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How has Quaker changed -- purposefully?
This annual report is a chance to stop, look, and listen to
what Quaker is becoming. Since the middle of 1999, the
Company has focused on three fundamental imperatives:

¢ To sell customer solutions -- value -- not just fluids

* To operate as a globally integrated whole

* To harness the power of our worldwide knowledge

and learning.
They also changed their organizational structure, from

“international to global. Two business units - for steel and

metalworking -- are concentrated on those industries and
their needs, regardless of where the customers may be. In sup-
port, they are organized around their business processes.

Quaker is the leading process chemical supplier to the
world’s steel mills, with more than three times the market
share of their nearest competitor. Not surprising, after
more than 70 years in the business. In the $2 billion global
metalworking market, they have important positions in
chemical supply and management services for segments like
automotive, heavy equipment, and aerospace.

The work has been hard and constant. They have

" implemented technology and processes to share knowledge

and learning -- anywhere, anytime. I've seen how they

" share across the Company -- and with customers and

key suppliers.

Just as important, I've seen how they’re working
toward -- and achieving -- consistent financial improvement.
They’'re building a record versus their peers that should
make them worthy of shareholder interest and loyalty.

The big question --
With all this work under way, what does the world see?
What do customers, associates, and shareholders experience?

Does Quaker seem global to them? Are actions based on

that huge knowledge base? Is Quaker differentiating itself --
from competitors and financial market peers?

When I look at my notes, there’s something to see, for
sure. The next few pages are a clear view through other
people’s eyes.




'Quaker is mot just trying to sell products,
- they're helping us improve productivity and profits."

How it looks to a customer --

Sitting over coffee with an engineer from a customer
company, this is what I hear.

Quaker’s focus on us is definitely different...and better.
Their people are aligned with us by talent, so
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for any question, we get the expert. We
get the answers we need immediately.

] They are the only company that

f thinks like we do. They get involved in
“our” concerns -- like improving tool life.

' That’s how it should be! But they are the

Q only ones doing it.

They are data driven, just as we are.
Quaker’s data has shown tool life improve-
ments of 10 to 20 percent, and our own data
matches that.
From health and safety to economics,
Quaker is doing it the right way. In my opinion,

many of the companies in this market will be

out of business in the next few years, because

they’re just looking out for their own interests.
But Quaker is not just trying to sell

products, they’re helping us improve
productivity and profits. That’s the kind
of value-added resource we're looking for

‘f‘ in the long run.
...... 8 December, Anna, Ohio
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A shared vision -- ‘
A steel plant manager told me how Quaker made him °
a believer. -

There are five Quaker.people at our site every day, plus
experts from Holland as frequently as needed, handling
total fluid management for our main process. - o

Initially we were afraid that this approach amounted to
abdication of our responsibilities. But we've had our own
people work closely with Quaker to learn, and now we're in
a position where we can work cooperati;\zeiy We are not thé
leader in these techmnologies, Quaker is, and they are willing
to share their best practices with us. There is mutual trust
and understanding -- a shared vision. C

Three years from now, we expect them to still be help--
ing us improve-our product mix, reduce our costs, and add
to our knowledge.

...... 12 December, Jamshedpur, India

A friendly metaphor!

Not everyone I asked had a figure of spee}c{hﬂ they used to B
describe a changing Quaker. But those who did thought of

great ones, like the mill manager in Austria. ‘

At a European meseting of mill managers, sveryone was
talking about finding new suppliers to help them create new
approaches.

I told them all that we were staying with Quaker,
because they will bring us something new:

I'm not sure how this sounds to an American, but I
would say that Quaker is like a loyal dog. They are very
important to us. They are always with us, and they lock ,
after us. We want them with us for a long time.

......18 December, Linz, Austria




"Quaker has 4 larger awd larger
surface ared ejposed to leal

Here, there, and everywhere --
Most of my talk with this process 1eader took place while he

was walking from meeting to meeting.
(lobal organization and knowledge sharing have had the

same effects on the lives of many Quaker associates. 1 deal

with more people, More CUstOMErs, and have more responsi-

bility than four years ago -- OF even a year ago. And that’s

true for more and more people in the Company NoOw.
My local boss used to say, “He can't go; L need him here.”

Now my global boss says, 1 need you there...and there...

and there.”
13 December, Uithoorn, The Netherlands

As a global product manager described the process, evell

later in the day...
Solving problems for customers is often simply our

global best practices applied locally. We pull in our associakes

who have the technical and applications expertise, wherever
they are. We go to the customer with people who know so

much more. We're keeping the intimacy of local service and

adding a higher level of knowledsge.

This makes QBI -- our Intranet - and our network of
experts very important in how we work. I don’t feel the
Y need to know it all any longer. I try now to facilitate,
pecause I know the sclution is in the “teamm mind.

13 December, Uithoorn, The Netherlands
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Country to country, industry to industry --
A commercial manager in China described a move
only a global company could pull off. '

_ We helped a steel company in China export auto-
grade sheet steel to a U.S. auto manufacturer’s plant in
Furope. We not only helped them meet the tight qual-
ity specs for the steel, we helped with approvals for a
special rust preventive that acts as a stamping lubricant
at the auto plant. We were able to communicate easily
around our own organization to use our knowledge and
our relationships in the steel and the auto industry on our A M
customer’s behalf. Everyone involved gained from the deal. )
There is no way this could have happened four years ago!

...... 18 December, Wuxi, China

Bringing customers their own best practices -- -

Associates have a sense that they’'re charting new territory... -~
Right this minute, we may be in a better position to cap-

ture all the great things going on in customer plants around

the world than the customers themselves. That means we
not only bring them our best practices, we bring them their
own. We capture it, and add it to our experience and knowl-
edge base, so it goes global very quickly.

When we competed for the global contract for chemical
management services for a global builder of heavy equipment
and machinery, they were just beginning the gli)ba,lization
process. We proved to them that in Europe, South America, S
and the U.8., we could respond immediately in a coordinated - “anu‘ﬂc“‘m e \evt
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Recognition at last --
An excited Quaker associate said to me... “Look, over four
years, what's our stock price done? Market evaluation is
the true evaluation!”

The excitement may not be quite so high, but the evalu-
ations are solid from the financial community.

Three years ago, the stock was undervalued based on
its potential for growth. But since then, the forward P/BE
has gone from 10 to 14.5, and the discount to its peers has
gone from 50 percent to 30 percent. From the beginning of
2000 through November 15, 2003, Quaker rose 64 percent,

. outperforming the S&P 500 by 100 percent.

So Quaker has been noticed. And the dividend has
remained about two times that of its peer companies.
This has been an added incentive, basically paying inves-

tors to wait for end-market recovery.

The Company had set stretch goals and shown success

in meeting those goals. If they continue to execute and the o
economy cooperates, they could potentially generate double-
digit growth, longer term.

...... 18 November, Boston

The Company does look different --
Those who’ve been watching since the late ’90s have seen a
real shift...

Quaker was quick to restructure -- good at reacting and

not being badly hurt by the downturn the way many others
were. They were very timely in controlling costs.

More important, Quaker saw the poor fundamentals of
being a product supplier and has moved to change that.
Differentiation of the offer is improving. Quaker appears to

be trying to partner rather than being simply a supplier.
Here, the chemical management services concept is
important. It seemed like just talk at first -- until the GM
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contracts. Establishing a foothold in the larger
companies is a sound strategy for the future. '

The things they’re doing help alleviate the fears
of margin compression that companies in these indus-
tries usually inspire. And they’ve communicated the
global nature of the Company, which suggests tariff issues
won’t hurt. )

Quaker is the kind of stock you can hold and not
worry. The Company is run by responsible,
prudent management -- the ROE, the méa,sure of
management’s effectiveness, shows that.

...... 19 November, New York City

Some things don’t change --
One shareholder told me how he came to purchase
Quaker stock...

Much of what Quaker has done in this “change” is to
reinforce values that were already there. . L

When things began to change, I made the buy decision.
The expression of management’s vigion in the 1996
annual report was impressive. It was clear tha,t Quaker
already had the necessary values, they just neéded to
be reinforced and aligned.

The Company has always wanted to have the best
science and has always tried to work across boundaries to
help its customers. Those values were ingrained in the cul-
ture, and the activities of the past several years have
brought them forward. They are beginning to "
realize their potential. )

They have done a much better job than
any of their peers at maintaining profit
through the recession, especially given the
difficulties in their markets.

...... 20 November, Baltimore

S A TR ey
n )
S fL \,3;;0‘9. R
N e I ot




A journey through time.

Ultimate Destination Progress in 2000
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Progress in 2001

Progress in 2002
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Dear Fellow Shareholders:
First things first. Rather than lead off the annual report, as this letter usually does, this year
it follows a recounting of where we are along the road to our Destination. That's the important

story to be told, not just about 2003, but about our purpose as an enterprise, so we wanted it to
come first.

Back in the middle of 1999, we described the kind of Company we want to be as a human
enterprise and need to be as a competitor to serve our customers in & way that would make us
the best in cur business. We called that statement our Destination. It’s the beacon that guides
everything we do. You've seen it in every annual report since. It’s on the first page of this
one, and I hope you'll take the time to read it if you haven't already done sc. It tells you in just
two sentences how we're going to differentiate ourselves and sustain that differentiation, and
how we're focused uniquely on our customers to meet their evolving global needs. It’s the way
we will gain the leadership of our markets. Based on that, you need to know what we want to
do, whether we're getting it done, and whether it is doing for us what we had hoped. I trust our
“notes on the journey” will provide some current measure of that for you.

