard Packaging was $71
million, net of income tax expense of $48 million; income from Specialty
Packaging discontinued operations was $65 million, net of income tax expense of
$67 million; income from discontinued operations for energy was $127 million,
net of income tax expense of $32 million; income from discontinued operations
for shipbuilding was $70 million, net of income tax expense of $32 million; loss
from discontinued operations for farm and construction equipment was $1 million,
net of an income tax benefit of $1 million. Additionally, income from
discontinued operations included a $340 million gain, net of income tax expense
of $83 million, on the sale of Tenneco's remaining investment in the farm and
construction equipment business, and transaction costs -- consisting primarily
of financial advisory, legal, accounting, printing, and other costs -- of $108
million, net of an income tax benefit of $17 million, that were incurred in
connection with the 1996 corporate reorganization. In total, discontinued
operations generated $564 million of income, net of income tax expense of $244
million, or $3.23 per diluted common share.

See Note 2 to the Financial Statements of Tenneco Inc. and Consolidated
Subsidiaries contained elsewhere in this document for further discussion of
discontinued operations.

Income from discontinued operations in 1997 included a one-time $38 million
pre-tax gain which resulted from the refinancing of two containerboard mill
leases. Income from the discontinued Paperboard Packaging business in 1996
included a $50 million pre-tax gain on the sale of certain recycled paperboard
assets to a joint venture with Caraustar Industries and a pre-tax charge of $6
million to reorganize Packaging's folding carton operations.
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Extraordinary loss for 1996 was $236 million, net of an income tax benefit
of $126 million, or $1.38 per diluted common share. The extraordinary loss was
incurred as a result of the debt realignment undertaken before the December 1996
corporate reorganization and consists principally of the fair value paid in the
cash tender offers and the fair value of debt exchanged in the debt exchange
offers in excess of the historical net carrying value for the debt tendered and
exchanged.

CHANGE IN ACCOUNTING PRINCIPLE

As required by the FASB's Emerging Issues Task Force Issue 97-13,
"Accounting for Costs Incurred in Connection with a Consulting Contract that
Combines Business Process Reengineering and Information Technology
Transformation," Tenneco recorded an after-tax charge of $46 million or $.27 per
diluted common share in the fourth quarter of 1997, which was reported as a
cumulative effect of a change in accounting principle.
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EARNINGS PER SHARE

Income from continuing operations was $1.36 per diluted common share in
1997, up from $.49 per diluted common share in 1996. Tenneco also recorded
income from discontinued operations of $.75 per diluted common share and a
charge for the cumulative effect of a change in accounting principle discussed
above of $.27 per diluted common share, resulting in net income of $1.84 per
diluted common share for 1997. During 1996, discontinued operations earned $3.23
per diluted common share while Tenneco recorded an extraordinary loss on
retirement of debt of $1.38 per diluted common share. Net income in 1996 was
$2.34 per diluted common share. Average shares of common stock outstanding
increased slightly during 1997. For further information regarding the
calculation of earnings per share, refer to Note 8 to the Financial Statements
of Tenneco Inc. and Consolidated Subsidiaries contained elsewhere in this
document.

LIQUIDITY AND CAPITAL RESOURCES

CAPITALIZATION
<TABLE>
<CAPTION>
1997 1996 CHANGE
(MILLIONS)
<S> <C> <C> <C>
Short-term debt and current maturities...................... $ 75 $ 74
Long-term debt ...ttt it et e et e e e e e 713 639
Debt allocated to discontinued operations................... 2,123 1,590
o o= e 1S o 2,911 2,303 26%
Minority interest of continuing operations.................. 408 304
Minority interest of discontinued operations................ 16 --

Total minority interest...... .ttt ittt 424 304 39%
Common shareowners' equUity.......oiiiii it ittt innnnnnn 2,528 2,646 (4)%
Total capitalization. ... oo in e e e e eeeneeneeeneneennns $5,863 12%

</TABLE>

Tenneco's debt to capitalization ratio was 49.7 percent at December 31,
1997, compared to 43.9 percent at December 31, 1996. The increase in the ratio
is attributable to the additional debt issued during 1997 as described under
"Cash Flow -- Financing Activities" below, as well as a decline in equity
resulting from net income during 1997 being more than offset by dividends and
share repurchases.
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CASH FLOWS
<TABLE>
<CAPTION>
1997 1996
(MILLIONS)

<S> <C> <C>
Cash provided (used) by:

Operating ACtivVitieS . ettt e ittt ettt eeteeneneeeeeenens $ 519 $ 253

Investing activities. ...ttt it (887) (685)

Financing activities...... .o i 354 147
</TABLE>

OPERATING ACTIVITIES

Cash flow provided by operating activities was $266 million higher in 1997
than 1996. Tenneco's discontinued operations generated $308 million in 1997 and
used $15 million in cash flow in 1996, for an improvement of $323 million.
Within continuing operations, income before depreciation was higher in 1997 by
$168 million. Tenneco also generated cash flow benefits from tax refunds during
1997, resulting primarily from the December 1996 reorganization and debt
realignment and a 1996 tax net operating loss which was carried back to earlier
years. These positive benefits were more than offset by increased working
capital associated with higher revenue levels and increased cash outflows
associated with the realignment plan implemented in the fourth quarter of 1996.

INVESTING ACTIVITIES
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During 1996 Tenneco's investing cash flows included expenditures of $425
million for businesses acquired, primarily for Clevite. Capital expenditures for
continuing operations in 1997 were $33 million higher than in 1996. The sale of
discontinued operations provided $24 million in 1997 and $1,197 million in 1996
of investing cash flow. The 1996 amount arose primarily from sale of Tenneco's
remaining Case Corporation shares and a business owned by Energy. Tenneco also
spent $622 million in 1997 and $1,106 million in 1996 for capital expenditures
and business acquisitions for discontinued operations. In April 1997, Specialty
Packaging acquired the flexible and protective packaging businesses of KNP BT.
In 1996, Specialty Packaging acquired the foam products business.

FINANCING ACTIVITIES

During 1997, Tenneco refinanced a portion of its short term debt by issuing
$100 million of 10 year 7 1/2% notes, $200 million of 30 year 7 7/8% debentures,
and $300 million of 20 year 7 5/8% debentures. The net proceeds to Tenneco of
these debt offerings was $593 million. Tenneco retired $23 million in long-term
debt during 1997 according to its terms and reduced short-term debt by a net $31
million. A subsidiary of Tenneco also issued preferred stock, the net proceeds
of which were $99 million. During 1996, financing activities included the debt
realignment executed in December to facilitate the separation of New Tenneco,
Energy, and Newport News, as well as the issuance of $296 million in preferred
stock by 0ld Tenneco which remained with O0ld Tenneco in the Energy merger.
During 1997, Tenneco issued $48 million in common stock, related to employee
benefit plans, and repurchased $132 million in common stock under its common
stock repurchase plan. Tenneco also paid 1997 dividends on its common stock of
$204 million. Activity in 1996 included common stock issued of $164 million,
common stock repurchases of $172 million, common and preferred stock dividends
of $313 million and cash of $99 million transferred to Energy and Newport News
in the December 1996 corporate reorganization.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To Tenneco Inc.:

We have audited the accompanying balance sheets of Tenneco Inc. (a Delaware
corporation) and consolidated subsidiaries (see Note 1) as of December 31, 1998
and 1997, and the related statements of income, cash flows, changes in
shareowners' equity and comprehensive income for each of the three years in the
period ended December 31, 1998. These financial statements and the schedule
referred to below are the responsibility of Tenneco Inc.'s management. Our
responsibility is to express an opinion on these financial statements and
schedule based on our audits.

We conducted our audits in accordance with generally accepted auditing
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 financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.
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In our opinion, the financial statements referred to above present fairly,

in all material respects, the financial position of Tenneco Inc. and

consolidated subsidiaries as of December 31, 1998 and 1997,

As discussed in Note 1 to the financial statements, in the fourth quarter

and the results of
their operations and cash flows for each of the three years in the period ended
December 31, 1998, in conformity with generally accepted accounting principles.

of 1997, Tenneco Inc. and consolidated subsidiaries changed their method of

accounting for certain costs incurred in connection with information technology

transformation projects.

Our audits were made for the purpose of forming an opinion on the basic
financial statements taken as a whole. The supplemental schedule listed in the

index to the financial statements and schedule relating to Tenneco Inc. and
consolidated subsidiaries is presented for purposes of complying with the
Securities and Exchange Commission's rules and is not part of the basic
financial statements. The supplemental schedule has been subjected to the
auditing procedures applied in the audits of the basic financial statements and,
in our opinion, fairly states in all material respects the financial data

required to be set forth therein in relation to the basic financial statements

of Tenneco Inc. and consolidated subsidiaries taken as a whole.

ARTHUR ANDERSEN LLP

Houston, Texas

February 17, 1999

(except with respect to the
matters discussed in Note 2,
as to which the date is
August 20, 1999
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
STATEMENTS OF INCOME

<TABLE>

<CAPTION>

<S>

REVENUES

Net sales and operating revenUES.......evevenenenenennnn
Other 1ncome, Net ...ttt ettt ittt eeieneeaeennn

COSTS AND EXPENSES
Cost of sales (exclusive of depreciation shown below) ...
Engineering, research, and development..................
Selling, general, and administrative....................
Depreciation and amortization.............iiiiiiiiiiin..

INCOME BEFORE INTEREST EXPENSE, INCOME TAXES, AND MINORITY
IN R RES T e it ittt et ettt ettt it et tae e aeeeenenenennans
Interest expense (net of interest capitalized)........
INCOME tAX EXPENSE . ittt ittt ittt teeeeeeennnnneeeeennnns
Minority interest...... ... i

INCOME FROM CONTINUING OPERATIONS. ...ttt tinnneeeennnnn
Income from discontinued operations, net of income tax....

Income before extraordinary loSsS........c.ieiiiiiiiinennenns
Extraordinary loss, net of income taxX...........ciuieiuenn.

Income before cumulative effect of change in accounting
a1 o o o

Cumulative effect of change in accounting principle, net
Of INCOME LaX. it ittt ittt it ittt e i

NET INCOME . &t ittt ittt ittt it ettt teennneeeeeennnneeeeens
Preferred stock dividends........ ...,

NET INCOME TO COMMON STOCK. ..t tiiiiineineinnennennnnnnnn

EARNINGS PER SHARE
Average shares of common stock outstanding --
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Basic earnings per share of common stock --
Continuing operations. ... ...ttt inninnnnn
Discontinued operations.......uuiiiiiiiiiin e
EXtTraordinary 1OSS ... it i it ittt ittt eeeeeeaenaenn
Cumulative effect of change in accounting principle...

Diluted earnings per share of common stock --
Continuing operations........iiiiii it innennnnn
Discontinued operations....... ...
EXtraordinary 1OSS. ..ttt ittt iieieenenenenenennns
Cumulative effect of change in accounting principle...

Cash dividends per share of common stock..................

</TABLE>

168,505,573
168,834,531

170,264,731
170,801,636

169,609,373
170,526,112

The accompanying notes to financial statements are an integral part of these

statements of income.
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

BALANCE SHEETS

<TABLE>
<CAPTION>

<S>
ASSETS
Current assets:
Cash and temporary cash investments.............. ... oo
Receivables --
Customer notes and accounts, nNet...........eeieeeeennn.
Income LaxXeS .. ittt ittt i ettt i ittt i

Other assets:
Long-term notes receivable, net.........ciiiiiiiiinnenn.
Goodwill and intangibles, net........ciiiiiiiiiiiiinnenn.
Deferred income taxeS.....o.uiiiiiii ittt enennn

Plant, property, and equipment, at cost.............. ... ...,
Less -- Reserves for depreciation and amortization........

Net assets of discontinued operations...........eeieeieenn..

LIABILITIES AND SHAREOWNERS' EQUITY
Current liabilities:
Short-term debt (including current maturities on long-term
[ < i
Trade payables. . ..ttt ettt et ettt e
TaAXES ACCIUEA. vttt ittt ittt ittt it inen e nenennenenns

$ .69 $ 1.37 $ .49
.83 .75 3.25
-= -= (1.39)
- (.27) -
$ 1.52 $ 1.85 $ 2.35
$ .68 $ 1.36 $ .49
.83 75 3.23
- - (1.38)
- (.27) -
$ 1.51 $ 1.84 $ 2.34
$ 1.20 $ 1.20 $ 1.80
DECEMBER 31,
1998 1997
(MILLIONS)
<c> <C>
$ 29 S 29
430 402
3 38
10 4
414 378
39 21
139 178
1,064 1,050
23 26
499 505
39 55
101 93
201 153
863 832
1,944 1,767
851 738
1,093 1,029
1,739 1,771
$4,759 $4,682
$ 304 $ 75
337 286
31 73
161 141
76 116
909 691

Copyright © 2012 www.secdatabase.com. Al Rights Reserved
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

Long-term debt ...ttt ittt ittt et et e e e 671 713

Deferred 1NCOME taAXES. . ittt ittt ittt ittt enenenenenennn 98 165
Postretirement benefits. ...ttt 139 110
Deferred credits and other liabilities...................... 31 67

Commitments and contingencies

Minority dnterest. ...ttt it it e 407 408

Shareowners' equity:

COMMON STOCK. ¢ ittt ittt it it i ittt i et et i i 2 2
Premium on common stock and other capital surplus......... 2,710 2,679
Accumulated other comprehensive income (l0SS)........c..... (91) (122)
Retained earningsS. .. ..ttt ittt ittt ittt eennnns 142 89

2,763 2,648
Less -- Shares held as treasury stock, at cost............ 259 120

2,504 2,528

</TABLE>

The accompanying notes to financial statements are an integral part of these
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balance sheets.
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

<TABLE>
<CAPTION>

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,

1998 1997 1996
(MILLIONS)
<S> <C> <C> <C>
OPERATING ACTIVITIES
Income from continuing operations............iiiiiiiiiiiin. $ 116 $ 234 $ 82
Adjustments to reconcile income from continuing operations
to cash provided (used) by continuing operations--
Depreciation and amortization.............iiiiiiiiiinnn. 150 110 94
Deferred 1NCOME LaAXES . i vt i e ettt eeneeeeeeeeneeeeeeennnas (76) 31 10
(Gain) loss on sale of businesses and assets, net....... 20 20 1
Changes in components of working capital--
(Increase) decrease in receivableS........iuiiiiinnnnn. (88) (25) 128
(Increase) decrease in inventories.................... (32) (12) 22
(Increase) decrease in prepayments and other current
FS 1= o= 26 (79) 45
Increase (decrease) in payables.........ciiiiiiiienn.. (12) 107 (39)
Increase (decrease) in taxes accrued.................. (9) (8) (9)
Increase (decrease) in interest accrued............... - 30 6
Increase (decrease) in other current liabilities...... 10 (108) 45
L0 T (42) (89) (117)
Cash provided (used) by continuing operations............... 63 211 268
Cash provided (used) by discontinued operations............. 469 308 (15)
Net cash provided (used) by operating activities............ 532 519 253
INVESTING ACTIVITIES
Net proceeds related to the sale of discontinued
03 ST o= o o - 22 24 1,197
Net proceeds from sale of businesses and assets............. 10 5 3
Expenditures for plant, property, and equipment............. (195) (221) (188
Acquisitions of DUSINESSES. ..ttt ittt ittt iiiinennnn (3) (29) (425)
Expenditures for plant, property, and equipment and business
acquisitions--discontinued operations............. ... .. ... (498) (622) (1,106
Investments and Other. .. ..ttt ittt ettt ettt ettt (90) (44) (1606)
Net cash provided (used) by investing activities............ (754) (887) (685)
FINANCING ACTIVITIES
Issuance of common, treasury, and SECT shares............... 50 48 164
Purchase of common StOCK. .. ittt ittt ittt et ettt iieeeeannnn (154) (132) (172)
Issuance of NPS Preferred StoCk........iiiiiiiiiiinininnnn. -- -- 296
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Issuance of equity securities by a subsidiary............... -= 99 -

Redemption of preferred stock.......oiuiiiii i - - (20)
Issuance of long-term debt...... .. iiiiiiiiiinieneeneennnn 4 597 2,800
Retirement of long-term debt....... ... (21) (23) (2,288
Net increase (decrease) in short-term debt excluding current

maturities on long-term debt...... ..o iiiiiiiiiininnennnnn 540 (31) (221)
Cash transferred in Merger and Distributions................ -= - (99
Dividends (common and preferred).........oiuiiiiiiiiininnnnn. (203) (204) (313)
Net cash provided (used) by financing activities............ 216 354 147

Effect of foreign exchange rate changes on cash and
temporary cash investments........... i, 6 3 1

Increase (decrease) in cash and temporary cash

INVesStmeNt S .ttt i e e e e e -- (11) (284)
Cash and temporary cash investments, January l.............. 29 40 324
Cash and temporary cash investments, December 31 (Note)..... $ 29 $ 29 $ 40
Cash paid during the year for interest...........ciiuivuenn.. $ 259 $ 206 S 489
Cash paid during the year for income taxes (net of

a5 o Yo 1= T S 80 $(145) S 685
</TABLE>

Note: Cash and temporary cash investments include highly liquid investments with
a maturity of three months or less at the date of purchase.

