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FASTER

QCTEL'S COLD FLOW ADDITIVES
IN DIESEL FUELS GET ENGINES
UP AND RUNNING FASTER AND
OPERATING SMOOTHER AT VERY
LOW TEMPERATURES.
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OCTAMAR™ AND OCTAPOWER™
COMBUSTION IMPROVERS PROMOTE
CLEANER AIR, REDUCING EMISSIONS,

SMOKE, AND POLLUTION IN MARINE
AND POWER FUEL OILS.
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SOFTER AND MILDER TO USE.




LILESTRALIS IS ADBERRIRINNE
TNDUSTRIAL,
GARE PRODUCTS
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SMARTER PERFORMANCE IN SPECIALTY SOLUTIONS

BUSINESS UNIT PRODUCT RANGES
F) e rfo rmance Qhelating 'Agems Condit'ioning Agents
. Conductivity Improvers Emulsifiers
C hem | CaIS Defoamers Thickeners
Rheology Modifiers Waxes
Specialty Surfactants Fragrances
Dispersants Emollients

Performance Chemicals supplies a range of specialty
additives to its main markets: personal care and cosmetics;
household and industrial; and surface coatings. In 2004,

the business flourished and grew as we enhanced our
product portfolio with two acquisitions, followed by a third
just after year end. New products saw high growth in the year.
Now a truly global business, Octel's Performance Chemicals
products are making a difference across the US, Europe,

and Asia-Pacific.

The key to better performance in performance chemicals?
Listening to and understanding our customers, and
providing innovative and practical solutions 1o their problems
across a range of markets and applications.

areeoes

560 Hi

GHUGHTS

o

[

° Acquired L.euna Polymer GmbH,
Germany, manufacturer of
specialist synthetic waxes and
EVA co-polymers

e Acquired Aroma & Fine Chemicals,
UK, manufacturer of aroma chemi-
cals including lilestralis, used in
fabric softeners, soaps, and other
personal care products

o Agreed to acquire Finetex, USA,
a high quality, technology-based
business supplying specialty sur-
factants and emollients to industrial
markets, including personal care
and cosmetics
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W JJSEDJN COATINGS, INKSAND PAPER,
s ANDPIGMENT MANUFACTURE o

08




Y

OCTASOL™ THICKENERS IN PAINTS,
COATINGS AND TEXTILES CONTROL RHEOLOG
THUS ENRICHING PERFORMANCE, IMPROVING
DURABILITY AND COLOR ENHANCEMENT,
AND MAKING APPLICATION EASIER.
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SMARTER PERFORMANCE IN FUEL ADDITIVES

BUSINESS UNIT PRODUCT RANGES

Detergents and Formulaticns
Conductivity Improvers
Combustion Improvers

Cold Flow Improvers

Cetane Number Improvers
Dispersants

Stabilisers

Petroleum
Specialties

Lubricity Improvers
Antioxidants

Octane Enhancers

Dyes and Markers
Carrosion Inhibitors

Fitter Regeneration Additives
Metal Deactivators

Benefiting from Octel's experience and expertise in fuel
additives, Petroleum Specialties has grown toth organically
and by acquisition over the last five years. With our diverse
product range and worldwide reach, we are well positioned
to meet the needs of our customers in a broad section of
fuel markets: power and marine; refinery and performance
specialties; heating; and diesel particulate filter systems.

We've worked steadily through 2004 on integrating

our acquisitions, as well as on refocusing our business
organization on a regional basis. This has resulted in improved
service to our global customers. In the US, the acquisition

of full ownership of our former joint venture, Octel Starreon,
gives us a strong and wide base from which to further
develop our American business.

2004 HIGHLIGHTS

e Acquired remaining 50 percent
of Octel Starreon, and enjoyed
a record year for this former
joint venture

°

Developed a new three-regional
structure

]

Bolstered growth in Asia Pacific
through enterprising business
partnerships

e Gained a reliable quality
supply of cold flow additives for
our European business through
Octel's acquisition of Leuna
Polymer
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GAMLEN BIO PRODUCTS ENHANCE WASTE WATER
TREATMENT AND ARE USED IN MANY PLACES,
FROM PAPER MILLS AND DISTILLERIES TO OIL

REFINERIES AND CHEMICAL PLANTS.
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OCTAFOAM™ DEFOAMERS ARE USED
BY THE PAINT, INKS, AND COATINGS INDUSTRIES
TO REMOVE FOAM AND IMPROVE PROCESS,

PERFORMANCE, AND APPEARANCE,




14

STRONGER

ONE OF THE APPLICATIONS FOR WAXES
FROM LEUNA POLYMER IS TO GIVE A SCUFF- AND
MAR-RESISTANT FINISH TO PRINTING INKS.




SMARTER PERFORMANCE IN PRODUCT STEWARDSHIP

BUSINESS UNIT PRODUCT RANGES

Octane Enhancer -
Lead Tetraethyl Lead (TEL)
Alkyls

Historically the company’s core product, tetraethyl lead 2004 HIGHLIGHTS ]
(TEL) is the best performing octane enhancer for automotive
and aviation gasoline, but cannot be used in gasoline for ° Maintained gross margin above
; . ) . 50 percent despite lower volumes

motor vehicles with catalytic converters. Octel continues
to support the world phase-out program for TEL, working
closely with customers to ensure responsible and safe supply

N . ) o Met all our customers’
of the product while it is still required. Through Octel needs through a palitically
Environmental, we manage the clean-up of redundant plants chalienging time
as refineries make the necessary transition.

s Deferred plant downsizing at
Ellesmere Port into 2005

The workforce at our manufacturing site joined hand in hand
with our business team to meet with spirit the challenge

of change. This year we’ve met production targets, matched
the needs and requirements of customers in politically and
economically sensitive areas of the world, and delivered an
excellent performance in both product supply and redundant
plant remediation.




basic tactors: strategically
ecnnology arnd core Cormnpete mg e troitfot partnerships with customers;
7 e STpany-Wid FOTIT rtures the dedication and commitment of

ual Report is Octel’s emergence as a true

Tetraethy! lead), our orgmar core pusiness and star p oduct, with

e performance and gasoline ennaricere a8, Wal may De regarded 2 s performance additive
We are pleaseqd to report Uid Tanother excenent yaar, But demand for the product continues

TRA)0r MArketls. 1 nis, In orces the need ab nass imthe specialty

T Of our North American joint veniure, Uctel Starreon, set the stage
TNEess within retroleu pecialties. Throughout 2004 we completed
SrAtion Of previous acquisitions INTo thisS O =85, and Now nave a regronaity-ba ed organization that is

ACqUISITioNs, purchasmg teuna Polymer in July, and Aroma e Chemicals in
rbusy summer was complerentied by our agreeiment (o purchase e A nerican company Finetex; this

T R meTeTE I oarny 2005 Taken together, these three acquisitions have broadened and deepened
1 Ives, and have aiso credled d Nnew HU S 0 or Teporting purposes:

and non-petroleum speclanes busmnesses will allow Us 10 poruay
R ST STAN GG 01 OUr Specialty cthemicals business;

We ve COMe Since Our Spin-0 008. At that time, our Specialty Chemicals
T TaTTIOVer, and the bUsiness was not profitabte. Since then we

€ DUSIMESs grew 26 percent; since 1998, it has more




In_financial and non- |nanC|a

mlﬁ..miqlmlﬂmm_

l!l!ll.IlIlI']I' €S dcross the company. Our ustamable Develoment Reort for 2004 builds on and supple-
m. ealth




G e
i e
e

plti

RN

G
5 )
S

T
i

A

v .

i A S R

regais




ADDING OETEL'S PLUTOGEN™ TO AUTOMOTIVES

FUELS COMBATS ENGINE KNOCK, IMPROVES - 7

- COMBUSTION, REDUCESEMISSIONS, °, . §
AND ENHANCES ENGINE EFFICIENCY.
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ADDING OCTEL OCTIMAX™ CONTROLS
PARTICULATE EMISSIONS FROM DIESEL EXHAUSTS,
HELPING TO KEEP THE ENVIRONMENT CLEAN,
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FINANCIAL HIGHLIGHTS

DOLLAR AMOUNTS IN MILLIONS EXCEPT PER SHARE FIGURES 2004“) 2003“) @ 2002“) @ 2001 2000
SUMMARY OF PERFORMANCE
Net sales $ 4805 $ 4546 % 4410 § 4192 $ 422.4
Impairment of TEL business goodwill® 40.7 — — — —
Operating income 40.8 97.2 89.4 58.1 58.7
Costs of debt extinguishment — — — 174 —
income before income taxes and minority interest 33.0 80.9 77.3 24.0 39.3
Minority interest 1.9 43 3.0 4.2 3.6
Income taxes 20.0 23.2 23.0 14.0 17.4
Income before share of affiliated company earnings
from continuing operations 111 53.4 51.3 58 18.3
Net income 6.2 51.8 52.1 5.6 18.3
Net cash provided by operating activities 62.4 85.2 100.0 20.0 134.0
FINANCIAL POSITION AT YEAR END
Working capital 60.4 87.8 41.0 68.1 87.2
Total assets 790.6 741.6 747.8 788.7 700.8
Long-term debt (including current portion) 124.3 104.6 1569.2 231.0 210.0
Stockholders’ equity $ 4458 § 4302 $ 3625 § 2904 § 295.6
FINANCIAL RATIOS
Net income as a percent of sales 1.3 11.4 11.8 1.3 4.3
Effective income tax rate!® 64.3 30.3 31.0 70.7 48.8
Current ratio® 1.2 1.6 0.8 1.0 1.4
SHARE DATA
Earnings per share
- Basic 0.50 4.34 4.41 0.48 1.46
- Fully diluted 0.48 4.13 4.15 0.45 1.41
Earnings per share from continuing operations
- Basic 0.90 4.48 4.34 .49 1.46
- Fully diluted 0.85 4.25 4.09 0.46 1.41
Dividend paid per share 0.12 0.05 0.05 —_ —_
Shares outstanding (basic, thousands)
- At year end 12,337 12,059 11,843 11,750 11,907
- Average during year 12,345 11,925 11,817 11,764 12,581
Stock price :
- High 32.00 20.48 26.09 18.20 12.90
- Low 18.62 12.56 15.80 11.40 7.80
- At year end 20.81 19.69 15.80 18.00 11.50

{1) From January 1, 2002, the amortization of goodwift ceased in accordance with FAS 142.

{2) 2003 and 2002 comparatives have been restated in order to reflect discontinued operations.
{3) See note 9 to the financial statements.

{4) Effective income tax rate is defined as income taxes divided by Income befors income taxes,
{5) Current ratio is defined as current assets divided by current tiabilities.
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MANAGEMENT’S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

Octel Corp. (the Company) has three business segments for
management purposes— Lead Alkyls (TEL), Petroleum Specialties
and Performance Chemicals. As a result of operational and
economic similarities and due to the relative sizes of the busi-
nesses, Petroleum Specialties and Performance Chemicals have
previously been aggregated for reporting purposes as the Specialty
Chemicals business segment. However, following the acquisition
of the remaining 50% of shares in Octel Starreon LLC in Petroleum
Specialties, and the acquisitions of Leuna Polymer GmbH (Leuna)
and Aroma & Fine Chemicals Limited (AFC) in Performance
Chemicals in 2004, the Company has decided to separate out
the two businesses in the former Specialty Chemicals segment
for both internal and external reporting with effect from the fourth
quarter of 20604. This more accurately reflects the way these busi-
nesses are now run. The Company’s strategy is to maximize cash
generation from the declining TEL business by consolidating the
Company’s position in the market and by rigorous management of
the cost base. Funds generated by the TEL business will be used
to pay down debt, to buy back shares and to invest in growing the
Petroleum Specialties and Performance Chemicals businesses.
Investment in these areas will be to stimulate organic growth in
existing areas and o acquire new businesses,

TEL BUSINESS
TEL sales represented 50.7% of total sales in the year ended
December 31, 2004. The principal product of the TEL business
is the lead alkyl antiknock compound tetraethy! lead {TEL). The
product was first developed in 1928 and introduced into the
European market for internal combustion engines to boost octane
levels in gasoline, allowing it to burn more efficiently and elimi-
nating engine knock. it also acts as a lubricity aid, reducing engine
wear. Worldwide use of TEL has declined since 1973 following
the enactment of the Clean Air Act of 1970 in the USA and similar
legisiation in other countries, particularly in Europe. The trend
away from use of leaded gasoline has resulted in a rate of volume
decline in recent years in the range of 10-25% per annum. The rate
of voiume decline experienced in 2004 was 15.5%. Management
believes that a rate of decrease at the high end of this range will
occur in 2005 and that TEL volumes will continue to decline year
on year at a similar rate. When the market for leaded gasoline for

use in automobile engines has ceased, a small volume will remain
related to the use of TEL in aviation fuel.

In the TEL market, the Company sells principally to the retait
refinery market, which comprises independent, state or major
oil company owned refineries throughout the world. The TEL
business competes with marketers of products and processes
that provide alternative ways of enhancing octane performance
in automotive gasoline. The Company is the largest marketer of
TEL worldwide.

On October 1, 1998, after Octel’s spin-off from the Great Lakes
Chemical Corporation (Great Lakes), the Company entered into
sales and marketing agreements with Ethyl Corporation (Ethyl) to
market and sell TEL in all areas of the world except North America
and the European Economic Area for the period to December 31,
2009. The Company manufactures TEL and all marketing and
sales effort is in the Octel name. The net proceeds are paid to
Ethy! and Octel on an agreed formula, with Octel receiving 68%
of the total. Octel supplies Ethyl on a wholesale price basis with
TEL for resale to the customers in the United States under two
separate long term supply agreements at prices adjusted annually
through agreed formufae.

On November 9, 1999 the acquisition of the OBOAdler group
was completed. Effective January 1, 2000 OBOAdler entered into
sales and marketing agreements with Ethyl similar to those already
in place between Octel and Ethy!.

On July 1, 2001 a marketing agreement was signed with Veritel
Chemicals BV (Veritel). As Ethyl agreed to participate in this agree-
ment, the only area excluded from the marketing agreements
with Ethyl since this date has been North America. At the end of
December 2001 the Company was notified, under the terms of the
marketing supply and service agreements with Veritel, of a perma-
nent source interruption in the supply of TEL from their supplier.
This triggered phased payments to Veritel of $70 million of which
32% was recovered from Ethyl.

The Company continues to reduce the TEL cost base and
manufacturing capacity in line with the decline in market demand.
The German manufacturing site at Doberitz was closed in March
2002. Environmental remediation continues at the site. Demofition
of the buildings is nearing completion and remediation of contami-
nated hot spots below ground will commence in 2005. In the
fourth guarter of 2004 Octel reached agreement with the local
and Federal authorities in Germany over the scope of the work

]



and the Company's liability, allowing the release of $6.4 miliion of
the remediation provision carried in respect of that site. in 2002
the chlorine plant at Eliesmere Port was closed as the Company
sought to purchase certain raw materials externally. The Company
continues to review the costs of TEL manufacture at its one
remaining TEL manufacturing site at Ellesmere Port in the UK. in
the latest round of restructuring on that site that commenced in
2003, provision was made for the termination costs associated
with the loss of 103 employees. By the end of 2004, 54 of these
remained in employment due to the decision taken during 2004 to
delay the reduction in the production capacity of TEL in the light
of changed forecasts of market demand. These employees are
expected to leave employment during 2005.

Effective January 1, 2002, the Company adopted FAS 142 and
accordingly ceased amortizing goodwill and instead has performed
an annual impairment review on the unamortized carrying value of
goodwill of $269.1 million. At this time, the Company considered
the transition provisions of FAS 141 and FAS 142 that required
companies to disaggregate historical goodwill balances to the
extent that information was available that enabled companies to
first identify, and then accurately value, intangible assets. As a
result of this exercise, management concluded that there were no
other intangibles that met the conditions to be disaggregated from
goodwill, as goodwilt was the only intangible identified at the time
of the spin-off from Great Lakes.

During 2002 and 2003, the goodwill impairment test was
performed annually at December 31. Both these reviews showed
that the fair value of the reporting unit based on after tax cash
flows discounted at the Company’s weighted average cost of
capital exceeded the carrying value of TEL segment assets and,
accordingly, no indicator of impairment existed and step 2 of the
FAS 142 impairment test was not performed.

However, in light of the continuing decline in the TEL market
globally, as the Company makes sales of TEL in each quarter,
the remaining sales and corresponding cash flows that can be
derived from the TEL business are reduced, and accordingly the
fair vatue of the reporting unit is reduced. Based on our detailed
forecast model, assumptions at December 31, 2003 indicated
that the reduction in forecast future cash flows during 2004 would
reduce the fair value of the reporting unit below the carrying vaiue
of TEL segment assets and, accordingly, there was likely to be
a significant goodwill impairment charge during the year ended
December 31, 2004. As a result the Company alerted the market
and our shareholders to this fact and determined that quarterly
impairment reviews be performed from January 1, 2004 and any
impairment charge arising be recognized in the relevant quarter.

The value of the remaining cash flows from the TEL business
segment is calculated at any review date by reference to the
best available estimates for future revenues, gross margins,
selling and administrative costs as well as the fixed and working
capital requirements of the business. The resulting cash flows are
then discounted and the total discounted cash flows of the TEL
business are then allocated to the fair value of the assets and
liabilities of the TEL business unit at that date. We use this informa-
tion to derive an implied goodwill value, which is then compared to
the carrying value to determine what impairment is needed.

Using this methodotogy and the assumptions underlying
the detailed forecast model, it is possible to predict the pattern
of likely future impairment charges of TEL business goodwill.
However, although these future impairments are predictable, it is
not appropriate to recognize them all immediately. This method
reflects the relatively unique nature of the TEL business.

As a result of the reviews performed during 2004, an impair-
ment charge of $40.7 million has been recognized in the year and
management expects to incur a charge in subsequent years as the
TEL market continues to decline. The current estimated impair-
ment charge for 2005, 2006 and 2007 is $60.0 million, $34.0 million
and $40.0 million, respectively. The increase in charge forecast
for 2005 over that recognized in 2004 is primarily due to the fact
that 2004 contained less than a full year’s charge as the fair value
of TEL assets and liabilities only reduced to below the level of
forecast discounted cash flows from TEL during the first quarter
of 2004, combined with the expectation that the volume decline
will be relatively high during 2005. The actual amount and timing
of goodwill impairment and charges couid differ significantly from
the estimated charges due to the inherent nature of estimates and
assumptions used in the forecast model. The impairment charge
will continue to be reviewed quarterly in the light of developments
in the TEL market.

PETROLEUM SPECIALTIES
Petroleum Specialties sales represented 36.3% of total net sales
in 2004. The Petroleum Specialties business develops, produces
and markets a range of specialty products, used as additives for
fuels. The business supplies fuel additives for a wide range of
end uses. These include refinery speciaity products to improve
operational efficiencies and product performance at the refinery,
and additives for marine and power end uses as well as additives
for domestic heating oil. The main customers are large oil and
chemical companies. The business has grown through mergers
and acquisitions. In 1999, Qctel formed a joint venture with the
Starreon Corporation to sell fuel additives in the USA. In 2001 the
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Petroleum Specialties business segment acquired the Bycosin AB
Group, the CP Manufacturing Group, CP3500 International Ltd,
and the Gamien Group.

in July 2004, the Company purchased the remaining 50.0% of
shares in Octel Starreon LLC from the Starreon Corporation for a
total consideration of $43.8 million.

Given the international scope of its operations, the Company
is subject to laws of many different jurisdictions, including laws
relating to the imposition of restrictions on trade and investment
with various entities, persons and countries, some of which laws
are conflicting. in 2004 the Company reviewed, as it does periodi-
cally, aspects.of its operations in respect of such restrictions, and
determined to dispose of certain non-core, non-US subsidiaries of
Bycosin AB which had been engaged, since prior to the acquisi-
tion in 20071 of Bycosin AB by the Company, in transactions and
activities, including the sale of certain fuel additives, with entities
and persons that are in or associated with Cuba. Consequently,
on November 15, 2004, Bycosin AB, a wholly-owned subsidiary
of the Company organized under the laws of Sweden (now known
as Octel Sweden AB, the Seller), entered into a Business and
Asset Purchase Agreement {the Agreement) with Pesdo Swedcap

"Holdings AB (the Purchaser), Hékan Bystrém and others as the

Purchaser’s guarantors, and Octel Petroleum Speciatties Limited
as the Seller's guarantor, and completed the all-cash transaction
contemplated thereby (together with related transactions, the
Transaction). The Agreement provided for, among other things:
(i) the disposal of certain non-core Petroleum Specialties business
and related manufacturing and other assets of the Seller; and
(i1} the supply and distribution of certain power products to certain
geographic regions. The net consideration paid by the Purchaser
was approximately $2.9 million.

Consequent to the Transaction, subsidiaries of the Company
will purchase certain fuel additive products from the Purchaser,
and such subsidiaries will supply and distribute those products in
certain geographic regions on an exclusive basis. The Company
expects ta partially offset the loss of net income from this trans-
action by the elimination of certain costs associated with running
the Petroleum Specialties business in the Europe, Middie East and
Africa (EMEA) region.

