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PART 1

ltem 1. Business

Who Are We?

Rohm and Haas Company was incor-
porated in 1917 under the laws of the
State of Delaware. Our shares are
traded on the New York Stock
Exchange under the symbol “ROH.”

We are a global specialty materials
company that began over 90 years ago
when a chemist and a businessman
decided to form a partnership to
make a unique chemical product for
the leather industry. That once tiny
firm, now known as Rohm and Haas
Company, reported sales of $6.4 bil-
lion in 2003 on a portfolio of global
businesses including specialty chemi-
cals, electronic materials and salt.
Today, we leverage science and tech-
nology in many different areas to
design materials and processes that
enable our customers’ products to
work. We serve many different market
places, the largest of which include:
construction and building; electron-
ics; household products and personal
care; packaging; food and retail; and
automotive. To serve these markets,
we operate over 100 manufacturing
and 30 research facilities in 27 coun-
with 17,300
employees. Our geographic reach
continues to expand with 53% of our
sales in North America, 27% in
Europe, 17% in Asia-Pacific and 3% in
Latin America.

tries approximately

Yet, despite the remarkable changes
our company has undergone since it
was founded by Otto R6hm, the scien-
tist, and Otto Haas, the businessman,
Rohm and Haas remains remarkably
true to the original vision of its
founders: to be a high quality suppli-
er of specialty materials that improve
the quality of life. Over five years ago,

we began to diversify our portfolio of
product offerings to enhance our spe-
cialty chemical business by acquiring
Morton International’s Chemical and
Salt businesses, and complementing
our Electronics Materials business
through the acquisitions of LeaRonal
and Rodel.
these and other important businesses
in the past five years, we have doubled

With the acquisition of

our sales, balanced our portfolio sea-
sonally, expanded our geographic
reach and product opportunities to
meet market demand and enhanced
our cash generating abilities.

Our specialty chemical, electronic
materials and salt businesses will be
discussed in more detail later in this

section.
What is OQur
Focus?

In 2003, our focus was and will con-
tinue to be in 2004:

* Organic Growth;
¢ Cash Generation; and
* Corporate Governance.

Organic Growth
To increase sales in our existing seg-
ments, we are focused on:

¢ Marketing excellence - focusing our
energies on the fastest growing
market segments; cultivating our
name recognition in the market-
place and differentiating our-
selves from our competitors;

* Innovation - continually striving to
bring new products to the market-
place; modifying our portfolio as
needed to meet the changing mar-
ketplace, while leveraging our
world class acrylic and electronic
materials technologies;

* Geographic reach - leveraging our
geographic footprint to take
advantage of market demand; and

* Growth through efficiency - leverag-

ing technology in all forms, includ-
Resource
Planning system, and information

ing our Enterprise
technology systems to control costs
and gain operational efficiencies.

Cash Generation

We will use our ability to generate cash
flow from operating activities and our
strong cash position to maintain flexi-
bility in our balance sheet, while con-
tinuing the company’s long history of
increasing dividend payments.

Corporate Governance

Our company was built and contin-
ues to rely on a strong foundation of
We believe that these
values are the bedrock of our success.
We strive to operate at the highest
levels of integrity and ethics and in
support of this, require that all
salaried employees, as well as the

core values.

members of our Board of Directors,
receive compliance training and
annually certify their compliance
with our internal Code of Business
Conduct and Ethics. We have identi-
fied the following as our core values:

¢ Ethical behavior;

* Integrity in our business interac-
tions ~ with customers, suppliers
and each other; and

e Trust — trust that we will do what
we promise to do.

Our Board of Directors has invested
substantial time in examining our
business practices with regard to the
norms of institutional integrity. Our
Board is comprised of 14 Directors,
of whom 12 are non-employees. Our
Audit, Nominating and Compen-
sation committees of the Board are
all composed entirely of independ-

ent directors.




What Businesses Do We Operate?

Our portfolio of businesses is strong, seasonally diverse and well positioned overall for future growth. The table below

summarizes our six reporting segments and sales recorded in 2003:

ﬂlohm and Haas Company \
(dollars in millions) 2003 Sales % 2002 Sales %
Coatings 8 2,135 33% % 1866 33%
Adhesives and Sealants 632 10% 592 10%
Electronic Materials 1,079 17% 987 17%
Performance Chemicals 1,382 22% 1,217 21%
Salt 801 12% 706 12%
Monomers 1,152 18% 970 17%
Elimination of Intersegment Sales (760) (12%) (611) (10%)
kfoml Sales $ 6,421 100% $ 5727 100% /
COATINGS
Coatings is our largest reportable segment and is comprised of three businesses:
(dollars in millions) 2003 Sales % 2002 Sales %
Architectural and Functional Coatings 3 1,704 80% $ 1,531 82%
Powder Coatings 324 15% 226 12%
Automotive Coatings 107 5% 109 6%
Total Sales $ 2,135 100% $ 1,866 100%

Products from our Coatings business-
es are sold globally, with approxi-
mately 60% of sales in North
America, 25% in Europe, 10% in
Asia-Pacific and 5% in Latin
America. Sales for all three of these
businesses fluctuate depending on
the season and are sensitive to fluctu-
ating raw material costs.

Architectural and Functional Coatings is
the largest of the businesses in the
Coatings segment. In 1953, we pio-
neered the acrylic waterborne chem-
istry that has evolved into our cur-
rent high quality, technologically
advanced product offerings of
binders and additives for acrylic

paint. Our technology improves the

durability, tint retention, adhesion,
stain resistance and opacity of paint.

Our customer base includes well
known, high quality paint suppliers.
In addition to the architectural and
decorative coatings markets, this seg-
ment also offers products that serve a
wide variety of coatings to: industrial
markets for use on metal, wood and
in traffic paint; the building industry
for use in roofing materials, insula-
tion and cement markets; and con-
sumer markets for use in paper, tex-
tiles and non-woven fibers, graphic
arts and leather markets.

Powder Coatings produces a compre-
hensive line of powder coatings that
are sprayed onto consumer and
industrial products and parts in a
solid form. During the powder coat-
ing process, tiny particles receive an
electrostatic charge as they pass
through the sprayer, which causes

them to stick to the product. The
product is later baked in an oven,
where the particles melt onto the
product to form the final coating.
Powder coatings are more cost-effec-
tive than liquid coatings and provide
similar or enhanced benefits, includ-
ing increased durability such as tem-
perature and wear resistance. Our
powder coatings are used on a wide
variety of products, ranging from
door handles to patio and deck fur-
niture, to windshield wipers, televi-
sions and industrial shelving.