The accompanying notes to financial statements are an integral part of these
statements of cash flows.
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STATEMENTS OF CHANGES IN SHAREOWNERS' EQUITY
<TABLE>
<CAPTION>

YEARS ENDED DECEMBER 31,
1998 1997 1996
SHARES AMOUNT SHARES AMOUNT SHARES AMOUNT
(MILLIONS EXCEPT SHARE AMOUNTS)

<S> <C> <C> <C> <C> <C> <C>

PREFERRED STOCK

Balance JaNUATY L. ueueeeeeeeeeeeeeeneennnnnnnns - s -- -- $ - -- $ -
Issuance of NPS Preferred Stock................ - - -= -= 6,000,000 296
Merger of energy business............coiiiiinnn. - - - - (6,000,000) (296)

Balance December 3l ... ...ttt nenenennnnnnennn -= -= -= -= -- --

COMMON STOCK

Balance January L......ue oo enneennenn 172,569,889 2 171,567,658 2 191,351,615 957
Issued pursuant to benefit plans............... 1,100,308 - 1,002,231 -— 84,796 -
Recapitalization of New Tenneco................ -= -= -= -= (19,868,753) (955)

Balance December 31......i ittt nnneeenennnnnn 173,670,197 2 172,569,889 2 171,567,658 2

STOCK EMPLOYEE COMPENSATION TRUST (SECT)

Balance JanuUary L. ...t nteneneeneeneenenns - -— (215)
Shares issued...... ..ot -= -- 216
Adjustment to market value............... .. - - (1)

Balance December 3l. ...ttt inenennnnenenennn - - -

PREMIUM ON COMMON STOCK AND OTHER CAPITAL SURPLUS

Balance January L. ... ie ittt enneeneeneens 2,679 2,642 3,602
Premium on common stock issued pursuant to

benefit plans. ...ttt ittt tiiieeennn 31 37 28
Adjustment of SECT to market value............. - -= 1
Merger of energy business............ciiiiinon. - -= (372)
Distribution of shipbuilding business.......... -= -= (270)
Recapitalization of New TennecCo................ -= -- (348)
L o8 o = < -= - 1

Balance December 31l. ...ttt teneneeeeennnnns 2,710 2,679 2,642

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
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Balance January L. ... iie it iineieneeneeneens
Other comprehensive income..........cviivuvnnn.

Balance December 3l. .. ...ttt inienenennnnnnennn

RETAINED EARNINGS (ACCUMULATED DEFICIT)

Balance January L. ... i iie it ieninneeneeneens
Net INnCOME. .ttt ittt ittt it ettt enennn
Dividends--

Preferred stock...... .o,

Common STOCK. « vttt ittt ittt it i i
Accretion of excess of redemption value of

preferred stock over fair value at date of

LESS -- COMMON STOCK HELD AS TREASURY STOCK, AT
COST
Balance January l......ei ittt iinnneeenennnnns
Shares acquired...... ...ttt
Shares issued pursuant to benefit and dividend
reinvestment plansS........euiiiiiiiiiinnnenn. (550,893)
Recapitalization of New Tenneco................ --

2,928,189
4,380,382

Balance December 3l. ...ttt inenennenenenennn

</TABLE>

31 (145)
(91) (122)
89 (21)
255 315
(202) (205)
142 89
120 - ——
161 3,280,755 134
(22) (352,566) (14)
259 2,928,189 120
$2,504 $2,528

The accompanying notes to financial statements are an integral part of these

statements of changes in shareowners' equity.
75

79
TENNECO INC. AND CONSOLIDATED SUBSIDIARIES

STATEMENTS OF COMPREHENSIVE INCOME

<TABLE>
<CAPTION>

YEARS ENDED DECEMBER 31,

ACCUMULATED
OTHER
COMPREHENSIVE

INCOME

COMPREHENSIVE
INCOME

<S>
NET INCOME. ..t tttrennnnnmnnnnnneens $
ACCUMULATED OTHER COMPREHENSIVE

INCOME (LOSS)

CUMULATIVE TRANSLATION
ADJUSTMENT
Balance January l.......eeeeenn. $
Translation of foreign
currency statements......... 40 40
Hedges of net investment in
foreign subsidiaries........ -- ==
Income tax benefit
(EXPENSE) vttt ittt et ienaann - -
Reclassification adjustment
for disposition of
investments in foreign
subsidiaries................ - -

(122)

Balance December 31.............
ADDITIONAL MINIMUM PENSION
LIABILITY ADJUSTMENT
Balance January l...........o... -
Additional minimum pension
liability adjustment........
Income tax benefit
(EXPense) v vve it iennnn 6 6

1997
ACCUMULATED
OTHER
COMPREHENSIVE  COMPREHENSIVE
INCOME INCOME
(MILLIONS)
<C> <C>
$ 315
$ 23
(160) (160)
23 23
(8) (8)
(122)
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26
(3)
23
(469)
410
(9)
(312)
(3)
362
(21)
16,422,619 753
5,118,904 267
(1,672,770) (79)
(19,868,753) (941)
$2,646
1996
ACCUMULATED
OTHER
COMPREHENSIVE COMPREHENSIVE
INCOME INCOME
<C> <C>
$ 410
$ 26
39 39
(47) (47)
16 16
(11) (11)
23
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Balance December 31l............. (9) -

Balance December 31............... $ (91) $ (122)

Other comprehensive income

[ == 31 (145)
COMPREHENSIVE INCOME.............. $ 286 $ 170
</TABLE>

The accompanying notes to financial statements are an integral part
of these statements of comprehensive income.
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF ACCOUNTING POLICIES

Consolidation and Presentation

The financial statements of Tenneco Inc. and consolidated subsidiaries

("Tenneco") include all majority-owned subsidiaries. Investments in 20% to 50%
owned companies where Tenneco has the ability to exert significant influence
over operating and financial policies are carried at cost plus equity in
undistributed earnings since the date of acquisition and cumulative translation
adjustments. Tenneco has no investments in 20% to 50% owned companies where it
does not carry the investment at cost plus equity in undistributed earnings. All

significant intercompany transactions have been eliminated.

In December 1996, Tenneco Inc. was spun-off from the company formerly known

as Tenneco Inc. ("Old Tenneco") in a series of transactions (the "Transaction"),
which included distributions (the "Distributions") to 0ld Tenneco shareowners
and a subsequent merger (the "Merger"). Following the Transaction, Tenneco owned

the automotive parts ("Automotive"), packaging ("Specialty Packaging" and
"Paperboard Packaging") and administrative services ("Tenneco Business
Services") businesses of 0ld Tenneco. These transactions and their accounting
treatment are described in more detail in Note 2, "Discontinued Operations,
Disposition of Assets, and Extraordinary Loss."

Beginning in January 1999, Tenneco began a series of transactions that
ultimately resulted in the discontinuance of its Paperboard Packaging operations
in June 1999 and its Specialty Packaging operations in August 1999. See Note 2
for information regarding these transactions.

For purposes of these financial statements, "Tenneco" or the "Company"
refers to Old Tenneco and its subsidiaries before the Transaction and to Tenneco
Inc., formerly known as New Tenneco Inc. ("New Tenneco"), and its subsidiaries
subsequent to the Transaction.

Changes in Accounting Principles

In June 1998, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards ("FAS") No. 133, "Accounting for
Derivative Instruments and Hedging Activities." This statement establishes new
accounting and reporting standards requiring that all derivative instruments
(including certain derivative instruments embedded in other contracts) be
recorded in the balance sheet as either an asset or liability measured at its
fair value. The statement requires that changes in the derivative's fair value
be recognized currently in earnings unless specific hedge accounting criteria
are met. Special accounting for qualifying hedges allows a derivative's gains
and losses to offset related results on the hedged item in the income statement
and requires that a company must formally document, designate, and assess the
effectiveness of transactions that receive hedge accounting. This statement
cannot be applied retroactively and is effective for all fiscal years beginning
after June 15, 2000. Tenneco is currently evaluating the new standard but has
not yet determined the impact it will have on its financial position or results
of operations.

In April 1998, the American Institute of Certified Public Accountants
("AICPA") issued Statement of Position ("SOP") 98-5, "Reporting on the Costs of
Start-Up Activities," which requires costs of start-up activities to be expensed
as incurred. This statement is effective for fiscal years beginning after
December 15, 1998. The statement requires previously capitalized costs related
to start-up activities to be expensed as a cumulative effect of a change in
accounting principle when the statement is adopted. Prior to January 1, 1999,
Tenneco capitalized certain costs related to start-up activities, primarily
engineering costs for new automobile original equipment platforms. Tenneco
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expects to record an after-tax charge for the cumulative effect of this change
in accounting principle upon adoption of approximately $100 million. Tenneco
will adopt this new accounting principle in the first quarter of 1999.

In March 1998, the AICPA issued SOP 98-1, "Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use," which establishes new
accounting and reporting standards for the
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NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)

costs of computer software developed or obtained for internal use. This
statement will be applied prospectively and is effective for fiscal years
beginning after December 15, 1998. The impact of this new standard will not have
a significant effect on Tenneco's financial position or results of operations.

Tenneco adopted FAS No. 131, "Disclosure about Segments of an Enterprise
and Related Information," and FAS No. 132, "Employers' Disclosures about
Pensions and Other Postretirement Benefits," in 1998. Disclosures required by
these statements for earlier periods presented have been restated on a
comparative basis.

As required by the FASB's Emerging Issues Task Force ("EITF") Issue 97-13,
"Accounting for Costs Incurred in Connection with a Consulting Contract that
Combines Business Process Reengineering and Information Technology
Transformation," Tenneco recorded an after-tax charge of $46 million ($.27 per
common share on both the basic and diluted bases), net of a tax benefit of $28
million, in the fourth quarter of 1997. EITF 97-13 establishes the accounting
treatment and an allocation methodology for certain consulting and other costs
incurred in connection with information technology transformation efforts. This
charge was reported as a cumulative effect of change in accounting principle.

Inventories

At December 31, 1998 and 1997, inventory by major classification was as
follows:

<TABLE>
<CAPTION>
1998 1997
(MILLIONS)
<S> <C> <C>
3515 o Sy oT<Ye B o Yo o I 1N $221 $187
WOTXK 1N PrOCE S S . i i ittt ittt ettt ettt ettt ettt eeeeeeeeeeennnn 79 72
Raw mMaterials. ...ttt ittt ittt ittt ittt 73 76
Materials and sSUPPLlIieS. ..ttt ittt ittt ittt ittt 41 43
$414 $378
</TABLE>

Inventories are stated at the lower of cost or market. A portion of total
inventories (28% and 31% at December 31, 1998 and 1997, respectively) is wvalued
using the "last-in, first-out" method. All other inventories are valued on the
"first-in, first-out" ("FIFO") or "average" methods. If the FIFO or average
method of inventory accounting had been used by Tenneco for all inventories,
inventories would have been $15 million and $16 million higher at December 31,
1998 and 1997, respectively.

Customer Acquisition Costs

Tenneco capitalizes certain costs it incurs in connection with the
acquisition of new customer contracts to sell its automotive aftermarket
products. These new customer acquisition costs are incurred in exchange for
contracts in which the aftermarket customer agrees to purchase Tenneco's
automotive aftermarket products exclusively for periods of time ranging up to
three years. These costs are amortized over the initial contract period. At
December 31, 1998 and 1997, the net capitalized costs related to these
activities was $54 million and $47 million, respectively.
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Goodwill and Intangibles, net
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At December 31, 1998 and 1997, goodwill and intangibles, net of
amortization, by major category were as follows:

<TABLE>
<CAPTION>
1998 1997
(MILLIONS)
<S> <C> <C>
GOOAWI L Lt o ittt ittt e e e e e $487 $497
Other intangible assets. ...ttt ittt ittt inennnnn 12 8
5499 $505
</TABLE>

Goodwill is being amortized on a straight-line basis over periods ranging
from 20 years to 40 years. Such amortization amounted to $16 million, $14
million, and $7 million for 1998, 1997, and 1996, respectively, and is included
in the statements of income caption "Depreciation and amortization."

Tenneco has capitalized certain intangible assets, primarily trademarks and
patents, based on their estimated fair value at date of acquisition.
Amortization is provided on these intangible assets on a straight-line basis
over periods ranging from 5 to 40 years. Such amortization amounted to $2
million, $6 million, and $2 million in 1998, 1997, and 1996, respectively, and
is included in the statements of income caption "Depreciation and amortization."

Plant, Property, and Equipment, at Cost

At December 31, 1998 and 1997, plant, property, and equipment, at cost, by
major category was as follows:

<TABLE>
<CAPTION>
1998 1997
(MILLIONS)

<S> <C> <C>
Land, buildings, and improvementS........ee e enenenrennnnn S 341 S 265
Machinery and equipment. ..... ...ttt inieneeneeneenennnnn 1,395 1,320
Other, including construction in progress............ccoe... 208 182

$1,944 $1,767
</TABLE>

Depreciation of Tenneco's properties is provided on a straight-line basis
over the estimated useful lives of the assets. Useful lives range from 10 to 40
years for buildings and improvements and from 3 to 25 years for machinery and
equipment.

Notes Receivable and Allowance for Doubtful Accounts

Short and long-term notes receivable of $36 million and $37 million were
outstanding at December 31, 1998 and 1997, respectively.

At December 31, 1998 and 1997, the short and long-term allowance for
doubtful accounts on accounts and notes receivable was $39 million and $20
million, respectively.

Other Long-Term Assets

Tenneco capitalizes certain costs related to start-up activities, primarily
engineering costs for new automobile original equipment platforms, which are
included in the balance sheet caption "Other assets -- Other." The platform
engineering costs are amortized over the life of the underlying supply
agreements and other start-up costs are amortized over the periods benefited,
generally two years. Start-up costs capitalized, net of amortization, at
December 31, 1998 and 1997, were $111 million and $79 million, respectively, for
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continuing operations and $41 million and $20 million, respectively, for
discontinued operations. Tenneco will adopt a new accounting standard in the
first quarter of 1999, which will require these costs to be expensed. Refer to

"Changes in Accounting Principles" discussed previously in this footnote.

Tenneco capitalizes certain costs related to the purchase and development
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of software which is used in its business operations. The costs attributable to
these software systems are amortized over their estimated useful lives, ranging
from 3 to 12 years, based on various factors such as the effects of
obsolescence, technology and other economic factors. Capitalized software
development costs, net of amortization, at December 31, 1998 and 1997, were $67
million and $47 million, respectively, for continuing operations and $140
million and $104 million, respectively, for discontinued operations. As
described previously in this footnote, Tenneco will adopt SOP 98-1 regarding
software cost capitalization. The impact of this new standard will not have a
significant effect on Tenneco's financial position or results of operations.

Environmental Liabilities

Expenditures for ongoing compliance with environmental regulations that
relate to current operations are expensed or capitalized as appropriate.
Expenditures that relate to an existing condition caused by past operations and
that do not contribute to current or future revenue generation are expensed.
Liabilities are recorded when environmental assessments indicate that remedial
efforts are probable and the costs can be reasonably estimated. Estimates of the
liability are based upon currently available facts, existing technology, and
presently enacted laws and regulations taking into consideration the likely
effects of inflation and other societal and economic factors. All available
evidence is considered including prior experience in remediation of contaminated
sites, other companies' clean-up experience, and data released by the United
States Environmental Protection Agency or other organizations. These estimated
liabilities are subject to revision in future periods based on actual costs or
new information. These liabilities are included in the balance sheet at their
undiscounted amounts. Recoveries are evaluated separately from the liability
and, when assured, are recorded and reported separately from the associated
liability in the financial statements. For further information on this subject,
refer to Note 13, "Commitments and Contingencies."

