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Cabot Corporation is a global performance materials
company, headquartered in Boston, Massachusetts,
U.S.A. We are dedicated to creating products that mat-
ter to our customers and, ultimately, the consumers
who buy their products. Whether it's carbon black for
tires, fumed silica for adhesives, tantalum for cell
phones, colorants for ink jet printers, cesium formate
for oil and gas drilling, or aerogels for insulation panels,
Cabot materials are a vital part of the world in which
we live. While our product offerings have changed
since our founding in 1882, our commitment to innova-
tion, performance and long-term growth has not. For
all these reasons, our corporate slogan is “creating
what matters”.
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Operating revenues

Income from continuing operations
Per diluted common share

Net income
Per diluted common share

FINANCIAL POSITION
Assets
Net property, plant and equipment
Stockholders' equity
Return on average
stockholders' equity
Return on investment

2008

$3,191
$86
$1.34
$86
$1.34

$2,858
$1,082
$1,249

8%
7%

2007

$2,616
$127
$1.87
$129
$1.90

$2,636
$1,016
$1,194

11%
10%
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Letter to Shareholders

Dear fellow shareholders,

As we enter a new year, [ would like to share with you some of
the events that occurred during my first year as President and
CEOQ of Cabot Corporation. The last several months have been
very difficult as the economic decline has been remarkable in its
speed and scope. Through it all, I have been impressed with the
capability and confidence with which the global Cabot team
has responded 1o the challenges. The entire Cabot workforce
has actively engaged to maintain Cabot's posttion in its mar-
kets. Also, the strengths I found when arriving at Cabor have
been most helpful in the current environment. We have 2 port-
folio of strong franchises with global leadership in each of
them. We have world-class technology for manufacruring,
developing and modifying fine particles. We have an enurepre-
neurial, flexible and fast moving group of people with strong
values. And our global footprint of operations managed by local
teams is unparalleled in our industry.

2008 N REVIEW

As we look at 2008 in more detail, we have much to be proud
of, despite our disappointing financial results. For the full year
we recorded earnings per share of $1.34. This is significantly
Jess than the 2007 level of $1.90 per share. An unprecedented
rise in carbon black feedstock costs during the year significantly
influenced our performance. The global economic downturn
also led 1o lower demand for our products during the final
quarter of fiscal 2008.

On a more positive note, during the year, we began the process
of revitalizing our vision and strategy. We defined our goal of
delivering earnings growth to our shareholders through leader-
ship in performance materials. We also outlined two financial
commirments, $3 per share in adjusted earnings by 2011 and
an adjusted return on invested capital (ROIC) of 13% by 2013.
We articulated the four levers we will use to reach these targets:
margin improvement, capacity and emerging market expansion,
new product development and portfolio management.

DELIVER EARNINGS GROWTH THROUGH
LEADERSHIP IN PERFORMANCE MATERIALS
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We had some success in the areas of margin management,
emetging market expansion and new business development dur-
ing 2008. We increased our total segment profitability by strict-
ly managing margins and costs, principally in our core Rubber
Blacks business. We continued the expansion of our geographic
footprint by commissioning a Performance Products (PPBG)
manufacturing unit and making significant progress in the con-
struction of two additional rubber blacks units in China. We
achieved a significant milestone in the commercial development
of our Cabot Elastomer Composite (CEC) technology by join-
ing forces with a leading global tire manufacturer. We also
achieved commercial milestones in our Aerogel business for oil
and gas applications and, in Superior MicroPowders, we
improved customer acceptance of our products for security inks
applications. We penetrated markets for our cesium formate
drilling fluids beyond the North Sea, successfully completing
wells in Kazakhstan and Asia Pacific. There were no portfolio
changes during 2008, but we will continue w look at the port-

“We have a portfolio of strong franchises with global
leadership in each of them. We have werld-class tech-
nology for manufacturing, developing and modifying
fine particles. We have an entrepreneurial, flexible and

fast moving group of people with strong values. And

our global footprint of operations managed by local
teams is unparalleled in our industry.” ~ Patrick

Prevost, President and CEO, Cabot Corporation




folio management lever as a critical tool at our disposal to
increase value to our shareholders.

The weak global economic environment and the lack of visibility
on future demand could make the achievement of our long-
term financial targets more difficulr. I, however, continue o
believe that our marker positions coupled with our flexibiliry
and ability to seize opportunities will, once a recovery com-
mences, allow us to achieve them,

Safery is a cornerstone of Cabot's success and our performance
in 2008 remained at a world class level. Our wotal recordable
incident rate {TRIR), which measures the number of injuries
per 20,000 hours worked, was 0.47. We are convinced thar all
safety incidents are preventable and have reconfirmed our com-
mitment for continued progress toward our goal of zero inci-
dents. During 2008 we made great progress in the environmen-
tal area, reducing our non-conformances by nearly 70% from
the 2007 level. We continued our investments in energy cen-
ters, which will further enhance our competitiveness and reduce
our environmental emissions. We also issued Cabot's first ever
sustainability report. In this report we presented an overview of
our social, economic and environmental performance and out-
lined our areas of focus for continued improvement.

BUSINESS PERFORMANCE

During 2008, we changed the structure of our organization to
better align businesses that have similar business models. This
added clarity, simplicity and transparency to our financial
reporting,.

Core Segment

During 2008, our Rubber Blacks business was unfavorably
affected by rapidly rising raw material costs. These increased
costs outpaced price increases during the year. We were success-
ful, however, in reducing manufacturing spending and main-
taining stable volumes. Qur efforts led to improved profitabilicy
in the business despite the unfavorable impact of the timing of

pricing adjustments in some of our Rubber Blacks supply con-
cracts. We are working to modify our Contracts to €nsure mMore
timely pricing adjustments.

For the Supermetals business, fiscal 2008 was a difficult year.
We suffered from lower market prices and volumes were soft.
Higher raw material costs from our long term ore contract that
expired in December negatively affected our margins. The busi-
ness primarily focused its efforts on generating cash and once
again reduced its inventory levels. As a result, $7 million of
cash was generated and net working capital was reduced by $23
million,

Performance Segment

In the Performance Segment, volumes in Performance Preducts
and Fumed Metal Oxides increased during 2008. Results, how-
ever, were constrained by higher raw material and energy costs
that could not be fully offset by increased prices. We continued
to expand our manufacturing capabilities, particularly in emerg-
ing markets. During the year we announced our intention to
expand our masterbarch operations into the Middle East and
signed a joint venture agreement for the construction of an

additional fumed silica facility in China.

New Business Segment

The New Business Segment successfully increased revenues in
key market segments in 2008. Volumes in Inkjet Colorants sta-
bilized and we had commercial successes in Aerogel in the con-
struction and oil and gas markets. During the year, we reduced
our costs by eliminating underperforming projects in Inkjet
Colorants and Superior MicroPowders.

Specialty Fluids Segment

In the Specialty Fluids Segment, we continued to expand our
geographic reach. We increased the number of wells using our
fluid outside of the North Sea. During 2008, 21% of the rev-
enue of this segment came from jobs outside of the Norch Sea.
This is an increase from 17% in 2007.

BUSINESS SEGMENTS"
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*For descriptions of Cabot businesses, please refer to Cabot’s 2008
Form 10-K.