Automotive Coatings formulates and
manufactures decorative and func-
tional coatings for plastic automotive
parts such as bumper covers and
interior and exterior trim of cars and
trucks. ‘



Markets

Products

ﬁiusiness

Architectural
and Functional

Building and construction
Home improvement
Paper

Graphic arts

Apparel

Home and office goods

An array of versatile
acrylic emulsion polymers
and other technologies

A range of additives,
such as thickeners,
extenders and opacifiers

End Uses \

House paints
Traffic paints
Metal coatings
Coated papers
Printing inks
Non-woven fibers

Transportation

Textile finishes
¢ Insulation

* Leather
Powder * Home and office goods * Epoxy, polyester, silicone and ~ ® Architectural
¢ Recreation acrylic powder coatings aluminum
¢ Lawn and garden ¢ Lamineer - a low * Shelving -
* Transportation temperature curing coating * Tables and chairs
¢ Building and construction * Office furniture
* Cabinetry
* Machinery
* Gas grills
Automotive ¢ Transportation ¢ Solvent and water-based ¢ Cars
coatings for exterior and * Trucks
k interior plastic parts /

ADHESIVES and
SEALANTS

Our Adhesives & Sealants segment
was formed in 1999 from a combina-
tion of Morton adhesives and Rohm
and Haas adhesives:

2003 Sales 2002 Sales

(dollars in millions)

$ 632 $ 592

The Adhesives and Sealants business
provides a vast array of value adding
products derived from a broad range
of technologies including our world
class acrylic technology. Our prod-
ucts are supported with market rec-

ognized best-in-class end-use applica-

tions know-how. Products from our
Adhesives and Sealants business are
sold globally, with approximately
40% in North America, 45% in
Europe, 10% in Asia Pacific and 5%

in Latin America.

The packaging adhesives sold in this
segment are designed to deliver

unique attributes for the flexible
packaging market. Our customer
base includes the companies who
convert films, foils and papers used
by the food and consumer goods
industries in packaging their prod-
ucts. Our solvent-based, solventless
and water-borne laminating adhe-
sives enhance the adhesion between
the multiple layers of materials com-
monly found in a variety of products
such as candy bar wrappers, plastic
food packaging, muld-wall bags for
pet foods, and container board. Our
coatings products are usually applied
to protect or enhance the image of
printed surfaces or to enhance the
barrier properties for applications
such as cheese packaging. Our heat
seal adhesives are typically used in
applications such as sealing yogurt
containers and our cold seal adhe-
sives are generally used in applica-
tions such as sealing of candy bar
wrappers. Also included in this seg-
ment are flexible laminating adhe-

sives for industrial applications and
products supplied to companies who
manufacture synthetc leather.

The pressure sensitive and construc-
tion adhesives deliver the end-use
properties required by our customers
who in turn manufacture tapes,
labels and a variety of other products.
Other end-uses for our products
include medical adhesives, protective
films and caulks for the construction
industry. All of these products are
built from our unique capabilities in
acrylic emulsions technologies.

Our transportation adhesives are tai-
lored to the unique needs of the
automotive industry with adhesives
for rubber-to-metal bonding applica-
tions such as engine vibration damp-
ening, structural adhesives for panel
laminating, and adhesives used in
interior trim applications, including
headliners used to pad the interior

roof of cars and trucks.




S

Business Markets Products End Uses \
Adhesives and ¢ Packaging * Formulated adhesives * Flexible packaging
Sealants s Automotive * Acrylic emulsion polymers * Pressure-sensitive

¢ Construction * Primer, barrier and top-coat tapes and labels

* Food

e Medical

o

¢ Graphic arts

coatings products

¢ Consumer goods

¢ Carton sealing
packaging and
masking tapes

* Anti-vibration
components

¢ Caulks and sealants

¢ Laminated panels

¢ Synthetic leather /

ELECTRONIC MATERIALS

This segment is comprised of three businesses:

(dollars in millions) 2003 Sales % 2002 Sales %

Printed Wiring Board $ 301 28% $ 288 29%
Electronic and Industrial Finishes 164 15% 146 15%
Microelectronics 614 57% 553 56%
Total Sales $ 1,079 100% $ 987 100%

Our Electronic Materials businesses
are focused on inventing new materi-
als that make electronic devices faster,
smaller, more powerful and less
expensive for the consumer. We offer
fully compatible, leading-edge chem-
istry used to make the semiconductor
chips and printed wiring boards found
in today’s most sophisticated electron-
ic devices. Our products are sold glob-
ally, with approximately 50% of sales
in Asia-Pacific, 30% in North America
and 20% in Europe.

The Printed Wiring Board business
develops and delivers the technology,
materials and fabrication services for
increasingly powerful, high-density
printed wiring boards in computers,
cell phones, automobiles and many
other electronic devices today. We are
a leading global supplier of specialty
chemicals and materials used in the
fabrication of printed circuit boards.
We are focused on the development of
technologies such as metallization, lig-
uid and dry film photoresist for imag-
ing and embedded passives.

Metallization is considered by most to
be the "heart" of the printed circuit
board. It constitutes the physical con-
nectivity as well as the current flow
medjum through which all electrical
signals are routed in the board. As
technology and functionality continue
to evolve in electronics, the need to
establish reliable connectivity is
becoming more and more crucial. In
response to this dynamic in the indus-
try, we continue to lead with advanced
technology metallization solutions
designed to deliver the cutting edge in
capability and reliability to today's
demanding printed circuit board
architectures.

Our imaging products provide capa-
bility for electronic circuit patterning,
three-dimensional structuring, selec-
tive metal plating and etching, and
protective soldermask coatings. Our
product offerings cover the full range
of application needs, from laser direct
imaging to ultra fine-line resolution to
high volume production.

Printed Circuit Board designers face
formidable challenges of supporting
increased functionality in decreasing
form factors for high-speed circuits.
Embedded passive technology can

open up valuable space on the board
surface while also improving the elec-
trical performance and reliability of
high density, highspeed designs. We
have developed a thin-film, high sheet
resistivity resistor material under the
trade name InSite™ in response to
this market need.

Our Electronic and Industrial Finishing
business develops and delivers innova-
tive materials and processes that boost
the performance of a diverse range of
electronic, optoelectronic and indus-
trial packaging and finishing applica-
tions. We supply integrated coating
processes critical for interconnection,
EMI shielding, corrosion resistant,
and decorative applications.

Microelectronzcs develops and supplies

integrated products and technologies
on a global basis enabling our cus-




tomers to drive leading edge semicon-
ductor design to boost performance
of semiconductor devices powered by
smaller and faster chips. This business
also develops and delivers materials
used for chemical mechanical polish-
ing (CMP), the process used to create
the flawless surfaces required to make

faster and more powerful integrated
circuits and electronic substrates,

Our pad and slurry technology plat
forms for CMP are based on strong
fundamentals, critical raw materials,
top talent and state of the art labora-
tories and tools. As one of the pio-
neers in polishing technology, our

industry experience has tuned our
problem-solving capability so we can
respond quickly and effectively to cus-
tomer needs. Our products, which
include polishing pads, pad condition-
ers, polishing slurries and reactive
chemical solutions, are used in the fab-
rication of almost every type of elec-

tronic chip made today.

* Computers
¢ Transportation
¢ Recreation

manufacture of

solder mask, electroless and .

electrolytic copper

printed wiring boards;
¢ Products such as: photoresists, ®

ﬁusiness Markets Products End Uses
Printed Wiring ¢ Electronic devices ¢ Enabling technology * Cellular phones
Board ¢ Communication for all aspects of the * Personal computers

s (ars and trucks

* Home appliances
Office equipment
Electronic games

Electronic and .
Industrial Finishes ®

Electronic devices .
Communication

Materials and technology for .
integrated circuit packaging, .

