AHS

02037017

giti 13- 21-00|
i - 7 gl

JIM I ndustrze;,\\\ Inc.

- P

2001 Annual Report |

PROCESSED
JUN 0 & 2002

THOMSON ]
FINANCIAL




JLM

Offices

NORTH AMERICA

Corporate Headquarters
JLM Industries, Inc.
Tampa, Florida

JLM Marketing, Inc.
Tampa, Florida

JLM Chemicals Canada, Inc.
Toronto, Ontario
Canada

Manufacturing
JLM Chemicals, Inc.
Blue Island, Illinois

Terminalling
Olefins Terminal Corporation
Houston, Texas

SOUTH AMERICA

Regional Headquarters
Quibarca

Cagua, Edo. Aragua
Venezuela

Quibarca Peru, S.A.
Lima, Peru

Quibarca Colombia C.I., S.A.
Santafe de Bogota
Colombia

MIDDLE EAST/ AFRICA

JLM International, Inc.
Tampa, Florida

SOUTH AFRICA

JLM Industries South Africa Pty. Ltd.

Johannesburg, South Africa

JLM Industries South Africa Pty. Ltd.

Durban, South Africa

JLM Industries South Africa Pty. Ltd.

Capetown, South Africa

JLM Industries South Africa Pty. Ltd.

Maputo, Mozambique
ASIA
INDIA

JLM India
Andhra Pradesh India

EUROPE

THE NETHERLANDS
Regional Headquarters
JIM Industries Europe B.V.
Rotterdam, The Netherlands
TURKEY

JLM Turkey

Istanbul, Turkey

SPAIN

Inquinosa internacional, S.A.

Madrid, Spain

Chemical Trading, S.L.
Madrid, Spain

CZECH REPUBLIC
JLM Europe, B.V.
Czech Republic, Tsjechie

RUSSIA
JLM Russia
Moscow, Russia

JLM Industries, Inc. is a leading global marketer and distributor of performance chemicals,
olefins and specialty plastics. The Company is listed as the sixth largest chemical distributor in
North America, and is a manufacturer and merchant marketer of acetone and phenol.

Incorporated in 1986, JLM has grown to include a worldwide network of offices and
subsidiaries, and continues to develop and expand supplier relationships in order to provide superior
customer service through product quality and availability.

JLM has its corporate headquarters in Tampa, Florida and is listed on the Nasdaq National

Market under the symbol JLMI.



To Our Shareholders:

While many were writing off 2001 by mid-year, JLM remained undeterred in charting its own course of
diversification and independence. Improved capital efficiency; a continued emphasis on higher-margin specialty
chemicals and plastics; and agility in adjusting quickly to changing market conditions leave JLM well positioned
for the eventual economic upswing. '

The company has successfully paid down term debt to under $3.5 million, a reduction of over 75% over the
past 18 months, and has completed the reorganization of our European operations. With that cost behind us,
International is beginning to see gains and has served to offset the domestic downturn. While Marketing has
suffered a 35% loss in market share, we have added and subtracted products looking for the right mix and we are
now seeing signs of recovery in this division. Our manufacturing unit is running at full capacity and may
presently be the only phenol producer in the world who can make this assertion. Lastly, joint ventures in South
America, Turkey and Spain are all presently running in the black.

Despite these gains, our outlock continues to be a realistic one. While an upturn in volume from the near
double-digit erosion in global demand is anticipated by the sécond half of 2002, we do not see a widening of
margins to go with increased volume until there is a vast improvement in operating rates. Another 10 to 15
percent increase is required before we can count on pricing leverage and we expect that it will be over a year
before we can start building margin. Nonetheless, the industry has passed through record lows in earnings and,
due to the cyclical nature of the business, it is our belief that we are now starting the upside of the curve.

Many have postponed opportunity projeéts until the business climate improves, but JLM is carefully
watching the numerous realignments and consolidations taking place and is positioned to take advantage of
circumstances that would not have presented themselves during the previous robust period. We are particularly
intent on making acquisitions in the specialty chemical arena and, if appropriate, we will look at miche
manufacturing, plastics or increasing our solvents line if these match our target industries. Towards that end we
have already financed a grass roots engineered plastics operation which. we have hopes for a return on in 2002.

JLM’s short-term goals are to be operating at breakeven for the first half of 2002, and then back to
profitability in the second half of the year. We have restructured, paid down debt, exited certain markets and
started a new course in other more promising ones. Our depth of experience, maneuverability and proven
dedication to customer satisfaction have allowed the company to evolve with the global marketplace and weather
economic turbulence. We believe our best days have yet to come, despite the large profits we achieved just a few
years back.

N WO WA\

John L. Macdonald
Chairman and Chief Executive Officer
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Forward Looking Information

This report contains forward-looking statements based on current expectations that involve a number of
risks and uncertainties. The potential risks and uncertainties that could cause actual results to differ materially
include: the cyclical nature of the worldwide chemical market; the possibility of excess capacity; fluctuations in
the cost and availability of raw material; the political and economic uncertainties associated with international
operations; fluctuations of foreign currency exchange; the risks associated with potential acquisitions and the
ability to implement other features of the Company’s business strategy.

PART 1

ITEM 1. BUSINESS

Business Overview

JLM Industries, Inc. and subsidiaries (“JLM” or the “Company”} is a leading global marketer and
distributor of performance chemicals, olefins, and specialty plastics. The Company is one of the largest chemical
distributors in North America and a manufacturer and merchant marketer of phenol and acetone. The Company
maintains long-term supplier relationships with many global chemical companies, manufactures phenol and
acetone at its phenol plant in Blue Island, IL (the “Blue Island Plant”), and continually adds new product
capabilities through distribution agreements and acquisition and investment opportunities. In addition to
continuously strengthening its position in its core chemical businesses, the Company plans to expand its
capabilities in specialty chemicals and plastics. The Company sells its products worldwide to over 1,000
customers, including major global companies such as Ashland Chemical, B.F. Goodrich, Celanese AG, DuPont,
Eli Lilly, 3M and Shell Chemicals.

In 1977, John L. Macdonald, the President and Chief Executive Officer of the Company, co-founded Gill
and Duffus Chemicais, Inc., the domestic chemical trading operation of the London-based Gill and Duffus
Holding PL.C. As part of a management buy-out in 1982, Mr. Macdonald purchased Gill and Duffus Chemicals,
Inc., and subsequently merged into Steuber Company, Inc., the domestic operations of the Steuber Group, a
worldwide chemical distribution company. In 1986, Mr. Macdonald purchased the U.S. assets of Steuber
Company and formed JLM as the successor.

