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PART I

FINANCIAL INFORMATION

Company or group of companies for which report is filed: LSB Industries, Inc. and all of its subsidiaries.

The accompanying condensed consolidated balance sheet of LSB Industries, Inc. at September 30, 2002, the condensed consolidated statements
of operations for the nine-month and three-month periods ended September 30, 2002 and 2001 and the condensed consolidated statements of cash
flows for the nine-month periods ended September 30, 2002 and 2001 have been subjected to a review, in accordance with standards established
by the American Institute of Certified Public Accountants by Ernst & Young LLP, independent auditors, whose report with respect thereto
appears elsewhere in this Form 10-Q. The financial statements mentioned above are unaudited and reflect all adjustments, consisting only of
adjustments of a normal recurring nature, except for the cumulative effect of accounting change recognized in the first quarter of 2002, the
benefit from termination of firm purchase commitments recognized in the second quarter of 2001 and the gain recognized on the extinguishment
of certain Senior Un secured Notes in the third quarter of 2001 as discussed in Notes 8, 10 and 12, to the Condensed Consolidated Financial
Statements which are, in the opinion of management, necessary for a fair presentation of the interim periods. The results of operations for
the nine months ended September 30, 2002 are not necessarily indicative of the results to be expected for the full year. The condensed
consolidated balance sheet at December 31, 2001 was derived from audited financial statements as of that date. Reference is made to the
Company's Annual Report on Form 10-K for the year ended December 31, 2001 for an expanded discussion of the Company's financial disclosures
and accounting policies.
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LSB INDUSTRIES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS 

(Information at September 30, 2002 is unaudited)
(Dollars in thousands)

Item 1.

ASSETS  September 30,
2002  December 31,

2001
Current assets:      
     Cash and cash equivalents $ 687 $ 628

     Restricted cash  -  350

     Trade accounts and notes receivable, net  39,994  43,388

     Inventories:      
       Finished goods  12,887  18,175

       Work in process  1,886  2,613

       Raw materials  9,874  10,279

Total inventories 24 647 31 067



         Total inventories
 

24,647
  

31,067

     Supplies and prepaid items  7,582  7,050

Total current assets  72,910  82,483

Property, plant and equipment, net  79,954  76,679

Other assets, net  16,149  19,823

 $ 169,013 $ 178,985

(Continued on following page)
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LSB INDUSTRIES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS 

(Information at September 30, 2002 is unaudited)
(Dollars in thousands)

LIABILITIES AND STOCKHOLDERS' DEFICIT  September 30,
2002  December 31,

2001
Current liabilities:        
     Accounts and drafts payable $ 25,984  $ 25,010 
     Accrued liabilities  15,318   16,326 
     Current portion of long-term debt (Note 8)  43,116   43,696 
Total current liabilities  84,418   85,032 
Long-term debt (Note 8)  80,714   88,015 
Other non-current liabilities:        
     Negative goodwill  -   860 
     Other  7,094   6,917 
  7,094   7,777 
Commitments and contingencies (Note 7)  -   - 
Redeemable, noncumulative, convertible preferred stock, $100 par value;
 1,171 shares issued and outstanding (1,295 in 2001)  111   123 
Stockholders' deficit:        
     Series B 12% cumulative, convertible preferred stock, $100 par
value;
      20,000 shares issued and outstanding; aggregate liquidation
      preference of $2,660,000 ($2,480,000 in 2001)

 
2,000

   
2,000

 

     Series 2 $3.25 convertible, exchangeable Class C preferred stock, 
      $50 stated value; 628,550 shares issued; aggregate liquidation
      preference of $38,014,000 ($36,494,000 in 2001)

 
31,427

   
31,427

 

     Series D 6% cumulative, convertible Class C preferred stock, no par
      value; 1,000,000 shares issued  1,000   1,000 
     Common stock, $.10 per value; 75,000,000 shares authorized,
      15,235,734 shares issued (15,205,989 in 2001)  1,524   1,521 
     Capital in excess of par value  54,455   52,430 
     Accumulated other comprehensive loss  (1,932)   (2,149)

     Accumulated deficit  (75,530)   (71,923)

  12,944   14,306 
Less treasury stock at cost:        
     Series 2 Preferred, 5,000 shares  200   200 
     Common stock, 3,272,426 shares  16,068   16,068 
Total stockholders' deficit  (3,324)   (1,962)

 $ 169,013  $ 178,985 
  

(See accompanying notes)
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LSB INDUSTRIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Nine Months Ended September 30, 2002 and 2001

(Dollars in thousands, except per share amounts)

2002 2001

Net sales $ 225,574  $ 261,428 
Cost of sales  188,511   217,376 
Gross profit  37,063   44,052 
Selling, general and administrative expenses 35,878 36,798

Operating income  1,185   7,254 
Other income (expense):        
     Other income  1,593   1,157 
     Gains on sales of property and equipment (Note 9)  37   3,939 
     Gain on extinguishment of debt (Note 8)  -   2,631 
     Benefit from termination of firm purchase commitments (Note 10)  290   2,338 
     Interest expense (Note 8)  (6,793)   (11,010)

     Other expense (757) (1,185)



   
Income (loss) before provision for income taxes and cumulative 
  effect of accounting change  (4,445)

  5,124
Provision for income taxes  22   251 
Income (loss) before cumulative effect of accounting change  (4,467)   4,873 
Cumulative effect of accounting change (Note 12)  860   - 
Net income (loss) $ (3,607)  $ 4,873 
  
Net income (loss) applicable to common stock (Note 3) $ (5,307)  $ 3,173 
  
Weighted average common shares (Note 3):        
     Basic  11,943,856   11,906,249 
  
     Diluted  11,943,856   12,329,937 
  
Income (loss) per common share (Note 3):        
   Basic:        
    Income (loss) before cumulative effect of accounting change $ (.51)  $ .27 
    Cumulative effect of accounting change  .07   - 
    Net income (loss) applicable to common stock $ (.44)  $ .27 
  
   Diluted:        
    Income (loss) before cumulative effect of accounting change $ (.51)  $ .26 
    Cumulative effect of accounting change  .07   - 
    Net income (loss) applicable to common stock $ (.44)  $ .26 
  

(See accompanying notes)
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LSB INDUSTRIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended September 30, 2002 and 2001

(Dollars in thousands, except per share amounts)

 2002  2001

Net sales $ 71,264  $ 76,841 
Cost of sales  60,453   66,351 
Gross profit  10,811   10,490 
Selling, general and administrative expenses  12,053   12,400 
Operating loss  (1,242)   (1,910)

Other income (expense):        
     Other income  285   265 
     Gains (losses) on sales of property and equipment (Note 9)  (84)   3,555 
     Gain on extinguishment of debt (Note 8)  -   2,601 
     Interest expense (Note 8)  (1,551)   (3,476)

     Other expense  (96)   (302)

Income (loss) before provision for income taxes  (2,688)   733 
Provision for income taxes  22   - 
Net income (loss) $ (2,710)  $ 733 
  
Net income (loss) applicable to common stock (Note 3) $ (3,277)  $ 166 
  
Weighted average common shares (Note 3):        
   Basic  11,956,844   11,928,610 
  
   Diluted  11,956,844   12,446,835 
  
Income (loss) per common share (Note 3):        
   Basic:        
    Net income (loss) applicable to common stock $ (.27)  $ .01 
  
   Diluted:        
    Net income (loss) applicable to common stock $ (.27)  $ .01 
  

(See accompanying notes)
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LSB INDUSTRIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended September 30, 2002 and 2001

(Dollars in thousands)

 2002  2001

Cash flows from operating activities        
Net income (loss) $ (3,607)  $ 4,873 
Adjustments to reconcile net income (loss) to net cash provided by 
 (used in) operating activities:        
     Cumulative effect of accounting change  (860)   - 
     Gain on restructuring of debt  (99)   - 
     Gain on extinguishment of debt  -   (2,631)

     Gains on sales of property and equipment  (37)   (3,939)

     Depreciation of property, plant and equipment  7,203   7,337 
     Amortization  957   533 
     Provision for (recovery and reversal of) losses on receivables and
      inventories  1,395   (107)
     Provision for inventory write-downs  321   - 
     Realization and reversal of losses on firm sales and purchase
      commitments  - -   (7,160)
     Cash provided (used) by changes in assets and liabilities:        
       Trade accounts receivable  4,569   (351)

       Inventories  4,997    (1,124)

       Supplies and prepaid items  (473)   154 
       Accounts payable  783    (1,013)

       Accrued and other non-current liabilities  2,037    2,612 
Net cash provided by (used in) operating activities  17,186   (816)

Cash flows from investing activities:        
     Capital expenditures  (9,820)   (5,685)

     Proceeds from sales of property and equipment  197    4,730 
     Change in restricted cash held in escrow  350   (1,117)

     Change in noncurrent restricted cash held in escrow  (1,838)   - 
     Other assets  1,174   (618)

Net cash used in investing activities  (9,937)   (2,690)

Cash flows from financing activities:        
     Payments on long-term and other debt  (5,798)   (6,005)

     Long-term and other borrowings  2,550    3,891 
     Proceeds from Senior Secured Notes, net of fees  32,155   - 
     Acquisition of 10 3/4% Senior Notes  (30,065)   (2,066)

     Net change in revolving debt facilities  (5,974)   6,607 
     Net change in drafts payable  (91)   (182)

     Net proceeds from issuance of common stock  33   30 
Net cash provided by (used in) financing activities  (7,190)   2,275 
Net increase (decrease) in cash and cash equivalents  59   (1,231)

Cash and cash equivalents at beginning of period  628   3,063 
Cash and cash equivalents at end of period $ 687  $  1,832 
  

(See accompanying notes)
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LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30,2002 and 2001

Note 1: Basis of Presentation The accompanying Condensed Consolidated Financial Statements include the accounts of LSB Industries, Inc. (the
"Company", "We", "Us" or "Our") and its subsidiaries. We are a diversified holding company which is engaged, through our subsidiaries, in
the manufacture and sale of chemical products (the "Chemical Business") and the manufacture and sale of a broad range of air handling and
heat pump products (the "Climate Control Business"). See Note 5 - Segment Information. All material intercompany accounts and transactions
have been eliminated. Certain reclassifications have been made to the Condensed Consolidated Financial Statements for 2001 to conform to the
Condensed Consolidated Financial Statements presentation for 2002. See Note 12 - Recently Issued Pronouncements.

Note 2: Income Taxes At December 31, 2001, we had regular-tax net operating loss ("NOL") carryforwards of $66 million ($38 million
alternative minimum tax NOLs). There was approximately $.3 million of income tax expense for the nine-month period of 2001 associated with
operations representing current state income taxes and federal alternative minimum income taxes (minimal in 2002). As discussed in Note 8,
ClimaChem, Inc. ("ClimaChem"), a wholly owned subsidiary of the Company, repurchased $52.3 million face value of its outstanding Senior
Unsecured Notes for a cost substantially below its carrying value of the Unsecured Senior Notes repurchased. The implied gain associated
with the repurchase has not been recognized in the accompanying Condensed Consolidated Financial Statements at September 30, 2002, however,
the transaction resulted in a taxable gain of approximately $28.8 million for federal and state income tax reporting which gain will be
offset by the above NOL carryforwards.

Note 3: Income (Loss) Per Share Net income (loss) applicable to common stock is computed by adjusting net income (loss) by the amount of
preferred stock dividends. Basic income (loss) per common share is based upon net income (loss) applicable to common stock and the weighted
average number of common shares outstanding during each period. Diluted income (loss) per share is based on the weighted average number of
common shares and dilutive common equivalent shares outstanding and the assumed conversion of dilutive convertible securities outstanding,
if any, after appropriate adjustment for interest, net of related income tax effects on convertible notes payable, as applicable.

For the nine months ended September 30, 2002, our Board of Directors did not declare and we did not pay the regular quarterly dividends of
$.8125 on our Series 2 $3.25 Convertible Class C preferred stock. Dividends in arrears at September 30, 2002, amounted to approximately $6.6
million. In addition, our Board of Directors did not declare and we did not pay the January 1, 2002 regular dividend on our Series B 12%



Convertible, Cumulative Preferred Stock. Dividends in arrears at September 30, 2002, related to our Series B 12% Convertible, Cumulative
Preferred Stock, amounted to $.7 million.
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LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30,2002 and 2001

The following table sets forth the computation of basic and diluted income (loss) per share:

(Dollars in thousands, except per share amounts)

 Nine Months Ended
September 30,  Three Months Ended

September 30,

 2002  2001  2002  2001

Numerator:                
  Net income (loss) $ (3,607) $ 4,873  $ (2,710)  $ 733 
  Preferred stock dividend requirements  (1,700)  (1,700)  (567)   (567)

  Numerator for 2002 and 2001 basic and 
   diluted earnings (loss) per share - net
   income (loss) applicable to common stock $ (5,307)

 
$ 3,173

  
$ (3,277)

 
$ 166

 

    
Denominator:                
   Denominator for basic earnings (loss)
per
    share - weighted-average shares

 11,943,856   11,906,249   11,956,844   11,928,610 

   Effect of dilutive securities:                
     Employee stock options  -   362,935   -   459,985 
     Convertible preferred stock  -   56,753   -   54,240 
     Convertible note payable  -   4,000   -   4,000 
Dilutive potential common shares  -   423,688   -   518,225 
Denominator for diluted earnings (loss) per
 share - adjusted weighted-average shares
 and assumed conversions

 
11,943,856

   
12,329,937

   
11,956,844

   
12,446,835

 

    
Basic earnings (loss) per share $ (.44) $ .27  $ (.27)  $ .01 
    
Diluted earnings (loss) per share $ (.44) $ .26  $ (.27)  $ .01 
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LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30,2002 and 2001

Note 4: Stockholders' Deficit
The table below provides detail (in thousands) of activity in the stockholders' deficit accounts for the nine months ended September 30,
2002:

 
Common
Stock
Shares

 Non-
Redeemable
Preferred
Stock

 Common 
Stock
Par
Value

 Capital
in Excess
of Par
Value

 Accumulated
Other

Comprehensive
Loss

 
Accumulated
Deficit

 
Treasury
Stock-

Preferred

 
Treasury
Stock-
Common

 

Total
Balance at
 December 31,2001

 
15,206 $34,427 $ 1,521 $ 52,430 $ (2,149) $ (71,923) $ (200) $(16,068) $ (1,962)

                        
Net loss             (3,607)        (3,607)

Reclassification
 to operations

         
217
           

217
 

Total
 comprehensive
 loss

                     
(3,390)

Issuance of
 595,585
 common stock
 purchase
 warrants
 (Note 8)

       

1,983

             

1,983

Conversion of 124
 shares of 
 redeemable 
 preferred stock
 to common stock

 

5

     

12

             

12

 

Exercise of stock
 options

 
25
   

3
 

30
             

33
 

Balance at
 September 30,
 2002

(1)15,236 $34,427 $ 1,524 $ 54,455 $ (1,932) $ (75,530) $ (200) $(16,068) $ (3,324)

 

1. Includes 3,272 shares of the Company's Common Stock held in treasury. Excluding the 3,272 shares held in treasury, the outstanding
shares of the Company's Common Stock at September 30, 2002 were 11,964.
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LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30, 2002 and 2001

Note 5: Segment Information

 Nine Months Ended
September 30,

 Three Months Ended
September 30,



 2002  2001  2002  2001

 (in thousands)

Net sales:                
     Chemical (1) (2) $ 120,900  $ 150,423  $ 36,647  $ 40,522 
     Climate Control  101,255   105,733   33,434   34,920 
     Other (3)  3,419   5,272   1,183   1,399 
 $ 225,574  $ 261,428  $ 71,264  $ 76,841 
    
Gross profit: (4)                
     Chemical (1) (2) $ 6,353  $ 13,647  $ 270  $ 271 
     Climate Control  29,493   28,618   10,164   9,753 
     Other  1,217   1,787   377   466 
 $ 37,063  $ 44,052  $ 10,811  $ 10,490 
    
Operating profit (loss): (5)                
     Chemical (1) (2) $ (5,629)  $ 4,266  $ (4,154)  $ (2,811)

     Climate Control  12,510   8,799   4,524   2,977 
  6,881   13,065   370   166 
General corporate expenses and other business
 operations, net

 
(4,860)

  
(5,839)

  
(1,423)

  
(2,113)

Interest expense  (6,793)   (11,010)   (1,551)   (3,476)

Gains (losses) on sales of property and
equipment

 
37
   

3,939
   

(84)
  

3,555
 

Gain on extinguishment of debt  -   2,631   -   2,601 
Benefit from termination of firm purchase
 commitments

 
290
   

2,338
   

- -
   

- -
 

Income (loss) before provision for income taxes
 and cumulative effect of accounting change $ (4,445)

 
$ 5,124

  
$ (2,688)

 
$ 733

    

1. As discussed in Note 7, in February 2002 Slurry Explosive Corporation's ("Slurry") license to manufacture explosives was revoked by
the Bureau of Alcohol, Tobacco and Firearms ("BATF") due to certain alleged violations of explosives storage and related regulations.
As a result of the license revocation, Slurry's sales and operating profits were adversely effected including a loss of $321,000
related to high-explosive inventory that was confiscated by the BATF and legal and consulting fees of $445,000. As discussed in Note
13, on September 3, 2002 certain subsidiaries of the Company entered into a non-binding letter of intent to sell substantially all the
assets of Slurry and another subsidiary of the Company ("UTeC") to an unrelated third party. As further discussed in Note 7, on
September 30, 2002, UTeC was granted a license to manufacture the explosives products which Slurry formerly manufactured and sold.
Slurry's net sales, gross profit and operating profit (loss) included in the abov e table are:
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LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30, 2002 and 2001

 Nine Months Ended
September 30,

 Three Months Ended
September 30,

 2002  2001  2002  2001

 (in thousands)

Net sales $ 6,503  $ 15,398 $ 1,628  $ 5,181

    
Gross profit $ 210  $ 3,818 $ 119  $ 1,228

    
Operating profit (loss) $ (3,878)  $ 1,342 $ (1,568)  $ 396

    

2. On April 8, 2002, a portion of our subsidiary's chemical plant complex in El Dorado, Arkansas experienced damage from high winds and a
likely tornado. Plant management and engineers surveyed the damage which affected the production facilities for ammonium nitrate,
certain acid plants, a large cooling tower, and other equipment. As of the date of this report, the repairs have been completed.
During the repair time, we were not able to produce industrial grade ammonium nitrate until the middle of May 2002. Production of our
other products, agricultural grade ammonium nitrate and industrial acids, continued without material interruption. Our property
insurance covering the chemical plant entitles the Company to receive approximate replacement value for the damaged property less an
aggregate $1 million deductible. We also had a thirty day waiting period before our business interruption insurance coverage became
effective. In October of 2002, a final settlement of $2.5 million, net of the $1 mi llion deductible, was reached for the property and
business interruption insurance claims. The net proceeds relating to our property insurance claim will exceed the cost of repairs and
the depreciated value of the damaged assets. No gain relating to property damage or business interruption insurance recovery
associated with this event is included in the Condensed Consolidated Statements of Operations as of September 30, 2002.

3. Excludes intersegment sales to Climate Control of $409,000 for the nine months ended September 30, 2001. Only minimal intersegment
sales were recognized during the three months ended September 30, 2001. There were no intersegment sales in 2002.
 

4. Gross profit by industry segment represents net sales less cost of sales.
 

5. Operating profit (loss) by industry segment represents net sales less operating expenses before deducting general corporate expense
and other business operations, interest expense, gains (losses) on sales of property and equipment, gain on extinguishment of debt,
benefit from termination of firm purchase commitments, income taxes and before cumulative effect of accounting change.