Income Taxes

Tenneco utilizes the liability method of accounting for income taxes
whereby it recognizes deferred tax assets and liabilities for the future tax
consequences of temporary differences between the tax basis of assets and
liabilities and their reported amounts in the financial statements. Deferred tax
assets are reduced by a valuation allowance when, based upon management's
estimates, it is more likely than not that a portion of the deferred tax assets
will not be realized in a future period. The estimates utilized in the
recognition of deferred tax assets are subject to revision in future periods
based on new facts or circumstances.

Tenneco does not provide for U.S. income taxes on unremitted earnings of
foreign subsidiaries as it is the present intention of management to reinvest
the unremitted earnings in its foreign operations. Unremitted earnings of
foreign subsidiaries are approximately $755 million for continuing operations
and $95 million for discontinued operations at December 31, 1998. It is not
practicable to determine the amount of U.S. income taxes that would be payable
upon remittance of the assets that represent those earnings.

Earnings Per Share

According to the requirements of FAS No. 128, "Earnings Per Share," basic
earnings per share are computed by dividing income available to common
shareowners by the weighted-average number of common shares outstanding. The
computation of diluted earnings per share is similar to the computation of basic
earnings per share except that the weighted-average number of shares outstanding
is adjusted to include estimates of additional shares that would be issued if
potentially dilutive common shares had been issued. In
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addition, income available to common shareowners is adjusted to include any
changes in income or loss that would result from the assumed issuance of the
dilutive common shares.

In 1996, Tenneco's preferred stock outstanding before the Merger was
converted into E1l Paso Natural Gas Company ("E1l Paso") common stock as part of
the Merger; therefore, preferred stock dividends have been deducted from income
from discontinued operations in determining earnings per share. For more
information regarding the Merger, see Note 2, "Discontinued Operations,
Disposition of Assets, and Extraordinary Loss."

Allocation of Corporate Debt and Interest Expense

Tenneco's historical practice has been to incur indebtedness for its
consolidated group at the parent company level or at a limited number of
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subsidiaries, rather than at the operating company level, and to centrally
manage various cash functions. Consequently, corporate debt of Tenneco has been
allocated to discontinued operations based upon the ratio of the discontinued
operations' net assets to Tenneco's consolidated net assets plus debt. Interest
expense, net of tax, has been allocated to Tenneco's discontinued operations
based on the same allocation methodology. See Note 2, "Discontinued Operations,
Disposition of Assets, and Extraordinary Loss," for further discussion.

Research and Development

Research and development costs are expensed as incurred. Research and
development expenses were $30 million, $19 million, and $36 million for 1998,
1997, and 1996, respectively, and are included in the income statement caption
"Engineering, research, and development expenses."

Realignment Charges

In 1996, the Company recorded charges to income from continuing operations
of approximately $64 million in connection with the realignment of Automotive's:
(i) Walker exhaust system original equipment and aftermarket manufacturing
operations in Europe, (ii) Walker aftermarket operations in North America, and
(iii) Monroe ride control product line. All actions related to the realignment
plan have been completed.

Foreign Currency Translation

Financial statements of international operations are translated into U.S.
dollars using the exchange rate at each balance sheet date for assets and
liabilities and the weighted average exchange rate for each applicable period
for revenues, expenses, and gains and losses. Translation adjustments are
reflected in the balance sheet caption "Accumulated other comprehensive income
(loss) ."

Risk Management Activities

Tenneco uses derivative financial instruments, principally foreign currency
forward purchase and sale contracts with terms of less than one year, to hedge
its exposure to changes in foreign currency exchange rates. Tenneco's primary
exposure to changes in foreign currency rates results from intercompany loans
made between Tenneco affiliates to minimize the need for borrowings from third
parties. Net gains or losses on these foreign currency exchange contracts that
are designated as hedges are recognized in the income statement to offset the
foreign currency gain or loss on the underlying transaction. Additionally,
Tenneco enters into foreign currency forward purchase and sale contracts to
mitigate its exposure to changes in exchange rates on intercompany and third
party trade receivables and payables. Since these anticipated transactions are
not firm commitments, Tenneco marks these forward contracts to market each
period and records any gain or loss in the income statement. Tenneco has from
time to time also entered into forward contracts to hedge its net
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investment in foreign subsidiaries. The after-tax net gains or losses on these
contracts are recognized on the accrual basis in the balance sheet caption
"Accumulated other comprehensive income (loss)." In the statement of cash flows,
cash receipts or payments related to these exchange contracts are classified
consistent with the cash flows from the transaction being hedged.

Tenneco does not currently enter into derivative financial instruments for
speculative purposes.

Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions in determining the reported amounts of Tenneco's assets,
liabilities, revenues, and expenses. Reference is made to the "Income Taxes" and
"Environmental Liabilities" sections of this footnote and Notes 11 and 13 for
additional information on significant estimates included in Tenneco's financial
statements.

Reclassifications

Prior years' financial statements have been reclassified where appropriate
to conform to 1998 presentations.

2. DISCONTINUED OPERATIONS, DISPOSITION OF ASSETS, AND EXTRAORDINARY LOSS

Strategic Alternatives Analysis
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In July 1998, Tenneco's Board of Directors authorized management to develop
a broad range of strategic alternatives which could result in the separation of
the automotive, containerboard packaging, and specialty packaging businesses. As
part of that strategic alternative analysis, Tenneco has taken the following
actions:

- In January 1999, Tenneco reached an agreement to contribute the
containerboard assets of its paperboard packaging segment to a new joint
venture with an affiliate of Madison Dearborn Partners, Inc. The
contribution of the containerboard assets to the joint venture was
completed in April 1999. Tenneco received consideration of cash and debt
assumption totaling approximately $2 billion and a 45 percent common
equity interest in the Jjoint venture (now 43 percent due to subsequent
management equity issuances) valued at approximately $200 million.

- In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operation, to
Caraustar Industries. This transaction closed in June 1999.

- Also in April 1999, Tenneco announced that its Board of Directors had
approved the separation of its automotive and specialty packaging
businesses into two separate, independent companies.

- In June 1999, Tenneco's Board of Directors approved a plan to sell
Packaging's remaining interest in its containerboard joint wventure.
Tenneco expects the sale to be completed before the spin-off of the new
packaging company discussed below.

The separation of the automotive and packaging businesses will be
accomplished by the spin-off of the common stock of Tenneco Packaging Inc.
("Packaging") to Tenneco shareowners (the "Spin-off"). At the time of the
Spin-off, Packaging will include Tenneco's specialty packaging business,
Tenneco's administrative services operations and the remaining interest in the
containerboard joint venture if the sale has not been completed. Tenneco and
Packaging are, however, currently analyzing the alternatives with respect to the
administrative services operations.

Before the Spin-off, Tenneco will realign substantially all of its existing
debt through some combination of tender offers, exchange offers, prepayments,
and other refinancings. This debt realignment will be financed
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with internally generated cash, borrowings by Tenneco under a new credit
facility, the issuance by Tenneco of subordinated debt, and borrowings by
Packaging under new credit facilities.

The Spin-off is subject to conditions, including formal declaration of the
Spin-off by the Tenneco Board of Directors, Tenneco's receipt, and the continued
effectiveness of a determination that the Spin-off will be tax-free for U.S.
federal income tax purposes, and the successful completion of the debt
realignment and the corporate restructuring transactions. In August 1999,
Tenneco received a letter ruling from the Internal Revenue Service that the
Spin-off will be tax-free for U.S. federal income tax purposes to Tenneco and
its shareowners.

Discontinued Operations
The Specialty Packaging Business

In April 1999, Tenneco Inc.'s Board of Directors approved the separation of
its automotive and specialty packaging businesses into two separate, independent
companies. This separation will be accomplished by the Spin-off, contingent
upon, among other things, Tenneco's receipt, and the continued effectiveness of
a determination that the Spin-off will be tax-free for U.S. federal income tax
purposes. In August 1999, Tenneco received a letter ruling from the Internal
Revenue Service that the Spin-off will be tax-free for U.S. federal income tax
purposes to Tenneco and its shareowners, and as a result has restated its
financial statements to reflect its specialty packaging segment as a
discontinued operation. Since Tenneco would not have proceeded with the Spin-off
absent the receipt of a determination that the Spin-off would be tax-free, the
establishment of a measurement date for discontinued operations did not occur
until that determination was received.

Net assets as of December 31, 1998, 1997, and 1996, and results of
operations for the years then ended for the specialty packaging business were as
follows:
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<TABLE>

<CAPTION>

1998 1997 1996

(MILLIONS)

<S> <C> <C> <C>
Net assets at December 3l . ...t entneeneeneeneeenennennnn $1,373 $1,348 $1,424
Net sales and operating revVeNUeS. .....ueueeeneeneeeneennennn $2,791 $2,563 $1,987
Income before income taxes and interest allocation.......... 280 302 231
Income tax (expense) benefit...... .. ..., (113) (118) (103)
Income before interest allocation..........c.oiiiiiiiinnennn. 167 184 128
Allocated interest expense, net of income tax (Note)........ (85) (78) (63)
Income from discontinued operations............eveeieennennn S 82 S 106 $ 65
</TABLE>
Note: Reference is made to Note 1, "Summary of Accounting Policies -- Allocation

of Corporate Debt and Interest Expense," for a discussion of the
allocation of corporate debt and interest expense to discontinued
operations.

The Paperboard Packaging Business

In connection with the containerboard transaction, in April 1999, Tenneco
received consideration of cash and debt assumption totaling approximately $2
billion and a 45 percent interest in the joint venture (now 43 percent due to
subsequent management equity issuances) valued at approximately $200 million.
The containerboard assets contributed to the joint venture represented
substantially all of the assets of the paperboard packaging segment and included
four mills, 67 corrugated products plants, and an ownership or controlling
interest in approximately 950,000 acres of timberland. Before the transaction,
Tenneco Packaging borrowed approximately $1.8 billion and used approximately
$1.2 billion to acquire assets used by the containerboard business under
operating leases and timber cutting rights and to purchase containerboard
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business accounts receivable that had previously been sold to a third party. The
remainder of the borrowings was remitted to Tenneco and used to repay a portion
of short-term debt. Packaging then contributed the containerboard business
assets (subject to the new indebtedness and the containerboard business
liabilities) to the joint venture in exchange for $247 million in cash and the
45 percent interest in the joint venture. As a result of the sale transaction,
Tenneco recognized a pre-tax loss of $293 million, $178 million after-tax or
$1.07 per diluted common share in the first quarter of 1999, based on the amount
by which the carrying amount of the containerboard assets exceeded the fair
value of those assets, less cost to sell. The estimate of fair value of the
containerboard assets was based on the fair value of the consideration received
by Tenneco from the joint venture.

As a result of the decision to sell the remaining interest in the
containerboard joint venture, Tenneco's paperboard packaging business is
presented as a discontinued operation in the accompanying financial statements.

In April 1999, Tenneco reached an agreement to sell the paperboard
packaging segment's other assets, its folding carton operations, to Caraustar
Industries. This transaction closed in June 1999.

Net assets as of December 31, 1998, 1997, and 1996, and results of
operations for the years then ended for the paperboard packaging business were
as follows:

<TABLE>
<CAPTION>

1998 1997 1996

(MILLIONS)

<S> <C> <C> <C>
Net assets at December 3l.. ...ttt inneneennenns $ 366 S 423 $ 459
Net sales and operating revVeNUeS. ......ieueeeneeneenneennennn $1,570 $1,431 $1,605
Income before income taxes and interest allocation.......... $ 131 $ 63 $ 152
Income tax (expense) benefit...... ... ... (48) (19) (60)
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Income before interest allocation..........c.oiuiiiiininnenen. 83 44 92
Allocated interest expense, net of income tax (Note)........ (26) (23) (21)
Income from discontinued operations..........c.iuiiuiiiinenen. $ 57 $ 21 $ 71
</TABLE>

Note: Reference is made to Note 1, "Summary of Accounting Policies -- Allocation

of Corporate Debt and Interest Expense," for a discussion of the
allocation of corporate debt and interest expense to discontinued
operations.

The Energy Business and Shipbuilding Business

Tenneco Inc. was spun-off from Old Tenneco on December 11, 1996, following
a series of transactions undertaken to realign the assets, liabilities, and
operations of 0ld Tenneco such that Automotive, Specialty Packaging, Paperboard
Packaging, and Tenneco Business Services were owned by New Tenneco and the
shipbuilding business was owned by Newport News Shipbuilding Inc. ("Newport
News") . On December 11, 1996, Old Tenneco distributed the shares of New Tenneco
and Newport News to its shareowners. On December 12, 1996, 0ld Tenneco, which
then consisted primarily of the energy business and certain previously
discontinued operations of Old Tenneco, merged with a subsidiary of El Paso.

Although the separation of Tenneco Inc. from Old Tenneco was structured as
a spin-off for legal, tax, and other reasons, Tenneco Inc. kept certain
important aspects of 0ld Tenneco, including its executive management, Board of
Directors, and headquarters. Most importantly, the combined assets, revenues,
and operating income of Automotive, Specialty Packaging and Paperboard Packaging
represented more than half the assets, revenues, and operating income of 0ld
Tenneco before the Distributions and Merger. Consequently, Tenneco Inc.'s
financial statements for periods before the Distributions and Merger present the
net assets and results of operations of 0ld Tenneco's shipbuilding and energy
businesses, as well as its farm and construction equipment business which was
disposed of before the Distributions and Merger, as discontinued operations.
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In connection with the Distributions, one share of New Tenneco common stock
($.01 par value) was issued for each share of 0ld Tenneco common stock ($5.00
par value) and one share of Newport News common stock was issued for each five
shares of 0ld Tenneco common stock. Also, in connection with the Merger, 0ld
Tenneco shareowners received shares of El Paso common stock valued at
approximately $914 million in the aggregate in exchange for their shares of 0ld
Tenneco common and preferred stock. The treasury shares held by 0ld Tenneco did
not participate in the Merger and Distributions and were retained by 0Old Tenneco
in the Merger. Subsequent to the Transaction, the common equity of Tenneco Inc.
relates solely to the shares of New Tenneco common stock issued in the
Distributions. In connection with the Transaction, the retained earnings
(accumulated deficit) of 0ld Tenneco was eliminated. Retained earnings
(accumulated deficit) shown on the balance sheets represents net earnings
(losses) accumulated after the date of the Transaction. The effects of the
issuance of New Tenneco common stock in the Distributions, the retention of
treasury shares by 0ld Tenneco, and the elimination of Old Tenneco's retained
earnings (accumulated deficit) have been reflected in the statements of changes
in shareowners' equity as "Recapitalization of New Tenneco."

Results of operations for the year ended December 31, 1996, for the energy
business were as follows:

<TABLE>
<CAPTION>
(MILLIONS)

<S> <C>
Net sales and operating revenUES. ... ... .iieineeneeneenennnnn $2,512
Income before income taxes and interest allocation.......... $ 291
TNCOME LAX EXPEINSE e ¢ v ot v et e e e e e e e oeeeeeeeeeeeeeeeeeaseeseenn (78)
Income before interest allocation..........oiiiiiininenennnn 213
Allocated interest expense, net of income tax (Note)........ (86)
Income from discontinued operations before transaction

[T T $ 127

</TABLE>
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Note: Reference is made to Note 1, "Summary of Accounting Policies -- Allocation
of Corporate Debt and Interest Expense," for a discussion of the
allocation of corporate debt and interest expense to discontinued
operations.

On Decempber 11, 1996, one day before the Merger, 0ld Tenneco completed the
distribution of the common stock of Newport News to the holders of 0ld Tenneco
common stock. As part of the Distributions, Newport News retained the net assets
of the shipbuilding business, including approximately $600 million of debt that
had been issued during November 1996.