It goes without saying that our financial results are a necessary companion along the way,
because without the profits to sustain the journey, nothing else is possible. 8o, here’s a quick
lock at our financial results. In 2003, our revenues were up 4% -- excellent growth, although
as noted through the year in our financial reports and described later in this report, there were
unusual elements at work here. Our net income was up 4%, with earnings per share up from
prior year by only $.01 - not what we had in our sights when the year started, and not what
we expect long term. Speaking finanecially, which is how we hold ourselves accountable, it was
a disappointing year. But in many ways, 2003 demonstrated our strengths and singularity of
purpose. In a year in which many things went against us -- higher raw material prices leading
to increased costs of over $2.5 million versus 2002, and sheet steel demand weakness in the
U.S. and Europe, our two largest markets, being the most meaningful -- we still managed to deliver
growth in profits. And we did it while maintaining our commitment to important strategic
initiatives related to the long-term purpose embodied in our Destination.

In the Company, we talk regularly about three business imperatives that spring from our
Destination and that are absolutely necessary to get us there:

1. Sell customer solutions -- value -- not just fluids.

2. Operate as a globally integrated whole.

3. Harness the power of our global knowledge and learning.

A hallmark of 2003 is that we took major steps in all of these. That’s the story I'd like to tell
briefly in this letter

One of the most important aspects of these imperatives is building our competitive differ-
entiation with customers as a provider of solutions rather than only as a seller of fluids. The




critical parts of this are turning what we know and learn around the world into competitive
advantage for us and our customers everywhere, and developing the kind of relationship with
customers that creates the opportunity to be an essential part of their progress. This has the
collateral benefit of providing a window on customers’ needs through which we can identify new
needs and build further value.

We took a big step in that direction this year. In an outstanding business development
effort, we won a range of chemical management services contracts with major sutomotive manu-
facturers. This approach builds our ability to serve customers comprehensively, while deepening
our customer penetration and share of market. We’'re working now to consolidate what we’ve
been awarded and to prepare ourselves to expand this market initiative. And our global organi-
zation, focused on global integration, gives us the wherewithal and capability to meet these cus-
tomers’ needs globally.

In 2003, we made three acquisitions, two small and one more sizable, that will help fuel our
growth. They all have in common, as do the two acquisitions made in 2002, that they build on
our core-business capability to serve our customers more broadly and add growth either through
increased market share or a broader preduct offering on which we can build. This activity will
continue to get a great deal of our attention, as will reaching out to new markets to provide
greater inherent growth.

With a considerable investment of capital and energy in 2003 on technology tools and orga-
nizational execution, we’re creating the global integration that flows from a common transaction
and reporting system and captures the power of our vast stores of customer and technology
knowledge and know-how from around the world.

Put all these things together and you have the makings of a singular competitor in our busi-
ness. Indeed, coming full circle, that’s precisely our purpose. I hope the “notes on the journey”
and this letter have helped you have a better sense of what we're building.

In closing, I return briefly to financial performance. Frankly, the financial results of the
last two or three years are not all that we would have liked them to be. Yes, in seven of the
last eight years we’ve reported profits better than the prior year -- that’s been one of our major
internal drivers, and we're pleased to be able to say that -- but economic cycles and uncoopera-
tive commodity markets have intervened lately to limit our gains. We're always mindful that
despite these kinds of vagaries, our strategies must ultimately result in continued financial
progress to create value for our shareholders and to sustain our purpose. That calls us to be a
unique asset to our customers. We're confident that’s the right course to build our value as an
enterprise, and we're committed to staying the course to achieve that.

Thank you for taking the journey with us and for your continued confidence.
Sincerely,

Ronald J. Naples
Chairman of the Board and
Chief Executive Officer




Financial Highlights

Highlights of the Year

(Dollars in thousands except per share data) 2003 2002 2001
NEt SAleS . .ot $340,192 $274,521 | $251,074
GIOSS MALZIN . ..o\ o oottt e e 121,374 111,577 ¢ 101,029
OPELating MCOME . .« ..o oo oot e 24,115 23,973 ] 14,1910
Net {ACOME . ..ottt e 14,833 14,297 ! 7,665
Per share data: :
Net income basic ... ...................c.... . $1.58 $1.56 ; $ 850
Necincome diluted . .................... ... ... .. .. ... ... 1.52 .51 .84w
Nert income diluted, excluding special items ............ ..... 1.52 151 1.49®
Dividends declared . .. ..............coiii 84 84 | 82
Dividends paid ... ... ... 84 8351 82

Highlights at End of Year

(Dollars in thousands) 2003 2002 2001
TOtAl ASSELS . . ..\ oot $287,347 l $213,858 | $179,666 I
Working capital ... ... . 37,719 37,529 | 47,424
Shareholders’ equity .. ...................ciiiiii 112,352 88,055 1 80,899
Number of shares outstanding . ...................... ... ... 9,610 9,340 | 9,137 |

‘U The results of operacions for 2001 include restructuring charges of $5,854 pre tax, $4,039 after tax, or $0.44 per diluted share; an additional provision for doubtful
accounts related to the poor financial condition of certain custorers of $2,000 pre tax, $1,380 after tax, or $0.15 per diluted share; an enviconmental charge of
$500 pre tax, $345 after rax, or $0.04 per diluted share; and nontecurring organizational structure charges of $267 pre tax, $184 after tax, or $0.02 per diluted share.
Excluding these items, operating income was $22,812, net income for 2001 was §13,613, and net income per diluted share was $1.49.

Corporate Profile

Quaker Chemical Corporation, headquartered in
Conshohocken, Pennsylvania, is a worldwide developer,
producer, and marketer of custom-formulated chemical
specialty products and a provider of chemical management
services for manufacturers around the globe, primarily
in the steel and automotive industries.

This Summary Annual Report provides basic financial information on our Company in a condensed format. Comprebensive financial
reporting is contained in Quaker’s Annual Report on Form 10-K for the year ended December 31, 2003. We invite you to refer to the
Form 10-K, which is available on our Web site (www.quakerchem.com), for a move detailed discussion of onr performance.

This Summary Annual Report may contain forward-looking statements. Readers ave cautioned that such forward-looking statements
involve risks and uncertainties which could significantly affect expected results from those expressed in any such forward-looking statements.
Readlers are directed to Quaker's Annual Report on Form 10-K for a description of such visks and uncertainties.

12 Quaker Chemical Corporation % For complete financial information, go to www.quakerchem.com




Management's Discussion and Analysis

of Financial Condition and Results of Operations

Execiitive Summary

Quaker Chemical Corporation is a worldwide developer,
producer, and marketer of chemical specialty products and a
provider of chemical management services for various heavy
industrial and manufacturing applications around the globe,
with significant sales to the steel and automotive industries.
Our strategies and initiatives flow from three business
imperatives: (1) sell customer solutions ~— value — not

just fluids, (2) operate as a globally integrated whole and

(3) harness the power of our global knowledge and learning.
Success factors critical to the Company’s business include
successfully differentiating ourselves from our competition,
operating efficiently as a globally integrated whole, and
increasing market share, customer penetration and profitability
through internally developed programs and strategic
acquisitions.

The Company operates in mature businesses, which are
driven by demand for consumer durables and are therefore
subject to the vulnerabilities of a cyclical economy. 2003
proved a difficult operating environment as it relates to
demand. The Company experienced softness in sheet steel
demand in the U.S. and Europe, two regions critical to
our financial results. The Company’s leading share position
in those regions makes it a target for competition as our
customers may see a need to establish second source suppliers.
Also in 2003, the Company did see increased competitive
activity in its European market resulting in a net loss of
business and slight decrease in market share. Despite this
difficult environment, the Company's Asian and Souch
American regions saw strong growth. As we enter 2004,
the competitive pressures and the challenges they present
remain, but we still expect growth in our steel business
primarily out of Asian and South American markets.

In 2003, the Company experienced significant revenue
growth in its chemical management services (CMS) with
the award of new CMS contracts in the North America
automotive market. The profitability of this new business
is dependent on the Company’s ability to identify and
implement cost reduction programs and to achieve product
conversions. During 2004, the Company expects to achieve
increased profitability from this business as cost reductions
and product conversions are achieved.

The Company continually looks for acquisitions that
are a tight fit in terms of products, strategic customers or

complementary technology and therefore help to build
market share or increase customer penetration. In the past
two years the Company has made five such acquisitions
adding approximately $14.0 million of incremental revenues
in 2003. Although modest in size, these acquisitions have
helped solidify the Company’s core business through increased
product breadth and customer penetration and have and are
expected to continue to contribute to revenues and earnings.
A significant amount of the revenue growth in 2003 can
be attributed to CMS, acquisitions, and foreign exchange.
CMS and the acquisitions have different margin characteristics
and did not contribute significantly to earnings. In addition,
the Company in 2003 experienced significantly higher raw
material costs and administrative expenses. This resulted
in only a small increase in earnings year over year. As the
Company exited 2003, the pricing in its key raw material
markets, specifically crude oil-based, animal fat and vegetable
oil derivatives, were at four-year highs. The Company does
not believe this trend will reverse in the short term and
there is a risk of even higher raw material prices in 2004,
particularly, crude oil. In addicion, the Company experienced
increases in administrative costs in 2003 related to pension,
insurance, its global enterprise resource planning system
(“ERP”) implementation and compliance with new governance
regulations under the Sarbanes-Oxley Act. The Company
again expects to see higher costs in 2004 for these items,
in particular costs related to Sarbanes-Oxley compliance.
Despite these trends, the Company grew both revenue
and net income and remained committed to its long-term
strategic actions. The Company completed three tight-fit
acquisitions in 2003 and advanced customer penetration
through major new CMS contracts, all of which are expected
to contribute to future growth. The Company continues to
invest in its ERP to further its initiative of operating as a
globally integrated whole. The Company’s balance sheet
remains strong, and the Company extended its dividend

record to 31 consecutive years of increases.

