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Stock information

New York Stock Exchange, svinbol SCGL

2006 205
Stock price range §25.05-33.00 | S 20.8c-27.48
Dividend (Common) $0.8050 5 0.7850
Dividend (Preferred) $1.375 S 1375
Earnings per diliwed share $0.63 Sy
Return on equity 4% 5%
Book value $18.33 51719
Shares outstanding 9,207,804 €).040. 544
Production Facilities
Millshle: (Joliet), Hlinois = Anahieim,
California ® Ficldsboro, New Jorsey »
Mavwonnd, New Jersew ® Winder, Ceorgia
¢ Longford Mills, Onrario, Canada »
Matamaros, Mexico = Manizales,
Colmubia = Vespasiano, Bragil =
Stadvbridlge. United Kingdom « Voreppe
(Grenoble), Franee = Wazzeling
(Cologme), Cermany = Bauan, Batangas,
Philippines (joint venture) = Nanjing,
China (jeint ventiree)
Net Income Net Sales Capital Expenditures Segment Sales
(DOLLARS IN (DOLLARS 1N (DOLLARS IN {DoLLaRs IN
THOUSANDS} THOUSANDS) THOUSANDS} THOUSANDS}
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Stepan at a

olance

Surfactants
Asurlactant is o surface active agent

that changes o liguid’s surface en-

sion, Surfactants are the basic clean-
ing agent inconsumer and indusirial
cleaning produces such as detergents
for washing clothes, dishes, carpers,
floors, walls, as well ax shampouos,
lotions, tothpastes and cosmeties.
Other applications inchide biodiesel,
fabirie softeners, Tubricating ingredi-
ents, emnulsifiers for spreading agrical-
taral  productss amd industeial
applications snch as latex svstews,
plastics amd composines.

Toral surfactant sales represent
75 percent of Stepan’s 2000 sales or
SHE0,327.000 versus 823,605,000
in 2005, The increase in sales was
largely due to aseven percent increase
inaverage selling prices,

Domestic surfactant  operations,

representing 03 percent of surfactanns,
recognized a S31 million, or a six per-
cent, increase in sales onan eight per-

cent increase in average selling prices,

Foreign  eperitions  representing
A7 percent of surfactants, reported a
520 million. or nine percent, increqase in
sales due o higher selling prices and o

three percent growth in sales volune,

Polymers

The polvmer produce group includes
plithalic anhvdride, polvols, and
polvurethane svstems. Plchalic anke-
dride is nsed in polvester resing, alkyd
resing, and plasticizers for applications
in construction materials and compo-
nents of antomative, boating, and other
comsutner produces. Polvols and poly-
urethane systems are used inothe man-
ol foam  dor ahe

ufaciure rigid

constenction industry. These products

provide thenmal insulation and are sold
10 the constrwction, industriad and appli-
ance markets. Stepan’s polvols are also
base raw marerials for lexible foam, as
well as coatings, adhesives. sealants and
elastorers.

Palviier sales represent 23 percent
of 2000 sales, or S264.167.000 versus
5228 457,000 in 2005, an increase of
16 percenn. Higher selling prices due w
higher raw matertal costs coupled with
i seven percent increase in sales volume

caused the increase in sales,

Specialty Products

Specialiy products include flavors and
emulsiliers and solubilizers used in the
food and pharmaceutical industry.
Sules for specialiy products for 2000
were 528,089,000 versus 526,317,000
for 2005, Specialiv products represent

two pereent of net sales.

Net Income Per Diluted Dividends Equity Per Share
Common Share Per Common Share {poLLaRs)
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Sﬂ:@p aﬂ is a leading merchant producer of surfactuns

that are the kev ingrediems in consumer and industrial cleaning
compounds. Manufacturers of detergents, shampoos, lotions, 1ooth-
pastes and cosimetics depend on surfactants (o achieve the foaming and
cleaning qualities of their products. Stepan also produces Fabric
softeners, germicidal quaternary compounds, and biodiesel. Other
applicatons include lubricaring ingredients, emulsifiers for spreading
of agricultural products, stabilizers for larex, coatings and adhesive,
oil ficld drilling and enhanced oil field production. Stepan produces
other specialty products that are often custom-made 10 meerindivid-
nal needs. These include flavors, emulsitiers and solubilizers used
in the food and pharmacentical industries. The Company is also o
principal sapplicr of phthalic anhvdride, @ commodity chemical
intermediate that is used in polvester resins, alkvd resins and
plasticizers. Polvols and polvurethane foain svstems sold by the
Company are used in the thermal insulation market primarily by the
construction andd refrigeration industries. Headuartered in Northficld,
Hlinois, Stepan wilizes a nerwork of modern production facilities

located in North and South America, Enrope, China and the Philippines.

On our cover:

Our 75th anniversary is a
testament to the many
hardworking and talented
employees who helped to
build this Company. This
annual report features
portraits of just a few of
the thousands of employ-
ees who have devoled
their time and talents to
make Stepan the company
it is today. We salute your
accomplishments and
thank you for your commit-
ment. Together we are
looking forward 1o our
next 75 years.
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Financial highlights