Note 6: Comprehensive Income (Loss) We present comprehensive income (loss) in accordance with Financial Accounting Standard No. 130
"Reporting Comprehensive Income" ("SFAS 130"). The provisions of SFAS 130 require us to classify items of other comprehensive income (loss)
in the financial statements and display the accumulated balance of other comprehensive income (loss) separately from accumulated deficit and
capital in excess of par value in the stockholders' deficit section of the balance sheet. Other comprehensive income (loss) is detailed
below.
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LSB INDUSTRIES, INC.



NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Nine Months Ended September 30, 2002 and 2001

 Nine Months Ended
September 30,  Three Months Ended

September 30,
2002 2001 2002 2001

 (in thousands)

Net income (loss) $ (3,607)  $ 4,873  $ (2,710)  $ 733 
Cumulative effect of change in accounting for
 derivative financial instruments  - -   (2,439)  - -   - - 
Reclassification to operations  217   217   73   73 
Total comprehensive income (loss) $ (3,390)  $ 2,651  $ (2,637)  $ 806 
    

Note 7: Contingencies

Legal Matters

Following is a summary of certain legal actions involving the Company:

Our operations are subject to numerous environmental laws ("Environmental Laws") and to other federal, state and local laws regarding health
and safety matters ("Health Laws"). In particular, the manufacture and distribution of chemical products are activities which entail
environmental risks and impose obligations under the Environmental Laws and the Health Laws, many of which provide for substantial fines and
criminal sanctions for violations. There can be no assurance that material costs or liabilities will not be incurred by us in complying with
such laws or in paying fines or penalties for violation of such laws. The Environmental Laws and Health Laws and enforcement policies
thereunder relating to the Chemical Business have in the past resulted, and could in the future result, in penalties, cleanup costs, or
other liabilities relating to the handling, manufacture, use, emission, discharge or disposal of pollutants or other substances at or from
our facilities or the use or disposal of certain of its ch emical products. Significant expenditures have been incurred by the Chemical
Business at the El Dorado, Arkansas plant (the "El Dorado Facility") and the Hallowell, Kansas facility ("Hallowell Facility") in order to
comply with the Environmental Laws and Health Laws. The Chemical Business could be required to make significant additional site or
operational modifications at these or other facilities involving substantial expenditures.

The Chemical Business' El Dorado Facility generates process water discharge consisting of cooling tower and boiler blowdowns, contact storm
water (rainfall inside the plant area which picks up contaminants), and miscellaneous spills and leaks from process equipment. This process
water has historically been collected and transported to a small pond for pH adjustment and then to a large pond for biological oxidation.
Primary contaminants are ammonia, nitrate and sulfate.

The process water discharge and storm water run off ("Discharge Water") are governed by a State permit renewed every five (5) years. The
current permit expired in 1995, and the State was preparing to issue the facility a new permit in early 1997, which included much more
stringent limits which the current treatment system could not meet. Negotiations were held with the Director of the State agency in March,
1997, and he agreed to a formal Consent Administrative Order ("CAO") in September, 1998, which CAO contained certain deadlines for the
completion of activities at the El Dorado Chemical Company ("EDC") plant site pending issuance of a new permit. The Arkansas
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LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30, 2002 and 2001

Department of Environmental Quality ("ADEQ") did not timely issue the permit and agreed to extend the CAO deadlines. In June 2002 a formal
amendment to the CAO, executed by ADEQ and EDC, became effective, which extended the compliance date until three (3) years after the
effective date of the renewal permit. The renewal permit has now been issued by the ADEQ, and it includes new, more restrictive permit
limits which, based on current information, EDC does not believe it would be able to comply with. However, counsel has advised us that he
does not believe that the permit as issued applies, or correctly applies, the applicable effluent guidelines for fertilizer facilities,
resulting in permit effluent restrictions which are far more restrictive than required by the guidelines and which would not be feasible for
EDC to achieve. EDC also believes that the permit, as issued, contains other material obligations which would not be feasible for EDC to
implement. EDC has appealed the permit to the Arkansas Pollution Control & Ecology Commission ("Commission") and the permit will not become
effective until the appeal to the Commission is resolved. EDC and ADEQ have agreed to suspend the appeal proceedings temporarily and to
attempt to negotiate mutually acceptable revisions to the permit. At the request of EDC, ADEQ has assigned a more experienced engineer to
the project to facilitate the negotiations. We believe that during these negotiations the permit will be revised to provide EDC certain
credits for storm water. These negotiations have resulted in a report to the appeal Hearing Officer that ADEQ plans to issue a new draft
permit with less restrictive effluent limitations.  As a result the appeal proceedings have been stayed pending further negotiations. At
this time it is not possible to predict the limits that will be included in the new permit, or what type of treatment will be required to
comply with the new permit limits.  Based on estimates and calculations made by EDC's engineering consultant, we believe that the new permit
will require additional expenditures, estimated to be approximately $3.6 million, which will be expended over a period of three to four
years. If EDC is unable to obtain appropriate modifications to the permit, either through negotiations, appeal to the Commission, or through
court proceedings, based on our current liquidity and information currently available to us, we do not believe that EDC will be able to
comply with the terms of the permit or have the necessary liquidity to make all of the capital improvements required to comply with the
permit's terms. An inability to obtain satisfactory modifications to the permit could result in EDC having either to substantially reduce
the operations of the El Dorado Facility or to sell the El Dorado Facility, either of which could have a material adverse effect on its
financial condition and may result in the recognition of impairment of certain long-lived assets and may result in an event of default in
other material contracts. For the nine months ended September 30, 2002, EDC's net sales from the El Dorado Facility were approximately $65.2
million. For the calendar years 2001 and 2000, EDC's net sales from the El Dorado Facility were approximately $104.9 million and $94.4
million, respectively.

The CAO recognizes the presence of nitrate contamination in the shallow groundwater, and requires EDC to undertake onsite bioremediation.
The bioremediation has not proven to be effective, and EDC is currently undertaking a comprehensive evaluation of the shallow groundwater
trends in contamination reduction and movement. The final remedy for shallow groundwater contamination will be selected in the future. There
are no known users of this shallow groundwater in the area, and preliminary risk assessments have not identified any risk that would require
additional remediation.
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The CAO included a $183,700 penalty assessment of which $125,000 was satisfied over five years by expenditures of $25,000 per year for
discharge minimization activities. An additional $57,000 was satisfied by funding approved supplemental environmental projects. The monetary
civil penalty payment of $1,700 has been paid.

In September 2001, in response to a maintenance emergency and to prevent an uncontrolled release, the large equalization pond located at the
Chemical Business' El Dorado, Arkansas manufacturing facility was drained to accommodate repairs to an underground discharge pipe. This
event began when a weld break developed in the pond's pipe which allowed the release of water to the permitted outfall. It was determined to
allow water to be released through the valve into the permitted discharge to avoid erosion of a levy, to permit monitoring and sampling of
Discharged Water, and to direct the discharge to the permitted outfall. No adverse environmental conditions were noted at the discharge,
however, the sustained discharge was out of compliance with the mass effluent limits contained in the permit. EDC's environmental compliance
manager determined that proper procedure would be to notify ADEQ in the month end report. The ADEQ disagreed and took the position that they
should have been notified immediately. In Apri l 2002, EDC and the ADEQ entered into a Consent Administrative Order to settle any civil
penalty claims relating to this discharge event whereby EDC paid a $50,000 civil penalty to the ADEQ and will spend another $50,000 on



supplemental environmental projects. 

EDC and two EDC employees received letters dated April 4, 2002, from the United States Attorney's office in Fort Smith, Arkansas indicating
that a criminal charge could be brought against EDC and the two employees as a result of the draining of the equalization pond. The letter
further requests that the recipients, through counsel, contact the Assistant United States Attorney ("AUSA"). EDC has retained counsel and
has arranged for counsel for the two employees. In discussions between such counsel and the AUSA, the AUSA expressed satisfaction that EDC
and the employees responded promptly to the letters, and indicated that he desired a communication with EDC to ensure that EDC was
adequately addressing its environmental obligations. In further discussions with the AUSA, the AUSA suggested that the Company and the
individuals settle any claims by pleading to a misdemeanor violation in connection with Discharge Water permit violations resulting from the
release of Discharge Water from the large equalization pond. EDC rejected the AUSA's suggestions. EDC is engaging in discussions with the
AUSA in an attempt to resolve the above concerns of the AUSA. 

In February 2002, Slurry received a proposed consent administrative order ("Slurry Consent Order") from the Kansas Department of Health and
Environment ("KDHE"), regarding Slurry's Hallowell, Kansas manufacturing facility ("Hallowell Facility"). The proposed Slurry Consent Order
states that there exists soil and groundwater contamination and there exists surface water contamination in the strip pit adjacent to the
Hallowell Facility. There are no known users of the groundwater in the area. The adjacent strip pit is used for fishing. The Slurry Consent
Order also provides that Slurry has not verified the presence of such contaminants. The Slurry Consent Order was subsequently signed and
became effective on April 22, 2002. Under the terms of the Slurry Consent Order, Slurry will be required a) to submit an environmental
assessment work plan to the KDHE for review and approval, b) to agree with the KDHE as to any required corrective actions to be performed at
the Hallowell Facility, and c) to provide repor ts to the KDHE, all of the
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preceding in accordance with the time frames and formats required in the Slurry Consent Order. A draft work plan was submitted to the KDHE.
Slurry has received KDHE's comments on the draft work plan, and Slurry agreed to expand the sampling to include additional interconnected
strip pits. Slurry and KDHE jointly conducted sampling of an adjacent strip pit. The results of such sampling indicate elevated levels of
nitrate compounds, ammonia and perchlorate. On August 7, 2002 the KDHE took samples of surface water and soil samples at the underwater
laboratory site in Hallowell, Kansas of Universal Tech Corporation ("UTeC") a subsidiary of the Company. The KDHE has indicated that it will
test the samples for nitrate compounds and perchlorates. UTeC is not aware of the existence of any such contamination. A report on the
sampling event has yet to be issued by KDHE. We believe, although there can be no assurance, that compliance by Slurry with the anticipated
Slurry Consent Order will not have a material adverse effect on the Company.

From March 2001 through January 2002, EDC experienced eleven alleged air emissions violations. One of the alleged violations involved a
malfunctioning continuous air emissions monitor, one of the alleged violations was based on a typographical error, six of the alleged
violations involved air emissions point source tests that were allegedly performed in a manner not in compliance with testing procedures,
two of the alleged violations involved tests that failed to meet emissions criteria, and one of the alleged violations involved the
simultaneous operation of two boilers which is not permitted under the air permit. EDC and the ADEQ have been in negotiations regarding
applicable penalties for certain of these violations. On July 24, 2002, EDC received a proposed Consent Administrative Order ("Air CAO")
with the ADEQ to resolve the above alleged violations. The Air CAO provides for a civil penalty of $10,000 and orders EDC to establish a
system to monitor air quality at the perimeter of the El Dorado, Arkansa s plant facility and to submit revised testing protocols for
demonstrating compliance at the various emission sources. 

In February 2002, due to certain alleged violations of explosives storage and related regulations, the government regulator of explosives
companies, the Bureau of Alcohol, Tobacco and Firearms ("BATF"), issued an order revoking the manufacturing license of Slurry for its
Hallowell Facility to produce certain explosives products and confiscated certain high explosives inventory. The license revocation order
was upheld by an administrative law judge after an administrative trial. In addition, we have received a grand jury subpoena from the U.S.
Attorney's office of Wichita, Kansas requesting business records of Slurry. We have complied with such subpoena. Since February 2002, Slurry
continued to manufacture certain non-explosive products at its Hallowell Facility. Slurry had other production facilities where it could
produce some explosive products to service its customers.

UTeC filed an application with the BATF to obtain a manufacturing license for the Hallowell Facility. On September 30, 2002, UTeC obtained
from the BATF the license to manufacture explosives at the Hallowell Facility and manufacturing has resumed.

Due to the license revocation discussed above, Slurry's sales and operating results for 2002 were adversely impacted including a loss of
$321,000 related to high-explosive inventory that was confiscated by the BATF and legal and consulting fees of $445,000. Slurry's sales for
the nine months and three months ended September 30, 2002 were $6.5 million and $1.6 million,
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respectively compared to $15.4 million and $5.2 million for the same periods in 2001. Slurry's operating results for the nine months and
three months ended September 30, 2002 were losses of $3.9 million and $1.6 million, respectively compared to operating incomes of $1.3
million and $.4 million, respectively, for the same periods in 2001.

We have several contingencies, including those set forth above, that could impact our operating results and/or liquidity in the event that
we are unsuccessful in defending against the claimants or possible claimants. Although we do not anticipate that these claims or possible
claims will result in substantial adverse impacts on our operating results and/or liquidity, it is not possible to determine the ultimate
outcome.

Note 8: Long-Term Debt ClimaChem and its subsidiaries are parties to a $50 million credit facility (the "Working Capital Revolver
Loan"). Outstanding borrowings under ClimaChem's Working Capital Revolver Loan were $30.8 million as of September 30, 2002. The Working
Capital Revolver Loan, as amended, requires ClimaChem to meet certain financial covenants on a quarterly and/or annual basis including the
requirement to maintain earnings before interest, taxes, depreciation, amortization and extraordinary gains ("EBITDA") for ClimaChem and its
Climate Control Business on a trailing twelve month basis of $18 million and $10 million, respectively, measured as of September 30, 2002
and $16 million (prior to the amendment discussed below) and $10 million, respectively, measured as of December 31, 2002. ClimaChem and its
Climate Control Business's EBITDA for the twelve-month period ended September 30, 2002 was in excess of the required amounts. ClimaChem's
forecast for the fourth quarter 2002 indicates tha t it probably will not maintain a trailing twelve month EBITDA of the $16 million
required by the Working Capital Revolver Loan agreement. 

At this point, ClimaChem's trailing twelve month EBITDA as defined, at December 31, 2002, is projected to be approximately $12 million. As a
result of the projected results, the Working Capital Revolver lenders at ClimaChem's request, modified and reset the trailing twelve month
EBITDA covenant for the period ending December 31, 2002 consistent with the Company's forecast level.

The Financing Agreement, as discussed below, is cross-defaulted to the Working Capital Revolver Loan agreement and therefore the
modification of the EBITDA covenant by the Working Capital Revolver lenders was required to maintain compliance with the provisions of the
Financing Agreement. For fiscal quarters ending after December 31, 2002, the EBITDA requirement shall be determined based on ClimaChem's
forecasted financial statements, however, if ClimaChem and the provider of the Working Capital Revolver Loan can not reach an agreement, the
EBITDA requirement shall not be less than $19 million. At this time, no proposal has been made or agreement reached relative to 2003 EBITDA.
Accordingly, it is presently uncertain whether ClimaChem will be able to achieve ultimately agreed upon EBITDA levels required to remain in
compliance with the Working Capital Revolver Loan.  If the parties cannot agree to set the 2003 covenant(s) at levels indicated by the
Company's preliminary forecast for 2003, we will be unable to meet a $19 million trailing twelve month EBITDA covenant for the first two
quarters of 2003. The Working Capital Revolver Loan requires that ClimaChem's excess availability, as defined, equal an amount not less than
$.5 million. It also requires ClimaChem's excess availability, as defined, equal an amount not less than $1.5 million on the date of the
periodic interest payments due on it's 10 3/4% Senior Unsecured Notes due 2007 (the "Senior Unsecured Notes")
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and interest due on certain debt issued pursuant to a financing arrangement entered into on May 24, 2002 (the "Financing Agreement"). As of
September 30, 2002, ClimaChem had borrowing availability under the Working Capital Revolver Loan of $7.3 million. The effective interest
rate under the Working Capital Revolver Loan was 6.75%.

In May 2002, our wholly owned subsidiary, ClimaChem, repurchased $52.3 million face value aggregate principal amount of its
Senior Unsecured Notes. The purchase price per $1,000 of aggregate principal amount of Senior Unsecured Notes was
approximately $575, resulting in an aggregate purchase price of approximately $30.1 million. As a result of the repurchase, the
balance of the aggregate principal amount of the Senior Unsecured Notes outstanding and in the hands of unrelated third parties is
approximately $18.3 million.

In order to fund the repurchase of the Senior Unsecured Notes, ClimaChem entered into a Financing Agreement with certain
lenders (the "Lenders"). Each Lender is an affiliate of the other Lenders. Pursuant to the terms of the Financing Agreement, the
Lenders loaned $35 million to ClimaChem (collectively, the "Loans"). The Loans mature on June 30, 2005, and bear interest at an
annual rate equal to 10 1/2% per annum, payable quarterly, and an additional interest rate of 5 1/2% which is payable either at
maturity or upon prepayment. The Lenders and affiliates of the Lenders owned the Senior Unsecured Notes which were
repurchased by ClimaChem.

The proceeds of the Loans were used to fund the repurchase of the Senior Unsecured Notes by ClimaChem from the Lenders and
certain affiliates of the Lenders, to pay the closing costs, fees and expenses incurred in connection with the Loans of approximately
$3.1 million and to fund a cash collateral account of approximately $1.8 million. The cash collateral will be available to
ClimaChem at the earlier of (i) the date the Loans are paid in full or (ii) November 23, 2003 so long as no default or event of
default is then continuing. Therefore the $1.8 million is classified as a noncurrent asset and is included in other assets at September
30, 2002. In connection with the closing of the Loans, the Lenders entered into an Intercreditor Agreement with ClimaChem's
Working Capital Revolver Loan lender.

The Financing Agreement requires ClimaChem to maintain quarterly EBITDA, as defined, for ClimaChem and its Climate Control
Business on a trailing twelve-month basis of $18 million and $10 million, respectively, measured as of September 30, 2002, and
$16 million and $10 million, respectively, measured as of December 31, 2002. The agreement provides that all transaction costs
deducted from net earnings in the second quarter 2002, that are directly related to the transaction to repurchase the Notes and enter
into the Financing Agreement of approximately $3.2 million, are an add back to the second quarter 2002 EBITDA. ClimaChem's
forecast for the fourth quarter 2002 indicates that it probably will meet the minimum EBITDA financial covenant, as defined, for
the trailing twelve months ending December 31, 2002. The Financing Agreement is cross-defaulted to the Working Capital
Revolver Loan agreement and therefore the modification of the EBITDA covenant by the Working Capital Revolver lenders, as
previously discus sed, was required to maintain compliance with the provision of this Financial Agreement. For fiscal quarters
ending after December 31, 2002, the EBITDA requirement shall be determined based on ClimaChem's forecasted financial
statements, however if ClimaChem and the Lenders can not reach an agreement, the EBITDA requirement shall not be less than
$19 million. At this time, no proposal has been made or agreement reached relative to 2003 EBITDA. Accordingly, it is

18

LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30, 2002 and 2001

presently uncertain whether ClimaChem will be able to achieve ultimately agreed upon EBITDA levels required to remain in
compliance with the Financing Agreement. If the parties cannot agree to set the 2003 covenant(s) at
levels indicated by the Company's preliminary forecast for 2003, we will be unable to
meet a $19 million trailing twelve month EBITDA covenant for the first two quarters of
2003. For fiscal quarters ending after June 30, 2002 through March 31, 2003, if ClimaChem fails to maintain EBITDA as
defined on a trailing twelve-month basis of at least $15 million (a "Trigger Event"), then within 210 days of the end of such fiscal
quarter, ClimaChem shall pay the Lenders an amount equal to 33.3% of then outstanding principal of the Loans plus related
accrued interest ($35.7 million at September 30, 2002). ClimaChem's forecast for the fourth quarter 2002 indicates that it probably
will meet the minimum EBITDA financial covenant, as defined, for the trailing twelve months ending December 31, 2002.
However, if ClimaChem maintains the required EBITDA on a trailing twelve-month basis as of the end of each of the two fiscal
quarters immediately following the Trigger Event, then within 210 days of such Trigger Event, ClimaChem shall pay the Lenders
an amount equal to 10% of then outstanding principal of the Loans plus related accrued interest. For trailing twelve month periods
ending after March 31, 2003 if ClimaChem's EBITDA is less than $17 million, the Trigger Event as discussed above will be
effective. 