Critical Accounting Poiicies and Estimates
Quaker’s discussion and analysis of its financial condition and
results of operations are based upon Quaker’s consolidated
financial statements, which have been prepared in accordance
with accounting principles generally accepted in the United
States. The preparation of these financial statements requires

Quaker to make estimates and judgments that affect the

Quaker Chemical Corporation 13




Management's Discussion and Analysis

of Financial Condition and Results of Operations

reported amounts of assets, liabilities, revenues and expenses,
and related disclosure of contingent assets and liabilities. On
an ongoing basis, Quaker evaluates its estimates, including
those related to customer sales incentives, product returns,
bad debts, inventories, property, plant, and equipment,
investrnents, intangible assets, income taxes, financing
operations, restructuring, accrued incehtive compensation
plans, pensions and other postretirement benefits, and
contingencies and litigation. Quaker bases its estimates on
historical experience and on various other assumptions that
are believed to be reasonable under the circumstances, the
results of which form the basis for making judgments abourt
the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from
these estimates under different assumptions or conditions.
Quaker believes the following critical accounting policies
describe the more significant judgments and estimates used

in the preparation of its consolidated financial statements:

4. Accounts receivable and inventory reserves and
exposures — Quaker establishes allowances for doubtful
accounts for estimated losses resulting from the inability of
its customers to make required payments. If che financial
condition of Quaker’s customers were to deteriorate,
resulting in an impairment of their ability to make
payments, additional allowances may be required. Down-
turns in the overall economic climate may also tend to
exacerbate specific customer financial issues. As part of its
terms of trade, Quaker may custom manufacture products
for certain large customers and/or may ship product on
a consignment basis. Further, a significant portion of
Quaker’s revenues is derived from sales to customers in
the U.S. steel industry, where a number of bankruptcies
occurred during recent years. Through 2003, Quaker
recorded additional provisions for doubtful accounts
primarily related to bankruptcies in the U.S. steel industry.
When a bankruptcy occurs, Quaker must judge the amount
of proceeds, if any, that may ultimately be received through
the bankruptcy or liquidation process. These matters
may increase the Company’s exposure should a bankruptcy
occur, and may require writedown ot disiposal of certain
inventory due to its estimated obsolescence or limited
marketability. Customer returns of products or disputes
may also result in similar issues related to the realization

of recorded accounts receivable or returned inventory.

14 Quaker Chemical Corporation

2.

Environmental and litigation reserves — Accruals for
environmental and litigation matters are recorded when
it is probable that a liability has been incurred and the
amount of the liability can be reasonably estimated.
Accrued liabilities are exclusive of claims against third
parties and are not discounted. Environmental costs and
remediation costs are capitalized if the costs extend the life,
increase the capacity or improve the safety or efficiency
of the property from the date acquired or constructed,
and/or mitigate or prevent contamination in the future.
Estimates for accruals for environmental matters are based
on a variety of potential technical solutions, governmental
regulations and other factors, and are subject to a large
range of potential costs for remediation and other actions.
A considerable amount of judgment is required in
determining the most likely estimate within the range,
and the factors determining this judgment may vary over
time. Similatly, reserves for litigation and similar matters
are based on a range of potential outcomes and require
considerable judgment in determining the most probable
outcome. If no amount within the range is considered
more probable than any other amount, the Company
accrues the lowest amount in the range in accordance with
generally accepted accounting principles. An inactive
subsidiary of the Company is involved in asbestos litigation.
If the Company ever concludes that it is probable it will
be liable for any of the obligations of such subsidiary,
then it will record the associated liabilities if they can

be reasonably estimated. The Company will reassess this
situation periodically in accordance with SFAS No. 3,
“Accounting for Contingencies.” See Note 14 of Notes

to Consolidated Financial Statements which appears in
Item 8 of the Company’s Annual Report on Form 10-K for
the year ended December 31, 2003 (“2003 Form 10-K").

Realizability of equity investments — Quaker holds
equity investments in various domestic and foreign
companies, whereby it has the ability to influence, but not
control, the operations of the entity and its future results.
Quaker records an investment impairment charge when
it believes an investment has experienced a decline in value
that is other than temporary. Future adverse changes in
market conditions, poor operating results of underlying
investments, or devaluation of foreign currencies could

result in losses or an inability to recover the carrying value




of the investments that may not be reflected in an
investment’s current carrying value. These factors may

result in an impairment charge in the future.

Tax exposures and valuation allowances — Quaker
records expenses and liabilities for taxes based on estimates
of amounts that will be ultimately determined to be
deductible in tax returns filed in various jurisdictions.
The filed tax recurns are subject to audit, often several
years subsequent to the date of the financial stacements.
Disputes or disagreements may arise during audits over
the timing or validity of certain items or deductions,
which may not be resolved for extended periods of time.
Quaker establishes reserves for potential tax audit and
other exposures as transactions occur and reviews these
reserves on a regular basis; however, actual exposures and
audit adjustments may vary from these estimates. Quaker
also recotds valuation allowances when necessary to reduce
its deferred rax assets to the amount that is more likely
than not to be realized. While Quaker has considered
future taxable income and ongoing prudent and feasible
tax planning strategies in assessing the need for the
valuation allowance, in the event Quaker were to determine
that it would be able to realize its deferred tax assets

in the future in excess of its net recorded amounc, an
adjustment ro the deferred tax asset would increase income
in the period such determination was made. Likewise,
should Quaker determine that it would not be able to
realize all or part of its net deferred tax asset in the
future, an adjustment to the deferred tax asset would be
charged to income in the period such determination was
made. U.S. income taxes have not been provided on the
undistributed earnings of non-U.S. subsidiaries since it

is the Company’s intention to continue to reinvest these
earnings in those subsidiaries for working capital and
expansion needs. U.S. and foreign income taxes that
would be payable if such earnings were distributed may .
be lower than the amount computed at the U.S. statutory

rate due to the availability of tax credits.

Restructuring liabilities — Restructuring charges may
consist of charges for employee severance, rationalization
of manufacturing facilities and other items. In 2001,
Quaker recorded restructuring and other exit costs,

including involuntary termination of certain employees,

in accordance with the Financial Accounting Standards
Board’s (“FASB”) Emerging Issues Task Force Issue No.
94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring).”
Certain of these icems, particularly those involving
impairment charges for assets to be sold or closed, require
significant estimates and assumptions in terms of estimated
sale proceeds, date of sale, transaction costs and other
matters, and these estimates can change based on markert
conditions and other factors. In July 2002, the FASB
issued SFAS No. 146, “Accounting for Costs Associated
with Exit or Disposal Activities,” which nullified EITF
Issue No. 94-3. The Company adopted the provisions of
SFAS No. 146 effective for exit or disposal activities
initiated after December 31, 2002. The principal difference
between SFAS No. 146 and EITF 94-3 relates to its
requirements for recognition of a liability for a cost
associated with an exit or disposal activicy. SFAS No. 146
requires that a liability for a cost associated with an exic or
disposal activity be recognized when the liability is incurred.
Under EITF 94-3, a liability for exit costs were recognized

at the date of an entity’s commitment to an exit plan.

Goodwill and other intangible assets — Goodwill and
other intangible assets are evaluated in accordance with
SFAS No. 142, “Goodwill and Other Intangible Assets.”
Intangible assets, which do not have indefinite lives, are
recorded at fair value and amortized over a straight-line
basis based on third party valuations of the assets.
Goodwill and intangible assets, which have indefinite
lives, are no longer amortized and are required to be
assessed art least annually for impairment. The Company
compares the assets’ fair value to its carrying value primarily
based on future discounted cash flows in order to determine
if an impairment charge is warranted. The estimates

of future cash flows involve considerable management
judgment and are based upon assumptions about expected
future operating performance. Assumptions used in these
forecasts are consistent with internal planning. The actual
cash flows could differ from management’s estimates due
to changes in business conditions, operating performance,
and economic conditions. The Company completed its
annual impairment assessment as of the end of the third

quarter 2003 and no impairment charge was warranted.
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7. Postretirement benefits — The Company provides certain
pension and other postretirement benefits to employees
and retirees. Independent actuaries, in accordance with
accounting principles generally accepted in the United
States, perform the required valuations to determine
benefit expense and, if necessary, non-cash charges to equity
for addirional minimum pension liabilities. Critical
assumptions used in the actuarial valuation include the
weighted average discount rate, rates of increase in
compensation levels and expected long-term rates of return
on assets. If different assumptions were used, additional
pension expense or charges to equity might be required. For
2003, the Company incurred such a non-cash charge to
equity of $2.2 million. The Company’s pension plan year-

end is November 30, which serves as the measurement date,

Recently issued Accounting Standards

In January 2003, the Financial Accounting Standards Board
(“FASB"), issued FASB Interpretation No. 46 (“FIN 467,
“Consolidation of Certain Variable Interest Entities (“VIEs”),
which is an interpretation of Accounting Research Bulletin
(“ARB”) No. 51, “Consolidated Financial Statements.”

FIN 46 addresses the application of ARB No. 51 to VIEs, and
generally would require that assets, liabilities and results

of the activities of a VIE be consolidated into the financial
statements of the enterprise that is considered the primary
beneficiary. FIN 46, as revised by FIN 46 (revised December
2003), is effective for public entities that have interests in
VIEs commonly referred to as special-purpose entities for
periods ending after December 15, 2003. Application for all
other types of entities is required in financial statements for
periods ending after March 15, 2004. The Company has
determined that its real estate joint venture is a VIE and
that the Company is not the primary beneficiary. See also
Note 3 of Consolidated Financial Statements which appears
in the Company’s 2003 Form 10-K.

