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Item 1.

PART I. FINANCIAL INFORMATION

FORTUNE BRANDS HOME & SECURITY, INC.

CONDENSED CONSOLIDATED BALANCE SHEET

Assets

Current assets

Cash and cash equivalents
Accounts receivable, net
Inventory

Loans to Fortune Brands
Other current assets

Total current assets

Property, plant and equipment, net

Goodwill resulting from business acquisitions

Other intangible assets, net of accumulated amortization
Other assets

Total assets

Liabilities and equity

Current liabilities

Notes payable to banks

Accounts payable

Dividend payable to Fortune Brands
Loans from Fortune Brands

Other current liabilities

Total current liabilities

Long-term debt

Deferred income taxes

Accrued pension and postretirement benefits
Loans from Fortune Brands

Other non-current liabilities

Total liabilities

Equity

Home & Security stockholders equity
Common stock

Paid-in capital

Accumulated other comprehensive loss
Retained deficit

(In millions)

(Unaudited)

September 30,
2011

$ 127.6
391.8

368.8

12.8

114.1

1,015.1
538.1
1,366.5
792.2
129.0

$  3.8409

$ 33
258.4

548.9

56.4

279.2

1,146.2

16.8
258.2
187.8

103.5

1,712.5

1.6

2,863.1
(104.4)
(635.4)

December 31,
2010

$ 60.7
374.2
333.0
572.8
127.1

1,467.8
550.0
1,364.9
798.8
71.9

$ 42594

$ 3.0
252.8

320.7

576.5

16.8
267.4
136.0

3,214.0
103.6

4,314.3

703.3
(76.3)
(685.4)
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Total Home & Security stockholders equity 2,124.9 (58.4)
Noncontrolling interests 3.5 35
Total equity 2,128.4 (54.9)
Total liabilities and equity $ 3,840.9 $ 42594

@ On September 27, 2011, shares of Home & Security common stock (par value $0.01 per share) were split from 1,000 shares issued and
outstanding and 100,000 shares authorized to approximately 155.1 million shares issued and outstanding and 750 million shares
authorized.

See notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENT OF INCOME

FORTUNE BRANDS HOME & SECURITY, INC.

For the Nine Months and Three Months Ended September 30. 2011 and 2010

Net sales

Cost of products sold

Selling, general and administrative expenses
Amortization of intangible assets
Restructuring charges

Business separation costs

Operating income

Related party interest expense, net
External interest expense (income)
Other expense (income), net

Income before income taxes

Income tax provision

Net income

Less: Noncontrolling interests

Net income attributable to Home & Security

Basic and diluted earnings per common share @
Basic and diluted average shares outstanding @

(In millions, except per share amounts)

Nine Months Ended
September 30,
2011 2010
$2,452.5 $2,389.8

1,682.5 1,604.5
637.7 619.7
11.0 12.0

1.8 0.8

2.4

117.1 152.8
232 87.3

0.2 0.3
1.9 0.5)

91.8 65.7
40.9 18.0
50.9 47.7

0.9 0.8

$ 50.0 $ 469
$ 032 $ 0.30
155.1 155.1

Three Months Ended
September 30,
2011 2010
$ 848.0 $ 813.1

576.9 541.2
214.7 202.8
3.5 3.7
1.1 0.1

2.4
494 65.3
0.2 20.1
(0.1) 0.2
1.8 (0.8)
47.5 36.8
27.1 9.1
20.4 27.7
0.3 0.3
$ 20.1 $ 274
$ 0.13 $ 0.18
155.1 155.1

a) On September 27, 2011, shares of Home & Security common stock (par value $0.01 per share) were split from 1,000 shares issued and

outstanding and 100,000 shares authorized to approximately 155.1 million shares issued and outstanding and 750 million shares

authorized. Basic and diluted earnings per common share and the average number of common shares outstanding were retrospectively

restated adjusting the number of Home & Security shares for the stock split.