Following completion of the Transaction, the Company made
a voluntary disclosure to the US Office of Foreign Assets Control
(OFAC) regarding such transactions and activities engaged in by
certain non-core non-US subsidiaries of the Seller. The Company
has conducted an internal review of such transactions and activi-
ties and has disclosed to OFAC the results of such review. While
the Company believes that it is no longer engaged in business
with certain entities, persons and countries that are subject to
restrictions and sanctions under US trade laws and regulations

and that it has taken appropriate steps to achieve compliance
with applicable US faws and regulations relating to trade and
investment, if the Company or its subsidiaries (current or former)
were found not to have complied with such laws or regulations,
or any other applicable laws or regulations, including those of
jurisdictions the laws of which are conflicting, the Company or
its subsidiaries could be subject to fines or other civil or criminal
penalties which could be material.

PERFORMANGE CHEMICALS

Performance Chemicals sales represented 13.0% of total net sales
in 2004. The Company supplies a key additive into the detergent
market from the UK. This business segment has aiso grown by
acquisition. {n 2001 the business acquired Hi-Mar Specialties inc.
{now known as Octel Performance Chemicals Inc.), a manufac-
turer of surfactants based in the USA, and ProChem Chemicals
Inc., a custom and toll manufacturer also based in the USA. A
majority stake in Manhoko Ltd, a supplier of personal care
products in Asia Pacific, was acquired in 2001 but was disposed
of in June 2003. The portion of the Gamien Group that special-
izes in water treatment technology was moved from the Petroleum
Specialties segment in 2003. The comparative segmental figures
for 2002 have been adjusted to reflect this change. In June 2004
the business segment acquired Leuna Polymer GmbH, a manu-
facturer of waxes, cold flow improvers and ethyl viny! acetate
(EVA) based in Germany. The total consideration was $8.1 miition.
in August 2004 the business segment acquired Aroma & Fine
Chemicals Limited. This business is based in the UK and manu-
factures aroma chemicals for use in the household, institutional
care, industrial and personal care markets. The total consideration
was $34.5 million.

RECENT DEVELOPMENTS

FINETEX ACQUISITION

On January 14, 2005 the Company announced the completion
of the acquisition of Finetex, inc. (Finetex) for a consideration of
$20 million. Finetex is a manufacturer and supplier of specialty
surfactants and emollients to the personal care, cosmetics and
other industrial markets and is based in New Jersey, USA and
North Carolina, USA, The results of Finetex will be reported in the
Performance Chemicals business segment.

SPECIAL COMMITTEE INVESTIGATION

On March 17, 2005, the Company announced that it had filed a
Form 12h-25 (Notification of Late Filing) in respect of its Annual
Report on Form 10-K as a result of the need to complete an
investigation of the facts relating to the matter described below

“



{the ‘Transaction’) and to consider the impact of the Transaction
on management’s assessment of internal control over financial
reporting.

On February 24, 2005, Dennis J. Kerrison, the Chief Executive
Officer and President of the Company, arranged to transfer GBP
50,000 (equivalent to approximately ZAR 500,000 and approxi-
mately USD 85,000) from his bank account in the United Kingdom
to the account of Associated Octel Campany (South Africa) (Pty)
Limited {AOCSA'), a wholly-owned indirect subsidiary of Octel
Corp. On the same day, at the initiation of Mr. Kerrison, AOCSA
made a payment of ZAR 500,000 (equivalent to approximately
USD 95,000} for Mr. Kerrison’s personal use. Mr. Kerrison's UK
bank sent the funds to AOCSA’s bank con February 24, 2005.
Those funds were credited to AOCSA’s bank account on February
28, 2005. AOCSA was reimbursed on behalf of Mr. Kerrison for
associated costs (of approximately ZAR 629 equivalent to approx-
imately USD 107) on March 3, 2005.

The investigation, which was conducted by independent
counsel retained for this purpose by a special committee,
consisting of the members of the Audit Committee and the
Corporate Governance and Nominating Committee {the ‘Special
Committee’), was completed on March 29, 2005. Alsc on March
29, 2005, the Special Committee reported on the investiga-
tion to the Board of Directors of the Company and the Board of
Directors adopted the findings of the Special Committee. Based
on the findings of the Special Committee, the Board of Directors
determined that the Transaction appeared to have violated the
Company’s Code of Ethics and that elements of the Transaction
may have resulted in a potential violation of certain laws and regu-
lations by the Chief Executive Officer, the Managing Director of
AOCSA and the Company. The Board of Directors did not identify
any matters that required adjustment to the Company’s financial
statements.

The individuals involved in the matter described above,
including the Chief Executive Officer, will be subject to appropriate
disciplinary procedures which as of the date of this report have not
been determined. In addition, the following steps, among others,
implementation of which will commence with immediate effect,
have been recommended by the Special Committee and approved
by the Board of Directors:

o Reinforcement of the importance of compliance with,
together with a comprehensive re-education programme in
respect of, the Company’s Code of Ethics;

¢ Enhancement of procedures in relation to consultation with
in-house legal counsel in respect of unusual or non-routine
transactions; and

° The creation of a register of directors’ and officers’ interests
and establishment of procedures in respect of actual or
potential conflicts.

RESULTS OF OPERATIONS —
FISCAL 2004 COMPARED TO FISCAL 2003

The following table also applies to the results of operations in
2002.

PRODUCT GROUP DATA

(N MILLIONS] 2004 2003 2002
Net sales:
TEL-Ongoing % 2435 $ 2663 3 256.7
TEL-Chlorine —_ — 14.0
2435 266.3 270.7
Petroleum Specialties 1746 155.8 136.4
Performance Chemicals 62.4 32.5 33.9
$ 480.5 $ 4546 % 441.0
Gross profit;
TEL-Cngoing $ 1403 § 14086 $ 1363
TEL Chlorine — — {1.8)
140.3 140.6 134.5
Petroleum Specialties 56.4 54.2 453
Performance Chemicals 12.8 7.3 12.1
$ 2085 % 2021 $ 191.9
Operating income:
TEL-Ongoing $ 1138 § 1184 §$ 117.9
TEL-Chlorine — — (1.8)
113.8 1184 1161
Petroleum Specialties 10.8 13.0 9.5
Performance Chemicals 0.9 2.9) 04
Corperate costs (31.1) (16.3) (17.1)
Restructuring charge 8.5) (15.0) (19.5)
Impairment of TEL
business goodwill (40.7) —_ —
Loss on disposals (4.4) — —
% 408 $ 972 § 89.4

The following table is presented to show the impact of the acquisi-
tions in 2004. There were no acquisitions in 2003 and so no similar
analysis is required for the comparison of 2003 results to those
achieved in 2002.

EFFECT OF ACQUISITIONS ON 2004 GROUP RESULTS COMPARED TO 2003

2004 AS
REPORTED

EFFECT OF
ACQUISITIONS

2004 BEFORE
ACQUISITIONS

2003 AS

{IN MILLIONS) REPORTED

Net sales $4805 $ 290 § 4515 $ 4546
Gross profit 209.5 5.6 203.9 202.1
Selling general and

administrative expense (93.4) (2.4) ©1.0) (74.4)
Research and

development expense (10.5) 0.3) (10.2) (5.1)
Amortization of

intangible assets (11.2) (0.3) (10.9) (10.4)
tmpairment of TEL

business goodwill 40.7) — 40.7) —
Restructuring charge (8.5) 0.1) (8.4) (15.0)
Loss on disposals {4.4) —_ (4.4) -
Operating Income $ 408 $ 25 § 383 § 97.2
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The table above includes the impact of the acquisition of Leuna,
the results of which have been consolidated for six months and
the results of AFC, the results of which have been consolidated
for four months. The impact of the acquisition of the remaining
50% of the shares in Octel Starreon LLC has not been included
as the resuits of Octel Starreon LLC have been fully consolidated
by the Company since the inception of the joint venture in 1999,
with a corresponding charge in the minority interest line item. The
minority interest charge for the period to full acquisition of Octel
Starreon LLC on July 8, 2004 was $1.9 million. Accordingly no
table of the impact of acquisitions is presented for the Petroleum
Specialties business segment.

The effect of acquisitions on 2004 Performance Chemicals
business segment results compared to 2003 is as follows:

PERFORMANCE

EFFECT OF c’-“EBMEIFCOAHLS
(N MILLIONS) REPORTED ACQUISITIONS ACQUISITIONS
Net sales $ 624 ¢ 230 $ 334 % 32.5
Gross profit 12.8 5.6 7.2 7.3
Selling general and

2004 AS 2003
AS REPORTED

administrative expense (10.3} (2.4) (7.9) 8.9
Research and development (1.3} (0.3) (1.0) @.2)
Amortization of

intangible assets 0.3 (0.3) — —
Business segment

operating income 3 09 % 26 % 1N s (2.9

NET SALES
Total net sales for 2004 were $25.9 million (5.7 %) ahead of 2003
sales. The 2003 sales of $480.5 million figures have been adjusted
from previously reported sales to reflect the disposal of the Bycosin
Mexico business in 2004. The resuits of Bycosin Mexico are now
reported in the discontinued operations line item, net of tax. The
effect of acquisitions is reflected in the table above. After adjusting
for the effect of acquisitions, sales fell by $3.1 million {0.7%).
TEL nei sales fell by $22.8 million (8.6%) with volumes 15.5%
down on 2003 voiumes. Most of the reduction in volume was
due to lower sales to the Middle East (down 72% in volume) and
South East Asia (down 26% in volume) but sales to Africa, outside
of South Africa, were 24% ahead of 2003 volumes. Good price
management mitigated the effect of the decrease in volumes,
Net sales in Petroleum Specialties were $18.8 miliion (12.1%)
ahead of 2003 sales, after adjustment for the disposal of Bycosin
Mexico. Of this $7.3 million (4.7 %) was due to the effect of the
appreciation of the euro and sterling against the US dollar. Strong
growth was experienced in the USA petroleum additives business.
There was also growth in the European refinery and performance
business.

Net sales in the Performance Chemicals segment were signifi-
cantly impacted by the acquisitions in the year, as is demonstrated
in the table above, After adjusting for the effect of acquisitions net
sales grew by $0.9 million (2.8%) in the year. This was mainly due
to growth in the non-detergent sales in the UK.

GROSS PROFIT

Total gross profit for 2004 of $209.5 million was $7.4 miliion
ahead of 2003 gross profit. Gross profit in the TEL business at
$140.3 mitlion was only $0.3 miition lower than in 2003 despite the
lower sales. Gross profit margin increased from 52.8% to 57.6%
and was boosted by the $6.4 million (2.6%) release of remediation
provisions from the former production site at Doberitz in Germany.
The Company reached an agreement in the fourth quarter of 2004
with the local authorities on the scope of work to be carried out
and as a result the level of provision required has been reviewed
and adjusted accordingly. In addition a $3.2 million provision
created in 2003 for a potential liability under a take or pay contract
for raw material for TEL has been released, as the decision to
delay the reduction in manufacturing capacity has eliminated the
expected liability under the contract. This release accounts for
1.3% of the increase in gross profit margin for 2004. The remaining
increase in gross profit margin is attributed to strong selling price
management.

In Petroleum Specialties, gross profit increased by $2.2 million.
However, the gross profit margin fell from 34.8% to 32.3%. The
major reason for this was the delay in passing through higher
costs of oil based raw materials to selling prices. Also the fair
value adjustment arising on the acquisition of the remaining 50%
of Octel Starreon LLC in the period required a $0.4 million uplift to
the carrying value of inventory to be recognized.

In Performance Chemicals, the effect of the acquisitions on the
gross margin can be seen above. Athough the acquisitions have a
dilutive effect on the gross profit margin, the acquired companies
require less selling, general and administrative expenditure and
therefore enhance the net profit margin. In the existing businesses
there was a weakening in the gross profit margin from 22.5% to
21.6%. The gross profit margin including the impact of acquisi-
tions fell from 22.5% t0 20.5%.

OPERATING EXPENSES
Operating expenses consist of selling, general and administrative
expenses and research and development expenses. They increased
by $24.4 million (30.7%) in 2004 to $103.9 miliion, $2.7 miflion of
the increase being due to the effect of acquisitions.

In TEL the increase in operating expenses was $4.3 million
including the effect of the weaker US dollar ($1.3 million). The rest
is due to increased administrative and selling costs in the UK.



in Petroleum Specialties, operating expenses were up from
$41.1 miition to $45.0 million. The main reason for the increase
was the impact of the weaker US dollar on the significant sterling
and euro denominated cost base.

In Performance Chemicals, the effect of the acquisitions on
cperating expenses can be seen from the table above. In the
existing business, the improvement in operating income was
primarily due to the reduced expenditure on research and devel-
opment in this business segment.

There was a $14.8 million {90.8%) increase in the corporate
costs line item. Due to the high proportion of inactive members
in the Company’s principal defined benefit pension scheme in the
UK, the net pension credit associated with this is reported in the
corporate costs line item. The net pension credit was $6.6 miltion
lower in 2004 at $2.7 million. This was mainly due to the de-risking
of the pension fund as a result of the decision to invest in a higher
proportion of bonds rather than equities. The effect of the weaker
US dollar on our predominantly UK based corporate cost base was
$2.9 million. The external cost of compliance with the Sarbanes-
Oxley section 404 certification process was $1.5 million. The
remaining $3.8 million of increase in the corporate costs line item
is due to inflation and the increase of resources, predominantly in
the areas of technology, finance and human resources.

The increase of $5.4 million to $10.5 million in reported
research and development expense is mainly due to the reclas-
sification of the cost of the UK Fuel Technology Centre 1o research
and development cost from selling general and administrative
expense in 2003.

AMORTIZATION OF INTANGIBLE ASSETS

An $11.2 million charge was recognized in 2004 in relation to the
amortization of intangible assets. This was $0.8 million higher than
the charge for 2003.

A charge of $10.3 million was recognized in the TEL business
segment due to the amortization of an intangible asset arising from
the permanent source interruption payments to Veritel, which is
being amortized on a straight line basis over the six years ending
December 31, 2007.

in the Petroleum Specialties business segment, a charge of
$0.6 million was recognized relating to the amortization of certain
intangible assets identified on acquisition of the remaining 50%
of Octel Starreon LLC in July 2004. in the Performance Chemicals
business segment, a charge of $0.3 million was recognized in
relation to the acquisition of certain intangible assets identified
during the fair value exercise that was undertaken on acquisition
of AFC.

OPERATING INCOME BY BUSINESS SEGMENT

TEL operating income was $4.6 million (3.9%) below 2003 at
$113.8 million. The one-off releases mentioned above broadly
offset the volume effect of the lower sales. However, the higher
operating expenses incurred were the main reason for the reduced
operating income.

Petroleum Specialties operating income was $2.2 million
(16.9%) below 2003 at $10.8 million. Although sales and gross
profits were both boosted by the effect of the weaker US dollar, the
effect of the weaker US dollar on operating expenses outweighed
this benefit and reduced operating income overall by $1.3 million.
In addition the effects of the fair value inventory charge and the
charge for amortization of intangible assets in Octel Starreon LLC
further reduced operating income by $1.1 million.

In Performance Chemicals, operating income was up by
$3.8 million on 2003 to a profit of $0.9 million. The effect of the
acquisitions is shown in the table above. in addition, the existing
businesses benefited from a reduction in the level of research and
development expenditure dedicated to this business segment.

IMPAIRMENT OF TEL BUSINESS GOODWILL

The Company has recognized a charge of $40.7 million for the
impairment of TEL business goodwill in 2004. There was no charge
in 2003, as a review of the discounted future cash flows indicated
that these were sufficient to support the value of TEL goodwill
at that date. The Company has tested TEL business goodwill at
the end of each quarter in 2004 and has recognized a charge in
each quarter. The charge in the first quarter was relatively small
as the surplus discounted cash flow that existed at the end of
2003 was exhausted. The Company will continue to test the value
of goodwill at the end of each quarter and expects to recognize
a charge of approximately $60.0 miliion during 2005 based on
current estimates of TEL cash flows.

LOSS ON DISPOSALS AND DISCONTINUED OPERATIONS

The Company has recognized a total charge of $13.0 million in
respect of the disposal of certain non-core businesses in the
Petroleumn Specialties business segment, manufacturing and other
assets of Bycosin AB (a wholly owned Swedish subsidiary), now
known as Octel Sweden AB, and the right to supply and distribute
certain power products in certain geographic regions for a net
consideration of $2.9 million. Of this total charge, $8.5 million
represents a write-off of goodwill. The share of goodwill written off
represents the proportion of the disposed business relative to the
fair vatue of the integrated Petroleum Specialties business outside
of the USA. The Bycosin Mexico subsidiaries were disposed of
in their entirety and there is no ongoing involvement with that
business and so the loss associated with that disposal, along with
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the operating income for the year to the date of disposal, has been
included in discontinued operations. The net loss on disposal of
the Bycosin Mexico subsidiaries was $3.9 million.

The remaining $9.1 million of the loss on disposal of the
Bycosin assets has been included in operating income in the loss
on disposals line item as the business continues to source product
from Bycosin in Sweden to support the power and marine markets.
Also included in the loss on disposals line item is a $4.7 million
profit arising on the disposal of the Paris office of Octel France that
was no longer reguired following the integration of this business
with Gamlen France.

RESTRUCTURING COSTS
A charge of $8.5 million was recognized in 2004 related to restruc-
turing activities, compared to a charge of $15.0 million in 2003.
The major elements of this charge were:
= $3.2 million expense for discretionary demolition of
redundant facilities at Ellesmere Port;
o $2.0 million in relation to the programme to
streamiine production capacity and site support costs that
commenced in 2003;
o $1.5 million refating to the severance of certain senior UK
employees;
o $1.4 million related to restructuring the back office
operations of the European Petroleum Specialties business;
o $0.2 million related to severance in the French TEL office;
and
o $0.2 million related to severance in a US subsidiary.

INTEREST EXPENSE AND INTEREST INCOME

Interest expense was $6.5 million compared to $12.6 million in
2003. The main reasons for this were the significantly lower leve!
of average net debt during 2004 when compared to 2003 and the
significantly lower interest rates payable following the refinancing
of the company’s finance facifity completed in January 2004. The
2003 interest expense also included a charge of $1.9 miliion,
relating to the amortization of deferred finance costs incurred on
arranging the previous finance facility that were written off in the
fourth quarter of 2003, prior to the completion of the new facility
in January 2004. Interest income was $0.3 million higher than in
2003 due to the higher average level of cash on deposit during
2004.

OTHER EXPENSE (NET)

Other expense was a charge of $2.1 million, down from $4.2 million
in 2003. A lower level of foreign exchange charge (down by
$3.2 million) was the main reason for this reduction.

MINORITY INTEREST

The charge for minority interest in 2004 was $1.9 million down from
$4.3 million in 2003 due to the purchase of the remaining 50% of
QOctel Starreon LLC in July 2004. The results of Octel Starreon had
previously been fully consolidated with a corresponding charge to
minority interest.

INCOME TAXES

The charge for income tax was $20.0 million at an effective rate
of tax of 64.3%, up from 30.3% in 2003. The main teasons for
the increase in the effective rate are the non taxable effect of TEL
goodwill impairment, certain costs associated with the disposal
of the Bycosin Mexico subsidiaries and other Bycosin assets and
foreign exchange movements. There was a release of $3.9 million
of certain precautionary tax reserves follfowing a review of the tax
expenses faced by the Company, as it is no longer considered
probable that these tax payments will be made.

SHARE OF AFFILIATED COMPANY EARNINGS

The $1.0 million charge in 2004 related to the disposal of the
Company's 49% stake in Joss Holdings BV (Joss) in the first
quarter of 2004. The Company sold its stake to the majority share-
holders. Joss had sold TEL inta certain territories but this function
will now be undertaken by another subsidiary of the Company
as the distribution agreement with Joss expired at the end of
2003 and was not renewed. A loss of $1.0 million was recog-
nized on disposal of the company’s investment in Joss, of which
$0.6 million related to a tax charge in the holding company that
held the investment.

DISCONTINUED OPERATIONS
The charge of $3.9 million in 2004 related to the disposal of the
Bycosin Mexico subsidiaries discussed above.

RESULTS OF OPERATIONS —
FISCAL 2003 COMPARED TO FISCAL 2002
Results for 2002 and 2003 have been adjusted to refiect the
disposal of both the Manhoko business and the manufacturing and
certain other assets of the Bycosin business as discussed above.

NET SALES

in 2003, total net sales were 3.1% ahead of 2002 sales. The
expected annual decline in the value of TEL sales did not materi-
alize. The volume of sales fell by 11.1% but the average price of
TEL increased by 18.7%. None of the remaining major customers
exited the market in 2003. Sales volumes to Venezuela were
adversely affected by the political disruption that started in late
2002 and continued into early 2003 but returned to normal levels
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by the second quarter of 2003. in the year, sales to North and
South America were down by 38% and this was the main contrib-
utor to the fall in total volume year on year. Sales 1o Indonesia were
up by 25% in the year as the leaded gasoline phase out program
in that country was delayed. Sales to the Middle East were up by
36% in volume terms but this was offset by decreases elsewhere
in the volumes to Africa and Eastern Europe.