Cellular phones
Personal computers

* Computers

Transportation
Plating or plastic/EMI
Connector finishing

connectors and industrial
finishing

Cars and trucks
Home appliances
Office equipment
Electronic games
Steel and metal
finishing

Microelectronics

Electronics and
communication devices
Transportation

Home and office goods
Recreation

Essential technology for
creating state-of-the-art

integrated circuits: photo resists,

developers, removers, anti-

reflective coatings, chemical

mechanical planarization
(CMP) pads and slurries

Cellular phones
Personal computers
Cars and trucks
Home appliances
Office equipment
Electronic games

N

/

Note: In 2004, the
Materials business units will be identi-

Electronic

fied in all of our financial reports
under the following names: The
Printed Wiring Board business will be
Circuit  Board
Technologies; Electronic and Industrial

referred to as

Finishing will be called Packaging and
Finishing Technologies, and the Micro-
electronics business will be reported
under the name Semiconductor Tech-
nologies. These changes are in line
with changes the business has made in

their positioning in the marketplace

to better align their names with their
technologies and unify their brand-
ing under the Rohm and Haas
We will
continue to report the Electronic

Electronic Materials name.

Materials segment earnings under

the existing name.
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PERFORMANCE CHEMICALS

This segment includes the sales and operating results of Plastics Additives, Process Chemicals (which was formed in 2003
by combining Inorganic and Specialty Solutions and Ion Exchange Resins), Consumer and Industrial Specialties and other

smaller business groups.

(dollars in millions) 2003 Sales % 2002 Sales %

Plastics Additives 3 535 39% $ 430 35%
Process Chemicals 378 27% 375 31%
Consumer and Industrial Specialties 428 31% 388 32%
Other 41 3% 24 2%
Total Sales $ 1,382 100% $ 1,217 100%

Regionally, about 40% of our prod-
ucts are sold in each of the North
American and European regions,
15% in Asia-Pacific and about 5% in

provide products that serve a diverse
set of markets, from consumer prod-
ucts, to additives used to manufac-
ture plastic and vinyl products, to

processes for food and pharmaceuti-
cal markets, to newsprint processing
and are best described individually
by the table below:

Latin America. These businesses water treatment and purification

ﬂusiness Markets Products End Uses \
Plastics Additives * Building and ¢ A wide range of additives * PVC pipe
construction that impart desired properties ¢ Vinyl siding
¢ Packaging into the end plastic or help ¢ Wall systems
¢ Home and office goods processing machinery run more ¢ Vinyl windows
¢ Transportation efficiently (acrylic-based impact ¢ Fencing and decks
modifiers and processing aids, ¢ Plastic packaging

tin-based stabilizers and lubricants) ¢ Interior auto parts
* Appliances and
business machines

Process Chemicals ¢ Paper * Sodium borohydride and ¢ Newspaper
¢ Industrial processing related technologies * Corrosion inhibitors
* Lubricants * Sali-forming bases ¢ Pharmaceutical
* Fuels ¢ Anion and cation ion processes
¢ Water processing exchange resins * Dyes
¢ Food processing ¢ Adsorbents ¢ Soft drinks and
¢ FElectronics juices
* Bioprocessing ¢ Ultra pure water
¢ Chemical processing ¢ Catalysis
o Electricity
production
Consumer and ¢ Household products * Antimicrobials, dispersants, e Laundryand
Industrial ¢ Personal care acrylic emulsions and a range dishwasher
Specialties ¢ Industrial processing of other technologies detergents
* Building and * Shampoos and
construction conditioners
¢ Floor polishes
K * Paints /




SALT

With the acquisition of Morton Salt
in 1999, we obtained the rights to
some of the most recognized con-
sumer brand names and product
symbols in the United States and in
Canada. Our well recognized “little
salt gir]” is the trademark of Morton
Salt and one of our most valuable
intangible assets. We also acquired
the leading brand in Canada,
Windsor Salt.

2003 Sales 2002 Sales

(dollars in millions)

$ 801

$ 706

Salt, the heart of all products sold by
this segment, is produced through
vacuum pan production, solar evapo-
ration or mining. Even though the
consumer salt business is best known,
this segment extends well beyond
table and specialty salts and includes

salt used for water conditioning, ice
food processing,
chemical/industrial and agricultural

control,

use. Highway ice control sales are
driven by the effects of winter weath-
er. This seasonality has balanced our
total portfolio of businesses, nicely
complementing stronger sales in the
Spring and Summer from many of
our Coatings businesses.

/Business Markets Products End Uses \
Salt ¢ Consumer e Salt ¢ Table salt
¢ Food processing * Home and industrial water
* Industrial processing conditioning salt
¢ Chemical processing ¢ Ice control salt (highway

¢ Water Conditioning

de-icing and consumer)
Chemical/industrial processing salt

Animal feed salt

Industrial food processing

MONOMERS

This segment produces ‘methyl
methacrylate, acrylic acid and associ-
ated esters as well as specialty

monomer products.  Monomers
serve as the building block for many
of our acrylic technologies in our

other business segments and are also

sold externally for applications such
as superabsorbent polymers and
acrylic sheet.

(dollars in millions) 2003 Sales 2002 Sales
Total Sales $ 1,152 $ 970
Less: Intersegment Sales (760) (611)
Total External Sales $ 392 $ 359
Business Markets Products End Uses
Monomers ¢ Building and construction ¢ Methyl methacrylate * Adhesives

* Personal care

*  Automotive
* Packaging

¢ Acrylic acid
* Associated esters

¢ Specialty monomers d

¢ Paints and coatings

¢ Floor polishes

Hair sprays

¢ Super absorbent products




10.

Raw Materials

We use a broad range of raw materi-
als across our operations, and the raw
materials used vary widely among
many of our businesses. In most
cases, these raw materials are pur-
chased from multiple sources under
short- and long-term supply con-
tracts. For 2004, we expect the sup-
ply of petrochemicals to be adequate
to meet our demand. If the overall
supply for certain raw materials
becomes limited, obtaining alterna-
tive suppliers and the quantities we
require could be difficult.

Our Coatings, Adhesives and
Sealants, Performance Chemicals
and Monomer operations use a vari-
ety of commodity chemicals as raw
materials. We purchase over 3.0 bil-
lion pounds of petrochemical-based
raw materials globally for these busi-
nesses. The largest of these raw
materials include: acetone, ammo-
nia, butanol, ethanol, methanol,
propylene, styrene and vinyl acetate
monomer. We also purchase approx-
imately 25 million mmbtu’s of natu-
ral gas for use in our manufacturing
operations. Petrochemical-based raw
material prices have been volatile
and can fluctuate significantly over
relatively short periods of time. Raw
material price changes had, in 2003,
and may continue to have in 2004, a
material impact on our consolidated
results of operations. Additionally,
availability of these materials can also
vary due to seasonality, supplier
capacity and customer demand.

Our Salt segment relies on rock salt
and brine well reserves. Refer to Item
2. Properties, for more information.