See notes to condensed consolidated financial statements.
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FORTUNE BRANDS HOME & SECURITY, INC.
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
For the Nine Months Ended September 30, 2011 and 2010
(In millions)

(Unaudited)

Operating activities

Net income

Non-cash pre-tax expense (income):
Depreciation

Amortization

Stock-based compensation

Deferred income taxes

Changes in assets and liabilities:
Increase in accounts receivable
Increase in inventories

Increase (decrease) in accounts payable
Increase in other assets

Decrease in accrued expenses and other liabilities
Increase in accrued taxes

Net cash provided by operating activities

Investing activities

Capital expenditures

Proceeds from the disposition of assets
Acquisitions, net of cash acquired

Net cash used in investing activities

Financing activities
Increase in short-term debt, net
Repayment of long-term debt

Net loan payments from (to) Fortune Brands

Fortune Brands capital contribution @

Other financing, net

Net cash provided by (used in) financing activities

Effect of foreign exchange rate changes on cash
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

2011
$ 509
65.0
11.0
10.9
3.6
(17.9)
(35.6)
4.5
(30.3)

43.1)
4.0

23.0

(41.4)
3.4
(6.0)

(44.0)

0.7

74.4
15.9
2.1)

88.9

(1.0)

$ 66.9

$ 60.7

$127.6

2010
$ 47.7

69.0
12.0

94
15.7

(22.5)
(64.5)
(0.9)
2.3)
(12.5)
5.0

56.1

(28.2)
0.9

(27.3)

1.4
(7.1
(38.2)

15.1
(0.3)

(29.1)

0.1

$ (0.2)

$ 57.8

$ 576
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(@ The allocation of general and administrative expenses provided by Fortune Brands, Inc. (net of tax) is included in the Consolidated
Statement of Income and treated as a capital contribution. Refer to Note 3, Related Party Transactions.
See notes to condensed consolidated financial statements.
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FORTUNE BRANDS HOME & SECURITY, INC.

CONDENSED CONSOLIDATED STATEMENT OF EQUITY

For the Nine Months Ended September 30. 2011 and 2010

(In millions)

(Unaudited)
Accumulated
Other
Common Paid-In Comprehensive  Retained  Non-controlling Total
Stock Capital Loss Deficit Interests Equity

Balance at December 31, 2009 $ $ 6705 $ 90.1) $(7426) $ 2.9 $ (159.3)
Comprehensive income:
Net income 46.9 0.8 47.7
Translation adjustments 1.4 1.4
Derivative instruments 0.5 0.5
Pension and postretirement benefit 12.4 12.4
Total comprehensive income 14.3 46.9 0.8 62.0
Dividends paid to noncontrolling interests 0.6) (0.6)
Fortune Brands capital contribution @ 24.9 24.9
Balance at September 30, 2010 $ $ 6954 $ (75.8)  $(695.7) $ 3.1 $ (73.0
Balance at December 31, 2010 $ $ 7033 $ (76.3) $(6854) $ 35 $ (54.9)

Comprehensive income:
Net income 50.0 0.9 50.9

Translation adjustments (1.6) (1.6)
Derivative instruments (0.6) (0.6)
Pension and postretirement benefit (25.9) (25.9)
Total comprehensive income (28.1) 50.0 0.9 22.8
Common stock split 1.6 (1.6)

Dividends paid to noncontrolling interests 0.9) (0.9)
Dividends declared to Fortune Brands (568.3) (568.3)
Fortune Brands capital contribution @ 2,729.7 2,729.7
Balance at September 30, 2011 $ 16 $2,863.1 $ (1044) $(6354) $ 3.5 $2,128.4

(@ The allocation of general and administrative expenses, stock-based compensation and the tax benefit on exercise of options provided by
Fortune Brands, Inc. (net of tax) is included in the Condensed Consolidated Statement of Income and treated as a capital contribution. In
addition, in the first quarter of 2011, Fortune Brands, Inc. made a $2.7 billion equity contribution to the Company. All related party loan
balances to/from Fortune Brands, Inc. were capitalized immediately prior to the spin-off. Refer to Note 3, Related Party Transactions.