In May 2003, the FASB issued SFAS No. 150 “Accounting
for Certain Financial Instruments with Characteristics of
both Liabilities and Equity.” SFAS No. 150 changes the
accounting for certain financial instruments that, under
previous guidance, could be classified as equity or mezzanine
equity, by now requiring those same instruments to be
classified as liabilities (or assets in some circumstances) in

the statement of financial position. Further, SFAS No. 150
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requires disclosure regarding the terms of those instruments
and settlement alternatives, The guidance in SFAS No. 150
is generally effective for all financial instruments entered into
or modified after May 31, 2003, and is otherwise effective
at the beginning of the first interim period beginning after
June 15, 2003. On November 7, 2003, the FASB issued
FASB Staff Position (“FSP”) FAS 150-3, which delayed the
effective date for certain provisions of SFAS 150 indefinitely.
For the effective provisions of the standard, management has
assessed the impact and determined there to be no material
impact to the financial statements. For the deferred provisions,
the Company does not expect the pending adoption to have
a material impact on the financial statements.

In November 2002, the Emerging Issues Task Force
(EITF) of the FASB reached a consensus of EITF 00-21,
“Accounting for Revenue Arrangements with Multiple
Deliverables,” which provides guidance on how to determine
when an arrangement that involves multiple revenue-
generating activities or deliverables should be divided into
separate units of accounting for revenue recognition purposes.
It further states, thar if this division is required, the arrange-
ment consideration should be allocated among the separate
units of accounting. The guidance in the consensus is effective
for revenue arrangements entered into in fiscal periods that
begin after June 15, 2003. The adoption of EITF 00-21 did
not have a material effect on the Company'’s financial position,
results of operations or cash flows.

In December 2003, the Securities and Exchange
Commission issued Staff Accounting Bulletin ("SAB”) 104,
“Revenue Recognition,” which supersedes SAB 101, “Revenue
Recognition in Financial Statements,” and updates portions
of the interpretive guidance included in Topic 13 of the
codification of staff accounting bulletins in order to make this
interpretive guidance consistent with current authoritative
accounting guidance. The Company had previously adopted
the necessary changes incorporated into SAB 104, which
did not have a material effect on the Company’s financial
position, results of operations or cash flows.

In December 2003, the FASB revised Statement No. 132
("SFAS 132”), "Employers’ Disclosures about Pensions and
Other Postretirement Benefits.” The revised standard
mandates additional disclosures for pensions and other post-
retirement benefit plans and is designed to improve disclosure

transparency within financial statements and requires certain




disclosures to be made on a quarterly basis (collectively, the
“Amended Disclosures”). Compliance with the Amended
Disclosures is effective for fiscal periods beginning after
December 15, 2003, and has been incorporated into Note 7
of the Consolidated Financial Statements which appears in
‘the Company’s 2003 Form 10-K. Interim period disclosures
will be required to be made by the Company commencing
in the first quarter of 2004.

On January 12, 2004, the FASB issued FSP No. FAS
106-1, which permics a sponsor of a postretirement health
care plan that provides a prescription drug benefit to make a
one-time election to defer accounting for the effects of the
Medicare Prescription Drug, Improvement and Modernization
Act of 2003 (the “Act”). On December 8, 2003, President
Bush signed the Act into law. The Act introduces a pre-
scription drug benefit under Medicare (Medicare Part D) as
well as a Federal subsidy to companies which sponsor retiree
health care benefit plans that provide a benefit that is at
least actuarially equivalent to Medicare Part D. As permitted
under FSP No. 106-1, the Company did not reflect che
effects of this Act in its consolidated financial statements
and accompanying notes. Specific authoritative guidance on
the accounting for the Federal subsidy is pending and that
guidance, when issued, could require the Company to
change previously reported information. The Company is
currently assessing the impact of the Act.

Liquidity and Capital Resources

Quaker’s cash and cash equivalents increased to $21.9 million
at Decemnber 31, 2003 from $13.9 million at December 31,
2002. The increase is primarily from $8.4 million provided
by operating activities and $22.0 million provided by
financing activities, offset in part by $24.4 million used in
investing activities.

Net cash flow provided by operating activities was $8.4
million in 2003 compared to $24.4 million in 2002. This
decrease primarily resulted from increased working capital
needs associated wich the Company’s recently awarded
chemical management services (“CMS”) contracts, which
were effective May 1, 2003.

Net cash used in investing activities was $24.4 million
in 2003 compared to $30.3 million in 2002. Dividends and
diseributions from associated companies increased $3.6 mil-

lion in 2003, and were driven by priority distributions

received from the Company’s real estate joint venture. The
Company paid $16.0 million for 2003 acquisitions versus
$21.3 million for 2002 acquisitions. Proceeds from the
disposition of assets were significantly higher in 2002,
reflective of the sale of the Company’s U.K. manufacturing
facility, which was completed in the fourth quarter of 2002.

Expenditures for property, plant, and equipment
increased to $12.6 million in 2003 from $10.8 million in
2002. Capital expenditures in 2003 included $4.1 million
for the renovation of the Company’s U.S. laboratory facility
and $3.1 million for the Company’s global transaction
system. The remaining capital expenditures relate to
upgrades of manufacturing capabilities at various locations,
with $0.5 million spending for environmental and regulatory
compliance in both 2003 and 2002. For 2004, the Company
expects capital expenditures to be approximately $10
million as most of the lab renovation is complete and the
Company expects limited capital being spent towards our
global ERP implementation.

In January 2001, the Company contributed its
Conshohocken, Pennsylvania property and buildings (the
“Site”) to a real estate joint venture (the “Venture”) in
exchange for a 50% interest in the Venture. The Venture did
not assume any debt or other obligations of the Company.
The Venture renovated certain of the existing buildings at
the Site, as well as built new office space. In December 2000,
the Company entered into an agreement with the Venture to
lease approximately 38% of the Site’s available office space for
a 15-year period commencing February 2002, with multiple
renewal options. During 2003, the Company received priority
cash distributions, which reduced the Company’s investment
balance to $0. As of December 31, 2003, approximately
93% of the Site’s office space was under lease and the Site
(including improvements thereon) was subject to encum-
brances securing indebtedness of the Venture in the amount
of $26.9 million. The Company has not guaranteed nor is
it obligated to pay any principal, interest or penalties on the
indebtedness of the Venture, even in the event of default
by the Venture. At December 31, 2003, the Venture had
property with a net book value of $27.2 million, total assets
of $29.0 million, and total liabilities of $27.2 million.

Net cash flows provided by financing activities were
$22.0 million in 2003 versus a $1.3 million use of cash in
2002. The increase in cash provided by financing activities
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was a result of increased short-term borrowings in order to
fund current year acquisitions and working capital needs
primarily associated with the Company’s new CMS contracts.

The Company increased its principal credit facilities from
$15.0 million committed and $10.0 million uncommitted at
the end of March 2003 to its current position of $30.0 million
committed and $20.0 million uncommitted. The Company
had approximately $39.8 million and $8.9 million out-
standing on these credit facilities as of December 31, 2003
and 2002, respectively. The provisions of the agreements
require that the Company maintain certain financial ratios
and covenants, all of which the Company was in compliance
with as of December 31, 2003 and 2002. Under its most
restrictive covenants, the Company can borrow an additional
$38.1 million as of December 31, 2003. The Company believes
that it is capable of renewing its current credir facilities, on
an annual basis, or obtaining additional borrowing capacity
on competitive terms. Following are the details of the
Company’s individual facilities.

In April 2002, the Company entered into a $20.0 million
committed credit facility, with a bank, with an expiration
date of April 2003. In March 2003, the Company replaced
its $20.0 million commirted credit facility with another
facility with the same lender of $15.0 million, which expires
in December 2004. At the Company’s option, the interest
rate for borrowings under the agreement may be based on the
lender’s cost of funds plus a margin, LIBOR plus a margin,
or on the prime rate. Further, in April 2002, the Company
entered into a $10.0 million uncommitted demand credit
facility with the same lender under similar terms. A total of

$19.8 million in borrowings under these facilities was out-

standing at December 31, 2003 at an average borrowing
rate of approximately 2.1%.

In June 2003, the Company entered into a $10.0 million
committed credit facility with another bank, which expires
in June 2004. At the Company’s option, the interest rate for
borrowings under the agreement may be based on the euro
dollar rate plus a margin or the prime rate plus a margin.

In July 2003, an amendment increased this committed
credit facility to $15.0 million. A total of $15.0 million in
borrowings was outstanding at December 31, 2003 at an
average borrowing rate of approximately 1.5%.

In June 2003, the Company also entered into a $10.0 mil-
lion uncommitted demand credit facility with another bank.
At the Company’s option, the interest rate for borrowings
under this agreement may be based on the prime rate or
the LIBOR rate plus a margin. A total of $5.0 million in
borrowings was outstanding at December 31, 2003 at an
average borrowing rate of approximately 2.2%.

The Company believes that in 2004, it is capable of
supporting its operating requirements including pension
plan contributions, payments of dividends to shareholders,
possible acquisition opportunities, and possible resolution
of contingencies, through internally generated funds supple-
mented with debt as needed. In addition, in 2004, the
Company expects to make minimum cash contributions to
its U.S. defined benefic plans of approximately $1.5 million.