Since 1986, the Company has grown by expanding its product sourcing arrangements and product offerings,
acquiring manufacturing and terminal facilities and providing superior customer service and product quality and
availability. Among the Company’s most significant corporate milestones are (i) its investment in 1987 in the Mt.
Vernon Partnership, (ii) the formation in 1992 of Olefins Terminal Corporation (“OTC), (iii) the acquisition of
the JLM Terminals in 1992 and (iv) the acquisition of the Blue Island Plant in 1995. In addition, the Company
entered into its first exclusive marketing agreement with Sasol Chemical Industries (PTY) Ltd. (South Africa)
(“SasolChem”) in 1987, and began its expansion into the international markets with the opening of offices in
Canada in 1987, Venezuela in 1992, Western Europe in 1995 and Eastern Europe and the Far East in 1998. Over
the past four years, the Company has continued its expansion both domestically and internationally through the
acquisitions of Browning Chemical Corporation (“Browning”), Inquinosa International S.A. (“Inquinosa™),
Tolson Holiand B.V., Tolson Transports B.V. and Tolson Asia LTD (the “Tolson Group™), ICI PLC’s Colours
and Industrial Chemical Division of ICI South Africa, and a majority of the shares of ICI South Africa
Mozambique and Societe Financiere d° Entreposage et de Commerce International de I’ Alcool, SA’s (“Sofecia™)
USA industrial ethyl Alcohol distribution business, and the joint initiative with Sasol Solvents (Sasol) for
marketing ethyl alcohol (ethanol) in North America. Through the acquisition of Browning, the Company
diversified into the domestic inorganic chemical distribution business, which was synergistic with the Company’s
current infrastructure. The new business not only expanded the Company’s product mix but also added increased
margins. Inquinosa has contributed to JLM’s ability to be a niche player in the agrochemical sector. The purchase
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of certain divisions of ICI's South African operations continued the Company’s strategy by further expanding -
into a broad range of high quality specialty and commodity chemicals to target markets, including surface
coatings, textiles, chemical manufacturing, refactory and rigid packaging. The acquisition of the ethanol business
from Sofecia further enhanced JLM'’s ability to provide a broad range of pure and formulated ethanol to core
markets and key customer partners.

During 2001, the Company completed a series of transactions to sell “non-core” assets in order to reduce its
long-term debt and increase working capital, thus enabling the Company to refocus its efforts on the running of
the core business. These transactions consisted of selling a portion of the JLM Marketing solvents distribution
business in the United States to Sasol North America, the sale of substantially all of the assets of JLM Terminals,
Inc., a wholly-owned subsxdlary of the Company, and the sale of all the issued and outstandmg shares of JLM
Chemicals Asia Pte., Ltd (“JLM Asia”), a wholly-owned subsidiary of the Company

Industry Overview

Phenol

Phenol is produced through the oxidation of cumene, which is. produced from propylene and benzene.
Acetone is produced as a co-product during this manufacturing process in the approximate ratio of 0.6 pounds of
acetone for every 1.0 pound of phenol. Over 80% of global acetone production is produced as a co-product in the
manufacture of phenol, and, as a result, phenol demand largely determines acetone production levels. The
markets for phenol and acetone are cyclical and sensitive to changes i in the balance between supply and demand,
the price of feedstocks and the level of general economic activity.

According to industry sources, current wbrld_phenol capacity is approximately 17.2 billion pounds (6.3
billion pounds in North America). The two largest end markets for phenol are phenolic resins, which is the
Company’s only market for phenol, and bisphenol A (“BPA”). Phenolic resins are used extensively as bonding
agents and adhesives for wood products such as plywood and granulated wood panels, and account for
approximately 37% of total phenol demand. BPA is used as a raw material in the manufacture of high
performance plastics such as those used in automobiles, household appliances, electronics and protective
coatings applications. Phenol, for the production of BPA, requires a greater degree of purification and is
produced almost exclusively by manufacturers of BPA for their internal consumption. Any phenol not consumed
internally by such manufacturers generally is sold to other end users. The Company believes sales of excess
phenol by BPA producers will be relatively limited as the demand for BPA continues to increase.

Acetone

The largest end market for acetone is as a raw material in the production of methyl methacrylate (‘“MMA”),
which is used as a chemical intermediate to produce acrylic sheeting and other chemical products, and as an
ingredient for surface coating resins for the automotive and construction markets. Acetone is also used as a raw
material in the production of BPA and as an industrial solvent.

The U.S. Federal government has exempiéd acetone from all regulations as a volatile organic compound.
All states with the exception of Hawaii and certain parts of California have followed the Federal government’s
ruling.

Propylene

According to industry sources, current world propylene production is approximately 110 billion pounds.
Over 50% of globally produced propylene is used in the manufacture of polypropylene which, in turn, is used
primarily in plastic film and molded parts in consumer items, including automobile components, brushes,
carpeting, rope and tape.



Business Strategy

The Company’s principal objective is to continue to expand the number of sources and breadth of its
chemical and engineered resins products and the markets in which it distributes these products to enhance its
position as a leading supplier to the worldwide chemical and plastics industries. Key elements of the Company’s
business strategy include:

®  Expand Sources of Supply through Joint Ventures, Acquisitions and Strategic Relationships. The
Company continues to identify and capitalize on domestic and international opportunities to expand
sources of products in, or consistent with, its core business. These opportumtles include joint ventures,
acquisitions and strategic relationships.