In thousands. except per share

% Change

% Change

andd stockholder amonnts 2006 2005 (2000 v, 2005 a0y (2007 Vs 2y
Net sales $1,172583| $1.078.377 +9 S 035,810 +15
Nel income 6.670 13.150 -3y 10,424 +27
Per diluted share 0.63 135 33 1.05, +20)
Percent of net sales 0.6% 1.2% -30 1% +9
Percent return on average equity 3.8% 7.9% —52 06.3% +u5
Depreciation and amortizasion 38,384 38,709 -l 40,100 =i
Capital expenditures 45,970 41,510 +11 33.700 +23
Dividends per commaon share 80.50¢ 78.50¢ +3 77.256 +2
Working capital 87,974 0. 344 —{) 77.882 +24
Current ratio 1.5 1.6 -0 1.5 +7
Long-term deba, less current maurities 107,403 168,945 - 03,018 +10
Swekholders™ equiry 180,786 100,834 +8 108,241 -
Stockholders” equity per share 18.33 17.19 +7 17,42 -
Average common shares outstnding 913 0,005 +1 8,970 -
Number of stockholders 1,312 1,044 +20) 1024 -7

Infurracttion i this anal report contatns forard looking statemeents which are not histurical fucts. These statements nvolee visks ond pnecetainties thert roidd
catese aetuad reselts to differ medtoriallv including without lmiting, eash How, prospeets for var foreizn operations, ond certeain globel and n’giomn' PO

conditions anel probabdit: of future acquisitions and new products. and factors detsiled v the Company”s Seeuritivs aond Krechange Commission filings.

2006 Product Line Sales 2006 Long Lived Assets 2006 Globa! Sales 2006 Sales Dollar
(DOLLARS IN (DOLLARS IN {COLLARS IN Distribution
THOUSANDS) THOUSANDS) THDUSANDS) (DOLLARS IN THOUSANDS)

0O Surfactants O United States O United States O Material 745,797 63.6%

$380,327 $153,244 $801.017 O Other Expenses $243,057 20.7%
O Polymers O Others O Others O Payroll and Fringes $137.775 1.7%
$264,167 $87,561 $371,566 yrolland Fringes $137.775 |
: [ Depreciation and Amortization
O Specialty Products £38.980 33%
$28,089 :

O Income Taxes $300 0.1%
B NetIncome $6,670 0.6%
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To our shareholders

2007 marks Stepan’s 75th anniversarv—a
cause for celebration, reflection and action.
Over the past seventy-five vears Stepan
employees have devoted their time and ral-

ents to grow our business. Their passion for

the C(;)linl:m.n v and our customers

has inade Stepan what it is
today and will make it
better going forward. We
have many goals vet to
accomplish, most impor-
tantly to improve our

l:)r(:»filial)i|i1:_v as we Corn-

§ _ tinue to diversify and
F. Quinn Stepan, Jr. / PRESIDENT AND '
CHIEF EXECUTIVE OFFICER

F. Quinn Stepan / CHAIRMAN I:) ul I (:I our I:) usi Nness.

[2] Sreevs Covpssy

In 2000 ner sales grew nine per-
cent, hur net income decreased 1o
36.7 million. or $0.03 per dilonel
share. Afier a steadily improving lirst
hall and o strong third quarter, o
large legal settlement, European re-
organization costs and lower polyimer
margins combined with unplanned
higher plam OpeEFating costs eon-
tribvated 1o a 355 million fourth
quirter loss, significantly affeating
full vear reselis,

Despite the decrease in COrpa-
rate income, our largest business sey-
ment, Surlactants, posted higher
carnings. Surfactam carnings were
up due o inerensed profitability with-
in our General Sarfactane, Fonetional
Product and Biodiesel husinesses
despite Buropean severanes chirges.
Palviner operiting income decreased
as higher glohal pelvol volumes were
offser by lower urethune svstem prof-
itahility, Speciadiy Produc carnings
were down S2.0 million due 1o dere-
rivcation in our foad husiness mae-
gins. Corporate results included
w S LY million after 1ax charge 1o
settle a personad injury claim and o
SLO million alter tax increase in
deferved compensation eXpense over
the prior vear.

Net sales Tor the vear inereased
to 51,2 hillion, up nine pereent., from

the St billion reporied last vear,

Sales volumue inereased one pereent




despite lower commodity anionic
sales iuta the laundrey marker duoe
to reduced actives in the consmmer
product market, Higher selling prices,
due 10 higher raw material coses, anld
the translation effect of foreign sales
against o weaker WS, dollar con-
tributed seven pereent and one per-
cent, respectively. 1o the sales
HLerense,

Surfactant sales, which accoum
lor 75 percent of Company revenues,
rese seven pereent in 2000, reflect-
ing higher selling prices. as sales vol-
we remained anchanged. Continued
strong siles of biodiesel in North
America and tubrie sofieners in Lanin
America were offset by lower com-
todity Luneedey produet sates, We alse
saow the benelitz of onr decision a vear
L0 10 COTIIETLTHS DO FESONTCES on
the geoneral surefactam marker. We
hive been successtul wsing dedicated
macketing and wechnical resources 1o
arow this highly fragmented and high-
CrNATEin segnent,

We ook o wimber of steps dhis
vear 1o reduce our future costs, We
restructured our Earopean operations
and consolidated administrative and
customer service functions in our
Voreppe. France, Lieadguarters. The
new stevcture will improve customer
service and save ST.O0million o S1.5

million per vear, Alter several venrs of

working with the French governmen,

we  were successful in guining
approval 1o increase operations in
Voreppe from live to seven davs a
week which will provide a higher
return on existing eapital,

Polvmer sales, whicl accoum
for 23 percent of revenues, increased
16 percent doe 1o higher selling
prices and the strength of higher
polvol sales volume, Volatiliey in
material costs negatively impacted
margins. Our Cliinese joint venture,
Stepan Jinding Chemical, LLC, had
a siall Toss in 2000 despite volume
growth. We expect the joint ventore
to be profitable in 2007,