Competition and Seasonality

We experience vigorous competition
in each of our segments. Our com-
petitors include many large, multina-
tional chemical firms based in
Europe, Asia and the United States as
well as a number of regional and
local competitors. In some cases, we
compete against firms that produce
commodity chemicals, purchased by
us as raw materials to make our prod-
ucts. However, we do not believe this
places us at any significant competi-
tive disadvantage. Most of our prod-
ucts are specialty chemicals which
are sold to customers who demand a
high level of customer service and
technical expertise from us and our
sales force. Our Salt segment is most
affected by weatherrelated sales of
highway ice-control salt. To a much
lesser extent, sales in the Coatings
segment destined for the architectur-
al paint market are affected by weath-
er in various regions.

Environmental

A discussion of environmental relat-
ed factors can be found in Item 7.
Management’s  Discussion  and
Analysis of Financial Condition and
Results of Operations and is incorpo-
rated herein by reference to Note 25:
Contingent Liabilities, Guarantees and
Commitments in the accompanying
Notes to Consolidated Financial

Statements.

Research and Development

We believe that one of the keys to our
success is product innovation. We
are committed to ongoing invest-
ment in research and development
as a way to differentiate our existing
products, while bringing new tech-

nologies and innovative, high value
products to market. We believe that
our many intellectual properties are
of substantial value in the manufac-
turing, marketing and application of
our various products. Though we are
not dependent, to a material extent,
upon any one trademark, patent or
license, certain of our businesses may
be so dependent.

As such, we allocate a significant
amount of our operating budget to
research and development. With the
exception of 2003, historically we have
increased our annual spend from year
to year. In 2003 however, total spend-
ing decreased from $260 million in
2002 to $238 million in 2003. The
decrease was primarily driven by: 1)
the discontinuation of our gene regu-
lation research program in late 2002,
which was donated to the University
of Pittsburgh in 2003; 2) the absence
of one-time costs in 2003 directly asso-
ciated with previous restructuring ini-
tiatives, primarily the shutdown of our
Bristol ~ Technical
September 2002; and 3) improved
cost controls and the benefits earned

Center in

from earlier restructuring efforts.
Our 2001 spend was $230 million. In
2004, we expect to spend approxi-
mately $250 million. Approximately
two-thirds of our research and devel-
opment efforts are currently focused
in the Electronic Materials and
Coatings segments.

Our principal research and develop-
ment laboratories for our chemicals
businesses are located in Spring
A list of our
research

House, Pennsylvania.
technical and
throughout the world can be found
in Item 2. Properties.

centers



Where Can You Find More Information
About Rohm and Haas Company?

Corporate Office:
100 Independence Mall West
Philadelphia, Pennsylvania 19106-2399

Phone Numbers:
Main line: (215) 592-3000
Investors line: 1-800-ROH-0466

website: www.rohmhaas.com (intended to be an inactive textual reference only)

Copies of our corporate governance policies, charters of the Board of Directors and the Board committees and our
Code of Business Conduct and Ethics can be obtained free of charge by accessing the Governance section of our web-
site or by writing to the address listed below:

www.rohmhaas.com/governance (intended to be an inactive textual reference only)

Address:

Rohm and Haas Company

Public Relations Department

100 Independence Mall West
Philadelphia, PA USA 19106-2399

Copies of our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amend-
ments to those reports filed with the U.S. Securities and Exchange Commission (SEC) can be obtained free of charge
by accessing the Investors page on our website or by writing to the address listed below:

website: www.rohmhaas.com (intended to be an inactive textual reference only)

Address:

Rohm and Haas Company

Public Relations Department

100 Independence Mall West
Philadelphia, PA USA 19106-2399

You may also read and copy any materials we file with the SEC at the SEC’s Public Reference Room which is located at
450 Fifth Street, NW, Washington, DC 20549. Information about the operation of the Public Reference Room can be
obtained by calling the SEC at 1-800-SEC-0330. You can also access our filings through the SEC’s internet site:
WWW. SEC. GOV,




ltem 2. Properties

We operate over 100 manufacturing facilities, mines and salt evaporation facilities and 30 research facilities in 27 coun-
tries. The facilities and the segment for which they are productive are detailed in the tables below:

/Manufacturing Locations \

Argentina:  Zarate(1) United States
Australia: Geelong(1) Arizona: Glendale(5);
Bahamas: Inagua(5) California: Hayward(1); La Mirada(1); Long
Beach(5); Newark(5); Sunnyvale(3)
Brazil: Jacarei(1,2,4) Delaware: Newark(3)
Canada: Anjou(3); Clarkson(5); Florida: Cape Canaveral(5)
Goderich(5);
lles-De-La-Madeleine(5);
Lindbergh(5); Ojibway(5);
Pugwash(5);
Regina/Belle Plaine(5);
——w West Hill(1); Windsor(5)
: China: Beijing(1); Dongguan(3); [linois: Elk Grove(2); Elston Dock(5);
‘ | Hong Kong(3); Shanghai(1,4) Kankakee(1); Kilbourn(4);
[ Lansing(1); Ringwood(1,2)
‘ l Colombia: Barranquilla(1) Indiana: Warsaw(1)
[ France: Chauny(4); Lauterbourg(1,4); Kansas: Hutchinson(5)
‘ Semoy(1,2); Villers-Saint-Paul(4)
‘ } Germany: Bremen(2); Strullendorf(1,2); Kentucky: Louisville(1,4)
J Arnsberg(1)
India: Taloja(1,2) Louisiana: Weeks Island (5)
Indonesia: Cilegon(1) Massachusetts: Marlborough(3); North Andover(3)
Italy: Castronno(3,4); Mozzanica(l); Michigan: Detroit(5); Manistee(4,5)
: Mozzate(2); Parona(2);
Romano d’Ezzelino(1)
Japan: Nagoya(1,4); Sasakami(3); Soma(4); Minneapolis: St. Paul(3)
Mexico: Apizaco(1.4); Toluca(2) Missouri: St. Louis(5)
Netherlands: Delfzijl(4) Mississippi: Moss Point(3)
New Zealand: Auckland(1) New Jersey: Perth Amboy(5)
Philippines:  Las Pinas(1) New York: Freeport(3); Silver Springs(5)
Singapore: Singapore(4); Tuas(2,3) North Carolina: Charlotte(1)
South Africa: New Germany(1) Ohio: Cincinnati(4); Fairport(5};
Rittman(b); West Alexandria(2)
South Korea: Seoul(3) Pennsylvania: Bristol(1); Philadelphia(4);
Reading(1)
Spain: Castellon(1); Tudela(1) Tennessee: Knoxville(1,4)
Sweden: Landskrona{1) Texas: Bayport(4,6); Deer Park(4,6);
Grand Saline(5); Lone Star(1)
Switzerland: Buchs(4); Littau/Lucerne(3) Utah: Grantsville(5)
Taiwan: Min-Hsiung(1,4); Taoyuan Hsien(3)  Virginia: Blacksburg(3); Wytheville(1)
Thailand: Maptaphut(1,4) Washington: Elma(4)
United Aldridge(1); Buxton(3);
Kingdom: Coventry(3); Dewsbury(1);
Grangemouth(4); Jarrow(4);
Warrington (3)