® Increase Sales of Existing Products; Add New Products. The Company will continue to develop its
existing relationships and establish new relationships to increase the overall volume and types of
products it distributes by (i) increasing the amount distributed by the Company of an existing supplier’s
output of a given chemical, (ii) distributing additional products for existing suppliers and (iii) adding
new chemical producers to its supplier base. During 2001, the Company entered into an agreement with
Solpetroleo to market their line of alcohols and ketones in North America, South America, Central
America, and Europe. Also in 2001, the Company entered into an agreement with Repsol to market
their high purity propylene glycol USP and kosher grade products in North America. In 2000, the
Company acquired the ethanol business of Sofecia to provide a broad range of pure and formulated
ethanol to JLM’s core markets and key customer markets. Also in 2000, the Company entered the
engineered resins distribution business by negotiating a long-term exclusive distribution agreement
with Gharda Chemicals of Bombay, India to market their line of high-performance polymer products in
North,Central and South America. In late 2000, JLM acquired specialty distributor Franklin Polymers
to expand its supplier and customer base. In 2001, the Company began to market plastic specialty
products through strategic relationships with plastic manufacturers. ‘

®  Continue International Expansion. The Company currently has international operations in South
America, Europe (including Spain, Russia, Turkey and the Czech Republic), Mexico and South Africa.
JLM intends to continue to utilize its chemical market experience, distribution and logistics capabilities
and industry relationships to increase its international presence. In 1999, the Company continued its
acquisition strategy by acquiring the Colours and Industrial Chemicals Division of ICI South Africa
and the majority shareholdings in ICI South Africa Mozambique Limitada. JLM’s worldwide network

+ of companies will enhance South Africa’s supply portfolio while at the same time strengthen the

relationship with local offshore and domestic suppliers utilizing the Company’s global subsidiaries. In
2001, the Company entered into a joint venture agreement in Turkey with a Turkish ship owner who
operates chemical tankers mainly in the Mediterranean and Black Sea regions. The joint venture
provides a strategic relationship with respect to product availability, flexibility and pricing.

®  Continue to Provide Superior Customer Service. JLM has focused on providing superior customer
service and believes it is well positioned to take advantage of current trends within the chemical
industry as chemical producers continue to outsource their logistics operations and reduce the number
of outside distributors used. The Company provides sourcing, inventory and logistics solutions for its
customers and endeavors to provide both its customers and suppliers with a superior level of service.

Products and Customers

JLM markets more than 400 chemical products to over 1,000 customers worldwide. Set forth below is
certain information about the Company’s sales of acetone, phenol, propylene and certain-other products,
including representative customers for such products.



Acetone ’

In 2001, JLM distributed approx1mately 244 million pounds of acetone, of which approximately 88.7% was
sourced from the Blue Island Plant and the Mt. Vernon Plant. The largest end market application of acetone is as
a raw material in the production of MMA, an important chemical intermediate used to make aircraft windows,
lighting fixtures, medical/dental parts, storm doors and taillight lenses. Additional end market applications for
acetone include adhesives, pharmaceuticals, solvents, paints and plastics. JLM’s acetone customers include
Ashland, Chemcentral, PPG Industries, 3M; and Rohm & Haas. '
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Phenol

In 2001, the Company distributed approximately 94 million pounds of phenol, which was predominately
sourced from the Blue Island Plant. The two largest end market applications for phenol are phenolic resins, which
are used in adhesives and bonding agents in plywood and other forest products and BPA. JLM’s phenol '
customers include, Tembee, Dynea Plenco and the 3M corporation.

Propylene

The Jargest end market apphcauon for propylene is as a raw material in the production of polypropylene
which is used in the manufacture of appliance parts, automobile components, brushes, carpeting, rope and tape.
Propylene is also used in the production of foams for furniture, insulation, elastomers, molded goods and
pharmaceuticals. The Company also markets other olefins, including butadiene and ethylene. The Company’s
olefins customers include DuPont, Exxon Corporation (“Exxon”), General Electric (“GE”), and Goodyear.
JLM’s propylene customers include Borealis Exploration Limited (“Borealis”), DSM and Dow Chermcal
Corporatlon (“Dow Chemical”).

Other Products

. In addition to acetone, phenol and propylene, the Company markets and distributes other commodity,
inorganic, plastics, and specialty chemicals including acetophenone, benzoic acid, butadiene, cumene, DD VP,
esters, ethylene, fumaric acid, ketones, lindane, methanol and various grades of formulated ethanol. Some of
JLM’s customers for these products include BASF Corp., Dow Chemical, DSM, Goodyear Valspar, PPG
Industries Inc and Repsol, S.A. (Spain) (“Repsol”)

During each of the past three years, no single distribution relationship, customer or group of affiliated
customers has accounted for more than 10% of the Company’s revenues.

. Manufacturing and Product Sourcing -

In order to support its worldwide marketing and distribution capabilities, the Company continually seeks to
acquire assets and establish relationships to provide consistent and reliable sources of products. JLM sources a
majority of its products distributed in North America from its Blue Island Plant and the Mt. Vernon Plant.

Blue Island Plant

The Company manufactures.cumene, phenol, acetone and certain co-products including alpha methyl
styrene (*“AMS") and acetophenone at the Blue Island Plant. The Blue Island Plant has an annual manufacturing
capacity of approximately 145 million pounds of cumene, 95 million pounds of phenol, 58 million pounds of
acetone, 5 million pounds of AMS and 1 million pounds of acetophenone. The phenol produced at the Blue
Island Plant can only be used in the production of phenotlic resins and not in the production of BPA.
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The Blue Island Plant is strategically located south of Chicago, Illinois, near primary barge and rail
transportation terminals that facilitate economic and efficient delivery of raw materials and shipment of finished
products. In addition, this location affords the Company significant freight cost advantages in servicing its
customer base (which is primarily located in the Midwest) in comparison to competitors located on the U.S. Gulf
Coast. ‘

Since 1997, the Blue Island Plant utilizes a state-of-the-art UOP zeolite catalyst to produce cumene, the key
raw material used to manufacture phenol and acetone. This process has improved the efficiency, profitability and
quality of the cumene production and has eliminated the need to purchase supplemental cumene from outside
sources. Additionally, the new technology has improved the purity of the Company’s AMS and, as a result, the
Company’s average margin for AMS increased significantly.

Mt. Vernon Partnership

In addition to its ownership of the Blue Isiand Plant, JLM participates in a manufacturing joint venture with
GE and an affiliate of CITGO (the “Mt. Vernon Partnership”) which owns and operates a phenol plant in Mt.
Vernon, IN (the “Mt. Vernon Plant”). The Company owns a 2.0% partnership interest in the Mt. Vernon
Partnership, an Indiana limited partnership, that was formed to purchase the Mt. Vernon Plant from GE in
November 1987. The Company’s principal purpose for entering into the partnership was to secure a long-term
source of supply for acetone. In 1988, the Company entered into a long-term acetone sales agreement with the
Mt. Vernon Partnership. Under the terms of the acetone agreement, the Company is obligated through the year
2002, and thereafter unless the agreement is terminated upon prior notice, to purchase all of the acetone produced
at the Mt. Vernon Plant and not consumed by GE Petrochemicals, Inc. (“GE Plastics”). The agreement further
provides that the Mt. Vernon Partnership cannot terminate the agreement as long as JLM is a partner in the Mt.
Vernon Partnership. The initial term of this agreement éxpires in 2002, and continues thereafter for successive
one-year terms unless one year’s notice is otherwise provided by either party. The Company is currently engaged
in negotiations with GE Plastics and the Mt. Vernon Partnership to extend the terms and conditions of the
agreement.

