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TECHNOLOGY I"IOVES US

The new OM Group has arrived, with a more predictable and sustainable
business profile and with technology leading the way and driving
shareholder value. The Company’s innovation and technology are the
building blocks for its strategy of organic and acquisitive growth.

OM Group’s business platforms are strategically aligned with favorable
long-term secular growth trends in its key markets and applications
around the world.

ABOUT OM GROUP

OM Group is a technology-based industrial growth company serving attractive global markets,
including automotive systems, electronic devices, aerospace, industrial and renewable energy. Our
business platforms use innovation and technology to address customers’ complex applications and

demanding requirements. For more information, visit the Company’s website at www.omgi.com.
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Joseph Scaminace
Charman and Chiet Executive Othicer

DEAR FELLOW SHAREHOLDERS

Dunng 2012 and into early 2013 We tompleted the strategic repositioning of our Company

away from i1s commodity metals legacy and into technology-based businesses. As a result,

the Company is now wellpositioned to achieve our core slrategic objectives:

B Providing specialized, value added solutions for our customers:

& Lypanding our leading positions in markets Wit att tive global groweth trends, and
# Complementing our organic growth initiatives with synergistic acquisitions,

Our new business profile, combined with our strong balance sheet, enables us 1o pursue

“our growth strategy with more predictable and sustainable businesses and a dlear vision for
dur futdre. Maore than ever before, we arein conteol of our desting.

The new OM Group bas @r‘herg@d a5 a technology-based industrial growth company. That
hearts Techinology Moves Us - i inspires ol people, and moves our Company higher
up the commercial value chain® closer to our customers: into new Markets, regions and
applications; and toward our Ultimate objective ol maximizing shareholder saltie:




Our key objectives for 2013 highlight our commitment
to technology and innovation. Before the end of April, we
expect to complete the sale of the Advanced Materials
business. Going forward, we are poised to leverage
technology and innovation to commercialize new products
in our attractive markets — including automotive systems,
electronic devices, industrial, aerospace and defense,
renewable energy, and medical. We will also penetrate
new markets, win new customers, and participate in
emerging applications through organic initiatives and
synergistic acquisitions. At the same time, our culture of
continuous improvement keeps us focused on financial
discipline and operational excellence.

MILESTONES AND HIGHLIGHTS

in early 2013, we announced definitive agreements to
divest our Advanced Materials business, which is the final
step in exiting our legacy commodity businesses. When |
joined the Comipany in 2005, we were a commodity nickel
and cobalt company. We had our share of success with
those businesses, and we certainly appreciate the efforts
of our people to deliver the results that supported our
transformation. But we recognized those businesses were

Our new business profile, combined with our
strong balance sheet, enables us to pursue

our growth strategy.

volatile and unpredictable, had limited differentiation, and
reduced our ability to maximize shareholder value.

So we took action. We sold the nickel business in
2007 and, by thoughtful planning and steady execution,
we began building our technology-driven business
profile. From 2007 through 2010, we expanded our
Advanced Organics product line by acquiring Borchers
GmbH; acquired the electronic chemicals businesses from
Rockwood Holdings, rounding out our Specialty Chemicals
platform; and launched our Battery Technologies segment
with the acquisition of EaglePicher Technologies.

Then, in 2011, we acquired Vacuumschmelze (VAQC),
which provided us with a new growth platform that is

well-positioned in attractive and diverse end markets,
with a focus on technology and innovation. We are
excited about this Magnetic Technologies business and its
potential growth paths, including our ability to build upon
its innovative products, customer relationships and
market positions.

FINANCIAL RESULTS

Our 2012 financia! performance was highlighted by
exceptionally strong cash flow. Our full-year cash flow
from operations was $208 million, the highest in the
Company’s history, driven by our most recent acquisitions
and working capital efficiency, as well as a strong
contribution from Advanced Materials. We repaid more
than $200 million of debt ahead of schedule, and still
ended the year with $228 million of cash on hand. Our
strong cash flow and credit capacity provide the Company
with the resources and financial flexibility to fuel organic
growth, pursue synergistic acquisitions and return capital
to shareholders, including through our recently announced
$50 million share repurchase program.