_




/Research and Technical Facilities:

Australia: Geelong(1) United States:
Brazil: Jacarei(1,2,4) Arizona: Phoenix(3)
China: Hong Kong(3); Shanghai(1,4) California: Sunnyvale (3)
France: Valbonne (1,2,4) Delaware: Newark(3)
Germany: Arnsberg(1) Georgia: Norcross(3)
Ttaly: Romano d’Ezzelino(1) Nlinois: Elgin(2,5); Lansing(1)
Japan: Ohmiya(3); Saitama(3) Massachusetts: Marlborough(3); North Andover(3);
Woburn (4)
Singapore: Singapore(2,4) Michigan: Rochester Hills(1)
Spain: Castellon(1) New York: Freeport(3)
Switzerland: Buchs(4); Lucerne(3) North Carolina: Charlotte (1)
United Coventry(3) Ohio: Cincinnati(4); West Alexandria(2)
Kingdom:
Pennsylvania: Reading(1);
Spring House(1,2,4,6)
Texas: Deer Park(4,6)
k Virginia: Blacksburg(3) /

(1) Coatings

(2) Adhesives and Sealants
(3} Electronic Materials

(4) Performance Chemicals

—~
o

(6) Monomers

Our manufacturing operations gen-
erally ran well throughout 2003. We
consider our facilities to be generally
well  maintained and suitably
equipped to meet the production
requirements of each of our business
segments.

Salt, including mines and evaporation facilities

Our rock salt and brine well reserves
vary, but all salt production locations
have sufficient reserves to satisfy
anticipated production requirements
for the foreseeable future. Salt
reserves for solar evaporation facili-
ties are regarded as unlimited. With
respect to the Salt segment, total salt

production in 2003 was approximate-
ly 12.6 million tons.

Safety was a key focus as well, and sig-
nificant improvement was made
throughout the year. The overall cor-
porate safety record improved from a
rate of 1.2 injuries for every 200,000
hours worked in 2002, to 1.0 injuries

on a comparable basis in 2003.
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ltem 3. Legal Proceedings

A discussion of legal proceedings is
incorporated herein by reference to
Note 2b: Liabilities,
Guarantees and Commitments in the
accompanying Notes to Consolidated
Financial Statements.

Contingent

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

No matters were submitted to a vote
of security holders during the fourth
quarter of 2003.

PART Ul

ltem 5. Market for the
Registrant's Common Equity
and Related Stockholder
Matters

Our common stock is traded on the
New York Stock Exchange under the

2004, there were 9,037 registered
shareholders of our common stock.
Below is a summary of the New York
Stock Exchange Composite high and
low prices of Rohm and Haas
Company’s stock as well as the cash
dividend paid per share for each
quarter of 2003 and 2002. On
February 27, 2004, the last sales price

symbol “ROH.”  On February 27, ¢ our common stock was $39.75.
Cash
Period High Low Dividend
2003
1st Quarter $ 34.26 $ 26.26 $ 021
2nd Quarter § 34.12 $ 29.10 8 021
3rd Quarter $ 37.34 $ 29.83 $ 022
4th Quarter $ 43.05 $ 33.28 $ 0.22
2002
1st Quarter $ 42.60 $ 32,10 $ 020
2nd Quarter $ 42.30 $ 35.52 $ 020
3rd Quarter $ 41.90 $ 30.19 $ 021
4th Quarter $ 36.45 $ 30.43 $ 0.2 j




ltem 6. Selected Financial Data

The following sets forth selected consolidated financial data for the years presented below as derived from our histori-

cal financial statements.

éve—Year Summary of Selected Financial Data
(in milllions, except per share, stockholders and employees)

\

For the Year Ended December 31,

roecds from divested businesses

2003 2002 2001 2000 1999
See notes (2) (1,2,3) (1,3) (1,%)
Summary of Operations
Net sales $ 6,421 $ 5,727 $ 5,666 $ 6,349 § 4,840
Gross profit 1,915 1,817, 1,658 2,007 1,701
Earnings (loss) from continuing operations
before income taxes and cumulative effect
of accounting change 415 308 (66) 488 375
Earnings (loss) from continuing operations
before cumulative effect of accounting change 288 210 (71) 296 193
Discontinued operations:
Income from discontinued line of business,
net of income taxes - - 40 58 56
Gain (loss) on disposal of discontinued line of business,
net of income taxes - (7) 428 - -
Curnulative effect of accounting change, net of income taxes 8) (773) (2 - -
Net earnings (loss) $ 280 g (B70) % 305 3 354 $ 249
As a percent of sales
Gross profit 29.8% 31.7% 29.85% 31.6% 35.1%
Selling and administrative expense 18.9% 15.3% 15.2% 14.7% 15.9%
Research and development expense 3.7% 4.5% 4.1% 3.5% 3.6%
Per Common Share Data and Other Share Information
Earnings (loss) from continuing operations before cumulative effect of accounting change:
Basic : $ 1.30 $ 95 $ (.32) $ 1.34 $ .99
Diluted $ 1.30 $ 95 § (.82) $ 1.34 g 98
Cash dividends per common share $ .86 $ 82 $ .80 $ .78 $ .74
Common stock price:
High $ 43.05 $ 42.60 $ 38.70 $ 49.44 $ 49.25
Low $ 26.26 $ 30.19 $ 24.90 $ 24.38 $ 2813
Year-end close $42.71 $ 32.48 $ 34.63 $ 36.31 $ 4069
Weighted average number of common shares
outstanding ~ basic 2215 220.9 220.2 219.5 192.6
Weighted average number of common shares
outstanding - diluted 222.4 221.9 220.2 220.5 195.7
Net Cash Flow Data
Net cash provided by continuing operations $ 999 & 975 $ 660 $ 714 g 719
Net cash provided by discontinued operations - - 44 66 97
Net cash provided by operating activities 999 975 704 780 816
Net cash provided (used) by investing activities (368) (555) 312 (827) (8,717)
Net cash provided (used) by financing activities (730) (217) (1,016) (418) 2,942
Additions to land, buildings and equipment 339 407 401 391 323
Depreciation from continuing operations 411 388 406 446 360
Cash dividends paid 191 181 176 171 141
Cash used for acquisitions of businesses and affiliates 21 149 144 390 3,394
23 23 834 - -
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Five-Year Summary of Selected Financial Data (continued)
(in milllions, except per share, stockholders and employees)

\

For the Year Ended December 31,

2003 2002 2001 2000 1999
See notes (2) (1,2,3) (1,3) (1,3)
Balance Sheet Data !
Land, buildings and equipment, gross $ 7,688 $ 7,246 $ 6,607 $ 6,699 $ 6,349
Total assets 9,445 9,584 10,378 11,252 11,256
Current portion of long-term debt 10 48 11 11 104
Other short-term borrowings 97 132 167 545 827
Long-term debt 2,468 2,872 2,748 3,218 3,122
Total debt 2,575 3,052 2,926 3,774 4,053
Stockholders’ equity 3,357 3,119 3,841 3,653 3,475
Number of registered stockholders 9,106 9,140 9,234 9,226 9,462
Q‘umber of employees 17,245 17,611 18,210 20,248 2],51j

(1) Reclassified to conform to current year presentation, primarily as a result of discontinued operations,

(2) In accordance with SFAS No. 143, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical
Corrections,” 2002 and 2001 earnings from continuing operations now reflect losses from early extinguishment of debt, which were previously
reported below continuing operations as extraordinary items.