Results of operations for the year ended December 31, 1996, for the
shipbuilding business were as follows:

<TABLE>
<CAPTION>
(MILLIONS)

<S> <C>
Net sales and operating revenues..........oiuiiiiinninenenens $1,822
Income before income taxes and interest allocation.......... $ 133
TNCOME LTAX EXPEINSE . ¢ttt ittt ittt ittt te et eeeeenens (43)
Income before interest allocation.............. ... 90
Allocated interest expense, net of income tax (Note)........ (20)
Income from discontinued operations before transaction

L0 T =3 o $ 70
</TABLE>
Note: Reference is made to Note 1, "Summary of Accounting Policies -- Allocation

of Corporate Debt and Interest Expense," for a discussion of the
allocation of corporate debt and interest expense to discontinued
operations.

The costs incurred to complete the Transaction, consisting primarily of
financial advisory, legal, accounting, printing, and other costs, of
approximately $108 million, net of a $17 million income tax benefit, were
recorded as a component of 1996 income from discontinued operations.
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Farm and Construction Equipment Operations

In June 1994, Tenneco completed an initial public offering ("IPO") of
approximately 29% of the common stock of Case Corporation ("Case"), the holder
of Tenneco's farm and construction equipment segment. In November 1994, a
secondary offering of Case common stock reduced Tenneco's ownership interest in
Case to approximately 44%. Combined proceeds from the two transactions was $694
million, net of commissions and offering expenses. The combined gain on the
transactions was $36 million, including a $7 million tax benefit. In an August
1995 public offering, Tenneco sold an additional 16.1 million shares of Case
common stock for net proceeds of approximately $540 million. The sale resulted
in a gain of $101 million and reduced Tenneco's ownership in Case from 44% to
21%. In December 1995, Tenneco sold to a third party a subordinated note
receivable due from Case, which was received as part of the reorganization
preceding the Case IPO, for net proceeds of $298 million and recognized a gain
of $32 million. In March 1996, Tenneco sold its remaining 15.2 million shares of
common stock of Case in a public offering. Net proceeds of approximately $788
million were received, resulting in a gain of $340 million, net of $83 million
in income tax expense.

Results of operations for the year ended December 31, 1996, for the farm
and construction equipment segment were as follows:

<TABLE>
<CAPTION>

(MILLIONS)
<S> <C>
Net sales and operating revVeNUES. ... ... eeneeneeneenennnnn $ --
Income before income taxes and interest allocation.......... $ 1
Income tax benefit. ... . i i e --
Income before interest allocation..........oiiiiiininnennn. 1
Allocated interest expense, net of income tax (Note)........ (2)
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Loss from OperationsS. . ...ttt ittt ittt (1)

Gain on disposition. ...ttt e e 423
Income tax expense from disposition.............oiuiiiiiienon. (83)
Net gain on disposition.......ieiiiiiiiiiiiiiiiiniinieineennnn _525
Income from discontinued operations.............ciiiiiiiia.. ;;;;
</TABLE> T
&;;;:7%é;;;;;;;7;;7;;éé7;0 Note 1, "Summary of Accounting Policies -- Allocation

of Corporate Debt and Interest Expense," for a discussion of the
allocation of corporate debt and interest expense to discontinued
operations.

Disposition of Assets

Gains and losses on the sale of businesses and assets have been included in
the caption "Other income, net" in the accompanying statements of income.

Extraordinary Loss

In preparation for the Transaction, 0ld Tenneco realigned $3.8 billion of
indebtedness (the "1996 Debt Realignment") through various cash tender offers,
debt exchanges, defeasances, and other retirements. The cash funding required to
consummate the 1996 Debt Realignment was financed through internally generated
cash, borrowings under new credit facilities of both 0ld Tenneco and New
Tenneco, borrowings under a new credit facility and other financings at Newport
News, and proceeds from the issuance of 8 1/4% cumulative junior preferred stock
("NPS Preferred Stock"), which was retained by 0ld Tenneco in the Merger. As a
result of the Merger, El Paso indirectly acquired approximately $2.8 billion of
debt and preferred stock obligations as well as certain liabilities related to
operations previously discontinued by 0Old Tenneco.

As a result of the 1996 Debt Realignment, Tenneco recognized an
extraordinary loss of approximately $236 million, net of a tax benefit of
approximately $126 million. This extraordinary loss consists principally of the
fair value paid in the cash tender offers and the fair value of debt exchanged
in the debt exchange offers in excess of the historical net carrying value for
the debt tendered and exchanged.
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3. RESTRUCTURING AND OTHER CHARGES

On July 21, 1998, Tenneco announced its intention to initiate a
restructuring plan designed to reduce administrative and operational overhead
costs in every part of Tenneco's business. In the fourth quarter of 1998,
Tenneco's Board of Directors approved an extensive restructuring plan to
accomplish the overhead reduction goals as well as to consolidate the
manufacturing and distribution operations of Automotive's North American
aftermarket business. Tenneco recorded a pre-tax charge to income from
continuing operations of $53 million, $34 million after-tax or $.20 per share,
in the fourth quarter of 1998 related to this restructuring plan. Of the pre-tax
charge, for operational restructuring plans, $36 million is related to the
Automotive aftermarket restructuring. A staff and related cost reduction plan,
which covers staff reductions at the Automotive operating unit and corporate
operations, 1s expected to cost $17 million.

The Automotive aftermarket restructuring involves closing two plant
locations and five distribution centers and the elimination of 302 positions at
those locations. The staff and related cost reduction plan involves the
elimination of 454 administrative positions in Tenneco's business units and its
corporate operations.

The fixed assets at the locations to be closed were written down to their
fair value, less costs to sell, in the fourth quarter of 1998. As a result of
the single-purpose nature of the assets, fair value was estimated at scrap value
less cost to dispose. No significant net cash proceeds are expected to be
received from the ultimate disposal of these assets, which should be complete by
the fourth quarter of 2000. The effect of suspending depreciation for these
impaired assets is a reduction in depreciation and amortization of approximately
$2 million on an annual basis.

As of December 31, 1998, approximately 350 employees had been terminated.

Amounts related to the restructuring plan are shown in the following table:
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<TABLE>

<CAPTION>
FOURTH
1998 QUARTER CHARGED BALANCE AT
RESTRUCTURING 1998 TO ASSET DECEMBER 31,
CHARGE PAYMENTS ACCOUNTS 1998
(MILLIONS)

<S> <C> <C> <C> <C>
SEVELANCE s ¢ vt e ettt et e ee it tae et $19 S 4 $—- $15
Asset ImpairmentsS........oiiiiiiiiiinnnnann. 33 -= 33 -=
Facility exit costs.....viiiiiiiiiiiininn.. 1 -= -= 1

$53 $ 4 $33 $16
</TABLE>

4. ACQUISITIONS

In 1998, Tenneco made one acquisition in the Automotive business for
approximately $3 million. During 1997, Tenneco completed acquisitions or
investments in the Automotive business for total consideration of approximately
$29 million.

In June 1996, Tenneco entered into agreements to acquire Clevite for $328
million. Clevite makes suspension bushings and other elastomeric parts for cars
and trucks. Upon completion of the Clevite acquisition in July 1996, Clevite's
operations became part of Automotive. Also during 1996, Tenneco completed the
acquisitions of or investments in various other businesses and joint ventures in
the automotive parts industry for total consideration of approximately $96
million.

The acquisitions discussed above have been accounted for as purchases;
accordingly, the purchase price has been allocated to the assets purchased and
the liabilities assumed based on their fair values. The excess of the purchase
price over the fair value of the net assets acquired is included in the balance
sheet caption "Goodwill and intangibles, net."
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5. LONG-TERM DEBT, SHORT-TERM DEBT, AND FINANCING ARRANGEMENTS
Long-Term Debt

A summary of long-term debt obligations of Tenneco at December 31, 1998 and
1997, is set forth in the following table:

<TABLE>
<CAPTION>
1998 1997
(MILLIONS)
<S> <C> <C>

Tenneco Inc. --
Debentures due 2008 through 2027, average effective
interest rate 7.5% in 1998 and in 1997 (net of $64
million in 1998 and $68 million in 1997 of unamortized
PrEMAUM) v vttt ettt e e et e e te et ee e e eseeneaeeeeeenenenns $1,213 $1,217
Notes due 1999 through 2007, average effective interest
rate 6.7% in 1998 and in 1997 (net of $33 million in
1998 and $47 million in 1997 of unamortized premium)... 1,344 1,358

Other subsidiaries --
Notes due 1999 through 2016, average effective interest
rate 10.7% in 1998 and 11.2% in 1997 (net of $22
million in 1998 and $24 million in 1997 of unamortized

AiSCOUNE) ittt e e e e e e 53 64

2,610 2,639

Less -- current maturities........ ...l i, 250 6

Total long-term debt .. ...ttt ittt et e 2,360 2,633
Less -- long-term corporate debt allocated to net assets of

discontinued operationsS. . ...ttt ittt it e 1,689 1,920

Total long-term debt, net of allocation to net assets of
discontinued operationsS. . ...ttt ittt i e S 671 $ 713
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</TABLE>

The aggregate maturities and sinking fund requirements applicable to the

issues outstanding at December 31, 1998, are $250 million, $10 million, $187
million, $498 million, and $7 million for 1999, 2000, 2001, 2002, and 2003,
respectively.

Short-Term Debt

Tenneco uses commercial paper, lines of credit, and overnight borrowings to
finance its short-term capital requirements. Information regarding short-term
debt as of and for the years ended December 31, 1998 and 1997, are as follows:
<TABLE>
<CAPTION>
1998 1997
COMMERCIAL CREDIT COMMERCIAL CREDIT
PAPER AGREEMENTS* PAPER AGREEMENTS*
(DOLLARS IN MILLIONS)
<S> <C> <C> <C> <C>
Outstanding borrowings at end of year........... $576 $245 $203 $ 69
Weighted average interest rate on outstanding
borrowings at end of year......... i 5.8% 6.3% 5.9% 6.7%
Approximate maximum month-end outstanding
borrowings during year......eeeeeeeeeeenennnnn $576 $245 $613 $123
Approximate average month-end outstanding
POrrowings dUriNg YEaT .. ... 'eeeeeeeeeeenenennn $447 $157 $372 $ 52
Weighted average interest rate on approximate
average month-end outstanding borrowings
AUILING YEaAT . i ittt et e ettt et et et ea e 5.8% 6.9% 5.7% 8.4%
</TABLE>
* Includes borrowings under both committed credit facilities and uncommitted
lines of credit and similar arrangements.
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Short-Term Corporate Debt Allocation
<TABLE>
<CAPTION>
1998 1997
(MILLIONS)
<S> <C> <C>
Current maturities on long-term debt.......... ... $ 250 $ 6
ComMMETrCial PaAPE . it ittt ettt ettt et et et ee et 576 203
Credit agreementsS. vttt it ittt ittt ittt teneneeneennan 245 69
Total short-term debt.... ..ttt ittt et teeenneeeann 1,071 278
Less -- short-term corporate debt allocated to net assets of
discontinued operations.......oiiiiii it i e 767 203
Total short-term debt, net of allocation to discontinued
[0 1= = I e £ N S 304 S 75
</TABLE>
Financing Arrangements
<TABLE>
<CAPTION>
COMMITTED CREDIT FACILITIES (A)
TERM COMMITMENTS UTILIZED AVAILABLE
(MILLIONS)
<S> <C> <C> <C> <C>
Tenneco Inc. credit agreements..........coiiiuieunnnnn. 2001 $1,750 $576 (b) $1,174
Subsidiaries' credit agreements.............c.. ... Various 131 123 8
$1,881 $699 $1,182
</TABLE>
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Notes: (a) Tenneco and its subsidiaries generally are required to pay commitment
fees on the unused portion of the total commitment and facility fees
on the total commitment.

(b) Tenneco's committed long-term credit facilities support its
commercial paper borrowings; consequently, the amount available under
the committed long-term credit facilities is reduced by outstanding
commercial paper borrowings.

At December 31, 1998, Tenneco's principal credit facility, which expires in
2001, was a $1.75 billion committed financing arrangement with a syndicate of
banks and other financial institutions. Committed borrowings under this credit
facility bear interest at an annual rate equal to, at the borrower's option,
either (i) a rate consisting of the higher of Morgan Guaranty Trust Company of
New York's prime rate or the federal funds rate plus 50 basis points; (ii) a
rate of LIBOR plus a margin determined based on the credit rating of Tenneco's
long-term debt; or (iii) a rate based on money market rates pursuant to
competitive bids by the syndicate banks.

The credit facility requires that the Company's consolidated ratio of debt
to total capitalization, as defined in the credit facility, not exceed 70%.
Compliance with this requirement is a condition for any incremental borrowings
under the credit facility and failure to meet the requirement enables the
syndicate banks to require repayment of any outstanding loans after a 30-day
cure period. At December 31, 1998, Tenneco's ratio of debt to total
capitalization as defined in the credit facility was 57.9%. In addition, the
credit facility imposes certain other restrictions, none of which are expected
to limit the Company's ability to operate its business in the ordinary course.

Before the Spin-off, Tenneco will realign substantially all of its debt and
enter into a new credit facility. See Note 2, "Discontinued Operations,
Dispositions of Assets, and Extraordinary Loss," for further discussion.
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6. FINANCIAL INSTRUMENTS

The carrying and estimated fair values of Tenneco's financial instruments
by class at December 31, 1998 and 1997, were as follows:

<TABLE>
<CAPTION>
1998 1997
CARRYING FATR CARRYING
AMOUNT VALUE AMOUNT
(MILLIONS)
ASSETS (LIABILITIES)
<S> <C> <C> <C>
Long-term debt (including current maturities) (Note).... $(2,610) $(2,6006) $(2,639)
Instruments With Off-Balance-Sheet Risk
Foreign currency ContractsS.......oiuiiiiiiiinnnnnnn. 1 1 2
Financial guarantees. .. ...ttt itte e - (13) -
</TABLE>

Note: The carrying amounts and estimated fair value of long-term debt are before
allocation of corporate debt to discontinued operations. Reference is made
to Note 1 for information concerning corporate debt allocated to
discontinued operations.

Asset and Liability Instruments

The fair value of cash and temporary cash investments, short and long-term
receivables, accounts payable, and short-term debt was considered to be the same
as or was not determined to be materially different from the carrying amount.

Long-term debt -- The fair value of fixed-rate long-term debt was based on
the market value of debt with similar maturities and interest rates.