Other results in 2012 were negatively impacted by
challenging macroeconomic conditions in several of
our businesses. While 2012 net
sales were up 8 percent due to the
mid-year 2011 acquisition of VAC,
profitability was down. Adjusted
EBITDA declined to $143 million from
$224 million in 2011 due to lower
colbalt prices, a weaker European
economy and reduced global
demand for consumer electronics.
Our Battery Technologies business enjoyed another strong
year due to strong sales into defense and medical markets.
Business results and interest expenses contributed to
breakeven diluted earnings per share from continuing
operations in 2012.

In response to challenging business conditions, we
launched cost reduction actions in late 2012 that we
expect will result in $10 million to $20 million of savings in
2013, with higher savings in future years due to a full-year
impact. These cost reduction actions, which are enterprise-
wide and focus on permanent structural changes, are
expected to include headcount reductions; limited,
small-facility consolidations; corporate cost reduction
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initiatives; and supply chain optimization. We expect to
incur between $15 million and $20 million of restructuring
charges in 2013 as a result of these actions, primarily in
Europe. We believe that these cost reductions will improve
our profitability and cash flows in the near term, without
impacting our longer-term growth strategy.

BUSINESS OPPORTUNITIES

Qur Company is becoming increasingly defined by the
technology-driven opportunities for growth in each of
our three continuing strategic platforms. These businesses
work directly with customers, using our technology,
innovation and know-how, to develop solutions to meet
complex applications and demanding requirements. It's
clear: Technology Moves Us.

Our largest business, Magnetic Technologies,
continues to leverage its global leadership position in
high-performance magnetic
materials. its growth opportunities
are focused on several key
technology-dependent
applications — including keyless
entry systems, electrical power-
assisted steering and lower
emissions for automotive
applications; and magnetic and
other materials for aerospace,
industrial automation, and renewable and clean energy
applications. As a leading innovator with more than 750
patents and over 150 scientists and engineers, Magnetic
Technologies has been instrumental in our strategy to
become more technology-driven and focused on higher-
value applications.

Battery Technologies is leveraging its key competitive
strengths, including research and development, a wide
range of battery chemistries and technologies, and long-
standing relationships with its customers, to drive the
business into existing and new markets and applications.
In 2012, our defense product line was particularly strong,
and our medical battery product line built upon an already
impressive growth curve. In addition to our core product
lines of defense, aerospace and medical, this business is
also expanding into a number of emerging applications,
including commercial aircraft starter batteries, alternative
and grid energy storage, and oil and gas. For example, in
2012, we successfully demonstrated and began receiving

orders for our PowerPyramid™ grid-scale energy storage
system, which is used for renewable energy storage and
time-of-use optimization. Based on a proprietary blend of
battery chemistries and algorithms, this solution has long-
term application for integrating intermittent renewable
energy sources into the power grid.

Our Specialty Chemicals solutions are used by leading-
edge producers of consumer electronics, additives and
coatings, and other markets and applications. We continue
to benefit from our technology and innovation in our
electronic chemicals product line, as we expand into new
markets with new product offerings, and work closely
with our customers to provide products and services to
meet their needs for higher performance and device
miniaturization. Our 2011 acquisition of Rahu Catalytics is a
perfect example of the benefit of our focus on technology,
as our Borchi® OXY product line from that deal is setting

Our Company is becoming increasingly defined
by the technology-driven opportunities for
growth in each of our three continuing strategic
platforms. It’s clear: Technology Moves Us.

the standard for future growth in our Advanced Organics
product line. During 2012, we entered into an exclusive
worldwide distribution agreement with AkzoNobel to sell
our Borchi® OXY Cure products into the composite market,
and our Borchi® OXY Coat products continue growing at an

impressive rate.