See notes to condensed consolidated financial statements.
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Background, Basis of Presentation and Principles of Consolidation
Separation - On September 27, 2011, the Fortune Brands, Inc. ( Fortune Brands ) board of directors approved the separation of Fortune Brands
Home & Security, Inc. into an independent, publicly-traded company. References to Home & Security, the Company, we, our and us refer tc
Fortune Brands Home & Security, Inc. and its consolidated subsidiaries as a whole, unless the context otherwise requires. The separation (the
Separation ) was accomplished by increasing the total number of issued and outstanding shares such that 155,052,629 shares of Home & Security
common stock were available for distribution to the stockholders of Fortune Brands common stock. The Separation was accomplished pursuant
to a Separation and Distribution agreement, dated September 27, 2011, between Fortune Brands and the Company. On October 3, 2011, the
Separation was completed, with Fortune Brands stockholders receiving one share of Home & Security common stock for each share of Fortune
Brands common stock held as of 6:00 p.m. New York City Time on September 20, 2011. In addition, on October 3, 2011, we paid a dividend of
$548.9 million to Fortune Brands, prior to the Separation.

Following the Separation, Fortune Brands changed its name to Beam Inc. and retained no ownership interest in Home & Security. Each
company now has separate public ownership, boards of directors and management.

A registration statement on Form 10, as amended (the Form 10 ), describing the Separation was filed by Home & Security with the Securities and
Exchange Commission and was declared effective on September 2, 2011. On October 4, 2011, our common stock began trading regular-way on
the New York Stock Exchange under the ticker symbol FBHS.

Basis of Presentation - The condensed consolidated financial statements include the accounts of Home & Security and its majority-owned
subsidiaries.
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

1.  Background, Basis of Presentation and Principles of Consolidation (Continued)

The consolidated financial statements and segment information included in this Quarterly Report on Form 10-Q have been derived principally
from the consolidated financial statements of the Company, which prior to the Separation was a wholly-owned subsidiary of Fortune Brands,
using the historical results of operations, and historical basis of assets and liabilities. Our historical financial statements include allocations of
certain general corporate expenses of Fortune Brands incurred directly by Fortune Brands totaling $23.4 million and $23.9 million for the nine
months ended September 30, 2011 and 2010, respectively, and $8.1 million and $7.0 million for the three months ended September 30, 2011 and
2010, respectively. These allocated expenses include costs associated with legal, finance, treasury, accounting, internal audit and general
management services and are included in Corporate in the accompanying segment information. Management believes that the assumptions and
methodologies underlying the allocation of these general corporate expenses are reasonable. However, such expenses may not be indicative of
the actual level of expense that would have been incurred by the Company if it had operated as a stand-alone company or of the costs expected

to be incurred in the future. The consolidated financial statements included in this Quarterly Report on Form 10-Q may not necessarily reflect

the Company s results of operations, financial condition and cash flows in the future or what its results of operations, financial condition and cash
flows would have been had the Company been a stand-alone company during the periods presented.

The condensed consolidated balance sheet as of September 30, 2011, the related condensed consolidated statements of income for the
nine-month and three-month periods ended September 30, 2011 and 2010 and the related condensed consolidated statements of cash flows and
equity for the nine-month periods ended September 30, 2011 and 2010 are unaudited. In the opinion of management, all adjustments necessary
for a fair statement of the financial statements have been included. Interim results may not be indicative of results for a full year.

The condensed consolidated financial statements and notes do not contain certain information included in our annual consolidated financial
statements and notes. The year-end condensed consolidated balance sheet was derived from the Company s audited consolidated financial
statements, but does not include all disclosures required by U.S. generally accepted accounting principles ( GAAP ). These interim statements
should be read in conjunction with the consolidated financial statements and notes thereto in our Form 10.

2.  Recently Issued Accounting Standards
Revenue Arrangements with Multiple Deliverables

In October 2009, the Financial Accounting Standards Board ( FASB ) issued Accounting Standards Update ( ASU ) 2009-13, Multiple-Deliverable
Revenue Arrangements a consensus of the FASB Emerging Issues Task Force. This guidance requires entities to allocate consideration in

multiple deliverable arrangements in a manner that reflects a transaction s economics. The guidance requires expanded disclosure. It is effective

for fiscal years beginning on or after June 15, 2010 (calendar year 2011 for Home & Security) and can be applied either prospectively or
retrospectively. Adoption of this standard did not impact our financial statements and disclosures.