There were no sales of chlorine in 2003 ($14.0 million in 2002)
following the closure of the chiorine plant in 2002. This plant had
made a loss of $1.8 million in 2002. Thus, total TEL net sales
showed a decline of $4.4 million.

Petroleum Specialties net sales increased by 14.2% to
$155.8 miltion. This growth was assisted by a positive currency
exchange impact due to the strengthening of the euro and
sterling against the US dollar. Without the exchange impact, sales
increased by 4.3%. In like for like currency exchange terms, the
largest growth was seen in the UK {up 11%) due to the higher
sales of refinery products, in Germany (up 10%) due to the growth
of both heating products and refinery products, and in additives
sold by Octel Starreon in the USA (up 4%).

Performance Chemicals sales fell by 4.1% to $32.5 million.
The main reason for this was the lower pricing of the detergent
contract supplied through the UK.

GROSS PROFIT

Gross profit in TEL was $140.6 million, up $4.3 million (3.2%)
on 2002. The reported gross profit margin on the ongoing TEL
business fell slightly from 53.1% to 52.8%. This decline in gross
profit margin was more than accounted for by a $3.2 million poten-
tial liability under raw material "take or pay” obligations that was
recognized in the fourth quarter, following a review of production
plans and raw material commitments. Good price management
and cost control in the UK manufacturing plant narrowly failed to
offset the impact of this charge on gross profit.

Gross profit in Petroleum Specialties was $54.2 million or
34.8% of net sales. This was slightly stronger than the 2002 gross
profit margin of 33.2%. The gross margin improved marginally in
the UK based refinery business and in Octel Starreon, the USA
based petroleum additives business.

The gross profit margin in the Perforrance Chemicals business
fell from 35.7% in 2002 to 22.5% in 2003. The main reason for this
was a significant reduction in the pricing on the major detergent
contract supplied through the UK.

OPERATING EXPENSES

Operating expenses in the TEL business were $22.2 million in
2003, up from $18.4 million in 2002. Of this total $10.4 million
was amortization of intangible assets, up from $9.5 million in 2002.
$9.9 million of the $10.4 million charge in 2003 relates to amorti-

zation of the intangible asset arising from the permanent source
interruption payments to Veritel.

Other operating expenses were $11.8 mitlion in 2003, up
from $8.9 million in 2002, an increase of 32.6%. Approximately
$0.8 million (3%) of the increase can be ascribed to differences in
exchange rates as most of the costs are principally denominated
in sterling. TEL also received a higher allocation of overall selling,
general and administrative and research and development costs
in the year following a review of cost aflocation (up from 11.8% of
the group total in 2002 to 14.6% in 2003).

Operating expenses in the Petroleum Specialties business
segment were $41.2 million in 2003, up from $35.8 million in 2002,
an increase of 15.1%. The strengthening of the US dollar added
approximately $4.4 million (10.9%) to Petroleum Specialties
selling, general and administrative costs but this was offset by
benefits from earlier restructuring in the European subsidiaries.

Operating expenses in the Performance Chemicals business
segment fell from $11.7 million to $10.2 million as remedial cost
saving action was taken to offset the impact of the lower margins
from the detergent contract.

Corporate costs were down $0.8 million at $16.3 million.
Corporate costs were adversely impacted by the movement of the
US dollar against sterling but benefited from the higher allocation
of costs to the TEL business. Corporate costs included the benefit
of a net pension credit of $39.3 million compared to a net pension
credit of $11.8 million in 2002.

RESTRUCTURING CHARGE

The restructuring charge for 2003 was $15.0 million compared
to a charge of $19.5 million in 2002. The major elements in this
charge were;

o $6.5 million charge for streamiining production capacity
and site infrastructure costs at the Ellesmere Port
manufacturing facility. This programme was initiated after
January 1, 2003 and as a result was booked in accordance
with FAS 146. One hundred and three employees are
to leave the company, but of these 75 remained in employ-
ment at the end of 2003;

° $3.4 million charge to streamline the selling and
administrative activities of the Specialty Chemicals
business in Europe;

s $2.2 million charge for demolition of the disused sodium
plant at Ellesmere Port; and

° $2.0 million charge to provide for aged and obsolete
engineering stores at Ellesmere Port.
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OTHER EXPENSES (NET)

QOther expenses were $4.2 million {nil in 2002). This charge includes
the profits and losses on the sale of assets and includes sundry
other non-operating expenses.

MINORITY INTEREST

The minority interest charge increased from $3.0 million to
$4.3 million reflecting a strong performance from our 50% owned
subsidiary, Octel Starreon.

NET INTEREST CHARGE

The net interest charge was $12.1 milfion in 2003 - the same as
in 2002. A charge of $1.9 million was recognized in the fourth
quarter as the remaining deferred finance costs relating to the
old financing facility were amortized ahead of the refinancing that
was completed in January 2004. The gross interest charge was
$12.6 million and interest received was $0.5 million in 2003.

TAXATION

The Company’s effective tax rate remained consistent at 30.3% of
income before income taxes in the year compared with 31.0% in
2002. The small net improvement arose principally due to changes
in the mix of taxable profits made in the different geographical
localities in which the Company operates.

CHANGE IN ACCOUNTING PRINCIPLE

The $0.5 million credit recognized on change in accounting prin-
ciple refers to the net fixed asset, after depreciation recognized on
adoption of FAS 143.

LIQUIDITY AND FINANCIAL CONDITION

Net cash provided by operating activities was $62.4 million
for 2004 compared to $85.2 million in 2003. Net income was
$45.6 million lower than 2003, although $40.7 million of this
decrease was attributable to the non-cash charge for impair-
ment of TEL business goodwill. There was no eguivalent charge
in 20083. Further, the non-cash element of the loss on disposal
of the Bycosin assets and the 49% share in Joss Chemicals BV
was $13.7 million compared to the $2.7 million non-cash impact
of disposals in 2003.

There was a small outfiow of $2.2 million on accounts receiv-
able in 2004 but there had been a significant inflow in 2003 in
this area of $19.7 million due to the timing of TEL shipments.
Receivables at December 31, 2004 represented 70% of fourth
quarter sales compared to 60% of fourth quarter sales in 2003.
The main difference is due to the receipt of payment for a shipment
of TEL in early December 2004 falling in early 2005, compared to
collection before year-end in 2003.

Although inventory is $20.4 million higher than 2003 at
$76.9 million the impact of acquisitions is responsible for approxi-
mately half of that increase. The cash impact was $11.3 million. Of
this amount $9.4 million is due to the planned build up of finished
goods inventory in TEL ahead of a planned reduction in production
capacity. There was a $3.0 million inflow arising from accounts
payable and accrued liabilities arising from the phasing of year
end payments.

The level of accrued income taxes was $12.6 million higher at
the end of 2004 than at the end of 2003. The reason for this was
differences in the timing of tax payments based on estimated tax
payments and actual tax charges.

Expenditure from previous provisions on plant remediation and
restructuring during 2004 resulted in a movement of provision of
$6.8 million compared to $1.2 miltion in 2003.

Capital expenditure was $9.6 million in 2004 compared to
$7.8 million in 2003. The major expenditure was on upgrading
and improving TEL productive assets ($2.4 million), rollout of
Oracle data processing systems and upgrades to IT hardware
($2.3 million) and expenditure on Petroleum Specialties assets
($1.3 million). Capital expenditure in the newly acquired busi-
nesses was $0.7 million and in other Performance Chemicals
businesses was $0.6 million. The balance relates to $0.7 million
spent in the research and development department and sundry
other projects ($1.6 million).

The Company spent $80.2 million on acquisitions during 2004.
The major elements of this net cash outflow were as follows:

o acquisition of remaining 50% of Octel Starreon—

$43.8 miliion;

¢ acquisition of AFC before payment of deferred

consideration by means of Loan Notes — $30.8 mitlion;

e acquisition of Leuna net of cash acquired—$5.2 million,

o disposal of 49% shareholding Joss Chemicals BV —

net inflow of $4.2 million;
e acquisition of 20% shareholding in Deurex
Microtechnologies GmbH~—$2.6 million;

o Bycosin proceeds to date less cash disposed—

outflow of $0.2 million;

o sundry investments in associates - $1.8 million;

In addition, $4.8 million has been set aside in restricted cash
to settle the Loan Notes, maturing in 2006 that were used to
acquire AFC.

The Company received $5.2 million from the disposal of
assets. The main inflow was $4.7 million from the disposal of the
Paris office of Octel France.

In January 2004, the Company repaid the $97.0 million term
loan borrowings outstanding under the previous finance facility and
drew down $100 millicn from the new term facility. Repayments
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of $30.0 million of this term facility are due on January 31 of
2005, 2006 and 2007, respectively, with a final repayment of
$10.0 million falling due on July 30, 2007. The amount outstanding
on the previous facility for Octel Starreon of $7.6 million was aiso
repaid during 2004. On acquisition of AFC, a loan of $2.9 miiltion
was repaid. At December 31, 2004, $100.0 million remained
outstanding on the senior term loan. A repayment of the term loan
of $30.0 million is due on January 31, 2005.

This facility contains terms which, if breached, would resuft
in the loan becoming repayable on demand. It requires, among
other.matters, compliance with certain financial ratio covenants,
specifically a ratio of net debt to EBITDA (a non-GAAP measure of
liquidity) and a ratio of net interest expense to EBITA (another non-
GAAP measure of liquidity). The Company has been in compliance
with the covenants in 2004.

Under the terms of the finance facility completed in
January 2004, the Company agreed a revolving credit facility
of $50.0 million. This expires on July 30, 2007. On August 31,
2004 the Company entered into an amendment agreement with
the syndicate of banks whereby the revolving credit facility was
increased from $50.0 million to $110.0 million. At December 31,
2004 borrowings under the revolving credit facility were
$19.0 miltion.

The Company paid out dividends of $1.5 million during 2004
{($0.6 million in 2003). The Company paid a dividend of 6 cents per
share on Aprit 1, 2004 and a further dividend of 6 cents per share
on October 1, 2004, The Company spent $4.5 miilion on share buy
backs during 2004 ($1.2 million in 2003) and raised $5.5 million
from the exercise and cash purchase of share options ($2.9 million
in 2003).

CRITICAL ACCOUNTING ESTIMATES

The policies and estimates that the Company considers the most
critical in terms of subjectivity and judgment of assessment are
those related to environmental liabilities, the identification of
and the impairment of goodwill and intangible assets, pension
accounting, restructuring costs and the marketing agreements
with Ethyl. Any adverse variance between actual results and future
projections in these areas may impact on resuits of operations and
financial condition.

The Company records environmental liabilities when they are
probable and costs can be estimated reasonably. Remediation
provisions at December 31, 2004 amounted to $21.9 million and
relate principally to our sites in the UK and Germany. The Company
has to anticipate the program of work reguired and the associated
future costs, and has to comply with environmental legislation in
the relevant countries. The Company views the costs of vacating
our main UK site ($27.4 million at 2004 year-end) as a contingent
liability because there is no present intention to exit the site.

The Company adopted FAS 142 Goodwiff and Other intangible
Assets effective January 1, 2002. This requires that goodwill
deemed to have an indefinite life should no longer be amortized,
but subject to an annual impairment review, or between years if
events occur or circumstances change which suggest that an
impairment may have occurred.

The Company elected to perform its annual tests in respect of
Petroleum Specialties and Performance Chemicals goodwill as of
December 31 each year. In reviewing for any impairment charge
the fair value of the reporting units underlying the segments is
estimated using a discounted after tax cash flow methodology
based on management’s best estimates at that time.

During 2002 and 2003, the goodwill impairment test for the
TEL business was performed annually at December 31. Both
these reviews showed that the fair value of the reporting unit
based on after tax cash flows discounted at the Company's
weighted average cost of capital exceeded the carrying value
of TEL segment assets and, accordingly, no indicator of impair-
ment existed and step 2 of the FAS 142 impairment test was not
performed.

In light of the continuing decline in the TEL market globally, as
the Company makes sales of TEL in each quarter, the remaining
sales and corresponding cash flows that can be derived from the
TEL business are reduced, and accordingly the fair value of the
TEL reporting unit is reduced. Based on the Company’s detailed
forecast model, assumptions at December 31, 2003 indicated
that the reduction in forecast future cash flows during 2004 would
reduce the fair value of the reporting unit below the carrying value
of TEL segment assets and, accordingly, there was likely to be
a significant goodwill impairment charge during the year ended
December 31, 2004. As a result the Company determined that
quarterly impairment reviews be performed from January 1, 2004
and any impairment charge arising be recognized in the relevant
quarter.

The value of the remaining cash flows from the TEL business
segment is calculated at any review date by reference to the
best available estimates for future revenues, gross margins,
selling and administrative costs as well as the fixed and working
capital requirements of the business. The resulting cash flows are
then discounted and the total discounted cash flows of the TEL
business are then allocated to the fair value of the TEL business
unit at that date. The Company uses this information 1o derive an
implied goodwilt value which is then compared to the carrying
value to determine what impairment is needed.

Using this methodology and the assumptions underlying the
detailed forecast model, the Company believes that it is possible
to predict the pattern of likely future impairment charges of TEL
business goodwill. This method reflects the relatively unique
nature of the TEL business.

31



32

As a result of the reviews performed during 2004, an impair-
ment charge of $40.7 million has been recognized in the year
and the Company expects to incur a charge in subsequent years
as the TEL market continues to decline. The current estimated
impairment charge for 2005, 2006 and 2007, is $60.0 million, $34.0
miltion and $40.0 million, respectively. The increase in charge
forecast for 2005 over that recognized in 2004 is primarily due to
the fact that 2004 contained less than a full year’s charge as the
fair value of TEL assets and fiabilities only reduced to below the
level of forecast discounted cash fiows from TEL during the first
quarter of 2004, combined with the expectation that the volume
decline will be relatively high during 2005. The impairment charge
will continue to be reviewed quarterly in the light of developments
in the TEL market.

At December 31, 2004, the Company performed its annua!
impairment review for goodwill for Petroleum Specialties and
Performance Chemicals and believes that there has been no
impairment of goodwill in respect of those reporting segments.

Goodwill of $8.5 million was written off in 2004 relating to the
portion of the Bycosin business that was disposed of. However,
additional goodwill was created in the year due to the acquisi-
tions of the remaining 50% of Octel Starreon and the acquisition
of AFC. The level of cash, current assets and tangible assets
acquired in Leuna was such that no goodwilt was recognized on
that acquisition.

As part of the fair value accounting for the acquisitions the
Company identified certain intangible assets in Octel Starreon and
in AFC. An intangible asset of $4.8 million was recognized in AFC
in respect of a number of specialized manufacturing processes.
$2.8 million was also recognized in respect of ongoing customer
relationships in that company. These assets will be amortized over
their estimated economic life of ten years. A charge of $0.3 million
was recognized in 2004 in respect of amortization of intangible
assets in AFC.

In Octal Starreon, $2.3 miliion was recognized in respect of
50.0% of the value of certain approvals for the use of that compa-
ny’s products in certain military and civilian end uses. In addition
$9.0 millicn was recognized in Octel Starreon as 50.0% of the value
of certain critical ongoing customer relationships. $0.2 million was
recognized in respect 50.0% of the value of one patent for a key
product. These will be effectively amortized over their estimated
sconomic life of ten years. A charge of $0.6 million was recognized
in respect of amortization of those intangible assets in 2004.

The creation of these intangible assets has resulted in the
recognition of deferred tax liabilities of $2.3 million in AFC and
$4.0 million in Octel Starreon, which will be amortized through the
income statement over the useful life of these intangible assets.

The Company accounts for pensions in accordance with FAS
87 and provides associated disclosures in accordance with FAS
132, The prepaid pension cost is material to our balance sheet,
the net prepayment being $122.9 million at December 31, 2004.
The underlying plan asset value and projected benefit obligation
were $654.6 million and $647.8 million, respectively, at the end of
2004. Movements in the underlying plan asset value and projected
benefit obligation are dependent on actual return on investments
and pay awards, as well as our assumptions as to future trends
in these areas. The continuation of the prepayment depends on
the carrying value of the plan assets exceeding the accumu-
lated benefit obligation. This surplus at the measurement date,
October 5, 2004, was $40.7 million. In the event of a deficit, a
creditor would be created equal to the sum of the prepayment and
the deficit, and the related charge would be written off to accumu-
lated other comprehensive income. The Company’s independent
advisors carried out a full actuarial valuation of the pension plan
during 2003 and updated this during 2004. The results have been
reflected in these financial statements. The Company wilt continue
to monitor the status of the plan on a quarterly basis.

The Company commenced a major program of restructuring
during the latter haif of 2002. The Company embarked upon
further restructuring during 2003 at the UK TEL manufacturing
site. This was accounted for under FAS 146 as it was initiated
after January 1, 2003. The scheme had a statutory element and an
incentive element for agreeing to voluntary severance. The sever-
ance terms were also more generous than statutory terms. The
statutory minimum element was recognized at the date at which
the individual agreed to voluntary redundancy. The amount of
total severance cost in excess of statutory requirements is being
recognized over the remaining service life of those who agreed to
leaving dates beyond their contractuat notice period. A charge of
$1.7 million refated to this program was recognized in 2004 and
a further charge of $1.1 million is expected in 2005. Other cash
restructuring costs are being recognized as expended.

The Company has entered into a number of sales and
marketing agreements with Ethyl for the sale of TEL in all areas
of the world except North America and the European Economic
Area through December 31, 2009. Under these agreements
we produce the TEL and all marketing and sales effort is in the
Octel name. Ethyl provides bulk distribution, marketing and other
services. The net proceeds are paid to Ethyl and Octel on an
agreed formula, with Octel receiving 68% of the total. Sales and
expenses incurred under the agreement are included within the
Company’s income statement. Ethyl's share of the net proceeds
for services is charged within cost of goods sold. The majority of
net proceeds are calculated and settled on a monthly basis, but
there is an element receivable by the Company from Ethyt which is



computed annually in arrears. In prior years the amounts involved
were not significant, but because of increases in the value of this
retrospective element we decided effective January 1, 2002, that
it was more appropriate to recognize a prudent accruat during the
year, based on best current estimates of the expected outcome.

MARKET RISK

We operate manufacturing and blending facilities, offices and
laboratories around the world, though the largest manufacturing
facility is located in the UK. We sell a range of TEL, Petroleum
Specialties and Performance Chemicals to customers around the
world. We use floating rate debt to finance these global operations.
Consequently, we are subject to business risks inherent in non-US
activities, including political and economic uncertainty, import and
export limitations, and market risk related to changes in interest
rates and foreign exchange rates. Our political and economic risks
are mitigated by the stability of the countries in which our largest
operations are located. Credit limits, ongoing credit evaluation and
account monitoring procedures are used to minimize bad debt
risk. Collateral is not generally required.

We use derivatives, including interest rate swaps and foreign
currency forward exchange contracts, in the normal course of
business to manage market risks. The derivatives used in hedging
activities are considered risk management tools and are not used
for trading purposes. In addition, we enter into derivative instru-
ments with a diversified group of major financial institutions
in order to monitor the exposure to non-performance of such
instruments. Our objective in managing exposure to changes in
interest rates is to limit the impact of such changes on earnings
and cash flow and to lower overall borrowing costs. QOur objective
in managing the exposure to changes in foreign exchange rates
is to reduce volatility on earnings and cash fiow associated with
such changes.

INTEREST RATE RISK

We use interest swaps to manage interest rate exposure and,
under the terms of the 2001 refinancing agreements, half of the
senior term loan became the subject of swap agreements. These
swap agreements, which converted variable rate to fixed rate, ran
1o their original maturity date in October 2004. As of December 31,
2004 we had cash and cash equivalents of $33.3 million with no
bank overdraft. As of December 31, 2004 long-term debt stood at
$124.3 million including a current component of $30.2 million. The
Company entered into new interest swap agreements in 2004 that
covered $25.0 miltion of the $100.0 million term debt. On the basis
that $25.0 million of the $100.0 miltion senior term loan is hedged
against interest movements and that we would receive more
interest on the positive cash balances, then unhedged debt, net

of cash balances was $66.0 million. Thus a hypothetical absolute
change of 1% in interest rates on the net amount of these balances
for a one-year period would reduce net income and cash flows by
around $0.7 million before tax. On a gross basis, assuming no
additional interest on the cash balances, a 1% increase in interest
rates would reduce net income and cash flows by approximately
$1.0 million before tax.

The above does not consider the effect of interest or exchange
rate changes on overall activity, nor management action to mitigate
such changes.