BOARD CHANGES

During 2012, we strengthened our corporate governance
by adding a new member to our Board of Directors,
Hans-Georg Betz. Dr. Betz is the former CEQ of Advanced
Energy Inc., a global producer of power conversion



products; founder and former CEO of West Steag Partners
GmbH, a venture capitalist firm; and former COO and CEO
of Steag Electronics Systems. Dr. Betz brings a wealth of
global experience to our Board. Our current seven-member
Board includes six independent Directors.

On a sad note, we lost a dear friend and colleague,
Board member Gordon Ulsh, who died unexpectedly in
early 2013. Mr. Ulsh, who joined our Board in 2007, was
a trusted advisor, and we will miss his contributions.

We are committed to growing our Company
profitably, enhancing our technology profile,
controlling costs, focusing on cash flows and returns,
and continuing to increase shareholder value.

2013 PRIORITIES AND OUTLOOK

OM Group today is completely different than the company
| joined back in 2005. Then, we were a commodity
company largely dependent on metal prices, over which
we had no control. We developed a strategic plan to

exit our two legacy commodity businesses in favor of a
technology-driven portfolio that is closer to the customer,
working with them to find solutions to their complex
needs and requirements. We have delivered on our

plan, while staying true to our commitment to financial
discipline and operational excellence. Our resulting
business profile is more predictable and sustainable, and
we believe we will be better rewarded for the value we
deliver.

For 2013, we are focused on completing the sale of the
Advanced Materials business and maximizing the benefits
of the transaction — both financial and strategic. We plan
to use the proceeds along with existing cash to repay a
substantial portion of our debt — further strengthening our
balance sheet and providing the capacity and flexibility to
execute our growth strategy.

In our continuing businesses, we are committed to
driving organic sales growth and extending our geographic
reach to enable us to achieve our goal of increasing

sales organically by at least 5 percent annually over the
course of a normal business cycle. Through our operating
leverage, we will increase profits at a faster rate than sales,
and we will continue to operate with financial discipline
to deliver solid cash flows and improved returns. We

will implement our cost reduction plans, so that we can
achieve permanent cost savings and improve profitability.
And, finally, we will remain disciplined in our pursuit of
synergistic acquisitions, with our criteria being focused
on returns — such that any transaction will be accretive

to earnings within the

first one to two years of
ownership and cover cost
of capital within three to
five years. While we see
macroeconomic challenges
ahead in the short term, we
are optimistic about what
lies ahead for OM Group.
We believe we are well-
positioned in attractive end
markets where we will be rewarded for our technology
and innovation when conditions improve.

We are committed to growing our Company profitably,
enhancing our technology profile, controlling costs,
focusing on cash flows and returns, and continuing
to increase shareholder value. We could not do all of
this without the ongoing efforts and support of our
shareholders, associates, customers and suppliers — we
thank you for your support, and hope you share our
enthusiasm for the new OM Group. We are proud of what
we have accomplished together, and we want to continue
to make you proud of your relationship with us.

Sincerely,

Wm

Joseph Scaminace
Chairman and Chief Executive Officer

March 18, 2013
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PART |

Item 1. Business

Overview

OM Group, Inc. (the “Company”, “we"”, “our”, “us”) is a diversified industrial growth company serving
attractive global markets, including automotive systems, electronic devices, aerospace, general
industrial and renewable energy. We use innovative technologies to address customers’ complex
applications and demanding requirements. Our strategy is to grow organically through product
innovation and new market and customer development; to grow strategically through synergistic
acquisitions; and to maximize total stockholder return through a combination of business growth,
financial discipline, optimal deployment of capital and continued operational excellence. Our
objective is to deliver sustainable, profitable growth and create long-term stockholder value. The
Company is a Delaware Corporation and was formed in 1991.

During 2012, we operated in four business platforms, each of which is a reported segment. Further
discussion of and financial information for these segments, including external sales, operating profit
and total assets, is contained in Note 17 to the accompanying consolidated financial statements of this
Annual Report on Form 10-K.