The Financing Agreement also requires ClimaChem to achieve an annual fixed charge coverage ratio of at least 1 to 1 and limits
annual capital expenditures to $11.1 million measured quarterly on a trailing twelve-month basis. The Financing Agreement also
contains covenants that, among other things, limit ClimaChem's ability to: (i) incur additional indebtedness, (ii) incur liens, (iii)
provide certain guarantees (iv) engage in mergers, consolidations or other forms of recapitalization and (v) dispose of assets. The
Lenders may, upon an event of default as defined, terminate the Financing Agreement and demand the balance outstanding due and
payable in full. The Financing Agreement includes a prepayment fee equal to 2% of the principal amount paid should ClimaChem



elect to prepay any principal amount prior to May 24, 2003. This fee is reduced to 1% during the second twelve-month period and
to .5% during the third twelve-month period.

The Loans are secured by (a) a first lien on (i) certain real property and equipment located at the El Dorado, Arkansas
manufacturing facility (excluding the DSN Plant and other exceptions) (the "EDC Plant") (ii) certain real property and equipment
located at the Cherokee, Alabama manufacturing facility (the "Cherokee Plant") owned by a subsidiary of the Company that is not
a subsidiary of ClimaChem, (iii) certain real property located at the Hallowell, Kansas facility, (iv) all of the outstanding shares of
common stock in Universal Tech Corporation ("UTeC"), (v) a cash collateral account of $1.8 million, and (b) a second lien on the
assets upon which ClimaChem's Working Capital Revolver lender has a first lien. The Loans are guaranteed by the Company and
certain subsidiaries of ClimaChem.

In connection with the completion of the Financing Agreement, ClimaChem and our subsidiaries which are guarantors of ClimaChem's Working
Capital Revolver Loan entered into an amendment to the Working Capital Revolver Loan pursuant to which we and certain of ClimaChem's
subsidiaries pledged additional collateral to secure ClimaChem's obligations under the Working Capital Revolver Loan. The additional
collateral consisted of a second mortgage on the assets to which the Lenders were granted a first lien. Also, the Working
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Capital Revolver Loan, as amended, modified the EBITDA requirements as discussed above. 

As required by the Lenders, as a condition precedent to the completion of the Loans and the transactions contemplated by the Financing
Agreement, ClimaChem granted to the Lenders warrants to purchase an aggregate 595,585 shares of our common stock subject to certain anti-
dilution adjustments. The exercise price of the warrants is $0.10 per share and contains a provision for cashless exercise. The warrants
have a 10-year exercise period beginning on May 24, 2002. The warrants provide for certain demand registration rights and piggyback
registration rights.

Based upon certain criteria including but not limited to unfavorable changes in ClimaChem's financial condition since the Notes were
originally sold and the high interest rates on the new Loans, the transaction was not accounted for as a debt extinguishment but rather as a
debt restructuring. As a result, the gain on the transaction was limited to the difference between the carrying value of the Notes
repurchased and the principal of the new Loans due 2005, plus the cumulative interest due and payable during the three year term thereof
including such additional interest due at maturity. Accordingly, the net gain recognizable in 2002 was limited to only $.1 million and is
included in Other Income in the accompanying Condensed Consolidated Financial Statements for the nine months ended September 30, 2002.

Since the implied gain relating to this transaction was deferred, all of the future interest expense associated with the Loans has been
recognized. All future interest payments on the Loans will be charged against the debt balance presently accrued on the balance sheet.

As a result of the debt restructuring, the carrying amount of long-term debt owed the Lenders as of September 30, 2002 is $52.1 million
which includes $17.1 million interest due on the Loans through maturity. Of this, interest of $3.7 million is included in current portion of
long-term debt at September 30, 2002. 

In separate transactions during the nine months ended September 30, 2001, ClimaChem repurchased Senior Unsecured Notes having a face value
of $4.7 million and recognized a gain of $2.6 million. 

ClimaChem owns substantially all of the companies comprising our Chemical and Climate Control Businesses. ClimaChem is a holding company
with no significant assets (other than the notes receivable from LSB), or operations other than its investments in its subsidiaries, and
each of its subsidiaries is wholly-owned, directly or indirectly, by ClimaChem. ClimaChem's payment obligations under the Senior Unsecured
Notes are fully, unconditionally and joint and severally guaranteed by all of the existing subsidiaries of ClimaChem, except for El Dorado
Nitric Co. and its subsidiaries. 

Condensed consolidating unaudited financial information of ClimaChem and its subsidiaries as of September 30, 2002 and December 31, 2001 and
for the nine-month and three-month periods ended September 30, 2002 and 2001 is as follows:
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING BALANCE SHEET

(Unaudited)
As of September 30, 2002

(Dollars in thousands)

 COMBINED
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (3)

CLIMACHEM,
INC.

(PARENT) ELIMINATIONS CONSOLIDATED
Assets                    
Current assets:                    
   Cash and cash equivalents $ 111  $ 357  $ 28      $ 496 
   Trade accounts receivable, net  34,147   3,291   20       37,458 
   Inventories  23,915   105   -       24,020 
   Supplies and prepaid items  3,985   25   713       4,723 
   Deferred income taxes  -   -   6,086  $ (520)   5,566 
     Total current assets  62,158   3,778   6,847   (520)   72,263 
Property, plant and equipment, net  71,779   2,050   67       73,896 
Due from LSB and affiliates (1)  -   -   14,588       14,588 
Investment in and advances to affiliates  -   -   98,448   (98,448)   - 
Receivable from Parent  -   11,817   -   (11,817)   - 
Other assets, net 9,409 42 4,098 (435) 13,114



             
 $143,346  $ 17,687  $ 124,048  $ (111,220)  $173,861 
 
Liabilities and Stockholders' Equity                    
Current liabilities:                    
   Accounts payable $ 22,540  $ 1,361  $ 743      $ 24,644 
   Accrued liabilities  6,800   4,982   1,387       13,169 
   Due to LSB and affiliates, net (1)  -   -   3,427       3,427 
   Deferred income taxes  520   -   -  $ (520)   - 
   Current portion of long-term debt (2)  3,073   353   32,562       35,988 
     Total current liabilities  32,933   6,696   38,119   (520)   77,228 
Long-term debt (2)  4,983   1,647   71,210       77,840 
Deferred income taxes  435   -   4,936   (435)   4,936 
Due to LSB (1)  -   -   3,183       3,183 
Other non-current liabilities  2,114   3,892   -       6,006 
Payable to Parent  52,046   -   -   (52,046)   - 
Stockholders' equity:                    
   Common stock  64   1   1   (65)   1 
   Capital in excess of par value  79,217   -   12,652   (79,217)   12,652 
   Accumulated other comprehensive loss  -   (1,932)   -       (1,932)

   Retained earnings (accumulated deficit) (28,446) 7,383 (6,053) 21,063 (6,053)

     Total stockholders' equity  50,835   5,452   6,600   (58,219)   4,668 
$143,346 $ 17,687 $ 124,048 $ (111,220) $173,861

(1) Amount due from/to LSB and affiliates is eliminated when consolidated with LSB.

(2) See above for discussion of voluntary debt restructuring transaction.

(3) ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING BALANCE SHEET

(Unaudited)
As of December 31, 2001

(Dollars in thousands)

 COMBINED
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (2)

CLIMACHEM,
INC.

(PARENT) ELIMINATIONS CONSOLIDATED
Assets                    
Current assets:                    
   Cash and cash equivalents $ 264  $ 16  $ 29      $ 309 
   Trade accounts receivables, net  38,752   2,837   24       41,613 
   Inventories  29,780   179   -       29,959 
   Supplies and prepaid items  5,171   29   814       6,014 
   Deferred income taxes  -   -   2,000       2,000 
     Total current assets  73,967   3,061   2,867       79,895 
Property, plant and equipment, net  68,247   1,785   90       70,122 
Due from LSB and affiliates (1)  -   -   14,407       14,407 
Investment in and advances to affiliates  -   -   107,340  $(107,340)   - 
Receivable from Parent  -   8,235   -   (8,235)   - 
Other assets, net  11,187   46   3,473       14,706 
 $ 153,401  $ 13,127  $ 128,177  $(115,575)  $179,130 
 
Liabilities and Stockholders' Equity                    
Current liabilities:                    
   Accounts payable $ 20,784  $ 2,220  $ 526      $ 23,530 
   Accrued liabilities  11,140   1,449   1,164       13,753 

D t LSB d ffili t (1) 1 310 1 310



   Due to LSB and affiliates (1)  -   -   1,310       1,310 
   Deferred income taxes  550   -   -  $ (550)   - 
   Current portion of long-term debt  4,404   353   34,844       39,601 
     Total current liabilities  36,878   4,022   37,844   (550)   78,194 
Long-term debt  5,268   1,912   75,121       82,301 
Deferred income taxes  405   -   3,120   (405)   3,120 
Due to LSB (1)  -   -   1,200       1,200 
Other non-current liabilities  2,194   3,378   -       5,572 
Payable to Parent  54,107   -   -   (54,107)   - 
Stockholders' equity:                    
   Common stock  64   1   1   (65)   1 
   Capital in excess of par value  79,217   -   12,652   (79,217)   12,652 
   Accumulated other comprehensive loss  -   (2,149)  -       (2,149)

   Retained earnings (accumulated deficit)  (24,732)  5,963   (1,761)   18,769   (1,761)

     Total stockholders' equity  54,549   3,815   10,892   (60,513)   8,743 
 $ 153,401  $ 13,127  $ 128,177  $(115,575)  $179,130 
 

1. Amount due from/to LSB and affiliates is eliminated when consolidated with LSB.
2. ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS

(Unaudited)
Nine Months Ended September 30, 2002

(Dollars in thousands)

 COMBINED 
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (2)

CLIMACHEM,
INC.

(PARENT) ELIMINATIONS CONSOLIDATED
Net sales $ 196,595  $ 25,560          $222,155 
Cost of sales  164,681   22,829  $ 446  $ (4)   187,952 
Gross profit  31,914   2,731   (446)  4   34,203 
Selling, general and administrative expenses  30,359   273   2,678   (5)   33,305 
Operating income (loss)  1,555   2,458   (3,124)  9   898 
Other income (expense):                    
   Interest and other income (expense), net  152   (84)  11,061   (8,185)   2,944 
   Benefit from termination of firm purchase
    commitments  290   -   -       290 
   Interest expense  (8,601)  (46)  (5,728)  8,176   (6,199)

   Income (loss) before provision (benefit)
for
    income taxes

 (6,604)  2,328   2,209   - -   (2,067)

Equity in loss of subsidiaries  -   -   (2,294)  2,294   - 
Provision (benefit) for income taxes (1):                    
   Current  (2,890)  908   5,957       3,975 
   Deferred  -   -   (1,750)      (1,750)

Net income (loss) $ (3,714) $ 1,420  $ (4,292) $ 2,294  $ (4,292)

 

1. Current and deferred income taxes are eliminated when consolidated with LSB due to NOL carryforwards and the reversal of
deferred tax asset valuation allowances.

2. ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING STATEMENT OF INCOME

(Unaudited)
Nine Months Ended September 30, 2001

(Dollars in thousands)

 COMBINED
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (1)

CLIMACHEM,
INC.

(PARENT) ELIMINATIONS CONSOLIDATED
Net sales $227,927  $ 28,230          $256,157 
Cost of sales  189,925   25,596  $ 708       216,229 
Gross profit  38,002   2,634   (708)       39,928 
Selling, general and administrative expenses  31,838   126   2,398       34,362 
Operating income (loss)  6,164   2,508   (3,106)       5,566 
Other income (expense):                    
   Interest and other income, net  294   15   8,428  $(7,446)   1,291 
   Gain on extinguishment of debt  -   -   2,631       2,631 
   Benefit from termination of firm purchase
    commitments  2,338   -   -       2,338 
   Interest expense  (9,420)   (87)   (8,179)   7,446   (10,240)
Income (loss) before provision (benefit) for
 income taxes  (624)   2,436   (226)   - -   1,586 
Equity in earnings of subsidiaries  -   -   886   (886)   - 
Provision (benefit) for income taxes  -   926   (726)       200 
Net income (loss) $ (624)  $ 1,510  $ 1,386  $ (886)  $ 1,386 
 

(1) ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS

(Unaudited)
Three Months Ended September 30, 2002

(Dollars in thousands)

 COMBINED
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (2)

CLIMACHEM,
INC.

(PARENT) ELIMINATIONS CONSOLIDATED
Net sales $ 61,221  $ 8,860          $ 70,081 
Cost of sales  52,017   7,967  $ 118  $ (2)   60,100 
Gross profit  9,204   893   (118)   2   9,981 
Selling, general and administrative expenses  10,541   86   676   (1)   11,302 
Operating income (loss)  (1,337)   807   (794)   3   (1,321)

Other income (expense):                    
   Interest and other income (expense), net  (51)   2   3,473   (2,631)   793 
   Interest expense  (2,758)   (15)   (1,180)   2,628   (1,325)

Income (loss) before provision (benefit) for
 income taxes  (4,146)   794   1,499   - -   (1,853)
Equity in loss of subsidiaries  -   -   (1,731)   1,731   - 
Provision (benefit) for income taxes (1):                    
   Current  (1,931)   310   176       (1,445)

   Deferred  -   -   1,445       1,445 
Net income (loss) $ (2,215)  $ 484  $ (1,853)  $ 1,731  $ (1,853)

 

1. Current and deferred income taxes are eliminated when consolidated with LSB due to NOL carryforwards and the reversal of deferred tax
asset valuation allowances.

2. ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING STATEMENT OF INCOME 

(Unaudited)
Three Months Ended September 30, 2001

(Dollars in thousands)

 COMBINED
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (1)

CLIMACHEM,
INC.

(PARENT) ELIMINATIONS CONSOLIDATED
Net sales $ 66,327  $ 9,116          $75,443 
Cost of sales  57,763   8,265  $ 242       66,270 
Gross profit  8,564   851   (242)       9,173 
Selling, general and administrative expenses  10,455   (95)   109       10,469 
Operating income (loss)  (1,891)   946   (351)       (1,296)
Other income (expense):                    
   Interest and other income (expense), net  244   11   3,298  $ (3,042)   511 
   Gain on extinguishment of debt  -   -   2,601       2,601 
   Interest expense  (3,256)   (28)   (3,005)   3,042   (3,247)
Income (loss) before provision for income
taxes  (4,903)   929   2,543   -   (1,431)
Equity in loss of subsidiaries  -       (3,072)   3,072   - 
Provision (benefit) for income taxes  (1,255)   353   (153)       (1,055)
Net income (loss) $ (3,648)  $ 576  $ (376)  $ 3,072  $ (376)

 

(1) ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

(Unaudited)
Nine Months Ended September 30, 2002

(Dollars in thousands)

 COMBINED
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (1)

CLIMACHEM,
INC.

(PARENT) ELIMINATIONS CONSOLIDATED
Net cash flows provided by operating activities

$ 10,416  $ 4,619  $ 1,594      $ 16,629 
Cash flows from investing activities:                    
   Capital expenditures  (9,361)   (431)   (5)       (9,797)

   Proceeds from sales of property and
equipment  32   -   1       33 
   Change in noncurrent restricted cash held in
    escrow  -   -   (1,838)       (1,838)

   Other assets  528   -   12       540 
Net cash used in investing activities  (8,801)   (431)   (1,830)       (11,062)
Cash flows from financing activities:                    
   Payments on long-term and other debt  (2,330)   (265)   (1,325)       (3,920)

   Proceeds from Senior Secured Notes, net of
    fees  -   -   32,155       32,155 
   Acquisition of 10 3/4% Senior Notes  -   -   (30,065)       (30,065)
   Net change in due to/from LSB and affiliates  -   -   1,998       1,998 
   Advances to/from affiliates  102   (3,582)   3,480       - 
   Net change in revolving debt facilities  460   -   (6,008)       (5,548)

Net cash provided by (used in) financing
 activities  (1,768)   (3,847)   235       (5,380)

Net increase (decrease) in cash and cash
 equivalents  (153)   341   (1)       187 
Cash and cash equivalents at the beginning of
 period  264   16   29       309 
Cash and cash equivalents at end of period $ 111  $ 357  $ 28      $ 496 
 

(1) ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.
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Note 8: Long-term Debt (continued)

CLIMACHEM, INC.
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

(Unaudited)
Nine Months Ended September 30, 2001

(Dollars in thousands)

 COMBINED
GUARANTOR

SUBSIDIARIES

CONSOLIDATED
NON-

GUARANTOR
SUBSIDIARIES (1)

CLIMACHEM,
INC.(PARENT)ELIMINATIONS CONSOLIDATED

Net cash flows provided by (used in) operating 
activities $ (2,428)  $ 965  $ 1,577     $ 114 
Cash flows from investing activities:                    
   Capital expenditures  (4,644)   (648)   (40)       (5,332)

   Proceeds from sales of property and
    equipment  172   -   -       172 
   Other assets  766   4   (1,683)       (913)

Net cash used in investing activities  (3,706)   (644)   (1,723)       (6,073)

Cash flows from financing activities:                    
   Proceeds from borrowings of long-term debt  -   950   -       950 
   Payments on long-term and other debt  (2,975)   (147)   -       (3,122)

   Acquisition of 10 3/4% Senior Notes  -   -   (21)       (21)

   Net change in due to/from LSB and affiliates  -   -   281       281 
   Advances to/from affiliates  34,586   -   (34,586)       - 
   Net change in revolving debt facilities  (27,887)   (170)   34,455       6,398 
Net cash provided by financing activities  3,724   633   129       4,486 
Net increase (decrease) in cash and cash
equivalents  (2,410)   954   (17)       (1,473)

Cash and cash equivalents at the beginning of
period  2,782   8   48       2,838 
Cash and cash equivalents at end of period $ 372  $ 962  $ 31      $ 1,365 
 

(1) ClimaChem subsidiaries that have not guaranteed the Senior Unsecured Notes.

28

LSB INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Nine Months Ended September 30, 2002 and 2001

Note 9: Gains on Sales of Property and Equipment On October 31, 2000 a subsidiary of the Company, which is not a subsidiary of
ClimaChem, acquired a chemical plant for the purpose of indirectly expanding its geographical marketing area. This plant, located at Crystal
City, Missouri ("Crystal City Plant"), was shut down concurrent with the purchase thereof. In July 2001, the Crystal City Plant was
dismantled for parts and the land was sold to a third party for approximately $4 million. The Company recognized a gain on the sale of the
Crystal City Plant of approximately $3.5 million.

Note 10: Benefit from Termination of Firm Purchase Commitments In June 2001, we reached an agreement with our supplier of anhydrous ammonia
whereby the former long-term purchase commitment was terminated effective June 30, 2001. Under the new agreement, EDC purchases 100% of its
requirements of purchased ammonia at market price plus transportation to the Chemical Business Facility in El Dorado, Arkansas through
December 2002. Discussions are under way for a new agreement for a term of twenty six (26) months.

As consideration to terminate the prior above-market priced take-or-pay purchase commitment which provided, among other things, for a market
price based on natural gas and required minimum monthly purchase volumes, EDC agreed to pay the supplier a one-time settlement fee. The
remaining accrued liability as of June 30, 2001, associated with the above-market purchase commitment, net of the one-time settlement fee,
was eliminated resulting in a gain on termination of the purchase commitment of $2.3 million in 2001. The supplier also agreed to refund EDC
up to $.7 million contingent on minimum monthly purchase volumes for which EDC recognized an additional gain on termination of the purchase
commitment of $.3 million during the nine-month period ended September 30, 2002. For 2001, EDC reversed, through cost of goods sold,
approximately $2.1 million of the accrued liability previously established for loss on the former firm purchase commitment.

Note 11: Supplemental Cash Flow Information For the nine months ended September 30, 2002, our noncash financing activities included the
grant of warrants to purchase 595,585 shares of our common stock with a fair value of approximately $2 million in connection with the
voluntary debt restructuring as discussed in Note 8. For the same period in 2001, our noncash investing and financing activities included
the cumulative effect of change in accounting for derivative financial instruments of approximately $2.4 million.