The following table summarizes the Company’s contractual
obligations at December 31, 2003, and the effect such
obligations are expected to have on its liquidity and cash

flow in furure periods (amounts in millions):

Payments due by period

2009 and
Contractual Obligations Total 2004 2005 2006 2007 2008 beyond
Long-termdebt ............... .. ... $18.844 $ 3.017 $3.212 $3.208 $3.184 80.324 ‘ g 5.899
Short-term debt .. ......... ... T 39.975 39.975 — — — — —
Non-cancelable operating leases . . .. .. 26.180 4.560 3.798 l 2.894 2.640 2.417 1 9.871
Total contractual cash obligations . . .. $84.999 $47.552 $7.010 ! $6.102 $5.824 $2.741 ' $15.770
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Operations
Comparison of 2003 with 2002
Consolidated net sales increased by 24% to $340.2 million in
2003 from $274.5 million in 2002. The impact from foreign
exchange rate translation increased sales by approximately
$18.2 million, or 7%. The Company’s 2003 acquisitions
and the timing of the 2002 acquisitions increased net sales
by $14.0 million, or 5%, and the Company's recently awarded
chemical management services (“CMS”) contracts, which were
effective May 1, 2003, increased net sales by approximately
$27.0 million or 10%. The remaining 2% increase in net
sales was due primarily to double-digit growth in the Asia/
Pacific and South American regions partially offset by a
decline in business in the U.S. and Europe. The decline in
business in the U.S. and Europe was substantially caused
by softness in sheet steel demand. In addition, in late 2003,
the Company experienced some increased competition as a
result of the Company’s strong market share coupled with
its customers’ interest in establishing second source suppliers.
Gross profit (net sales less cost of goods sold) as a percent-
age of sales declined from 40.6% in 2002 to 35.7% in 2003.
The Company’s new CMS contracts result in a different
relationship between margins and revenue than has applied
in the past for the Company’s traditional product business,
At the rhajority of current CMS sites, the Company effectively
acts as an agent and records revenue and costs from third
party sales on a net sales or “pass-through” basis. The new
CMS contracts have a different scruceure that results in the
Company recognizing in reported revenue the gross revenue
received from the CMS site customer, and in cost of goods
sold the third party product purchases, which substantially
offset each other since the Company currently has very lictle
of its own product converted at these sites. The negative
impact to gross margin related to the new CMS contracts
was approximately 3 percentage points. The remaining
decline in gross margin as a percentage of sales is primarily
due 10 increased raw material costs and product mix. At the
end of 2003, the Company experienced a four-year high in
the pricing in the markec for its key raw material markets,

specifically crude oil-based, animal fat and vegetable oil

derivatives. The Company estimates the raw material price
increases negatively impacted gross profit by approximacely
$2.5 million in 2003.

Selling, general and administrative costs (“SG&A”") as
reported for 2003 were $97.2 million compared to $87.6
million in 2002. Approximately three quarcers of the $9.6
million increase is due to foreign exchange rate translation
and the Company’s acquisition activity, which impacted
SG&A by approximately $4.6 million and $2.4 million,
respectively. The remaining increase in SG&A was due to
higher costs including pension, insurance, and the
Company’s continued rollout of its global ERP system,
offset in part by reduced incentive compensation expense.
In 2004, the Company expects to again see higher expenses
related to these administrative areas as well as increases
related to Sarbanes-Oxley Act compliance and the restora-
tion of performance-based incentive compensation.

Also included in the 2003 results is a $0.1 million net
restructuring charge. 2003 severance program costs of
approximately $0.3 million were partially offset by the
release of $0.2 million of unused restructuring accruals
related to the Company’s 2001 restructuring program.

The Company’s effective tax rate was 31% in 2003 versus
32% in 2002. The reduction in the effective tax rate is
reflective of the Company’s favorable settlement of several
outstanding tax audits and appeal issues. The effective tax
rate is dependent on many internal and external factors and
is assessed by the Company on a regular basis. Currently,
the Company anticipates its effective tax rate for 2004 will
remain in the 30% to 32% range.

Equity in net income of associated companies for 2003
was $0.9 million higher than 2002. This increase primarily
reflects a priority discribution received from the Company's
real estate joint venture as well as improved performance
from this venture compared to 2002.

The $0.5 million increase in minority interest expense
is primarily due to full year consolidation of the Company's
South African joint venture. Effective July 1, 2002, che
Company acquired a controlling interest of Quaker Chemical
South Africa (Pty) Ltd. (South Africa).
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Comparison of 2002 with 2001

Consolidated net sales increased to $274.5 million in 2002
from $251.1 million in 2001. The 9% increase was the net
cesult of a 6% increase in volume and a 5% improvement

in price/mix, offset by a 2% negative impact from foreign
cutrency translation. The 6% increase in volume was primarily
due to the inclusion of revenues from the acquisitions of
United Lubricants Corporation and Epmar Corportation, as
well as the purchase of a controlling interest in the Company’s
South African joint venture, which was included in the
Company’s consolidated results effective July 1, 2002.

At constant exchange rates, and excluding revenue from
acquisitions, consolidated net sales increased 3%.

Gross profit as a percentage of sales was 40.6% in 2002
compared with 40.2% in 2001. This increase in gross
margin percentage was attributable to higher volumes, and
lower raw material prices with some product mix changes.

Selling, general and administrative costs (“SG&A") as
reported for 2002 were $87.6 million compared to
$80.5 million in 2001. Upon the January 1, 2002 adoption
of Statement of Financial Accounting Standards (“SFAS”)
No. 142, “Goodwill and Other Intangible Assets,” the
Company no longer amortizes goodwill. SG&A for 2001
included $1.0 million of goodwill amortization. Other
significanc costs in 2001 included: $2.0 million of additional
provisions for doubtful accounts primarily attributable to
U.S. steel customers that filed for bankruptcy protection under
Chapter 11 and $0.3 million of organizational structure
costs. The overall increase in 2002 SG&A was primarily
related to the Company’s 2002 acquisitions, which added
approximately $4.9 million of expense, as well as higher
administrative costs such as insurance, pension, incentive
compensation, and expenses related to the Company's new
global transaction system.

Operating income as reported was $24.0 million in 2002
compared to $14.2 million in 2001. In addition to the
significant costs noted in 2001 SG&A, operating income for
2001 also included a restructuring charge of $5.9 million as
well as an additional environmental provision of $0.5 million.
The restructuring charge of $5.9 million related to plans to
close and sell the Company’s manufacturing facilities in the
U.K. and France, reduce administrative functions, as well as
costs related to abandoned acquisitions. The overall increased

operating income in 2002 was primarily attributable to the
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2001 significant costs noted above, as well as higher gross
margin from the noted volume increases.

The Company’s effective tax rate was 32% in 2002 versus
31% in 2001. The effective tax rate is dependent on many
internal and external faccors and is assessed by the Company
on a regular basis. The Company had previously been assessed
additional taxes based on an audit of certain subsidiaries
for prior years, which had been resolved with no material
impact to the Company’s consolidated financial statements.

Equity in net income of associated companies for 2002
was approximately $0.3 million lower than 2001. This
decrease was primarily attributable to the July 2002 purchase
of a controlling interest in the Company’s South African
joint venture, as well as losses from the start-up of the
Company's real estate joint venture,

Minority interest in net income of subsidiaries for 2002
was approximately $0.4 million lower than 2001. This
decrease was substantially che result of lower U.S. dollar net
income from the Company’s joint venture in Brazil partially
offset by an improved performance of the Company’s China
joint venrure and the purchase of a controlling interest in

our South African joint venture.

Restructuring and Related Activities

In 2001, Quaker's management approved restructuring
plans to realign the organization and reduce operating costs
(2001 program). Quaker’s restructuring plans included the
decision to close and sell manufacturing facilities in the
U.K. and France. In addition, Quaker consolidated certain
functions within its global business units and reduced
administrative functions, as well as expensed costs related
to abandoned acquisitions. Included in the restructuring
charges are provisions for severance of 53 employees.
Restructuring and related charges of $5.854 million were
recognized in 2001. The charge comprised $2.807 million
related to employee separations, $2.450 million related to
facility rationalization charges, and $0.597 million related
to abandoned acquisitions. Employee separation benefits
varied depending on local regulations within certain foreign
countries and included severance and other benefits. As of
December 31, 2003, Quaker had completed 51 of the
planned 53 employee separations under the 2001 program.
During the fourth quarter of 2002, the Company completed

the sale of its U.K. manufacturing facility, which closed at



the end of 2001. In 2003, the Company reversed $0.2 million
of unused restructuring accruals related to the 2001 program.
In 2003, Quaker's management approved restructuring
plans to further realign the organization (2003 program).
Included in the 2003 restructuring charge are provisions for

severance for nine employees totaling $0.273 million."

Quaker expects to substantially complete the initiatives
contemplated under the rescructuring plans, including the
sale of its manufacturing facility in France, during 2004.