On January 21, 2013, we announced that we signed definitive agreements to exit our Advanced
Materials business. We will sell our downstream business, including our cobalt refinery assets in
Kokkola, Finland, to a joint venture majority-owned by a subsidiary of Freeport-McMoRan Copper &
Gold Inc., and the transfer of our equity interests in our Democratic Republic of Congo-based joint
venture (known as GTL) to the other GTL joint venture partners. The transactions, which are expected
to be completed by April 30, 2013, may yield total potential cash consideration of up to $435 million,
including $325 million of initial proceeds at closing, plus the potential for up to an additional $110
million based on the business achieving certain revenue targets over a period of three years.

The Company consists of the following segments:

Magnetic Technologies segment

The Magnetic Technologies segment develops, manufactures and distributes differentiated, high-
performance, industrial-use magnetic materials and related products and systems with exceptional
magnetic and/or physical properties. A large majority of our products are specially designed and
manufactured for specific customers. We offer the complete range of magnetic technology products,
from magnetically soft products to the most powerful permanent magnets in the world. Our products
are sold into a wide array of end markets, including automotive systems, electrical installation
technology, general industrial, retail and renewable energy. We sell the majority of our products
directly to original equipment manufacturers who incorporate them into their sub-assemblies and
final assemblies. At December 31, 2012 and 2011, backlog was $101.3 million and $132.1 million,
respectively. The entire December 2012 backlog is expected to be converted into sales during the next
twelve months.

We believe we are a market leader for many of our applications within our primary geographic
markets; however, the competitive landscape remains fragmented with many competitors, and no
single competitor has significant market share and geographic coverage.

Magnetic Technologies uses nickel, cobalt and rare earth materials, primarily dysprosium and
neodymium, to produce its products. The supply of these rare earths is currently concentrated in China
and was constrained in 2011, resulting in significant price increases during 2011. These prices declined
significantly throughout 2012, and additional non-Chinese sources of supply are expected to develop in
the coming years. Please see Risk Factors for important information regarding rare earth raw materials.

The segment is focused on developing and leveraging its substantial patent portfolio to enter new
markets and increase market share.



Battery Technologies segment

The Battery Technologies segment provides advanced batteries, battery management systems, and
energetic devices for defense, aerospace and medical markets. We sell these products directly to
customers who incorporate them into sub-assemblies. The business is also focused on developing
products, technologies and applications for emerging markets, including commercial aerospace,
alternative energy storage and oil & gas.

At December 31, 2012, backlog was $128.0 million as compared with $122.9 million at December 31,
2011. At December 31, 2012, $14.6 million of the backlog is not expected to be converted into sales
during the next twelve months.

We believe we are a market leader for defense and aerospace applications in the U.S due to our
innovation, reliability and long-standing relationships with key customers. There are few competitors
qualified to supply into our principal markets. The segment’s top three customers account for over
half of its sales. The segment is a prime contractor or subcontractor for numerous U.S. Government
programs, including U.S. Government customers. Please see “Risk Factors” for important information
regarding U.S. government contracts and programs.

The segment is focused on developing new battery chemistries, expanding the markets it serves and
developing products and technologies for emerging applications.

Specialty Chemicals segment
The Specialty Chemicals segment develops, produces and supplies chemicals for electronic and
industrial applications, and photomasks used by customers to produce semiconductors and related
products. The majority of our sales are directly to customers. Orders are quickly filled, and backlog is
not material in this segment.

We believe we are a market leader for our products in several of the markets we serve, including
electronic devices, coatings and additives. Our customer base in this segment requires significant
technical support and high-quality formulations and products that meet stringent requirements and
quality specifications. New products and customers often require a long qualification process.

We are focused on providing innovative products that meet specific customer requirements and
expanding our geographical reach.

Advanced Materials segment

As discussed above, in January 2013 the Company entered into agreements to exit this business.
During 2012 and through the date of sale, this business manufactures inorganic products using
unrefined cobalt and other metals, for the mobile energy storage, renewable energy, automotive
systems, construction and mining, and industrial end markets. It also has a 55% interest in GTL.