Note 12: Recently Issued Pronouncements In July 2001, the FASB issued Statement No. 142 ("SFAS 142"), "Goodwill and Other Intangible
Assets". SFAS 142 requires the goodwill and intangible assets with indefinite lives no longer be amortized but be tested for impairment at
least annually. SFAS 142 became effective for us on January 1, 2002. Upon adoption of SFAS 142, we recognized $860,000 of negative goodwill
as a cumulative effect of accounting change. For the nine months ended September 30, 2001, goodwill amortization was not material.

In July 2001, the FASB issued SFAS No. 143 ("SFAS 143"), "Accounting for Asset Retirement Obligations". This Statement addresses financial
accounting and reporting for obligations associated with the retirement of tangible long-lived assets and the associated asset retirement
costs. It applies to legal obligations associated with the retirement of long-lived assets that
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result from the acquisition, construction, development and/or the normal operation of a long-lived asset, except for certain obligations of
lessees. As used in this Statement, a legal obligation is an obligation that a party is required to settle as a result of an existing or
enacted law, statute, ordinance, or written or oral contract or by legal construction of a contract under the doctrine of promissory
estopple. We will adopt SFAS 143 effective January 1, 2003, the impact of which has not yet been determined. 

In April 2002, the FASB issued SFAS No. 145 ("SFAS 145"), "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No.
13, and Technical Corrections," related to accounting for debt extinguishments, leases, and intangible assets of motor carriers. The
provisions of SFAS 145 are effective for fiscal years beginning after May 15, 2002 with earlier adoption encouraged. Accordingly, we have
elected to early adopt SFAS 145, as of the beginning of the second quarter beginning April 1, 2002, and have implemented the applicable
provisions in conjunction with the filing of this report. Prior periods have been conformed to the provisions of SFAS 145 by changing the
presentation of the gain on extinguishment of debt of $2.6 million recognized in 2001 which is no longer classified as an extraordinary
item.

In June 2002, the FASB issued SFAS No. 146 ("SFAS 146"), Accounting for Costs Associated with Exit or Disposal Activities. The standard
requires companies to recognize costs associated with exit or disposal activities when they are incurred rather than at the date of a
commitment to an exit or disposal plan. The provisions of SFAS 146 are effective for exit or disposal activities that are initiated after
December 31, 2002, with early application encouraged.

Note 13: Possible Sale of Assets On September 3, 2002, certain subsidiaries of the Company entered into a non-binding letter of intent
("Letter of Intent") to sell substantially all the assets of Slurry and UTeC to an unrelated third party. Slurry and UTeC are principally in
the packaged explosives business. The Letter of Intent provides for the sale to close in the fourth quarter of 2002 for a purchase price for
the assets of approximately $10.5 million, subject to adjustments. The sales proceeds will be used to reduce debt of the Company. The sale
is subject to several conditions, including consent by the Working Capital Revolver and Financing Agreement lenders, due diligence, the
buyer obtaining financing and a license to operate and negotiation of definitive agreements. Due to the current uncertainty relating to the
conditions noted above, the assets of Slurry and UTeC are not classified as assets held for sale in the Condensed Consolidated Balance Sheet
at September 30, 2002. 

Note 14: Liquidity and Management's Plan We are a diversified holding company and, as a result, depend on credit agreements and our ability
to obtain funds from our subsidiaries in order to pay our debts and obligations.

Our wholly-owned subsidiary, ClimaChem through its subsidiaries, owns substantially all of our core businesses consisting of the Chemical
and Climate Control Businesses. ClimaChem and its subsidiaries depend on credit agreements with lenders and internally-generated cash flows
in order to fund their operations and pay their debts and obligations. ClimaChem and its subsidiaries finance their working capital
requirements through borrowings under a $50 million Working Capital Revolver Loan. (See Note 8). At September 30, 2002 the net credit
available for additional borrowings was $7.3 million.
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The Working Capital Revolver Loan as amended requires that ClimaChem's excess availability as defined, equal an amount not less than $.5
million. It also requires ClimaChem's excess availability, as defined, equal an amount not less than $1.5 million on the date of the
periodic interest payments due on it's 10 3/4% Senior Unsecured Notes due 2007 and interest due on the Financing Agreement (see Note 8). 

The Financing Agreement and the Working Capital Revolver Loan require that ClimaChem and its Climate Control Business meet certain EBITDA
amounts, as defined and as amended, on a quarterly basis and/or annual basis as discussed in Note 8. 

ClimaChem is restricted as to the funds that it may transfer to LSB, the non-ClimaChem companies and certain ClimaChem companies under the
terms contained in the Financing Agreement and the Working Capital Revolver Loan. Under the terms ClimaChem is permitted to distribute funds
in the form of (a) advances, loans and investments, in an aggregate amount not to exceed $2,000,000, at any time outstanding, and (b)
distribute or pay in the form of dividends and other distributions an aggregate amount not to exceed, during each fiscal year, 50% of
ClimaChem's consolidated net income for such fiscal year (calculated after deducting all other dividends and distributions made by ClimaChem
to us during the fiscal year). This limitation will not prohibit payment of amounts due under a Services Agreement, Management Agreement and
a Tax Sharing Agreement. ClimaChem did not declare and pay to the Company a dividend during the nine months ended September 30, 2002 and
there were no management fees due or paid pursuant to t he EBITDA formula in the Management Agreement. For the nine months ended September
30, 2002, ClimaChem owed the Company approximately $4.0 million under the Tax Sharing Agreement. 

Due to the Company and ClimaChem's previous operating losses and limited borrowing ability under the credit facility then in effect, we
discontinued payment of cash dividends on Common Stock for periods subsequent to January 1, 1999, until the Board of Directors determines
otherwise. As of the date of this report, we have not paid the regular quarterly dividend of $.8125 on the outstanding $3.25 Convertible
Exchangeable Class C Preferred Stock Series 2 ("Series 2 Preferred") since June 15, 1999, resulting in approximately $6.6 million in total
accrued and unpaid dividends on the Series 2 Preferred. In addition, we did not declare and pay the regular annual dividend of $12.00 on the
Series B Preferred since 1999, resulting in $.7 million in accrued and unpaid dividends on the Series B Preferred. We do not anticipate
having funds available to pay dividends on our stock for the foreseeable future.

Historically, our primary cash needs have been for operating expenses, working capital and capital expenditures. We have financed our cash
requirements primarily through internally generated cash flow, borrowings under our revolving credit facilities, secured equipment financing
and the sale of assets. At September 30, 2002, cash and cash equivalents aggregated $.7 million and the Company's working capital deficit,
including the outstanding borrowings of $30.8 million under the Working Capital Revolver Loan due April 2005 classified as current, was
$11.5 million.

Net cash provided by operating activities for the nine months ended September 30, 2002 was $17.2 million resulting from operating cash flow
and reductions in current assets, primarily accounts receivable and inventories.
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The ability to maintain an adequate amount of borrowing availability depends on the cash flow from operations, the investing activities and
required debt amortization.

The Climate Control Business consistently generates a significant positive cash flow. However, the Chemical Business operations have
resulted in a negative cash flow for the first nine months of 2002 and the Chemical Business' cash flow is projected to remain negative for
the remainder of 2002. 

The negative cash flow in the Chemical Business is a result of operating losses in the nitrogen producing plants in El Dorado Arkansas and
Cherokee Alabama, disruptions caused by the storm damage as previously discussed and the losses due to the revocation of Slurry's license to



produce its profitable high explosives at its Hallowell, Kansas facility also previously discussed. The operating losses in the agricultural
nitrogen business are due to low selling prices compared to the cost of the raw material feed stocks, natural gas and anhydrous ammonia. The
low selling prices were due primarily to an oversupply of agricultural nitrogen products of the kind we produce in the market. Our ability
to turn the operating results around are dependent upon changes in market conditions which are unpredictable at this time. 

In September 2002, certain subsidiaries of ClimaChem entered into a non-binding letter of intent to sell substantially all the assets of
Slurry and UTeC to an unrelated third party. Slurry and UTeC are principally in the packaged explosives business, which business is not
considered by the Company to be part of its core Chemical Business. The letter of intent provides for the sale to close in the fourth
quarter of 2002 for a purchase price for the assets of approximately $10.5 million, subject to adjustments. The sales proceeds will be used
to reduce debt of the Company. The sale is subject to several conditions, including consent by the Working Capital Revolver and Financing
Agreement lenders, due diligence, the buyer obtaining financing and a license to operate and negotiation of definitive agreements.

ClimaChem's December 2002 cash requirements include the semi-annual interest of $1.2 million on the outstanding Senior Unsecured Notes, the
quarterly interest of $.9 million on the Senior Secured Notes and an annual lease payment of $4.8 million. Although the volatility of the
Chemical Business is such that the projected results can fluctuate significantly, ClimaChem's cash flow projections indicate that there will
be sufficient liquidity to make these payments. However, the borrowing availability at December 31, 2002, will be significantly lower after
these payments are made.

The planned capital expenditures for the remainder of 2002 are approximately $1.5 million, but such capital expenditures are dependent upon
obtaining acceptable funding. As discussed in Note 7, the Discharge Water issue is not yet finally determined but is currently expected to
require capital expenditures of approximately $3.6 million over the next 3 to 4 years provided the Discharge Water permit is corrected, the
City of El Dorado, Arkansas (the "City") builds its own discharge pipeline to a nearby river and we are permitted to tie our pipeline into
the City's pipeline. Management is continuing to review the design and configurations of treatment and discharge facilities to address the
permitting issues.
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In addition to the discussion contained in this Note 14, additional discussion as to the Company's Liquidity and Management's Plan is
contained in the Company's "Management's Discussion and Analysis of Financial Condition and Results of Operations" on pages 34 through 50 of
this report. 

We presently believe, assuming that we are successful in our negotiations with the ADEQ or in our appeal to the Arkansas Pollution Control &
Ecology Commission as discussed in Note 7, that we successfully negotiate the EBITDA covenant for 2003, and that we successfully execute the
above plan for the remainder of 2002, we will meet our obligations as they come due; however, there are no assurances to that effect.
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Item 2.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following Management's Discussion and Analysis of Financial Condition and Results of Operations ("MD&A") should be read in conjunction
with our September 30, 2002 Condensed Consolidated Financial Statements.

Certain statements contained in this "Management's Discussion and Analysis of Financial Condition and Results of Operations" may be deemed
forward-looking statements. See "Special Note Regarding Forward-Looking Statements".

Critical Accounting Policies

The preparation of financial statements requires management to make estimates and assumptions that affect the reported amount of assets,
liabilities, revenues and expenses, and disclosures of contingent liabilities. See our Form 10-K for the year ended December 31, 2001 for an
expanded discussion on the more significant areas of financial reporting impacted by management's judgment, estimates and assumptions.
Significant areas of financial reporting impacted by management's judgment, estimates and assumptions include the following:

Impairment of Long-Lived Assets including Goodwill - The Company has considered impairment of its long-lived assets and related goodwill
related to its Chemical operations as a result of unfavorable operating results over the last several years. The Company has made an
estimate of the future net cash flows associated with the Chemical facility in El Dorado, Arkansas. These estimates include the assumption
that the Company will be able to achieve a gross margin from sales from this plant in the 6-12% range over the estimated remaining life of
this facility of at least 15 years. Should our assumptions not be achieved, a portion of the Company's net carrying cost may be impaired in
the near term.

The Company presently believes that it will be able to recover its net investment in its long-lived assets associated with the Hallowell
Facility either through the sale discussed elsewhere in this report or from future operating cash flows if retained. The Company's belief is
based on the Company's intent to sell these assets at an amount in excess of its net carrying cost. 

Repurchase of Senior Unsecured Notes Due 2007 - As fully discussed in Liquidity and Capital Resources - Loan Agreements - Terms and
Conditions and Note 8 of Notes to Condensed Consolidated Financial Statements, ClimaChem, Inc. ("ClimaChem"), a wholly owned subsidiary of
the Company, completed a voluntary debt restructuring transaction whereby ClimaChem repurchased $52.3 million face value of its outstanding
public 10 3/4% Senior Unsecured Notes ("Notes"). The cost to ClimaChem of the repurchased Notes was approximately $21.0 million below
ClimaChem's carrying value. It was determined that this implied gain should not be accounted for as a gain in the second quarter of 2002.
Based upon certain criteria including but not limited to unfavorable changes in ClimaChem's financial condition since the Notes were
originally sold and the high interest rates on the new Loans, the transaction was accounted for as a debt restructuring.
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Compliance with Long-Term Debt Covenants - As fully discussed in Liquidity and Capital Resources - Loan Agreements - Terms and Conditions
and Note 8 of Notes to Condensed Consolidated Financial Statements, the Financing Agreement and Working Capital Revolver Loan as amended, of
ClimaChem and its subsidiaries require that ClimaChem meet certain EBITDA amounts quarterly, on a trailing twelve-month basis. ClimaChem
forecasts for the remainder of 2002 indicate that ClimaChem's operating results may not meet the covenants in the fourth quarter of 2002.
Accordingly, the Company and the Working Capital Lenders have entered into an amendment to the Working Capital Revolving Loan agreement
which modified the EBITDA covenant for the trailing twelve month period ending December 31, 2002 to a level consistent with the Company's
forecast. The carrying value of assets and classification of liabilities of the Company is dependent upon, among other things, the Company's
ability to successfully negotiate the EBITDA covenant for 2003 and beyond.

Overview

Chemical Business

Our Chemical Business manufactures three principal product lines that are derived from natural gas and anhydrous ammonia: (1) fertilizer
grade ammonium nitrate and urea ammonium nitrate for the agricultural industry, (2) explosive grade ammonium nitrate and solutions for the
mining industry and (3) concentrated, blended and regular nitric acid and metallurgical grade ammonia for industrial applications. In
addition, we also produce sulfuric acid and metallurgical grade anhydrous ammonia for commercial applications primarily in the paper
industry.

Anhydrous ammonia and natural gas represent the primary components in the production of most of the products of the Chemical
Business. Under the Chemical Business' current ammonia supply agreement, EDC purchases its requirements of purchased
ammonia at market price plus transportation to the facility in El Dorado, Arkansas. The Chemical Business' natural gas feed stock
requirements are purchased at spot market price for delivery to its Cherokee, Alabama facility. The purchase cost of anhydrous
ammonia and natural gas, increased substantially during the third quarter and have continued to increase through the date of this



report. If the rising costs of the Chemical Business' feed stocks continue and if the Chemical Business is unsuccessful in its efforts
to increase the sales prices of its products to its customers to absorb the increased costs, the Chemical Business' gross profit could
be materially affected. 

On April 8, 2002, a portion of our subsidiary's chemical plant complex in El Dorado, Arkansas experienced damage from high winds and a
likely tornado. Plant management and engineers surveyed the damage which affected the production facilities for ammonium nitrate, certain
acid plants, a large cooling tower, and other equipment. As of the date of this report the repairs have been completed. During the repair
time, we were not able to produce industrial grade ammonium nitrate until the middle of May 2002. Production of our other products,
agricultural grade ammonium nitrate and industrial acids, continued without material interruption.

Our property insurance covering the chemical plant entitles the Company to receive approximate replacement value for the
damaged property less an aggregate $1 million deductible. We also had a thirty day waiting period before our business interruption
insurance coverage became effective. In October of 2002, a final settlement of $2.5 million, net of the $1 million
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deductible, was reached for the property and business interruption insurance claims. The net proceeds relating to our property
insurance claim will exceed the cost of repairs and the depreciated value of the damaged assets. No gain relating to property
damage or business interruption insurance recovery associated with this event is included in the accompanying Condensed
Consolidated Statements of Operations as of September 30, 2002. 

On September 3, 2002, certain subsidiaries of the Company entered into a non-binding letter of intent ("Letter of Intent") to sell
substantially all the assets of Slurry and UTeC to an unrelated third party. Slurry and UTeC are principally in the packaged explosives
business, which business is not considered by the Company to be part of its core Chemical Business. The letter of intent provides for the
sale to close in the fourth quarter of 2002 for a purchase price for the assets of approximately $10.5 million, subject to adjustments. The
sales proceeds will be used to reduce debt of the Company. The sale is subject to several conditions, including consent by the Working
Capital Revolver and Financing Agreement lenders, due diligence, the buyer obtaining financing and a license to operate and negotiation of
definitive agreements. Also on September 30, 2002, UTeC was granted a license from the BATF to manufacture the explosives products which
Slurry formerly manufactured and sold.

Climate Control

The Climate Control Business manufactures and sells a broad range of hydronic fan coil, air handling, air conditioning, heating, water
source and geothermal heat pumps, and dehumidification products targeted to both commercial and residential new building construction and
renovation.

The Climate Control Business focuses on product lines in the specific niche markets of hydronic fan coils and water source heat pumps and
has established a significant market share in these specific markets.

RESULTS OF OPERATIONS

The Climate Control Business' results through the first nine months of 2002 are considerably better than 2001. On the other hand, the
Chemical Business has fallen significantly behind that of 2001.

The over supply of agricultural products on the market has resulted in lower volumes and unit net back prices in relation to cost than
expected. This applies to approximately 50% of the volume for the Chemical Business. The other approximate 50% of the products produced by
the various plants that make up the Chemical Business are sold pursuant to long term contracts that provide for cost plus pricing. The
market conditions for agricultural nitrogen based chemical products produced by our Chemical Business primarily nitrogen products that are
not sold pursuant to long-term cost plus contracts have been disappointing thus far in 2002 and the outlook for the remainder of 2002
continues to be unfavorable for those products. We continue to plan to increase the production level to the permitted and practical capacity
levels to cover the fixed costs of the plants. The objective is to run the El Dorado, Arkansas and the Cherokee, Alabama plants at optimum
levels based on market conditions.

The Chemical plants are volume sensitive. The volumes through the first nine months have been below the break even point due in part to
supply and demand and due in part to the two unusual events that occurred during the
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period. These unusual events are the storm damage at the El Dorado, Arkansas plant and the revocation of Slurry's BATF license, both of
which are discussed above.

Nine months ended September 30, 2002 vs. Nine months ended September 30, 2001

Net Sales

Net sales for the nine-month period ended September 30, 2002 were $225.6 million compared to $261.4 million for the first nine months of
2001 or a decrease of $35.8 million. The decrease in sales resulted primarily from decreased sales in our Chemical Business of $29.5 million
resulting from (i) the elimination of sales of certain explosive products of approximately $16.7 million subsequent to the sale of all of
its explosive distribution centers to unrelated third parties in October 2001, (ii) lower sales prices due, primarily to lower cost of the
raw material feed stock which is passed through to the sales prices and an over supply of agricultural products within the market we serve
and (iii) the reduction in volume of industrial grade ammonium nitrate due to the business interruption at the El Dorado, Arkansas chemical
plant in April 2002 and the reduction in volume of explosive products sold by our subsidiary, Slurry Explosive Corporation ("Slurry"), due
to their license revocation as discussed in N ote 7 of Notes to Condensed Consolidated Financial Statements. The Climate Control Business
sales were lower by approximately $4.5 million resulting principally from the elimination of an unprofitable product line during the fourth
quarter of 2001.

Gross Profit

Gross profit was $37.1 million or 16.4% as a percentage of net sales for the nine months ended September 30, 2002, compared to $44.1 million
or 16.9% for the same period of 2001. This decrease in the gross profit percentage was the result of lower profit margins in the Chemical
Business due primarily to the effect of the business interruption at the El Dorado, Arkansas chemical plant which lasted approximately 50
days, a decrease in profit margins relating to agricultural products due, in part, to an over supply within our market and the significant
amount of lost sales and gross profit related to the reduction in volume of explosive products sold by Slurry. This decrease was partially
offset by improved profit margins in our Climate Control Business relating to the elimination of certain low-margin products during the
fourth quarter of 2001 and improved profit margins for the products retained.