Phihalic anhydride (PA) record-
ed slighddy higher volumes and mar-
gins. At vear-cid, our PA plant in
Millsdale. Hlinois, haed recovered from
some operational iszues during the
vear and was running ar capacity,
whicly is expected w eontinne in 2007,

As anticipated, polynrethane svstems,

which fulfilled a large nonrecurring
project last vear, posted lower sales
volume and carnings,

Food and health specialiies,
which aceouncs lor two percent of rev-
enues, had o difficult vear. Higher
waterial costs and competitive pres-
sure led to a recondigurstion of the
aroup and i new sales and distribmition
strategy which should resnhe in

improvements in 2007,

Looking ahead, Stepan is
guided by four main priori-
tics as we pursue our growth
and profitability goals. They
are to deliver key growth tar-
gets, increase the base busi-
ness, drive innovation and

reduce costs. We made sig-

nificant progress on these
priorities during 2006 and
will coutinue to focus on

them as we move lorward.

The first priority — 1o deliver
key growth targers — focuges on four
critical arcas of Stepan’s business:
1) aur next generation palvol, 2} onr
alobal Tahriec softener initiative, 3) the
Bioeliesel opporamity, and 4 sulfonar-
sl methvl esters, aonew paradigm for
surfacram fecdstocks,

The next generation polvol is a
resubl of our innovation and produc
development efforts in our polviers
husiness. The new product improves
lire retardancy and enables our cus-
tomers (o reduce formulintion costs,
It also calls for a larger amount of

Stepan prodnet o be wsed in formu-

Sreeax Covreasy 23]




lntions. which provieles growth oppror-
untlies at our existing customer base
i addition 1o new turgets, As the neat
generation polvol offers siznifican
Lenefits 1o onr customers, we are very
optiniiztic abour itz growth potential.
W e expaonding polval production at

our plant i Germany sl expeet 1o

have an wdditional 10,000 1ons of

capacity available in April 10 mee
articipated densnl.

Our glohad fabiric solwner initia-
tive continues (o be one of the miest
sueeesful growah plaforms inour
surfactant husiness, During 2006,
Stepan added Tabric sofiener capi-
bilities to our joint ventire npMeration
in the Philippines. Stepan Philippines,
Ine.. from which we will suppdy the
growing Asiannmarker, We burany ship-

wents in Deceruber to o costomer thin

will aczcount for over 60 percent of

the plans owpae, This investment
will significantdy improve the prol-
inability of our Philippine joinr ven-
ture. We also are adding anather
reactor o our pant in Martamoros,
Mexico, ro support mrowtl in the Lain
Armerican narkets, We e adding an
additional shilt 1o onr Frencl plan
amd debotlenecking in the 1.8 10
provide more saEcity (o respond o
arowtliin those markets.

The continuing  demand  for
biodiesel oz o venewabile CHEPEY SO

illlll ds amearks 1o illlfl'i:-‘iﬁt: Olr conn-

IY's cnergy independence also repre-
sents a significang appertunity lor the
Company. Stepan completed ihe
expanstne of i Millsdabe Taciline in
early 2000 auel currently produces 19
million gallons of biodiesel per vearan
the plant nsing sovhbean oil as o feed-
stock. In Seprember, Stepan was
awarded a 340 million arant from
the Sue of Hlinots 1o expand itz
Dioliesel production by 30 million
gallons. Do to rising sovhean oil costs
aml falling erude oil prices. we are
\\'u]'killg o approve a||ll:l'l|:|lc: rw
naterials 1o restore profie margins
belore increasing capraity,

The growing biodicsel marker is
the springboard for the fourth key
growth targer — sulfonated mthyl
esters, Lilike many other hiodjesel
producers. Stepan has the potential
to use methyl vsiers wsed in biodiesel
production as a feedsiock Tor its sar-

lactant husiness. This gives us the

ability to backward integrate. cap-
fare e Dyrgin anad greater utilize
our sulfonation assets, We also will
need to rely less on nonvenewable
peirochemical Tecdstocks, We are
actively exploring opportanities for
the wse of sulfonaed tmethyl esers

with some kev customers and are opii-

mistic abont the growtl pential of

this rechinology. We will lonk to nod-
il o planas in 2007 snd begin com-

mercial sales in 2004,

Although we need o aceeler-
ate the pace of our pro WILESS,
we tade strides in 2000 in
dreiving forward our innova-
tion portfolio. Several trends
are shaping our development
cHlorts, including the move
toward hio-renewable feed-
stocks, high cnergy costs and
the focas onactive delivery,
such as a new fabric solten-
eringredient thac enables the
current reclmology 1o he used
more elfectively. Several
prodacts are at or very near
Lumeh stane. inproving our
product mix through inno-
vation is a kev clement of
ur strategy,

We also focnsed on recducing costs
in 2000 and made o number of signil -
icatnt strecroral changes than cren

the Toundation Tor improved prof-

itahilizy in 2007 and bevond. We

recist our pension plans fronm defined

e+l STEPAOy Lovpasy




benelic wo defined 1_'ul|l|'i||ll[iull1 which
will provide a more prediciable cost
structure foe the Company and creae
a more portable henefit for employvees,
and modilied our .S, health care
plan o inerease emplovee contribu-
tions. We also [aunched a Six Sigma
quality improvement effort with some
of our core plant teams 1o inerease
operational effectiveness.

Lu Ocsoler, the Board of Direciors
declared o 2.5 percent increase in the
Company’s quarterly cash dividendd
on s commoen sock (0 SG.205 per
shirve, This marks the 39th consecu-
tive vear in which the dividend has
heen increasel.