(3) Prior year amounts include amortization of goodwill and indefinite-lived intangibles. In accordance with the adoption of SFAS No. 142, effec-
tive January 1, 2002, we ceased amortization of goodwill and indefinite-lived intangibles,

Also see 2003, 2002 and 2001 Management’s Discussion and Analysis of Financial Condition and Results of Operations for additional information.

ltem 7. Management's
Discussion and Analysis of
Financial Condition and
Results of Operations

The following commentary should
be read in conjunction with the
Consolidated Financial Statements
and the accompanying Notes to
Consolidated Financial Statements
for the years ended December 31,
2003, 2002 and 2001. The phrase:
“Earnings (loss) from continuing
operations before cumulative effect
of accounting change” is abbreviated
as “Earnings (loss) from continuing
operations” within the following
Management's  Discussion and
Analysis of Financial Condition,
Results of Operations and Notes to
Consolidated Financial Statements.

We are a global specialty materials
company that brings technology and
the market that
enhances the performance of end-

innovation to

use consumer products made by our
customers. Qur Salt business is one
of the most recognizable brand
names in the world. Our products

are sold primarily for use in the con-
struction and building; electronics;
household products and personal
care; packaging; food and retail; and
automotive markets. We operate six
business Coatings,
Adhesives and Sealants, Flectronic
Materials, Performance Chemicals,
Salt and Monomers.

2003 - A Year in Review

Our performance this year was a sub-
stantial improvement over 2002 and
reflects our continued emphasis on
growth through new product introduc-

segments:

tion, our strong global presence, and
the efficiency improvements we have
been implementing throughout the
organizaton. Other significant items
affecting the results of our 2003 opera-
tions include:
* the impact of foreign currency
translation;
¢ escalating raw material and energy
prices; and
¢ restructuring and asset impairment
charges.

In 2003, we reported sales of $6,421
million, a 12% increase over 2002.

About one-third of this increase is from
organic growth through improved
demand and higher selling prices in
our Coatings, Electronic Materials, Salt
and Performance Chemicals seg-
ments. The remainder of the increase
in sales was due to the impact of favor-
able foreign currency, primarily from
the strengthening of the Euro versus
the U.S. dollar as well as the contribu-
tion of our recent acquisitions.

Gross profit margin was 30%, com-
pared with 32% in 2002, due to the
impact of higher raw material and
energy costs. Selling, administrative
and research expenses were relatively
consistent with the prior year as our
continuing focus on efficiency
improvements largely offset the infla-
tionary impact of employee related

expenses.

We reported earnings from continu-
ing operations in 2003 of $288 mil-
lion, or $1.30 per share, as compared
to 2002 earnings from continuing
operations of $210 million or $0.95
per share.




Significant Items Affecting the
Resuits of Operations

2002

Impairment of Goodwill and Indefinite-
Lived Intangible Assets

Effective January 1, 2002, we adopted
SFAS No. 142, “Goodwill and Other
Intangible Assets.” In accordance with
this statement, we ceased amortization
of goodwill and intangible assets
deemed to have indefinite lives. As a
result of our impairment testing in
connection with the adoption of SFAS
No. 142, a non-cash charge of $830
million ($773 million after-tax), was
reflected in the 2002 results as a cumu-
lative effect of accounting change.
The impairment charges impacted the
majority of our reportable segments as
follows:  Coatings - $42 million;
Electronic Materials - $281 million;
Performance Chemicals - $230 million
and Salt - $220 million. The impair-
ment charges were primarily the result
of the economic downturn over the
past two years affecting growth assump-
tons in certain key markets. In addi-
tion, customer consolidation in some
areas had led to downward pressure on
pricing and volume.

2001

Sale of the Agricultural Chemicals
Business

In June 2001, we completed the sale of
our Agricultural Chemicals business to
Dow AgroSciences LLC, a wholly-
owned subsidiary of the Dow Chemical
Company, for approximately $1 bil-
lion. We reported the operating
results of this business as discontinued
operations in accordance with APB
Opinion No. 30 “Reporting the Results
of Operations - Reporting the Effects
of Disposal of a Segment of a Business
and Extraordinary, Unusual and
Infrequently Occurring Events and

Transactions.”

Critical Accounting Estimates
Our consolidated financial statements
have been prepared in accordance

with accounting principles generally
accepted in the United States of
America {(GAAP). The preparation of
these financial statements requires us
to make estimates and assumptions
that affect the reported amounts of
revenues and expenses, assets and lia-
bilities and the disclosure of contin-
gent assets liabilities.
Management considers an accounting

and

estimate to be critical to the prepara-
tion of our financial statements if:

¢ the estimate is complex in nature
or requires a high degree of judg-
ment; and

o if different estimates and assump-
dons were used, the result could
have a material impact to the con-
solidated financial statements.

Management has discussed the devel-
opment and selection of our critical
accounting estimates and related dis-
closures with the Audit Committee of
our Board of Directors. Those est-
mates critical to the preparation of our
consolidated financial statements are
listed below.

Litigation and Environmental
Reserves

We are involved in litigation in the
ordinary course of business including
personal injury, property damage and
environmental litigation. Additionally,
we are involved in environmental
remediation and spend significant
amounts for both company-owned and
third party locations. In accordance
with GAAP, we are required to assess
these matters to: 1) determine if a lia-
bility is probable; and 2) record such a
liability when the financial exposure
The
determination and estimation of these
liabilities are critical to the preparation
of our financial statements,

can be reasonably estimated.

In reviewing such matters, we consid-
er a broad range of information,
including the claims, demands, set-
tlement offers received from a gov-
ernmental authority or private party,

estimates performed by independent
third parties, identification of other
responsible parties and an assess-
ment of their ability to contribute
and our prior experience, to deter-
mine if a liability is probable and if
If both of
these conditions are met we record a
liability. If we believe that no best
estimate exists, we accrue the mini-

the value is estumable.

mum in a range of possible losses as
we are required to do under GAAP.
If we determine a liability to be only
reasonably possible, we consider the
same information to estimate the
possible exposure and disclose the
potential liability.

Our most significant reserves have
been established for remediation and
restoration costs associated with envi-
ronmental damage. As of December
31, 2003, we recorded $127 million for
environmental remediation. We con-
duct studies and site surveys to deter-
mine the extent of environmental
damage and necessary remediation.
With the expertise of our environmen-
tal engineers and legal counsel we
determine our best estimates for reme-
diation and restoradon costs. These
estimates are based on forecasts of
future costs for remediation and
change periodically as additional and
better information becomes available.
Changes to assumptions and consider-
ations used to calculate remediation
reserves could materially affect our
results of operations. If we determine
that the scope of remediation is broad-
er than originally planned, discover
new contamination, discover previous-
ly unknown sites or become subject to
related personal injury or property
damage claims, our estimates and
assumptions could materially change.