EXCHANGE RATE RISK

More than 50% of the Company’s forecast sales for 2005 are
denominated in US dollars with the balance mainly comprising
euros (over 35%) and sterling (around 10%). The TEL market is
predominantly a US dollar market, although sales to certain terri-
tories are transacted in euros. TEL raw materials are purchased
in a mixture of US dollars, sterling and euros but when the Ethyl
compensation payments are taken into account, around 50% of
the cost of goods sold in TEL is denominated in US dollars. Selling,
administrative and general expenses are generally in the currency
of the legal entity with the majority being denominated in sterting.
A 5% increase in the US dollar against both sterling and the euro
would result in additional operating income of $1.3 million, due
mainly to the lower burden of the sterling denominated cost of
goods sold and operating expenses.

In the Petroleum Specialties business segment more than 50%
of forecast sales are denominated in euros and more than 40% in
US doliars. The balance of Company sales are largely in sterfing.
The Petroleum Specialties segment is reasonably well hedged
against a 5% increase in the US dollar against both sterling and
the euro, as gross profit in these currencies approximately equals
the operating expenses. For this reason such a shift in exchange
rates, while reducing net sales by around $5.0 million and
reducing operating expenses by more than $1.0 million, would
have no material effect on operating income for this business
segment.

In the Performance Chemicals business segment approxi-
mately 50% of forecast sales are denominated in eurcs, with the
rest split evenly between US dollars and sterling. Due mainly to
the large operating profits denominated in euros, a 5% increase
in the US dollar against both sterling and the euro would reduce
operating profit by approximately $0.4 milfion.

Corporate costs are largely denominated in sterling. A 5%
increase in the US dollar against both the euro and sterling
would increase reported operating income by approximately
$2.0 miltion.
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In all cases where a 5% increase in the US dollar has been
used as an illustration, a 5% decrease would be expected to have
the opposite effect on operating income.

CONTRACTUAL COMMITMENTS
The following represents contractual commitments at December 31,
2004 and the effect of those obligations on future cash flows:

LESS THAN 17G3 4708 GVER S
(IN MILLIONS) TOTAL 1 YEAR YEARS YEARS YEARS
Long-term debit $1243 $§ 302 $§ 941§ - 8 -

Consideration payable
on acquisition of

Finetex 20.0 20.0 — — —
Settlement of Loan Notes 4.8 — 4.8 -~ —
Remediation payments 220 3.4 53 2.9 10.4
Severance payments 7.7 7.7 - -— —
Unconditional purchase

obligations 16.6 12.8 4.0 — —
Capitat commitments 25 2.5 —_ — —_
QOperating lease

commitments 4.5 1.8 2.0 0.3 0.4
Interest payments

on debt 14.8 6.9 7.9 - -
Planned funding of

pension obligations 23.0 4.5 9.5 9.0 -

Total $2402 $§ 896 § 1276 $§ 122 & 108

The Company entered into an agreement in December 2004, and
duly completed the acquisition of Finetex, Inc. in January 2005 for
a consideration of $20.0 million.

The Company issued $4.8 million of Loan Notes in two equal
tranches on acquisition of AFC. These Loan Notes mature in 2006.

Remediation payments represent those cashflows that the
Company is currently obligated to pay in respect of current and
former facilities. It does not include any discretionary remediation
costs that the Company may choose to incur.

Unconditional purchase obligations relate to certain raw
material take or pay contracts which have been entered into by
the Company.

Capital commitments relate to certain capital projects that the
Company has committed to undertake.

Operating lgase commitments relate primarily to office space,
motor vehicles and items of office equipment which are expected
to be renewed and replaced in the normal course of business.

The Company is subject to interest at variable rates on certain
elements of its long term debt. The estimated payments included
in the table above assume a constant US base interest rate of
2.75% on the main credit facility. Estimated commitment fees are
also included.

The amounts related to the pension scheme refer to the likely
levels of Company funding of the UK defined benefit pensions
scheme and certain pension commitments to senior employees.

It is not meaningful to predict an amount after five years because
there are so many uncertainities about wage rates and employ-
ment levels.

ENVIRONMENTAL MATTERS AND PLANT CLOSURES
The Company is subject to environmental faws in alf of the coun-
tries in which it operates. Under certain environmenta! laws,
the Company is responsible for the remediation of hazardous
substances or wastes at currently or formerly owned or operated
properties.

Most of our manufacturing operations have been conducted
outside the United States and, therefore, any liability pertaining to
the investigation and remediation of contaminated properties is
likely to be determined under non-US faw.

We evaluate costs for remediation, decontamination and demo-
lition projects on a regular basis. Full provision is made for those
costs to which we are committed under environmental laws. Total
estimated future costs at December 31, 2004 were $49.3 million,
of which $27.4 million were deemed to be at management’s
discretion. Full provision has been made for the committed costs
of $21.9 million. Expenditure against provisions was $2.0 million,
$3.7 miltion and $6.6 million in the years 2004, 2003 and 2002,
respectively.

We have also incurred personnel severance costs in relation
to the management of the decline in the TEL market and the
restructuring of the Petroleum Specialties business segment. Total
severance expenditure was $6.0 million, $8.2 million and $6.7 million
in the years 2004, 2003 and 2002, respectively. Provision is made
for severance costs under the conditions of FAS 146 and FAS 112,
The provision at December 31, 2004 was $6.6 million. Severance
charges recognized in the income statement in 2004 relating to
the restructuring program were $5.3 million. The Company expects
that a further $1.1 million will be recognized in 2005 in respect of
current severance programs under FAS 146,

INFLATION
inflation has not been a significant factor for the Company over the
last several years. Management believes that inflation will continue
to be moderate over the next several years.

CAUTIONARY STATEMENT RELATIVE

TO FORWARD-LOOKING STATEMENTS
Certain written and oral statements made by our Company and
subsidiaries or with the approval of an authorized executive officer
of our Company, including statements made in the Management’s
Discussion and Analysis of Financial Condition and Results of
Operations or elsewhere in this report and in other filings with the
Securities and Exchange Commission, may constitute “forward-



locking statements” as defined in the Private Securities Litigation
Reform Act of 1885, Generally, the words “believe”, “expect”,
“intend”, “estimate”, “project”, “will" and similar expressions
identify forward-looking statements, which generally are not histor-
ical in nature. All statements which address operating performance,
events or developments that we expect or anticipate will occur in
the future - including statements relating to volume growth, share
of sales or earnings per share growth, and statements expressing
general optimism about future operating results - are forward-
looking statements. Forward-looking statements are subject to
certain risks and uncertainties that could cause actual results to
differ materially from our Company’s historical experience and our
present expectations or projections. As and when made, manage-
ment believes that these forward-looking statements are reasonable.
However, caution should be taken not to place undue reliance on
such forward-looking statements since such statements speak only
as of the date when made. Although we believe that our expecta-
tions are based on reasonable assumptions within the bounds of
our knowledge of our business and operations, moreover, there can
be no assurance that actual resuits will not differ materially from
our expectations. Factors which could cause actual results to differ
from expectations include, without limitation, the timing of orders
received from customers, the gain or loss of significant customers,
competition from other manufacturers and changes in the demand
for our products, including the rate of decline in demand for TEL,
and business and legal risks inherent in non-US activities, including
political and economic uncertainty, import and export limitations
and market risks related to changes in interest rates and fareign
exchange rates, successful completion of planned disposals and
material fines or other penaities resulting from its voluntary disclo-
sure to OFAC and the existence and impact of any deficiencies or
material weaknesses or remedial actions taken by the Company
in respect of the potential violation of the Code of Ethics by the
Chief Executive Officer which may have resulted in a potential
violation of certain taws and regulations by the Chief Executive
Officer and the Company and compliance with Section 404 of the
Sarbanes-Oxley Act of 2002. In addition, increases in the cost of
product, changes in the market in general and significant changes
in new product introduction could result in actual results varying
from expectations. The Company undertakes no obligation to
publicly update or revise any forward-looking statements, wiether
as a result of new information, future events or otherwise.

CONTROLS AND PROCEDURES

EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

As of the end of the period covered by this report the Company
carried out an evaluation under the supervision and with the
participation of our management, including the Chief Executive

Officer and the Chief Financial Officer, of the effectiveness of the
design and operation of the Company’s “disclosure controls and
procedures” (as defined in Rules 13a-15(g) and 15d - 15(g) of
the Securities Exchange Act of 1934) as of the end of the period
covered by this annual report.

On March 17, 2005, the Company announced that it had
filed a Form 12b-25 (Notification of Late Filing) in respect of its
Annual Report on Form 10-K as a resuit of the need to complete
an investigation of the facts relating to the matter described below
{the ‘Transaction’) and to consider the impact of the Transaction
on management’s assessment of internal control over financial
reporting.

On February 24, 2005, Dennis J. Kerrison, the Chief Executive
Officer and President of the Company, arranged to transfer GBP
50,000 (equivalent to approximately ZAR 500,000 and approxi-
mately USD 85,000) from his bank account in the United Kingdom
to the account of Associated Octel Company (South Africa) (Pty)
Limited ({AOCSA’}, a wholly-owned indirect subsidiary of Octel
Corp. On the same day, at the initiation of Mr. Kerrison, AOCSA
made a payment of ZAR 500,000 (equivalent to approximatety
USD 95,000) for Mr. Kerrison’s personal use. Mr. Kerrison's UK
bank sent the funds to AOCSA’s bank on February 24, 2005.
Those funds were credited to AOCSA’s bank account on February
28, 2005. AOCSA was reimbursed on behalf of Mr. Kerrison for
associated costs of approximately ZAR 629 (equivalent to approx-
imately USD 107) on March 3, 2005.

The investigation, which was conducted by independent
counsel retained for this purpose by a special committee,
consisting of the members of the Audit Committee and the
Corporate Governance and Nominating Committee (the ‘Special
Committee’), was completed on March 29, 2005, Also on March
29, 2005, the Special Committee reported on the investiga-
tion to the Board of Directors of the Company and the Board of
Directors adopted the findings of the Special Committee. Based
on the findings of the Special Committee, the Board of Directors
determined that the Transaction appeared to have violated the
Company’s Code of Ethics and that elements of the Transaction
may have resulted in a potential violation of certain laws and regu-
lations by the Chief Executive Officer, the Managing Director of
AOCSA and the Company. The Board of Directors did not identify
any matters that required adjustment to the Company’s financial
statements.

Upon completion of the investigation, Octel Corp. management
assessed the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2004 and concluded that a
material weakness relating to deficiencies in the maintenance of
effective controls over compliance with the Company’s Code of
Ethics, more fully described below, existed as of December 31,
2004. Based upon the evaluation of disclosure controls and proce-
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dures and the material weakness described below, the Company’s
Chief Executive Officer and Chief Financial Officer have concluded
that the Company’s disclosure controls and procedures were not
effective as of December 31, 2004. This conclusion is consistent
with the Company’s conclusion with regard to its internal control
over financial reporting as of December 31, 2004.

However, as the material weakness was limited to the area
described below, management believes that the financial state-
ments included in the Annual Report on Form 10-K fairly present,
in all material respects, our financial condition, results of opera-
tions and cash flows for the periods presented.

MANAGEMENT’S REPORT ON INTERNAL CONTROL
QOVER FINANCIAL REPORTING

The Company’s management is responsible for establishing and
maintaining adequate internal control over financial reporting
as defined in Rules 13a-15(f) and 15d-15(f) of the Securities
Exchange Act of 1934, The Company’s internal control over
financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accor-
dance with generally accepted accounting principles.

Because of its inherent limitations, internal control over finan-
cial reporting may not prevent or detect misstatements. In addition,
projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

Octel Corp. management assessed the effectiveness of
the Company’s internal control over financial reporting as of
December 31, 2004. in making this assessment, management
used the criteria in Internal Control-Integrated Framewaork issued
by the Committee of Sponsoring Organizations of the Treadway
Commission ({COSO).

A material weakness is a control deficiency, or combination of
control deficiencies, that results in more than a remote likelihood
that a material misstatement of the annual or interim financial
statements will not be prevented or detected. Effective controls
over compliance with the Company’s Code of Ethics were not
maintained. In February 2005, the Company’s Chief Executive
Officer arranged to transfer funds from his bank account in the
United Kingdom to the account of AOCSA. On the same day, at
the initiation of Mr. Kerrison, AOCSA made a payment on behalf
of Mr. Ketrison. The Board of Directors of the Company concluded
that the Transaction appeared to have violated the Company’s
Code of Ethics and may have resulted in a potential violation of
certain laws and regulations by the Chief Executive Officer, the
Managing Director of AOCSA and the Company. In addition,

local controls over disbursements at AOCSA were overridden
as a result of the Transaction initiated by Mr. Kerrison. Together,
these facts provide evidence of a control deficiency in existence
at December 31, 2004. This control deficiency did not result in
an adjustment to the Company’s financiat statements. However,
this control deficiency could result in a material misstatement to
annual or. interim financial statements that would not be prevented
or detected. Accordingly, management has conciuded that this
deficiency constitutes a material weakness as of December 31,
2004. Because of this material weakness, management has
concluded that the Company did not maintain effective internal
control over financial reporting as of December 31, 2004, based
on criteria in the Internal Control-Integrated Framework issued by
the COSO.

Management’s assessment of the effectiveness of internal
control over financial reporting as of December 31, 2004 has been
audited by PricewaterhouseCoopers LLP, United Kingdom (PwC),
an independent registered public accounting firm, as stated in
their report that is included on page 39 of this Annual Report.

We have excluded Leuna Polymer GmbH and Aroma & Fine
Chemicals Limited from our assessment of internal control over
financial reporting as of December 31, 2004 because these
entities were acquired by the Company in two purchase business
combinations during 2004. These entities are wholly owned
subsidiaries whose total assets and total revenues represent 1.4%
and 3.7% and 6.0% and 2.4%, respectively, of the related consati-
dated financial statement amounts as of and for the year ended
December 31, 2004.

REMEDIAL STEPS TO ADDRESS THE MATERIAL WEAKNESS

The individuals involved in the matter described above, including
the Chief Executive Officer, will be subject to appropriate disci-
plinary procedures, which as of the date of this report have not
been determined. In addition, the following steps, among others,
implementation of which wili commence with immediate effect,
have been recommended by the Special Committee and approved
by the Board of Directors:

o Reinforcement of the importance of compliance with,
together with a comprehensive re-education programme in
respect of, the Company’s Code of Ethics;

o Enhancement of procedures in relation to consultation with
in-house lega! counsel in respect of unusual or non-routine
transactions; and

° The creation of a register of directors’ and officers’ interests
and establishment of procedures in respect of actual or
potential conflicts.
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CHANGES IN INTERNAL CONTROLS OVER FINANCIAL REPORTING
Except as otherwise discussed herein, there were no changes to
our internal control over financial reporting that occurred during
the fourth quarter of the year ended December 31, 2004 that have
materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.

FUTURE QUTLOOK

The future outlook reflects the dichotomy between the growing
Petroleum Specialties and Performance Chemicals business
segments and the declining TEL business segments. In the last
seven years, TEL sales have declined from 82% to 51% of the
Company total, and its share of gross profit has fatien from 92%
10 67%. We expect TEL to continue to decline in importance in the
overall Company results.

The TEL market has been in decline since the 1970s, and this
trend is expected to continue. Given the uncertainties in the Asian,
African and South American markets, world market decline in 2005
is likely to be at the high end of the 10% to 25% range. Cost contro!
initiatives in prior years have delivered benefits in the current year,
and the Company will continue to focus on this area. We expect the
declining TEL business to continue to be cash generative.

The Petroleum Specialties business segment grew significantly
in 2001 through acquisitions. The purchase of the remaining 50%
of Octel Starreon in 2004 now gives the Company control over
the strategy for growth in the key US petroleum additives market,
particularly in the field of additives for the growing diesel market.
The business will now seek to pursue organic growth in its three
key regions, Europe, Middie East and Africa (EMEA), USA and Asia
Pacific. The Company will take further steps to restructure its back
office and support operations to support the growth and {o enhance
profitability in EMEA and a charge of $1.1 million was recognized in
the fourth quarter of 2004 in support of this aim.

The Performance Chemicals business segment grew
substantially by acquisition in 2004. The full year impact of
these acquisitions on operating income has yet to be seen. In
continuance of the strategy of reinvesting the cash flows from
the TEL segment into growth opportunities in its other busi-
nesses, the Company completed the acquisition of Finetex, Inc.
in January 2005. The Company is building strategic positions
in the personal care market, surfactants and also in the fieid of
waxes. The Company also has a toll manufacturing base in the
USA. Growth in sales in this business segment is expected to be
approximately 10% per annum.

Following our adoption of FAS 142 in 2002, the annual amor-
tization charge on goodwill has been replaced by an impairment
review process. The continued decline in the TEL market will inevi-
tably result in impairment charges in future years. Our latest review
has revealed a need to recognize further impairment charges
for TEL business goodwill impairment in each period until the
TEL business cash flows are exhausted. An annual impairment
review of the goodwill relating to the Petroleum Specialties and
Performance Chemicals business segments indicates that there
is no requirement to recognize an impairment charge in respect
of this goodwill.
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MANAGEMENT’S STATEMENT OF RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of Octel Corp. is responsible for the prepara-
tion and presentation of the accompanying consclidated financial
statements and alf other information in this Annuai Report. The
financial statements are prepared in accordance with the
accounting principles generally accepted in the United States of
America and include amounts that are based on management’s
informed judgments and estimates.

The Company maintains accounting systems and internal
accounting controls that management believes provide reason-
able assurance that the Company’s financial reporting is reliable,
that assets are safeguarded, and that transactions are executed
in accordance with proper authorization. This internal control
structure is supported by the selection and training of quali-
fied personnel and an organizational structure that permits the
delegation of authority and responsibility. The systems are moni-
tored by an internal audit function that reports its findings to
management.

The Company's financial statements have been audited
by an independent public registered accounting firm,
PricewaterhouseCoopers LLP, in accordance with auditing
standards of the Public Company Accounting Oversight Board
{United States). These standards provide for the review of internal
accounting control systems to plan the audit and determine
auditing procedures and tests of transactions to the extent they
deem appropriate.

The Audit Committee of the Board of Directors, which consists
solely of independent non-employee directors, is responsible
to the Board of Directors for overseeing the functioning of the
accounting systems and related internal controls and the prep-
aration of annual financial statements. The Audit Committee
periodically meets with management, internal auditors and the
independent auditors to review and evaluate their accounting,
auditing and financial reporting activities and responsibilities.
The independent registered public accounting firm and internal
auditors have fulf and free access to the Audit Committee without
management’s presence o discuss internal accounting controls,
results of their audits and financial reporting matters.

PAUL W. JENNINGS
EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To The Board of Directors and Shareholders of Octel Corp:

We have completed an integrated audit of Octel Corp.'s 2004 consclidated financial
statements and of its internal control ever financial reporting as of December 31, 2004
and audits of its 2003 and 2002 consolidated financial statements in accordance with
the standards of the Public Company Accounting Oversight Board (United States).
Our opinions, based on our audits, are presented below.

CONSOUIDATED FINANCIAL STATEMENTS

In our opinion, the consclidated financial statements listed in the accompanying index
present fairly, in all material respects, the financial position of Octel Corp. and its
subsidiaries at Decerber 31, 2004 and 2003, and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2004
in conformity with accounting principtes generally accepted in the United States of
America. These financial statements are the responsibility of the Company's manage-
ment. Our responsibility is to express an opinion on these financial statements based
on our audits. We conducted our audits of these statements in accordance with the
standards of the Public Company Accounting Oversight Board {United States). Those
standards require that we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of material misstatement. An
audit of financial statements includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the
averall financial statement presentation. We believe that our audits provide a reason-
able basis for our opinion.

{INTERNAL GONTROL OVER FINANCIAL REPORTING

Also, we have audited management’s assessment, included in Management’s Report
on Internal Control Over Financial Reporting, and have concluded that Octei Corp.
did not maintain effective internal control aver financial reporting as of December
31, 2004, because of the effect of the material weakness described below relating
to deficiencies in the maintenance of effective controls over compliance with the
Company's Cade of Ethics based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (‘COS0'). The Company's management is responsible for maintaining
effective internal control aver financial reporting and for its assessment of the effec-
tiveness of internal controt over financial reporting. Qur responsibility is to express
opinions on management's assessment and on the effectiveness of the Company's
internal control over financial reporting based on our audit.

We conducted our audit of internal control over financial reporting in accordance
with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to otitain reason-
able assurance about whether effective internal control over financial reporting was
maintained in all material respects. An audit of internal control over financial reperting
includes abtaining an understanding of internal control over financiat reporting,
evaluating management's assessment, testing and evaluating the design and oper-
ating effectiveness of internal control, and performing such other procedures as we
consider necessary in the circumstances. We believe that our audit provides a reason-
able basis for our opinions.

A company’s internal control over financial reporting is a process designed to
provide reasonable assurance regarding the refiability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company's internal control over financial reporting
inciudes those policies and procedures that (i) pertain te the maintenance of records
that, in reasonable detall, accurately and fairly reflect the transactions and disposi-
tions of the assets of the company; (i) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of manage-
ment and directors of the company; and (i) provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements,

Because of its inherent limitations, internal control aver financial reporting may
not prevent or detect misstatements. Also, projections of any evaluation of effective~
ness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorata.