10
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2.  Recently Issued Accounting Standards (Continued)

Fair Value Measurement

In May 2011, the FASB issued new guidance on fair value measurement and disclosure requirements (ASU 2011-04, Fair Value Measurements
(Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs ). The new
guidance results in a consistent definition of fair value and common requirements for measurement of and disclosure about fair value between
U.S. GAAP and International Financial Reporting Standards. The amendment is effective for interim and annual periods beginning after
December 15, 2011 (calendar year 2012 for Home & Security). We do not believe that adoption of this standard will have a material impact on
our financial statements and disclosures.

Presentation of Comprehensive Income

In June 2011, the FASB issued ASU 2011-05, Statement of Comprehensive Income. This standard requires entities to present items of net
income and other comprehensive income either in one continuous statement or in two separate, but consecutive, statements. The new
requirements are effective for public entities as of the beginning of the fiscal year that begins after December 15, 2011 (calendar year 2012 for
Home & Security). Full retrospective application is required. Early adoption is permitted. We believe that adoption of this standard will not have
a material impact on our financial statements.

Testing Goodwill for Impairment

In September 2011, the FASB issued ASU 2011-08, Intangibles Goodwill and Other (Topic 350): Testing Goodwill for Impairment, to allow
entities to use a qualitative approach to test goodwill for impairment. ASU 2011-08 permits an entity to first perform a qualitative assessment to
determine whether it is more likely than not that the fair value of the reporting unit is less than its carrying value. If it is concluded that this is the
case, it is necessary to perform the currently prescribed two-step goodwill impairment test. Otherwise, the two-step goodwill impairment test is
not required. The amendment is effective for interim and annual periods beginning after December 15, 2011 (calendar year 2012 for Home &
Security). Early adoption is permitted. We are assessing the impact the adoption of this standard will have on our financial statements.

11
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. Related Party Transactions
Prior to the Separation, Home & Security had certain related party relationships with Fortune Brands, as discussed below.

Financing and Cash Management - Historically, Fortune Brands provided financing, cash management and treasury services to Home &
Security. The Company s U.S. cash balances were swept by Fortune Brands on a daily basis, and the Company received funding from Fortune
Brands for its operating and investing cash needs. Cash transferred to and from the Company was recorded in the form of loans from or to
Fortune Brands in the accompanying financial statements. Loans accrued interest at rates ranging from 1.3% to 6.0%. The weighted average
interest rate on loans to/from Fortune Brands was 3.4% and 4.3% in the nine-month periods ended September 30, 2011 and 2010, respectively.
The weighted average interest rate on loans to/from Fortune Brands was 2.1% and 4.4% in the three-month periods ended September 30, 2011
and 2010, respectively. Related party interest expense and income are shown below.

Nine Months Ended Three Months Ended
September 30, September 30,
(In millions) 2011 2010 2011 2010
Related party interest expense $29.3 $ 98.7 $ 19 $ 33.0
Related party interest income 6.1) (11.4) (L.7) 3.9)
Related party interest, net $23.2 $ 87.3 $ 02 $ 29.1

A summary of loans to/from Fortune Brands as of September 30, 2011 and December 31, 2010 is shown below. In the first quarter of 2011,
Fortune Brands made a $2.7 billion equity contribution to Home & Security, capitalizing a substantial majority of the loan balances with Fortune

Brands at that time.

September 30, December 31,
(In millions) 2011 2010
Loans to Fortune Brands current $ (12.8) $ (572.8)
Loans from Fortune Brands short-term 56.4
Loans from Fortune Brands long-term 3,214.0
Net loans from Fortune Brands $ 43.6 $ 26412

In August 2011, in connection with the Separation, Fortune Brands contributed one of its subsidiaries to the Company, which resulted in an
increase in loans from Fortune Brands totaling approximately $24 million at that time.

12
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. Related Party Transactions (Continued)

Upon the Separation, Fortune Brands ceased providing financing, cash management and treasury services to the Company. All loans to/from
Fortune Brands were capitalized immediately prior to the Separation. In addition, on October 3, 2011, the Company paid a $48.9 million
dividend to Fortune Brands, representing U.S. cash balances generated from August 26, 2011, the date of the conversion of Fortune Brands
Home & Security LLC from a Delaware limited liability company to a Delaware corporation, through the date of the Separation.