In April, the Bowrd announeed
the election of Cregory 2. Lawton 1o

the Board of Direcrors, succeeding

Paul I Stepan, who retieed last year,

Creg retired as presidene and chicf

excentive officer of JohonsonDiversey in
February 2006, after leading than
company for seven vears, Fle brings
more than 20 vears of experience in
multinational consumer produces and
service indusiries 1o the Company —
an asset thar will he invaluable as we
axecute onr strategy o beter serve
ad innovate with customers on i
globial basis.

We also are pleased (o announee
that H. Edward Wynn has been

appointed Stepan’s vice president,

general counsel anl seoretary, Ed has

e than 20 vears of legal experience,
mast recently as chief adminiserarive
officer and genernl counsel with
Heritage Development Partners. His
wide-riniging experience i business
litigation amd regulatory complianee
will henefit the Compuany.

Our milestone 7hth anniversary
is a testament 1o the thowsands of
hardworking and talented emplovees
who helped o boild this Company.
We silute vour acecomplishments and
thank you for vour commitment. We
are excited and gratilicd by whin we
have accomplished together. but even
more cocrgized by what lies ahead.
We are looking forward o the next
75 vears,

Thank vou for vour investinent in
our Company. We helicve thar 2007
will be a vear of timproved profiahil-

ity and performance.,

7 esoore g

F. Quinn Stepan
CHAIRMAN

T e

F. Quinn Stepan, Jr.
PRESIDENT AND CHIEF EXECUTIVE QFFICER

SrTEray CoMpraxy
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Stepanis a company that is proud of its heritage. We pride
ourselves on onr long-term relationships with cistomers
and sapplices. some that span decades. Many of our eonploy-
ees have been with us for most of their carcers and the new:
people we veernit cach vear learn and benelit from their aceu-
nutlated experience, We appreciate our sharcholders” nvest-
ment in our Company and have expressed that, in part,
through 39 consecutive vears of dividend growth. We Lonor
the contributions of those who built this Company over the
past seven and a hall decades.

But we're not a Company to rest on our laurels,

That's why we're trnlt:l:n'ming our 75th anniversary by look-

ing forward. We have nunty goals ver o accomplish. Our

team of energetic and ralented people is focused on the

future, driving to innovate and grow this Company 1o |n'n—//

e
vide hetter products and services 10 our sustomers, ioresined
berer opportuitics for our cmplovees and greater retarn on
ivestnent for our sharcholders. This special section looks

it our three bhusiness seginents and explores lrow we're

»i

working to meet those goals.

f Mrrras Covpany

1 -

Marlactaring surfactants has
Leen s integral prtrt of Stepan sinee iis
inception 75 vears ago. Taday, the
Company i a beading global sepplicr of
surlactants, serving a broad array of
markets amd customers arond the
world, “2000 was g vearof progress in
terms of hath ineome and <ales growth
for our surfactant fronpy” wins loln
Venezoni. Viee President and General
Mariager for Stepant’s worldwide surface-
tant husiness, “More importamly, our
resndi his year were driven In sirate-
givs wre hive heen striving (o imple-
ment over the past theee vears,”

Oune of the most snecessful strute-
gies was Stepan’s decision w ereate o
dedicated North Ninerican hisines-
utit el sitles Torce 1o serve reginnal
custimers in the general ~arfactam
markers, The rearganization lelped
Stepan to focus onthis highly frae-
mented. bue potentially very reward-
ing, customer hase, "We needed (o
eflectively develop aml implemem
broad-based market seritegies for e
persatal care and Liendry & eleaning
markets, which are harder (o reach
andd requive nrore specialized prod-
ucts.” John sav<. The team u=ed o
wide range of promotional tools, sueh
ax web-hased training and marketing

touls in supporn of specialiy prroduoet

initiatives Tor the personal cire and




hard surface cleaning markets. The
result was @ record vear Tor the gen-
eral surfactants husiness in 2000 and
has provided excellent momesinm
entering 2007,

Another suceessfal sirategy hat
has contributed to surlactant growth
has been a continued focus o induas-
trial markets for surfactants, such as
agriculture, emulsion polyimerization,
avpsun un(i uil field. While Sll:[b:lll-':?
participauion in these markets today
is small, continued growth in these
markets is anticipated through ongo-
ing globalization efforts and, more
impartantly, innovative echnologies.
“We have some very promising tech-
nolagies in the development pipeline,
such as high temperaturee stable gels
for fracturing applications in oil lields
ad higher efficiency adjovans for
glyphosaie pesticide formulations,™

John savs,

Leadership in Fabric Softeners
Sl|:|mn coninmes 1o see grm\'ing
alabal cnstomer aceeptance for iis
esterquat technology, o hiodegradable
and highly concentrated system for
fabric softeners that ithe Company pio-
neered decades ago, Now the Tormula-
tion of choice thronghow Furope and
North Awerica, Stepan’s 1echnology is
uickly gaining shares in Latin America
and Asia as fabie softener consnmp-

tion increases in those markes,

“Hith our ONEOING eTPan-

stans, Stepan is able 1o pro-

vide customers with one of

the strongest fabric softener
production networks found
anywhere in the world.”