Accrued restructuring balances, included in other current
liabilities and assigned to the Metalworking segment, are as

follows (amounts in millions):

Employee Facility Abandoned
Separations Rartionalization Acquisitions Total

2001 Program:.
Restructuring charges . ...................... $ 2.807 $ 2.450 £ 0.597 $5.854
Asset IMpairment ..............coovie.o... — (1.015) — (1.015)
Payments . ... (0.111) 017D (0.597) (0.879)
Currency translation and other ............... 0.001 0.012 — 0.013
December 31, 2001 ending balance ........... 2.697 1.276 — 3.973
Payments ........ ... (1.374) (0.752) — (2.126)
Currency translation and other ............. .. 0.114 0.182 — 0.296
December 31, 2002 ending balance ........... 1.437 0.706 —_ 2.143
Restructuring reversals ...................... (0.156) (0.060) —_ (0.216)
Payments . ......ov it (0.832) (0.204) — (1.036)
Currency translation and other ............... 0.001 0.083 — 0.084
December 31, 2003 ending balance ........... 0.450 0.525 — 0.975
2003 Program:
Restructuring charges .................... ... 0.273 — — 0.273
Payments ............................ ... (0.047) —_ — (0.047)
Currency translation and other ............ ... 0.002 — — 0.002
December 31, 2003 ending balance ........... 0.228 — — 0.228
Total restructuring December 31, 2003

endingbalance ......................... $0.678 20.525 8 — $ 1.203

Envircnmenta! Clean-up Actlvities

The Company is involved in environmental clean-up activities
in connection with an existing plant location and former
waste disposal sites. In April of 1992, the Company identified
certain soil and groundwater contamination at AC Products,
Inc. ("ACP"), a wholly owned subsidiary. Voluntarily in
coordination with the Santa Ana California Regional Water
Quality Board, ACP is remediating the contamination. The
Company believes that the remaining potential-known

liabilities associated with these matters range from
approximately $0.9 million to $1.5 million, for which the
Company has sufficient reserves. Notwithstanding the fore-
going, the Company cannot be certain that liabilities in the
form of remediation expenses, fines, penalties, and damages
will not be incurred in excess of the amount reserved. See
Note 14 of Notes to Consolidated Financial Statements

which appears in Irem 8 of the Company’s 2003 Form 10-K.
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General

The Company generally does not use financial instruments
that expose it to significant risk involving foreign currency
transactions; however, the size of non-U.S. activities has a
significant impact on reported operating results and the
attendant ner assets. During the past three years, sales by
non-U.S. subsidiaries accounted for approximiately 55% to
56% of the consolidated net annual sales (see Note 11 of
Notes to Consolidated Financial Stacements which appears
in the Company’s 2003 Form 10-K).

Factore That May Affect Our Fulure Resulls
(Cantionary Statements Under the Private Securities Litigation
Reform Act of 1995)

Certain information included in ¢this 2003 Summary
Annual Report to Shareholders, the Company’s 2003 Form
10-K and other materials filed or to be filed by Quaker with the
Securities and Exchange Commission (as well as information
included in oral statements or other written statements made
or to be made by us) contain or may contain forward-looking
statements within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. These statements can
be identified by the fact that they do not relate strictly to
historical or current facts. We have based these forward-
locking statements on our current expectations about fucure
events. These forward-looking statements include statements
with respect to our beliefs, plans, objectives, goals, expecta-
tions, anticipations, intentions, financial condition, results of

operations, future performance and business, including:

statements relating to our business strategy,

our current and future results and plans; and

statements that include the words “may,” “could,”

o4

“should,” “would,” “believe,” “expect,” “anticipate,”

”» o " o4

“estimate,” “intend,” “plan” or similar expressions.

Such statements include information relating to current
and future business activities, operational matters, capital
spending, and financing sources. From time ro time, oral
or written forward-looking statements are also included in

~~
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Quaker’s periodic reports on Forms 10-Q and 8-K, press
releases and other materials released to the public.

Any or all of the forward-looking statements in this
Summary Annual Report, the Company’s 2003 Form 10-K,
and in any other public statements we make may turn out to be
wrong. This can occur as a result of inaccurate assumptions or
as a consequence of known or unknown risks and uncerrainties.
Many factors discussed in this Summary Annual Report
and the Company’s 2003 Form 10-K will be important in
determining our future performance. Consequently, acrual
results may differ materjally from those that might be
anticipated from our forward-looking statements.

We undertake no obligation to publicly update any forward-
looking statements, whether as a resul¢ of new information,
future events or otherwise. However, any further disclosures
made on related subjects in Quaker’s subsequent reports on
Forms 10-K, 10-Q and 8-K should be consulted. These
forward-looking statements are subject to risks, uncertainties
and assumptions about us and our operations that are subject
to change based on various important factors, some of which
are beyond our control. A major risk is that the Company's
demand is largely derived from the demand for its customers’
products, which subjects the Company to uncertainties related
to downturns in a customer’s business and unanticipated
customer production shutdowns. Other major risks and
uncertainties include, but are not limited to, significant
increases in raw material costs, worldwide economic and
political conditions, foreign currency fluctuations, and terrorist
attacks such as those that occurred on September 11, 2001.
Furthermore, the Company is subject to the same business
cycles as those experienced by steel, automobile, aircraft,
appliance, and durable goods manufacturers. These risks,
uncertainties, and possible inaccurate assumptions relevant to
our business could cause our actual results to differ materially
from expected and historical results. Other factors beyond
those discussed below could also adversely affect us. Therefore,
we cautionl you not to place undue reliance on our forward-
looking statements. This discussion is provided as permitted
by the Private Securities Litigation Reform Act of 1995.

"y For complete financial information, go to www.quakerchem.com




Condensed Consolidated Statement of income

Year Ended December 31,

(Dollars in thousands, except per share amounts) 2003 2002 2001
N SAES .- oo $340,192 $274,521 | $251,074
Costs and expenses: |
Costof goods sold. . ......... .. 218,818 ‘ 162,944 150,045
Selling, general, and administrative expenses . ................ 97,202 | 87,604 j 80,484 |
Environmental charges. .......... ... ... — - 500
Restructuring charges, net ... ... .o 57 | f 5854
316,077 250,548 _236,883 .
Operating iNCOME .. ... .iiet it 24,115 | 23,973 ; 14,191 :
Other INCOME, NET ...\t e 764 1,135 1 1,089 |
TRCErest eXPENSe .. ..o\ttt (1,576) 1,774)1 . (1,880)
Interest INCOME . ...t 815 984 1,030
Income before taxes, equity income and minority interest ... ..... 24,118 24,318 14,430 ’
TAXES ON AMCOME . .\ttt e et e e e 7,488 7,782 | 4,473
16,630 16,536 . 9,957 |
Equity in net income of associated companies................... 1,244 295, 613 |
Minority interest in net income of subsidiaries .. ... ............. (3,041) (2,534)1 (2,903)
NELINCOME .. vt e ettt $ 14,833 $ 14,297 | gz‘légiw
Per share data: ! |
Net income—basic ............ .. ... ... ... ... .............. $ 1.58 § 156 ( 3 .85 ‘/
Net income—diluted .............. .. ... .. ... ... ... ... $ 152 $ 151 1 $ .84 {
Weighted average shares outstanding: ! |
BASIC .. 9,381 9,172 ‘ 9,054 ]l
Diluted. ... ... .. 9,761 9,474 | 9,114

Sce notes to the Company’s consolidated financial statements included in the Company’s Annual Report on Form 10-K.
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Condensed Consclidated Balance Sheet

December 31,

(Dollars in thousands, except par value and per share amounts) 2003 2002
Assets
Current assets
Cash and cash equivalents .. ... ... ... ... ... .. . . e . $ 21915 $ 13,857
Accounts receivable, T ... ..o 78,121 53,353
INVENTOTIES, IO . o oottt e e e e e 32,211 23,636
Deferred inCOME taxes ... ... i 4,550 5,874
Prepaid expenses and other current assers ... 6,727 6,953
TOtal CULLENT ASSETS . .\ o\ e e ettt e e e 143,524 103,673
Property, plant, and equipment, Nt .. ... oo 62,391 48,512
Goodwill ... 33,301 21,927
Other intangible assets, NEt .. ... ... .. . e 9,616 5,852
Investments in associated COMPAMIES . ... .. ... outiiit i 6,005 9,060
Deferred INCOME tAXES . . ...\ttt e 12,846 10,609
Other GSSES . . ..ot 19,664 14,225
Total ASSEES o oottt $287,347 $213,858
Liabilities and Shareholders’ Equity
Current liabilities
Short-term borrowings and current portion of long-term debe ............ ... .. $ 42,992 $ 12,205
Accounts payable ... ... .. 39,240 27,461
Dividends payable. .. ... ... . 2,019 1,962
Accrued cOMPensation . ... ... 6,816 10,254
Other current liabilities . .. ... .. .. 14,738 14,262 |
Total current liabilities ... ... ... ... . . . 105,805 66,144
Long-termdebt . ... .. 15,827 16,590
Deferred INCOME TAXES . ... .\ o ottt e 2,688 1,518
Accrued pension and postretirement benefits. . ... .o 34,165 28,723
Other non-current liabilities . . ... ... ... . . . . .. e 6,802 5,166
Total liabilities .. ... .. 165,287 118,141
Minority interest in equity of subsidiaries ........... ... ... oo 9,708 7,662
Commitments and CONTIMZENTIES . .. .ottt et et e — —
Shareholders’ equity
Common stock, $1 par value; authorized 30,000,000 shares;
issued (including treasury shares) 9,664,009 shares ......................... 9,664 9,664
Capital in excess of par value . ... ... .o i 2,181 626
Retained €arnings . ... ...o oo 117,308 110,448
Unearned COMPENSALION . ... ..ottt ittt e 621) (1,245)
Accumulated other comprehensive loss ......... ... ... (15,406) (27,078)_
113,126 92,415
Treasury stock, shares held ar cost; 2003-54,178, 2002-342,109 ............... (774) (4,360)
Total shareholders  equity ........... .. . .. ... i 112,352 88,055
Total liabilities and shareholders’ equity .......................... ... $287,347 $213,858

See notes to the Company’s consolidated financial statements included in the Company’s Annual Report on Form 10-K.
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Condensed Consoclidated Statement of Cash Flows

Year Ended December 31,
(Dollars in thousands) 2003 2002 2001

Cash flows from operating activities
NEUINCOME . .\ ottt e $ 14,833 $14,297 $ 7,665
Adjustments to reconcile net income to net cash

provided by operating activities:

Depreciation . . ......ooe i 6,677 5,432 4913
AMOLtiZAtION .. ..ottt 960 805 1,467
Equity in net income of associated companies . ........... (844) (293) (613)
Minority interest in earnings of subsidiaries ............. 3,041 2,534 2,905
Deferred iNCOME tAXES . . .\ oee e 1,389 328 (627)
Deferred compensation and other, net ................... (418) 107 288
Environmental charges ................ .. ... ... — — 500
Restructuring charges, met............... oo 57 —_— 5,854
Pension and other postretirement benefits ............... 428 1,452 (782)

Increase (decrease) in cash from changes in current assets and
current liabilities, net of acquisitions:

Accounts receivable . ... .. ... . L (14,604) (657) 7,573
INVENTOTIES .\ttt e (4,692) (3,101) 2,762
Prepaid expenses and other current assets................ (648) (194) 39
Accounts payable and accrued liabilities................. 478 7,107 (6,603)
Change in restructuring liabilicies . ............... ... .. (1,083) (2,156) (1,123)
Estimated taxes on income. . ............... i .. 2,803 (1,261) (1,614)

Net cash provided by operating activities ............. 8,377 24,398 22,604

Cash flows from investing activities
Capital expenditures ......... ... ... (12,608) (10,837) (8,036)
Dividends and distributions from associated companies . .. ... .. 4,080 515 1,208
Investments in and advances to associated companies . ......... — — 95
Payments related to acquisitions .. ............. ... ... (15,983) (21,285) (1,718)
Proceeds from disposition of assets ............. ...l 232 1,682 259
Other, net ... (87) (326) 165
Net cash (used in) investing activities ................ (24,366) (30,251) (8,027)
Cash flows from financing activities

Dividends paid ...........c. o (7,916) 7,714 (7,410)
Net increase (decrease) in short-term borrowings ............. 30,581 9,026 (56)
Repayment of long-termdebt ....................... ... ... (2,570) (2,853) (2,891)
Treasury stock issued .. .. ... ... ... 4,328 2,951 2,902
Distributions to minority shareholders ................... ... (2,391) (2,673) (2,335)
Other, Net ... ... — — 234
Net cash provided by (used in) financing activities .. ... 22,032 (1,263) (9,556)

Effect of exchange rate changesoncash ............ .. ... ... 2,015 424 (1,024)
Net increase (decrease) in cash and cash equivalents ......... (8,058) (6,692) 3,997
Cash and cash equivalents at beginning of year ........... . 13,857 20,549 16,552
Cash and cash equivalents atend of vear .. ................. $ 21,915 $ 13,857 $20,549

Supplemental cash flow disclosures
Cash paid during the year for:

TOCOMIE CAXES . .. oot et e 8 3,633 $ 7,787 $ 7,550

TNUEIEST oot 1,680 1,897 1,876

Noncash investing activities
Contribution of property, plant,
and equipment to real estate joint venture ............... ] —_ $ — $ 4,358

See notes to the Company’s consolidated financial statements included in the Company's Annual Report on Form 10-K.
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Management's Responsibility
for Financial Reporting

The consolidated financial statements of Quaker Chemical Corporation have been prepared in accordance with generally accepted
accounting principles and have been audited by PricewaterhouseCoopers LLP, independent certified public accountants. The
integrity and objectivity of information in these consolidated financial statements, including estimates and judgments, are the
responsibility of management.

The Company’s system of internal controls is designed to provide reasonable assurance that Company assets are safeguarded
from loss or unauthorized use or disposition, and thar transactions are executed in accordance with management’s authorization
and properly recorded to permit the preparation of financial statements in accordance with generally accepted accounting
principles. This system is augmented by careful selection and training of qualified personnel, proper division of responsibilities,
the dissemination of written policies and procedures, and an internal audit program to monitor its effectiveness.

The Board of Directors, through its Audit Committee consisting of four outside directors, oversees management’s financial
reporting responsibilities. As part of these responsibilities, the Audit Commirttee meets regularly with represenratives of
management, the independent accountants, and the Company’s Internal Audit function. The independent accountants and
the Company’s Internal Audit function have full and free access to the Audit Committee and meet with the committee both

with and without the presence of management.

Ronald J. Naples Michael F. Barry
Chairman of the Board Vice President,
and Chief Executive Officer Chief Financial Officer and Treasurer

Report of iIndependent Auditors

To the Shareholders and Board of Directors of Quaker Chemical Corporation

We have audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated
balance sheets of Quaker Chemical Corporation and its subsidiaries as of December 31, 2003 and 2002, and the relaced
consolidated statements of income, of cash flows and of shareholders” equity for each of the three years in the period ended
December 31, 2003 (not presenced herein) appearing in the December 31, 2003 Securities and Exchange Commission
Annual Report on Form 10-K — Item 8; and in our report dated February 27, 2004, we expressed an unqualified opinion
on those consolidated financial statements.

In our opinion, the information set forth in the accompanying condensed consolidated financial statements is fairly stated,
in all material respects, in relation to the consolidated financial statements from which it has been derived.

Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards (“SFAS”) No. 142,
“Goodwill and Other Intangible Assets.”

/M:’g! Tk renas L~

PricewaterhouseCoopers LLP
Philadelphia, Pennsylvania
February 27, 2004
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Selected Financial Data

(Dollars in thousands except per

share data and number of employces) 2003 2002 2001w 20002 1999® ];998(‘ﬁ 1997 1996(6) 1995

| | ‘ | | !

Summary of Operations | | j i
Netsales ................ $340,192 [ $274,521 | $251,074 ! 267,570 | $265,671 * $264,453 ‘ $248,220 | $247,100 | $233,907 1

Income (loss) before taxes . ... 24,118 24318 14,430 26,486 27,151 16,797 © 19,735 , (3.997) 12,097 j
Net income (loss) . ......... 14,833 | 14,297 7,665 17,163 15,6511 10,650 D12,611 L(7,599) 6,688
Per share i }

Net income diluted, { | ‘
excluding special items. . . 1.52 ! 151 | 1.49 2.06 1.72 ]‘ 153 141 . 1.08 76
Net income (loss) basic .. .. 1.58 ‘ 1.56 85, 1.94 1.76 | 1.21 | 145 ¢ (‘88)’3 .76 :
Net income (foss) dilured. . . 1.52 1.51 .84 1.93 1.74 } 1.20 1‘ 145 (.88): 760
Dividends declared .. . ... 841 84 82 80 A 7 ST s B - R -
Dividends paid .......... 84 | 835 82 | 791 765 73 | 705] 685, 68

Financial Position i | | ;
Current assets ... ... ... 143,524 | 103,673 | 929301 103,181 | 96241 96068 | 95857 86552 87375

Currenc liabilities . ... ...... 105,805 | 66,144 | 45,506 | 50,200 | 44,657 . 50432 47759 . 64,034 60868
Working capital .. ......... 37,719 . 37,529 | 47424 52,981 51,584 i 45,636 . 48,098 22,518 26,507
Property, plant, and ‘ ! ‘ : ‘

equipment, net .......... 62,391 . 48512, 38244 42,459 : 44752 49,622 . 40,654 43,960 56,309
Total assets . . ... 287,347 1 213858 | 179,666 | 188,239 | 182213, 191,403 172463 = 165,608 185408
Long-termdebr ........... 15,827 1 16,590 i 19,380 22,295 25,122 ; 25,344 | 25,203 5,182 ‘ 9,300 |
Shareholders' equity .. ... ... 112,352 | 88,055 80,899 | 84,907 81,199 | 83,735 ‘ 74976 . 73566 93,215
Other Data | ‘ : | |
Current fatio. ... .......... 1.4/1 ‘ 1.6/1 2.0/1 2.1 2.211 | 1.91° 2.0 | 1.4/1 : 1.4/1
Capital expenditures. . ... ... 12,608 ‘ 10,837 8,036 - 6,126 5,726 ‘ 8,099 ‘ 5,580 6,923 9,833 |
Net income (loss) as a L 1 1 ‘ !

percentage of net sales . . . .. 44% ! 5.2% 3.1% 6.4% | 5.9% | 4.0% 51% - (B.1)% 2.9%
Return on average | ‘ ( ‘ ? ; ‘

shareholders™ equity . .. .. .. 14.8% P 17.0% 9.2% 20.7% 19.0% | 134% ' 17.0% | ©OL% 7.2%
Shareholders’ equity per share } | i | ‘ !

atend of year. . .......... 11.69 | 943 | 8.85 | 9.59 9.09 9.41 ! 8.60 853 10.76 .
Common stock per share price range: ; ! !

High ... 30.75 ‘ 2550 | 22301 1925 1838 2100 1981 1725 19.00

Low.............o. e 18.07 1822 16.12 13.38 ‘ 13.50 13.00 | 15.00 11.75 . 11.00 -
Number of shares cutstanding }} t | ; " ‘ |

atend of year. .. ......... 92,610 l 9,340 9,137 8,851 8,934 1 8,894 ; 8,720 , 8,620 1 8,664 ;
Number of employees at end of year: ‘ ‘ 1 [ 5

Consolidated subsidiaries., . . 1,141 | 1,038 955 043 923 { 923 . 871 835 870

Associated companies . . . .. 148 144 156 205 247 ) 266 l 250 232 235

@ The results of operations for 2001 include restructuring charges of $5,854 pre tax, $4,039 after tax, or $0.44 per diluced share; an additional provision for doubtful
accounts related co the poor financial condition of certain customers of $2,000 pre tax, $1,380 after tax, or $0.15 per diluted share; an environmental charge of $500
pre tax, $345 after tax, or $0.04 per diluted share; and nonrecurring organizational structure charges of $267 pre tax, $184 after tax, or $0.02 per diluted share.
Excluding these items, net income for 2001 was $13,613, or $1.49 per diluted share.