General and Administrative Services - Until consummation of the Separation, Fortune Brands performed certain functions and services on

behalf of Home & Security. The costs of these services were historically allocated to Home & Security based on its proportionate share of the

actual costs incurred by Fortune Brands. Home & Security believes that the method used to allocate these costs is reasonable. These allocated

expenses include costs associated with legal, finance, treasury, accounting, internal audit and general management services and are included in
Selling, general and administrative expense in the condensed consolidated statements of income and in Corporate in the accompanying segment

information. During the nine-month periods ended September 30, 2011 and 2010, these allocations totaled $23.4 million and $23.9 million,

respectively. During the three-month periods ended September 30, 2011 and 2010, these allocations totaled $8.1 million and $7.0 million,

respectively.

4. Balance Sheet Information
Supplemental information on our balance sheets is as follows:

September 30, December 31,
(In millions) 2011 2010
Inventories:
Other raw materials, supplies and work in process $ 195.5 $ 179.8
Finished products 173.3 153.2
Total inventories $ 368.8 $ 333.0
Property, plant and equipment, gross $ 1,486.8 $ 14613
Less: accumulated depreciation 948.7 911.3
Property, plant and equipment, net $ 538.1 $ 550.0

10

13
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5. Goodwill and Other Identifiable Intangible Assets
We had goodwill of $1,366.5 million as of September 30, 2011. The change in the net carrying amount of goodwill by segment was as follows:

Kitchen & Adyanced
Bath Plumbing & Material & Security & Total

(In millions) Cabinetry Accessories Door Systems Storage Goodwill
Balance at December 31, 2010
Goodwill $ 491.7 $ 569.7 $ 679.3 $ 165.6 $1,906.3
Accumulated impairment losses (451.3) (90.1) (541.4)
Total goodwill, net $ 491.7 $ 569.7 $ 228.0 $ 755 $1,364.9
Year-to-date activity
Translation adjustments 0.7) 0.1 0.6)
Acquisition-related adjustments 2.2 2.2
Balance at September 30. 2011
Goodwill $ 491.0 $ 569.7 $ 681.5 $ 1657 $1,907.9
Accumulated impairment losses (451.3) (90.1) (541.4)
Total goodwill, net $ 491.0 $ 569.7 $ 230.2 $ 756 $1,366.5

We also had indefinite-lived intangible assets, principally tradenames, of $664.4 million and $665.9 million as of September 30, 2011 and
December 31, 2010, respectively. The decrease of $1.5 million was due to changes in foreign currency translation adjustments.

Amortizable identifiable intangible assets, principally tradenames, are subject to amortization over their estimated useful life, 5 to 30 years,
based on the assessment of a number of factors that may impact useful life. These factors include historical and tradename performance with
respect to consumer name recognition, geographic market presence, market share, plans for ongoing tradename support and promotion, financial
results and other relevant factors. The gross carrying value and accumulated amortization of amortizable intangible assets were $330.2 million
and $202.4 million, respectively, as of September 30, 2011, compared to $325.0 million and $192.1 million, respectively, as of December 31,
2010. The gross carrying value increase of $5.2 million was due to the acquisition of a regional windows business ($5.8 million), partially offset
by changes in foreign currency translation adjustments ($0.6 million).

11

14
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5. Goodwill and Other Identifiable Intangible Assets (Continued)

The gross carrying value and accumulated amortization by class of intangible assets as of September 30, 2011 and December 31, 2010 were as
follows:

As of September 30, 2011 As of December 31, 2010
Gross Net Gross Net

Carrying Accumulated Book Carrying Accumulated Book
(In millions) Amounts Amortization Value Amounts Amortization Value
Indefinite-lived tradenames $ 706.4 $  “40® $ 664.4 $ 7079 $ (42.0@ $665.9
Amortizable intangible assets
Tradenames 19.7 (7.5) 12.2 17.3 (7.0) 10.3
Customer and contractual relationships 269.9 (160.5) 109.4 267.2 (152.0) 115.2
Patents/proprietary technology 40.5 (34.4) 6.1 40.5 (33.1) 7.4
Other 0.1 0.1
Total 330.2 (202.4) 127.8 325.0 (192.1) 132.9
Total identifiable intangibles $1,036.6 $ (2444 $792.2 $1,032.9 $ (234.1) $798.8

@ Accumulated amortization prior to the adoption of revised authoritative guidance on goodwill and other intangibles assets
(Accounting Standards Codification ( ASC ) 350).