Instruments With Off-Balance-Sheet Risk

Foreign Currency Contracts -- Note 1, "Summary of Accounting Policies --
Risk Management Activities" describes Tenneco's use of and accounting for
foreign currency exchange contracts. The following table summarizes by major
currency the contractual amounts of foreign currency contracts utilized by
Tenneco:

<TABLE>
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<CAPTION>

NOTIONAL AMOUNT

DECEMBER 31,

DECEMBER 31,

1998 1997
PURCHASE SELL PURCHASE
(MILLIONS)
<S> <C> <C> <C>
Foreign currency contracts (in USS$):
Belgian FraAlCS . v v st ie i teeeneeeneneeteeeneseneeneeeneennns $ 17 $ 19 S 24
British POUNAS . . v ittt ittt ittt e et et 163 252 156
Canadian DOLllarS . ettt eeneneneneneneneanenenenenenns 73 115 58
French FranCS. ...ttt ittt ittt ittt it ii et nenennn 89 17 52
German MarKS . .. u it ittt ittt ittt ittt i et 2 33 4
Spanish Pesetas. ..ttt it ittt it e e e 32 2 12
L0 S T B B o= 105 33 92
L8 0 T o 40 49 61
$521 $520 $459
</TABLE>
Based on exchange rates at December 31, 1998 and 1997, the cost of
replacing these contracts in the event of non-performance by the counterparties
would not have been material.
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Guarantees -- Tenneco had guaranteed payment and performance of
approximately $13 million and $15 million at December 31, 1998 and 1997,
respectively, primarily with respect to letters of credit and other guarantees
supporting various financing and operating activities.
7. INCOME TAXES
The domestic and foreign components of income from continuing operations
before income taxes are as follows:
<TABLE>
<CAPTION>
YEARS ENDED
DECEMBER 31,
1998 1997 1996
(MILLIONS)
<S> <C> <C> <C>
U.S. income before income taXeS.......c.oveuiiinnenrennennnnn $(65) $ 91 $ 21
Foreign income before income taxes..........eiieiieeieenncnns 223 246 161
Income before IiNCOME LaXEeS....uiiui it neenneennennenns $158 $337 $182
</TABLE>
Following is a comparative analysis of the components of income tax expense
applicable to continuing operations:
<TABLE>
<CAPTION>
YEARS ENDED
DECEMBER 31,
1998 1997 1996
(MILLIONS)
<S> <C> <C> <C>
Current --
L0 $ T2 $(5) $14
State and local. ...ttt it i i e e e e (21) -= 2
oot I 5 38 54 53
89 49 69
Deferred —--
L0 (109) 13 3
Foreign, state and other....... ..o iiiiiiiiiiininininennnn. 33 18 7
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INCOME LAX EXPEIS . ittt ittt ittt ittt et neeeeeeennnneeeens

</TABLE>

Following is a reconciliation of income taxes computed at the statutory
U.S. federal income tax rate (35% for all years presented) to the income tax
expense reflected in the statements of income:

<TABLE>
<CAPTION>
YEARS ENDED
DECEMBER 31,
1998 1997
(MILLIONS)
<S> <C> <C>
Tax expense computed at the statutory U.S. federal income
Lo ot $ 55 $118
Increases (reductions) in income tax expense resulting from:
Foreign income taxed at different rates and foreign losses
with no tax benefit....... .. .. (12) (25)
State and local taxes on income, net of U.S. federal
income tax benefdt. ..ttt ettt et et e e (8) 4
Recognition of previously unbenefited loss
CaArryforwardsS. c vttt it e e e e e e (5) (11)
Amortization of nondeductible goodwill...........coueinno.. 3 2
Ot . it e e (20) (8)
TNCOME LAX EXPEISE e v v et e et te e et eette e eneeneesneeneesneennn $ 13 $ 80
</TABLE>
91
95

TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS -- (CONTINUED)

The components of Tenneco's net deferred tax liability were as follows:

<TABLE>
<CAPTION>
DECEMBER 31,
1998 1997
(MILLIONS)
<S> <C> <C>
Deferred tax assets --
Tax loss carryforwards:
L0 $104 $ 55
Stat e ittt i e e e e e e e e e 7 -=
0 T o 58 77
Postretirement benefits other than pensions............... 32 26
L8 0 T o 26 7
Valuation AllOWaANCE . @ vttt ittt ettt ettt et e et e teeeenaeaeean (30) (25)
Net deferred tax asset....... ... 197 140
Deferred tax liabilities --
Tax over book depreciation............coiiiiiiiiiiiinnen.. 113 91
=S T o o = 27 23
L o L 77 115
Total deferred tax liability.....c.ooiiiiiinennnnnnn. 217 229
Net deferred tax liability...uei i ineininenenenens S 20 $ 89

</TABLE>

As reflected by the valuation allowance in the table above, Tenneco had
potential tax benefits of $30 million and $25 million at December 31, 1998 and
1997, respectively, which were not recognized in the statements of income when
generated. These unrecognized tax benefits resulted primarily from foreign tax
loss carryforwards which are available to reduce future foreign tax liabilities.

Of the $298 million of U.S. tax loss carryforwards which exist at December
31, 1998, $139 million expire in 2012 and $159 million expire in 2018. The $82
million of state tax loss carryforwards which exist at December 31, 1998, will
expire in varying amounts over the period from 2000 to 2012. Of the $142 million
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of foreign tax loss carryforwards which exist at December 31, 1998, $118 million
do not expire and the remainder expires in varying amounts over the period from
1999 to 2008.

In connection with the 1996 corporate reorganization transactions discussed
in Note 2, "Discontinued Operations, Disposition of Assets, and Extraordinary
Loss," Tenneco entered into a tax sharing agreement with Newport News, Old
Tenneco, and El Paso. The tax sharing agreement provides, among other things,
for the allocation among the parties of tax liabilities arising before, as a
result of, and after the Distributions. For periods after the Distributions,
Tenneco will be liable for taxes imposed on its businesses, 0ld Tenneco will be
liable for taxes imposed on the energy business, and Newport News will be liable
for taxes imposed on the shipbuilding business. In the case of federal income
taxes imposed on the activities of the 0ld Tenneco consolidated group before the
Distributions, Tenneco and Newport News are generally liable to 0Old Tenneco for
federal income taxes attributable to their respective businesses, and those
entities have been allocated an agreed-upon share of estimated tax payments made
by 0ld Tenneco.

8. COMMON STOCK

Tenneco Inc. has authorized 350 million shares ($.01 par value) of common
stock, of which 173,670,197 shares and 172,569,889 shares were issued at
December 31, 1998 and 1997, respectively. Tenneco Inc. held 6,757,678 shares and
2,928,189 shares of treasury stock at December 31, 1998 and 1997, respectively.
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Stock Repurchase Plans
During 1997, Tenneco initiated a common stock repurchase program to acquire
up to 8.5 million shares. Approximately 7.5 million shares have been acquired
under this program at a total cost of approximately $289 million. All purchases
executed through this program were in the open market or negotiated purchases.

Reserved

The total number of shares of Tenneco Inc. common stock reserved at
December 31, 1998 and 1997, were as follows:

<TABLE>
<CAPTION>
DECEMBER 31,
ORIGINAL ISSUE SHARES 1998 1997

<S> <C> <C>
Thrift Plan. ...ttt it ittt ittt et 74,576 167,223
Restricted StOCK PlanS. .. iiiiie ettt eneeeeeenneeeneens - 33,796
Stock Ownership Plan......iiutii it tnetneeeeeneennennns 16,199,114 16,556,126
Employee Stock Purchase Plan..........iuiiiiiiniinennnn. 1,642,037 2,255,232

17,915,727 19,012,377

TREASURY STOCK

Thrift Plan. ...ttt ittt ittt et 201,541 42,434
</TABLE>

Stock Plans

Tenneco Inc. Stock Ownership Plan -- In December 1996, Tenneco adopted the
1996 Stock Ownership Plan, which permits the granting of a variety of awards,
including common stock, restricted stock, performance shares, stock appreciation
rights ("SARs"), and stock options to directors, officers, and employees of
Tenneco. Tenneco can issue up to 17,000,000 shares of common stock under the
1996 Stock Ownership Plan, which will terminate December 31, 2001. All 0Old
Tenneco stock options granted to New Tenneco employees before the Distributions
were, 1in connection with the Distributions, cancelled and replaced with options
to purchase New Tenneco common stock according to the provisions of the 1996
Stock Ownership Plan. The options were replaced with the appropriate number of
New Tenneco options so that the aggregate option value immediately after the
Distributions equaled the aggregate value immediately before the Distributions.
The 1994 Stock Ownership Plan was terminated effective as of December 11, 1996.

Restricted Stock and Performance Shares -- Tenneco has granted restricted
stock and restricted units under the 1996 Stock Ownership Plan to certain key
employees. These awards generally require, among other things, that the employee
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remain an employee of Tenneco during the restriction period. Tenneco has also
granted performance shares to certain key employees which will vest based upon
the attainment of specified performance goals within four years from the date of
grant. During 1998, 1997, and 1996, Tenneco granted 640,810, 494,350, and
465,075 shares and units, respectively, with a weighted average fair value based
on the price of Tenneco's stock on the grant date of $38.03, $43.08, and $48.54
per share, respectively. Any restricted stock and performance shares awarded
after the Distributions are issued under the 1996 Stock Ownership Plan. At
December 31, 1998, 351,220 restricted shares at an average price of $37.76 per
share, 562,145 performance shares at an average price of $41.35 per share, and
31,000 restricted units at an average price of $37.72 per unit were outstanding
under this plan.

Under another arrangement, restricted stock or restricted units are issued
annually to each member of the Board of Directors who is not also an officer of
Tenneco. From January 1, 1996, through October 31, 1996, 3,300 restricted shares
were issued with a weighted average fair value based on the price of Tenneco's
stock on the grant date of $48.25 per share. On November 1, 1996, all
outstanding restricted shares were vested. In
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December 1996, Tenneco adopted a new restricted stock and unit plan for each
member of the Board of Directors who is not also an officer of Tenneco. During
1998, 1997, and 1996, 1,700, 5,040, and 23,464 restricted shares and units,
respectively, were issued under the new plan at a weighted average fair value of
Tenneco Inc.'s stock on the grant date of $37.31, $45.19, and $45.31 per share,
respectively. At December 31, 1998, 27,696 restricted shares at an average price
of $44.80 per share and 300 restricted units at an average price of $45.19 per
unit were outstanding under the new plan.

In conjunction with the Transaction, all outstanding restricted shares and
performance shares as of November 1, 1996, were vested and Tenneco recognized an
after-tax compensation expense of $18 million, of which approximately $7 million
related to restricted stock and performance shares awarded to employees of the
energy business and shipbuilding business.

Employee Stock Purchase Plan -- In June 1992, Tenneco initiated an Employee
Stock Purchase Plan (the "1992 ESPP"). The 1992 ESPP was terminated as of the
date of the Distributions. Effective April 1, 1997, Tenneco adopted a new ESPP
with provisions similar to the 1992 ESPP. The ESPP allows U.S. and Canadian
Tenneco employees to purchase Tenneco Inc. common stock at a 15% discount. Each
year employees participating in the ESPP may purchase shares with a discounted
value not to exceed $21,250. Under the respective ESPPs, Tenneco sold 613,195,
244,768, and 657,936 shares to employees in 1998, 1997, and 1996, respectively.
The weighted average fair value of the employee purchase right, which was
estimated using the Black-Scholes option pricing model and the assumptions
described below except that the average life of each purchase right was assumed
to be 90 days, was $6.31, $11.16, and $10.84 in 1998, 1997, and 1996,
respectively.

Stock Options -- The following table reflects the status and activity for
all stock options issued by Tenneco Inc., including those outside the option
plans discussed above, for the periods indicated:

<TABLE>
<CAPTION>
1998 1997 1996
WEIGHTED WEIGHTED WEIGHTED
SHARES AVG. SHARES AVG. SHARES AVG.
UNDER EXERCISE UNDER EXERCISE UNDER EXERCISE
STOCK OPTIONS OPTION PRICES OPTION PRICES OPTION PRICES
<S> <C> <C> <C> <C> <C> <C>
Outstanding, beginning of year.... 11,924,072 $43.42 10,877,758 $43.41 3,019,116 $46.99
Granted -- Options.............. 1,745,480 37.30 2,928,669 42.91 8,178,600 46.17
Exercised -- Options............ (122,609) 38.58 (312,979) 39.64 (817,212) 45.29
—= SARS ...ttt - -- -= - (25,741) 36.23
Issuance of New Tenneco
options......oiiiiiiiiiii. -= -= - -= 5,015,258 41.19
Cancelled....oviiiiiiininnnnnnns (1,123,639) 43.53 (1,569,376) 43.19 (4,492,263) 46.01
Outstanding, end of year.......... 12,423,304 $42.58 11,924,072 $43.42 10,877,758 $43.41

Options exercisable at end of

ST B N 7,522,654 $42.84 2,703,948 $40.84 1,809,596 $41.67
Weighted average fair value of

options granted during the
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VST PPN $ 10.82 S 12.62
</TABLE>
The fair value of each option granted during 1998, 1997, and 1996 is

estimated on the date of grant using the Black-Scholes option pricing model

using the following weighted-average assumptions for grants in 1998,
risk-free interest rates of 5.7%,

and 5.0 years;
dividend yield of 3.2%,

1996, respectively: (1)
expected lives of 9.9,
25.6%, and 25.1%; and

7.5,
(iv)
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(iii)

6.6%,

and 3.4%.
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1997, and
and 5.9%;
expected volatility 25.6%,
2.8%,

(i1)

The following table reflects summarized information about stock options

outstanding at December 31, 1998:
<TABLE>
<CAPTION>
OPTIONS OUTSTANDING
WEIGHTED AVG. WEIGHTED
NUMBER REMAINING AVG.
OUTSTANDING CONTRACTUAL EXERCISE
RANGE OF EXERCISE PRICE AT 12/31/98 LIFE PRICE

<S> <C> <C> <C>
831 £0 838 .ttt e e e 2,525,490 13.8 years $36.40
$38 Lo $44 .. e e 2,771,004 11.7 40.91
ISR o 1 7,126,810 11.9 45.42

12,423,304
</TABLE>

Tenneco applies Accounting Principles Board Opinion No. 25, "Accounting for
Stock Issued to Employees," to account for its stock-based compensation plans.
Tenneco recognized after-tax stock-based compensation expense in 1998 of $3
million, in 1997 of $5 million, and in 1996 of $27 million, of which $3 million,
$4 million, and $24 million, respectively, related to restricted stock and
performance shares awarded to employees of its discontinued operations. Had
compensation costs for Tenneco's stock-based compensation plans been determined
in accordance with FAS No. 123, "Accounting for Stock-Based Compensation," based
on the fair value at the grant dates for the awards under those plans, Tenneco's
pro forma net income to common stock and earnings per share of common stock for
the years ended December 31, 1998, 1997, and 1996, would have been lower by $33
million or $.19 per both basic and diluted common share, $34 million or $.20 per
both basic and diluted common share, and $14 million or $.08 per both basic and
diluted common share, respectively. The increase in compensation expense for
1997 versus 1996 was primarily the result of stock options issued subsequent to
the Transaction.

Stock Employee Compensation Trust (SECT)

In November 1992, Tenneco established the SECT to fund a portion of its
obligations arising from its various employee compensation and benefit plans.
Tenneco issued 12 million shares of treasury stock to the SECT in exchange for a
promissory note of $432 million that accrued interest at the rate of 7.8% per
annum. At December 31, 1996, all shares had been utilized.

Grantor Trust

In August 1998, Tenneco established a grantor trust and issued 1.9 million
shares of common stock to the trust. This grantor trust is a so-called "rabbi
trust" designed to assure the payment of deferred compensation and supplemental
pension benefits. The trust is consolidated in Tenneco's financial statements
and the shares are reflected in the financial statements as treasury stock.
Consequently,
to be outstanding in the computation of earnings per share.

the shares of common stock issued to the trust are not considered

Qualified Offer Rights Plan

On September 9, 1998, Tenneco adopted a Qualified Offer Rights Plan and
established an independent Board committee to review it every three years. The
Qualified Offer Rights Plan was adopted to deter coercive takeover tactics and
to prevent a potential acquiror from gaining control of Tenneco in a transaction
which is not in the best interests of Tenneco shareholders. Generally, under the
Qualified Offer Rights Plan, if a person becomes the beneficial owner of 20
percent or more of Tenneco's outstanding common stock, other than pursuant to a
"qualified offer", each right will entitle its holder to purchase, at the

right's exercise price, a number of shares of common stock of Tenneco or, under
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a market value of twice the right's exercise price. Rights held by the 20
percent or more holder will become void and will not be exercisable.

The rights will not become exercisable in connection with a "qualified
offer," which is an all-cash tender offer for all outstanding common stock that
is fully financed, remains open for a period of at least 60 business days,
results in the offeror owning at least 85% of the common stock after
consummation of the offer, assures a prompt second-step acquisition of shares
not purchased in the initial offer, at the same price as the initial offer, and

meets certain other requirements.

In connection with the adoption of the Qualified Offer Rights Plan, the
Board of Directors also adopted a three-year independent director evaluation
("TIDE") mechanism. Under the TIDE mechanism, an independent Board committee
will review, on an ongoing basis, the Qualified Offer Rights Plan and
developments in rights plans generally, and, if it deems appropriate, recommend
modification or termination of the Qualified Offer Rights Plan. The independent
committee will report to Tenneco's Board at least every three years as to
whether the Qualified Offer Rights Plan continues to be in the best interests of

Tenneco's shareholders.

Dividend Reinvestment and Stock Purchase Plan

Under the Tenneco Inc. Dividend Reinvestment and Stock Purchase Plan,
holders of Tenneco Inc. common stock may apply their cash dividends and optional
cash investments to the purchase of additional shares of Tenneco Inc. common

stock.

Earnings Per Share

Earnings per share of common stock outstanding were computed as follows:

<TABLE>
<CAPTION>

<S>
Basic Earnings Per Share --
Income from continuing operations(a)................

Average shares of common stock outstanding(b).......

Earnings from continuing operations per average
share of common stock............iiiiiiiiiian.

Diluted Earnings Per Share --
Income from continuing operations(a)...........co.o...