The Company has successfully marketed all the acetone offered under this agreement .and believes that it
will be able to do so in the future. Since 1994, the Company has sourced on average approximately 225 million
pounds of acetone annually from the Mt. Vernon Plant. In 1996, the amount of acetone available to JLM from the
Mit. Vernon Plant was reduced by approximately 15 million pounds. Over the next four years, the amount of
acetone available to JLM was further reduced by approximately 35 to 40 million pounds as a result of increased
consumption by GE Plastics. Through improvement in operating efficiency the Mt. Vernon plant has increased
their acetone output, thereby offsetting increased internal consumption. -

Under the terms of the partnership agreement for the Mt. Vernon Partnership, the management of the
business and affairs of the partnership is controlled by the partners owning at least 66.0% of the partnership
interests. The Mt. Vernon Partnership has entered into an operation and maintenance agreeent with GE
pursuant to which GE manages, operates and maintains the Mt. Vernon Plant. The partnership agreement
generally provides GE with the right at any time to require the sale of JLM’s interest in the Mt. Vernon
Partnership to a third party selected by GE and the right after December 31, 2008, to directly purchase JLM’s
interest in the partnership. ‘ ‘

Supplier Relationships

In addition to its manufacturing facility and joint venture, JLM sources its products through established’
supplier relationships with many of the largest and most well-known chemical companies worldwide. Suppliers
to JLM include Lyondell Chemicals, Repsol, Premcor, and Solpetroleo. The structure of.the Company’s
relationships with its outside suppliers helps the Company mitigate the impact of cyclical market fluctuations in
product supply and price to which typical spot traders or distributors are exposed. In a majority of JLM’s supply
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contracts, the purchase price paid by JLMis not determined until after JLM.sells the product, and is generally
based on a fixed percentage profit per unit of product sold. In contrast, the typical spot trader or distributor may
agree to a fixed purchase price prior to the sale, taking the market risk of effecting a successful resale of the
product. In addition, spot traders.do not typically enter into long-term supply contracts or relationships, thereby
reducing their ability to service the needs of both customers and suppliers.

Terminaling and Storage

The Company participates in a joint venture that owns and operates the OTC Terminal at the mouth of the
Houston, Texas ship channel in Bayport, Texas. The facility is located on 2.4 acres of land and has throughput
capacity of approximately 900 million pounds. The facility includes twin storage spheres with a total capacity of
approximately 22 million pounds of propylene and is capable of handling and storing gaseous products at a full
range of temperature and pressure conditions. The OTC Terminal is believed to be the only independent
propylene export terminal in the U.S. and its Gulf Coast location is well suited to enable U.S. producers to place
their products into the global market. See “Properties.”

The OTC Terminal is operated by Baytank (Houston) Inc. (“Baytank™), a major terminal owner and
operator, under a long-term contract. OTC also leases from Baytank the land upon which the OTC Terminal is
located. The Company was engaged by OTC to provide certain administrative and managerial services to OTC,
including on-site supervision of terminal operations and certain bookkeeping and administrative matters.

The Company maintains inventory at strategic locations worldwide. The Company believes its storage
facilities will be adequate for the Company’s current and anticipated near-term needs. Should the need arise for
substantial amounts of additional storage facilities in the future, the Company does not currently anticipate any
material difficulties in obtaining sufficient new storage facilities through purchase or lease at commercially
reasonable rates. The Company also operates a fleet of more than 125 rail cars and has long-term workmg
relationships with a number of national barge lines and tank truck carriers. See “Properties.”

Sales and Marketing

Until the acquisition of Browning in 1998, the Company historically focused primarily on bulk quantity
sales (generally in truckload lots) of commodity chemicals to over 1,000 customers worldwide in a broad range
of industries. With the acquisition of Browning, the Company now services an additional 400 customers in the
U.S. primarily in the inorganic sector, generally selling in smaller quantities. Individual salespersons are assigned
principal responsibility for specific supplier or customer relationships and for specific products. In addition, each
salesperson is required to be familiar with all of the Company’s products, suppliers and customers. Therefore, the
Company believes it is able to respond to customer and supplier needs as well as to take advantage of changmg
market conditions more effectively than its competitors.

JLM has offices in the U.S., Canada, the Netherlands, Venezuela Colombia, the Czech Repubhc South
Africa, Spain, Russia, Turkey, and Azerbaijan. JLM also has an alliance with a distributor in Spain and operates -
through agency relationships in Italy, Brazil, Peru, Mexico and Taiwan.

In 1997, the Company purchased a 25% interest in SK Asia and a 12.7% interest in SK Trading, two
Singapore-based companies participating in a Vietnamese joint venture. The Vietnamese joint venture intended
to construct a chemical plantin Vietnam to produce dioctyl phthlate, a chemical used.in the production of
plastics such as PVC. The Vietnamese joint venture also intended to construct terminaling and storage facilities
in Vietnam and Malaysia. In January 2000, the Company exchanged its 25% interest in SK Asia and its 12.7%
interest in SK Trading, for a 49% interest in an existing terminal facility which was named Siam JLM. In the first
quarter of fiscal 2001, the Company made the decision to wind down the operations of JLM Siam. During 2000,
when the Company had estimated that the anticipated future undiscounted cash flows would be insufficient to
recover the carrying value of the Company’s investment, the Company wrote off this investment and recorded a
loss on impairment in 2000.



Approximately 20% of the Company’s domestic marketing revenues in 2001 were from sales of specialty
chemicals. Prices for specialty chemicals are generally subject to smaller fluctuations than are those for
commodity chemicals, and specialty chemical sales generally carry higher gross margins. In establishing supply
and distribution relationships in specialty chemicals, the Company attempts to leverage existing relationships and
knowledge of the needs and objectives of both suppliers and customers.

The Company’s position as a volume marketer, combined with JLM’s knowledge of customer and supplier
needs and objectives, affords opportunities to effect product exchanges. Engaging in product exchange
transactions allows the Company to provide solutions to customers and suppliers and take advantage of identified
market trends. The Company’s ability to engage in exchange transactions is enhanced by its terminal and storage
capabilities that also enable the Company to build inventory to take advantage of market trends.