We have not recorded any goodwill or intangible asset impairment charges in 2010 or 2011. As of September 30, 2011, our Windows reporting
unit within our Advanced Material Windows & Door Systems segment has experienced operating losses in the current year. This reporting unit
has goodwill and a tradename for which a 10% reduction in the fair value could trigger an impairment charge in future periods. The goodwill of
this reporting unit and its tradename had a book value of $87.3 million and $127.0 million, respectively, as of September 30, 2011. In addition to
evaluating for interim events that require more frequent impairment testing, we will conduct our annual impairment testing in the fourth quarter
of 2011. The Company cannot predict the occurrence of certain events that might adversely affect the carrying value of goodwill and other
intangible assets. Such events may include, but are not limited to, the impact of the economic environment, a material negative change in
relationships with significant customers, and strategic decisions made in response to economic and competitive conditions. Our cash flow
projections used to assess impairment of our goodwill and other intangible assets are significantly influenced by our projection for the recovery
of the U.S. home products markets in the next 3 to 5 years and our annual operating plans finalized in the fourth quarter of each year. Our
projection for the U.S. home products markets is inherently subject to a number of uncertain factors, such as employment, home prices, credit
availability, and the rate of home foreclosures. Significant changes in these and other factors could cause us to change our cash flow projections
in future periods which could trigger impairment of goodwill or indefinite-lived intangible assets in the period in which such changes occur.

12
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

6.  Acquisition
In the third quarter of 2011, we acquired a regional windows business for $6 million in cash. This acquisition was not material for the purposes
of supplemental disclosure and did not have a material impact on our consolidated financial statements.

7.  External Debt and Financing Arrangements

On August 22, 2011, we signed a $650 million, 5-year committed revolving credit facility as well as a $350 million, 5-year term loan. Both
facilities are to be used for general corporate purposes including to finance the $500 million dividend we paid to Fortune Brands immediately
prior to the Separation. On October 4, 2011, Home & Security made an initial borrowing of $510 million under these facilities. The interest rates
under these facilities are variable based on LIBOR at the time of the borrowing and the Company s leverage as measured by a Debt to adjusted
EBITDA ratio. Based upon the Company s Debt to adjusted EBITDA ratio, the Company s borrowing rate could range from LIBOR + 1.0% to
LIBOR + 2.0%. The credit facilities also include a minimum Consolidated Interest Coverage Ratio requirement of 3.0 to 1.0. The Consolidated
Interest Coverage Ratio is defined as the ratio of adjusted EBITDA to Consolidated Interest Expense. Adjusted EBITDA is defined as
consolidated net income before interest expense, income taxes, and depreciation and amortization of intangible assets, losses from asset
impairments, and certain other adjustments. Consolidated Interest Expense is as disclosed in our financial statements. The credit facility also
includes a Maximum Leverage Ratio of 3.5 to 1.0 as measured by the ratio of our debt to adjusted EBITDA. The Maximum Leverage Ratio is
permitted to increase to 3.75 to 1.0 for three succeeding quarters in the event of an acquisition.

At September 30, 2011 and December 31, 2010, there were $3.3 million and $3.0 million of external short-term borrowings outstanding,
respectively, comprised of notes payable to banks that are used for general corporate purposes. These amounts pertain to uncommitted bank lines
of credit in China and India, which provide for unsecured borrowings for working capital of up to $19.7 million and $15.5 million, respectively.
The weighted average interest rates on these borrowings were 9.5% and 7.4% in the nine-month periods ended September 30, 2011 and 2010,
respectively. The weighted average interest rates on these borrowings were 2.6% and 2.6% in the three-month periods ended September 30,
2011 and 2010, respectively. There were no amounts outstanding under committed bank credit agreements at September 30, 2011 and

December 31, 2010.