John V. Venegoni / viCE PRESIDENT AND GENERAL
MANAGER / SURFACTANTS

*As economies saround the world
continue 1o develop, use of fabric sof-
teners is growing rapidly, owpacing
e growth eare of many other laundrey
posable incote, consumers in Asian
aned Latin American miarkets ave adop-
ing labric softeners as an clfective way
1o preserve clothes, so that they ook,

(el and smel herer”™

To meet growing detmand in Latin
America, the Company is once again
adding capacity o its plant in
Matamoros, Mexico, which will come
on-line in the second quarier of 2007,
Anexpautsion of Stepan’s joint venture
operation in the Philippines was
completed in 2000 and the Company
buzgan shipping product in the fourth
quarter o markets throughom Asia,
Stepan will also begin operating is
facility in Yoreppe, France, onaseven-
dav per week basis. adding needed
capacity and inercasing clficiencies of
iz Earopean operations, “With our
ongaing expansions, Stepan is able o
provide customers with one of the
strongest fabwic soltener production
networks found anvwhere in the

worldl,” John suvs,

Biodiesel and Sulfonated
Methyl Esters
A number of factors, including

O
l].‘_-l[lc

crude oil prices and federal il
state tax ineentives, combined 1o
deamatically increase the demand for
binlicsel during the pust two veurs.
Stepan responded to the opportunity by
expanding its Milladale plan 1o pro-
duee more sovhean-hased methyl esters
to be used as hiodiesel. which con-
tributed 10 both sales and income
arowth for the surfactan business in
2000. Plans are being explored to sig-

nificantly expand Millsdie’s capaciny,

Srepaxy Cosraxy [7]




aieled by o 823 million arant from the
Stare of Minois, “Our participation in
renewable fuels comtinues 1o help our
conney and state reduce jis dependen-

ev oon Toreion enerav.” John savs,

Auother exciring augrawth of

Stepan’s eatey ineo the biodiesel mar-
ketis a developing UPPOrtLIY 10 use
methyl esters as a feedsock for jis
sulloaiion business. The ase of syl-
lomated methyl esters wonld provide
Sltrp:m with an OppOrinity to inte-
arate its core sulfonation bastreess and
lessen its relinnee on petrochemical
leedstocks, =\ plant or oleo-Dased foed-
stock, sueh as methyl ester s
vonsistent with Stepan’s focus on sus-
titable. renewahle chemisiey,™ John
savi. “With onr expandid capcity,
sulfomation capabilities atnl proimity
1o feedstocks. our Millsdale plant is an
ideal location 1o urilize sulfonated

mecthyl ester techuology,”

LEADERSHIP
IN POLYMERS

Stepan’s Polviners bnsiness strat-
sy s driven by s patented polyol
teclmology and its verticat inegration
thraughons the gromp. The Company is
the Largest globab supplier of aromm-
ic polvester polvols that are wsed in
insulation products Tore commeraial
rooting and imetal panels for conse-

tior. Stepan also supplics polyvester

polvols for use inits urethane svstens
business, as well as stipplving the flex-
ible i and CASE. (coatings, addi-
tives sealamts & elastomers) iarkers,

“The: rigid polvolmirket suffered
acsignilicane drap in volume in 2005
fnlln\\'iug record sales in 2004, SV
Bob Wood, Viee President and General
Manager, Polviners, “North American
pebyvol sales wrew jn 2006, b below
expectations and s1ill below the record
2004 volume.” Siepuan’s Polvmers husi-
ness ended 2000 with aning i sales
[t enings el slightly on hizgher raw
material costs,

Faropean markets rebournded
more quickly. Stepan’s polval plant
in Germany, which opened in 2003, s
aperating at capacin. A plant expn-
sion is scheduled 1o be ap in he
2007, The

Company’s 20,000-ton joing venture

secondd gquarter of
polvol plant in Nanjing, China. hal s
first full vear of operation in 20006,
Sules are growing us custoners learn
mmores ot the capabiliies of Stepeanr’s
propriciary wechnologies. =~ We comin-
ne o helieve that China offers the
single: largest marker oppartimity {or
polvmers in the world.™ Bols SHVE.
“The challenge for s, anul for any
other US. company, is to maodily our
business madels 10 offer the spreel,
elliciency and cost reqaived in the

Chinese marker,”

Next Generation Polyols

A kev foens of Stepan’s innova-
tiem efforss incthe Polviners business is
its next generation polvol for the rigil
foam constraction marker. This new
rigich polyvol technology provides cer-
tin performanes al cost henefitz o
custorners and also increases the use
of Stepan product o the formmlation,
“leis o windwin sitaion.” Bob savs.,

“hecanse our custommers zet a haetier

and more cost elfective prronluct. while

“We contine to belicre that
Chuia offers the single largost
market opportunity: for poly-
mers i the waordd, ™

Robert J. Wood / vICE PRESIDENT AND GENERAL
MANAGER / POLYMERS
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Stepan increases sales withou aubiling
azingle new custorer.” Several global
customers are in the process ol wsting
the new polvol in their formulations
amd Stepan anticipates that some will
begin converting in spring of 2007,

While rigid foams acconm for
more than M percent of polyols™ sules,
the group also is achieving suceess with
a nnmber of small, boe fast growing,
imovation effors, “Flexible foam and
CASE applications are twa areas
that have potendial for double-digit
growth globally for Stepan for e fore-

secable futare,™ Bob savs.

GROWTH IN FOOD AND
HEALTH SPECIALTIES
l"(lllll

Flealth

Specialties is a smal), Tocused busi-

Stepan’s anil
ness producing mediom chain wiglyve-
erides {(MCT5) Tor the food awmld
pharmacentical aokets, The group
alzo produces a few costom products
that leverage the Company’s process
andh manifaciureing skills.

2000 was o challenging vear for
e group, s margins suffered when
shortages led to steep price increases
for key raw materials, “We respond-
ed to the difficult market conditions by
reconfliguring the group 1o climinate
costs and changed our sourcing siral-
ey, savs Jim Buuerwick, Director,

Food and Health Specialties. Toorder

“In order to reach a broader
ctstomer base, the group is
leveraging  the  resources
provided by Stepan’s Global
Sceles andd Distribution netiwork
to promole its product line.”