To assist in the transition of the downstream business, the Company entered into two agreements
with the buyer pursuant to which: (1) OMG will act as intermediary in a supply agreement between
GTL and a joint venture majority-owned by a subsidiary of Freeport-McMoRan Copper & Gold Inc., in
back-to-back arrangements for a period of at least two years subject to delivery of a minimum of 7000
MT of cobalt feed, this arrangement is extendable for up to an additional six months in order to
deliver a minimum of 7000 MT of cobalt feed; and, (2) OMG will continue to serve as the U.S.
distributor for refined cobalt products in primarily back-to-back arrangements for a period of one year
after the closing. These agreements are expected to result in minimal profit or cash flow for OMG and
will be reported in the Advanced Materials segment until the agreements expire.

Raw Materials
The Company uses a variety of raw materials purchased from a broad supplier base. The primary raw
materials used by Magnetic Technologies were nickel, cobalt and certain rare earth materials,
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primarily dysprosium and neodymium. Unrefined cobalt is the principal raw material used by
Advanced Materials. Multiple suppliers are generally available for each of these materials; however,
some raw materials are sourced from a single supplier. Rare earth materials, principally neodymium
and dysprosium, are critical to the production of certain Magnetic Technologies products and currently
are available from a limited number of suppliers, primarily in China. Temporary shortages of raw
materials may occasionally occur and cause short-term price increases. Historically, these shortages
have not resulted in lack of availability of raw materials. The Company also uses certain raw materials
that must be qualified prior to being used in production. For these raw materials, changes in suppliers
may result in disruption of production, forward purchasing of contract requirements or re-
qualification expenses.

During periods of rapidly changing prices of key raw materials, there may be price lags that can
positively or negatively impact the short-term profitability and cash flow from operations of the
Company. Declines in the selling prices of the Company’s finished goods, which can result from
decreases in the market price of raw materials or other factors, can result in the Company’s inventory
carrying value being written down to a lower market value.

Foreign Operations

The Company has operations in North America, Europe and Asia-Pacific, with the majority of its
operations located outside of the United States. The Company markets its products worldwide and
purchases important raw materials from suppliers located outside of the United States. Although a
significant portion of the Company’s raw material purchases and product sales are based on the
U.S. dollar, sales at certain locations, prices of certain raw materials, certain non-U.S. operating
expenses and income taxes are denominated in local currencies. Accordingly, fluctuations in currency
prices affect the Company’s operating results. The primary currencies for which the Company has
foreign currency rate exposure are the European Union Euro, Taiwanese Dollar, Malaysian Ringgit,
Singapore Dollar, British Pound Sterling, Congolese Franc, Chinese Renminbi and the Canadian Dollar.
Please see “Risk Factors” for additional information regarding our foreign operations and Note 17 to
the accompanying consolidated financial statements to this Annual Report on Form 10-K for financial
information about geographic areas.

Research and Development

The Company’s research and development programs are part of its strategy to grow the business
through new products, applications and markets. Research and development expenses were
approximately $32.5 million in 2012, $24.8 million in 2011 and $11.8 million in 2010. The increases in
2012 and 2011 are primarily due to the acquisition of VAC in August 2011. These amounts do not
include development and application engineering costs incurred in conjunction with fulfilling
customer orders and executing customer projects.

Patents and Other Intellectual Property

The Company holds patents, registered primarily in Europe and the United States, relating to the
formulation, content, manufacturing, processing and use of certain products, materials and
chemistries. The Company also possesses other intellectual property, including trademarks,
tradenames, know-how, developed technology and trade secrets. Although the Company believes
these intellectual property rights are important in the operations of its specific businesses, it does not
consider any single patent, trademark, tradename, know-how, developed technology or trade secret
to be material to its business as a whole.