BUSINESS MODEL FOCUS

Niche commodity costs, raw materials, process

Specialty sales, application development,
marketing

Service technical service, sales

High growth R&D, marketing



Letter to Shareholders

In 2008, Cabot's operations generated $124 million in cash,
This was despite a $135 million increase in working capiral that
resulted principally from higher carbon black feedstock costs.
We ended the year with a cash balance of $129 millien.

2009 AND BEYOND

As we look ahead, [ am confident that our fundamental busi-
ness strengths, our clear purpose and our robust financials wilt
allow us to weather the global economic downturn. We have a
clear long-term strategy and are a leading provider of many
basic products that the world needs. We have a strong balance
sheet, which will allow us to take advantage of furure growth
opportuniries in our key businesses. We remain commireed ro
our long-term technology projects thart are key potential drivers
of competitiveness. This work helps us to achieve lower costs,
develop new and improved products and manage an environ-
mentally sound network of operations. We continue to invest
prudently in our new businesses to help sustain the long-term
growth of the Company and we are well positioned to show
substandial progress in these ventures in 2009. In today's envi-
renment, having cash and access to cash is critical. Cabor is well
positioned in this regard. We ended fiscal year 2008 with a
solid cash balance, and, during the start of 2009, we have bene-
fited from an unprecedented drop in carbon black raw material
costs. We will maintain our prudent financial strategy in the
future as it has served us well so far.

The year ahead will be difficult and demanding of the Cabort
team. The global economic slowdown has put pressure on all
manufacturing and industrial companies, and Cabot is no
exception. We are taking significant steps to allow us to with-
stand these challenging times. To date, this has included sub-
stantial reductions in our capiral spending plans, strict expense
management, including salary and travel freezes, and the tem-
porary curtailment of production at many of our manufactur-
ing facilities in line with significantly lower demand. These
actions, however, will not be sufficient. In light of this, we have
gone through a deuailed review of our global operations and

have developed a plan 1o reposition Cabot for the expected new
market conditions. This plan will require operational and struc-
tural adjustments and includes the permanent closure or long-
term mothballing of six manufacturing sites and one regional
office. These steps are difficult and will result in a reduction of
Cabort's global workforce in excess of 450 people. We believe,
however, these actions are prudent and necessary to help lessen
the impacr of the global slowdown. We anticipate the imple-
mentation of our plan will yield savings in excess of $80 million
for fiscal 2010.

Many of the challenges of the coming year will be new to most
of us, Speed, flexibility, innovadon and decisiveness will be crit-
ical 1o our abiliry to withstand the economic crisis and emerge a
stronger company. | am convinced that Cabot is a unique com-
pany that has the people, processes and capabilities to meet
these challenges head on and to bring superior value to our
shareholders in the years ahead. 1 thank you for your continued
interest and investment in Cabot. Your support, particularly in
these difficult economic times, is sincerely appreciated.

Sincerely,

e

Patrick M. Prevost
President and Chief Executive Officer

“Many of the challenges of the coming year will be new
to most of us. Speed, flexibility, innovation and deci-
siveness will be critical to our ability to withstand the
economic crisis and emerge a stronger company. | am

convinced that Cabot is a unique company that has

the people, processes and capabilities to meet these
challenges head on and to bring superior value to our
shareholders in the years ahead.” ~ Patrick Prevost,

President and CEQ, Cabot Corporation



Directors and Officers

DIRECTORS

John F. C'Brien {Non-Executive Chairman of the Board),
retired President and Chief Executive Officer, Allmerica
Financial Corporation (holding company for insurance and
other financial services)

Patrick M. Prevost President and Chief Executive Officer,
Cabot Corporation

John 8. Clarkeson Chairman Emeritus, The Boston
Consulting Group, Inc. {management consulting)

Juan Enriguez-Cabot Chairman and Chief Executive Officer,
Biotechonomy (life sciences research and investment firm)

Arthur L. Goldstein retired Chairman, lonics, Incorporated
(water purification)

Gautam S. Kaji Founder and Chairman, Centennial
Group, Inc. (strategic advisory firm}

Roderick C.G. MacLeod Co-Founder and Principal,
Waverley Investments Ltd. and St. Martins Finance Ltd.
(private equity investment companies)

Henry F. McCance retired Chairman and President, Greylock
Management Corporation {private venture capital firm)

John M. McGillicuddy retired Audit Partner, KPMG, LLP

Ronaldo H. Schmitz retired Executive Director, Deutsche
Bank Group

Lydia W. Thomas Consultant, Noblis (research and develop-
ment for public interest)

Mark S. Wrighton Chancellor and Professor of Chemistry,
Washington University in St. Louis

Shengman Zhang President, Asia Pacific, Citigroup

OFFICERS
Patrick M. Prevost President and Chief Executive Officer

Dirk L. Blevi Executive Vice President, General Manager,
EMEA* Region

William J. Brady Executive Vice President, General Manager,
Core Segment and Americas Region

" Europe, Middle East, Africa

Jonathan P Mascn Executive Vice President
and Chief Financial Officer**

James A. Belmont Vice President

Brian A. Berube Vice President, General Counsel

Douglas A. Church Vice President, Chief Information Officer
Eduardo E. Cordeiro Vice President, Corporate Strategy™
Peter M. Hunt Vice President, Tax

James P. Kelly Vice President, Controller

Sean D. Keohane Vice President, General Manager,
Performance Segment

Yakov Kutsovsky Vice President, Research & Development
Helmut Lorat Vice President, Engineering

Martin J. O'Neill Vice President, Safety, Health and
Environmental Affairs

Ravijit Paintal Vice President, General Manager, Specialty
Fluids Segment

Chang Loo Sih Vice President, South America Rubber Blacks
Robby D. Sisco Vice President, Human Resources
Irene S. Sudac Vice President, Treasurer

James B. Turner Vice President, Operations, Specialty Fluids
Segment

Friedrich von Gottberg Vice President, General Manager,
New Business Segment

Xinsheng Zhang Vice President, General Manager, Asia
Pacific Region

Lisa M. Dumont Assistant Controller
John F. Fox Assistant Treasurer

Jane A. Bell Secretary

“*Mr. Cordeire has been elected Chief Financial Officer of Cabot, effective February 13, 2009, to succeed Mr. Mason, who resigned

from Cabot effective as of such date.



PERFORMANCE GRAPHS

The following graphs compare the cumulative total stockholder return on

Cabot common stock for the five and ten year periods ending September 30,
2008 with the S&P 500 Stock Index, the S&P Midcap 400 Index, the S&P 500
Specialty Chemicats Index, the S&P 500 Chemicals Index, and the S&P 400

Chemicals Index. The comparisons assume the investment of $100 on

October 1, 2003 and October 1, 1988 in Cabot's common stock and in each
of the indices and the reinvestment of all dividends.

COMPARISON OF FIVE YEAR CUMULATIVE TOTAL RETURN

September 30 . ..