Jim Butterwick / DIRECTOR / FOOD AND HEALTH
SPECIALTIES

to reach o hroadder customer base, the
wronpis leveraging the resources pro-
vided by Sicpan’s Clobal Sales and
Disiribntion network o promete its
product line,

MCTs have o lower calorie value
than other fats and metabolize quick-
Iv so that they are not ziored in the
hody as far, There is signibicant poten-

tial for growth, given the interest in

such areas as naeeition, dier and healih.
The geoup lannched theee new produes
in 2000 and alzo made o concerted
effort e regain marker share lost 1o
the aggressive pricing strtegies of
kev compietitor in 2005, " We had good
suceess gaining back market position
in 20007 lim savs, “and we are
optimistic that the new prodoces will

generite growth in 20077

Y~
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Five year summary

In thonsareds, ercep per sheare

ared eaployee dute 2006 2005 Loy 20073 2000
For the year
Net Sales $1.172,583| Sio78.377 5035:510 5784855 S748.530
Operating incone 15,853 23,408 16, 174) 0,700 33.040
Pereent of net sales 1.4% 2.4 % 2.0% L2% 4.5%
Ineconne belore inotne tixes and
minoriry inferest 7.389 17.040 140133 5.271 40,208
Percent of ner sales 0.6% 1.0%, 1.0Y% 0.7% 4.0%
Provision for income taxes 900 4.170 4320 300 10,134
Income helore cimulative elfeer
ol change in acemuming principle 6,670 13,520 10,324 .01 20,120
Per dilutes] share @ 0.63 1330 1.05 (PIES 2.05
Net incorne 6,670 13,150 10,1424 41 20,1249
Per diluted share ™ 0.63 1.35 1.05 0.45 2.05
Percent ol ner sales 0.6% 1.2% 1% 0.0% 2.7%
Pereent to stockbolders® eouiny ™ 3.8% 7.0% A A% 12.0%
Percent retirn oninvested capital © 451% 5-00% +.07% 3.32% 0447
Cash dividends paid 8,149 7.86q 7.731 7570 7.0
Per conuaumn share 0.8050 0.7850 0.7725 0.7025, 0.7475
Depreciation amnd amortization 38,384 38,704y 30,104 4420 40117
Capital expenditares 45,970 31510 33,700 32,672 30,185
Weighted-average common
shares outstnling 9131 1).005, 8.0970 8.884 8.8

As of year end
Working capital

Curvent ratio

$ 87974

S 00,34

5 Bo.ous

b

1.5 1.0 15 1.5 1.8
Property, plane and equipment, net 225,604 211110 208.870 210605 21,050

Toral assets 546,055 510,150 02,770 Og.217 30.06607
) 3 +02.75 + / 43 ]
Long-term debr oblignions 107,403 108,045 4.018 02,004 1043404

Stockholders™ equity 180,786 166,834 108,241 102,067 158.829
Per share © 18.33 17.1G 17.42 10.5¢) 1004

Nuwmber of cmploveaes 1,528 510 1,420 g7 1,520

fua) Besed on weighted-average mumber of common shures wdstanding during the yoar,

(6} Resed un arerage ety

fe) Bhefineed cas net nperatisg prefit afier teeres divided I inerested capitul.

{ef) Bused o comumon shares and the assimed coreersion of the cenvertihie preefereed shares oufstunding ol voar end.

The sefected fincenciod date inclieded horein s anot been andited. The inforurtion was derived from the Compenys wdited firnaneiod stuterments for the respee-
tire veurs.wliiele were presented in aceordunee itk accunnting prineiples generedlvc aecopted in the nitod States of Ameriea and which were avditod i evene-
dance with the stusdands af thee U nited States Prublie (,‘nmpmqr.-lr'r'rlrm.'t'ug“n'r.\'i‘r__rhf Bourd, Copries af the full consolicetod financied stetemenss ased of the dredependdent
registered publiv accontants” report thent expressed un wnguadificd opinion (duted Meaeely 2. 200%) are incfieded in the € mprainys 2006 inaedd Wopioart on Form

LK filedd woith the United States Securitios aned Loveheenge Commission, which is availabide on reauiest o cia Mele site wl i stopevom.
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Using stepan products

CONSUMER AND
INDUSTRIAL PRODUCTS

Laundry & Cleaning All-purpose
cleaners ® Bathrovin cleaners = Carpet
steam extraction ® Carpet shampoos
= Car wash detergems = Car wash spray
wax cmulsibiers = Conling wwer bio-
cides = Dishwashing dletergems »
Dis

cleaners ® Pry cleaning detergents =

ifectams and sanitizers = Drain

Fabric soltener drver sheets = Fine fah-
ric washes = General disinfectants =
Hand and dish disinfection = Hard sur-
faee cleaners @ Hard surfaee disindee-
tinn for fund preparation areas =
Hospual disinfectams wd sanitizers =
Industrial floor cleaners * Indusirial
Tood processing disinfection = Laundry,
comunercial and wexiile solieners =
Laundry dertergems = Laundry pre-
spotters ® Latndey sanitization ® Meral
cleaning eoulsiliers @ Rug shampoos
Sanitizers = Sanitization and deodoriza-
tion of hath and laundiy areas = Solvent
degrensers @ Swimming pool and Tun
tub algicides, slimicides and Tungicides
= Upholztery shampoos = Window

cleaners

Personal Care Aflter-shave lotions =
Anti-hactesial handsoaps @ Anti-dan-
drafl shampoos @ Ami-perspirams »
Baby shampoos = Bar soaps = Bath wils
s Bath prodocts @ Bubble haths »
Cleansing creams = Combo hars »
Conditioning shampaons = Dentifrices =
Deodorants « Facial ||I‘l:||;||‘:lliul15 -
Glosses ® Hair conditioners ® Flair rins-
es ® Leave-on cotditioners = Lipsticks