Selling, General and Administrative Expenses

Selling, general and administrative ("SG&A") expenses were $35.9 million for the first nine months of 2002, compared to $36.8 million for
the same nine-month period of 2001. This decrease is primarily the result of the reduction of expenses relating to the elimination of
certain low-margin products in the Climate Control Business during the fourth quarter of 2001 offset, in part, by an increase in legal and
consulting fees incurred by Slurry and Company-wide increase in health insurance costs.

Gains on Sales of Property and Equipment

For the first nine months of 2001, we recognized gains on sales of property and equipment of $3.9 million (the amount for 2002 was minimal).
The gain in
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2001 included the sale of the Crystal City Plant site as discussed in Note 9 of Notes to Condensed Consolidated Financial Statements.

Gain on Extinguishment of Debt

As discussed in Note 8 of Notes to Condensed Consolidated Financial Statements, during the nine months ended September 30, 2001, ClimaChem
repurchased Senior Unsecured Notes having a face value of $4.7 million and recognized a gain of $2.6 million.

Benefit from Termination of Firm Purchase Commitments

As discussed in Note 10 of Notes to Condensed Consolidated Financial Statements, we had a gain of approximately $.3 million from the
termination of firm purchase commitments for the nine months ended September 30, 2002 compared to $2.3 million for the same period in 2001. 

Interest Expense

Interest expense was $6.8 million in the first nine months of 2002 compared to $11 million for the first nine months of 2001. The decrease
of $4.2 million primarily resulted from our lower interest rates, the decrease in borrowings from our revolving credit facilities, the
elimination of interest expense recognition on the Financing Agreement indebtedness, since that transaction for the repurchase of Senior
Unsecured Notes was accounted for as a voluntary debt restructuring during the second quarter of 2002, and the repurchase of Senior
Unsecured Notes during the third quarter of 2001. See Note 8 of Notes to Condensed Consolidated Financial Statements.

Income (Loss) before Provision for Income Taxes and Cumulative Effect of Accounting Change 

As a result of the items discussed above, we had a loss before provision for income taxes and cumulative effect of accounting change of $4.4
million in the first nine months of 2002 compared to income of $5.1 million in 2001. The Climate Control Business reported a substantial
increase in operating results for the nine-month period ended September 30, 2002 compared to the same period in 2001. The Chemical Business
reported a significant decline in operating results in the nine months ended September 30, 2002 as compared to the prior year due to selling
prices for agricultural products decreasing more than the cost of raw material feed stock, the business interruption losses incurred
relating to the storm damage and the losses resulting from the revocation of Slurry's license as discussed above.

Provision for Income Taxes

As a result of providing deferred tax asset valuation allowances related to our net operating loss carry-forwards as discussed in Note 2 of
Notes to Condensed Consolidated Financial Statements, the provision for income taxes relates only to current state income taxes for the nine
months ended September 30, 2002. For the same period in 2001, the provision for income taxes relates to current state income taxes and
federal alternative minimum taxes.
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Cumulative Effect of Accounting Change

Upon adoption of Statement No. 142, "Goodwill and Other Intangible Assets" on January 1, 2002, we recognized $860,000 of negative goodwill
as a cumulative effect of accounting change for the nine months ended September 30, 2002.

Three months ended September 30, 2002 vs. Three months ended September 30, 2001.

Net Sales

Net sales for the three-month period ended September 30, 2002 were $71.3 million compared to $76.8 million for the same period in 2001 or a
decrease of $5.4 million. The decrease in sales resulted primarily from decreased sales in our Chemical Business of $3.9 million resulting
from (i) the elimination of sales of certain explosive products subsequent to the sale of all of its explosive distribution centers to
unrelated third parties in October 2001, (ii) lower sales prices due, primarily to lower cost of the raw material feed stock which is passed
through to the sales prices and (iii) the reduction in volume of explosive products sold by Slurry, due to their license revocation as
discussed in Note 7 of Notes to Condensed Consolidated Financial Statements. This decrease in sales in the Chemical Business was partially
offset by an increase in volume of chemical products at the El Dorado chemical plant. The Climate Control Business sales were lower by
approximately $1.5 million due, in part, from the eliminati on of an unprofitable product line during the fourth quarter of 2001.

Gross Profit

Gross profit was $10.8 million or 15.2% as a percentage of net sales for the three months ended September 30, 2002, compared to $10.5
million or 13.7% for the three-month period ended September 30, 2001. The increase in the gross profit percentage was primarily the result
of improved profit margins in our Climate Control Business relating to the elimination of certain low-margin products during the fourth
quarter of 2001 and improved profit margins for the products retained. 

Selling, General and Administrative Expenses

Selling, general and administrative ("SG&A") expenses were $12.1 million and $12.4 million for the three-month periods ended September 30,
2002 and 2001, respectively. This decrease is primarily the result of the reduction of expenses relating to the elimination of certain low-
margin products in our Climate Control Business during the fourth quarter of 2001.

Gains (Losses) on Sales of Property and Equipment

For the three months ended September 30, 2001, we recognized gains on sales of property and equipment of $3.6 million. The gains in 2001
included the sale of the Crystal City Plant site as discussed in Note 9 of Notes to Condensed Consolidated Financial Statements.

Gain on Extinguishment of Debt

As discussed in Note 8 of Notes to Condensed Consolidated Financial Statements, during the three months ended September 30, 2001, ClimaChem
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repurchased Senior Unsecured Notes having a face value of $4.7 million and recognized a gain of $2.6 million.

Interest Expense

Interest expense was $1.6 million for the three months ended September 30, 2002 compared to $3.5 million for the three months ended
September 30, 2001. The decrease of $1.9 million primarily resulted from lower interest rates, the decrease in borrowings from revolving
credit facilities, the elimination of interest expense recognition on the Financing Agreement indebtedness, since that transaction for the
repurchase of Senior Unsecured Notes was accounted for as a voluntary debt restructuring during the second quarter of 2002, and the
repurchase of Senior Unsecured Notes during the third quarter of 2001. See Note 8 of Notes to Condensed Consolidated Financial Statements.

Income (Loss) before Provision for Income Taxes 

As a result of the items discussed above, we had a loss before provision for income taxes of $2.7 million for the three-month period ended
September 30, 2002 compared to income of $.7 million for the same period in 2001. 

Provision for Income Taxes

As a result of providing deferred tax asset valuation allowances related to our net operating loss carry-forwards as discussed in Note 2 of
Notes to Condensed Consolidated Financial Statements, the provision for income taxes relates to current state income taxes for the three-
month period ended September 30, 2002 (none for 2001).

LIQUIDITY AND CAPITAL RESOURCES

Cash flow from Operations

Historically, our primary cash needs have been for operating expenses, working capital and capital expenditures. We have financed our cash
requirements primarily through internally generated cash flow, borrowings under our revolving credit facilities, secured equipment financing
and the sale of assets. See additional discussion concerning cash flows from the Chemical and Climate Control Businesses in Source of Funds.

Net cash provided by operating activities for the nine months ended September 30, 2002 was $17.2 million resulting from operating cash flow



and reductions in current assets, primarily accounts receivable and inventories. The decrease in accounts receivable is due, in part, from
the decreased sales of explosive products by Slurry in the Chemical Business and a reduction in the number of days outstanding in the
Climate Control Business. The decrease in inventories relates primarily to agricultural products sold during the spring fertilizer season in
the Chemical Business and planned reductions in the Climate Control Business. The increase in accrued and other noncurrent liabilities is
due primarily to a prorata accrual for an annual lease payment due in December 2002. 

Cash Flow From Investing and Financing Activities

Net cash used in investing activities for the nine months ended September 30, 2002 included $9.8 million for capital expenditures
primarily for the benefit of the Chemical Business relating to the replacement of plant and
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equipment damaged by the storm at the El Dorado, Arkansas chemical plant and to modernize the Hallowell, Kansas plant and
enhance security. The change in noncurrent restricted cash held in escrow of $1.8 million relates to a cash collateral account
established pursuant to the terms of the new Senior Secured Notes dated May 24, 2002 described below. The decrease in other
assets results from the utilization of noncurrent prepaid supplies at the El Dorado, Arkansas chemical plant. 

Net cash used in financing activities included a net decrease in revolving debt of $6 million, payments on long-term and other debt
of $5.8 million offset by long-term borrowings of $2.6 million. See Note 8 of Notes to Condensed Consolidated Financial
Statements relating to the voluntary debt restructuring transaction.

Obligations and Commitments 

In the operation of business, we enter into contracts, leases and borrowing arrangements. In connection with a series of agreements with
Bayer Corporation ("Bayer") to supply nitric acid with a provision for pass through of production costs with certain performance obligations
on our part, a subsidiary of ClimaChem entered into a 10 year leveraged lease in June 1999 that requires minimum future net lease rentals of
approximately $61.7 million at September 30, 2002. The lease payments are includable costs in these agreements. These lease rentals are made
monthly with one annual payment each year representing a majority of the amount due for the year. Our ability to perform on this lease
commitment is contingent upon Bayer's performance under the related purchase agreement.

Our commitments and obligations as of September 30, 2002, are summarized in the following table. See discussion below in "Loan Agreements -
Terms and Conditions" and Note 8 of Notes to Condensed Consolidated Financial Statements.
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Due October 1 -
December 31, Due in the Year Ending December 31,

Type of Obligation (1)  Total  2002  2003  2004  2005  2006  Thereafter

 (in thousands)
Long-term debt:                     
   Working Capital Revolver 
    Loan (2) $ 30,799 $ 30,799 $ - -  $ - -  $ - -  $ - -  $ - -
   Senior Unsecured Notes due
    2007  18,300  - -   - -   - -   - -  - -  18,300
   Financing Agreement due 2005  35,000  -   -   -   35,000  -   -

   Accrued interest on Financing
    Agreement due 2005  17,130  939   3,726   3,736   8,729  -   -

   Other  22,601  2,008  7,234  3,236  1,649  1,140  7,334

Total long-term debt  123,830  33,746  10,960  6,972  45,378  1,140  25,634

Leveraged lease  61,684  5,310  7,666  13,001  2,250  8,175  25,282

Other operating leases  10,342  464  1,600  1,324  1,019  780  5,155

Purchase commitments  6,858  662  918  918  918  918  2,524

 $ 202,714 $ 40,182 $ 21,144 $ 22,215 $ 49,565 $ 11,013 $ 58,595

       

1. See our Form 10-K for the year ended December 31, 2001 for an expanded discussion on these arrangements. Also see Note 8 of Notes toCondensed Consolidated Financial Statements for a discussion of the repurchase of $52.3 million aggregate principal amount of
ClimaChem's Senior Unsecured Notes and the financing arrangement with certain lenders to fund this repurchase. 
 

2. The Working Capital Revolver Loan is not due by its terms until April 2005; the underlying agreement contains provisions e.g., "amaterial adverse change in operating results or financial condition", which are construed to be a subjective acceleration clause.
Therefore, the Loan is classified as due within one year at September 30, 2002 in the accompanying Condensed Consolidated Balance
Sheet.
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Source of Funds

We are a diversified holding company and, as a result, depend on credit agreements and our ability to obtain funds from our subsidiaries in
order to pay our debts and obligations.

Our wholly-owned subsidiary, ClimaChem through its subsidiaries, owns substantially all of our core businesses consisting of the Chemical
and Climate Control Businesses. ClimaChem and its subsidiaries depend on credit agreements with lenders and internally-generated cash flows
in order to fund their operations and pay their debts and obligations.

ClimaChem and its subsidiaries finance their working capital requirements through borrowings under a $50 million Working Capital Revolver
Loan.

The Working Capital Revolver agreement provides for borrowings based upon advances against accounts receivables and inventories at agreed to
advance rates. The accounts and inventories are pledged to secure the borrowings. The net borrowing ability at any one time is determined by
the unborrowed availability created by the underlying security. The net credit available for borrowings constitutes the principal source of
liquidity. At September 30, 2002, the net credit available for additional borrowings was $7.3 million. 

The ability to maintain an adequate amount of borrowing availability depends on the cash flow from operations, the investing activities and
required debt amortization.

The Climate Control Business consistently generates a significant positive cash flow. However, the Chemical Business operations have
resulted in a negative cash flow for the first nine months of 2002 and the Chemical Business' cash flow is projected to remain negative for
the remainder of 2002. 



The negative cash flow in the Chemical Business is a result of operating losses in the nitrogen producing plants in El Dorado, Arkansas and
Cherokee, Alabama, disruptions caused by the storm damage as previously discussed and the losses due to the revocation of Slurry's license
to produce its profitable high explosives at its Hallowell, Kansas facility also previously discussed. The operating losses in the
agricultural nitrogen business are due to low selling prices compared to the cost of the raw material feed stocks, natural gas and anhydrous
ammonia. The low selling prices were due primarily to an oversupply of agricultural nitrogen products of the kind we produce in the market.
Our ability to turn the operating results around are dependent upon changes in market conditions which are unpredictable at this time.

In September 2002, certain subsidiaries of the ClimaChem entered into a non-binding letter of intent to sell substantially all the assets of
Slurry and UTeC to an unrelated third party. Slurry and UTeC are principally in the packaged explosives business, which business is not
considered by the Company to be part of its core Chemical Business. The letter of intent provides for the sale to close in the fourth
quarter of 2002 for a purchase price for the assets of approximately $10.5 million, subject to adjustments. The sales proceeds will be used
to reduce debt of the Company. The sale is subject to several conditions, including consent by the Working Capital Revolver and
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Financing lenders, due diligence the buyer obtaining financing and a license to operate and negotiation of definitive agreements.

ClimaChem's December 2002 cash requirements include the semi-annual interest of $1.2 million on the outstanding Senior Unsecured Notes, the
quarterly interest of $.9 million on the Senior Secured Notes and an annual lease payment of $4.8 million. Although the volatility of the
Chemical Business is such that the projected results can fluctuate significantly, ClimaChem's cash flow projections indicate that there will
be sufficient liquidity to make these payments. However, the borrowing availability at December 31, 2002, will be significantly lower after
these payments are made.

The planned capital expenditures for the remainder of 2002 are approximately $1.5 million, but such capital expenditures are dependent upon
obtaining acceptable funding. As discussed in Note 7 of Notes to Condensed Consolidated Financial Statements, and below, the Discharge Water
program is not yet finally determined but is currently expected to require capital expenditures of approximately $3.6 million over the next
3 to 4 years, provided the Discharge Water permit is corrected, the city of El Dorado, Arkansas (the "City") builds its own discharge
pipeline to a nearby river and we are permitted to tie our pipeline into the City's pipeline. Discussions of the nature of the program and
means of securing financing are currently underway.

Loan Agreements - Terms and Conditions

ClimaChem and its subsidiaries are parties to a $50 million credit facility (the "Working Capital Revolver Loan"). Outstanding borrowings
under ClimaChem's Working Capital Revolver Loan were $30.8 million as of September 30, 2002. The Working Capital Revolver Loan, as amended,
requires ClimaChem to meet certain financial covenants on a quarterly and/or annual basis including the requirement to maintain earnings
before interest, taxes, depreciation, amortization and extraordinary gains ("EBITDA") for ClimaChem and its Climate Control Business on a
trailing twelve month basis of $18 million and $10 million, respectively, measured as of September 30, 2002 and $16 million (prior to the
amendment discussed below) and $10 million, respectively, measured as of December 31, 2002. ClimaChem and its Climate Control Business's
EBITDA for the twelve month period ended September 30, 2002 was in excess of the required amounts. ClimaChem's forecast for the fourth
quarter 2002 indicates that it probably will not maintain a trailing twelve month EBITDA of the $16 million required by the Working Capital
Revolver Loan agreement. 

At this point, ClimaChem's trailing twelve month EBITDA as defined, at December 31, 2002, is projected to be approximately $12 million. As a
result of the projected results, the Working Capital Revolver lenders, at ClimaChem's request, modified and reset the trailing twelve month
EBITDA covenant for the period ending December 31, 2002 consistent with the Company's forecast level.

The Financing Agreement, as discussed below, is cross-defaulted to the Working Capital Revolver Loan agreement and therefore the
modification of the EBITDA covenant by the Working Capital Revolver lenders was required to maintain compliance with the provisions of the
Financing Agreement. For fiscal quarters ending after December 31, 2002, the EBITDA requirement shall be determined based on ClimaChem's
forecasted financial statements, however, if ClimaChem and the provider of the Working Capital Revolver Loan can not
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reach an agreement, the EBITDA requirement shall not be less than $19 million. At this time, no proposal has been made or agreement reached
relative to 2003 EBITDA. Accordingly, it is presently uncertain whether ClimaChem will be able to achieve ultimately agreed upon EBITDA
levels required to remain in compliance with the Working Capital Revolver Loan. If the parties cannot agree to set the 2003 covenant(s) at
levels indicated by the Company's preliminary forecast for 2003, we will be unable to meet a $19 million trailing twelve month EBITDA
covenant for the first two quarters of 2003. The Working Capital Revolver Loan requires that ClimaChem's excess availability, as defined,
equal an amount not less than $.5 million. It also requires ClimaChem's excess availability, as defined, equal an amount not less than $1.5
million on the date of the periodic interest payments due on it's 10 3/4% Senior Unsecured Notes due 2007 and interest due on the Senior
Secured Loans due 2005. As of September 30, 2002, ClimaChem's excess availability under the Working Capital Revolver Loan was $7.3 million.
The effective interest rate under the Working Capital Revolver Loan was 6.75%.

In May 2002, our wholly owned subsidiary, ClimaChem, repurchased $52.3 million face value aggregate principal amount of its
Senior Unsecured Notes. The purchase price per $1,000 of aggregate principal amount of Senior Unsecured Notes was
approximately $575, resulting in an aggregate purchase price of approximately $30.1 million. As a result of the repurchase, the
balance of the aggregate principal amount of the Senior Unsecured Notes outstanding and in the hands of unrelated third parties is
approximately $18.3 million.

In order to fund the repurchase of the Senior Unsecured Notes, ClimaChem entered into a Financing Agreement with certain
lenders (the "Lenders"). Each Lender is an affiliate of the other Lenders. Pursuant to the terms of the Financing Agreement, the
Lenders loaned $35 million to ClimaChem (collectively, the "Loans"). The Loans mature on June 30, 2005, and bear interest at an
annual rate equal to 10 1/2% per annum, payable quarterly, and an additional interest rate of 5 1/2% which is payable either at
maturity or upon prepayment. The Lenders and affiliates of the Lenders owned the Senior Unsecured Notes which were
repurchased by ClimaChem.

The proceeds of the Loans were used to fund the repurchase of the Senior Unsecured Notes by ClimaChem from the Lenders and
certain affiliates of the Lenders, to pay the closing costs, fees and expenses incurred in connection with the Loans of approximately
$3.1 million and to fund a cash collateral account of approximately $1.8 million. The cash collateral will be available to
ClimaChem at the earlier of (i) the date the Loans are paid in full or (ii) November 23, 2003 so long as no default or event of
default is then continuing. Therefore the $1.8 million is classified as a noncurrent asset and is included in other assets at September
30, 2002. In connection with the closing of the Loans, the Lenders entered into an Intercreditor Agreement with ClimaChem's
Working Capital Revolver Loan lender. 