L L 2003 2004 2005 2006 2007 2008 _I
Cabot Corporation $100.00 $137.66 $120.09 $137.86 $133.87 $122.63
S&P 500 Chemicals Index $100.00 $126.82 $130.66 $153.67 $204.63 $183.38
S&P 500 Specialty Chemicals Index $100.00 $124.64 $128.18 $157.77 $192.18 $206.11
S&P 500 Stock Index $100.00 $113.87 $127.82 $141.62 $164.90 $128.66
S&P Midcap 400 Index $100.00 $117.55 $143.60 $153.02 $181.73 $151.42
S&P 400 Chemicals index $100.00 $139.04 $152.09 $159.58 $223.77 $197.74
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COMPARISON OF TEN YEAR CUMULATIVE TOTAL RETURN

September 30 . ..

| 1998 1999 2000 2001 2002 2003 2004 2005 2006 _ 2007 2008
$100.00 $96.91 $131.63 $271.04 $14528 $201.41 $277.26 $241.890 $277.68 $269.64 $247.00
$100.00 $107.04 $8553  $93.90 $94.60 $111.52 $141.43 $14571 $171.37 $228.20 $204.50
$100.00 $119.31  $8851 $10477 $116.76 $129.38 $161.26 $165.84 $204.12 $248.64 $266.67
$100.00 $127.80 $144.78 $106.24 $84.47 $10508 $119668 $134.32 $148.82 $173.28 $135.20

$100.00 $125.50 $179.73 $14558 $138.74 $17594 $206.82 $252.64 $269.22 $319.73 $266.40

$100.00 $94.36  $81.98 $95.24  $96.55 $102.78 $142.91 $156.32 $164.02 $230.00 $203.24
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Corporate Information

CORPORATE OFFICES

Cabot Corperation

Two Seaport Lane

Suite 1300

Boston, Massachusetts 02210-2019
(617) 345-0100

INVESTOR RELATIONS
[nvestor inquiries are welcome and individuals are invited to
contact our offices by letter ar the address above or by tele-

phone ac (617) 342-6129.

For information abour Cabot Corporation and our
businesses, visit our web site at: www.cabot-corp.com.

STOCK LISTING
Cabot Corporation common stock is listed on the New York

Stock Exchange under the symbol CBT.

ANNUAL MEETING

The Annual Meeting of Stockholders will be held on Thursday,
March 12, 2009 at 4:00 p.m., at the corporate headquarters of
Cabot Corporation, Two Seaport Lane, Floor 13, Boston,
Massachusetts. All stockholders are invited to attend.

STOCK TRANSFER AGENT AND REGISTRAR

Registered shareholders may contact the transfer agent through
the Internet or by phone for information or assistance with
receiving proxy materials electronically through the Interner,
direct deposit of dividend payments, dividend check replace-
ments, account history, lost stock certificates, taxable income or

: T'nnt

[Cettificationsy

to report address changes. The transfer agent provides telephone
assistance Monday through Friday, 9:00 a.m. 1o 5:00 p.m.
{Eastern Time). Extended service is available 24 hours a day,
seven days a week to callers with touch-tone telephones via the
transfer agent’s Interactive Voice Response System,

Please mention Cabot Corporation, your name as printed on
your stock certificates, your Social Security number and your
address and telephone number in all correspondences with the
transfer agent.

Computershare Trust Company, NLA,
c/o Compurershare Investor Services
PO. Box 43078

Providence, Rhode Island 02940-3078

Stockholder inquiries: (781) 575-3170 or (800) 730-4001
For the hearing impaired: (800} 952-9245 (TTY/TDD)

Web site: www.computershare.com/investor

DIVIDEND REINVESTMENT PLAN

Cabot Corporation offers a convenient dividend reinvestment
and cash purchase plan for registered stockholders, providing a
simple way to increase investment in Cabot Corporation (CBT)
common stock. The plan allows stockholders to automatically
reinvest all or part of their dividends into addittonal Cabot
shares. Participation in the plan also allows registered stock-
holders to purchase up to $10,000 worth of Cabot Corporation
stock, on a quarterly basis, free of brokerage fees and commis-
sions. To request an enrollment form, write or call
Computershare at the address noted above.

On April 9, 2008, in accordance with Section 303A.12(a} of
the New York Stock Exchange Listed Company Manual, Patrick
M. Prevost submitted a certification to the NYSE stating that
he was not aware of any violations by Cabot Corporation of the
NYSE’s Corporate Governance listing standards as of that date.

The certifications with respect to the Company’s Annual Report
on Form 10-K for the fiscal year ended September 30, 2008
required by Section 302 of the Sarbanes-Oxley Act have been
filed as Exhibits 31{i) and 31(i) to Cabot Corporation’s Annual
Report on Form 10-K. The Annual Report on Form 10-K is
filed with cthe Securities and Exchange Commission and is

included in this annual report. To request an additional copy of
the 10-K, which will be provided withour charge, please contact
Cabot’s Investor Relations Department at the address or tele-
phone number listed above. You can also find a copy on our
web site at: www.cabot-corp.com.




UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
Form 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended September 30, 2008
or
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 1-5667

Cabot Corporation

{ Exact name of Registrant as specified in its charter)

Delaware 04-2271897
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
Two Seaport Lane, Suite 1300
Boston, Massachusetts 02210
{Address of Principal Executive Offices) {Zip Code)

{617) 345-0100
{Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
Title of Each Class Name of Each Exchange on Which Registered

Common stock, $1.00 par value per share New York Stock Exchange

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yes No [

Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes [] No

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 menths (or for such shorter period that the Registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No []

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation $-K is not contained
herein, and will not be contained, to the best of the Registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part I11 of this Form 10-K or any amendment to this Form 10-K. []

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer
or a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. .

Large accelerated filer Accelerated filer [}
Non-accelerated filer [] (Do not check if a smaller reporting company)  Smaller reporting company []

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes [] No '

As of the last business day of the Registrant’s most recently completed second fiscal quarter (March 31, 2008), the
aggregate market value of the Registrant’s common stock held by non-affiliates was approximately $1,757,425,404. As of
November 19, 2008, there were 65,421,619 shares of the Registrant’s common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive proxy statement for its 2009 Annual Meeting of Shareholders are incorporated
by reference in Part I of this annual report on Form 10-K.
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Information Relating to Forward-Looking Statements

This annual report on Form 10-K contains “forward-looking statements” under the Federal securities
laws. These forward-looking statements include statements relating to our future business performance and
overall prospects; how we expect the current global economic slowdown to effect our business and demand
for our products; the effect the recent decline in carbon black raw material costs will have on our
profitability and cash flows; the benefit we expect to receive from energy utilization technology and when
we expect additional energy centers at our rubber blacks plants to be completed; when we expect the
construction of additional rubber blacks units in China to be completed and the construction of our new
fumed silica plant in China to begin; the adequacy of our supply of tantalum ore for the near term; our
expectations for geographic expansion of our Specialty Fluids Business outside of the North Sea; the life of
our pollucite ore reserves; anticipated capital spending, including environmental-related capital
expenditures; cash requirements and uses of available cash, including future cash outlays associated with
long-term contractual obligations, restructurings, contributions to employee benefit plans, environmental
remediation costs and future respirator litigation costs; exposure to interest rate and foreign exchange risk;
our expected tax rate for fiscal 2009; our ability to recover deferred tax assets; and the possible outcome of
legal proceedings. From time to time, we also provide forward-locking statements in other materials we
release to the public and in oral statements made by authorized officers.