A material weakness is a control deficiency, or combination of control deficien-
cies, that results in more than a remote likelihood that a material misstatement of the
annuat or interim financial statements will not be prevented or detected. The following
material weakness has been identified and included in management’s assessment.
Effective controls over compliance with the Company's Code of Ethics were not
maintained. In February 2005, Dennis J. Kerrison, the Company's Chief Executive
Qfficer, arranged to transfer funds from his bank account in the United Kingdom to
the account of Associated Octel Company (South Africa) (Pty) Limited ('AOCSA)), a
wholly-owned indirect subsidiary of the Company. On the same day, at the initiation
of Mr. Kerrison, AGCSA made a payment on behalf of Mr. Kerrison for his personal
use. The Board of Directors of the Company, based on the findings of an investiga-
tion undertaken by a Special Committee of the Board of Directors concluded that the
transaction appeared to have viofated the Company’s Code of £thics and may have
resulted in a potential viclation of certain laws and regulations by the Chief Executive
Officer, the Managing Director of AOCSA and the Company. n addition, local controis
over disbursements at AQCSA were overridden as a result of the Transaction initiated
by Mr. Kerrison. Together, these facts provide evidence of a control deficiency in exis-
tence at December 31, 2004. This controt deficiency did not result in an adjustment
to the Company’s financial statements. However, this gontrol deficiency could result
in a material misstatement to annual or interim financial statements that would not
be prevented or detected.

This material weakness was considered in determining the nature, timing, and
extent of audit tests applied in our audit of the 2004 consolidated financial state-
ments, and our opinion regarding the effectiveness of the Company’s internal contro
over financial reporting does not affact our opinion on those consalidated financial
staternents.

in our opinion, management’s assessment that Octel Corp, did not maintain
effective internal contral over financial reporting as of December 31, 2004, is fairly
stated, in all material respects, based on criteria established in Internal Control-
Integrated Framework issued by the COS0. Also, in our opinion, because of the
effect of the material weakness described above an the achievement of the abjectives
of the control criteria, Octel Corp. has not maintained effective internal control over
financial reporting as of December 31, 2004, based on criteria established in Internal
Control-Integrated Framewark issued by the COSQ.

As described in the Management's Report on internat Control Over Financiat
Reporting, management has excluded Leuna Polymer GmbH and Aroma & Fine
Chemicals Limited from its assessment of internal control over financial reporting as
of December 31, 2004 because these entities were acquired by the Company in two
purchase business combinations during 2004. We have also excluded Leuna Polymer
GmbH and Aroma & Fine Chemicals Limited from our audit of internal controf over
financiat reporting. These entities are wholly owned subsidiaries whose totat assets
and total revenues represent 1.4% and 3.7% and 6.0% and 2.4%, respectively, of
the related consolidated financial statement amounts as of and for the year ended
December 31, 2004.

;kwwétukwqd,ru T o

PRICEWATERHOUSECOOPERS LLP
LONDON, UNITED KINGDOM
MARCH 31, 2005
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CONSOLIDATED STATEMENTS OF INCOME

{IN MILLIONS, EXCEPT PER SHARE DATA)

YEARS ENDED DECEMBER 31 2004 2003 2002
Net sales (Note 3) 480.5 4546 § 441.0
Cost of goods sold (271.0) (252.5) (249.1)
Gross profit (Note 3) 209.5 202.1 191.9
Operating expenses:

Selling, general and administrative (93.4) (74.4) 67.5)
Research and development (10.5) (5.1} (6.0)
Restructuring charge (8.5) (15.0) (19.5)
Amortization:of intangible assets (11.2) (10.4) .5
impairment of TEL business goodwill (Note 9) (40.7) — —
Loss on disposals (Note 20) (4.4) —_— —
(168.7) (104.9) (102.5)

Operating income {Note 3} 40.8 97.2 89.4
Interest expéense 6.5) (12.6) (12.8)
Interest inceme 0.8 0.5 0.7
Other expense (net) 2.1) 4.2) —
Income before income taxes and minority interest 33.0 80.9 77.3
Minority interest (1.9) (4.3) (3.0)
Income before income taxes (Note 3) 31.1 76.6 74.3
Income taxes (Note 7) (20.0) (23.2) (23.0)
Income before share of affiliated company earnings from continuing operations 11.1 53.4 51.3
Share of affiliated company earnings (1.0) 0.9 1.1
Discontinued operations, net of tax (Note 22) 3.9) (3.0) 0.3)
Cumulative effect of change in accounting policy, net of tax (Note 24) — 0.5 —
Net income 6.2 518 $ 52.1
Basic earriings per share 0.50 434 % 4,41
Diluted earnings per share 0.48 413  $ 4.15
Weightedtaverage shares outstanding (in thousands)—basic 12,345 11,925 11,817
—diluted 12,989 12,554 12,857

The accompanying notes are an integral part of these statements.




CONSOLIDATED BALANCE SHEETS

{IN MILLIONS, EXCEFT PER SHARE DATA)

st oEceveen 2004 2003
ASSETS
Current assets
Cash and cash equivalents 33.3 3 46.1
Accounts receivable {less allowance of $4.0 and $4.8, respectively) 84.4 717
Inventories
Finished goods 50.4 40.7
Work in progress 14.5 19
Raw materials 12.0 3.9
76.9 58.5
Prepaid expenses 5.0 4.6
Tota! current assets 199.6 178.8
Restricted cash (Note 23) 4.8 -
Property, plant and equipment (Note 12) 71.8 48.7
Goodwill (Note 9) 332.2 348.9
Intangible assets (Note 10} 48.6 408
Deferred finance costs (Note 11) 1.4 0.1
Prepaid pension cost (Note 6) 122.9 115.9
Other assets (Note 23) 8.3 8.3
7906 $ 741.6
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable 497 8 53.0
Accrued liabilities 621 43.7
Accrued income taxes 15.4 28
Current portion of plant closure provisions (Note 13) 10.0 9.2
Current portion of long-term debt (Note 14) 30.2 1.7
Current portion of deferred income (Note 15) 2.0 2.4
Total current liabilities 169.4 112.8
Plant closure provisions, net of current portion (Note 13) 18.6 27.0
Deferred income taxes (Note 7) 44.4 386
Deferred income, net of current portion {(Note 15) 4.4 7.7
Long-term debt, net of current portion {Note 14) 94.1 102.9
Other liabilities 137 15.8
Minority interest 0.2 6.6
STOCKHOLDERS' EQUITY (NOTE 18)
Common stock, $0.01 par value, authorized
40,000,000 shares, issued 14,777,250 shares 0.1 0.1
Additional paid-in capital 2786.5 2768
Treasury stock (2,439,737 and 2,717,511 shares at cost, respectively) 31.2) (32.4)
Retained earnings 213.8 208.1
Accumulated other comprehensive income (13.4) (23.4)
Totat stockholders’ equity 445.8 430.2
790.6 $ 7418

The accompanying notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN MILLIONS)
YEARS ENDED DECEMBER 31 2004 2003 2002
CASH FLOWS FROM OPERATING ACTIVITIES
Net income: $ 62 $ 518 § 52.1
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amortization 24.4 25.8 32.4
Impairment of TEL business goodwill 40.7 — —
Deferred income taxes 0.8 5.0 1.6
(Profit) / foss on disposal of equipment 4.3) 0.2 5.7
Loss on disposal of business 13.7 2.7 —
Unremitted earnings of affiliated company — (0.9 (1.9)
Changes in operating assets and liabilities:
Accounts receivable and prepaid expenses 2.2) 19.7 38.7
Inventories (11.3) 2.2 35
Accounts payable and accrued liabilities 3.0 2.7) (13.0)
Income taxes and other current liabilities 11.4 {11.4) 0.6
Piant ciosure provisions 6.8} 1.2) (7.8)
Pension prepayment (7.0) 9.2) 22.7)
Other non-current liabilities (4.6) 3.2 9.0
Net cash provided by operating activities 62.4 85.2 100.0
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (9.6} (7.8) (11.4)
Business ¢combinations, net of cash acquired (80.2) 6.0) 5.8
Increase in restricted cash 4.8) — —
Proceeds on disposal of property, plant and equipment 5.2 — —
Veritel (Note 10) — (6.8) (30.8)
Other — 1.2 (3.8)
Net cash used in investing activities (89.4) (19.4) (61.8)
CASH FLOWS FROM FINANCING ACTIVITIES
Minority interest 0.5) 1.8 (1.4)
Receipt of long-term borrowings 118.0 - 16.6
Repayment of fong-term borrowings (107.9) (51.9) (88.8)
Net (decrease)/increase in short term borrowings — (4.0) 4.0
Capital leases 0.5 — —
Refinancing costs (Note 11) 2.7 0.2} -
Dividends paid (1.5) (0.8} 0.6)
Repurchase of common stock (Note 16) (4.5) (1.2) 0.2)
Issue of treasury stock 5.5 2.9 0.2
Net cash used in financing activities 8.3 (53.2) (70.0)
Effect of exchange rate changes on cash and cash equivalents 5.9 6.8 55
Net change in cash and cash equivalents (12.8) 19.4 (16.3)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 46.1 28.7 43.0
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 333 % 461 $ 26.7

The accompanying notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

{iN MILLIONS)
ACCUMULATED
OTHER TOTAL
COMMON ADDITIONAL TREASURY RETAINED COMPREHENSIVE STOCKHOLDERS'
STOCK PAID IN CAPITAL STOCK EARNINGS INCOME EQUITY
Balance at January 1, 2002 5 01§ 2765 § (3550 $ 1064 % (YA 290.4
Net income — —_ — 52.1 — 82.1
Dividend ($0.05 per share) — — — (0.6} — (0.6}
Net CTA change — — — - 212 21.2
Derivatives® — — — — {1.8) {1.8)
Repurchase of treasury stock — — 0.2) — — 0.2)
Issue of treasury stock — 0.2 1.2 — — 1.4
Balance at December 31, 2002 a.1 276.7 (34.5) 157.2 37.7) 362.5
Net income — — —_ 51.8 — 51.8
Dividend ($0.05 per share) — - — (0.6) — {0.6)
Net CTA™ change — — — — 13.0 13.0
Derivatives® —_ — — —_ 1.3 13
Repurchase of treasury stock — — (1.2) — — (1.2)
Issue of treasury stock — 0.1 3.3 — — 3.4
Balance at December 31, 2003 0.1 276.8 (32.4) 208.1 (23.4) 430.2
Net income — — — 6.2 - 6.2
Dividend ($0.12 per share) — — — (1.5) — (1.5
Net CTA"" change — - — - 9.4 9.4
Derivatives® — — -— — 0.6 0.6
Repurchase of treasury stack —_— — {4.5) —_ — (4.5)
Issue of treasury stock — — 57 — — 5.7
Redemption of treasury stock — 0.3) —_ — — (0.3)
BALANCE AT DECEMBER 31, 2004 §$ 01 % 2765 § 31.2) 2138 § (13.4) § 445.8
{1} Gumutative Translation Adjustment
(2} Unrealized exchange gains/{iosses) on derivative instruments.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
N MILLIONS)
TOTAL COMPREHENSIVE INCOME FOR THE YEARS ENDED DECEMBER 31 2004 2003 2002
Net income for the year $ 62 § 518 § 52.1
Changes in cumutative translation adjustment 94 13.0 21.2
Unrealized exchange gains/(josses) on derivative instruments 0.6 1.3 {1.8)
Total comprehensive income/(loss) $ 162 $ 681 § 71.5
The accompanying rotes are an integral part of these statements.
ACCUMULATED OTHER COMPREHENSIVE INCOME
(IN MILLIONS)
AT DECEMBER 31 2004 2003
Cumulative transiation adjustment $ (13.5) $ (22.9)
Unrealized gains and losses on derivatives 0.1 0.9
Accumulated other comprehensive income $ (134) § (23.4}
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NOTES ON CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 NATURE OF OPERATIONS

The Company is a major international manufacturer and distributor
of TEL andspecialty chemicals, operating in 20 countries world-
wide. The Company’s products are sold globally, primarily to oil
refineries and other chemical and industrial companies. Principal
product lines and reportable segments are TEL, Petroleum
Speciaities and Performance Chemicals.

On October 1, 1998, the Company entered into sales and
marketing agreements with Ethyl Corporation (Ethyl) to market
and sell TEL in all areas of the world except North America and
the European Economic Area for the period to December 31,
2009. Al marketing and sales effort made under the arrange-
ment is made in the name of Octel. Octel continues to produce all
TEL marketed under the agreements and also provide marketing
and other services. Ethyl continues to provide bulk distribution
services, marketing and other services. The net proceeds under
the agreements are paid to Octel and Ethyl as compensation for
services and are based on an agreed-upon formula, with Octel
receiving 68% of the total compensation for services provided.
No separate legal entity or joint venture has been established as
a consequence of the agreement. Sales and expenses incurred
under the agreements are included within Octel's income state-
ment. These comprise all revenues and costs incurred directly by
Cctel, together with costs recharged by Ethy! for distribution and
other services provided under the terms of the agreements. Ethyl’s
share of the net proceeds for services is charged within cost of
goods sold. This relationship was extended effective January 1,
2000 when OBOAdler entered into a similar agreement. Effective
July 1, 2001 Ethyl agreed to participate in the Veritel agreement
(see Note 10} and the scope of the agreements was extended to
include the European Economic Area.

Refer to Note 3 for financia! information on the Company’s
reportable segments.

NOTE 2 ACCOUNTING POLICIES

BASIS OF PREPARATION
The consolidated financial statements have been prepared in
accordance with generally accepted accounting principles in
the United States of America and include all subsidiaries of the
Company where the company has a controlling financial interest.

All significant intercompany accounts and balances have been
eliminated upon consaolidation.

All acquisitions are accounted for as purchases and the results
of operations of the acquired businesses are included in the
consolidated financial statements from the date of acquisition.

The results of discontinued operations are shown separately
in the income statement. Compatrative figures for 2003 and 2002
have also been adjusted to reflect the discontinued operations.

USE OF ESTIMATES
The preparation of the consolidated financial statements requires
management to make estimates and assumptions that affect the
amounts reported in the consolidated financial statements and
accompanying notes. Actual results could differ from those esti-
mates.

CASH EQUIVALENTS
investment securities with maturities of three months or less when
purchased are considered to be cash equivalents.

ACCOUNTS RECEIVABLE
The Company records accounts receivable at net realizable
value and maintains an allowance for customers not making
required payments. The Company determines the adequacy of
the allowance by petiodically evaluating each customer receivable
considering our customer’s financial condition, credit history and
current economic conditions.

INVENTORIES
Inventories are stated at the lower of cost (FIFO method) or market
price. Cost includes materials, labor, and an appropriate propor
tion of plant overheads.

The Company accrues volume discounts where it is probable
that the required volume will be attained and the amount can be
reasonably estimated. The discounts are recorded as a reduction
in the cost of materials based on projected purchases over the
period of the agreement.

Provision is made for slow-moving or obsolete inventories as
appropriate.
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PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are stated at cost less accumulated
depreciation. Depreciation is provided over the estimated useful
lives of the assets using the straight-line method. The cost of addi-
tions and improvements is capitalized. Maintenance and repairs
are charged to expenses.

The estimated useful lives of the major classes of depreciable
assets are as follows:

Buildings 7 to 25 years

Equipment 3to 10 years

GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwili and intangible assets deemed to have indefinite lives
are no fonger amortized, but are subject to an annual impairment
test. Other intangible assets continue to be amortized over their
useful lives.

The measurement date for impairment testing of Petroleum
Specialties and Performance Chemicals goodwill is December 31,
annually. TEL goodwill is reviewed for impairment at the end of
each quarter.

The Company regularly reviews goodwill and the other intan-
gible assets for impairment based on projected post-tax cash
flows, discounted at the Company’s weighted average cost of
capital. As expected the decline in the TEL market has resulted
in impairment charges being incurred from 2004. It is highly likely
that further charges wilt be incurred in future years as the market
continues to decline. The impairment reviews of the goodwill
relating to the Petroleum Specialties and Performance Chemicals
businesses indicates that there is no requirement to recognize an
impairment charge in respect of this goodwill.

DEFERRED FINANCE COSTS

The costs relating to debt financing are capitalized and separately
disclosed in the balance sheets. A new financing arrangement was
agreed on January 30, 2004 together with an amendment to that
agreement on August 31, 2004. The costs from those financing
arrangements of $2.7 million were capitalized and are being amor-
tized using the average interest method over the expected life of
the agreement.

IMPAIRMENT OF LONG-LIVED ASSETS
The Company reviews the carrying value of its jong-lived assets,
including buildings and equipment, whenever changes in circum-
stances suggest that the carrying values may be impaired. in order
to facilitate this test, the Company groups together assets at the
lowest possible level for which cash flow information is available.
Undiscounted future cash flows expected to result from the assets
are compared with the carrying value of the assets and if they

are lower an impairment loss may be recognized. The amount
of the impairment loss is the difference between the fair value
and the carrying value of the assets, Fair values are determined
using post-tax cash flows discounted at the Company’s weighted
average cost of capital.

DERIVATIVE FINANCIAL INSTRUMENTS
The Company uses various derivative instruments including
forward currency contracts and options and interest rate swaps
to manage certain exposures. These instruments are entered
into under the Company's corporate risk management policy to
minimize exposure and are not for speculative trading purposes.

FAS 133, Accounting for Derivative Instruments and Hedging
Activities establishes accounting and reporting standards for
derivative instruments, and requires that an entity recognize all
derivatives as either assets or liabilities in the consolidated balance
sheet and measure those instruments at fair value. Changes in the
fair value of derivatives that are not designated as hedges, or do
not meet the requitements for hedge accounting under FAS 133,
are recognized in earnings. Derivatives are tested for effective-
ness on a quarterly basis. The ineffective portion of the derivative’s
change in value is recognized in earnings. The effective portion is
recognized in other comprehensive income until the hedged item
is recognized in earnings.

The Company employs interest rate swaps which convert
variable rate debt on $25.0 million of the $100.0 million senior
term loan to fixed rate. These have been designated as cash flow
hedges of the underlying variable rate obfigation. These have
been tested for effectiveness using the dollar offset method. At
the end of the term of the swap arrangements, the cumulative gain
or loss will be rectassified to the income statement. The interest
rate swaps have been recorded as a non-current liability in the
balance sheet.

ENVIRONMENTAL COMPLIANCE AND REMEDIATION
Environmental compliance costs include ongoing maintenance,
monitoring and similar costs. Environmental costs are accrued
when environmental assessments or remedial efforts are probable
and the cost can be reasonably estimated. Such accruals are
adjusted as further information develops or circumstances change.
Costs of future obligations are discounted to their present values
using the Company’s weighted average cost of capital.
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REVENUE RECOGNITION

The Company supplies products to customers from its various
manufacturing sites, and in some instances from containers held
on customer sites, under a variety of standard shipping terms
and conditions. In each case revenue is recognized when the
transfer of lagal title, which is defined and generally accepted in
the standard terms and conditions, arises between the Company
and the customer.

The Company recognizes the total revenue from TEL sales
under the Ethyl agreements. The 32% compensation which is paid
to Ethyl is recognized in cost of goods sold.

A component of Ethyl’s share of net proceeds (see Note 1}
is an amount recoverable from Ethy! that is agreed annually in
arrears. The Company recognizes this quarterly, based on best
current estimates of the expected outcome.

Provisions for sales discounts and rebates to customers are
based upon the terms of sales coniracts and are recorded in the
same period as the related sales as a deduction from revenue. The
Company estimates the provision for sales discounts and rebates
based on the terms of each agreement at the time of shipping.

COMPONENTS OF NET SALES
All amounts billed to customers relating to shipping and handling
are classified as net sales. Shipping and handling costs incurred
by the Company are classified as cost of goods sold.

COMPONENTS OF COST OF GOODS S0LD

Cost of goods sold is comprised of raw material costs including
inbound freight, duty and non-recoverable taxes, inbound handling
costs assoclated with the receipt of raw materials, packaging
materials, production costs including labor costs, maintenance
and utility costs, plant and engineering overhead, warehousing
and outbound shipping costs and handling costs. Inventory losses
and provisions and the costs of customer claims are also recog-
nized in.the cost of goods line item.

The 32% compensation which is paid to Ethyl is recognized in
cost of goods sold.

COMPONENTS OF SELLING, GENERAL
AND ADMINISTRATIVE EXPENSES

Selling expenses comprise the costs of the direct sales force
and the sales management and customer service departments
required to support them. It also comprises the costs of sales
conferences and trade shows, the cost of advettising and promo-
tions and the cost of bad and doubtful debts. General and
administrative expenses comprise the cost of support functions
including accounting, human resources, information technology
and the cost of group functions including corporate management,
finance, tax, treasury, investor relations and legal departments.

RESEARCH AND DEVELOPMENT EXPENSES
Research, testing and development costs are expensed to the
income statement as incurred.