® Ligquid hand soaps ® Make-up prepa-

rations ® Maedicaed ointments =
Moisturizers = Mousses * Qintments =
Personal care cleansing preparations
= Powdlered bubble baths # Pre-shuve
lotions = Shampoeos ® Shaving creams
= Skin creams = Skin lotions =
Sunscrecn producis ® Suppositories
Styling aids = Syadet bars

Polymers Appliances: Refrigerators,

freczers, water heaters = Automotive:

Uphalstery, interior wim, erash pads.
floor mats, hoses, refrigerated teailer
insulation. RV panels * Bath fixwures:
Bathitubs, shower sialls, lavatories, spas,
laundey tubs, tab amd spainsulivion
Construetion: Resilient floors, wall cov-

erings

rs, pool liners, FRP panels, swim-
ming pools, concrete forming pans,
wutter/downspouts, cooling towers,
mobhile hemes, rigid insulation, insu-
lated pipes @ Elastomers: Thermobireaks
for metal thresholds and windows, engi-
neering plustics = Electrical: Wire and
cabale insulation, electeical vape, trans-
mission hardware, circuit howrds,
switchgear housing, poting compounds
® Furniture: Adhesives, flexible cushions
s Houscheld Zom Is; ]"nnl\\'(.’zll‘: toy's, |Ilg-
gage, hook bindings, garden hoses, ont-
erwear, tablecloths, shower enrains,
npludsieey = nsulations: Residewial
sheathing. commercial/industrial roof-
ing. builidling panets, sprav-upplied
pelvurethane foan insalatdon, decora-
tives molded parts and displays = Marine:

Boat hullz, deck hardware, loatation,

motor covers, mooring buovs ® Medical:

IV hags, medical tubing, prostheses,
implants, pharnnaceutical coatings =
Milivarv/acrospace: Encapsulation,
electrical potting, cavity Bl crvogenic
instdation, floatation = Packaging: Moat
and produce film. bottles and contain-
ers. puckaging foin ® Paints/comings:
Industrial awd residential paints,
pelvurethane coatings, wraflic paints =
Recreation: Picnic cooler insulation,
bowling balls, sporting equipen, waxi-

Sxprundin

dermy ® Sealanes: 2 sealins

i1 a1 can, two-contponent polvurethanes
Food & pharmaceutical Ingredients
Conlections » Energy bars and orinks
* Flavers ® Nuwiritional heverages ®

Pharmacemtical excipicns

Industrial Surfactants  Adhesives =

Architcetural coatings ® Biodiesel fuels
* Carpet backing ® Caulk # Concrew: =
Drawing and forming compounds =
o o
Drilling foamers = Drywall joint com-
pound = Dust control Toan = Engine
lubricanus @ Firelighting foam ® Foam
markers # Gypsum hourd ® Flerhicides,
fungicides, inseeticides = Tnduserial
painis ® lnks = Lamdfill cover = Leather
finishes = Non-woven hiulers = Oil
emulsifters = Oil well hactericides = Oil
well corrosion inhibitors « Packaging »
2
Puaper coatings ® Paper de-inking =
Pesticide adjuvants = Pigmeins @ Plastics
= Sealants ® Seonring, levelling, cou-
pling, wening, Lleaching and dyeing
assistants @ Textile coatings = Texaile

lubricans = Vinyl llooring

Brneaxy Covrany [




Quarterly financial data

In thowsands, excepd per share data FIRST SECOND THIRD FOURTH VEAR
2006
Net sales $ 289,612 $292,033 $302,713 $ 288,165 $1,172,583
Gross prohi 32,334 33,244 35,896 24,312 125,786
Interest, net {2,061) {2,179) {2,333} (2.312) {8.885)
lncome (loss) before income 1xes

and minority interesi 4,165 4,304 9,118 {10,298) 7.389
Net ineone (loss) 3,049 3.0m 6,091 {5.547) 6,670
Per dilured share 0.3 0.31 0.61 (0.63) 0.63

2005
Net sales
Gross profin

Interest, nei

Income (loss) helor: income txes

il Iminoriey interest

Inconme {loss) hefore cumulinive effec

af change in accounting principds:

Per diluced share
Net income (loss)

Per dilared share

S u6y,an2
20,810
(1.700)

4047

Fi
0.33
B )
0.33

5 278,353
703
{2.000)

0.1860

6177
O.()_}
H.177

0, ()_+

$ 205,717

32710
(1,.004)

5819

+4- I()G
043
.|1I(')(_}

043

$ 270,053

25,024

(2,002)

81,078,377
122,802
{7.801}

17.0,40

Quarterly stock data

Stack price range per shore

Dividdesiels presied

!'l'f‘ COTRINCH .\'-hlff'f,'

GUANRTLR Lech G 2000 Low 2007 HIGH HOON LOw 200 205
Iirst $29.55 $25.05 S35 Su21.01 20.00¢ 10.50¢
Second $31.94 $21.50 Suy.00 32080 20.00¢ 1).500
Third $33.00 $27.64 826,50 Su23.37 20.00¢ 10).50¢
Fonrth $31.67 $28.01 Sa7.48 S23.73 20.50¢ 10.00¢
Year $33.00 $25.05 $27.48 Sz0.80 80.50¢ 78.50¢