Forward-looking statements are based on our current expectations, assumptions, estimates and
projections about Cabot’s businesses and strategies, market trends and conditions, economic conditions and
other factors. These statements are not guarantees of future performance and are subject to risks,
uncertainties, potentially inaccurate assumptions, and other factors, some of which are beyond our control
and difficult to predict. If known or unknown risks materialize, or should underlying assumptions prove
inaccurate, our actual results could differ materially from past results and from those expressed in the
forward-looking statements. Important factors that could cause our actual results to differ materially from
those expressed in our forward-looking statements are described in Item 1A in this report.

We undertake no obligation to publicly update forward-looking statements, whether as a result of new
information, future events or otherwise, except as required by law. Investors are advised, however, to
consult any further disclosures we make on related subjects in our 10-Q and 8-K reports filed with the
Securities and Exchange Commission (the “SEC”).

PART 1
Item 1.  Business
General

Cabot’s business was founded in 1882 and incorporated in the State of Delaware in 1960. Cabot is a
global specialty chemicals and performance materials company headquartered in Boston, Massachusetts.
Our principal products are rubber and specialty grade carbon blacks, inkjet colorants, fumed metal oxides,
aerogels, tantalum and related products, and cesium formate drilling fluids. Cabot and its affiliates have
manufacturing facilities and operations in the United States and approximately 20 other countries. The
terms “Cabot”, “Company”, “we”, and “our” as used in this report refer to Cabot Corporation and its
consolidated subsidiaries.

Our strategy is to deliver eamings growth through leadership in performance materials. We intend to
achieve this goal by focusing on margin improvement, capacity expansion and emerging market growth,
developing new products and businesses and actively managing our portfolio of businesses.

Our products are generally based on technical expertise and innovation in one or more of our three core
competencies: making and handling very fine particles; modifying the surfaces of very fine particles to alter
their functionality; and designing particles to impart specific properties to a composite. We focus on
creating particles with the composition, morphology, surface functionalities and formulations to support
existing and emerging applications.



During the third quarter of fiscal 2008, we changed our business and regional organizational structure.
Under the new organizational structure, we are organized into four business segments: the Core Segment,
which is further disaggregated for financial reporting purposes into the Rubber Blacks and the Supermetals
Businesses, the Performance Segment, the New Business Segment and the Specialty Fluids Segment. These
business segmenis are discussed in more detail later in this section. Under the new regional structure, we are
organized into three geographic regions: The Americas, which includes North and South America; Europe,
Middle East and Africa (“EMEA™); and Asia Pacific, including China. Financial information about our
business segments appears in Management’s Discussion and Analysis of Financial Condition and Results of
Operations in Ttem 7 below (“MD&A™) and in Note T of the Notes to our Consolidated Financial i
Statements in Item 8 below (“Note T”). Financial information about material geographic areas appears in '
Note T, ‘

Our internet address is www.cabot-corp.com. We make available free of charge on or through our
internet website our annual reports on Form 10-K, quarterly reports ¢n Form 10-Q, current reports on
Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Exchange Act as soon as reasonably practicable after electronically filing such material with, or furnishing
it to, the SEC.

Core Segment
The Core Segment is composed of the Rubber Blacks Business and the Supermetals Business. A
discussion of each of these Businesses follows.
Rubber Blacks Business
Products

|

Carbon black is a form of elemental carbon that is manufactured in a highly controlled process to !
produce particles and aggregates of varied structure and surface chemistry, resulting in many different !
performance characteristics for a wide variety of applications. Rubber grade carbon blacks are used to |
enhance the physical properties of the systems and applications in which they are incorporated. '

Our rubber blacks products are used in tires and industrial products. Rubber blacks have traditionally ;
been used in the tire industry as a rubber reinforcing agent and are also used as a performance additive. In
industrial products such as hoses, belts, extruded profiles and molded goods, rubber blacks are used to
improve the physical performance of the product. In addition to the carbon black we make using
conventional carbon black manufacturing methods, we are developing elastomer composite products |
(referred to as Cabot Elastomer Composites or “CEC”) that are compounds of natural rubber and carbon
black made by a patented liquid phase process. Our CEC products are targeted primarily for tire
applications because we believe these compounds improve wear resistance, reduce fatigue and reduce
rolling resistance compared to natural rubber/carbon black compounds made by conventional methods.

Sales and Customers

Sales of rubber blacks products are made by Cabot employees and through distributors and sales
representatives.

Sales to three major tire customers represent a material portion of the Rubber Blacks Business’s total |
net sales and operating revenues. The loss of any of these customers could have a material adverse effect on
the Rubber Blacks Business. In fiscal 2008, sales to The Goodyear Tire and Rubber Company and its
affiliates amounted to 12% of Cabot’s consolidated revenues. We did not have sales during the fiscal year to
any other customer in an amount equal to or greater than 10% of Cabot’s consclidated revenues for the year.

Under appropriate circumstances, we have pursued a strategy of entering into annual and long-term
supply contracts (those with an initial term longer than one year) with certain customers. These contracts are



designed to provide our customers with a secure supply of mabber blacks and help us reduce the volatility in
these volumes and margins over time. Many of these contracts provide for sales price adjustments to
account for changes in feedstock costs and, in some cases, changes in other relevant costs (such as the cost
of natural gas). In fiscal 2008, approximately half of our rubber blacks volume was sold under tong-term or
annual contracts in effect during the fiscal year. The majority of the volumes sold under these contracts are
sold to customers in North America and Western Europe.

Much of the rubber bilacks we sell is used in automotive products and, therefore, our financial resuits
may be affected by the cyclical nature of the automotive industry. However, a large portion of the market
for our products is in replacement tires that historically have been less subject to automotive industry cycles.

Competition

We are one of the leading manufacturers of rubber blacks in the world, with an estimated one-quarter
of the aggregate worldwide production capacity for these products. We compete in the manufacture of
rubber blacks primarily with two companies with a global presence, Columbian Chemicals Company and
Evonik Industries AG (formerly Degussa AG), and with at least 20 other companies in various regional
markets in which we operate, including the Aditya Birla Group of companies and China Synthetic Rubber
Corporation.

Competition for products within the Rubber Blacks Business is based on product performance, quality,
reliability, service, technical innovation and price, as well as on the proximity of our manufacturing
operations to those of our customers.

Raw Materials

The principal raw material used in the manufacture of carbon black is a portion of the residual heavy
oils derived from petroleum refining operations and from the distillation of coal tars and the production of
ethylene throughout the world. Natural gas is also used in the production of carbon black. Raw material
costs generally are influenced by the availability of various types of carbon black feedstock and natural gas,
and related transportation costs, Importantly, movements in the market price for crude oil typically affect
carbon black feedstock costs. Accordingly, fluctuations in crude oil prices tend to create volatility in our
carbon black feedstock costs.

Operations

We own, or have a controlling interest in, and operate plants that produce rubber blacks in Argentina,
Brazil, Canada, China, Colombia, the Czech Republic, the United Kingdom, France, India, Indonesia, [taly,
Japan, Malaysia, The Netherlands, and the United States. Our affiliates own carbon black plants in Mexico
and Venezuela. The following table shows our ownership interest as of September 30, 2008 in rubber blacks
operations in which we own less than 100%:

Location Percentage Interest

Shanghai, China 70% (consolidated subsidiary)
Tianjin, China 70% (consolidated subsidiary)
Valasske Mezirici (Valmez), Czech Republic 529% (consolidated subsidiary)
Thane, India 97.7% (consolidated subsidiary)
Cilegon and Merak, Indonesia 84.8% (consolidated subsidiary)
Port Dickson, Malaysia 51% (consolidated subsidiary)
Tampico, Mexico 40% (equity affiliate)

Valencia, Venezuela 47.5% (equity affiliate)

At our carbon black plant in Tianjin, China we currently operate two rubber blacks production units
and are constructing two additional units, which we expect to be completed in fiscal 2009.