Environmental Matters

The Company is subject to a variety of environmental and pollution control laws and regulations in
the jurisdictions in which it operates. As is the case with other companies in similar industries, the
Company faces exposure from actual and potential claims and legal proceedings involving
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environmental matters. A number of factors affect the cost of environmental remediation, including
the determination of the extent of contamination, the length of time the remediation may require,
the complexity of environmental regulations and the continuing improvements in remediation
techniques. Taking these factors into consideration, the Company estimates the undiscounted costs of
remediation, which will be incurred over several years, and accrues an amount consistent with the
estimates of these costs when it is probable that a liability has been incurred. The Company
continually evaluates the adequacy of its reserves and adjusts the reserves when determined to be
appropriate. Ongoing environmental compliance costs, which are expensed as incurred, were
approximately $15.3 million in 2012 and $13.2 million in 2011. The Company anticipates that it will
continue to incur compliance costs for the foreseeable future; however, the amount and timing of
future environmental expenditures could vary significantly. The Company believes that its ultimate
aggregate cost of environmental remediation as well as liability under environmental protection laws
will not materially adversely affect its financial condition or results of operations.

Employees
At December 31, 2012, the Company had 6,800 full-time employees, including 380 at the Company'’s
consolidated joint venture, with whom we believe we have good relations.

SEC Reports

The Company makes available, free of charge, through its website, (www.omgi.com) its reports on
Forms 10-K, 10-Q and 8-K as soon as reasonably practicable after the reports are electronically filed
with the Securities and Exchange Commission. A copy of any of these documents is available in print,
free of charge, to any stockholder who requests a copy, by writing to OM Group, Inc., 127 Public
Square, 1500 Key Tower, Cleveland, Ohio 44114-1221 USA, Attention: Investor Relations. The SEC
maintains an internet website at http://www.SEC.gov that contains the Company’s report proxy
statements and other information. You may read and copy any materials filed with the SEC at the
SEC’s Public Reference Room at 100 F Street, NE, Washington DC 20549. You may obtain information
on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330.

Item 1A. Risk Factors

The following discussion of “risk factors” identifies the most significant risks that our business faces.
Our business, financial condition and results of operations could be materially adversely affected by
any of these risks. There may be additional risks and uncertainties not presently known to us or that
we currently deem to be immaterial. These risks should be read in conjunction with the other
information in this Annual Report on Form 10-K.

We are subject to risks arising from uncertainty in worldwide economic conditions.

Overall demand for our products and our profitability may be adversely affected by changes in global
economic conditions, including inflationary or deflationary pressures; interest rates; access to and
functioning of capital markets; consumer and business spending rates; and higher commodity, raw
material and fuel costs. Current uncertainty regarding global economic conditions could lead to
reduced demand for our products, reduced profitability, and increased payment delays or defaults. We
are limited in our ability to reduce costs to offset the results of a prolonged or severe economic
downturn in light of certain fixed costs associated with our operations.

Extended business interruption at our key facilities could have an adverse impact on operating
results.

Our results of operations are dependent in large part upon our ability to produce and deliver products
promptly upon receipt of orders. Our facilities in Finland, Germany, the United States, Taiwan and the
DRC are critical to our business, and any damage to or other conditions significantly interfering with
the operation of our facilities, such as an interruption of our supply lines or work stoppages, could
have a material adverse effect on our business, financial condition and results of operations.
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We are at risk from fluctuations in the price and uncertainties in the supply of cobalt, rare earth
materials and other raw materials.

Unrefined cobalt is the principal raw material we use in manufacturing Advanced Materials products,
and nickel, cobalt and certain rare earth materials, primarily dysprosium and neodymium, are the
primary raw materials used by Magnetic Technologies. Fluctuations in the price of cobalt, rare earth
materials and other raw materials have been significant in the past and we believe price fluctuations
are likely to occur in the future. Our ability to pass increases in raw material costs through to our
customers by increasing the selling prices of our products is an important factor in our business. We
cannot guarantee that we will be able to maintain an appropriate differential between customer
prices and our costs at all times, which could lead to reduced profitability. In addition, we may be
required under U.S.GAAP accounting rules to write down the carrying value of our inventory when
cobalt, rare earth and other raw material prices decrease.