[~
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Corporate information

Board of Directors

F. Quinn Stepan F Quinn Stepan, Jr.

Robert 0. Cadieux

Thomas F. Grojean

Gregory E. Lawton

Robert G. Potter Edward J. Wehmer

CHAIRMAN PRESIDENT AND CHIEF  FORMER PRESIDENT CHAIRMAN AND CHIEF  FORMER PRESIOENT FORMER CHAIRMAN PRESIDENT AND CHIEF
EXECUTIVE OFFICER AND CHIEF EXECUTIVE  EXECUTIVE OFFICER/  ANDCHIEFEXECUTIVE  AND CHIEF EXECUTIVE  EXECUTIVE OFFICER/
OFFICER/ AIRLIQUIDE  GROJEAN TRANSPORTA-  OFFICER/ JOHNSON- OFFICER/ SOLUTIA INC.,  WINTRUST FINANCIAL
AMERICA CORP, A TION, ANATIONWIDE ~ DIVERSEY, INC.. A AMANUFACTURER OF  CORPORATION, A
MANUFACTURER OF TRUCKLOAD FREIGHT ~ GLOBALPROVIDERDF  PERFORMANCE FINANCIAL SERVICES
INDUSTRIAL GASES/  CARRIER/EAGAN,MN  CLEANING ANDWYGIENE CHEMICALS AND COMPANY / LAKE
WALNUT CREEK, CA SOLUTIONS TG THE SPECIALTY CHEMICALS /  FGREST, IL
INSTITUTIONAL AND ST.LOUIS, MO
INDUSTRIAL MARKET-
PLACE / STURTEVANT, W1
Officers Counse! Form 10-K

F. Quinn Stepan / CHAIRMAN

F. Quinn Stepan, Jr./ PRESIDENT AND CHIEF
EXECUTIVE DFFICER

James E. Hurlbutt / viICE PRESIDENT, FINANCE

Frank Pacholec / VICE PRESIDENT, RESEARCH AND
DEVELOPMENT

Gregory Servatius / VICE PRESIDENT, HUMAN
RESOURCES

John V. Venegoni / vICE PRESIDENT AND GENERAL
MANAGER, SURFACTANTS

Robert J. Wood / vICE PRESIDENT AND GENERAL
MANAGER, POLYMERS

H. Edward Wynn / VICE PRESIDENT, GENERAL
COUNSEL AND SECRETARY

Anthony J. Zoglio / VICE PRESIDENT, SUPPLY CHAIN
Kathleen M. Qwens / ASSISTANT GENERAL
COUNSEL AND ASSISTANT SECRETARY
Departmental Vice Presidents

International / Tony Martin / VICE PRESIDENT.
EUROPE

Manufacturing / Robert S. Mangold / vicE
PRESIDENT, NORTH AMERICAN PLANT CPERATIONS

Purchasing/ Edmund A, Perreault / vice
PRESIDENT, PURGHASING

Purchasing / Richard H. Wehman, Jr./
VICE PRESIDENT, STRATEGIC PURCHASING SURFACTANTS

Research and Development / Matthew 1.
Levinson [ vICE PRESIDENT, GLDBAL PROCESS
OEVELDPMENT

Surfactants / Edward H. Buening / vice
PRESIDENT, SURFACTANT SALES

Surfactants/ James S. Pall / vICE PRESIDENT,
BUSINESS DEVELOPMENT

Mavyer, Brown, Rowe & Maw LLP
CHICAGD, ILLINOIS

Independent Registered
Public Accounting Firm

Deloitte & Touche LLP
CHICAGED, ILLIND!S

Transfer Agent and Registrar

Computershare Investor Services, LLC
2 NOATH LASALLE $T., CHICAGO, IL 60602
312.588.4991 FAX 312293 4343

Contact the Registrar and Transfer Agent
conceming stock certificates, dividend checks,
transter of ownership, or other matters pertaining
to your stock account.

Stock Listing

New York Stock Exchange: {SCL} and {SCLPR)
Chicago Stock Exchange: {SCL) and (SCLPR)

Investor Relations

James E. Hurlbutt
B47.446.7500

Copies of the Company’s annual report on

Form 10-K, filed with the Securities and Exchange
Commission, will b4 available without charge to
stockholders and interested parties upon written
request to the Secretary of the Company or may be
obtained on our Web site a1 www.stepan.com

Annual Meeting

The 2007 Annual Meeting for the Stockholders of
the Company will be held at 9:00 a.m., Tuesday,
April 24, 2007, at the Company’s headgquarters in
Northfield, lllingis.

Corporate Governance

The Nominating and Corporate Governance
Committee of the Board of Directars has ostab-
lished a committee charter and a Code of Canduct.
These documents are provided on Stepan’s Web
site at www.stepan com within the [nvestor
Relations section of the site. At the same Web site
location, Stepan provides an Ethics Hotline phone
number that allows employees, sharaholders and
other interested parties to communicate with the
Company's management or Audit Committae (onan
anonymous basis, if desired) through anindepend-
ent third party hotline. The CEQ/CFO centifications
required under Section 302 of the Sarbanes-Oxley
Act wera filed as exhibits to the Company’s 2006
form 10-K that was filed with the Securities and
Exchange Commission on March B, 2007. In
addition, the Company submitted the Section 12{a}
CEQ centification to the New York Stock Exchange
on May 4, 2006,
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Stepan &

Northfield, lllinois 60093
847.446.7500
www.stepan.com
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