In June 2007, we decided to close our carbon black plant in Waverly, West Virginia. This decision was
driven by a reducticn in tire manufacturing capacity in North America in recent years. All production at the
Waverly site ceased in March 2008.

The Rubber Blacks Business has regional headquarters in Leuven, Belgium and Suresnes, France
(EMEA); and Shanghai, China (Asia Pacific).

Supermetals Business
Products

We produce tantalum, niobium {columbium) and their alloys. Tantalum, which accounts for
substantially all of this Business’s sales, is produced in various forms. Electronics is the largest market for
tantalum powder, which is used to make capacitors for computers, networking devices, wireless phones,
electronics for automobiles and other devices. Tantalum, niobium and their alloys are also produced in
wrought form for applications such as the production of superalloys and chemical process equipment and
for various other industrial and aerospace applications, including fiber optic filters, sodium vapor lamps,
turbine blades and aerospace propulsion systems. In addition, the Supermetals Business sells the starting
metals (high-purity grade tantalum powders, plates and ingots) used to manufacture finished tantalum
sputtering targets used in thin film applications, including semicenductors, inkjet heads, magnetics and flat
panel displays.

Sales and Customers
Sales are made primarily through Cabot employees.

In fiscal 2008, sales to four capacitor materials customers represented a material portion of the total net
sales and operating revenues of the Supermetals Business. The loss of any of these customers could have a
material adverse effect on the Supermetals Business. Prior to fiscal 2007, the majority of our sales of
tantalum were under long-term fixed price and fixed volume contracts. The last of these contracts expired in
the first quarter of fiscal 2007.

Many of our tantalum products are used in products for the electronics industry, which is cyclical in
nature.

Competition

We currently have two principal competitors in our tantalum business, H.C. Starck and Ningxia
Non-ferrous Metals (Group) Co., Ltd. We are a leading producer of electronic grade tantalum powder
products and believe we are the technology leader in these products. Competition in this business is based
on technical innovation, product performance, quality, reliability, service and price.

Raw Materials

We source a large portion of our raw materials in the form of tantalum ore from a mine in Australia
owned by Talison Minerals Pty Lid, and from a mine we own in Manitoba, Canada. Since 1996, we have
relied on long-term supply contracts to secure the majority of our raw material requirements, although our
current tantalum ore supply agreement expires in December 2008. We are currently evaluating supply
options to meet our raw materials needs beyond 2008. While there can be no assurance as to the availability
of ore or its price in the future, given currently available sources and our current ore inventory levels, we
believe we have an adequate supply of ore for the near term.

We strictly adhere to our policy of not purchasing or sourcing any material containing tantalum,
including coltan, from the Democratic Republic of the Congo.




Operations

We operate manufacturing facilities for this business in Boyertown, Pennsylvania and Kawahigashi-
machi, Fukushima-ken, Japan. We have a license from the Department of Environmental Protection for the
receipt, storage and processing of tantalum containing Class 7 ores at our Boyertown facility. We transport
this material under a license from the US Nuclear Regulatory Commission.

Performance Segment

The Performance Segment is comprised of two product lines: specialty grades of carbon black and
thermoplastic concentrates (referred to together as “performance products™); and fumed silica, fumed
alumina and dispersions thereof (referred to together as “fumed metal oxides™). In each product line, we
design, manufacture and sell materials that deliver performance in a broad range of customer applications.
Products are used in a wide variety of market segments across the automotive, construction and
infrastructure, and electronics and consumer products sectors.

Products

Carbon black is a form of elemental carbon that is manufactured in a highly controlled process to
produce particles and aggregates of varied structure and surface chemistry, resulting in many different
performance characteristics for a wide variety of applications. Our specialty grades of carbon black are used
to impart color, provide rheology control, enhance conductivity and static charge control, provide UV
protection, enhance mechanical properties, and provide chemical flexibility through surface treatment.
These products are used in a wide variety of applications, such as inks, coatings, cables, pipes, toners and
electronics. In addition, we manufacture black and white thermoplastic concentrates and compounds that are
marketed to the plastics industry.

Fumed silica is an ultra-fine, high-purity particle used as a reinforcing, thickening, abrasive,
thixotropic, suspending or anti-caking agent in a wide variety of products produced for the automotive,
construction, microelectronics, and consumer products industries. These products include adhesives,
sealants, cosmetics, inks, toners, silicone rubber, coatings, polishing slurries and pharmaceuticals. Fumed
alumina, also an ultra-fine, high-purity particle, is used as an abrasive, absorbent or barrier agent in a variety
of products, such as inkjet media, lighting, coatings, cosmetics and polishing slurnes.

Sales and Customers

Sales of these products are made by Cabot employees and through distributors and sales
representatives.

Under appropriate circumstances, we have entered into long-term supply arrangements with certain
customers for sales of our products. In fiscal 2008, sales under these contracts accounted for approximately
25% of the Performance Segment’s revenue. For the performance products line of business, these contracts
are with a broad number of customers. In contrast, in the fumed metal oxides line of business, the long-term
contracts are with two customers, and sales under these contracts account for a substantial portion of the
revenue of the fumed metal oxides line of business. The majority of volume sold under long-term contracts
in the Performance Segment are sold to customers located in North America and Western Europe.

Competition

We are one of the leading manufacturers of specialty grade carbon blacks in the world, with an
estimated 35% of the aggregate worldwide production capacity for these products. We are also one of the
five leading producers of thermoplastic concentrates in Europe. We believe we are the leading producer and
seller of fumed silica in the United States and second worldwide. We compete in the manufacture of
specialty carbon blacks primarily with two companies with a global presence, Columbian Chemicals



Company and Evonik Industries AG and with other regional companies. In the manufacture of fumed silica,
we compete primarily with Evonik, Wacker Chemie AG and Tokuyama Soda Corporation, ail of which
have a global presence, and with at least four other companies in various regional markets in which we
operate.

Competition for these products is based on product performance, quality, reliability, service, technical

innovation and price, as well as on the proximity of our manufacturing operations to those of our customers.

Raw Materials

The principal raw material used in the manufacture of carbon black is a portion of the residual heavy
oils derived from petroleum refining operations and from the distiltation of coal tars and the production of
ethylene throughout the world, Natural gas is also used in the production of carbon black. Raw material
costs generally are influenced by the availability of various types of carbon black feedstock and natural gas,
and related transportation costs. Importantly, movements in the market price for crude oil typically affect
carbon black feedstock costs. Accordingly, fluctuations in crude oil prices tend to create volatility in our
carbon black feedstock costs.

Other than carbon black feedstock, the primary materials used for thermoplastic concentrates are
titanium dioxide, thermoplastic resins and mineral fillers, Raw materials for these concentrates are, in
general, readily available.