In its olefins marketing activities, JLM focuses on the international marketing of olefin petrochemical gases
that require specialized shipping, handling and storage. The Company’s olefins marketing activities to date have
been largely trading oriented. However, the Company has developed long-term relationships with essential
industry participants and its access to terminal and storage facilities will enable the Company to become a
volume marketer of olefins globally. The Company has long-term supply and sales contracts with a number of
major olefins producers and consumers in North America, South America, Europe and Asia. For example, the
Company has supply relationships with Repsol to source butadiene for the U.S. and with Copene Petroguimicade
Nordente S.A., Equistar, and Enterprise to export propylene from South America and the the U.S. Some of the
Company’s significant olefins customers include Dow Chemical, DuPont, Exxon Mobile, GE, Goodyear, BP
Amoco, Basell and Borealis.

Competition

The Company operates in a highly competitive industry. Many of the Company’s competitors have
significantly greater financial, production and other resources than the Company. Many of the Company’s
competitors are large, integrated chemical manufacturers, some of whom have their own basic raw material
resources. The Company competes to a lesser extent with certain chemical distribution compames and chemical
traders.

The Company competes in its marketing and distribution activities by providing superior customer service.
In the opinion of the Company, the key elements of effective customer service include reliable and timely
delivery of products, satisfying customer needs for quality and quantity and competitive pricing. The Company’s
long-term supplier relationships, terminal and storage facilities, transportation capabilities and industry and
product knowledge support the Company’s efforts to provide superior customer service, In addition, the Blue
Island Plant’s Midwest location gives it significant freight cost advantages in selling to 1ts customers in the
Midwest over its competitors’ production facilities located in the Southeast.

Employees

As of December 31, 2001, the Company had 158 full-time employees. Of these, 60 employees were in
management and administration, 54 in sales and marketing and 44 were in production and distribution.
Approximately 25 of the Company’s employees at the Blue Island Plant are covered by a collective bargaining
agreement with the Oil; Chemical and Atomic Workers Union. This agreement expires on October 31, 2004. The
Company considers its relations with both its union and non-union employees to be satisfactory.

Environmental Regulation

The Company and its operations are subject to federal, state, local and foreign environmental laws, rules,
regulations and ordinances concerning emissions and discharges, and the generation, handling, storage,
transportation, treatment, disposal and import and export of hazardous materials (“Environmental Laws™).
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Compliance with such Environmental Laws may result in significant capital expenditures by the Company.
Moreover, under certairi. Environmental Laws, the Company may be liable for remediation of contamination at
certain of its current and former properties. For example, under the Comprehensive Environmental Response,
Compensation and Liability Act of 1990, as-amended (“CERCLA”), and similar state laws, the Company and
prior owners and operators of the Company’s properties may be liable for the costs of removal or remediation of
certain hazardous-or toxic materials on, under or emanating from the properties, regardless of their knowledge of,
or responsibility for, the presence of such materials. CERCLA and similar state laws also impose liability for
investigation, cleanup costs and damage. to natural resources on persons who dispose of or arrange for the
disposal of hazardous substances at third-party sites. In addition, under the Resource Conservation and Recovery
Act of 1976 (“RCRA™), the holder of a permit to treat or store hazardous waste can berequired to remediate
environmental pollution from solid waste management areas at the permitted facility regardless of when the
contamination occurred.

Elevated levels of certain petroleum-related substances, organic chemicals and metals have been detected in
groundwater and/or soils at the Company’s former Wilmington, North Carolina terminal facilities, which the
Company sold in October 2001. In 1998, the Company assumed from Union Oil Company of California, the
prior owner of the site, the implementation of state approved remedial action plans to address onsite petroleum
contamination at some of its terminal facilities. No significant cleanup activities have been conducted at the
North Carolina terminal facilities since the Company acquired them in 1992 and 1998. Although the Wilmington,
North Carolina terminal was sold in October 2001 and the purchaser assumed liability for costs of clean-up and
other remedial activities, the Company remains subject to certain liabilities under Environmental Laws with
respect to the facilities which may cause the Company to iricur costs, which could be material.

Risk Factors o , |
" An investment in the Company’s common stock involves a high degree of risk. Stockholders and
prospective purchasers should carefully consider the following risk factors, as well as the other information

contained elsewhere or incorporated by reference in this Annual Report. If any of the following risks actually
occur, the Company’s business could be materially harmed.

Worldwide chemical markets are cyclical and excess production capacity may cause chemical prices to
decline and adversely affect the Company’s operations.

Sales of commodity chemicals such as acetone and phenol account for a substantial portion of the
Company’s revenues. The markets for commodity chemicals are cyclical. This cyclicality primarily results from
changes in the balance between supply and demand, the price of feedstocks and the level of general economic
activity. Historically, these markets have experienced alternating periods, of tight supply resulting in generally
rising prices and profit margins, followed by periods of large capacity additions resulting in oversupply and
generally declining prices and profit margins. In 1999, 2000 and 2001, the Company experienced losses due to
excess production which resulted in-oversupply and lower prices. Although the Company believes that the supply
of phenol will not increase, the Company cannot predict with any certainty whether the markets for acetone and
phenol will favorably impact the Company’s operations or whether the Company will be profitable if a shift in
the market causes prices to decline and profit margins for these products to shrink.

If the cost of raw materials increases or the availability of raw materials decreases, the Company’s costs
could increase and the Company’s business could be harmed.

In 2001, approximately 7.1% of the Company’s revenues were derived from the sale of products that the
Company manufactures. An adequate supply of raw materials at competitive prices is critical to the economic
success of the Company’s manufacturing operations. The Company does not produce propylene and benzene, the
key raw materials used for the production of cumene, the primary feedstock for the production of acetone and
phenol. Currently, the Company obtains propylene and benzene from a number of suppliers under supply
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contracts at market rates. The Company believes that there are a number of alternative sources of supply for
propylene and benzene. However, if the Company’s current propylene suppliers were unable to meet their supply
obligations to the Company, the Company could be required to incur increased costs for propylene and benzene
which could have a material adverse effect on the Company’s results of operations and financial condition.

The Company’s ability to pass on increases in raw material prices to the Company’s customers is, to a large
extent, dependent on market conditions and is limited because the commodity nature of certain chemicals the
Company manufactures restricts its ability to increase prices. There may be periods of time in which the
Company does not recover increases in raw material prices. If the Company is unable to increase the selling
prices of its products due to weak demand for or oversupply of such products, it will not be able to recover such
increases in raw material prices. Therefore, increases in raw material prices could have a matenal adverse effect
on its results of operations and financial condition.