The Financing Agreement requires ClimaChem to maintain quarterly EBITDA, as defined, for ClimaChem and its Climate Control
Business on a trailing twelve-month basis of $18 million and $10 million, respectively, measured as of September 30, 2002, and
$16 million and $10 million, respectively, measured as of December 31, 2002. The agreement provides that all transaction costs
deducted from net earnings in the second quarter 2002, that are directly related to the transaction to repurchase the Notes and enter
into the Financing Agreement of approximately $3.2 million, are an add back to the second quarter 2002 EBITDA. ClimaChem's
forecast for the fourth quarter 2002 indicates that it probably will meet the minimum EBITDA financial covenant,
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as defined, for the trailing twelve months ending December 31, 2002. The Financing Agreement is cross-defaulted to the Working
Capital Revolver Loan agreement and therefore the modification of the EBITDA covenant by the Working Capital Revolver
lenders was required to maintain compliance with the provision of the Financial Agreement. For fiscal quarters ending after
December 31, 2002, the EBITDA requirement shall be determined based on ClimaChem's forecasted financial statements, however
if ClimaChem and the Lenders can not reach an agreement, the EBITDA requirement shall not be less than $19 million. At this
time, no proposal has been made or agreement reached relative to 2003 EBITDA. Accordingly, it is presently uncertain whether
ClimaChem will be able to achieve ultimately agreed upon EBITDA levels required to remain in compliance with the Financing
Agreement.  If the parties cannot agree to set the 2003 covenant(s) at levels indicated by the Company's preliminary forecast for 2003, we
will be unable to meet a $19 million trailing twelve month EBITDA covenant for the first two quarters of 2003. For fiscal quarters ending
after June 30, 2002 through March 31, 2003, if ClimaChem fails to maintain EBITDA as defined on a trailing twelve-month basis
of at least $15 million (a "Trigger Event"), then within 210 days of the end of such fiscal quarter, ClimaChem shall pay the Lenders
an amount equal to 33.3% of then outstanding principal of the Loans plus related accrued interest ($35.7 million at September 30,
2002). ClimaChem's forecast for the fourth quarter 2002 indicates that it probably will meet the minimum EBITDA financial
covenant, as defined, for the trailing twelve months ending December 31, 2002. However, if ClimaChem maintains the required
EBITDA on a trailing twelve-month basis as of the end of each of the two fiscal quarters immediately following the Trigger Event,
then within 210 days of such Trigger Event, ClimaChem shall pay the Lenders an amount equal to 10% of then outstanding
principal of the Loans plus related accrued interest. For trailing twelve month periods ending after Mar ch 31, 2003 if ClimaChem's
EBITDA is less than $17 million, the Trigger Event as discussed above will be effective.

The Financing Agreement also requires ClimaChem to achieve an annual fixed charge coverage ratio of at least 1 to 1 and limits
annual capital expenditures to $11.1 million measured quarterly on a trailing twelve-month basis. The Financing Agreement also
contains covenants that, among other things, limit ClimaChem's ability to: (i) incur additional indebtedness, (ii) incur liens, (iii)
provide certain guarantees (iv) engage in mergers, consolidations or other forms of recapitalization and (v) dispose of assets. The
Lenders may, upon an event of default as defined, terminate the Financing Agreement and demand the balance outstanding due and
payable in full. The Financing Agreement includes a prepayment fee equal to 2% of the principal amount paid should ClimaChem
elect to prepay any principal amount prior to May 24, 2003. This fee is reduced to 1% during the second twelve-month period and
to .5% during the third twelve-month period.

The Loans are secured by (a) a first lien on (i) certain real property and equipment located at the El Dorado, Arkansas
manufacturing facility (excluding the DSN Plant and other exceptions) (the "EDC Plant") (ii) certain real property and equipment
located at the Cherokee, Alabama manufacturing facility (the "Cherokee Plant") owned by a subsidiary of the Company that is not
a subsidiary of ClimaChem, (iii) certain real property located at the Hallowell, Kansas facility, (iv) all of the outstanding shares of
common stock in Universal Tech Corporation, (v) a cash collateral account of $1.8 million, and (b) a second lien on the assets upon
which ClimaChem's Working Capital Revolver lender has a first lien. The Loans are guaranteed by the Company and certain
subsidiaries of ClimaChem.
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In connection with the completion of the Financing Agreement, ClimaChem and our subsidiaries which are guarantors of
ClimaChem's Working Capital Revolver Loan entered into an amendment to the Working Capital Revolver Loan pursuant to which
we and certain of ClimaChem's subsidiaries pledged additional collateral to secure ClimaChem's obligations under the Working
Capital Revolver Loan. The additional collateral consisted of a second mortgage on the assets to which the Lenders were granted a
first lien. Also, the Working Capital Revolver Loan, as amended, modified the EBITDA requirements as discussed above. 

As required by the Lenders, as a condition precedent to the completion of the Loans and the transactions contemplated by the
Financing Agreement, ClimaChem granted to the Lenders warrants to purchase an aggregate 595,585 shares of our common stock
subject to certain anti-dilution adjustments. The exercise price of the warrants is $0.10 per share and contains a provision for
cashless exercise. The warrants have a 10-year exercise period beginning on May 24, 2002. The warrants provide for certain
demand registration rights and piggyback registration rights.

As a result of the debt restructuring, the carrying amount of long-term debt owed the Lenders as of September 30, 2002 is $52.1
million which includes $17.1 million interest due on the Loans through maturity. Of this, interest of $3.7 million is included in
current portion of long-term debt at September 30, 2002. 

ClimaChem is restricted as to the funds that it may transfer to LSB, the non-ClimaChem companies and certain ClimaChem
companies under the terms contained in the Financing Agreement and the Working Capital Revolver Loan. Under the terms
ClimaChem is permitted to distribute funds in the form of (a) advances, loans and investments, in an aggregate amount not to
exceed $2,000,000, at any time outstanding, and (b) distribute or pay in the form of dividends and other distributions an aggregate
amount not to exceed, during each fiscal year, 50% of ClimaChem's consolidated net income for such fiscal year (calculated after
deducting all other dividends and distributions made by ClimaChem to us during the fiscal year). This limitation will not prohibit
payment of amounts due under a Services Agreement, Management Agreement and a Tax Sharing Agreement. ClimaChem did not
declare and pay to the Company a dividend during the nine months ended September 30, 2002 and there were no management fees
due or paid pursuant to t he EBITDA formula in the Management Agreement. For the nine months ended September 30, 2002,
ClimaChem owed the Company approximately $4.0 million under the Tax Sharing Agreement.

Dividends

Due to the Company and ClimaChem's previous operating losses and limited borrowing ability under the credit facility then in



effect, we discontinued payment of cash dividends on Common Stock for periods subsequent to January 1, 1999, until the Board of
Directors determines otherwise. As of the date of this report, we have not paid the regular quarterly dividend of $.8125 on the
outstanding $3.25 Convertible Exchangeable Class C Preferred Stock Series 2 ("Series 2 Preferred") since June 15, 1999, resulting
in approximately $6.6 million in total accrued and unpaid dividends on the Series 2 Preferred. In addition, we did not declare and
pay the regular annual dividend of $12.00 on the Series B Preferred since 1999, resulting in $.7 million in accrued and
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unpaid dividends on the Series B Preferred. We do not anticipate having funds available to pay dividends on our stock for the
foreseeable future.

Contingencies

Discharge Water Permit for the El Dorado Plant 

The Chemical Business' El Dorado, Arkansas facility generates process water discharge consisting of cooling tower and boiler (the "El Dorado
Facility") blowdowns, contact storm water (rainfall inside the plant area which picks up contaminants), and miscellaneous spills and leaks
from process equipment. This process water has historically been collected and transported to a small pond for pH adjustment and then to a
large pond for biological oxidation. Primary contaminants are ammonia, nitrate and sulfate.

The process water discharge and storm water run off ("Discharge Water") are governed by a State permit renewed every five (5) years. The
current permit expired in 1995, and the State was preparing to issue the facility a new permit in early 1997, which included much more
stringent limits which the current treatment system could not meet. Negotiations were held with the Director of the State agency in March,
1997, and he agreed to a formal Consent Administrative Order ("CAO") in September, 1998, which CAO contained certain deadlines for the
completion of activities at the El Dorado Chemical Company ("EDC") plant site pending issuance of a new permit. The Arkansas Department of
Environmental Quality ("ADEQ") did not timely issue the permit and agreed to extend the CAO deadlines. In June 2002 a formal amendment to
the CAO, executed by ADEQ and EDC, became effective, which extended the compliance date until three (3) years after the effective date of
the renewal permit. The renewal permit has now been issued by the ADEQ, and it includes new, more restrictive permit limits which, based on
current information, EDC does not believe it would be able to comply with. However, counsel has advised us that he does not believe that the
permit as issued applies, or correctly applies, the applicable effluent guidelines for fertilizer facilities, resulting in permit effluent
restrictions which are far more restrictive than required by the guidelines and which would not be feasible for EDC to achieve. EDC also
believes that the permit, as issued, contains other material obligations which would not be feasible for EDC to implement. EDC has appealed
the permit to the Arkansas Pollution Control & Ecology Commission ("Commission") and the permit will not become effective until the appeal
to the Commission is resolved. EDC and ADEQ have agreed to suspend the appeal proceedings temporarily and to attempt to negotiate mutually
acceptable revisions to the permit. At the request of EDC, ADEQ has assigned a more experienced engineer to the project to facilitate the
negotiations. We believe that during these negotiations the permit will be revised to provide EDC certain credits for storm water. These
negotiations have resulted in a report to the appeal Hearing Officer that ADEQ plans to issue a new draft permit with less restrictive
effluent limitations.  As a result the appeal proceedings have been stayed pending further negotiations. At this time it is not possible to
predict the limits that will be included in the new permit, or what type of treatment will be required to comply with the new permit

limits.  Based on estimates and calculations made by EDC's engineering consultant, we believe that the new permit will require additional
expenditures, estimated to be approximately $3.6 million, which will be expended over a period of three to four years. If EDC is
unable to obtain appropriate modifications to the permit, either through negotiations, appeal to the Commission, or through court
proceedings, based on our current liquidity and information currently available to us, we do not believe that
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EDC will be able to comply with the terms of the permit or have the necessary liquidity to make all of the capital improvements
required to comply with the permit's terms. An inability to obtain satisfactory modifications to the permit could result in EDC
having either to substantially reduce the operations of the El Dorado Facility or to sell the El Dorado Facility, either of which could
have a material adverse effect on its financial condition and may result in the recognition of impairment of certain long-lived assets
and may result in an event of default in other material contracts.

The CAO recognizes the presence of nitrate contamination in the shallow groundwater, and requires EDC to undertake onsite
bioremediation. The bioremediation has not proven to be effective, and EDC is currently undertaking a comprehensive evaluation
of the shallow groundwater trends in contamination reduction and movement. The final remedy for shallow groundwater
contamination will be selected in the future. There are no known users of this shallow groundwater in the area, and preliminary risk
assessments have not identified any risk that would require additional remediation.

The CAO included a $183,700 penalty assessment of which $125,000 was satisfied over five years by expenditures of $25,000 per
year for discharge minimization activities. An additional $57,000 was satisfied by funding approved supplemental environmental
projects. The monetary civil penalty payment of $1,700 has been paid.

Draining of Equalization Pond at the El Dorado, Arkansas Plant

In September 2001, in response to a maintenance emergency and to prevent an uncontrolled release, the large equalization pond
located at the Chemical Business' El Dorado, Arkansas manufacturing facility was drained to accommodate repairs to an
underground discharge pipe. This event began when a weld break developed in the pond's pipe which allowed the release of water
to the permitted outfall. It was determined to allow water to be released through the valve into the permitted discharge to avoid
erosion of a levy, to permit monitoring and sampling of Discharged Water, and to direct the discharge to the permitted outfall. No
adverse environmental conditions were noted at the discharge, however, the sustained discharge was out of compliance with the
mass effluent limits contained in the permit. EDC's environmental compliance manager determined that proper procedure would be
to notify ADEQ in the month end report. The ADEQ disagreed and took the position that they should have been notified immediate
ly. In April 2002, EDC and the ADEQ entered into a Consent Administrative Order to settle any civil penalty claims relating to this
discharge event whereby EDC paid a $50,000 civil penalty to the ADEQ and will spend another $50,000 on supplemental
environmental projects. 

EDC and two EDC employees received letters dated April 4, 2002, from the United States Attorney's office in Fort Smith,



Arkansas indicating that a criminal charge could be brought against EDC and the two employees as a result of the draining of the
equalization pond. The letter further requests that the recipients, through counsel, contact the Assistant United States Attorney
("AUSA"). EDC has retained counsel and has arranged for counsel for the two employees. In discussions between such counsel and
the AUSA, the AUSA expressed satisfaction that EDC and the employees responded promptly to the letters, and indicated that he
desired a communication with EDC to ensure that EDC was adequately addressing its environmental obligations. In further
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discussions with the AUSA, the AUSA suggested that the Company and the individuals settle any claims by pleading to a
misdemeanor violation in connection with Discharge Water permit violations resulting from the release of Discharge Water from
the large equalization pond. EDC rejected the AUSA's suggestions. EDC is engaging in discussions with the AUSA in an attempt
to resolve the above concerns of the AUSA.

Other

As discussed in Note 7 of Notes to Condensed Consolidated Financial Statements, we have other contingencies that could impact
our operating results and/or liquidity in the event that we are unsuccessful in defending against the claimants. Although we do not
anticipate that these claims will result in substantial adverse impacts on our operating results and/or liquidity, it is not possible to
determine the outcome. The preceding sentence is a forward looking statement that involves a number of risks and uncertainties
that could cause actual results to differ materially. See Special Note Regarding Forward-Looking Statements.

Item 3. Quantitative and Qualitative Disclosure about Market Risk

General

Our results of operations and operating cash flows are impacted by changes in market interest rates and changes in market prices of
anhydrous ammonia and natural gas. Our Chemical Business buys substantial quantities of anhydrous ammonia and natural gas as
feed stocks for use in manufacturing processes generally at spot market prices. Periodically, the Chemical Business enters into
fixed-price natural gas contracts, however, there were no purchase commitments on these contracts at September 30, 2002.

Interest Rate Risk

Our interest rate risk exposure results from our debt portfolio which is impacted by short-term rates, primarily prime rate-based
borrowings from commercial banks, and long-term rates, primarily fixed-rate notes, some of which prohibit prepayment or require
substantial prepayment penalties.

Reference is made to our Form 10-K for the year ended December 31, 2001, for an expanded analysis of expected maturities of
long term debt and its weighted average interest rates. 

As of September 30, 2002, our variable rate and fixed rate debt, which aggregated $123.8 million, exceeded the debt's fair market
value by approximately $27.2 million ($34.1 million at December 31, 2001). The fair value of the Senior Unsecured Notes of one
of our subsidiaries was determined based on a market quotation for such securities.

Item 4. Controls and Procedures

Within 90 days prior to the date of this report, the Company's management, including our chief executive officer and chief financial
officer, carried out an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures to provide
reasonable assurance that a registrant is able to record, process, summarize and report the information required in the registrant's
quarterly and annual reports under the Securities Exchange Act of 1934. Based on this evaluation, our chief
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executive officer and chief financial officer believe that our disclosure controls and procedures are effective in timely alerting them to
material information required to be included in our periodic reports filed with the Securities and Exchange Commission. While they believe
our existing disclosure controls and procedures have been effective to accomplish these objectives, we intend to continue to examine, refine
and formalize our disclosure controls and procedures and to maintain ongoing developments in this area. In addition, we reviewed our
internal controls, and there have been no significant changes in our internal controls or in other factors that could significantly affect
those internal controls subsequent to the date we carried out our last evaluation.
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SPECIAL NOTE REGARDING
FORWARD-LOOKING STATEMENTS

Certain statements contained within this report may be deemed "Forward-Looking Statements" within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements in this report other
than statements of historical fact are Forward-Looking Statements that are subject to known and unknown risks, uncertainties and other
factors which could cause actual results and performance of the Company to differ materially from such statements. The words "believe",
"expect", "anticipate", "intend", "will", and similar expressions identify Forward-Looking Statements. Forward-Looking Statements contained
herein relate to, among other things,

 availability of net operating loss carryovers,

 amount to be spent relating to compliance with federal, state and local environmental laws atthe El Dorado Facility,

 the permit governing the Discharge Water will be corrected to comply with legal guidelines thatthe El Dorado Facility will be able to meet,

 El Dorado Chemical Company or its employees have criminal exposure in the equalization pondmatter,



 the anticipated consent order for Slurry will not have a material adverse effect on the
Company,

 liquidity and availability of funds,

 anticipated financial performance,

 ability to successfully negotiate agreeable terms on the Financing Agreement and Working
Capital Revolver Loan,

 adequate cash flows to meet our presently anticipated working capital requirements,

 adequate resources to meet our obligations as they come due,

 ability to make planned capital improvements,

 ability to obtain financing for discharge water disposal project,

 management does not anticipate that these contingent claims will result in substantial adverseimpact on our liquidity,

 there will be a relatively stable business environment for the Climate Control Business for theremainder of 2002,

 the Climate Control Business is expected to have positive results for the remainder of 2002,

 ability of UTeC to be successful relating to the manufacturing license recently received,

 ability to realize its net investment in the long-lived assets of Slurry and UTeC's assets,

 cash flow of the Chemical Business to remain negative for the balance of 2002,

 compliance with EBITDA financial covenants contained in our loan agreements,

 outlook for the remainder of 2002 for the Chemical Business continues to be unfavorable as toits agricultural products,

 plan to increase production levels at various plants in the Chemical Business,

 inability to pay dividends for the foreseeable future and

 maintain compliance with the covenants of our financing agreement and working capital revolvingcredit facilities, successfully execute management's plan for the remainder of 2002 and meet
our obligations as they come due.
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While we believe the expectations reflected in such Forward-Looking Statements are reasonable, we can give no assurance such
expectations will prove to have been correct. There are a variety of factors which could cause future outcomes to differ materially
from those described in this report, including, but not limited to,

 decline in general economic conditions, both domestic and foreign,

 material reduction in revenues,

 material increase in interest rates,

 ability to collect in a timely manner a material amount of receivables,

 increased competitive pressures,

 changes in federal, state and local laws and regulations, especially environmental regulations,or in interpretation of such, pending,

 additional releases (particularly air emissions) into the environment,

 material increases in equipment, maintenance, operating or labor costs not presently
anticipated,

 the requirement to use internally generated funds for purposes not presently anticipated,

 the cost for the purchase of anhydrous ammonia and natural gas,

 changes in competition,

the loss of any significant customer,



 

 changes in operating strategy or development plans,

 inability to fund the working capital and expansion of our businesses,

 adverse results in any of our pending litigation,

 inability to have the permit governing the Discharge Water corrected to comply with legal
guidelines that the El Dorado Facility will be able to meet,

 inability to obtain necessary raw materials and

 other factors described in "Management's Discussion and Analysis of Financial Condition andResults of Operation" contained in this report.

Given these uncertainties, all parties are cautioned not to place undue reliance on such Forward-looking Statements. We disclaim
any obligation to update any such factors or to publicly announce the results of any revisions to any of the Forward-Looking
Statements contained herein to reflect future events or developments.
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Independent Accountants' Review Report

The Board of Directors
LSB Industries, Inc.

We have reviewed the accompanying condensed consolidated balance sheet of LSB Industries, Inc. as of September 30, 2002, and the related
condensed consolidated statements of operations for the nine-month and three-month periods ended September 30, 2002 and 2001 and the
condensed consolidated statements of cash flows for the nine-month periods ended September 30, 2002 and 2001. These financial statements are
the responsibility of the Company's management.

We conducted our reviews in accordance with standards established by the American Institute of Certified Public Accountants. A review of
interim financial information consists principally of applying analytical procedures to financial data, and making inquiries of persons
responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with auditing
standards generally accepted in the United States, which will be performed for the full year with the objective of expressing an opinion
regarding the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to the accompanying condensed consolidated
financial statements referred to above for them to be in conformity with accounting principles generally accepted in the United States.

We have previously audited, in accordance with auditing standards generally accepted in the United States, the consolidated balance sheet of
LSB Industries, Inc. as of December 31, 2001, and the related consolidated statements of operations, stockholders' deficit and cash flows
for the year then ended (not presented herein); and in our report dated March 27, 2002, we expressed an unqualified opinion on those
consolidated financial statements. In our opinion, the information set forth in the accompanying condensed consolidated balance sheet as of
December 31, 2001, is fairly stated, in all material respects, in relation to the consolidated balance sheet from which it has been derived.