In addition, there were $16.8 million of industrial revenue bonds outstanding as of September 30, 2011 and December 31, 2010, comprised of
two long-term notes maturing in 2016 and 2021.
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

8.  Financial Instruments

We do not enter into financial instruments for trading or speculative purposes. We principally use financial instruments to reduce the impact of
changes in foreign currency exchange rates and commodities used as raw materials in our products. The principal derivative financial
instruments we enter into on a routine basis are foreign exchange contracts. In addition, from time to time, we enter into commodity swaps.
Derivative financial instruments are recorded at fair value.

Raw materials used by the Company are subject to price volatility caused by weather, supply conditions, geopolitical and economic variables,
and other unpredictable external factors. From time-to-time, we enter into commodity swaps to manage the price risk associated with forecasted
purchases of materials used in our operations. We account for these commodity derivatives as economic hedges or cash flow hedges. Changes in
the fair value of economic hedges are recorded directly into current period earnings. There were no material commodity swap contracts
outstanding as of September 30, 2011.

We enter into foreign exchange contracts primarily to hedge forecasted sales and purchases denominated in select foreign currencies, thereby
limiting currency risk that would otherwise result from changes in exchange rates. The periods of the foreign exchange contracts correspond to
the periods of the forecasted transactions, which generally do not exceed 12 to 15 months subsequent to the latest balance sheet date. For
derivative instruments that are designated as fair value hedges, the gain or loss on the derivative instrument as well as the offsetting loss or gain
on the hedged item are recognized on the same line of the income statement. Any ineffectiveness was immaterial in the nine and three months
ended September 30, 2011. The effective portions of cash flow hedges are reported in other comprehensive income and are recognized in the
statement of income when the hedged item affects earnings. The ineffective portion of all hedges is recognized in current period earnings. In
addition, changes in fair value of all economic hedge transactions are immediately recognized in current period earnings. Our primary foreign
currency hedge contracts pertain to the Canadian dollar, the Chinese yuan, and the Mexican peso. The gross U.S. dollar equivalent notional
amount of all foreign currency derivative hedges outstanding at September 30, 2011 was $112.1 million, representing a net settlement asset of
$1.3 million. Based on foreign exchange rates as of September 30, 2011, net foreign currency derivative gains included in other comprehensive
income as of September 30, 2011 that will be reclassified to earnings within the next twelve months is $1.1 million.

The counterparties to derivative contracts are major financial institutions. We are subject to credit risk on these contracts equal to the fair value
of these instruments. Management currently believes that the risk of incurring material losses is unlikely and that the losses, if any, would be
immaterial to the Company.
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

8.  Financial Instruments (Continued)

The fair values of foreign exchange derivative instruments on the consolidated balance sheets as of September 30, 2011 and December 31, 2010

were:

(In millions)

Assets
Foreign exchange contracts
Commodity contracts

Liabilities
Foreign exchange contracts
Commodity contracts

Balance Sheet Location

Other current assets
Other current assets

Total assets

Other current liabilities
Other current liabilities

Total liabilities

Fair Value

September 30, December 31,

2011 2010
$2.5 $ 1.2
2.0
$2.5 $ 3.2
$1.2 $ 1.0

0.5

$1.7 $ 1.0

The effects of derivative financial instruments on the statements of income and other comprehensive income (OCI) for the nine months ended

September 30, 2011 and 2010 were:

(In millions)

Type of hedge
Cash flow

Fair value

Total

Gain (Loss)
Recognized in
0OCI
(Effective Portion) Recognized in Income
Location of Gain (Loss)

2011 2010 Recognized in Income 2011 2010

$0.9 $1.0 Net sales $(0.7) $(0.4)
Cost of products sold 1.9 1.9
Other expense, net 0.2

$0.9 $1.0 $1.2 $ 1.7

The effects of derivative financial instruments on the statement of income and other comprehensive income (OCI) for the three months ended

September 30, 2011 and 2010 were:

(In millions)

Type of hedge
Cash flow

Fair value

Gain (Loss)
Recognized in
0OCI
(Effective Portion) Recognized in Income

Location of Gain (Loss)

2011 2010 Recognized in Income 2011 2010

$1.1 $1.3 Net sales $(0.3) $
Cost of products sold 0.1 1.4
Other expense, net 0.1 0.1
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Total $1.1 $13 $(0.1) $1.5
In the nine and three months ended September 30, 2011 and 2010, the ineffective portion of cash flow hedges recognized in other expense
(income), net, was insignificant.
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