Because of the cyclical nature of chemical prices, fluctuations in the selling price of chemicals associated
with the Company’s distribution supply contracts may increase the Company’s costs and reduce profits.

Certain products the Company distributes are obtained through supply relationships with other chemical
producers. Typically, the Company’s supply, contracts have one-year terms with provisions that automatically
renew the contracts for additional one-year terms unless notice of termination is provided (which notice may be,
under certain agreements, as short as 30 days). The Company has long-established relationships with many of its
suppliers. The Company cannot predict whether its relationships or agreements with its suppliers will be
terminated and, if terminated, whether they can be replaced.

Due to the cyclical nature of the prices of many of the commodity chemical products that it distributes, the
Company tries to enter into distribution agreements with external suppliers that provide it with a fixed percentage
profit per unit velume of product or otherwise reduce its exposure to fluctuations in the selling price of the
products it distributes for other manufacturers. The Company is unable to predict whether it will be able to enter
into contracts in the future that provide similar protection against price volatility. The Company’s inability to do
so could have a material adverse effect on the Company’s results of operations and financial condition. In
addition, some of the Company’s agreements with its suppliers require the Company to purchase a minimum
amount of chemical product or to pay certain agreed upon amounts for such minimum quantities if not taken.
These agreements expose the Company to financial risk and could require the Company to expend significant
amounts of capital without receiving corresponding revenues which could have a material adverse effect on its
results of operations and financial condition. -

Because a significant portion of the Company’s revenues are derived from international sales, uncertain
political, economic or military conditions in other countries where the Company operates or intends to
expand its operatlons could materlally disrupt its busmess

v

In 2001, approximately 70.4% of the Company’s revenues were attributable to operations conducted abroad
and to export sales. In certain countries where it currently operates or sells products, the Company may be
subject to certain political, economic or military conditions, including labor unrest, political instability,
restrictions on transfers of funds, high export duties and quotas, domestic and international customs and tariffs,
unexpected changes in regulatory environments and potentially adverse tax consequences. The Company cannot
predict whether any of these events will occur and if they do occur, whether they will have a material adverse
effect on the Company’s business. :

Because the Company’s business is affected by changes in currency markets, fluctuations in foreign
currency exchange rates may adversely affect the Company’s results of operations;

A portion of the Company’s revenues is denominated in currencies other than the U.S. dollar because the
Company’s foreign subsidiaries operate in their local currencies. Accordingly, the Company’s results of
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operations and financial condition may be affected by fluctuations in the exchange rates between such currencies
and the U.S. dollar. Moreover, the Company may incur costs in connection with conversions between currencies.
From time to time, the Company purchases short-term forward hedge exchange contracts to hedge payments that
are in currency other than the local currency. The purpose of entering into these short-term forward exchange
contracts is to minimize the impact-of foreign currency fluctuations on the Company’s results of operations.
Certain increases or decreases in these payments are then offset by:gains or losses on the related short-term
forward exchange contracts. The Company has, in the past; entered into fixed financial hedge contracts on certain
of the Company’s raw materials for use in the Company’s manufacturing segment. Exchange rate fluctuations or
hedge contracts may have a material adverse effect on the Company’s results of operations and financial
condition.

If the Company loses any of its 51gn1ﬁcant customers, it could have a material adverse effect on its .
financial condition.

During each of the past three years, no single distribution relationship, customer or group of affiliated
customers has accounted for more than 10% of the Company’s revenues. However, a small number of the
Company’s customers historically have accounted for a significant percentage of its sales of acetone and phenol.
1f the Company loses one or more of these significant customers it could have a material adverse effect on the
Company’s results of operations and financial condition. In the past, the Company has not experienced
significant difficulties in replacing the sales volumes accounted for by the periodic loss of significant customers.
However, the Company is unable to predict whether the historic levels of business from current customers will be
maintained in the future or whether such customers could be replaced quickly enough to avoid adversely
impacting the Company’s revenues and profitability.

If the Company is unable to successfully implement its business strategy, the Company might not continue
to grow and the Company’s results of operations and financial condition could be harmed.

The Company has experienced rapid growth since its inception. The Company’s continued growth largely
depends on the successful implementation of its business strategy. The Company is unable to predict whether it
will be able to successfully implement its business strategy or whether, if implemented, such strategy will be
successful. If the Company is unable to implement its business strategy, its results of operations and financial
condition could be adversely affected.

Because the Company is subject to various environmental laws and compliance with these laws may entail
significant costs, the Company’s compliance with environmental laws may adversely affect its operations.

The Company is subject to federal, state, local and foreign environmental laws, rules, regulations and
ordinances concerning emissions and discharges, and the generation, handling, storage, transportation, treatment,
disposal and import and export of hazardous materials. The operation of chemical manufacturing and storage
facilities and the distribution of chemical products entail risks under environmental laws, many of which provide
for substantial remediation costs in the event of discharges of contaminants and fines and criminal sanctions for
violations. The Company may be liable for remediation of contamination at certain of its current and former
properties and may need to make significant capital expenditures in order to comply with existing and future
environmental laws. The Company believes that it currently complies in all material respects with applicable
environmental laws, However, the Company may incur environmental liabilities and compliance with
environmental laws may require significant capital expenditures, each of which could have a material adverse
effect on its results of operations and financial condition. '

Because the Company operates ina competltlve industry, competition may adversely affect 1ts market
position and reduce its market share. -
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The Company operates in a highly competitive industry. Many of the Company’s-competitors have
significantly greater financial, production and other resources than the Company. Many of its competitors are
large, integrated chemical manufacturers, some of whom have their own basic raw material resources. The
Company competes to a lesser extent with certain chemical distribution companies and chemical traders. Barriers
to entry in the industry, apart from capital availability, may be low, particularly with respect to commodity -
products. The entrance of new competitors in the industry, including companies who currently serve as the
Company’s suppliers, may reduce the Company’s ability to maintain current sales or price levels. The
Company’s competitive position.is based principally on customer service and support, breadth of product line, -
product quality, facility location and the selling prices of its products. The Company’s'commercial opportunity
may be reduced or eliminated if its competitors market their products more effectively  than the Company or if
they develop and market products that are more useful or less expensive than the Company’s products. The
Company cannot predict whether it will have sufficient resources to maintain its current competitive position or
market share.

If the Company loses members of its senior management or key personnel, its business could be harmed.