Average shares of common stock outstanding(b).......
Effect of dilutive securities:
Restricted stock. .. .ottt
Stock OpPtionS. . v ittt e e e
Performance shares.........ciuiiiiiiiiiiiinnnnnn

Average shares of common stock outstanding including
dilutive securities......... ... i,

Earnings from continuing operations per average
share of common stock......... . i,

</TABLE>

YEARS ENDED DECEMBER 31,

(MILLIONS EXCEPT SHARE AND PER SHARE AMOUNTS)

<C> <C> <C>

$ 116 $ 234 S 82
168,505,573 170,264,731 169,609,373
$ 69 $ 1.37 S 49
$ 116 $ 234 $ 82
168,505,573 170,264,731 169,609,373

52,930 - 516,336

88,236 452,867 400,403

187,792 84,038 -
168,834,531 170,801,636 170,526,112
S .68 S 1.36 S .49

Notes: (a) All preferred stock outstanding before the Merger was acquired by El
Paso. Therefore, preferred stock dividends were included in the
computation of earnings per share from discontinued operations for
1996. There was no preferred stock outstanding in 1998 or 1997.

(b) In 1992, 12 million shares of common stock were issued to the SECT.
Shares of common stock issued to a related trust are not considered
to be outstanding in the computation of average shares
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until the shares are used to fund the obligations of the trust. During
the year ended December 31, 1996, the SECT used 4,358,084 shares. At
December 31, 1996, all shares were used. Stock repurchase plans also
affect common stock outstanding. Refer to "Stock Employee Compensation
Trust (SECT)" and "Stock Repurchase Plans" discussed previously in
this footnote.

9. PREFERRED STOCK

Tenneco had 50 million shares of preferred stock ($.01 par value)
authorized at December 31, 1998 and 1997. No shares of preferred stock were
outstanding at the respective dates. Tenneco has designated and reserved 2.0
million shares of the preferred stock as junior preferred stock for the
Qualified Offer Rights Plan.

As part of the Merger, Tenneco's $7.40 and $4.50 preferred stock (the
"Preferred Stock") was acquired by El Paso in exchange for El Paso common stock.
Consequently, Preferred Stock dividends have been subtracted from discontinued
operations to compute basic and diluted earnings per share. Before the Merger,
Tenneco made periodic accretions of the excess of the redemption value over the
fair value of the Preferred Stock at the date of issue. Such accretions have
been included in the statements of income caption, "Preferred stock dividends"
as a reduction of net income to arrive at net income to common stock.

In connection with the Transaction and as part of the 1996 Debt
Realignment, Old Tenneco issued the NPS Preferred Stock in November 1996 for
proceeds of approximately $296 million. The proceeds from the issuance were used
to fund a portion of the cash tender offers made in connection with the 1996
Debt Realignment and other cash requirements preceding the Merger. As a result
of the Merger, the obligations relating to the NPS Preferred Stock remained with
0ld Tenneco.

Changes in Preferred Stock with Mandatory Redemption Provisions

<TABLE>
<CAPTION>
1996
SHARES AMOUNT
(MILLIONS EXCEPT SHARE
AMOUNTS)
<S> <C> <C>
Balance JanUATY L. ee oo toeteeeeneeeneeneeeneeneeeneennens 1,390,993 $ 130
Shares redeemed. v v ittt ittt ettt et ettt ettt (195,751) (20)
Merger of energy business..........iiiiiiiiiniineneennnn (1,195,242) (113)
Accretion of excess of redemption value over fair value at
date Of 1SSUE. ittt ittt i e e e e -- 3
Balance DecCember 3l. .. ..uittettnnnnnnneeeeeeeeeenennnnnnnn - s -
</TABLE>

10. MINORITY INTEREST

At December 31, 1998 and 1997, Tenneco reported minority interest in the
balance sheet of $407 million and $408 million, respectively. At December 31,
1998, $394 million of minority interest resulted from the December 1994 and
December 1997 sales of preferred stock ($300 million and $100 million,
respectively) of Tenneco International Holding Corp. ("TIHC") to a financial
investor. Subsequent to each sale, the investor had approximately a 25% interest
in TIHC, consisting of 100% of the issued and outstanding variable rate voting
preferred stock of TIHC. Tenneco and certain of its subsidiaries hold 100% of
the issued and outstanding $8.00 junior preferred stock and common stock of
TIHC. TIHC holds certain assets including the capital stock of Tenneco Canada
Inc., S.A. Monroe Europe N.V., Monroe Australia Proprietary Limited, Walker
France S.A., and other subsidiaries. For financial reporting purposes, the
assets, liabilities, and earnings of TIHC and its subsidiaries are consolidated
in Tenneco's financial statements, and the investor's preferred stock interest
has been recorded as "Minority interest"™ in the balance sheet.
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As of December 31, 1998, dividends on the TIHC preferred stock are based on
the aggregate issue price of $400 million times a rate per annum equal to .92%
over LIBOR and are payable quarterly in arrears on the last business day of each
quarter. The weighted average rate paid on TIHC preferred stock was 6.66%,
6.92%, and 6.83% for 1998, 1997, and 1996, respectively. Additionally, the
holder of the preferred stock is entitled to receive, when and if declared by
the Board of Directors of TIHC, participating dividends based on the operating
income growth rate of TIHC and its subsidiaries. For financial reporting
purposes, dividends paid by TIHC to its financial investor have been recorded in
Tenneco's statements of income as "Minority interest."

11. PENSION PLANS AND OTHER POSTRETIREMENT BENEFITS

Tenneco has various defined benefit pension plans that cover substantially
all of its employees. Benefits are based on years of service and, for most
salaried employees, on final average compensation. Tenneco's funding policies
are to contribute to the plans amounts necessary to satisfy the funding
requirement of federal laws and regulations. Plan assets consist principally of
listed equity and fixed income securities. Certain employees of Tenneco
participate in the Tenneco Retirement Plan.

Tenneco has postretirement health care and life insurance plans that cover
a majority of its domestic employees. For salaried employees, the plans cover
employees retiring from Tenneco on or after attaining age 55 who have had at
least 10 years service with Tenneco after attaining age 45. For hourly
employees, the postretirement benefit plans generally cover employees who retire
according to one of Tenneco's hourly employee retirement plans. All of these
benefits may be subject to deductibles, copayment provisions, and other
limitations, and Tenneco has reserved the right to change these benefits.
Tenneco's postretirement benefit plans are not funded.
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A summary of the change in benefit obligation, the change in plan assets,
the development of net amount recognized, and the amounts recognized in the
statement of financial position for the pension plans and postretirement benefit
plans follows:

<TABLE>
<CAPTION>
PENSION POSTRETIREMENT
1998 1997 1998 1997
(MILLIONS)
<S> <C> <C> <C> <C>
Change in benefit obligation:
Benefit obligation at September 30 of the previous year... $491 $444 $ 105 $ 100
SETVICE COST . ittt ittt i et ittt e e e 13 12 3 4
Interest COSt.. ittt ittt i it i i it i e 36 33 8 7
Plan amendmentS . v vttt ittt it it ittt et 1 - - -
Actuarial 10Ss (gain) «uu it ittt ittt ittt 41 29 7 -
Benefits paid. ...t e e e et (30) (27) (8) (6)
Benefit obligation at September 30........ciiiuinenenennn. $552 $491 $ 115 $ 105
Change in plan assets:
Fair value at September 30 of the previous year........... $593 $493 S - S -
Currency rate CoOnversion.........cu. it eienenannas (1) - - -
Actual return on plan assets........iiiiiiiiiiiiiiiin.. 13 121 -- --
Employer contribuUtionsS. ...t iiit ittt n e eeeeeeeannns 7 6 8 6
Participants' contributions......... ... 1 - - -
Benefits Paid. .t it tin ittt ittt e (30) (27) (8) (6)
Fair value at September 30......ueuumneeeeeennnneeeennnnnn $583 $593 s - s -
Development of net amount recognized:
Funded status at September 30........ctitiiieinnenenennnnn $ 31 $102 $(115) $(105)
Contributions during the fourth quarter................... 1 1 2 2
Unrecognized cost:
Actuarial 10sSS (gadn) . eu ittt ittt ittt e 20 (55) 27 22
PriOr SEIrVICE COST ottt ittt ittt ettt ettt ettt e 12 14 (1) (3)
Transition liability (a@asset) ..., (7) (11) -= -=
Net amount recognized at December 31..........ciuiiiiniennn. S 57 $ 51 S (87) S (84)
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Amounts recognized in the statement of financial position:

Prepaid benefit COSt.. .ttt in ittt it e it e $ 81 $ 80 5§ -- s -

Accrued benefit COSt.. .ttt i e e (39) (33) (87) (84)

Intangible asset ...ttt ittt it i et e 4 4 -= -=

Accumulated other comprehensive income.................... 11 -= -- --

Net amount recognized.........iiiiiiiiiiiiiineineennennnnn $ 57 $ 51 S (87) $ (84)
</TABLE>

Notes: Assets of one plan may not be utilized to pay benefits of other plans.
Additionally, the prepaid (accrued) benefit cost has been recorded based
upon certain actuarial estimates as described below. Those estimates are
subject to revision in future periods given new facts or circumstances.

Amounts included in the above table reflect the participation of
Automotive employees in the Tenneco Retirement Plan ("TRP"), however,
Automotive employees will not accrue additional benefits under the TRP
following the Spin-off. The prepaid pension costs related to the TRP will
be transferred to Packaging in connection with the corporate
restructuring transactions. Packaging will become the sponsor of the TRP.
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Amounts in the table are for continuing operations only. Amounts

recognized in the statement of financial position for discontinued
operations include the following:

<TABLE>
<CAPTION>
PENSION POSTRETIREMENT
1998 1997 1998 1997
<S> <C> <C> <C> <C>
Net assets of discontinued operations............covevien.n. $630 $585 $(61) 5(63)
Accumulated other comprehensive income................oi.o.. 4 - -= -
$634 $585 $(61) $(63)
</TABLE>

Net periodic pension costs (income) from continuing operations for the
years 1998, 1997, and 1996, consist of the following components:

<TABLE>
<CAPTION>
1998 1997 1996
(MILLIONS)

<S> <C> <C> <C>
Service cost -- benefits earned during the year............. $ 13 $ 12 S 11
Interest on prior year's projected benefit obligation....... 36 33 22
Expected return on plan assets......iuiiiii it ittt (48) (45) (30
Net amortization:

Actuarial 10sSS (gadn) « v vttt ittt it ittt 1 - -

Prior ServiCe COSET ...ttt ittt ittt ittt it 1 1 1

Transition liability (@sset) ..., (2) (2) (2)
Net pension COSES (INCOME) v vttt et e e eeeeenenenenenneeeeenens s 1 s (1) $ 2
</TABLE>

The projected benefit obligation, accumulated benefit obligation, and fair
value of plan assets for all pension plans with accumulated benefit obligations
in excess of plan assets were $114 million, $108 million, and $68 million,
respectively, as of September 30, 1998, and $40 million, $39 million, and $9
million, respectively, as of September 30, 1997.

The weighted average discount rates (which are based on long-term market
rates) used in determining the 1998, 1997, and 1996 actuarial present value of
the benefit obligations were 6.9%, 7.6%, and 7.7%, respectively. The rate of
increase in future compensation was 4.7%, 5.0%, and 5.2%, for 1998, 1997, and
1996, respectively. The weighted average expected long-term rate of return on
plan assets for 1998, 1997, and 1996 was 9.8%, 9.9%, and 9.9%, respectively.

Net periodic postretirement benefit cost from continuing operations for the
years 1998, 1997, and 1996 consist of the following components:
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<TABLE>

<CAPTION>

1998 1997 1996

(MILLIONS)

<S> <C> <C> <C>
Service cost -- benefits earned during the year............. $ 2 S 4 $ 3
Interest on accumulated postretirement benefit obligation... 8 7 6
Net amortization of actuarial loss (gain)...........ccoeeuie.. 1 -= 1
Net periodic postretirement benefit cost.............cuvuuun. $11 $11 $10
</TABLE>

The initial weighted average assumed health care cost trend rate used in
determining the 1998, 1997, and 1996 accumulated postretirement benefit
obligation was 5%, 5%, and 6%, respectively, declining to 5% in 1997 and
remaining at that level thereafter.

Increasing the assumed health care cost trend rate by one percentage point
in each year would increase the 1998, 1997, and 1996 accumulated postretirement
benefit obligations by approximately $13 million, $12 million, and $11 million,
respectively, and would increase the aggregate of the service cost and interest
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cost components of the net periodic postretirement benefit cost by approximately
$2 million each year for 1998, 1997, and 1996.

Decreasing the assumed health care cost trend rate by one percentage point
in each year would decrease the 1998 accumulated postretirement benefit
obligation by approximately $12 million and would decrease the aggregate of
service cost and interest cost components of the net periodic postretirement
benefit cost by $2 million.

The discount rates (which are based on long-term market rates) used in
determining the 1998, 1997, and 1996 accumulated postretirement benefit
obligations were 7.00%, 7.75%, and 7.75%, respectively.

12. SEGMENT AND GEOGRAPHIC AREA INFORMATION
Tenneco is a global manufacturer with a single operating segment:

Automotive -- Manufacture and sale of exhaust and ride control systems
for both the original equipment and replacement markets.

The accounting policies of the segments are the same as those described in
Note 1, "Summary of Accounting Policies." Tenneco evaluates operating
performance based primarily on income before interest expense, income taxes, and
minority interest. Individual operating segments have not been aggregated within
this reportable segment.

Products are transferred between geographic areas on a basis intended to
reflect as nearly as possible the "market value" of the products.

The following table sets forth information relating to Tenneco's external
customer and intersegment revenues for each product or each group of similar
products:

<TABLE>
<CAPTION>
NET SALES AND
OPERATING REVENUES
YEAR ENDED DECEMBER 31,
1998 1997 1996
(MILLIONS)
<S> <C> <C> <C>
AUTOMOTIVE
Exhaust systems producChsS. ...ttt i enenens $1,814 $1,753 $1,699
Ride control pProdUCES. .. ii ittt ittt ettt et e eeaeeaeaannn 1,423 1,473 1,281
Consolidated. .ottt ittt e e e e e e e e $3,237 $3,226 $2,980
</TABLE>

During 1998, sales to two major customers comprised approximately 12.8% and
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10.9% of consolidated net sales and operating revenues. During 1997, sales to
one major customer comprised 13.2% of consolidated net sales and operating
revenues. During 1996, sales to two major customers comprised approximately
11.5% and 9.6% of consolidated net sales and operating revenues.
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The following tables summarize certain Tenneco segment and geographic
information:

<TABLE>
<CAPTION>
SEGMENT RECLASS
___________________ I
AUTOMOTIVE OTHER ELIMS
(MILLIONS)
<S> <C> <C> <C>
AT DECEMBER 31, 1998, AND FOR THE YEAR THEN ENDED
Revenues from external CUSLOMETS. . u e v vt tte e enenenenenennnn $3,237 S -- s -
Interest InCOmME. . ittt ittt it ittt e et 5 - -
Depreciation and amortization..........viiiiiiiiiiininnnnn. 150 - -
Income before interest, income taxes, and minority
D o o Y = 248 (21) -=
EXEraordinary 1OSS . vttt ittt ittt iie ittt tetnenenneennan -- - -
Cumulative effect of change in accounting principle......... -= -= -=
Total asSSets (NOLE) v v ittt ittt ettt ettt et e et eeeennaeeenn 2,827 1,976 (44)
Net assets of discontinued operations............oviiienon. -— 1,739 -
Investment in affiliated companies...........iiiiiinann.. 1 -= -=
Capital expenditures for continuing operations.............. 195 -- --
Noncash items other than depreciation, depletion, and
amortization. .ottt e e e e (13) 20 -=
AT DECEMBER 31, 1997, AND FOR THE YEAR THEN ENDED
Revenues from external CUSLOMETS. ... v vt tteeeeneenenenenennnn $3,226 S -- s -
Interest INCOmME. .. ittt it i i ittt e e e 3 - -
Depreciation and amortization............oiiiiiiiiiiiininn.. 110 -= -
Income before interest, income taxes, and minority
Interest . e e e e 407 (12) -=
EXtraordinary 1OSS. ettt ittt ittt ittt ettt -- -= -=
Cumulative effect of change in accounting principle......... (7) (39) -=
Total assSets (NOLE) v v ittt ittt ittt ettt ettt e et eenneenenn 2,754 1,997 (69)
Net assets of discontinued operations............oiiiinn. - 1,771 -
Investment in affiliated companies........... i 2 -= -=
Capital expenditures for continuing operations.............. 211 10 -=
Noncash items other than depreciation, depletion, and
amortization. .ot e e (23) 17 -=
AT DECEMBER 31, 1996, AND FOR THE YEAR THEN ENDED
Revenues from external CUSLOMEIS. .. ...ttt eeennnnnnnnn $2,980 $ -- s -
Interest INCOmME. ..ttt it i it ittt i e e 3 4 -
Depreciation and amortization........... ... 94 -- -=
Income before interest, income taxes, and minority
Interest . e e e e e e e 249 (7) -=
EXtraordinary 1OSS. ittt it ittt ittt ettt e -- (236) -=
Cumulative effect of change in accounting principle......... -= -= -=
Total assets (NOLE) vttt ittt i ettt i e i 2,557 2,098 (2)
Net assets of discontinued operations...........eeieeieenn.. - 1,883 -—
Investment in affiliated companies......... ... 2 -= -=
Capital expenditures for continuing operations.............. 177 11 -
Noncash items other than depreciation, depletion, and
amortization. ... e e i e (3) (5) -
</TABLE>