EARNINGS PER SHARE
Basic earnings per share is based on the weighted average number
of common shares outstanding during the period, while diluted
earnings per share includes the effect of options and restricted
stock that are dilutive and outstanding during the period.

FOREIGN CURRENCIES

The Company’s policy is that exchange differences arising on the
translation of the balance sheets of entities that have functional
currencies other than the US dollar are taken to a separate equity
reserve, the cumulative transiation adjustment. In entities where
the US doflar is the functional currency no gains or losses on
transtation occur. In these entities gains or losses on monetary
assets refating to currencies other than the US doilar are taken to
the income statement. Gains or losses on foreign currency trans-
actions are included in other expenses in the income statement.

Management has conducted a review of functional currencies
during the year and has concluded that there were no changes
in the functional currencies in any of the Company’s subsidiaries
in 2004.

STOCK OPTION PLANS

The Company has elected to follow Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees (APB 25)
and related interpretations in accounting for its employee stock
options. Under APB 25, for fixed awards, when the exercise price
of employee stock options equals the market price of the under-
lying stock on the date of the grant, no compensation expense is
recorded. The Company has adopted the disclosure-only provi-
sions of FAS 123, Accounting for Stock-Based Compensation and
FAS 148, Accounting for Stock-Based Compensation— Transition
and Disclosure.

PENSION PLANS AND OTHER POST-EMPLOYMENT BENEFITS
Annual costs of pension plans are actuarially determined based
on FAS 87, Employers’ Accounting for Pensions. The Company
has conformed its pension and other post-retirement disclosures
to comply with FAS 132R, Employers’ Disclosures about Pensions
and Other Post-Retirement Benefits.

BECLASSIFICATIONS
Certain reclassifications have been made to the consofidated
financial staterments for the prior years to conform to the December
31, 2004 presentation.
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NOTE 3 BUSINESS SEGMENT AND GEOGRAFPHICAL AREA DATA

The Company’s operations consist of one dominant industry
segment: petroleum additives.

Within the industry segment the Company has identified three
main preduct groups: TEL, Petroleum Specialties and Performance
Chemicals. Chlorine is not a reportable segment but has been
disclosed separately within TEL to give greater comparability. Prior
to 2002 it operated on a cost recovery contractual basis and had
no sales. The chlorine plant was closed in 2002.

The Company had two significant customers in the TEL business
segment who individually accounted for more than 10% of net sales
in 2004 and 2003. Net sales to these customers totalled $63.6 miflion
and $51.3 million in 2004 and $53.7 million and $50.6 million in 2003,
respectively. In 2002 the Company had one significant customer to
whom net sales of $62.6 million were made.

The following table analyzes sales and other financial informa-
tion by product group:

PRODUCT GROUP DATA

(IN MILLIONS) 2004 2003 2002
Net sales:
TEL-Ongoing $ 2435 $ 2663 $ 256.7
TEL-Chlorine — — : 14.0
243.5 266.3 270.7
Petroleum Speciaities 174.6 155.8 136.4
Performance Chemicals 62.4 325 33.9
$ 480.5 $ 4546 $ 441.0
Gross profit:
TEL-Ongoing $ 1403 $ 1406 % 136.3
TEL Chlorine — — {1.8)
140.3 1406 134.5
Petroleum Specialties 8.4 54.2 453
Performance Chemicals 12.8 7.3 12.1
$ 2095 $ 2021 % 191.9
Operating income:
TEL-Ongoing $ 1138 % 1184 % 117.9
TEL-Chlorine — — (1.8)
113.8 118.4 116.1
Petroleum Specialties 10.8 13.0 9.5
Performance Chemicais 0.9 2.9) 0.4
Corporate costs (31.1) (16.3) (17.1)
Restructuring charge 8.5) {15.0) {19.5)
Impairment of TEL
business goodwill (40.7) _ —
Loss on disposals 4.4 — —
3 40.8 $ 972 § 89.4
identifiable assets at year end:
TEL $ 3421 $ 4262 $ 430.5
Petroleum Specialties 2389 157.4 164.4
Performance Chemicals 85.7 42.1 47.7
Corporate— '
Prepaid pension cost 122.9 115.8 105.2
$ 7906 $ 7418 $ 747.8

The Company includes in the corporate costs line item the costs
of managing the Group as a company with securities listed on
the New York Stock Exchange and registered with the SEC. The
cost of the President/CEO’s office, group finance, group human
resources, corporate secretary, legal fees and investor relations
all fall into this category. The establishment costs of running the
corporate offices in the USA and Europe are aiso inciuded. The
costs of the corporate development function are also included in
this line item as it does not relate to the current trading activities of
our other business segments. The corparate share of costs related
to information technology, accounting and human resources are
also included in this line item. Due to the low proportion of currently
active members in the defined benefit pension scheme, any net
pension cost or credit is also recognized in this line item.

Sales by geographic area are reported by source (where the
transaction originates) and by destination (where the final sale to
customers is made). Intercompany sales are priced o recover
cost plus an appropriate mark-up for profit and are eliminated in
the consolidated financial statements.

Identifiable assets are those directly associated with the oper-
ations of the geographical area.

Goodwill has not been atlocated by geographical location on
the grounds that it would be impracticable to do so.

GEOGRAPHICAL AREA DATA

(IN MILLIONS} 2004 2003 2002

Net sales by source:

United States $ 927 % 758 $ 727

United Kingdom 2853 235.5 278.9

Rest of Europe 182.1 215.8 140.3

Other 19.9 17.2 21.3

Sales between areas (99.5) (89.7) (72.2)
$ 4805 $ 4546 $ 4410

Net sales by destination:

United States $ 9%6.8 $ 742 % 80.1

United Kingdom 314 19.5 38.8

Rest of Europe 114.0 50.7 63.1

Other 238.3 310.2 261.0
$ 480.5 $ 4546 $ 441,0

Income /(loss) before

income taxes:

United States $ (8.7) % 7.2) $ 3.2)

United Kingdom 47.9 358 63.6

Rest of Europe 276 47.7 9.3

Other 5.0 0.3 4.6

Impairment of TEL

business goodwill (40.7) — —

$ 311§ 76.6 $ 74.3
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GEOGRAPHICAL AREA DATA (continued)

(N MILLIONS) 2004 2003 2002
Long-lived assets at year end:
United States! $ 145 § 38 % 4.3
United Kingdom 201.0 162.3 161.5
Rest of Europe 43.2 47.5 56.7
Other 0.1 0.1 0.7
Goodwill 332.2 348.9 352.8
$ 5910 § 562.7 $ 576.0
Identifiable assets at year end:
United States 3 435 § 213 § 30.4
United Kingdom 295.1 238.5 212.0
Rest of Europe 116.9 128.1 144.2
Other 29 4.8 84
Goodwill 332.2 348.9 352.8
$ 7906 $ 7416 $ 7478

NOTE 4 STOCK OPTION PLANS

The Company has seven stock option plans which provide for
the issuance of options to key employees and directors of the
Company. All grants are at the sole discretion of the Compensation
Committee of the Board of Directors, which administers the plans.
Grants may be priced at market value or at a premium or discount.
Vesting periods are up to four years and exercise periods of up to
ten years. A total of 3,043,000 shares have been approved by the
shareholders for allocation to the issue of share options.

The following table summarizes the transactions of the
Company'’s stock option plans for the three year period ended
December 31, 2004:

WEIGHTED
AVERAGE

WEIGHTED

NUMBER OF AVERAGE

SHARES EXERCISE PRICE FAIR VALUE
Options outstanding
December 31, 2001 1,351,311 § 8.52
Granted—at discount 123,406 $ 1497 $ 5.03
—at premium 174,813 $ 1641 3 4.46
Exercised (105,855) $ 1.54
Cancelled (33,043) $ 6.41
Cancelled for payment (32,909) $ 1.86
Options outstanding
December 31, 2002 1,477,723 § 10.69
Granted - at discount 167,892 § — 3 12.89
- at premium 159,500 $ 1391 & 3.89
Exercised (285,909) $ 8.48
Cancelled (18,809) $ 16.12
Cancelled for payment (16,980) § 12.66
Options outstanding
December 31, 2003 1,483,417 $ 10.31
Granted —at discount 74070 $ — 3 22.66
—at market value 18,850 § 23.00 § 6.70
Exercised (483,494} $ 10.62
Cancelled (87,565) $ 7.12
Options outstanding
December 31, 2004 1,005,278 $ 10.28

The following table summarizes information about options
outstanding at December 31, 2004:
NUMBER WEIGHTED WEIGHTED NUMBER WEIGHTED

RANGE GF QUTSTANDING AVERAGE AVERAGE EXERCISABLE AVERAGE
EXERCISE PRICE AT DEC 21, 2004 REMAINING LIFE  EXERCISE PRICE AT DEC 31, 2004 EXERGISE PRICE

$0-$5 214,588 8.43years $ 0.00 10,898 $ 0.00

$5-$10 146,188 5.36 years $ 7.81 146,188 $ 7.81

$10-$15 403,946 6.24years $ 13.50 245446 $§  13.22

$15-$20 223206 4.70years $ 16.63 106,435 $  16.05

$20-$25 17,350 9.37 years $ 23.00 — —
1,000,278 508,967

The fair value of options granted was estimated using the Black-
Scholes model with the following assumptions:

2004 2003 2002
Dividend yield 0.5% 3% 3%
Expected life 4 years 4.45 years 4 years
Volatility 38.7% 35% 35%
Risk free interest rate 3.43% 2.69% 3.59%

The following table summarizes the effect on net income and
earnings per share had the Company recorded its compensation
expense consistently with the method prescribed by FAS 123:

EARNINGS FER SHARE
BASIC

{IN MILLIONS, EXCEPT PER SHARE DATA) NET INCOME DILUTED

2004
As disclosed $ 62 $ 050 & 0.48
Compensation expense, net of

tax, included in net income 1.1

Compensation expense,
net of tax, that would have
been included had FAS 123

been adopted (1.3)
Proforma net income $ 6.0 $ 049 % 0.46
2003
As disclosed $ 518 $ 434 $ 413
Compensation expense, net of

tax, included in net income 0.6

Compensation expenss,
net of tax, that would have
been included had FAS 123

been adopted a3
Proforma net income $ 511 § 429 § 4,07
2002
As disclosed $§ 521 $ 441 § 4,15
Compensation expense, net of

tax, included in net income 0.5

Compensation expense,
net of tax, that would have
been inciuded had FAS 123
been adopted (1.6}

Proforma net income $ 510 $ 431 8 4.06
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NOTE 5 EARNINGS PER SHARE

Basic earnings per share is based on the weighted average
number of common shares outstanding during the year, while
diluted earnings per share includes the effect of options that are
dilutive and outstanding during the year. Per share amounts are
computed as follows:

2004 2003 2002

Numerator {millions of dolars):
Income before affiliated

company earnings from

continuing operations $ 111§ 534 % 51.3
Share of affiliated

company earnings (1.0 0.9 1.1
Discontinued operations,

net of tax (3.9) (3.0) 0.3)
Cumuiative effect of change

in accounting policy, net of tax — 0.5 —

Net income available to
common shares $ 62 % 51.8 § 52.1

Denominator (in thousands):

Weighted average common
shares outstanding

Dilutive effect of stock options
and awards 6844 629 740

Dencminator for diluted
earnings per share

12,345 11,925 11,817

12,889 12,554 12,857

Net income per share:
Income before affiliated
company earnings from
continuing operations $
Share of affitiated
company earnings
Discontinued operations,
net of tax
Cumulative effect of change
in accounting policy, net of tax — 0.04 —

090 $ 448 § 434
{0.08) 0.07 0.09
©0.32)

0.25) {0.02)

Net income available to

common shares 3 0.50 $ 434 $ 4.41

Net income per share, diluted:
Income before affiliated
company earnings from
continuing operations $
Share of affiliated
company earnings
Discontinued operations,
net of tax
Cumulative effect of change
in accounting policy, net of tax — 0.04 -

085 $ 425 § 4.09
(0.07) 0.07 0.08
(0.30)

{0.23) 0.02)

Net income available to
common shares $ 0.48 $ 4143 % 4.15

18,850 options were anti-dilutive in 2004 and have been excluded
from the calculation of diluted earnings per share. 40,663 options
were anti-dilutive in 2003 and 2002.

NOTE 6 PENSION PLANS

The Company maintains a contributory defined benefit pension
plan covering substantially all UK employees. The Projected
Benefit Obligation (PBO) is based on final salary and years of
credited service, reduced by social security benefits according
to a plan formula. Normal retirement age is 65, but provisions are
made for early retirement.

The Company’s funding policy is to contribute amounts
to the plan to cover service costs to date as recommended by
the Company'’s actuary. Employee and employer contributions
since January 1, 2004, were at 5% and 22.6%, respectively, of
pensionable pay. The plan’s assets are invested by six invest-
ment management companies in funds holding UK and overseas
equities, UK and overseas fixed interest securities, index linked
securities, property unit trusts and cash or cash equivalents. A
full actuarial valuation of the pension plan was carried out during
20083, and an update carried out as at October 5, 2004, the results
of both of which are reflected in the calculations below.

Assumptions for the plan as of the end of the last three years
were as follows:

2004 2003 2002

Weighted average discount rate 5.60% 5.50% 5.60%
Rate of increase in

compensation levels 3.60% 3.50% 3.00%

Rate of return on plan assets 5.40% 5.75% 6.75%

Movements in PBO and the fair value of plan assets, and the funded
status and prepaid pension cost of the plan are as follows:

(IN MILLIONS) 2004 2003
Change in PBO
Balance at January 1 $ 6166 $ 583.3
Interest cost 37.4 32.1
Service cost 6.2 7.0
Contributions by participants 1.4 0.5
Benefits paid (40.3) (33.3)
Actuarial losses 26.8 27.0
Balance at December 31 647.8 616.6
Fair vaiue of plan assets
Balance at January 1 644.0 580.7
Actual benefits paid (40.3) (33.3)
Actual contributions by employar 4.4 1.4
Actual contributions by participants 1.1 0.5
Actual return on assets 45.4 94.7
Balance at December 31 654.6 644.0
Plan assets excess over PBO 6.8 27.4
Unrecagnized net loss 115.2 86.7
Unrecognized prior service cost 0.2 18
Prepaid pension cost $ 1229 $ 115.9

48




50

Net pension credit for the UK pension plans is as follows:

{IN MILLIONS) 2004 2003 2002
Service cost $ 62 % 70 $ 5.4
Interest cost on PBO 37.4 321 30.5
Expected return on plan assets (47.4) (49.4) 47.4)
Net amortization and deferral 1.1 1.0 0.3)

$ 27 % 9.3) $ (11.8)

The accumulated benefit obligation for the UK pension plan was
$613.9 miilion and $585.6 million at December 31, 2004, and
2003, respectively.

The UK pension plan’s asset aliocations at December 31, 2004
and 2003, by asset category are as follows:

2004 2003
Equity securities 31% 71%
Debt securities 68% 28%
Other 1% 1%
Total 100% 100%

The current investment strategy of the UK pension plan is to obtain
an asset allocation of 70% in favour of debt securities and 30%
equity securities, in order to achieve a more predictable return
on assets.

The estimated level of Company contributions into the
UK pension plan for 2005 is $4.5 million. The foltowing benefit
payments, which reflect expected future service, as appropriate,
are expected to be made:

(1N MILLIONS)

2005 $ 430
2006 $ 442
2007 $ 453
2008 $ 485
2009 . $ 478
2010-2014 $ 259.6

Our German subsidiary has an unfunded defined benefit pension
scheme: A valuation under FAS 87 has been performed in 2004
and a charge was recognized to reflect the projected benefit obli-
gation.

Company contributions to defined contribution pension
schemes during 2004 were $1.1 mitlion, (2003: $2.2 miltion).

NOTE 7 INCOME TAXES
Income taxes are accounted for using the asset and liability method
pursuant to FAS 109, Accounting for Income Taxes. Deferred taxes
are recognized for the tax consequences of “temporary differ-
ences” by applying enacted statutory rates applicable to future
years to differences between the financial statements carrying
amounts and the tax bases of existing assets and liabilities. The
effect on deferred taxes of a change in tax rates is recognized in
income in the period that inciudes the enactment date. in addition,
FAS 109 requires the recognition of future tax benefits to the extent
that realization of such benefits is more likely than not.

The sources of income/(loss) before income taxes were as
follows:

1N MILLIONS) 2004 2003 2002
Domestic $ 8.7) % 72) % (3.2)
Foreign 39.8 83.8 77.5

$ 311§ 76.6 $ 74.3

The components of income tax charges are summarized as
follows:

{IN MILLIONS) 2004 2003 2002
CURRENT:
Federal $ 01 % 0.2 8 1.3
Foreign 24.4 11.8 24.9
$ 245 § 116 $ 26.2
DEFERRED:
Federal (1.5 —_ —
Foreign 3.0 116 (3.2)
(4.5) 11.6 (3.2)
$ 200 § 232 $ 23.0

Cash payments for income taxes were $13.7 million, $23.7 million
and $21.3 million during 2004, 2003, and 2002, respectively.

The effective tax rate varies from the US federal statutory rate
because of the factors indicated below:

2004 2003 2002
Statutory rate 35.0% 35.0% 35.0%
Foreign tax rate differential (28.4) .1 6.1)
Amortization (3.5) — 0.2
Impairment of TEL
business goodwill 51.4 — —

Unrecognized net
operating losses 7.8 3.5 5.5
Tax charge/(credit) from

previous years (5.3) 01 (4.4)
Discontinued operations 3.9 0.1 —
Other (net) 3.6 0.7 0.8

64.3% 30.3% 31.0%
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The $40.7 million charge in respect of the impairment of TEL
business goodwill has no cash or taxation impact and represents
the most significant factor in the increase in the effective rate of
tax. As in 2003 and 2002, the mix of taxable profits made in the
different geographical localities in which the Company operates
continued to have a favorable impact on the effective tax rate in
2004.
Details of deferred tax assets and liabilities are as follows:

(IN MILLIONS) 2004 2003

DEFERRED TAX ASSETS:

Excess of tax over book basis in

property, plant and equipment 3$ 113 § 11.1

Net operating loss carryforwards 12.3 8.5
238 19.6

Valuation allowance (11.3) (7.6)

Total deferred tax assets 12.3 12.0

DEFERRED TAX LIABILITIES:

Pension costs 36.9 34.8

QOther 19.8 15.8
56.7 50.6

Total net provision $ 444 % 38.6

As a result of the Company’s assessment of its net deferred tax
assets at December 31, 2004, the Company considers it more likely
than not that no valuation allowance is required for $1.0 million
(2003 - $0.9 million) of its net operating loss carryforwards. These
net operating loss carryforwards in 2004 and 2003 were generated
in France as a result of recent restructuring activity in Europe. it is
expected that sufficient taxable profits will be generated against
which the net operating loss carryforwards can be relieved before
their usage expires in approximately four years time.

Should it be determined in the future that it is no longer more
likely than not that these assets wilt be realized, an additional valu-
ation allowance would be required and the Company’s operating
results would be adversely affected during the period in which
such a determination would be made.

The Company has not made provision for unremitted earnings
from overseas subsidiaries on the grounds that they will not be
remitted as they are required in the entities concerned or will be
used to fund further investment into other territories. Any determi-
nation of the potential amount of unrecognized deferred taxes is
not practicable due to the complexities associated with its hypo-
thetical calculation.

NOTE 8 ACQUISITIONS

On June 30, 2004, the Company acquired a 100% interest in
Leuna Polymer GmbH (Leuna) for consideration of $8.1 million.
The Company purchased one common share which was valued at
€1. Leuna is a manufacturer of diesel fuel additives and specialty
waxes. Leuna was released from receivership in late June 2004
and consequently its results have only been consolidated since
the beginning of July 2004.

On July 8, 2004, the Company purchased the 50% share in
Octel Starreon LLC which had previously been held by Starreon
Corporation LLC for total consideration of $43.8 million. The value
of the partnership interest acquired from Starreon Corporation LLC
was $0.6 million. The results of Octel Starreon LLC were already
consolidated prior to acquisition of the remaining 50%, though
from July 2004 there has been no charge in the income statement
for minority interests in relation to Octel Starreon LLC.

On August 26, 2004, the Company acquired a 100% interest
in Aroma & Fine Chemicals Limited (AFC) for $34.5million. The
results of AFC have been consolidated since September 1,
2004. 1.3 million common shares were purchased at a value of
$0.2 million. Of the total consideration $4.8 mitllion is in the form of
Loan Notes, half of which are due for repayment in January 2006,
with the remaining half in September 2006. AFC manufactures
aroma chemicals which are principally sold into the household,
institutional, industrial and personal care markets.

Octel Starreon LLC (Octel Starreon) was fully consolidated by
the Company prior to the acquisition of the remaining 50% held
by Starreon Corporation LLC, with the appropriate 50% propor-
tion of its net income and balance sheet recognized as minority
interest. Consequently the table below represents only the fair
value adjustments made to the acquisition balance sheet, together
with the removal of the associated minority interest.