9.  Fair Value Measurements
Assets and liabilities measured at fair value on a recurring basis as of September 30, 2011 and December 31, 2010 were as follows:

Fair Value

September 30, December 31,
(In millions) 2011 2010
Assets
Derivative financial instruments (level 2) $25 $ 32
Deferred compensation program assets (level 1) 4.0 5.1
Total assets $6.5 $ 8.3
Liabilities
Derivative financial instruments (level 2) $1.7 $ 1.0

The principal derivative financial instruments we enter into on a routine basis are foreign exchange contracts. In addition, from time to time, we
enter into commodity swaps. Derivative financial instruments are recorded at fair value.

Authoritative guidance on fair value measurement (ASC 820) establishes a fair value hierarchy that prioritizes the inputs to valuation techniques
used to measure fair value into three levels. Level 1 inputs, the highest priority, are quoted prices in active markets for identical assets or
liabilities. Level 2 inputs reflect other than quoted prices included in Level 1 that are either observable directly or through corroboration with
observable market data. Level 3 inputs are unobservable inputs, due to little or no market activity for the asset or liability, such as
internally-developed valuation models. We do not have any assets or liabilities measured at fair value that are Level 3.

Because the interest rate on the Company s long-term debt is variable, the aggregate carrying value at both September 30, 2011 and
December 31, 2010 of $16.8 million approximates the fair value.
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

10. Pension and Other Retiree Benefits
The components of net periodic benefit cost for pension and postretirement benefits for the nine months ended September 30, 2011 and 2010

were as follows:

Nine Months Ended September 30,

Pension Benefits Postretirement Benefits
(In millions) 2011 2010 2011 2010
Service cost $ 96 $ 95 $ 04 $ 03
Interest cost 23.3 23.0 3.3 3.6
Expected return on plan assets (32.6) (31.6)
Amortization of prior service cost (credit) 0.2 0.4 0.3 0.2
Amortization of net losses (gains) 11.3 9.5 0.3 (0.1)
Curtailment and settlement losses 0.4 0.4
Net periodic benefit cost $ 122 $ 11.2 $ 43 $ 40

The components of net periodic benefit cost for pension and postretirement benefits for the three months ended September 30, 2011 and 2010
were as follows:

Three Months Ended September 30,

Pension Benefits Postretirement Benefits
(In millions) 2011 2010 2011 2010
Service cost $ 32 $ 32 $ 0.1 $ 0.1
Interest cost 7.7 7.7 1.0 1.2
Expected return on plan assets (10.7) (10.6)
Amortization of prior service cost (credit) 0.1 0.2
Amortization of net losses (gains) 4.0 3.2 0.1
Curtailment and settlement losses 0.4 0.4
Net periodic benefit cost $ 46 $ 4.0 $ 14 $ 13

In the third quarter of 2011, we communicated to employees our decision to freeze our salaried pension plans as of December 31, 2016 (in five
years). As a result, we remeasured our pension liability, updating our pension measurement assumptions, and recorded pension curtailment
charges of $0.3 million. The remeasurement also resulted in an increase in our pension liability of $56.8 million, predominantly due to the
decrease in the discount rate from 5.75% at December 31, 2010 to 5.25%, with an increase to accumulated other comprehensive loss, net of tax.
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FORTUNE BRANDS HOME & SECURITY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

11. Income Taxes

The effective income tax rates, calculated as if the Company were a separate taxpayer, for the nine months ended September 30, 2011 and 2010
were 44.6% and 27.4%, respectively. The effective tax rate in 2011 was unfavorably impacted by a tax charge of $8.5 million related to foreign
dividends received in preparation for the Separation. The 2011 effective rate was favorably impacted by enacted changes in state tax laws that
reduced the net deferred tax liability by $2.0 million. The effective tax rate in 2010 was favorably impacted by a $10.6 million tax benefit related
to final settlement of a U.S. federal income tax audit and unfavorably impacted by tax expense of $2.2 million associated with a change in the
tax law related to Medicare Part D subsidies.

The effective income tax rates, calculated as if the Company were a separate tax