Raw materials for the production of fumed silica are various chlorosilane feedstocks. The feedstocks
are either purchased or converted to product on a fee-basis (so called “toll conversion™) for owners of the
feedstock. We also purchase aluminum chloride as feedstock for the production of fumed alumina. We have
long-term procurement contracts or arrangements in place for the purchase of fumed silica feedstock, which
we believe will enable us to meet our raw material requirements for the foreseeable future. In addition, we
buy some raw materials in the spot market to help ensure flexibility and minimize costs.

Operations

We own, or have a controlling interest in, and operate plants that produce specialty grades of carbon
black in China, the United Kingdom, The Netherlands and the United States. Our thermoplastic
concentrates and compounds are produced in facilities in Belgium, Italy, the United Kingdom and China
(Hong Kong). We also own, or have a controlling interest in, manufacturing plants that produce fumed
metal oxides in Tuscola, [llinois; Midland, Michigan; China; the United Kingdom; and Germany. An
affiliate owns a fumed metal oxides plant in Mettur Dam, India. The following table shows our ownership
interest as of September 30, 2008 in these segment operations in which we own less than 100%:

Location Percentage Interest

Tianjin, China {performance products) 90% (consolidated subsidiary)
Jiangxi Province, China (fumed metal oxides) 90% (consolidated subsidiary)
Mettur Dam, India (fumed metal oxides) 50% (equity affiliate)

In fiscal 2008, we announced plans to build a masterbatch facility in Dubai. In fiscal 2008, we also
entered into a new joint venture agreement with our joint venture partner in China for the construction and
operation of a fumed silica plant in Tianjin, China. Construction of the fumed silica plant is expected to
commence in calendar 2009,

The Performance Segment has regional headquarters in Leuven, Belgium and Suresnes, France
(EMEA); and Shanghai, China (Asia Pacific).
New Business Segment

Our New Business Segment includes the Inkjet Colorants and Aerogel Businesses and the business
development activities of Cabot Superior Micropowders. A discussion of each of these Businesses follows.




Inkjet Colorants
Products

We produce and sell aqueous inkjet colorants primarily to the inkjet printing market. Our inkjet
colorants are high-quality pigment-based black and other colorant dispersions we manufacture by surface
treating specialty grades of carbon black and other pigments. Our black colorants have been used in several
inkjet printing systems introduced to the market since 1998. The expansion of our surface modification
technology (small molecule attachment) to other pigments permitted commercialization of color pigment
dispersions beginning in fiscal 2002. The dispersions are used in aqueous inkjet inks to impart color {optical
density or chroma) with improved durability (waterfastness, lightfastness and rub resistance} while
maintaining high printhead reliability. Cabot’s inkjet colorants are produced for various inkjet printing
markets, including small office and home office, corporate office, and commercial and industrial printing
applications, as well as for other niche applications that require a high level of dispersibility and colloidal
stability.

Sales and Customers

Sales of inkjet colorants are made by Cabot employees to inkjet printer manufacturers and to suppliers
of inkjet inks in the inkjet cartridge aftermarket. Many of our commercialized products have been developed
through joint research and development initiatives with inkjet printer manufacturers. These initiatives have
led to the development of exclusive differentiated products for our inkjet customers.

Competition

Our inkjet colorants are designed to replace traditional pigment dispersions and dyes used in inkjet
printing applications. Competitive products for inkjet colorants are organic dyes and other dispersed
pigments manufactured and marketed by large chemical companies and small independent producers.
Competition is based on product performance, technical innovation, quality, reliability, service and price.

Raw Materials

Raw materials for inkjet colorants include carbon black sourced from our carbon black plants, organic
pigments and other treating agents available from various sources. We believe that all raw materials to
produce inkjet colorants are in adequate supply.

Operations

Our inkjet colorants are manufactured at our facility in Haverhill, Massachusetts.

Aerogel Business
Products

Cabot’s aerogel is a nano-structured high surface area hydrophobic silica-based particle that is used in
a variety of thermal insulation and specialty chemical applications. In the construction industry, the product
is used in skylight, window, wall and roof systems for insulating eco-daylighting applications. In the oil and
gas industry, aerogel is used to insulate subsea pipelines. In the specialty chemicals industry, the product is
used to provide matte finishing, insulating and thickening properties for use in a variety of applications. We
continue to focus on application and market development activities for use of aerogel in these and other new
applications.

Sales and Customers

Sales of aerogel products are made principally by Cabot employees.



Competition

Although the manufacturing processes used are different, in premium insulation markets, our aerogel
products compete principally with aerogel products manufactured by Aspen Aerogel, Inc. and other
manufacturers of non-aerogel insulation products.

Raw Materials

The principal raw materials for the production of aerogels are silica sol and/or sodium silicate, which
we believe are in adequate supply.

Operations

We manufacture our aerogel product at our facility in Frankfurt, Germany using a unique and patented
manufacturing process. Finished products for use in the oil and gas industry are fabricated at a facility in
Billerica, Massachusetts.

Cabot Superior MicroPowders (“CSMP”")

CSMP is a research and development enterprise with multiple technology platforms and core
competencies in advanced particle manufacturing across a wide range of materials and the related materials
chemistries. Its principal areas of commercial focus are in developing advanced materials for anti-
counterfeiting security applications, portable stationary and automotive fuel cell applications, solar energy
applications, environmental and industrial catalyst applications, and for other performance material
applications. We expect the CSMP platforms to support the development of new technologies that
complement existing markets and provide opportunities for new business growth. Most of these activities
are conducted at our facilities in Albuquerque, New Mexico.

Specialty Fluids Segment
Products

Our Specialty Fluids Business produces and markets cesium formate as a drilling and completion fluid
for use primarily in high pressure and high temperature oil and gas well construction. Cesium formate
products are solids-free, high-density fluids that have a low viscosity, enabling safe and efficient well
construction and workover operations. The fluid is resistant to high temperatures, minimizes damage to
producing reservoirs and is readily biodegradable in accordance with the testing guidelines set by the
Organization for Economic Cooperation and Development. In a majority of applications, cesium formate is
blended with other formates or products.

Sales, Rental and Customers

Sales of our cesium formate products are made by Cabot employees and sales representatives directly
to oil and gas operating companies and through oil field service companies. We generally rent cesium
formate to our customers for use in drilling operations on a short-term basis. After completion of a job, the
customer returns the fiuid to Cabot and it is reprocessed for use in subsequent well operations. Any fluid
that is lost during use and not returned to Cabot is paid for by the customer. The rates to be charged to the
customer for the daily product rental and for lost preduct are agreed to before a job begins.

Since 2003, a large portion of our fluids have been used for drilling and completion of wells in the
North Sea, where we have been supplying cesium formate-based fluids for both reservoir drilling and
completion activities on large gas and condensate field projects in the Norwegian Continental Shelf. In
fiscal 2008, our fluids were also used in the drilling of appraisal wells in Argentina and in the completion of
wells in Hungary, Malaysia, Brunei and, most recently, in the northern Caspian Sea.
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Competition

Formate fluids, which were introduced to the market in the mid-1990s, are a relatively small but
growing part of the drilling and completion fluids market and compete mainly with traditional drilling fluid
technologies. Competition in the well fluids business is based on product performance, quality, reliability,
service, technical innovation and price, and proximity of inventory to customers’ drilling operations.