51




52

The Company is still waiting for certain information in respect
of site remediation and asset retirement obligations in order to
complete the purchase price allocation for AFC and Leuna. it is
not expected that there will be any material adjustment to the
provisional assessment, and consequently the following values
have been assigned to the major classes of assets and liabilities
in the balance sheets of the acquired entities at acquisition date:

OCTEL

{N MILLIONS} LEUNA AFC STARREON TOTAL
Cash $ 29 % — % —$% 29
Receivables 4.4 6.0 — 10.4
Inventories 2.4 6.8 0.4 96
Property, plant and eguipment 1.0 25.2 — 26.2
Goodwill —_ 2.3 30.0 32.3
Intangible assets — 7.6 115 19.1
Total assets 10.7 47.9 41.9 100.5
Current liabilities 2.8 7.8 — 10.2
Long-term debt — 2.9 —_ 29
Deferred taxes — 28 4.0 6.6
Other non-current tiabilities — 0.3 — 0.3
Tatal liabilities 2.6 13.4 4.0 20.0
Net assets acquired 8.1 34.5 37.9 80.5
Decrease in minority interest —_ — 5.9 5.9
Increase in net assets $ 81 $§ 345% 438 3% 864

The goodwill recognized in respect of Octel Starreon has been
included within the Petroleum Specialties business segment
and the goodwill in respect of AFC has been included within
Performance Chemicals (see Note 9).

The following intangible assets were recognized in respect of AFC
and Octel Starreon. Following review, no intangible assets were
identified in respect of Leuna.

OCTEL

(IN MILLIONS AFC STARREON TOTAL
Technology $ 48 $ 23 $ 7.1
Customer refationships 2.8 9.0 11.8
Patents — 0.2 0.2
Total assets $ 76 § 115 § 19.1

All the intangible assets have been assessed as having a useful life
of ten years and have no residual value.

The following unaudited information illustrates the results of
operations for the years ended December 31, 2004, 2003 and
2002 as if all the acquisitions had occurred on January 1, 2002. it
has been adjusted to reflect amortization of goodwill on acquisi-
tions and financing transactions and the related interest expense.
This information is for illustrative purposes only and is not meant
to be indicative of actual results that might have been achieved or
results that might be attained in the future.

UNAUDITED PROFORMA INFORMATION

(iN MILLIONS EXCEPT PER SHARE DATA) 2004 2003 2002
Net sales $ 5210 $ 5122 § 488.8
Net income $ 85 % 583 § 52.0
Earnings per share—basic 3 069 $ 489 § 4.40

—diluted $ 065 $ 464 $ 414

On January 13, 2005, the Company acquired Finetex Inc. (Finetex)
for consideration of approximately $20 million. Finetex is a tech-
nology based supplier of specialty surfactants and emollients for
the personal care, cosmetics and industrial markets. Finetex will
be included within the Performance Chemicals business segment
for reporting purposes.

Due to the short amount of time which has elapsed since the
acquisition, it is not yet practicable to provide a purchase price
ailocation or an estimate of goodwill.

NOTE9 GOODWILL

Goodwill comprises the following:

PETROLEUM PERFQRMANCE

{IN MILLIONS} TEL SPECIATIES  CHEMICALS TOTAL
Gross cost—at January 41,2003  $ 5594 ¢ 665 $ 250 $ 6509
Disposals {0.8) (3.4) — 4.2)
Exchange effect — 0.3 — 0.3
Gross cost-—at December 31, 2003 558.6 63.4 25.0 647.0
Amortization—at January 1, 2003 (289.4) (8.4) 0.3) (298.1)
Exchange effect 0.1) 01 — —
Amortization—

at December 31, 2003 (289.5) (8.3 0.3y  (298.1)
Net book amount—

at Decermnber 31, 2003 $ 26916 5518 247 % 3489
Gross cost—

at January 1, 2004 $ 5586 8% 6348 250% 6470
Acquisitions — 30.0 2.3 32.3
Disposals — (8.5) — (8.5)
Impairment (40.7) — — (40.7)
Exchange effect —~ 0.2 — 0.2
Gross cost—

at December 31, 2004 517.9 85.1 27.3 630.3
Amortization—

at January 1, 2004 (289.5) (8.3) (0.3) (298.1)
Amortization—

at December 31, 2004 (288.5) (8.3} (0.3} (288.9)
Net book amount—

at December 31, 2004 $ 22848% 7688% 2708 3322
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The Company’s reporting units are generally consistent with
the operating segments underlying the segments identified in
Note 3.

The Company adopted FAS 142, Goodwill and Other Intangible
Assets effective January 1, 2002. This requires that goodwill
deemed to have an indefinite life should no longer be amortized,
but subject to an annual impairment review, or between years if
events occur or circumstances change which suggest that an
impairment may have occurred.

The Company elected to perform its annua! tests in respect of
Petroleum Specialties and Performance Chemicals goodwill as of
December 31 each year. In reviewing for any impairment charge
the fair value of the reporting units underlying the segments is
estimated using a discounted after tax cash flow methodology
based on management’s best estimates at that time.

During 2002 and 2003, the goodwill impairment test for the
TEL business was performed annually at December 31. Both
these reviews showed that the fair value of the reporting unit
based on after tax cash flows discounted at the Company’s
weighted average cost of capital exceeded the carrying value
of TEL segment assets and, accordingly, no indicator of impair-
ment existed and step 2 of the FAS 142 impairment test was not
performed.

In light of the continuing decline in the TEL market globally, as
the Company makes sales of TEL in each quarter, the remaining
sales and corresponding cash flows that can be derived from the
TEL business are reduced, and accordingly the fair value of the
TEL reporting unit is reduced. Based on the Company’s detaited
forecast model, assumptions at December 31, 2003 indicated
that the reduction in forecast future cash flows during 2004 would
reduce the fair value of the reporting unit below the carrying value
of TEL segment assets and, accordingly, there was likely to be
a significant goodwill impairment charge during the year ended
December 31, 2004. As a result the Company determined that
quarterly impairment reviews be performed from January 1, 2004
and any impairment charge arising be recognized in the relevant
quarter.

The value of the remaining cash flows from the TEL business
segment is calculated at any review date by reference to the
best available estimates for future revenues, gross margins,
selling and administrative costs as well as the fixed and working
capital requirements of the business. The resulting cash flows are
then discounted and the total discounted cash flows of the TEL
business are then allocated to the fair value of the TEL business
unit at that date. The Company uses this information to derive an
implied goodwill value which is then compared to the carrying
value to determine what impairment is needed.

Using this methodology and the assumptions underlying the
detailed forecast model, the Company believes that it is possible
o predict the pattern of likely future impairment charges of TEL
business goodwill. This method reflects the relatively unique
nature of the TEL business.

As a result of the reviews performed during 2004, an impair-
ment charge of $40.7 million has been recognized in the year and
the Company expects to incur a charge in subsequent years as
the TEL market continues to decline.

At December 31, 2004, the Company performed its annual
impairment review for goodwill for Petroleum Specialties and
Performance Chemicals and believes that there has been no
impairment of goodwill in respect of those reporting segments.

NOTE 10 INTANGIBLE ASSETS

Intangible assets comprise the following:

(IN MILLIONS) 2004 2003
Gross cost
—Veritel $ 6806 3 60.6
—Technology 7.1 _
—Customer relationships 11.8 —
—Other 1.0 Q.7
80.5 61.3
Accumulated amortization
—Veritel (30.3) (20.0)
~—Technology 0.3 —
—LCustomer relationships (0.6) -
~—Other 0.7) {0.5)
(31.9) (20.5)
3 486 $ 40.8
VERITEL

An intangible asset was recognized in 2001 in relation to amounts
payable to Veritel Chemicals BV by our Swiss subsidiary pursuant
to a marketing agreement effective July 1, 2001. An initial signing
fee of $5.0 million was paid on entering into the agreement.
In December, 2001, notice was given of a permanent source
interruption which triggered further payments due to Veritel of
$70.0 million. Under the terms of a separate marketing agree-
ment with Ethyl, $24.5 million was recoverable from Ethyl, and the
Company’s share of $50.5 million was capitalized by our Swiss
subsidiary. The asset is being amortized on a straight-line basis
over the six years ending December 31, 2007.
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TECHNOLOGY
Following the acquisition of the remaining 50% of Octel Starreon
LLC, the Company recognized an intangible asset of $2.3 million
in respect of various technological approvals the business has
received from certain military and civilian authorities. The approvals
act as a barrier to entry to any potential competitor in the market
who would wish to supply these products.

An intangible asset of $4.8 million was recognized in respect of
a number of specialized manufacturing processes carried out by
Aroma & Fine Chemicals Limited following the acquisition of that
entity in August 2004.

Both of these assets have an expected life of ten years and will
be amortized on a straight-line basis over this period. No residual
value is anticipated.

CUSTOMER RELATIONSHIPS

Intangible assets were recognized in respect of both the Octel
Starreon LLC ($9.0 million) and Aroma & Fine Chemicals Limited
($2.8 million) acquisitions relating to ongoing customer rela-
tionships. These have an expected life of ten years and will be
amortized on a straight-line basis over that period. No residual
value is anticipated.

OTHER
The remaining balance relates chiefly to software costs which are
amortized over 3 years and a patent amortized over ten years.

The Company adopted FAS 142, Gooadwill and Other intangible
Assets, effective January 1, 2002. This requires that intangible
assets should be subject to an annual impairment review, or
between vears if events occur or circumstances change which
suggest that an impairment may have occurred.

The Company has elected to perform its annual tests in
respect of its intangible assets as of December 31 each year. At
the end of the fourth guarter of 2004, the Company performed its
annual impairment review of intangible assets and believes that
no impairment exists.

Intangible asset amortization expense was $11.2 million,
$10.4 million and $9.5 million in 2004, 2003 and 2002,
respectively.

Future estimated amortization expense is $12.1 million per
annum for 2005 through 2007 and $2.0 million in 2008 and 2009.

NOTE 11 DEFERRED FINANCE COSTS

The Company agreed a three and one half year financing facility
on January 30, 2004, which was amended on August 31, 2004
(see Note 14). This replaced the previous Company debt facility at
December 31, 2003. The net book amount of the deferred finance
costs which had been capitalized as a result of the refinancing in
October 2001, some $4.4 million at the beginning of 2003, was
amortized in full during 2003 in anticipation of the refinancing. The
$0.1 million balance at the end of 2003 relates to deferred finance
costs held by Octel Starreon LLC, a subsidiary of the Company.

During 2004, there were cash outflows of $2.7 mitlion for refi-
nancing costs which have been capitalized. These were incurred
in relation to the refinancing agreed on January 30, 2004, and
also the amendment agreement dated August 31, 2004, These
will be amortized over the expected life of the agreement using
the average interest method.

(N MILLIONS) 2004 2003

Gross cost $ 28 $ 7.0

Accumulated amortization (1.4 6.9)
$ 14 § 0.1

Amortization expense was $1.4 million, $4.4 million and
$2.2 million in 2004, 2003 and 2002, respectively. The charge is
included in interest payable (see Note 2).

NOTE 12 PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of the following:

(IN MILLIONS] 2004 2003
Land $ 70 $ 3.4
Buildings 5.0 5.9
Equipment 74.0 88.0
Work in progress 3.8 1.1
89.8 98.4

Less accumulated depreciation (18.0) (49.7)
3 718 § 48.7

Of the total net book value of equipment at December 31, 2004,
$0.7 million (2003: $nil) is in respect of assets held under capital
leases, principally computer hardware. No assets were held under
capitat leases in 2003.

Depreciation charges were $11.9 miilion, $11.2 million and
$20.7 million in 2004, 2003 and 2002, respectively.

The estimated additional cost to complete work in progress is
$2.5 miltion (2003- $1.2 miflion).




During the year a number of old assets in the UK, having nil
book value, were disposed of. This had the effect of reducing
equipment cost and accumulated depreciation by approximately
$38.0 million.

The Company adopted FAS 143, Accounting for Asset
Retirement Obligations, on January 1, 2003 (see Note 24).
As a result of this, the Company recognized historic assets of
$8.3 million of costs to the carrying value of historical property
plant and equipment with a cumulative depreciation uplift of
$7.8 million.

NOTE 13 PLANT CLOSURE PROVISIONS

The liability for estimated closure costs of Octel's TEL manufac-
turing facilities includes costs for personne! reductions (severance)
and decontamination and environmental remediation activities
(remediation) when demand for TEL diminishes. Severance provi-
sions have also been made in refation to the Petroleum Speciaities
and the Performance Chemicals businesses.

Movements in the provisions are summarized as follows:

2004 OTHER
2004 RESTRUC- 2004 2004 2003

{IN MILLIONS) SEVERANCE TURING REMEDIATION TOTAL TOTAL
Balance at January 1 $ 713 02% 289 $ 382 $ 364
Charge for the year 5.3 3.2 1.7 10.2 18.2
Accretion expense — — 0.4 04 1.1
Utilized &0 (3.3) 2.0) (11.3) (18.0}
Released — —_ 8.0} (8.0 (3.0}
Exchange effect 0.2 — 0.9 1.1 1.5
Balance at December31 § 66 $ 01 3% 219 $ 286 $ 362
Current element

of provision $ 66 $ o018 33 % 100 & 92
Non-current element

of provision — — 18.6 18.6 27.0
Balance at December31 $ 66 $ 01 % 218 § 286 $ 362

Severance charges are recognized in the Income Statement
as restructuring costs along with other restructuring costs.
Remediation costs are recognized in cost of goods sold.

SEVERANCE:

Severance provisions related to programs initiated after January 1,
2003 are recognized in accordance with FAS 146, Accounting For
Exit and Disposal Activities. The only such program recognized
in 2003 related to the Ellesmere Port site, The site infrastructure
and production capacity was streamlined in anticipation of a
further forecast reduction in TEL manufacturing in 2004. A charge
of $6.5 million was recognized in 2003 for the severance of 103
employees. 65 of those employees remained in employment at

December 31, 2004 as they work towards agreed leaving dates.
These dates are later than originally anticipated as the decision to
reduce TEL production capacity has been deferred and the charge
has been rephased to reflect this. A charge of $2.0 million was
recognized in 2004 and a further charge of $1.1 million is expected
to be recognized in 2005 related to this program.

A $1.2 million charge was recognized in the UK relating to
the severance costs of several senior corporate employees. A
$1.5 million charge was recognized in the Petroleum Specialties
business segment relating to the severance of several senior
employees and relating to the restructuring of the back office
selling and administrative operations in the UK and Europe.

A charge of $0.2 million was recognized relating to the
severance of six employees in the Bycosin business foliowing
reorganization after the disposal of certain parts of that operation.
A charge of $0.2 million was recognized in relation to the sever-
ance of two employees in the Octel France subsidiary.

Severance expenditure against provisions in 2004, 2003, and
2002 was $6.0 million, $8.2 million and $6.7 miliion, respectively.
Amounts provided at December 31, 2004 are expected to be paid
during 2005.

OTHER RESTRUCTURING:

A charge of $3.2 million was recognized for expenditure in the
year on the discretionary demolition of redundant facilities at the
Ellesmere Port site.

REMEDIATION:

Total costs for remediation are evaluated on a regular basis to
take account of expenditure incurred and to amend the scope of
future activities in the light of findings from projects carried out.
A detailed review of the expected future costs of decontamina-
tion and remediation at the Ellesmere Port site was concluded in
December 2004. The results were summarized in a discounted
cash flow model and the resuits are reflected herein. Management'’s
estimate of the total costs of remediation and decontamination for
the entire Company and the provisions held in respect of these
charges at December 31, 2004 is analyzed as follows:

(IN MILLIONS) DECONTAMINATION REMEDIATION TOTAL
Total estimated future costs $ 346 $ 147 $ 493
Discrationary contingent costs (15.0) (12.4) (27.4)
Provision $ 19.6 § 23 % 219

Decontamination costs relate to the post-ocperational cleaning
and disposal of equipment and the demolition of buiidings.
Remediation costs relate to soil and groundwater contamination.
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Total costs include $27.4 million, which comprise the poten-
tial cost of vacating the Ellesmere Port site. Management has no
present intention to adopt this course of action and intends to
continue manufacturing other products at Ellesmere Port when
production of TEL ceases. Conseguently management views these
costs as a contingent liability and no provision is made for them.

Of the opening remediation provision, $6.4 million has been
released following agreement in December 2004 of the liability of
the Company in the costs of decontamination and remediation at
the former TEL manufacturing site at Doberitz in Germany which
was closed in March 2002. Of this provision $1.8 million had been
utilized on demolition activities on this site during 2004. A further
$1.6 million of the decontamination provision was released as it
related to-the Swedish Bycosin production facility disposed of in
November 2004. This release has been inciuded in the loss on
disposal (see Note 20). The balance of the charge reflects changes
in estimates, FAS 143 accretion charges and currency impacts.

Remediation expenditure against provisions in 2004, 2003, and
2002 was $2.0 million, $3.7 million and $6.6 million, respectively.

The remediation provision represents the fair value of the
Company’s liability recognized under FAS 143, Accounting for
Asset Retirement Obligations.

NOTE 14 LONG-TERM DEBT

Long-term debt consists of the following:

(N MILLIONS) 2004 2003
Senior term loan $ 1000 § 97.0
Revolvingicredit 19.0 s
Other loan facility - 7.6
Loan notes 4.8 -
Capital leases 0.5 —
124.3 104.6

Less current poertion (30.2} 1.7)
$ 941 $ 102.9

Payments of interest on long-term debt were $4.7 million,
$7.8 million and $8.1 million in 2004, 2003 and 2002, respec-
tively.

The net cash outflow in respect of refinancing costs was
$2.7 million, $0.2 million and $nil in 2004, 2003 and 2002,
respectively.

The financing package agreed in October 2001 comprised
a term loan of $210 million and a revolving credit facility of
$40 miliion. The term loan was repayable in semi-annual instal-
ments over three years. The revolving facility was available
throughout the loan period until October 2004.

There was $97 million outstanding under the terms of this
facility at December 31, 2003, which would have failen due for
repayment in October 2004, There was no drawdown against the
revolving credit facility at December 31, 2003.

On January 30, 2004 the Company reached an agreement with
a syndicate of banks for a new term loan of $100 million repayable
over three and one half years. An additional $50 million revolving
credit facility was also agreed, which will expire on July 30, 2007.
On August 31, 2004, the Company entered into an amendment
agreement with the syndicate of banks by which the revolving
credit facility was increased from $50 million to $110 million.
Repayments of the term loan of $30 million are due on January 31
of 2005, 2006 and 2007 and a final repayment of $10 million will
falt due on July 30, 2007.

This facility contains terms which, if breached, would result
in the loan becoming repayable on demand. It requires, among
other matters, compfliance with certain financial ratio covenants,
specifically a ratio of net debt to EBITDA (a non-GAAP measure
of liquidity) and a ratio of net interest expense to EBITA (ancther
non-GAAP measure of fliquidity). Management believes that the
Company has not breached these covenants throughout 2004.
The facility is secured by a number of fixed and floating charges
over certain assets of the Company and its subsidiaries.

Following the acquisition of the remaining 50% of Octel Starreon
LLC (see Note 8), the Company repaid the remaining amount of
$6.3 million due under that facility on October 1, 2004.

On acquisition of Aroma & Fine Chemicals Limited (see Note 8),
the Company issued £2.5 miflion ($4.8 million) of loan notes to the
vendors. These loan notes are secured by an equal amount of
restricted cash in escrow and a repayable in two equal tranches
in January and September 2006.

During the ygar the Company capitalized $0.7 million of assets
held under capital leases. These are principally in respect of items
of computer hardware based in the UK. The leases expire in three
years. $0.2 million of capital repayments were made during 2004.

The following table presents the projected annuai maturities for
the next three years after 2004:

REVOLVING LOAN CAPITAL

{IN MILLIONS) TERM LOAN LEASES NOTES LEASES TOTAL
2005 $ 300 § — & — % 02 8% 302
2006 30.0 — 4.8 02 35.0
2007 40.0 19.0 — 0.1 594
$ 1000 § 190 § 48 § 0.5 § 124.3
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NOTE 15 DEFERRED INCOME

Movements in deferred income are summarized as follows:

Derivatives: The fair value of derivatives that relates to interest
rate swaps was estimated based on current settlement prices and
comparable contracts using current assumptions.

The cumulative gains and losses on the interest rate swaps are

(N MILLIONS) 2004 2003 summarized as follows:
Received 3 386 % 38.6
Amortized (32.2) (28.5) IN MILLIONS) 2004 2003
‘ 6.4 10.1 Balance at January 1 $ 0.5) $ (1.8)
Less: current portion 2.0 2.4 Change in fair value 06 1.3
$ 44 8 77 Balance at December 31 $ 01 % 0.5)

Deferred income relates to amounts received from Ethy! relating
to a prepayment for services to be provided under the sales and
marketing agreement with OBOAdler, effective January 1, 2000.