We believe the current assumptions
and other considerations used to esti-
mate reserves for both our environ-

mental and other legal liabilities are
appropriate.
based in large part on information cur-

These estimates are




rently available and the current laws
and regulations governing these mat-
ters. If additional information
becomes available or there are changes
to the laws or regulations or actual
experience differs from the assump-
tons and considerations used in est-
mating our reserves, the resulting
change could have a material impact
on the consolidated results of our
operations and statement of position.

Income Taxes

The objective of accounting for
income taxes is to recognize the
amount of taxes payable or refund-
able for the current year and
deferred tax liabilities and assets for
the future tax consequences of
events that have been recognized in
an entity’s financial statements or tax
returns.

In the determination of our current
year tax provision, we assume that all
foreign earnings are remitted to the
United States and since, upon remit-
tance, such earnings are taxable, we
provide federal income taxes on
income from our foreign subsidiaries.
In addition, we operate within multi-
ple taxing jurisdictions and are sub-
ject to audit in these jurisdictions. We
record accruals for the estimated out-
comes of these audits. Since signifi-
cant judgment is required to assess
the future tax consequences of events
that have been recognized in our
financial statements or tax returns, we
consider such estimates to be critical
to the preparation of our financial
statements.

We believe that the current assump-
tions and other considerations used
to estimate the current year effective
and deferred tax positions are appro-
priate. However, if the actual out-
come of future tax consequences dif-
fers from our estimates and assump-
tions, the resulting change to the
provision for income taxes could
have a material adverse impact on
the consolidated results of opera-
tions and statement of position. A

1% change in the effective tax rate
would change the current year
income tax expense by $6 million.

Restructuring

When appropriate, we record
charges relating to efforts to strategi-
cally reposition our manufacturing
footprint and support service func-
tions. In the past three years, we
recorded $96 million, $17 million
and §61 million in 2003, 2002 and
2001, respectively, for severance and
other employee benefits within the
provision for restructuring and asset
impairments in the Consolidated
Statements of Operations.

Reserves are established for such ini-
tiatives by calculating our best esti-
mate of employee termination costs
utilizing detailed restructuring plans
approved by management. Reserve
calculations are based upon various
factors including an employee’s
length of service, contract provisions,
salary level and health care benefit
choices. We believe the estimates
and assumptions used to calculate
these restructuring provisions are
appropriate, and although signifi-
cant changes are not anticipated,
actual costs could differ from the
assumptions and considerations used
in estimating reserves. The resulting
change could have a material impact
on the consolidated results of opera-
tions and statement of position.

Long-Lived Assets

Our long-lived assets include land,
buildings, equipment, long-term
investments, goodwill, indefinite-
lived intangible assets and other
intangible assets. Long-lived assets,
other than investments, goodwill and
indefinite-lived intangible assets, are
depreciated over their estimated use-
ful lives, and are reviewed for impair-
ment whenever changes in circum-
stances indicate the carrying value
may not be recoverable. Such cir-
cumstances would include a signifi-
cant decrease in the market price of
a long-lived asset, a significant

adverse change in the manner in
which the asset is being used or in its
physical condition or a history of
operating or cash flow losses associat-
ed with the use of the asset. In addi-
tion, changes in the expected useful
life of these long-lived assets may also
be an impairment indicator. As a
result, future decisions to change our
manufacturing footprint or exit cer-
tain businesses could result in mate-
rial impairment charges.

When such events or changes occur,
we estimate the future cash flows
expected to result from the use and,
if applicable, the eventual disposition
of the assets. The key variables that
we must estimate include assump-
tions regarding sales volume, selling
prices, raw material prices, labor and
other employee benefit costs, capital
additions and other economic fac-
tors. These variables require signifi-
cant management judgment and
include inherent uncertainties since
they are forecasting future events.
For this reason, we consider our esti-
mates to be critical in the prepara-
tion of our consolidated results of
operations. If such assets are consid-
ered impaired, they are written down
to fair value as appropriate.

Goodwill and indefinite-lived intan-
gible assets are reviewed annually or
sooner if changes in circumstances
indicate the carrying value may not
be recoverable. To test for recover-
ability, we typically utilize discounted
estimated future cash flows to meas-
ure fair value for each reporting unit.
This calculation is highly sensitive to
both the estimated future cash flows
of each reporting unit and the dis-
count rate assumed in these calcula-
tions. These components are dis-
cussed below:

Estimated future cash flows

The key variables that we must esti-
mate to determine future cash flows
include assumptions for sales vol-
ume, selling prices, raw material
prices, labor and other employee



benefit costs, capital additions and
other economic factors. Significant
management judgment is involved in
estimating these variables, and they
include inherent uncertainties since
they are forecasting future events.
For example, unanticipated changes
in competition, customer sourcing
requirements and product maturity
would all have a significant impact
on these estimates.

Discount rate

We employ a Weighted Average Cost
of Capital (WACC) approach to
determining our discount rate for
goodwill recoverability testing. Our
WACC calculation includes factors
such as the risk free rate of return,
cost of debt and expected equity pre-
miums. The factors in this calcula-
tion are largely external to our com-
pany and therefore beyond our con-
The average WACC used in our
annual test of goodwill recoverability
was 9.1% and 10.1% in 2003 and
2002, respectively. The decrease in
WACC was due largely to the decline
in the yield on long-term treasuries

trol.

which we use to determine the risk
free rate of return. A 1% change in
the WACC will result in an approxi-
mate 15% change in the computed
fair value of our reporting units.

We believe the current assumptions
and other considerations used in the
above estimates are reasonable and
appropriate. Since inception of the
annual goodwill recoverability test-
ing in 2002, our Automotive Coatings,
Powder

Sealants, Printed Wiring Board,

Coatings, Adhesives and
and
Process Chemicals reporting units have
historically had fair values only slight-
ly in excess of the book value of their
net assets. Accordingly, even a small

adverse change in the estimated

future cash flows for these reporting
units or increases in the WACC could
result in the fair value of these
reporting units falling below the
book value of their net assets. This
could result in material goodwill
impairment charges when assets are
appraised and implied goodwill val-
ues are compared to carrying values.

The fair values of our long-term
investments are dependant on the
financial performance and solvency
of the entities in which we invest, as
well as volatility inherent in their
external markets. In assessing poten-
tial impairment for these invest-
ments, we will consider these factors
as well as the forecasted financial
performance of its investment enti-
If these forecasts are not met,
we may have to record additional

ties.

impairment charges.