Raw Materials

The principal raw material used in this business is pollucite (cesium ore), which we obtain from our
mine in Manitoba, Canada. We own a substantial portion of the world’s known pollucite reserves ensuring
us an adequate supply of our principal raw material. Pollucite, however, is a finite resource. At current
production rates and our current estimate of reserve levels, we expect our supply in the mine to last at least
10 years. The process of estimating mineral reserves is inherently uncertain and requires making subjective
engineering, geological, geophysical and economic assumptions. Accordingly, there is likely to be
variability in the estimated reserve life of the ore body over time. In addition, we have existing inventory of
finished product and technical projects underway to recover cesium from low grade ore not currently in our
reserve estimates. These technical projects may require different, although well-established, recovery
techniques than we currently use.

Most jobs for which cesium formate is used require a large volume of the product. Accordingly, the
Specialty Fluids Business carries a large inventory of fluid.

Operations

We have a mine and a cesium formate manufacturing facility in Manitoba, Canada, as well as fluid
blending and reclamation facilities in Aberdeen, Scotland and in Bergen and Kristiansund, Norway. In
addition, fluid is warehoused at various locations around the world to support existing and potential
operations. In fiscal 2007, we established a regional sales office in Singapore in order to increase marketing
initiatives to prospective customers in China, Southeast Asia, Australia and New Zealand.

Patents and Trademarks

We own and are a licensee of various patents, which expire at different times, covering many of our
products as well as processes and product uses. Although the products made and sold under these patents
and licenses are important to Cabot, the loss of any particular patent or license would not materially affect
our business, taken as a whole. We sell our products under a variety of trademarks, the loss of any one of
which would not materially affect our business, taken as a whole.

Backlog

Our businesses are generally not seasonal in nature, although we typically experience some decline in
European and North American sales in the fourth fiscal quarter due to summer plant shutdowns and in sales
in Asia Pacific in the second fiscal quarter because of the New Year holidays in that region.

We do not consider backlog to be a significant indicator of the level of future sales activity. In general,
we do not manufacture our products against a backlog of orders. Production and inventory levels are based
on the level of incoming orders as well as projections of future demand. Therefore, we believe that backlog
information is not material to understanding our overall business and should not be considered a reliable
indicator of our ability to achieve any particular level of revenue or financial performance.

Employees

As of September 30, 2008, we had approximately 4,300 employees. Some of our employees in the
United States and abroad are covered by collective bargaining or similar agreements. We believe that our
relations with our employees are generally satisfactory.
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Research and Development

Cabot develops new and improved products and higher efficiency processes through Company-
sponsored research and technical service activities, including those initiated in response to customer
requests. Our expenditures for such activities generally are spread among our businesses and are shown in
the consolidated statements of operations.

Safety, Health and Environment (“SH&E”")

Cabot has been named as a potentially responsible party under the Comprehensive Environmental
Response, Compensation, and Liability Act of 1980 (the “Superfund law”) and comparable state statutes
with respect to several sites primarily associated with our divested businesses. (See “Legal Proceedings”
below.) During the next several years, as remediation of various environmental sites is carried out, we
expect to spend against our $9 million environmental reserve for costs associated with such remediation.
We anticipate that the expenditures at these sites will be made over a number of years. Adjustments are
made to the reserve based on our continuing analysis of our share of costs likely to be incurred at each site.
Inherent uncertainties exist in these estimates due to unknown conditions at the various sites, changing
governmental regulations and legal standards regarding liability, and changing technologies for handling
site investigation and remediation. While the reserve represents our best estimate of the costs we expect to
incur, no assurance can be given that the actval costs to investigate and remediate these sites will not exceed
the amounts accrued in the environmental reserve. While it is always possible that an unusual event may
occur with respect to a given site and have a matenial adverse effect on our results of operations in a
particular period, we do not believe that the costs relating to these sites, in the aggregate, are likely to have a
material adverse effect on our financial condition. Furthermore, it is possible that we may also incur future
costs relating to environmental liabilities not currently known to us or as to which it 1s currently not possible
to make an estimate.

Our ongoing operations are subject to extensive federal, state, local, and foreign laws, regulations,
rules, and ordinances relating to safety, health, and environmental matters (“"SH&E Requirements™). These
. SH&E Requirements include requirements to obtain and comply with various environmental-related permits
for constructing any new facilities and operating all of our existing facilities. We have expended
considerable sums to construct, maintain, operate, and improve facilities for safety, health and ,
environmental protection and to comply with SH&E Requirements. We spent approximately $14 million in
environmental-related capital expenditures at existing facilities in fiscal 2008 and anticipate spending
approximately $15 million for such matters in fiscal 2009. In additicn, we spent $11 million in fiscal 2008
and expect to spend another $15 million in fiscat 2009 to comply with new permit conditions at our facility
in Maua, Brazil.

In recognition of the importance of SH&E Requirements to Cabot, our Board of Directors has a Safety,
Health, and Environmental Affairs Committee. The Committee, which is comprised of non-employee
directors, meets at least three times a year and provides oversight and guidance in respect of Cabot’s safety,
health and environmental management programs and performance. In particular, the Committee reviews
Cabot’s environmental reserve, risk assessment and management processes, environmental and safety audit
reports, performance metrics, performance as benchmarked against industry peer groups, assessed fines or
penalties, site security and safety issues, health and environmental training initiatives, and the SH&E budget
and capital expenditures. The Committee also consuits with our outside and internal advisors regarding |
management of Cabot’s safety, health and environmental programs.

In February 2006, the International Agency for Research on Cancer (“LARC”) reaffirmed its
classification of carbon black as a Group 2B substance (known animal carcinogen, possible human
carcinogen). We have communicated IARC’s classification of carbon black to our customers and employees ,
and have included that information in our material safety data sheets and elsewhere, as appropriate. We -
continue to believe that the available evidence, taken as a whole, indicates that carbon black is not
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carcinogenic to humans, and does not present a health hazard when handled in accordance with good
housekeeping and safe workplace practices as described in our material safety data sheets.

In February 2003, the California Office of Environmental Health Hazard Assessment (“OEHHA™)
published a notice adding “carbon black (airborne, unbound particles of respirable size)” to the California
Safe Drinking Water and Toxic Enforcement Act, commonly referred to as Proposition 65. Proposition 65
requires businesses to warn individuals before they knowingly or intentionally expose them to chemicals
subject to its requirements, and it prohibits businesses from knowingly discharging or releasing the
chemicals into water or onto land where they could contaminate drinking water. We worked with the
International Carbon Black Association, as well as various customers and carbon black user groups, to
ensure our compliance with the requirements associated with the Proposition 65 listing of carbon black,
which became effective in February 2004. We have been informed that CEHHA is considering certain
changes that may result in removing the “airborne, unbound particles of respirable size”” qualifying language
from its listing of carbon black. If this change is adopted by OEHHA, it would result in increased labeling
and other requirements for our customers under Proposition 65.