NOTE 16 STOCKHOLDERS' EQUITY

COMMON STOCK TREASURY STOCK
{NUMBER OF SHARES
11 THOUSANDS) 2004 2003 2002 2004 2003 2002
At January 1 14777 14,777 14,777 2,718 2,834 3,027
Exercise of options —_ — — (483) (285) (108)
Stock purchases —_ — - 205 69 13
At December 31 14,777 14777 14777 2,440 2,718 2,934

NOTE 17 FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the carrying amount and fair values
of the Company’s financial instruments at December 31, 2004 and
2003:

2004

CARRYING FAIR
AMOUNT VALUE

2003

CARRYING FAIR
ARWMOUNT VALUE

(I MILLIONS)

Non-derivatives:

Cash and cash equivalents $ 333 § 333 $ 461 $ 46.1
Restricted cash 48 4.8 — —
Long term debt 1243 1243 10486 104.8
Derivatives:

Interest rate swaps $ 01 % 01 $ (05 $ @05

The following methods and assumptions were used to estimate
the fair values of financial instruments:

Cash and cash equivalents and restricted cash: The carrying
amount approximates fair value because of the short-term maturi-
ties of such instruments,

Long-term debt: The carrying amount of long-term borrowings
at variable interest rates approximates fair value. The fair value of
fixed interest rate debt is based on the quoted market prices for
the same or similar debt.

The interest rate swaps have been designated as a cash flow
hedge against $25.0 million of underlying variable rate debt obfi-
gations that stood at $119.0 million at December 31, 2004. All the
swaps expire on July 30, 2007.

The hedges were determined to be effective and consequently
the unrealized gain of $0.1 million in 2004 and the unrealized loss -
of 80.5 million in 2003 have been recorded in accumulated other
comprehensive income. Ineffectiveness was determined to be
immaterial in 2004 and 2003 and accordingly no gain or loss was
recognized in earnings in either period. The Company does not
expect any significant portion of the gain to be reclassified into
earnings in the next 12 months.

NOTE 18 FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The Company has limited involvement with derivative financial
instruments and does not trade them. The Company does use
derivatives to manage certain interest rate and foreign exchange
exposures.

The Company uses interest rate swaps, floors, collars and
cap agreements to reduce the impact of changes in interest rates
on its floating rate debt. The swap agreements are contracts to
exchange floating rate for fixed interest payments periodically over
the life of the agreements without the exchange of the underlying
notional amounts. The notional amounts of interest rate agree-
ments are used to measure interest to be paid or received and do
not represent the amount of exposure to credit loss.

Under the terms of the January 2004 financing agreement
(see Note 14), the Company is not obliged to take out interest
rate swaps for any portion of the senior term loan. However, the
Company has determined to hedge a proportion of the outstanding
variable rate debt obligation,

As of December 31, 2004 the Company had the following
interest rate instruments in effect (notional amounts in millions):

NOTIONAL STRIKE
AMOUNT RATE

2.66% July 30, 2007

(IN MILLIONS) EXPIRY DATE

Interest swap $ 25.0
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The Company sells a range of TEL, petroleum additives and perfor-
mance chemicals to major oil refineries and chemical companies
throughout the world. Credit limits, ongoing credit evaluation
and account monitoring procedures are utilized to minimize risk.
Collateral is not generally required.

NOTE 19 COMM)TMENTS AND CONTINGENCIES

OPERATING LEASES

The Company has commitments under operating leases primarily
for office space, motor vehicles and various items of computer
and office equipment. The leases are expected to be renewed and
replaced in the normal course of business. Renta! expense was
$2.7 million in 2004, $1.8 million in 2003 and $1.5 million in 2002.
Future commitments under non-cancelable operating leases are
as follows:

(MILLIONS OF DOLLARS)

2005 $ t8
2006 1.4
2007 0.8
2008 0.2
2009 0.1
Thereafter 04

$ 4.5

Commitrrients in respect of environmental remediation obligations
are disclosed in Note 13.

GUARANTEES

The Company and certain of its consolidated subsidiaries
were contingently liable at December 31, 2004 for $5.9 mitlion,
primarily relating to guarantees of debt of affiliated companies
and performance under contracts entered into as a normal
business practice. This includes guarantees of non-US excise
taxes and customs duties.

Under the terms of the guarantee arrangements, generally
the Company would be required to perform should the affiliated
company faif to fuffill its obligations under the arrangements. In
some cases, the guarantee arrangements have recourse provi-
sions that would enable the Company to recover any payments
made under the terms of the guarantees from securities held of
the guaranteed parties’ assets.

INDEMNITIES AND WARRANTIES

In connection with the disposal of Octel Waste Management
Limited (OWM) on June 28, 2003 the Company indemnified the
purchaser in respect of the environmental fiability arising from the
possible historic contamination of their leased site at Ellesmere
Port, UK up to a maximum of £2.0 million ($3.8 million). In general,
the environmental conditions or events that are subject to this
indemnity must have arisen prior to June 26, 2003 and there is no
time limit on when claims must be asserted. This potential liability
is included in the Company’s remediation provision.

In addition, the Company provided certain warranties in respect
of the disposal of OWM. The Company would be required to
perform should the contingent liabilities in respect of the warran-
ties become actual and could be required to make maximum
future payments of £3.7 million ($7.1 mitlion).

There are no recourse provisions enabling recovery of any
amounts from third parties nor are any assets held as collaterat in
respect of the indemnity or warranties.

NOTE 20 LOSS ON DISPOSALS

The loss on disposals was made up as follows:

(MILLIONS OF DOLLARS)

|

&

Profit on disposal of French office
Loss on disposal of Swedish manufacturing assets

RS
S

E

@»
B
B

In November 2004, our French subsidiary disposed of its former
offices in Paris for consideration of $4.9 million. The offices were
unoccupied as the business's operations had moved to another
site in Vernon. The net book value of the property was $nil but the
sale incurred costs of $0.2 million.

On November 15, 2004, the Company disposed of certain
manufacturing and other assets held by our Swedish subsidiary,
Bycosin AB, for consideration of $2.2 million. The net assets
disposed of were $11.3 million which comprised:

(MILLIONS OF DOLLARS)

|

Inventories $ 1
Property, plant and equipment 2.2
Goadwill 58
Intercompany balances 2.9
Plant closure provisions (0.7)

$11.3




The net loss on disposal was $9.1 million. No tax charge or credit
for the loss is anticipated.

As part of the sale of the Swedish manufacturing and other
assets, Bycosin de Mexico SA de CV and Bycosin SA de CV,
non-core subsidiaries of Octel Sweden AB, were disposed of in
their entirety. As there will be no ongoing involvement with this
business, this element of the transaction has been included
within discontinued operations {see Note 22). As the Company
will continue to source product to support the marine and power
markets from Sweden, the sale of the Swedish manufacturing
and other assets does not meet the criteria laid down in FAS 144,
Accounting for the Impairment or Disposal of Long-lived Assets for
inclusion within discontinued operations.

NOTE 21 SHARE OF AFFILIATED COMPANY EARNINGS

On March 18, 2004, we disposed of our 49% interest in Joss
Holdings BV for cash consideration of $4.2 million. The principal
function of this entity had been to sell TEL into certain territories
and this function has now been taken over by another subsid-
iary of the Company. A loss after income tax of $1.0 million was
recognized on this disposal including a $0.6 million tax charge in
the holding company that held the investment. The $4.7 million
asset disposed had previously been shown in “other assets” in
the consolidated balance sheet.

NOTE 22 DISCONTINUED OPERATIONS

On November 15, 2004, the Company disposed of a non-core
business, Bycosin Mexico, for consideration of $0.2 million. The
net assets disposed of were $4.8 million which comprised:

(MILLIONS OF DOLLARS)

Cash $ 05
Accounts receivable 34
inventories 0.8
Prepaid expenses 0.6
Property, plant and equipment 0.2
Goodwill 2.7
Accounts payable 0.3)
Intercompany balances _@1

4.8

The net loss on disposal was $3.9 million which includes the net
income of Bycosin Mexico for 2004 up to the date of disposed of
$0.4 million, professional fees of $0.2 million and a tax charge of
$0.2 mittion,

On June 26, 2003 we disposed of our investment in Octel Waste
Management Limited, a non-core UK business which was part of
the TEL reporting segment, for cash consideration of $4.2 million.
The net assets of the company were $1.4 million, principally
comprising capital work-in-progress of $5.0 million offset by bank
debt of $1.6 million and intercompany balances of $2.0 million. The
company had not started trading. The net loss to the Company
was $0.3 million, on which no tax charge or credit arose.

Manhoko Limited, a loss-making Hong Kong subsidiary of
the Specialty Chemicals reporting segment, was placed into
voluntary liguidation on July 4, 2003, pursuant to a shareholders’
meeting in June. The net liabilities of Manhoko on disposal were
$3.0 million comprising:

(MILLIONS OF DOLLARS)

Accounts receivable $1.0
Inventories 0.1
Property, plant and equipment 0.6
Accounts payable (2.5)
Intercompany balances 0.8}
Bank loans ©.7
Other non-current liabilities _©.7
569

The Company loss on disposal was $3.1 million and included pre-
tax losses for the six months ended June 30, 2003 in Manhokao'’s
books of $0.6 million, based on net sales in the period of
$1.0 million. No tax charge or credit on the loss is anticipated.

NOTE 23 OTHER BALANCE SHEET INFORMATION

RESTRICTED CASH
During the year the Company acquired Aroma & Fine Chemicals
Limited {see Note 8). Of the consideration, £2.5 million ($4.8
million) is in the form of Loan Notes. These are repayabie in two
equal tranches in January and September 2006.

Under the terms of the loan notes they must be secured by an
equal amount of restricted cash in escrow.
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OTHER ASSETS

Included within other assets are investments that are not consoli-
dated by the Company on the grounds that the Company does
not have a controlling financial interest. These investments are
held at cost less provision for impairment. The principal affiliates

are as follows:
OWNERSHIP INTEREST

Deurex Micro Technologies Gmbh 20.0%
Ferrous Corp 47.7%
Octel Chemay (Pty) Limited 50.0%
Stylacats Limited 37.6%

All of the unconsolidated affiliates are privately held companies
and as such quoted market prices are not available. No dividends
were received during 2004, 2003 and 2002.

Ouring the year the Company made sales of 0.9 million euros
($1.2 million) to Deurex Micro Technologies GmbH (Deurex). At
December 31, 2004, the balance owed to the Company by Deurex
was 0.3 million euros ($0.4 million).

NOTE 24 ASSET RETIREMENT OBLIGATIONS

Effective January 1, 2003 we adopted FAS 143, Accounting for
Asset Retirement Obligations. This applies to legal obligations
associated with the construction, acquisition and operation of
a long-lived asset. Under FAS 143 the amount recorded as a
liability is capitalized by increasing the carrying amount of the
related long-lived asset, which is then depreciated over its useful
life. If the liability is settled for an amount other than the recorded
balance, either a gain or loss will be recognized at settlement.

The amounts recorded as liabilities in our balance sheet were
unchanged by FAS 143 because all qualifying costs had been
fully provided under our pre-existing environmental compliance
and remediation accounting policy. However, we had previously
expensed these costs in full, so the change brought about by FAS
143 has been the retrospective capitalization and depreciation of
those costs. As a result, a total of $8.3 miliion of costs were added
to the carrying amount of property, plant and equipment. Since
most of!the relevant plant was nearing the end of its useful life, the
cumulative depreciation uplift was $7.8 million.

The effect on the income statement, reflecting the net book
value of cosis previously written off but now capitalized, was
$0.5 million and has been disclosed separately on the face of the
income statement as “cumulative effect of change in accounting
principle.”

NOTE 25 RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

On December 15, 2004, the Financial Accounting Standards
Board (FASB) issued Statement of Financia! Accounting Standards
No. 123R, Share-Based Payments (FAS 123R). This requires that
the cost of equity based service awards are based on the grant-
date fair value of the award (with limited exceptions). That cost
will be recognized over the period during which the employee is
required to provide service in exchange for the award or the requi-
site service period (usually the vesting period). No compensation
cost is recognized for equity instruments for which employees do
not render service.

In order to provide the disclosures in Note 4, management
have had to calculate the cost of share-based payments on a FAS
123 basis and compare this to the current method of caiculating
share-based compensation. This shows that the impact of FAS
123 would have been to reduce net income by $0.2 million to
$6.0 million in 2004 and consequently is unlikely to have had a
material effect of the Company’s results of operations.

FAS 123R is effective for the Company as of the beginning
of the third quarter, 2003, but will be adopted with effect from
January 1, 2005.

In November 2004, the FASB issued Statement of Financial
Accounting Standards No. 151, Inventory Costs (FAS 151), an
amendment of ARB No.43. The new standard requires that the
Company recognizes amounts of idle facility expense, freight,
handling costs, and wasted matetial (spoilage) as current petiod
charges. In addition, this statement requires that the Company
allocates fixed production overhead to the costs of conversion
based on the normal capacity of its production facilities. The
provisions of this statement are effective for inventory costs that
are incurred during fiscal years beginning after June 15, 2005. The
adoption of the provisions of FAS 151 is not expected to have a
material impact on the Company’s financial position or results of
operations.




NOTE 26 RELATED PARTY TRANSACTIONS

On February 24, 2005, Dennis J. Kerrison, the Chief Executive
Officer and President of the Company, arranged to transfer GBP
50,000 (equivalent to approximately ZAR 500,000 and approxi-
mately USD 85,000) from his bank account in the United Kingdom
to the account of the Associated Octel Company (South Africa)
(Pty) Limited (“AOCSA"), a wholly-owned indirect subsidiary of

Octel Corp. On the same day, at the initiation of Mr. Kerrison,
AQCSA made a payment of ZAR 500,000 (equivalent to approxi-
mately USD 85,000) for Mr. Kerrison's personal use. Mr. Kerrison's
UK bank sent the funds to AOCSA’s bank on February 24, 2005.
Those funds were credited to AOCSA’s bank account on February
28, 2005. AOCSA was reimbursed on behalf of Mr. Kerrisan for
associated costs (of approximately ZAR 628 equivalent to approx-
imately USD 107) on March 3, 2005.

QUARTERLY SUMMARY (UNAUDITED)

{DOLLAR AMOUNTS IN MILLIONS EXCEPT PER SHARE DATA)

FIRST QUARTER SECOND QUARTER THIRD QUARTER FQURTH QUARTER

2004

Net sales

Gross profit

Operating income/{joss)

Net income/(loss)

Net cash provided by operating activities

Per common share:
Earnings/{loss)— basic

— fully dituted®
Stock price—high
—low
2003%
Net sales

Gross profit
Operating income
Net income
Net cash provided by operating activities
Per common share:

Earnings —basic

—fully diluted
Stock price—high
—low

$ 106.8 § 1230 $ 1306 $ 120.0
44.6 58.1 52.5 54.3

12.8 12,5 19.3 (3.8)

7.2 3.2 9.1 (13.3)

17.2 19.2 0.5 25.5

0.59 0.26 0.73 {1.08)

0.56 0.25 0.70 (1.08)

30.05 32.00 27.00 23.85

19.75 20.06 21.15 18.62

$ 853 % 1119 § 1214 § 126.0
39.3 49.0 55.8 58.0

18.9 20.6 30.7 27.0

10.9 9.6 18.4 12.9

55 1.7 38.8 29.2

0.92 0.81 1.54 1.08

0.88 0.77 1.47 1.02

18.27 16.17 19.00 20.48

12.56 13.52 16.85

12.70

(1) The figures for 2003 have been restated in order to reflect discontinued operations. This had no impact on cash flows or earnings per share.
{2) in view of the fact that a net foss of $13.3 mifiion was made in the fourth quarter, 2004, the basic and futly diluted loss per common share are the same for that quarter. Howeaver, on an annual basis
the fully diluted earnings per common share was $0.48, meaning that effectively the impact of the fourth quarter loss on fully diluted earnings per share was a loss of $1.03.
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PRINCIPAL SUBSIDIARIES

AK CHEMIE GMBH (GERMANY)

ALCOR CHEMIE AG (SWITZERLAND)
ALCOR CHEMIE VERTRIEBS GMBH (SWITZERLAND)
AROMA & FINE CHEMICALS LIMITED (UK)

THE ASSOCIATED OCTEL COMPANY LIMITED (UK)

ASSOCIATED OCTEL COMPANY (SOUTH AFRICA) (PTY)
LIMITED (SOUTH AFRICA)

CP3500 INTERNATIONAL LIMITED (CYPRUS)
GAMLEN INDUSTRIES SA (FRANGE)
LEUNA POLYMER GMBH (GERMANY)
NOVOKTAN GMBH (GERMANY)
OCTEL AMERICA INC. {USA)

OCTEL DEUTSCHLAND GMBH (GERMANY)
OCTEL DEVELOPMENTS PLC (UK
OCTEL ENVIRONMENTAL LIMITED (UK)
OCTEL EXHAUST SYSTEMS LIMITED (UK)
OCTEL FRANCE SAS (FRANCE)
OCTEL INNOVATIONS LIMITED (UK)
OCTEL INTERNATIONAL LIMITED (UK)
OCTEL ITALIA SRL (ITALY)

OCTEL PERFORMANCE CHEMICALS ING. (USA)
OCTEL STARREON LLC (USA)
OCTEL SWEDEN AB (SWEDEN)
OCTEL VALVEMASTER LIMITED (UK)
PROCHEM CHEMICALS INC. (USA)
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JAMES M.C. PUCKRIDGE
DIRECTOR
Director of Thomas Swan & Co. Ltd.

Retired Chairman of Eif Atochem
UK Ltd.

CORPORATE OFFICERS

DENNIS J. KERRISON
PRESIDENT AND
CHIEF EXECUTIVE OFFICER

PAUL W. JENNINGS
EXECUTIVE VICE PRESIDENT
AND CHIEF FINANCIAL OFFICER

SHARON E. TODD
EXECUTIVE VICE PRESIDENT,
CORPORATE DEVELOPMENT

DR. CATHERINE HESSNER
SENIOR VICE PRESIDENT,
HUMAN RESOURCES

DR. GEOFFREY J. HIGNETT
SENIOR VICE PRESIDENT,
CORPORATE LEADERSHIP

DR. IAN MCROBBIE
SENIOR VICE PRESIDENT,
RESEARCH AND TECHNOLOGY

ANDREW HARTLEY
VICE PRESIDENT AND
GENERAL COUNSEL

RICHARD T. SHONE
VIGE PRESIDENT, SAFETY,
HEALTH AND ENVIRONMENT
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CORPORATE OFFICES
OCTEL CORP.
220 CONTINENTAL DRIVE
NEWARK, DE 19713
USA

SHAREHOLDER INQUIRIES
EQUISERVE TRUST COMPANY, NA
PO BOX 218045
KANSAS CITY, MO 64121-9045
USA
TEL: 816-843-4299
TDO: 1-800-952-9245

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
PRICEWATERHOUSECOOPERS LLP,
LONDON, UK

LEGAL COUNSEL

KIRKLAND & ELLIS INTERNATIONAL LLP,

LONDON, UK

INVESTOR RELATIONS
OCTEL CORP.
GLOBAL HOUSE
BAILEY LANE
MANCHESTER MS0 4AA
UK
TEL: +44 161 498 8889
INVESTOR@OCTEL-CORP.COM

OCTEL CORP. COMMON STOCK
NEW YORK STOCK EXCHANGE
SYMBOL: OTL

INVESTOR INFORMATION

CORPORATE WEBSITE
WWW.OCTEL-CORP.COM

FORM 10-K AND ADDITIONAL INFORMATION
FORM 10-K IS THE COMPANY’S ANNUAL REPORT
FILED WITH THE SECURITIES AND EXCHANGE
COMMISSION. THE CEO AND CFO CERTIFICATIONS
REQUIRED BY SECTION 302 OF THE SARBANES-OXLEY
ACT OF 2002 HAVE BEEN FILED AS AN EXHIBIT
TO THE FORM 10-K.

COPIES OF THE FORM 10-K AND OTHER FINANCIAL
AND CORPORATE GOVERNANCE INFORMATION,
INCLUDING OCTEL'S CODE OF ETHICS,

ARE AVAILABLE FROM INVESTOR RELATIONS.
THIS INFORMATION CAN ALSO BE ACCESSED
VIA THE CORPORATE WEBSITE.

IN ACCORDANCE WITH THE NEW YORK STOCK
EXCHANGE LISTING RULES, THE COMPANY
WILL SUBMIT THE CEQ CERTIFICATION REQUIRED
BY SECTION 303A.12 NO LATER THAN 30 DAYS
AFTER THE ANNUAL MEETING OF STOCKHOLDERS.

SUSTAINABLE DEVELOPMENT
COPIES OF OCTEL'S LATEST SUSTAINABLE
DEVELOPMENT REPORT ARE AVAILABLE
FROM INVESTOR RELATIONS.

ANNUAL MEETING
THE ANNUAL MEETING OF STOCKHOLDERS
WiLL BE HELD ON MAY 3, 2005 AT 10 A.M. LOCAL TIME,
AT THE HYATT REGENCY BOSTON, ONE AVENUE
DE LAFAYETTE, BOSTON, MA 02111, USA
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