Pension and Other Employee
Benefits

Certain assumptions are used to meas-
ure plan obligations and related assets
of company-sponsored defined bene-
fit pension plans, postretirement ben-
efits, postemployment benefits (e.g.
medical, disability) and other employ-

ee liabilites. Plan obligations and

annual expense calculations are based
on a number of key assumptions.
These assumptions the
weighted-average discount rate at
which obligadons can be effectively

include

settled, the anticipated rate of future
increases in compensation levels, the
expected long-term rate of return on
assets and increases or trends in health
care costs. We typically use actuaries to
assist us in preparing these calcula-
tions and determining these assump-
tions. These assumptions involve
inherent uncertainties, which may not
be controllable by management, and
as a result, adjustments to expense
may be required in future periods. We
believe that the current assumptions
and other considerations used to esti-
mate plan obligations and annual
expense are appropriate. However, if
the actual outcome differs from our
estimates and assumptions, the result-
ing change could have a material
adverse impact on the consolidated
results of operations and statement of
position. The weighted-average dis-
count rate and the estimated return
on U.S. plan assets, which constitute
the majority of our plan assets, used in
our determination of pension expense
are as follows:

2003 2002 2001
Weighted-average discount rate 6.67% 7.25% 7.50 %
Estimated return on plan assets 8.50% 8.50% 8.90 %

)

The following illustrates the impact on pension expense of a 50 basis point

increase or decrease from the assumptions used at December 31, 2003.

Weighted- Estimated Combined
average return on increase/ (decrease)
(in millions) discount rate plan assets pension expense
50 basis point increase $ (5 $ D 8 (JQ
50 basis point decrease $ 5 8 7 3

=




Business Segments at December 31, 2003

We operate six business segments, as presented below. Additional information regarding the markets these segments

serve can be found in Item 1: Business.

Adhesives Electronic  Performance Segment \

(in millions) Coatings and Sealants Materials Chemicals Salt Monomers Elims Total
North America
2003 $1,245 $ 232 $ 322 § 542 § 801 $ 261 $ - $3,403
2002 (1) 1,184 237 332 551 706 282 - 3,202
2001 (1) 1,141 272 360 542 749 300 - 3,364
Europe
2003 $ 590 $ 291 $ 199 $ 521 $ - 8§ 120 $ - $1,721
2002 (1) 415 260 187 432 - 71 - 1,365
2001 (D) 363 294 205 425 - 51 - 1,338
Asia-Pacific
2003 $ 211 $ 67 $ 558 $ 250 $ - % 3 $ - $1,089
2002 (1) 177 56 468 167 - - - 868
2001 (1) 161 52 377 168 - - - 758
Latin America
2003 $ 89 § 42 $ - $ 69 $ - § 8 3 - $ 208
2002 (1) 90 39 - 67 - 6 - 202
2001 (1) 88 43 - 69 - 6 - 206
Segment Elims
2003 5 - $ - 5 - s - $ - 8 760 $ (760) $ -
2002 (1) - - - - - 611 {611) -
2001 (1) - - - - - 589 (589) -
Total
2003 $2,185 $ 632 $1,079 $1,382 $ 801 $1,152 $ (760) $6,421
2002 (1) $1,866 $ 592 § 987 $1,217 $ 706 5 970 $ (611) $5,727

$ 661 3 942 $1,204 $ 749 $ 946 $ (589) $5,666

!2001 (1) $1,753

(1) Reclassified to conform to current year presentation.



Summary of 2001-2003 Results by Business Segment

/" (in millions) 2003 2002 2001 \

Net Sales
Coatings $ 2,185 $ 1,866 $ 1,753
Adhesives and Sealants 632 592 661
Electronic Materials 1,079 987 942
Performance Chemicals 1,882 1,217 1,204
Salt 801 706 749
Monomers 1,152 970 946
Elimination of Intersegment Sales (760) (611) (589)

Total $ 6,421 $ 5,727 $ 5,666

(in millions) 2003 2002 (O 2001

Earnings (Loss) from Continuing Operations

Before Cumulative Effect of Accounting Change
Coatings $ 138 $ 187 $ 112
Adhesives and Sealants 8 (3) (71)
Electronic Materials 97 - 1
Performance Chemicals 52 46 10
Salt 54 47 13
Monomers 81 72 41
Corporate (137) (139) Q77

$ 288 $ 210 $ (7))

Total

/

(1) Reclassified to conform to current year presentation. In accordance with the SFAS No. 145, “Rescission
of FASB Statements No. 4, 44 , and 64, Amendment of FASB Statement No. 13, and Technical
Corrections,” 2002 and 2001 earnings from continuing operations now reflect losses on early extinguish-
ment of debt, previously reported below continuing operations as extraordinary items. The losses are
reflected within Corporate business segment.




Consolidated Results of
Operations for the Year Ended
December 31, 2003, as
Compared to the Year Ended
December 31, 2002

Net Sales and Operating Margins

In 2003, our consolidated net sales
were $6,421 million, an increase of
12% or $694 million, from 2002 net
sales of $5,727 million. Major com-
ponents of the increase included:
the impact of favorable foreign cur-
rency representing 5%; increased
volume and improved selling prices
4%; with acquisitions, net of divesti-
tures, representing the majority of
the remaining 3%.

Our Coatings, Performance
Chemicals, Salt and Electronic
Materials segments performed well
in 2003, accounting for 89% or $621
million of the total increase over
2002 results. The impact of favorable
foreign currencies on the results of
these segments accounted for 39% of
this increase. Other factors con-
tributing to the improvement are
reported as follows:

¢ Coatings - the September 2002

acquisition of the Ferro Corpora-
tion’s European powder coatings
business and improved selling
prices;

® Performance Chemicals - the
December 2002 acquisition of the
Kureha plastics additives business
and improved selling prices;

* Salt - higher ice-control volume
resulting from the impact of the
severe winter weather in 2003;
and

¢ Electronic Materials- higher demand
for advanced technology product
lines in Microelectronics and
advanced packaging in Electronic
and Industrial Finishes.

Net sales from Adhesives and
Sealants and Monomers accounted
for the remaining increase of 11%,
or $73 million, of the total increase

in consolidated net sales and are
more fully described in the segment
section below.

Gross profit for 2003 was $1,915 mil-
lion, an increase of 5% from $1,817
million in 2002 on higher sales.
Gross profit margin decreased in
2003 to 30% from 32% in 2002 as the
impact of significantly higher raw
material and energy costs were only
partially offset by selling price
increases.

Gains from insurance settlements
were material in both 2003 and 2002
results. We recorded income of $58
million and $76 million in 20038 and
2002, respectively. Although we have
recorded significant gains from
insurance settlements in the past two
years, we cannot expect to receive
like amounts in future settlements.

In 2004, we anticipate raw material
and natural gas prices to significantly
exceed 2003 levels; however, it is dif-
ficult to predict the extent and dura-
tion of higher prices. To support our
operations, we purchase over 3.0 bil-
lion pounds of petrochemical-based
raw materials globally. The single
largest of these raw materials is
propylene at approximately 1.2 bil-
lion pounds annually. We are mak-
ing efforts to mitigate the impact of
escalating raw material and energy
costs primarily by exercising control
over discretionary spending, utilizing
swap, option and collar contracts and
increasing selling prices. However,
we anticipate the gap between raw
material and selling prices to
increase at least in the short term,
negatively impacting gross margin in
2004. Additionally, we anticipate
higher expenses for employee relat-
ed benefits, such as pension expense,
in 2004.

Selling and Administrative Expenses
In 2003, selling and administrative
expenses increased 1%, or $12 mil-
lion, to $891 million from $879 mil-
lion in 2002, We are beginning to
see the favorable impact from recent

restructuring efforts with lower
sala