The Company’s future success largely depends on the efforts and abilities of its senior management and
certain other key personnel, particularly John L, Macdonald, its foundet, President and Chief Executive Officer.
The Company’s success will depend in large part on its ability to retain these individuals and other current
members of its senior management team and to attract and retain qualified personnel in the future. The
Company’s loss of one or more members of senior management or key employees or its inability to attract or
retain other qualified employees could have an adverse impact on its results of operations and financial
condition.

Concentration of ownership of the Company’s common stock in its existing principal stockholider may
prevent other stockholders from influencing significant corporate decisions.

As of March 20, 2002, John L. Macdonald, the Company’s President and Chief Executive Officer,
beneficially owned, in the aggregate, approximately 44.7% of the Company’s issued and outstanding shares. As a
result, Mr. Macdonald effectively has the ability to determine the outcome of important matters submitted to the
Company’s stockholders for approval, including the election of directors and any merger consolidation or sale of
all or substantially all of the Company’s assets.

If market conditions are not favorable, or if the Company’s common stock is delisted by Nasdagq, the price
of the Company’s stock could decline.

The Company’s common stock is publicly traded on The Nasdaq National Market. The market price of the
Company’s common stock may be significantly affected by such factors as its operating results, changes in any
earnings estimates publicly announced by the Company or by analysts, announcements of significant business
developments by the Company or its competitors and various factors affecting the overall economic
environment. In addition, the stock market has experienced a high level of price and volume volatility, and
market prices for the stock of many companies have experienced wide price fluctuations not necessarily related
to the fundamentals or operating performance of such companies. These market condmons may adversely affect
the market price of the Company’s common stock.

In the past, the Company has failed to comply with one of the maintenance criteria for continued listing of
its common stock on The Nasdaq National Market. Although the Company currently satisfies the continued
listing criteria for The Nasdaq National Market, there is no guarantee that the Company..will be able to maintain
all of the continued listing requirements in the future. If the Company fails to maintain any of The Nasdaq
National Market’s continued listing requirements, the Company’s common stock would in all likelihood be
delisted and transferred to the Nasdag SmallCap Market (provided that the Company meets all requirements for
listing on the Nasdag SmallCap Market and evidences an ability to sustain long term compliance) or the OTC
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Bulletin Board. If the Company’s common stock is delisted from The Nasdaq National Market or if the Company
fails to meet the requirements for listing on the Nasdaq SmallCap Market, it could adversely affect the market
price of the Company’s common stock and impair the Company’s ability to raise capital.

Anti-takeover provisions in the Company’s charter documents and Delaware law may deter an acquisition
of the' Company and could limit the price investors might be willing to pay in the future for the Company’s
common stock. : ‘

Certain provisions of the Company’s certificate of incorporation and bylaws could have the effect of making
it more difficult for a third party to acquire or control, or of discouraging a third party from attempting to acquire
or control, the Company. These provisions could limit the price that certain investors might be willing to pay in
the future for shares of the Company’s common stock. These provisions (i) allow only the board of directors, the
chairman of the board of directors or the chief executive officer to call special meetings of the stockholders, (ii)
establish certain advance notice procedures for nomination of candidates for election as directors and for
stockholder proposals to be considered at stockholders’ meetings, (iii) generally authorize the issuance of one or
more classes of “blank check” preferred stock, with such designations, rights and preferences as may be
determined from time to time by the board of directors and (iv) require approval of holders of 80% of the
outstanding voting power to amend or repeal items (i) and (ii) above. If the Company issues preferred stock, it
could decrease the amount of earnings and assets available for distribution to the holders of the Company’s
common stock or could adversely affect the rights and powers, including the voting rights, of such holders. In
certain circumstances, it could have the effect of decreasing the market price of the Company’s common stock.
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ITEM 2. PROPERTIES:

The following table sets forth certain information as of December 31, 2001, relatmg to the Company’s
principal facilities:

- Approximate

Facility Principal Activities; Location Square Feet  Owned/Leased

Corporate Headquarters Administration Headquarters; 25,000 Owned(1)
Tampa, Florida

Blue Island Plant Manufacturing; . . 95 8,000 Owned(2)
Blue Island, Ilinois

OTC Terminal - Terminaling and Storage; © 104,000 Co-owned
Houston, Texas

North American Sales Offices Blue Island, Illinois * Owned(2)
Toronto, Canada * Leased

International Sales Offices Rotterdam, Netherlands * Leased
Cagua, Venezuela * Leased
Mexico City, Mexico * Leased
Bogota, Columbia * Leased
Andhra Pradesh, India * Leased
Istanbul, Turkey * Leased
Madrid, Spain * Leased
Moscow, Russia * Leased
Prague, Czech Republic * Leased
Johannesburg, South Africa * Leased
Maputo, Mozambique * Leased
Baku, Azerbaijan * Leased

JLM Realty Wilmington, North Carolina ® Owned

*  Less than 25,000 square feet

(1) As collateral for a $1.9 million credit agreement entered into with SouthTrust Bank (“SouthTrust™), the
Company granted SouthTrust a first lien on the premises located at 8675 Hidden River Parkway, Tampa,
Florida, and an assignment of all rents and leases related thereto.

(2) As security for the borrowing under the Company’s $7.1 million term loan with GATX Capital Corporation
(“GATX"), the Company granted GATX a first lien on real property located at the Company s Blue Island,
Illinois manufacturing facility.

ITEM 3. LEGAL PROCEEDINGS:

The Company is not a party to any legal proceedings, other than ordinary routine litigation incidental to the
Company’s business. The Company does not believe that such claims and lawsuits, individually or in the
aggregate, will have a material adverse effect on its business. See Note 13 to Notes to Consolidated Financial
Statements.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of the Company’s stockholders during the fourth quarter of the flscal
year covered by this Report.
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PARTII

ITEM S. MARKET FOR THE COMPANY’S COMMON STOCK AND RELATED STOCKHOLDER
MATTERS :

The Company’s common stock trades on the NASDAQ National Market under the symbol “JLMI”. As of
March 25, 2002, there were 123 stockholders of record. The following table sets forth the quarterly high and low
sale prices of JLM’s common stock during 2000 and 2001 on the NASDAQ National Market:

2000 - o | High ~ Low
First Quarter ......... DU FE S $8.19 $2.50
Second Quarter ............... .. ... ... S 6.13  3.06
Third QUarter . . ..o e . 438 250
Fourth Quarter .. ... ... ... .. ... ... ... ...... ST T 275  0.75
2001 -