Since October 2003, the European Commission (“EC”) has been developing a new European Union
(“EU") regulatory framework for chemicals called REACH (Registration, Evaluation and Authorization of
Chemicals). REACH, which became effective in June 2007, applies to all existing and new chemical
substances produced or imported into the EU in quantities greater than one ton a year. Manufacturers or
importers of these chemical substances are required to submit specified health, safety, risk and use
information about the substance to a cental agency. As we are committed to continuing to supply our EU
customers, efforts are underway to develop the registration dossiers for carbon black, fumed silica and
cesium formate to ensure registration of these substances prior to their November 2010 registration
deadline. We are also working with the manufacturers and importers of our other substances to ensure their
registration prior to the applicable deadline.

We are experiencing increased regulations by environmental agencies worldwide relating to the air
emissions from our manufacturing operations. This increased regulation is resulting in more restrictive air
emission limits globally, particularly as they relate to nitrogen oxide and sulphur dioxide emissions. In
addition, global efforts 1o reduce greenhouse gas emissions impact the carbon black industry as carbon
dioxide is emitted in the carbon black manufacturing process. In December 2005, the EC published a
directive that includes carbon black manufacturing in the combustion sector and in Phase II of the Emission
Trading Scheme, which establishes a maximum allowable emission credit for each ton of CO, emitted, for
the period 2008 to 2012. Various EU member states have included carbon black facilities in their national
allocation plans and a number of our carbon black plants in Europe were required to comply with the
Emission Trading Scheme beginning in calendar year 2008. We generally expect to purchase credits where
necessary to respond to allocation shortfalls. We are also pursuing certain Clean Development Mechanism
projects at various facilities in an effort to generate carbon credits to offset potential allocation shortfalls.
There are also ongoing discussions in other regions and countries, including the United States and Canada,
regarding greenhouse gas emission control and reduction programs, but those programs have not yet been
defined and their impact on us cannot be estimated at this time.

Since the terrorist attacks in the U.S. on September 11, 2001, various U.S. agencies and international
bodies have adopted security requirements applicable to certain manufacturing and industrial facilities and
marine port locations. These security-related requirements involve the preparation of security assessments
and security plans in some cases, and in other cases the registration of certain facilities with specified
governmental authorities. We are closely monitoring all security related regulatory developments and
believe we are in compliance with all existing requirements. Compliance with such requirements is not
expected to have a material adverse effect on our operations.
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Financial Information About Segments, Foreign and Domestic Operations and Export Sales

Segment financial data are set forth in MD&A and in Note T. A significant portion of our revenues and
operating profits is derived from overseas operations, The profitability of our segments is affected by
fluctuations in the value of the U.S. dollar relative to foreign currencies. (See MD&A and the Geographic
Information portion of Note T for further information relating to sales and long-lived assets by geographic
area.} Currency fluctuations, nationalization and expropriation of assets are risks inherent in international
operations. We have taken sieps we deem prudent in our international operations to diversify and otherwise
to protect against these risks, including the use of foreign currency financial instruments to reduce the risk
associated with changes in the value of certain foreign currencies compared to the U.S. dollar. (See the Risk
Management discussion contained in “Quantitative and Qualitative Disclosures About Market Risk™ in
Item 7A below and Note S of the Notes to the Company’s Consolidated Financial Statements).

Item 1A. Risk Factors

In addition to factors described elsewhere in this report, the following are important factors that could
cause our actual results to differ materially from those expressed in our forward-looking statements. It is not
possible, however, to predict or identify all such factors. Accordingly, investors should net consider the
following to be a complete discussion of all potential risks or uncertainties.

The volatility and disruption of the capital and credit markets and further adverse changes in the
global economy may negatively impact our business.

Our operations and performance are materially affected by worldwide economic conditions, which
have deteriorated significantly and may remain depressed for the foreseeable future. The recent market
turmoil and tightening of credit has generally reduced consumer confidence, increased difficulty in
collecting accounts receivable, increased pricing pressure on products and services, and led to volatile
energy prices and widespread reduction of global business activity. Uncertainty about current global
economic conditions has resulted in decreased consumer spending and a significant decline in sales in the
automolive, electronics and construction industries worldwide. As a result, we have experienced declines in
global demand for our products that serve these industries, as well as a slowdown in growth in emerging
markets where we have recently added, or have plans to increase, manufacturing capacity. These
developments are likely to result in decreased revenues and weaker results of operations and, if they persist,
could have a material adverse effect on our financial condition and cash flows.

Changes in supply-demand balance in the regions and the industries in which we operate may
adversely affect our financial results.

QOur key customers continue to shift their manufacturing capacity from mature markets such as North
America and Western Europe to emerging regions such as Asia, South America and Eastern Europe.
Although we are responding to meet these market demand conditions, we cannot be certain that we will be
successful expanding capacity in emerging regions (which depends in part on economic and political
conditions in these regions and, in some cases, on our ability to acquire or form strategic business alliances)
or in reducing capacity in mature regions commensurate with industry demand. Similarly, demand for our
customers’ products and our competitors’ reactions to market conditions could affect our financial results.

In addition, our Rubber Blacks, Performance Products and Fumed Metal Oxides Businesses are
sensitive to changes in industry capacity utilization. As a result, pricing tends to decrease when capacity
utilization in these businesses decreases, which could affect our financial performance.

Volatility in the price of raw materials or their reduced availability could decrease our margins.

Our manufacturing processes consume significant amounts of energy and raw materials, the costs of
which are subject to worldwide supply and demand as well as other factors beyond our control. Dramatic
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increases in such costs or decreases in the availability of raw materials at acceptable costs could have an
adverse effect on our results of operations. For example, movements in the market price for crude oil
typically affect carbon black feedstock costs. Accordingly, fluctuations in crude oil prices tend to create
volatility in our carbon black feedstock costs, and potentially our working capital and results of operations,
which we experienced in fiscal 2008. Although our long-term and some of our annual carbon black supply
contracts provide for a price adjustment to account for changes in feedstock costs, there is a lag between the
time when feedstock costs are incurred by us and the time when prices are adjusted under some of these
contracts. Accordingly, we may not be able to pass increased costs along to our customers when they occur,
which can have a significant negative impact on results of operations and cash flows in a given quarter. We
are in the process of taking steps to reduce this lag in our contracts as they come up for renewal, but there
can be no assurance we will be successful. In addition, it is possible that a supply contract with a price
adjustment mechanism could expire by its terms before we are able to recapture fully our raw material cost
increases. We have taken actions to offset the effects of higher raw material costs through selling price
increases in our non-contract sales, productivity improvements and cost reduction efforts. Success in
offsetting higher raw material costs with price increases is largely influenced by competitive and economic
conditions and could vary significantly depending on the market served, Such increases may not be
accepted by our customers, may not be sufficient to compensate for increased raw material and energy costs
or may decrease demand for our products and our volume of sales. If we are not able to fully offset the
effects of higher raw material or energy costs, it could have a significant impact on our financial results.

We depend on a group of key customers for a significant portion of our sales. A significant adverse
change in a customer relationship or in a customer’s performance or financial position could harm
our business and financial condition.

Our success in strengthening relationships and growing business with our largest customers and
retaining their business over extended time periods could affect our future results. We have a total of nine
customers in the tire, silicones, capacitor materials and microelectronics industries that together represent a
significant portion of our total net sales and operating revenues. In fiscal 2008, sales to The Goodyear Tire
and Rubber Company by our Rubber Blacks Business accounted for approximately 12% of our consolidated
revenues. The loss of any of our important customers, or a reduction in volumes sold to them because of a
work sto