@ The results of operations for 2000 include an additional provision for doubtful accounts related to the poor financial condition of certain customers of $1,672 pre tax,
$1,154 after tax, or $0.13 per diluted share; a net gain on exit of businesses of $1,473 pre tax, $1,016 after tax, or $0.11 per diluted shate; and an environmental
charge of $1,500 pre tax, $1,035 after tax, or $0.11 per diluted share. Excluding these items, net income for 2000 was $18,336, or $2.06 per diluted share.

@ The results of operations for 1999 include a net restructuring credic of $314 pre rax, $188 after rax, or $0.02 per diluced share. Excluding this credit, net income for
1999 was $15,462, or $1.72 per diluted share.

“ The results of operations for 1998 include net restruceuring and integration charges of $5,261 pre cax, $2,882 after tax and minority interest, or $0.33 per diluted share.
Excluding these charges, net income for 1998 was $13,532, or $1.53 per dilured share.

) The results of aperations for 1997 include a gain on the sale of the European pulp and paper business of $2,621 pre tax, $1,703 after tax, or $0.20 per diluted share
and a litigation charge of $§2,000 pre tax, $1,320 after tax, or $0.16 per diluted share. Excluding these items, net income was $12,228, or $1.41 per diluted share.

@ The results of operacions for 1996 include a repositioning charge of $19,230 and an asset impairment charge of $5,225 totaling $24,455 pre tax, $16,912 after tax,
or $1.96 per diluted share. Excluding these charges, net income for 1996 was $9,313, or $1.08 per diluted share.

S
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Directors

Joseph B. Anderson, Jr.?

Chairman and Chief Executive Officer,
TAG Holdings, LLC, a holding company

Patricia C. Barron**
Corporate Director
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Executive Committee Chairman
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of the Company
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Global Operations

Corporate Headqguarters
Quaker Chemical Corporation
One Quaker Park

901 Hecror Street

Conshohocken, Pennsylvania 19428
610-832-4000

610-832-8682 (Fax)

Web site: www.quakerchem.com

Quaker Chemical Corporation
Wilmington, Delaware

North American Operations
Quaker Chemical Corporation
Conshohocken, Pennsylvania

¢ Detroit, Michigan

AC Products, Inc.
Placentia, California

Epmar Corporation
Santa Fe Springs, California

Q? Technologies, LLC
Conroe, Texas (70% ouned)

Quaker Park Associates, L.P.
Conshohocken, Pennsylvania
(50% owned)

Scrubber Solutions, LLC
Controe, Texas (49% owned)

United Lubricants Corporation
Middletown, Chio

TecniQuimia Mexicana S.A. de CV.

Monterrey, Mexico (40% owned)

H.L. Blachford, Led.
Mississauga, Canada
Licensee

European Operations
Quaker Chemical B.V.
Uithoorn, The Netherlands

Quaker Chemical Europe B.V.
Uithoorn, The Netherlands

Quaker Chemical Limited
Stonehouse, England

Quaker Chemical S.A.
Villeneuve la Garenne, France

Quaker Chemical, S.A.
Barcelona, Spain

Quaker Chemical

South Africa (Pty.) Ltd.
Jacobs, Republic of South Africa
(51% owned)

Quaker Italia, S.r.l.
Tradate, Italy

Agla/Pacific Cpeorations
Nippon Quaker Chemical, Ltd.
Osaka, Japan (50% owned)

Quaker Chemical
(Australasia) Pty. Limited
Seven Hills, Australia (51% owned)

Quaker Chemical India Limited
Calcutea, India (55% owned)

Quaker Chemical Limited
Hong Kong

Wuxi Quaker Chemical Co., Ltd.
Wuxi, China (60% owned)

Buhmwoo Company, Led.
Seoul, South Korea

" Licensee

South American Operations
Kelko Quaker Chemical, S.A.
Caracas, Venezuela (50% owned)

Quaker Chemical
Industria e Comércio S.A.
Rio de Janeiro, Brazil (60% owned)

Quaker Chemical
Operagées, Ltda.
Rio de Janeiro, Brazil (60% owned)

Quaker Chemical
Participagées, Ltda.
Rio de Janeiro, Brazil

Quaker Chemical S, A.
Buenos Aires, Republic of Argentina
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Corporate Information

Independent Accountants
PricewaterhouseCoopers LLP

Two Commerce Square, Suite 1700
2001 Marker Street

Philadelphia, Pennsylvania 19103

Stock Transfer Agemnt

For address changes, dividend checks, lost stock certificates,
share ownership and other administrative services, contact:
American Stock Transfer & Trust Company, 59 Maiden Lane,
New York, New York 10038: 800-937-5449 or

www.amstock. con.

Investor Relations

Security analysts, portfolio managers and representatives of
financial institutions seeking informarion about the Company
are invited to contact: Michael F. Barry, Vice President and
Chief Financial Officer at 610-832-8500.

Copies of the Company’s Annual Report on Form 10-K and
other corporate filings will be provided without charge upon
request by contacting: Irene M. Kisleiko, Assistant Secretary
at 610-832-4119 or via email at rene_kisleiko@quakerchem.com,

We also invite you to visit the Investor Relations
section of our Web site wuwuw. quakerchem.com for expanded
information about the Company and to view our online

interactive annual report.

Annual Meeling

The Annual Meeting of Shareholders will be held at the
Company's headquarters located at One Quaker Park,
901 Hector Street, Conshohocken, Pennsylvania, on
May 5, 2004 at 10:00 a.m.
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Dividend Reinvestment
and Stock Purchase Plan

Quaker’s Dividend Reinvestment and Stock Purchase Plan
offers shareholders a convenient and economical way to
purchase additional Quaker Common Shares through the
reinvestment of dividends and/or voluntary cash contributions
without commissions or transaction fees. For further
information concerning the Plan, contact American Stock
Transfer & Trust Company at 800-278-4353.

Quarterly Stock Information

The following table sets forth, for the calendar quarters
during the past two years, the high and low sales prices for
the common stock as reported on the NYSE composite tape
(amounts rounded to the nearest penny), and the quarterly

dividends declared as indicated:

Declared
2003 2002 Dividends
High Low High Low 2003 2002

—

| |

Quarter. .. $23.46 ' $18.07 l $25.50 ; $19.84 | 8.21 ;. $.21 ;

l

|
First |
|

Second ‘

Quarter. .. 2638 ' 2031 2490 | 2051 | 21| 21,
Third | ]
Quarter. .. 28.50 ' 22.29‘ 25.00 ¢ 1832 | 21| 21
Fourth l .

Quarter. .. 30.75 | 23441 23.68, 18221 .21 . 21 [

As of January 16, 2004, there were 799 shareholders of record
of the Company’s common stock, $1.00 par value, its only
outstanding class of equity securities. This number does not

include shareholders whose shares were held in nominee name.

KWR

NYSE
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The Quaker Code
Our core values are real world statements of how we
conduct our lives in Quaker, that is, what governs our

decisions and behavior.

1. The pursuit of constructive change and the flexibility
to adapt are our fundamental requirements for success.
We choose not to be constrained by our past. Whatever
we have been in the past, whatever we think are the
limitations and constraints of today, we can choose what

we want to be and can act to change.

2. We shoot high in expectations and performance.
Growth, as individuals and as a Company, is best
accomplished by reach that exceeds our grasp. This
implies a level of risk in our activities, but we accept
thar risk, and the freedom to sometimes fail, as the
necessary cost of making progress. We hold ourselves
and those around us to standards of performance that

demand our best efforts.

3. To do what we say we're going to do is the corner-
stone of our integrity. On this cornerstone, we build our
commitment to results rather than intent or effort. We
set objectives, against which we measure ourselves, and
commitments, which are promises to do all in our power
to accomplish a task, and we hold ourselves accountable
to deliver on these. The only thing worse than missing a

commitment is the failure to respond to it.

4. Meeting the needs of our customers is our highest

commitment. Reliably and efficiently serving those who

Our Mission
Quaker is a global marketer of industrial pro

customers to focus on their

and process expertise.
We target those customers 10 who

+ Providing our customers with advantaged products and

+ Helping our customers achieve their goals faster

+ Rapidly responding to our customers’ unique problems

By focusing on thes
This will build value for our shareholders and pr

cess fluids and related products and s

critical competitive advantages by suppl

m we can quantify and deliver lower total

i i i et segm
e competitive strengths, we will achieve leading market share in every mark g

ovide challenging and rewarding careers for

use our products and services is the key to our success
as a Company. All actions and activities undertaken in
our Company are tied directly to success with and for

our customers.

5. Honesty, open communications, and respect for
people are our basic rules for dealing with each other.
Open and direct communication among all levels of the
Company is key to respect and trust. These are based on
honesty, candor, and fair treatment in that within the
Company we report completely, welcome disagreement
in the effort to find the best answer, and treat each other

the way we would want to be treated.

6. We take individual action with the success of the
whole as the most important criterion. Qur ability to
achieve depends on our willingness to act decisively as
individuals in recognition that to wait for others or to
do nothing betrays our responsibility for the Company’s
success. We always act within che context of contributing
to the team of which we are a part and to the Company

as a whole.

7. Financial success is a legitimate goal and a critical
result. Profitability fuels the capability of the Company
to provide a rewarding and satisfying experience for its peo-
ple and perpetuates it as an engine for economic prosperity
for all those associated wich it, whether by ownership or
livelihood. Because our economic enterprise is importantly
connected to the quality of life in our society, we strive

to give back to the communities in which we operate.

ervices. We enable our

ying a superior combination of product, application,

costs and/or improved end product quality by:

integrated services

and more efficiently than our competitors

ent we serve.

our associates.
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