                                                                    ERNST & YOUNG LLP

Oklahoma City, Oklahoma

November 16, 2002  
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PART II
OTHER INFORMATION

Item 1. Legal Proceedings

There are no material legal proceedings pending against the Company and/or its subsidiaries not previously reported in Item 3 of the
Company's 10-K for the year ended December 31, 2001, or Item 1 of Part II of the Company's 10-Q for the quarters ended June 30, 2002 and
March 31, 2002, except as follows:

On September 30, 2002, Universal Tech Corporation ("UTeC"), a subsidiary of the Company, obtained from the BATF the license to manufacture
explosives at a manufacturing facility in Hallowell, Kansas.

Item 2. Changes in Securities

Not applicable

Item 3. Defaults upon Senior Securities

(b) Our Board of Directors did not declare and pay the September 15, 2002 dividends on our outstanding $3.25 Convertible Exchangeable Class
C Preferred Stock, Series 2 ("Series 2 Preferred"). Accrued and unpaid dividends on the Series 2 Preferred are cumulative. The amount of the
total arrearage of unpaid dividends on the outstanding Series 2 Preferred is approximately $6.6 million as of the date of this report. In
addition, we have decided not to recommend our Board of Directors approve the December 15, 2002 dividend payment on our outstanding Series 2
Preferred. If the December 15 dividend on the Series 2 Preferred is not paid, the amount of the total arrearage of unpaid dividends payable
on the outstanding Series 2 Preferred will be approximately $7.1 million and we have exceeded and will continue to exceed six quarters
without paying the quarterly dividend on the Series 2 Preferred. 

The terms of the $3.25 Convertible Exchangeable Class C Preferred Stock, Series 2 ("Series 2 Preferred") provide that whenever dividends on
the Series 2 Preferred are in arrears and unpaid in an amount equal to at least six quarterly dividends: (i) the number of members of our
Board of Directors shall be increased by two effective as of the time of election of such directors; (ii) we shall, upon the written request
of the record holder of 10% of the shares of Series 2 Preferred, call a special meeting of the Preferred Stockholders for the purpose of
electing such two additional directors; (iii) the Preferred Stockholders have the exclusive right to vote for and elect such two additional
directors; and (iv) the Preferred Stockholders right to elect two additional directors will terminate when all cumulative and unpaid
dividends on the Series 2 Preferred have been declared and set apart for payment. At the request of Jayhawk Capital Management, L.L.C.
("Jayhawk"), a special meeting of the holders of the Serie s 2 Preferred was called on February 26, 2002 for the purpose of electing the two
additional directors to our Board of Directors. The special meeting was held on March 11, 2002. 

The holders of the Series 2 Preferred have elected two members of our Board of Directors, Dr. Allen Ford and Mr. Grant Donovan,
as permitted pursuant to the terms of the Series 2 Preferred. The election of Dr. Ford and Mr. Donovan increased the number of
directors from 10 to 12.



Also our Board of Directors did not declare and pay the January 1 regular dividend on our Series B 12% Convertible, Cumulative
Preferred Stock ("Series
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B") since 1999. Dividends in arrears at September 30, 2002, related to the Series B amounted to approximately $.7 million.

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

Not applicable

Item 5. Other Information

Not applicable

Item 6. Exhibits and Reports on Form 8-K

(A)  Exhibits The Company has included the following exhibits in this report:

4.1 Third Amendment, dated as of November 18, 2002, to the Loan and Security Agreement dated as of April 13, 2001, as amended by the First
Amendment dated as of August 3, 2001 and the second Amendment dated as of May 24, 2002, by and among LSB Industries, Inc., ClimaChem, Inc.,
and certain subsidiaries of ClimaChem, Congress Financial Corporation (Southwest) and Foothill Capital Corporation.

10.1 Non-binding Letter of Intent to sale the business and assets of Slurry and UTeC, dated September 3, 2002, between Slurry and UTeC and
Wimase Limited and/or its nominee(s). CERTAIN INFORMATION WITHIN THIS EXHIBIT HAS BEEN OMITTED AS IT IS THE SUBJECT OF A REQUEST BY THE
COMPANY FOR CONFIDENTIAL TREATMENT BY THE SECURITIES AND EXCHANGE COMMISSION UNDER THE FREEDOM OF INFORMATION ACT.  THE OMITTED INFORMATION
HAS BEEN FILED SEPARATELY WITH THE SECRETARY OF THE SECURITIES AND EXCHANGE COMMISSION FOR PURPOSES OF SUCH REQUEST

15.1 Letter Re: Unaudited Interim Financial Information.

99.1 Certification of Jack E. Golsen, Chief Executive Officer, pursuant to 18 U.S.C. Section 1350.

99.2 Certification of Tony M. Shelby, Chief Financial Officer pursuant to 18 U.S.C. Section 1350.

(B)  Reports of Form 8-K The Company did not file any reports on Form 8-K during the quarter ended September 30, 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Company has caused the undersigned, duly authorized, to
sign this report on its behalf on this 19th day of November 2002.

 LSB INDUSTRIES, INC.

 By: /s/ Tony M. Shelby_____________

    Tony M. Shelby,

    Senior Vice President of Finance

    (Principal Financial Officer)

  

 By: /s/ Jim D. Jones________________

    Jim D. Jones

    Vice President, Controller and Treasurer

    (Principal Accounting Officer)
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CERTIFICATION

I, Jack E. Golsen, President and Chief Executive Officer, certify that:

1. I have reviewed this quarterly report on Form 10-Q of LSB Industries, Inc.; 
 

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this quarterly report; 
 

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report; 
 



4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a. designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this quarterly report is being prepared;
 

b. evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the
filing date of this quarterly report (the "Evaluation Date"); and
 

c. presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date; 
 

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant's auditors
and the audit committee of registrant's board of directors (or persons performing the equivalent function):

a. all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's
ability to record, process, summarize and report financial data and have identified for the registrant's auditors any
material weaknesses in internal controls; and 
 

b. any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal controls; and 
 

6. The registrant's other certifying officer and I have indicated in this quarterly report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: November 19, 2002                                                      \s\ Jack E. Golsen
                                                                                Jack E. Golsen
                                                                                President   
                                                                                (Principal Executive Officer)
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CERTIFICATION

I, Tony M. Shelby, Senior Vice President and Chief Financial Officer, certify that:

1. I have reviewed this quarterly report on Form 10-Q of LSB Industries, Inc.; 
 

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this quarterly report; 
 

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report; 
 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a. designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this quarterly report is being prepared; 
 

b. evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the
filing date of this quarterly report (the "Evaluation Date"); and
 

c. presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date; 
 



5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant's auditors
and the audit committee of registrant's board of directors (or persons performing the equivalent function):

a. all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's
ability to record, process, summarize and report financial data and have identified for the registrant's auditors any
material weaknesses in internal controls; and 
 

b. any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal controls; and 
 

6. The registrant's other certifying officer and I have indicated in this quarterly report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses. 
 

Date: November 19, 2002                                                 \s\ Tony M. Shelby 
                                                                            Tony M. Shelby
                                                                            Senior Vice President 
                                                                            (Principal Financial Officer)
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Exhibit 4.1

THIRD AMENDMENT
TO LOAN AND SECURITY AGREEMENT

THIRD AMENDMENT, dated as of November 18, 2002 (the "Amendment"), to the Loan and Security Agreement dated as of April 13, 2001, as amended by the First Amendment dated as of August 3, 2001
and the Second Amendment dated as of May 24, 2001 (the "Loan Agreement"), by and among (i) LSB INDUSTRIES, INC., a Delaware corporation (the "Parent"), CLIMACHEM, INC., an Oklahoma
corporation ("ClimaChem"), and each of the Subsidiaries of ClimaChem identified on the signature pages thereof (such Subsidiaries, together with ClimaChem, each a "Borrower", and collectively, the
"Borrowers"), (ii) the lenders identified on the signature pages thereof (each a "Lender" and collectively the "Lenders") and (iii) FOOTHILL CAPITAL CORPORATION, a California corporation, as the
arranger and administrative agent for the Lenders (the "Agent")

WHEREAS, the Borrowers have requested, and the Agent and the Lenders have agreed, to amend the Loan Agreement to modify the minimum EBITDA covenant, subject to the term and conditions of this
Amendment.

NOW THEREFORE, in consideration of the premises and other good and valuable consideration, the parties hereto hereby agree as follows:

1.   Definitions in Amendment. Any capitalized term used herein and not defined shall have the meaning assigned to it in the Loan Agreement.

2.  Minimum EBITDA. Section 7.20(a)(i) of the Loan Agreement is hereby amended in its entirety as follows: 

"(i) Minimum EBITDA. EBITDA, measured on a fiscal quarter-end basis, of not less than the required amount set forth in the following table for the applicable period set forth opposite thereto:

Applicable Amount Applicable Period
$18,000,000 For the 12 month period ending September 30, 2002
$14,000,000 (or, if ClimaChem does not
consummate the sale of Slurry by December 31,
2002, $12,000,000)

For the 12 month period ending December 31, 2002

Borrowers' EBITDA for the 12 month period ending each fiscal quarter after December 31, 2002 shall be determined based upon Borrowers' projected EBITDA for such period as set forth in the Projections
delivered to Agent in accordance with Section 6.3(c), which Projections are in form and substance acceptable to Agent; provided, that if Agent and Borrowers cannot agree on the EBITDA covenant number
based upon Borrowers' projected EBITDA, for purposes of this Section 7.20(a)(i), Borrowers' EBITDA for such 12 month period shall be determined by Agent in its Permitted Discretion and shall not be less
than $19,000,000."

3.  Conditions. The effectiveness of this Amendment is subject to the fulfillment, in a manner satisfactory to the Agent, of each of the following conditions precedent (the first date upon which all such conditions
shall have been satisfied being herein called the "Third Amendment Effective Date"):

a. Representations and Warranties; No Event of Default. The representations and warranties contained herein, in Section 5 of the Loan Agreement and in each other Loan Document and
certificate or other writing delivered to the Agent or any Lender pursuant hereto on or prior to the Third Amendment Effective Date shall be correct in all material respects on and as of the
Third Amendment Effective Date as though made on and as of such date, except to the extent that such representations and warranties (or any schedules related thereto) expressly relate solely
to an earlier date (in which case such representations and warranties shall be true and correct in all material respects on and as of such date); and no Default or Event of Default shall have
occurred and be continuing on the Third Amendment Effective Date or would result from this Amendment becoming effective in accordance with its terms.

b. Delivery of Documents. The Agent shall have received on or before the Third Amendment Effective Date the following, each in form and substance satisfactory to the Agent and, unless
indicated otherwise, dated the Third Amendment Effective Date:

i. counterparts of this Amendment which bear the signatures of each Borrower, Agent and each Lender; and

ii. such other agreements, instruments, approvals, opinions and other documents as the Agent may reasonably request from the Borrowers.

c. Amendment Fee. The Borrowers shall have paid to the Agent, for the benefit of the Lenders, in immediately available funds, a fully earned and nonrefundable amendment fee equal to $5,000,
the payment of which shall be effected by Agent charging such fee to Borrowers' Loan Account.

d. Proceedings. All proceedings in connection with the transactions contemplated by this Amendment, and all documents incidental thereto, shall be satisfactory to the Agent and its special
counsel, and the Agent and such special counsel shall have received from the Borrowers all such information and such counterpart originals or certified copies of documents, and such other
agreements, instruments, approvals, opinions and other documents, as the Agent or such special counsel may reasonably request.

4.  Representations and Warranties. Each Borrower hereby represents and warrants to the Agent and the Lenders as follows:

a. Representations and Warranties; No Event of Default. The representations and warranties herein, in Section 5 of the Loan Agreement and in each other Loan Document and certificate or other
writing delivered to the Agent or any Lender pursuant hereto on or prior to the Amendment Effective Date are correct in all material respects on and as of the Third Amendment Effective
Date as though made on and as of such date, except to the extent that such representations and warranties (or any schedules related thereto) expressly relate solely to an earlier date (in which
case such representations and warranties are true and correct in all material respects on and as of such date); and no Default or Event of Default has occurred and is continuing on the Third
Amendment Effective Date or would result from this Amendment becoming effective in accordance with its terms.

b. Organization, Good Standing, Etc. Each Borrower (i) is a corporation duly organized, validly existing and in good standing under the laws of the state of its organization, (ii) has all requisite
power and authority to execute, deliver and perform this Amendment and the other Loan Documents to which it is a party being executed in connection with this Amendment, and to perform
the Loan Agreement, as amended hereby, and (iii) is duly qualified to do business and is in good standing in each jurisdiction in which the character of the properties owned or leased by it or
in which the transaction of its business makes such qualification necessary except where the failure to be so qualified reasonably could not be expected to have a Material Adverse Change.

c. Authorization, Etc. The execution, delivery and performance by each Borrower of this Amendment, and the performance by each Borrower of the Loan Agreement, as amended hereby,
(i) have been duly authorized by all necessary action on the part of such Borrower, (ii) do not and will not contravene such Borrower's charter or by-laws, any applicable law or any material
contractual restriction binding on or otherwise affecting it or any of its properties, (iii) do not and will not result in or require the creation of any Lien (other than pursuant to any Loan
Document) upon or with respect to any of its properties, and (iv) do not and will not result in any suspension, revocation, impairment, forfeiture or nonrenewal of any permit, license,
authorization or approval applicable to its operations or any of its properties.

5.  Miscellaneous.

a. Continued Effectiveness of the Loan Agreement. Except as otherwise expressly provided herein, the Loan Agreement and the other Loan Documents are, and shall continue to be, in full force
and effect and are hereby ratified and confirmed in all respects, except that on and after the Third Amendment Effective Date (i) all references in the Loan Agreement to "this Agreement",
"hereto", "hereof", "hereunder" or words of like import referring to the Loan Agreement shall mean the Loan Agreement as amended by this Amendment, and (ii) all references in the other
Loan Documents to which any Borrower is a party to the "Loan Agreement", "thereto", "thereof", "thereunder" or words of like import referring to the Loan Agreement shall mean the Loan
Agreement as amended by this Amendment. Except as expressly provided herein, the execution, delivery and effectiveness of this Amendment shall not operate as an amendment of any right,
power or remedy of the Lender un der the Loan Agreement or any other Loan Document, nor constitute an amendment of any provision of the Loan Agreement or any other Loan Document.

b. Counterparts. This Amendment may be executed in any number of counterparts and by different parties hereto in separate counterparts, each of which shall be deemed to be an original, but
all of which taken together shall constitute one and the same agreement.

c. Headings. Section headings herein are included for convenience of reference only and shall not constitute a part of this Amendment for any other purpose.

d. Governing Law. This Amendment shall be governed by, and construed in accordance with, the law of the State of New York.

e. Costs and Expenses. The Borrowers jointly and severally agree to pay on demand all reasonable fees, costs and expenses of the Agent and each Lender in connection with the preparation,
execution and delivery of this Amendment and the other related agreements, instruments and documents.

f. Amendment as Loan Document. Each Borrower hereby acknowledges and agrees that this Amendment constitutes a "Loan Document" under the Loan Agreement. Accordingly, it shall be an
Event of Default under the Loan Agreement (i) if any representation or warranty made by a Borrower under or in connection with this Amendment shall have been untrue, false or misleading
in any material respect when made or (ii) if Borrowers fail to perform, keep, or observe any term, provision, condition, covenant, or agreement contained in this Amendment.



g. Waiver of Jury Trial. EACH BORROWER, THE AGENT AND THE LENDERS HEREBY IRREVOCABLY WAIVE THEIR RESPECTIVE RIGHTS TO A JURY TRIAL OF ANY
CLAIM OR CAUSE OF ACTION BASED UPON OR ARISING OUT OF THIS AMENDMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED HEREIN, INCLUDING
CONTRACT CLAIMS, TORT CLAIMS, BREACH OF DUTY CLAIMS, AND ALL OTHER COMMON LAW OR STATUTORY CLAIMS.

IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be executed and delivered as of the date first above written.

                                                                                                                        Borrowers:

                                                                                                                        CLIMACHEM, INC.,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        CLIMATE MASTER, INC.,
                                                                                                                        a Delaware corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        CLIMATECRAFT, INC.,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        CLIMACOOL, CORP.,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        INTERNATIONAL ENVIRONMENTAL CORPORATION,
                                                                                                                         an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                       Title: Vice President

                                                                                                                        ACP INTERNATIONAL, LIMITED,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        KOAX CORP., an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        LSB CHEMICAL CORP.,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        THE ENVIRONMENTAL GROUP, INC.,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        EL DORADO CHEMICAL COMPANY,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        SLURRY EXPLOSIVE CORPORATION,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        TRISON CONSTRUCTION, INC.,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        UNIVERSAL TECH CORPORATION,
                                                                                                                        an Oklahoma corporation

                                                                                                                        By: Tony M. Shelby
                                                                                                                        Title: Vice President

                                                                                                                        Agent and Lender:
                                                                                                                        FOOTHILL CAPITAL CORPORATION,
                                                                                                                        a California corporation

                                                                                                                        By: Douglas Tindle
                                                                                                                        Title: Vice President

                                                                                                                        Lender:

                                                                                                                        CONGRESS FINANCIAL CORPORATION (SOUTHWEST),
                                                                                                                        a Texas corporation



                                                                                                                        By: Mark Galovic Jr.
                                                                                                                        Title: Vice President



Exhibit 10.1

WIMASE LIMITED*

September 3, 2002

STRICTLY CONFIDENTIAL 

Mr. Jack Golsen, Chairman
LSB Industries Inc.

Oklahoma City, OK

Dear Sir:

Re: Sale of the Business and Assets of Slurry Explosive Corporation ("SEC") and Universal Tech Corporation ("UTEC"), SEC being a wholly-
owned subsidiary of El Dorado Chemical Company ("EDC"), UTEC being a wholly-owned subsidiary of LSB Chemical Corp. ("LSBCC"), each EDC and
LSBCC being wholly-owned subsidiaries of LSB Industries Inc. ("LSB").

This non-binding letter of intent ("Letter of Intent") sets forth the terms and conditions which are to form the basis for development of a
binding written agreement between the parties relating to the purchase of the name, business and assets of SEC and UTEC and the assignment
of certain obligations of SEC. SEC and UTEC (collectively, the "Sellers") are prepared to sell to Wimase Limited and/or its nominee(s)
(collectively, the "Buyer") certain of the assets of the Sellers and SEC is prepared to assign to the Buyer an equipment lease with U.S.
Bancorp Equipment Finance Inc. ("US Bancorp"), subject to and in accordance with the terms and conditions set forth in this Letter of Intent
(the "Transaction"): 

1.  Sale of Assets: Sellers shall sell, assign, transfer and convey effective as of the Closing Date (as hereinafter defined) and Buyer
agrees to purchase as of the Closing Date all of Sellers' right, title and interest in and to those assets associated with the Business (as
hereinafter defined) (the "Assets").

2.  Assignment of Obligations: SEC and US Bancorp are parties to an Equipment Lease dated September 13, 2001, a copy of which is attached
hereto as Schedule "A" to this Letter of Intent (the "Lease"). Subject to the consent of US Bancorp to release SEC as an obligor under the
Lease, SEC shall transfer, convey and assign effective as of the Closing Date, and the Buyer shall accept and assume the contractual
obligations of SEC pursuant to the Lease (the "Assumed Obligation"). If SEC is not released from the Lease, then Buyer will assume SEC's
rights and obligations under the Lease, but SEC will retain subrogation rights with respect to the equipment which is subject to the Lease
until the Lease is fully paid by Buyer.

References herein to the Assets and the Assumed Obligation are hereinafter referred to as the "Acquired Business".