Note: The Other segment's total assets include the net assets of discontinued

operations.
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<TABLE>
<CAPTION>

GEOGRAPHIC AREA
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CONSOLIDATED

$3,237
150
227
4,759
1,739

195

$3,226
110
395
(46)
4,682

1,771

221

$2,980
94

242
(236)

4,653
1,883

188
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UNITED RECLASS &

STATES FOREIGN (A) ELIMS CONSOLIDATED
(MILLIONS)

<S> <C> <C> <C> <C>

AT DECEMBER 31, 1998, AND FOR THE YEAR THEN ENDED

Revenues from external customers(b) ........c.ciiuenn... $1,432 $1,805 $ -- $3,237
Long—lived asSetsS (C) c vttt in it ittt e enenenenenennan 648 770 . 1,418
TOtAl ASSEES et ittt ittt ettt ettt ettt ettt e 2,733 2,070 (44) 4,759
AT DECEMBER 31, 1997, AND FOR THE YEAR THEN ENDED

Revenues from external customers(b) ..........cciuenen... $1,502 $1,724 s — $3,226
Long-lived assets (C) v it iii ittt it ineineinnennnnn 634 667 -= 1,301
TOotal ASSEE S it ittt ittt e ettt ettt ettt et ettt e e 2,982 1,740 (40) 4,682
AT DECEMBER 31, 1996, AND FOR THE YEAR THEN ENDED

Revenues from external customers(b) ........eueeuenen... $1,344 $1,636 $ -- $2,980
Long-lived assetsS (C) v vttt ittt ittt e tieeeaeennn 545 658 - 1,203
TOotal ASSEE S ittt ittt ettt ettt ettt ettt e 3,103 1,617 (67) 4,653

</TABLE>

Notes: (a) Revenues from external customers and long-lived assets for individual
foreign countries are not material.

(b) Revenues are attributed to countries based on location of the seller.

(c) Long-lived assets include all long-term assets except net assets from
discontinued operations, goodwill, intangibles, and deferred tax
assets.

13. COMMITMENTS AND CONTINGENCIES
Capital Commitments

Tenneco estimates that expenditures aggregating approximately $231 million
will be required after December 31, 1998, to complete facilities and projects
authorized at such date, and substantial commitments have been made in
connection therewith. Of this amount, $121 million is in support of continuing
operations and $110 million is in support of discontinued operations.

Lease Commitments

Tenneco holds certain of its facilities, equipment, and other assets under
long-term leases. The minimum lease payments under non-cancelable operating
leases with lease terms in excess of one year are $15 million, $17 million, $16
million, $14 million, and $12 million for the years 1999, 2000, 2001, 2002, and
2003, respectively, and $58 million for subsequent years.

Commitments under capital leases were not significant to the accompanying
financial statements. Total rental expense for continuing operations for the
years 1998, 1997, and 1996, was $31 million, $30 million, and $35 million,
respectively, including minimum rentals under non-cancelable operating leases of
$16 million, $29 million, and $11 million for the corresponding periods.

Litigation

Tenneco Inc. and Newport News have received letters from the Defense
Contract Audit Agency (the "DCAA"), inquiring about certain aspects of the
Distributions, including the disposition of the Tenneco Inc. Retirement Plan
("TRP"), which covers salaried employees of Newport News and other Tenneco
divisions and the 1986 asset valuation for the TRP and its cost accounting
treatment. On January 15, 1999, Newport News entered into a settlement agreement
with the Federal Government regarding the TRP. Tenneco agreed
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to pay Newport News $14.5 million with respect to this and other matters. This
payment had no material impact on Tenneco's financial position or results of
operations.

Tenneco Inc. and its subsidiaries are parties to various other legal
proceedings arising from their operations. Tenneco believes that the outcome of
these proceedings, individually and in the aggregate, will have no material
effect on the financial position or results of operations of Tenneco Inc. and
its subsidiaries.

Environmental Matters
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Tenneco Inc. and its subsidiaries are subject to a variety of environmental
and pollution control laws and regulations in all jurisdictions in which they
operate. Tenneco has provided reserves for compliance with these laws and
regulations where it is probable that a liability exists and where Tenneco can
make a reasonable estimate of the liability. The estimated liabilities recorded
are subject to change as more information becomes available regarding the
magnitude of possible clean-up costs and the timing, varying costs, and
effectiveness of alternative clean-up technologies. However, Tenneco believes
that any additional costs which arise as more information becomes available will
not have a material effect on the financial condition or results of operations
of Tenneco.
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14. QUARTERLY FINANCIAL DATA (UNAUDITED)
<TABLE>
<CAPTION>
INCOME BEFORE
NET SALES INTEREST EXPENSE,
AND INCOME TAXES, INCOME FROM INCOME FROM
OPERATING AND MINORITY CONTINUING DISCONTINUED
QUARTER REVENUES INTEREST OPERATIONS OPERATIONS
(MILLIONS)
<S> <C> <C> <C> <C>
1998
Iste et iiiin $ 800 $ 83 $ 43 $ 32
2Nd. e e i 864 124 63 74
3rd. . 804 81 63 40
dth.. ... 769 (61) (53) (7)
$3,237 $227 $116 $139
1997
Iste .. S 778 $ 80 S 54 S 22
2Nnd. e e e 873 134 84 20
3rd. e i 785 114 62 43
dth. ... .o oo, 790 67 34 42
$3,226 $395 $234 $127
</TABLE>
<TABLE>
<CAPTION>
BASIC EARNINGS (LOSS) PER SHARE O
BEFORE
CUMULATIVE
FROM FROM EFFECT OF CHANGE
CONTINUING DISCONTINUED IN ACCOUNTING
QUARTER OPERATIONS OPERATIONS PRINCIPLE
<S> <C> <C> <C>
1998
ISt e et e et e e e $ .25 $ .19 S .44
25 0L .38 .43 .81
15 o .37 .25 62
Ath. o e (.31) (.05) (.36)
$ .69 $ .83 $1.52
1997
= $ .31 s .13 S .44
25 0L .49 12 .61
o .37 .25 62
L w8 o .20 .25 45
$1.37 $ .75 $2.12
</TABLE>
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INCOME (LOSS)
BEFORE CUMULATIVE
CUMULATIVE EFFECT OF
EFFECT OF CHANGE CHANGE IN
IN ACCOUNTING ACCOUNTING
PRINCIPLE PRINCIPLE
<C> <C>
$ 75 $ -
137 -
103 -
(60) =
$255 $ —-
$ 76 $ --
104 -
105 -=
76 (46)
$361 $(46)

F COMMON STOCK

CUMULATIVE
EFFECT OF
CHANGE IN
ACCOUNTING NET INCOME
PRINCIPLE (LOSS)
<C> <C>
$ - $ .44
- .81
-- .62
- (.36)
s -- $1.52
$ - $ .44
- .61
-= .62
(.27) .18
$(.27) $1.85

NET
(

INCOME

LOSS)
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<TABLE>
<CAPTION>
DILUTED EARNINGS (LOSS) PER SHARE OF COMMON STOCK
BEFORE CUMULATIVE
CUMULATIVE EFFECT EFFECT OF
FROM FROM OF CHANGE CHANGE IN
CONTINUING DISCONTINUED IN ACCOUNTING ACCOUNTING NET INCOME
QUARTER OPERATIONS OPERATIONS PRINCIPLE PRINCIPLE (LOSS)
<S> <C> <C> <C> <C> <C>
1998
ISt e $ .25 $ .19 S .44 s - $ .44
2 2L P 38 .43 81 - 81
G o 37 .25 62 - 62
Ath. .. e (.31) (.05) (.36) - (.36)
S .68 S .83 $1.51 s -- $1.51
1997
= $ .31 S .13 S .44 s - $ .44
2 21 P 49 .12 61 - 61
6 37 .25 62 - 62
Ath. .o e 19 25 44 (.27) 17
$1.36 $ .75 $2.11 $(.27) $1.84
</TABLE>

Note: Reference is made to Notes 1, 2, 3, 4 and 8 and "Management's Discussion
and Analysis of Financial Condition and Results of Operations" for items
affecting quarterly results. The sum of the quarters may not equal the
total of the respective year's earnings per share on either a basic or
diluted basis due to changes in the weighted average shares outstanding
throughout the year.

(The preceding notes are an integral part of the foregoing financial

statements.)
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SCHEDULE ITI
TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
SCHEDULE II -- VALUATION AND QUALIFYING ACCOUNTS
(MILLIONS)
<TABLE>
<CAPTION>
COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E
ADDITIONS
BALANCE CHARGED CHARGED
AT TO TO BALANCE
BEGINNING COSTS AND OTHER AT END
DESCRIPTION OF YEAR EXPENSES ACCOUNTS DEDUCTIONS OF YEAR
<S> <C> <C> <C> <C> <C>
Allowance for Doubtful Accounts and Notes
Deducted from Assets to Which it Applies:
Year Ended December 31, 1998............ $20 $20 S 5 S 6 $39
Year Ended December 31, 1997............ $10 $ 6 S 4 $-- $20
Year Ended December 31, 1996............ $10 S 1 $—- $1 $10
</TABLE>
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SECTION D.

THIRD QUARTER 1999 OUTLOOK

GENERAL
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Upon the Spin-off, Tenneco Automotive and Tenneco Packaging will operate as
two separate, independent public companies. In August 1999, Tenneco received a
letter ruling from the Internal Revenue Service that the Spin-off will be
tax-free for U.S. federal income tax purposes. Tenneco would not have proceeded
with the Spin-off absent the receipt of a determination that the Spin-off would
be tax-free to Tenneco and its shareowners. As a result of receiving the letter
ruling: (i) Tenneco has restated its financial statements to reflect its
Specialty Packaging segment as a discontinued operation; and (ii) income from
continuing operations reflects the income of Tenneco's remaining segment,
Tenneco Automotive. Tenneco also believes it is more appropriate to describe the
outlook of these two businesses separately. Accordingly, the third quarter
outlook for each of Tenneco Automotive and Specialty Packaging, respectively, is
set forth below.

THE AUTOMOTIVE BUSINESS

Tenneco currently expects that operating income from the Automotive
business for the third quarter of 1999 will be $20 to $25 million below
operating income from this business for the third quarter of 1998. Also,
Tenneco's third quarter income from continuing operations is expected to include
additional tax costs of $15 to $20 million related to repatriation of overseas
earnings in connection with the Spin-off. This repatriation allows Tenneco to
leverage its overseas operations, creating interest deductions in foreign tax
jurisdictions.

Tenneco Automotive's management expects that revenues from its North
American original equipment business will continue to improve in the third
quarter based on a strong OE vehicle build, especially in the light truck
market. In the North American aftermarket, revenues are expected to be lower
than in the third quarter of 1998 due primarily to declining exhaust replacement
rates. The favorable impacts of Tenneco Automotive's earlier restructuring
efforts in its North American aftermarket operations are expected to fully
offset the negative impact on operating income caused by the weakness in
aftermarket exhaust sales.

Tenneco Automotive's European operations are expected to be negatively
impacted by higher costs, primarily relating to a first quarter 1999 change in
accounting for platform start-up costs from a capitalization to an expense
basis, changes in the mix of its OE revenues to lower margin business and
softness in ride control aftermarket sales due primarily to an increase in
private label and non-premium product business. The South American operations
continue to be negatively impacted by the troubled economic conditions in Brazil
and Argentina and currency weakness.

Tenneco Automotive has initiated an action plan which includes management
changes, brand repositioning and new product offerings. For example, Tenneco
Automotive plans to introduce a new premium shock absorber product for the
aftermarket in November 1999, and plans expanded introductions of Mega-Flow (TM)
heavy duty mufflers and its recreational vehicle shock line. Tenneco Automotive
is also evaluating a supplemental restructuring plan which could involve the
closure of additional manufacturing and distribution facilities in North America
and Europe. If the plan is approved, it could result in a third or fourth
quarter pre-tax charge of $45 to $55 million, of which approximately 50-60%
could be cash.

THE SPECIALTY PACKAGING BUSINESS

Tenneco currently expects that operating income from its discontinued
Specialty Packaging business ("Packaging") for the third quarter of 1999 will be
$10 to $15 million below operating income from this business for the third
quarter of 1998. Based on Packaging's forecast of resin costs, and pricing
actions taken, Packaging's management expects the negative impact on margin from
increased resin costs to begin to be offset sometime in the fourth quarter of
1999. During the third quarter of 1999, Packaging also incurred increased
advertising and promotional expenditures to meet competitive market initiatives
in its consumer business.

112

Packaging's management is evaluating Packaging's strategy in light of its
competitive position as a new stand-alone public company and, as part of this
evaluation, is analyzing its business operations and assets. This evaluation and
analysis is ongoing and subject to final review and approval. Packaging
currently believes that its evaluation could result in an aggregate pre-tax
charge of up to approximately $220 million, of which approximately 10% could be
cash. Completion of this analysis and final approval of the ultimate plan could
result in some or all of the charge being taken as early as the third quarter of
1999.
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<TABLE>
<S> <C>
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23
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27.4 Financial
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114

Tenneco Inc.

113

FINANCIAL STATEMENTS,

PRO FORMA FINANCIAL INFORMATION AND EXHIBITS.

The following exhibits are filed with this Report

K:

Computation of Ratio of Earnings to Fixed Charges for the

three months ended March 31,

1999 and 1998

Computation of Ratio of Earnings to Fixed Charges for the
1999 and 1998
Computation of Ratio of Earnings to Fixed Charges for the

six months ended June 30,

five years ended December 31,

Consent of Arthur Andersen LLP

Data
Data
Data
Data
Data
Data
Data

Schedule,
Schedule,
Schedule,
Schedule,
Schedule,
Schedule,
Schedule,

March 3
March 3
June 30
June 30

1998

1, 1999
1, 1998
, 1999
, 1998

December 31, 1998
December 31, 1997
December 31, 1996

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934,

undersigned hereunto duly authorized.

September 10, 1999

has duly caused this report to be signed on its behalf by the

TENNECO INC.