FirstQuarter .............. i iiiraen..n. T P 3.00 1.25
Second QUArter ... ... ...t 352 1.30
Third Quarter .. ..............oiiven... PP 350 1.50
Fourth QUarter . . ... e e e 3,13 1.39

On November 22, 2000, the Company received notice from the NASDAQ National Market that its common
stock had failed to maintain a minimum market value of public float of $5,000,000 over the previous 30
consecutive trading days as required by NASDAQ Marketplace Rule 4450(a)(2). NASDAQ Staff notified the
Company that its common stock would be subject to delisting from the NASDAQ National Market unless the
market value of public float was at_least $5,000,000 for a minimum of ten consecutive trading days in the 90 days
prior to February 20, 2001. ‘

The Company requested a hearing, which was held on March 30, 2001, before a NASDAQ Listing
Qualifications Panel (the “Panel”) to determine compliance with the ongoing maintenance standards for the
NASDAQ National Market. On July 9, 2001, the Company received a favorable determination of the Panel and
remains listed on the NASDAQ National Market.

To date, the 'Company has not paid cash dividends on its Common Stock and does not anticipate that it will
pay dividends in the foreseeable future. The Company currently intends to retain future earnings, if any, for
future operations and expansion of the Company’s business. Any determination to pay dividends in the future
will be at the discretion of the Company’s Board of Directors and will be dependent upon the Company’s results
of operations, financial restrictions, restrictions imposed by applicable law and other factors deemed relevant by
the Board of Directors. Furthermore, JLM Industries, Inc. and its subsidiaries are restricted from paying
dividends under certain credit agreements to which they are a party (see Note 8 of Notes to Consolidated
Financial Statements).
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ITEM 6. SELECTED FINANCIAL INFORMATION

SELECTED CONSOLIDATED FINANCIAL INFORMATION
(in thousands, except per share data)

Year Ended December 31,
1997 1998 . 1999 2000 2001

Statement of Operations Data:

REVENUES . ottt e e e e e $286,822 $305,735 $332,698 $434,458 $340,227

Gross Profit . vt it 30,221 34,706 21,440 21,670 17,653

Operating income (108S) ...t i o 13,332 11,062 (3,192) (3,581) (5,858)

Income (loss) from continuing operations before extraordinary item .. ... 6,735 4,901 (3,541) (8,296) (2,660)
Basic Earnings (loss) Per Share: '

Income (loss) from continuing operations before extraordinary item .. ... % 117 8 070§ (053) $ (126) $ (0.31)
Diluted Earnings (loss) Per Share:

Income (loss) from continuing operations before extraordinary item ... .. $ 116 § 070 $ (053) $ (126 $ (0.31)

Basic weighted average shares outstanding . ............... ... ... ... 5,753 7,038 6,665 6,568 = 8,562

Diluted weighted average shares outstanding . ... .................... 5,790 7,038 6,665 6.568 8,562
Other Financial Data: . -

Depreciation and amortization ... ..o $ 2947 % 3671 % 4046 $ 3,893 § 3,821

EBITDA (1) oo e e e e et e 16,850 14,733 4,853 (5,549) 5,115
Balance Sheet Data:

Working capital (deficit) ..............o i $ 14321 §$ 16057 $ 18216 § (906) $ 2,700

Totalassets .................... e 84,606 102,726 139,483 136,380 83,963

Totaldebt ... e e 5,964 17,048 27,776 21,414 15,260

Total stockholders’ equity . ...... ... iiiiii e e 38,821 42,351 37,202 27,930 26,865
Cash Flow Information: . : ]

Operating activities . .. ... v it e e $ 8606 $ 6,109 $ 3276 §$ 12,134 $ (9,820)

Investing activities ............cooiiiiiii., U (3,176) (5,910) - (13,186) 808 6,677

Financing activities .. .....ov v r i i e (5,012) (3,083) 9,964 (6,532) (1,879)

Capital expenditures ... .....ov it e 2,875 1,102 - 2,204 1,548 592
Effect of Change in Accounting Principle (2): :

NEtIICOME oottt ittt e e et et et e n e raans (355) (834) . — — —

Basic and diluted earnings pershare ............o oo e (0.08) 012y . — — —

(1) EBITDA represents the operating income (loss) of the Company plus depreciation and amortization. In
1999, EBITDA also included approximately $4.0 million of tax benefit. EBITDA is not a measure of
financial performance under generally accepted accounting principles (“GAAP") and may not be
comparable to other similarly titled measures by other companies. EBITDA does not represent net income
or cash flows from operations as defined by GAAP and does not necessarily indicate that cash flows will be
sufficient to fund cash needs. As a result, EBITDA should not be considered an alternative to net income as
an indicator of operating performance or to cash flows as a measure of liguidity. EBITDA is included
because it is a basis upon which the Company assesses its financial performance. '

(2) During 2000, the Company changed its accounting principle used for certain inventories from last-in, first-
out, to first-in, first-out. The Company’s prior year financial statements have been retroactively restated to
reflect this change.
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ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
" RESULTS OF OPERATIONS

The following discussion should be read in conjunction with “Selected Consolidated Financial Information”
and the Consolidated Financial Statements of the Company and the Notes thereto included in this Annual Report.
In particular, for information regarding the Company’s operations in dlfferent mdustry segments and geovraphlc
locations see Note 19 of Notes to Consohdated Fmanc1al Statements.

Critical' Accountihg Policies

The preparation of financial statements and related disclosures in conformity with accounting principles
" generally accepted in the United States requires management to make judgments, assumptions and estimates that

affect the amounts reported in the Consolidated Financial Statements and accompanying notes. Note 2 to the
Consolidated Financial Statements describes the significant accounting policies and methods used in the
preparation of the Consolidated Financial Statements. Estimates are used for, but not limited to, the accounting
for the allowance for doubtful accounts, inventory allowances, investment impairments, goodwill impairments,
loss contingencies, and income taxes. Actual results could differ from these estimates. The following critical
accounting policies are impacted significantly by Judgments assumptions and estimates used in the preparation
of the Consolidated Financial Statements.

The allowance for doubtful accounts is based on the Company’s assessment of the collectibility of specific
customer accounts and the aging of the accounts receivable. The-Company utilizes credit insurance to minimize
the risk of loss from non-payment of U.S. customer receivables. If there is a deterioration of a major customer’s
credit worthiness, and if balances exceed insured limits, the Company’s estimates of the recoverability of
amounts due to us could be adversely affected. The allowance for doubtful accounts is determined primarily on
the 