3.  Closing Date: The date for closing (the "Closing") of the sale, transfer and assignment of the Assets and transfer and assignment of the
Assumed Obligation shall be ten (10) days following the satisfaction or waiver of all conditions to Closing set forth herein and in the
Purchase Agreement (as hereinafter defined), or such other date as the parties may mutually agree in  writing, but not later than October
30, 2002 (such date for the Closing being called the "Closing Date").

* INFORMATION IN THIS DOCUMENT HAS BEEN OMITTED FROM THIS PUBLIC FILING PURSUANT TO A REQUEST BY THE COMPANY FOR CONFIDENTIAL TREATMENT BY
THE SECURITIES AND EXCHANGE COMMISSION.  THE OMITTED INFORMATION HAS BEEN FILED SEPARATELY WITH THE SECRETARY OF THE SECURITIES AND EXCHANGE
COMMISSION FOR PURPOSES OF SUCH REQUEST.

4.  Purchase Price: In consideration of the transfer, sale and assignment by Sellers to the Buyer of the Acquired Business, Buyer shall pay
to Sellers, at Closing, the sum of U.S. $10,625,000 (the "Purchase Price"), subject to the adjustments in 5(a) and (b) described below, of
which U.S. $10,200,000, subject to such adjustments, shall be paid by wire transfer in immediately available funds to an account to be
designated by Sellers or by bank draft and the balance of an estimated U.S. $425,000 shall be paid through the assignment of the Assumed
Obligation. The Purchase Price payable by the Buyer is comprised of the following:

     (a)  $7,000,000 for the businesses, names, fixed assets and intellectual property comprising the Assets;

    (b). The actual recorded costs of useable/saleable inventory comprising the Assets based upon the actual inventory on hand as of the
Closing Date, valued at Sellers' actual recorded cost. The estimated value of such inventory is approximately $1,700,000; 

    (c)  The actual amount of accounts receivable comprising the Assets. The estimated amount of such accounts receivable is approximately
$1,500,000; and

    (d)  The actual amount of the unpaid balance for the Assumed Obligation, estimated at approximately $425,000. (Note: This estimate will
be adjusted to the actual unpaid balance of the Assumed Obligations as of the Closing Date.) 

5.  Purchase Price Adjustments:

    (a) Buyer shall use commercially reasonable efforts/prudent business practices to collect all accounts receivable comprising the Assets,
not including the retaining of a lawyer or collection agency or the commencement of legal proceedings. In the event that any of such
accounts receivable are not collected within 90 days from the Closing Date, then Buyer shall assign such accounts receivable to Sellers and
the Purchase Price shall be reduced accordingly, dollar for dollar, and Buyer shall have recourse to the Escrow Funds (as hereinafter
defined) for the amount of such accounts receivable so transferred and assigned to Sellers.

    (b) Sellers and Buyer will, on or before the Closing Date, examine all inventory of Sellers and mutually agree on the physical inventory
count after eliminating any and all inventory which is obsolete, beyond its recommended "shelf" life, or could not reasonably be used by
Buyer in the manufacture of explosive products or sold by Buyer within a reasonable time period following Closing (the "Unusable
Inventory"). The Purchase Price shall be adjusted on Closing to reflect the actual cost of all inventory (excluding Unusable Inventory) and
Buyer will cooperate with Sellers to arrange for storage and disposal of any Unusable Inventory so as to minimize the cost of such storage
or disposal to Sellers. If the amount of Unusable Inventory, as determined by Buyer, is unreasonably high in Sellers' opinion, Sellers may
decline to proceed to Closing. If the total value of the useable/saleable inventory is unreasonably high, in Buyer's opinion, Buyer may
decline to proceed to Closi ng and shall have no obligation to complete the Transaction.

6. Escrow Funds: An escrow in support of the Purchase Price adjustments will be included in the definitive purchase and sale agreement
("Purchase Agreement") with the amount and duration of such escrow to be mutually agreed upon following completion of due diligence;
provided however, such escrow amount shall not exceed 20% of the accounts receivable forming the Assets as of the Closing Date.

7. Agreements: In order to more fully describe and provide for the Transaction, Buyer and Sellers shall negotiate, execute and deliver a
mutually acceptable Purchase Agreement ("Purchase Agreement") containing the terms and conditions herein and other terms and conditions that
are customary in transactions for the purchase and sale of assets, and the purchase and sale shall be subject to and include the following
terms and conditions: 

    (a) Each of the parties will grant to the other party other representations, warranties and indemnities which are typical in an asset
sale transaction, as described above and Sellers shall indemnify Buyer against any claim, cost, expense, loss, or damage arising as a result
of any inaccuracy in or breach of any of such representations and warranties which is notified by Buyer to Sellers by December 31, 2003 with
a negotiated materiality qualification; 

    (b) Promptly upon completion and, in any event, not later than the 45th day following the Closing Date, Sellers shall deliver to Buyer
unaudited financial statements for the period following the last reported financial period covered by financial statements provided to Buyer
pursuant to paragraph 9(j) hereof, to and including the Closing Date in respect of the Acquired Business; 

    (c) Sellers shall enter into a non-competition agreement which provides that, for a period of three (3) years from the Closing Date,
neither the Sellers nor any of their related or affiliated companies will, without the prior written consent of Buyer, either directly or
indirectly, engage or invest in any non-public company, own, manage, operate, finance or control in any manner including, without
limitation, as a shareholder, owner, partner, member, manager, independent contractor, consultant, or advisor, any business, organization,
partnership, joint venture or enterprise which competes with the Business. As used herein, the term Business means (i) the manufacturing,
storage or distribution of packaged explosives products and related accessory products in the geographical area in which Sellers sold or
distributed such products in the three (3) years prior to Closing, (ii) the provision of blasting and explosives related services in the
geographical area in which Sellers provided such se rvices in the three (3) years prior to Closing, and (iii) the sale and re-distribution
of Low Density Ammonium Nitrate from Seller's Hallowell, Kansas and Pryor, Oklahoma sites. The geographical area of such non-competition



agreement shall be those geographic areas which Sellers conducted the Business and/or sold their products in the three years prior to
Closing. The non-competition agreement will not apply to entities with whom any LSB affiliated entity may merge, or to any entities that may
purchase any LSB affiliated entity, provided that such merger partner or purchaser shall have been in the Business prior to such
transaction; and

    (d) Sellers shall have entered into an escrow agreement relating to the Escrow Funds on such terms and conditions as may be acceptable
to Buyer acting reasonably.

The parties agree that they shall each exercise all commercially reasonable efforts to complete and agree to the terms of the Purchase
Agreement on or before October 4, 2002.

8.  Due Diligence and ATF: Subject to the Confidentiality Agreement dated May 15, 2002 between the parties hereto and paragraph 12 hereof,
Buyer's representatives identified in Section 12 hereof shall be given reasonable access, at Sellers' premises and during Sellers' normal
business hours at any time up to Closing, to review Sellers' files and documents and shall be given access to the following employees of
Sellers: Bill Manion, Paul Keeling, Oldrich Machaeck, Clive Whiteside and Bob LeBlanc. Sellers will provide to Buyer relevant information as
requested pertaining in any way to the Assets, the Business, or the Acquired Business. Buyer and Sellers shall mutually agree as to the
manner and timing of any disclosures or applications for permits or licenses to the ATF or other regulatory authorities. To the extent
Sellers' involvement in this cooperation and coordination delays Buyer's receipt of the permits or licenses necessary to operate the
Business as it historically operated, the Closing Date shall be extended accordingly.

9.  Buyer's Conditions: The completion of the Transaction by Buyer shall be subject to the satisfaction of the following conditions
precedent on or before the earlier of the respective dates specified below and the Closing Date: 

    (a) Buyer shall assign the necessary resources to have expeditiously completed and be satisfied with the results of its due diligence in
connection with the Acquired Business promptly after execution of this Letter of Intent;

    (b) Without limiting the generality of (a), Buyer shall have completed such environmental studies and investigations as Buyer deems
necessary, and these studies and investigations will have shown that the environmental conditions affecting any of the Assets of the
Acquired Business shall be acceptable to Buyer, at Buyer's sole discretion. Buyer shall obtain prior written approval from Sellers as to the
scope and timing of any environmental testing. If Sellers do not approve any proposed environmental testing, then Buyer may decline to close
the Transaction.

    (c) EDC shall have entered into agreements satisfactory to Buyer as follows:

            (i)     ***   [Redacted text.]

            (ii)    ***   [Redacted text.]

            (iii)   ***   [Redacted text.]  ;and

*** INDICATES INFORMATION IN THIS DOCUMENT WHICH HAS BEEN OMITTED FROM THIS PUBLIC FILING PURSUANT TO A REQUEST BY THE COMPANY FOR
CONFIDENTIAL TREATMENT BY THE SECURITIES AND EXCHANGE COMMISSION.  THE OMITTED INFORMATION HAS BEEN FILED SEPARATELY WITH THE SECRETARY OF
THE SECURITIES AND EXCHANGE COMMISSION FOR PURPOSES OF SUCH REQUEST.

           (iv)    With respect to technical services presently provided to EDC by UTEC, EDC shall agree to continue to purchase technical
services from UTEC, but only on an as-needed and competitive basis.

     (d)  No material adverse change from the date of this Letter of Intent in the Assets, Assumed Obligation, the Business, or the
operations or financial condition of Sellers (or either of them individually) until the Closing Date;

     (e) All necessary regulatory and third-party (non-affiliates or entities with no business relationship with Buyer) consents and
approvals required to be obtained in order to operate the Assets and conduct the Business as historically conducted shall have been obtained
prior to Closing;

     (f) Approval by the boards of directors or membership committees of Buyer and its members, affiliates or shareholders; 

      (g) Approval by Buyer's financial adviser and/or third party lender;

     (h) Prior to Closing, Sellers will have arranged to transfer and deliver title to all material Assets necessary to conduct the Business
as historically conducted, free and clear of any liens, encumbrances, and taxes except for those Assets which are encumbered under the
Assumed Obligation; 

     (i) Each of the representations and warranties made in the Purchase Agreement by Sellers in favor of Buyer shall be accurate at Closing
in all material respects; 

    (j) Sellers shall provide to Buyer internally prepared, monthly unaudited financial statements in respect of the Acquired Business
promptly upon completion and, in any event, not later than the 15th of the month following the month reported in such financial statements; 

    (k) Satisfactory completion of those matters set out in paragraph 7 hereof; and

    (l) Sellers' reasonable cooperation with Buyer's due diligence activities and provision to Buyer of sufficient access to information to
enable Buyer to complete such due diligence as is customary in transactions of the nature contemplated hereby. 

The conditions in this paragraph 9 are for the sole benefit of Buyer and may be waived by the Buyer in writing in whole or in part at any
time on or before the Closing Date. If each of such condition is not satisfied or waived in writing by Buyer as aforesaid, then the Purchase
Agreement shall be of no force or effect, and Sellers and Buyer shall be released from all obligations under the Purchase Agreement or
relating to the Transaction other than those in paragraph 11(c) and 12 hereof.

10.  Sellers' Conditions: The completion of the Transaction by Sellers shall be subject to the satisfaction of the following conditions on
or before the earlier of the respective date specified below and the Closing Date: 

    (a) All necessary regulatory and third party consents required to be obtained prior to Closing shall have been obtained; 

    (b) Buyer and EDC shall negotiate, execute and deliver as of the Closing Date, definite agreement(s) for the purchase of Buyer's
requirements for LDAN, ANS, and high density ammonium nitrate, at prices calculated on the same basis as provided in paragraph 9(c)(i) and
(ii) above; 

    (c) Approval by the boards of directors or membership committees of Sellers; 

    (d) Approval by Sellers' lenders ;

    (e) Satisfactory completion of those matters that by their nature can be satisfied by the Closing Date, as set out in paragraph 7
hereof; and

    (f) The Closing Date shall occur on or before October 31, 2002.

The conditions in this paragraph 10 are for the sole benefit of Sellers and may be waived by Sellers in writing in whole or in part at any
time on or before the Closing Date. If each of such conditions is not satisfied or waived in writing by the Sellers as aforesaid, then the
Purchase Agreement shall be of no force or effect, and the Sellers and the Buyer shall be released from all obligations under the Purchase
Agreement or relating to the Transaction except those in paragraph 11(c) and 12 hereof.

11.  Employees; Sellers' Transitional Assistance

    (a) Subject to the Confidentiality Agreement, dated May 15, 2002, between the parties hereto and paragraph 12 hereof, Buyer will
evaluate each of the employees of the Sellers prior to Closing, and will offer employment to such employees that the Buyer decides to hire
based on such evaluation. After the Purchase Agreement is executed, Sellers shall provide the Buyer all cooperation, assistance and
information which the Buyer shall reasonably require or request for the purposes of completing such evaluation of employees of Sellers prior
to Closing. If at any time after the Closing Date, Buyer terminates the employment of any of the employees who accept an offer of employment
by the Buyer, Buyer shall be solely responsible for all severance costs and expenses arising as a result thereof, based upon the number of
years of employment of such individuals with Buyer, Sellers and all predecessor corporations, to the same extent as Sellers would have been
legally or contractually o bligated, or would have provided in a manner consistent with past practice by EDC (so long as Buyer is made aware



of and agrees with such past practice), for such costs and expenses had Sellers terminated the employment of those employees. Buyer shall,
in respect of all employees terminated by the Buyer after Closing, indemnify and hold harmless Sellers from and against all claims, damages,
costs and expenses relating to severance, notice, pay in lieu of notice, wrongful dismissal or breach of employment contract. Sellers shall
be solely responsible for and shall indemnify Buyer against any claims, damages, costs and expenses relating to employment, severance,
notice, pay in lieu of notice, wrongful dismissal or breach of employment contract for any employee who is not offered employment by the
Buyer or that fails to accept an offer of employment of Buyer prior to the Closing Date.

    (b) At the option of Buyer, Sellers shall provide transitional accounting and administrative services for a period of 90 days following
the Closing Date and in consideration thereof, Buyer shall pay for all actual costs of Sellers in connection with the provision of such
services.

    (c) If Buyer elects not to proceed to Closing and the Transaction does not close, then for a period of two (2) years commencing on the
date such decision not to proceed to Closing is taken by Buyer, neither Buyer nor any person or entity affiliated with Buyer may hire,
retain, or consult with any person who is an employee of Sellers as of the date of this Letter of Intent.

12.  Disclosure 

    (a) Unless and until the Transaction has been completed, except with the prior written consent of the other party, each of the parties
hereto and their respective employees, officers, directors, shareholders, agents, advisors and other representatives will hold all
information received from the other party in strictest confidence, except such information and documents available to the public or as are
required to be disclosed by applicable law, in which case the parties shall consult and agree, acting reasonably, on the content of any
disclosure. Notwithstanding the foregoing, Buyer may disclose such information , on a need to know basis to the following representatives of
Buyer: David Taylor, Gerald Diamond, David Chaffe and Buyer's legal counsel, tax and financial advisors, subject to advising each of the
parties to whom it makes such disclosure of the non-disclosure restrictions herein, obtaining their undertakings to comply with same, and
indemnifying the Sellers again st any damage to the Sellers or its business arising from any breach of such undertakings. Further, the fact
of the execution of this Letter of Intent and negotiation and discussions pertaining to the purchase and sale of the Assets shall be kept
confidential by the parties, unless disclosure is required by law.

    (b) All such information, documents, materials and reports in whatever form (whether digital, electronic or paper or other) shall be
forthwith returned to the party originally delivering them, including all copies made thereof, in the event that the Transaction is not
completed.

    (c) The terms of the Confidentiality Agreement dated May 15, 2002, between the Buyer and the Sellers are incorporated herein and shall
continue notwithstanding any termination of this Letter of Intent. These paragraphs 11(c) and 12 shall remain effective notwithstanding any
termination of this Letter of Intent.

    (d) Sellers make no representations or warranties as to the accuracy of any materials or information provided to Buyer except for such
representations and warranties as may be provided in any Purchase Agreement.

13.  Governing Law: The Purchase Agreement and related definitive agreements, if entered into, will be construed in all respects under and
be subject to the laws of the State of Delaware.

14.  Time: Time will be of the essence of the Purchase Agreement.

15.  Exclusivity. From the execution of this Letter of Intent until the Closing Date, Sellers shall not negotiate with any third party the
sale or potential sale of the Assets or the Business. 

This Letter of Intent is not and will not be an agreement, nor is it or will it be binding in any way upon either party, except for the
rights and obligations contained in paragraphs 11(c), 12 and 15. Except paragraphs 11(c) , 12 and 15, there will be no binding agreement
until a formal agreement in writing has been prepared by the Buyer's legal counsel and duly executed by each of the parties. Please confirm
our mutual, non-binding (with the exception of paragraphs 11(c) , 12 and 15) concurrence on this Letter of Intent to be used as a basis for
preparing that agreement by signing the duplicate copy hereof in the appropriate space below and returning such signed copy to Wimase
Limited, Attention: David P. Taylor before close of business on September 4, 2002.

WIMASE LIMITED

Per:   David P. Taylor  c/s

Agreed and accepted this 4th day of September, 2002.

EL DORADO CHEMICAL COMPANY

Per:   Jack E. Golsen  c/s

SLURRY EXPLOSIVE CORPORATION

Per:   Jack E. Golsen  c/s 

UNIVERSAL TECH CORPORATION

Per:   Jack E. Golsen  c/s

Wimase Limited -Townsend House - 9950 Claymore Drive - Dallas, Texas 75243
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Letter of Acknowledgment Re: Unaudited Financial Information

The Board of Directors
LSB Industries, Inc.

We are aware of the incorporation by reference in the Registration Statement (Form S-8 No. 33-8302) pertaining to the 1981 and 1986 Stock
Option Plans, the Registration Statement (Form S-8 No. 333-58225) pertaining to the 1993 Stock Option and Incentive Plan, the Registration
Statements (Forms S-8 No. 333-62831, No. 333-62835, No. 333-62839, No. 333-62843, and No. 333-62841) pertaining to the registration of an
aggregate of 225,000 shares of common stock pursuant to the certain Non-Qualified Stock Option Agreements for various employees, the
Registration Statement (Form S-8 No. 333-98359) pertaining to the 1998 Stock Option and Incentive Plan and Outside Directors Stock Purchase
Plan and the Registration Statement (Form S-3 No. 33-69800) of LSB Industries, Inc. and in the related Prospectuses of our report dated
November 16, 2002, relating to the unaudited condensed consolidated interim financial statements of LSB Industries, Inc. that is included in
its Form 10-Q for the quarter ended September 30, 2002.

                                            ERNST & YOUNG LLP

Oklahoma City, Oklahoma
November 16, 2002
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of LSB Industries, Inc. ("LSB") on Form 10-Q for the period ending September 30, 2002, as filed with
the Securities and Exchange Commission on the date hereof (the "Report"). I, Jack E. Golsen, President and Chief Executive Officer of LSB,
certify pursuant to 18 U.S.C. 1350, as adopted pursuant to 906 of the Sarbanes-Oxley Act of 2002, that:

1. the Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of LSB.

                                                \s\ Jack E. Golsen
                                                Jack E. Golsen
                                                President 
                                                (Principal Executive Officer)

November 19, 2002

This certification is made solely for purpose of 18 U.S.C. 1350 subject to the knowledge standard contained therein, and not for any other
purpose.



Exhibit 99.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of LSB Industries, Inc. ("LSB"), on Form 10-Q for the period ending September 30, 2002, as filed
with the Securities and Exchange Commission on the date hereof (the "Report"). I, Tony M. Shelby, Senior Vice President and Chief Financial
Officer of LSB, certify pursuant to 18 U.S.C. 1350, to 906 of the Sarbanes-Oxley Act of 2002, that:

1. the Report fully complies with the requirements of section 13 (a) or 15 (d) of the Securities Exchange Act of 1934; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

                                                \s\ Tony M. Shelby
                                                Tony M. Shelby
                                                Senior Vice President 
                                                (Principal Financial Officer)

November 19, 2002

This certification is made solely for purpose of 18 U.S.C. 1350 subject to the knowledge standard contained therein and not for any other
purpose.