By: /s/ Robert T. Blakely

Robert T. Blakely
Executive Vice President and
Chief Financial Officer
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EXHIBIT 12.1

TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
COMBINED WITH 50% OWNED UNCONSOLIDATED SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(DOLLARS IN MILLIONS)

(UNAUDITED)
<TABLE>
<CAPTION>
THREE MONTHS
ENDED
MARCH 31,
1999 1998
<S> <C> <C>
Income (loss) from continuing operations..........eeeeenen... $16 S 43
Add:
I ol s S 19 13
Portion of rentals representative of interest factor... 3 2
Preferred stock dividend requirements of majority-owned
R @ T e = b N = 6 7
Income tax expense (benefit) and other taxes on
T 01 @) 11T 14 19
Amortization of interest capitalized............oo..... -- -
Undistributed (earnings) losses of affiliated companies
in which less than a 50% voting interest is owned..... -- --
Earnings (loss) as defined.........iiiiinnnnn. $ 58 S 84
e o ol = S 19 $ 13
Interest capitalized. . ...ttt ittt eeeeeeeeneenenonens - --
Portion of rentals representative of interest factor........ 3 2
Preferred stock dividend requirements of majority-owned
subsidiaries on a pre-tax basis.......ii ittt 10 10
Fixed charges as defined.......uouiiinniennnnnn $ 32 $ 25
Ratio of earnings to fixed charges...... ... 1.81 3.36
</TABLE>
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EXHIBIT 12.2

TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
COMBINED WITH 50% OWNED UNCONSOLIDATED SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(DOLLARS IN MILLIONS)

(UNAUDITED)
<TABLE>
<CAPTION>
SIX MONTHS ENDED
JUNE 30,

1999 1998
<S> <C> <C>
Income (loss) from continuing operations............c..oc.... $ 53 $106
Add:

0 A = B O 42 30
Portion of rentals representative of interest factor... 5 5
Preferred stock dividend requirements of majority-owned
SUDSIdIaries . i ittt it e et et e e e e e 13 14
Income tax expense (benefit) and other taxes on
i e ) (T 44 55
Amortization of interest capitalized................... - -
Undistributed (earnings) losses of affiliated companies
in which less than a 50% voting interest is owned..... - -
Earnings (loss) as defined........uouiiiuuennennnn $157 $210
e o == S 42 $ 30
Interest capitalized. ittt ittt teeeeeeeeeeeeeeeneens - -
Portion of rentals representative of interest factor........ 5 5
Preferred stock dividend requirements of majority-owned
subsidiaries on a pre-tax basSis......ii ittt 22 20
Fixed charges as defined........i i iennn. S 69 $ 55
Ratio of earnings to fixed charges.......c.oiiiiiiiienerennns 2.28 3.82
</TABLE>
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TENNECO INC. AND CONSOLIDATED SUBSIDIARIES
COMBINED WITH 50% OWNED UNCONSOLIDATED SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

<TABLE>
<CAPTION>

<S>
Income from continuing operations.
Add:

Interest....... i

Portion of rentals representative of interest factor......
Preferred stock dividend requirements of majority-owned

subsidiaries.......ccciiiin..

Income tax expense and other taxes on income..............
Amortization of interest capitalized......................
Undistributed (earnings) losses of affiliated companies in

which less than a 50% voting interest is owned.........

Earnings as defined........

Interest. ... ittt
Interest capitalized..............

Portion of rentals representative of interest factor........
Preferred stock dividend requirements of majority-owned

subsidiaries on a pre-tax basis.
Fixed charges as defined...
Ratio of earnings to fixed charges

</TABLE>
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EXHIBIT 12.3

YEARS ENDED DECEMBER 31,

1998 1997 1996 1995 1994
(DOLLARS IN MILLIONS)
<C> <C> <C> <C> <C>
$116 $234 $ 82 $ 90 $145
69 58 60 44 33
10 10 12 11 11
27 21 21 23 -~
13 80 79 91 52
$235 $403 $254 $259 $241
$ 69 $ 58 $ 60 S 44 $ 33
- - - -- 1
10 10 12 11 11
30 16 37 44 -
$109 s 84 $109 $ 99 $ 45
2.16 4.80 2.33 2.62 5.36
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EXHIBIT

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby consent to the
incorporation by reference of our report dated February 17, 1999 (except
with respect to the matters discussed in Note 2, as to which the date is
included in the Tenneco Inc. Current Report on Form

August 20, 1999),
8-K dated August 20,

1999,

into the following Registration Statements

previously filed with the Securities and Exchange Commission:

REGISTRATION NO.

333-24291

333-17485

333-30933

333-17487

333-41535

333-27279

333-23249

333-27281

333-41537

333-48777

FORM

S-3

SECURITIES REGISTERED

$700,000,000 Tenneco Inc. debt securities of
which $100,000,000 remains available for
issuance.

17,000,000 shares of Common Stock, par value

$.01 per share of Tenneco Inc. (formerly New

Tenneco Inc.) ("Common Stock") issuable under
the 1996 Tenneco Inc. Stock Ownership Plan.

5,000 shares of Common Stock issuable under
the Tenneco Thrift Plan for Hourly Employees
("Hourly Thrift Plan") and the Tenneco Thrift
Plan ("Salaried Thrift Plan").

462,000 shares of Common Stock issuable under
the Hourly Thrift Plan and the Salaried Thrift
Plan.

33,796 shares of Common Stock issuable under
the 1996 Tenneco Inc. Stock Ownership Plan.

64,000 shares of Common Stock issuable under
the Hourly Thrift Plan.

2,500,000 shares of Common Stock issuable
under the 1997 Employee Stock Purchase Plan.

395,000 shares of Common Stock issuable under
the Hourly Thrift Plan and Salaried Thrift Plan.

2,100 shares of Common Stock issuable under the
Hourly Thrift Plan.

710,000 shares of Common Stock issuable under
the Hourly Thrift Plan and Salaried Thrift Plan.
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333-76261 S-8 740,000 shares of Common Stock issuable
under the Hourly Thrift Plan and Salaried

Thrift Plan.

ARTHUR ANDERSEN LLP

Houston, Texas
September 10, 1999
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<TABLE> <S> <C>

<ARTICLE> 5

<LEGEND>

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM TENNECO INC.
AND CONSOLIDATED SUBSIDIARIES FINANCIAL STATEMENTS AND IS QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

</LEGEND>

<MULTIPLIER> 1,000,000

<S> <C>

<PERIOD-TYPE> 3-MOS
<FISCAL-YEAR-END> DEC-31-1999%
<PERIOD-START> JAN-01-1999
<PERIOD-END> MAR-31-1999
<CASH> 31
<SECURITIES> 0
<RECEIVABLES> 539
<ALLOWANCES> 0
<INVENTORY> 425
<CURRENT-ASSETS> 1,113
<PP&E> 1,892
<DEPRECIATION> 846
<TOTAL-ASSETS> 4,335
<CURRENT-LIABILITIES> 949
<BONDS> 677
<PREFERRED-MANDATORY> 0
<PREFERRED> 0
<COMMON> 2
<OTHER-SE> 2,094
<TOTAL-LIABILITY-AND-EQUITY> 4,335
<SALES> 789
<TOTAL-REVENUES> 789
<CGS> 596
<TOTAL-COSTS> 596
<OTHER-EXPENSES> 140
<LOSS-PROVISION> 0
<INTEREST-EXPENSE> 19
<INCOME-PRETAX> 36
<INCOME-TAX> 14
<INCOME-CONTINUING> 16
<DISCONTINUED> (166)
<EXTRAORDINARY> (7)
<CHANGES> (134)
<NET-INCOME> (291)
<EPS-BASIC> (1.74)

<EPS-DILUTED> (1.74)
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<TABLE> <S> <C>

<ARTICLE> 5

<LEGEND>

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM TENNECO INC.
AND CONSOLIDATED SUBSIDIARIES FINANCIAL STATEMENTS AND IS QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

</LEGEND>

<MULTIPLIER> 1,000,000

<S> <C>

<PERIOD-TYPE> 3-MOS
<FISCAL-YEAR-END> DEC-31-1998
<PERIOD-START> JAN-01-1998
<PERIOD-END> MAR-31-1998
<CASH> 20
<SECURITIES> 0
<RECEIVABLES> 498
<ALLOWANCES> 0
<INVENTORY> 383
<CURRENT-ASSETS> 1,158
<PP&E> 1,791
<DEPRECIATION> 756
<TOTAL-ASSETS> 4,797
<CURRENT-LIABILITIES> 763
<BONDS> 727
<PREFERRED-MANDATORY> 0
<PREFERRED> 0
<COMMON> 2
<OTHER-SE> 2,526
<TOTAL-LIABILITY-AND-EQUITY> 4,797
<SALES> 800
<TOTAL-REVENUES> 800
<CGS> 585
<TOTAL-COSTS> 585
<OTHER-EXPENSES> 138
<LOSS-PROVISION> 0
<INTEREST-EXPENSE> 13
<INCOME-PRETAX> 70
<INCOME-TAX> 19
<INCOME-CONTINUING> 43
<DISCONTINUED> 32
<EXTRAORDINARY> 0
<CHANGES> 0
<NET-INCOME> 75
<EPS-BASIC> .44

<EPS-DILUTED> .44
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<TABLE> <S> <C>

<ARTICLE> 5
<LEGEND>

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM TENNECO INC.
AND CONSOLIDATED SUBSIDIARIES FINANCIAL STATEMENTS AND IS QUALIFIED IN ITS

ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

</LEGEND>
<MULTIPLIER> 1,000,000

<S>

<PERIOD-TYPE>
<FISCAL-YEAR-END>
<PERIOD-START>
<PERIOD-END>

<CASH>

<SECURITIES>
<RECEIVABLES>
<ALLOWANCES>
<INVENTORY>
<CURRENT-ASSETS>
<PP&E>
<DEPRECIATION>
<TOTAL-ASSETS>
<CURRENT-LIABILITIES>
<BONDS>
<PREFERRED-MANDATORY>
<PREFERRED>
<COMMON>

<OTHER-SE>
<TOTAL-LIABILITY-AND-EQUITY>
<SALES>
<TOTAL-REVENUES>
<CGS>

<TOTAL-COSTS>
<OTHER-EXPENSES>
<LOSS-PROVISION>
<INTEREST-EXPENSE>
<INCOME-PRETAX>
<INCOME-TAX>
<INCOME-CONTINUING>
<DISCONTINUED>
<EXTRAORDINARY>
<CHANGES>
<NET-INCOME>
<EPS-BASIC>
<EPS-DILUTED>

<C>
6-MOS
DEC-31-1999
JAN-01-1999
JUN-30-1999
40
0
591
0
401
1,176
1,903
854
4,416
844
832
0
0
2
2,120
4,416
1,657
1,657
1,239
1,239
274

42

110

44

53
(111)
(7)
(134)
(199)
(1.19)
(1.19)
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<TABLE> <S> <C>

<ARTICLE> 5

<LEGEND>

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM TENNECO INC.
AND CONSOLIDATED SUBSIDIARIES FINANCIAL STATEMENTS AND IS QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

</LEGEND>

<MULTIPLIER> 1,000,000

<S> <C>

<PERIOD-TYPE> 6-MOS
<FISCAL-YEAR-END> DEC-31-1998
<PERIOD-START> JAN-01-1998
<PERIOD-END> JUN-30-1998
<CASH> 18
<SECURITIES> 0
<RECEIVABLES> 551
<ALLOWANCES> 0
<INVENTORY> 381
<CURRENT-ASSETS> 1,156
<PP&E> 1,822
<DEPRECIATION> 778
<TOTAL-ASSETS> 4,829
<CURRENT-LIABILITIES> 753
<BONDS> 7477
<PREFERRED-MANDATORY> 0
<PREFERRED> 0
<COMMON> 2
<OTHER-SE> 2,557
<TOTAL-LIABILITY-AND-EQUITY> 4,829
<SALES> 1,664
<TOTAL-REVENUES> 1,664
<CGS> 1,174
<TOTAL-COSTS> 1,174
<OTHER-EXPENSES> 290
<LOSS-PROVISION> 0
<INTEREST-EXPENSE> 30
<INCOME-PRETAX> 177
<INCOME-TAX> 55
<INCOME-CONTINUING> 106
<DISCONTINUED> 106
<EXTRAORDINARY> 0
<CHANGES> 0
<NET-INCOME> 212
<EPS-BASIC> 1.25

<EPS-DILUTED> 1.25
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<TABLE> <S> <C>

<ARTICLE> 5

<LEGEND>

This schedule contains summary financial information extracted from Tenneco Inc.
and Consolidated Subsidiaries Financial Statements and is qualified in its
entirety by reference to such Financial Statements.

</LEGEND>

<MULTIPLIER> 1,000,000

<S> <C>

<PERIOD-TYPE> 12-MOS
<FISCAL-YEAR-END> DEC-31-1998
<PERIOD-START> JAN-01-1998
<PERIOD-END> DEC-31-1998
<CASH> 29
<SECURITIES> 0
<RECEIVABLES> 430
<ALLOWANCES> 0
<INVENTORY> 414
<CURRENT-ASSETS> 1,004
<PP&E> 1,944
<DEPRECIATION> 851
<TOTAL-ASSETS> 4,759
<CURRENT-LIABILITIES> 909
<BONDS> 671
<PREFERRED-MANDATORY> 0
<PREFERRED> 0
<COMMON> 2
<OTHER-SE> 2,502
<TOTAL-LIABILITY-AND-EQUITY> 4,759
<SALES> 3,237
<TOTAL-REVENUES> 3,237
<CGS> 2,363
<TOTAL-COSTS> 2,363
<OTHER-EXPENSES> 622
<LOSS-PROVISION> 0
<INTEREST-EXPENSE> 69
<INCOME-PRETAX> 158
<INCOME-TAX> 13
<INCOME-CONTINUING> 116
<DISCONTINUED> 139
<EXTRAORDINARY> 0
<CHANGES> 0
<NET-INCOME> 255
<EPS-BASIC> 1.52
<EPS-DILUTED> 1.51
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<TABLE> <S> <C>

<ARTICLE> 5

<LEGEND>

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE TENNECO
INC. AND CONSOLIDATED SUBSIDIARIES FINANCIAL STATEMENTS AND IS QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

</LEGEND>

<MULTIPLIER> 1,000,000

<S> <C>
<PERIOD-TYPE> 12-MOS

<FISCAL-YEAR-END> DEC-31-1997
<PERIOD-START> JAN-01-1997
<PERIOD-END> DEC-31-1997
<CASH> 29
<SECURITIES> 0
<RECEIVABLES> 402
<ALLOWANCES> 0
<INVENTORY> 378
<CURRENT-ASSETS> 1,050
<PP&E> 1,767
<DEPRECIATION> 738
<TOTAL-ASSETS> 4,682
<CURRENT-LIABILITIES> 691
<BONDS> 713
<PREFERRED-MANDATORY> 0
<PREFERRED> 0
<COMMON> 2
<OTHER-SE> 2,526
<TOTAL-LIABILITY-AND-EQUITY> 4,682
<SALES> 3,226
<TOTAL-REVENUES> 3,226
<CGS> 2,337
<TOTAL-COSTS> 2,337
<OTHER-EXPENSES> 531
<LOSS-PROVISION> 0
<INTEREST-EXPENSE> 58
<INCOME-PRETAX> 337
<INCOME-TAX> 80
<INCOME-CONTINUING> 234
<DISCONTINUED> 127
<EXTRAORDINARY> 0
<CHANGES> (46)
<NET-INCOME> 315
<EPS-BASIC> 1.85

<EPS-DILUTED> 1.84
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<TABLE> <S> <C>

<ARTICLE> 5

<LEGEND>

This schedule contains summary financial information extracted from the Tenneco
Inc. and Consolidated Subsidiaries Financial Statements and is qualified in its
entirety by reference to such Financial Statements.

</LEGEND>

<MULTIPLIER> 1,000,000

<S> <C>

<PERIOD-TYPE> 12-MOS
<FISCAL-YEAR-END> DEC-31-1996
<PERIOD-START> JAN-01-1996
<PERIOD-END> DEC-31-1996
<CASH> 40
<SECURITIES> 0
<RECEIVABLES> 420
<ALLOWANCES> 0
<INVENTORY> 378
<CURRENT-ASSETS> 1,015
<PP&E> 1,622
<DEPRECIATION> 674
<TOTAL-ASSETS> 4,653
<CURRENT-LIABILITIES> 639
<BONDS> 643
<PREFERRED-MANDATORY> 0
<PREFERRED> 0
<COMMON> 2
<OTHER-SE> 2,644
<TOTAL-LIABILITY-AND-EQUITY> 4,653
<SALES> 2,980
<TOTAL-REVENUES> 2,980
<CGS> 2,210
<TOTAL-COSTS> 2,210
<OTHER-EXPENSES> 506
<LOSS—-PROVISION> 0
<INTEREST-EXPENSE> 60
<INCOME-PRETAX> 182
<INCOME-TAX> 79
<INCOME-CONTINUING> 82
<DISCONTINUED> 564
<EXTRAORDINARY> (236)
<CHANGES> 0
<NET-INCOME> 410
<EPS-BASIC> 2.35

<EPS-DILUTED> 2.34
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