There are a limited number of supply sources for unrefined cobalt, primarily the DRC, Finland and
Russia. Rare earth materials are available from a limited number of suppliers, primarily in China.
Political and civil instability and unexpected adverse changes in laws or regulatory requirements,
including with respect to export duties, quotas or embargoes, may affect the market price and
availability of raw materials, including cobalt and rare earth materials, particularly from the DRC and
China, respectively. If a substantial interruption should occur in the supply of cobalt or rare earth
materials, we may not be able to obtain other sources of supply in a timely fashion or at a reasonable
price. A substantial increase in the price or an interruption in supply of cobalt or rare earth materials
may cause our customers to look for substitute materials or processes which could lead to reduced
demand for our products.

We intend to seek additional acquisitions, but we may not be able to identify attractive targets,
complete transactions, or successfully integrate acquired companies, which could adversely affect our
strategy.

Our strategy anticipates growth partly through future acquisitions; however, our ability to identify
and consummate any future acquisitions on terms that are favorable to us may be limited by the
number of attractive acquisition targets, internal demands on our resources and our ability to obtain
financing. Our success in integrating newly-acquired businesses could be compromised if we fail to
retain key personnel or fail to execute effective integration plans. Integration of acquired operations
may take longer, or be more costly or disruptive to our business, than originally anticipated, and it is
also possible that expected synergies from future acquisitions may not materialize. We also may incur
costs and divert management attention for potential acquisitions that are never consummated.
Acquisitions could result in the incurrence of additional debt, costs and contingent liabilities.

There may be liabilities of the acquired companies that we fail to properly determine during the due
diligence investigation and for which we, as a successor owner, may be responsible. indemnities and
warranties obtained from the seller may not fully cover the liabilities due to limitations in scope,
amount, duration, financial limitations of the indemnitor or warrantor or other reasons.

On January 21, 2013 we announced the signing of definitive agreements to exit our Advanced Materials
business, but the arrangements are subject to customary closing conditions, including regulatory
approvals, which might prevent their successful completion. The divestiture of our Advanced Materials
business, including the sale of our refinery assets in Kokkola, Finland to a joint venture majority-owned by
a subsidiary of Freeport-McMoRan Copper & Gold, Inc., and the transfer of the Company’s equity interest
in its DRC-based joint venture (GTL) to our current partners in GTL, are the final steps in exiting our legacy
commodity businesses. The closing of the sale of the Advanced Materials business is subject to regulatory
approvals in 5 jurisdictions and other customary conditions. While we do not believe that there are any
issues that would delay or impede regulatory approvals or completion of the other closing conditions,
there can be no assurances that all closing conditions will be met and the divestiture completed.
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A portion of the purchase price for the Advanced Materials business is contingent on the business
achieving certain revenue targets over a period of three years, over which time we may receive all, a
portion or none of the $110 million.

In connection with the divestiture of our Advanced Materials business $110 million of the purchase
price is subject to the buyer, a joint venture majority-owned by a subsidiary of Freeport-McMoRan
Copper & Gold, Inc., achieving certain revenue targets over a period of three years. The achievement
of those targets is subject to a number of factors not within our control, including cobalt metal price,
the supply of unrefined cobalt and sales volumes. Accordingly, over the three year period following
the closing, we may receive all, a portion or none of the $110 million contingent purchase price.

Our indebtedness may impair our ability to operate our business successfully.

The terms of our indebtedness could adversely affect our ability to finance future operations or capital
needs and pursue available business opportunities. The terms of our Senior Secured Credit Facility
contain various provisions that limit our ability to, among other things, incur additional indebtedness,
make investments, sell assets and return capital to stockholders through dividends. These restrictions
could place us at a competitive disadvantage against less levered competitors. In addition we are
exposed to increases in interest rates since some of our borrowings have variable interest rate
provisions.

In addition, our Senior Secured Credit Facility requires us to maintain specified financial ratios, satisfy
certain financial condition tests, and repay our indebtedness when it becomes due. Events beyond our
control, including changes in general economic and business conditions, may affect our ability to meet
these requirements. We cannot assure that we will meet those requirements or that the lenders will
waive any failure to meet those requirements. A breach of any of these covenants or any other
restrictive covenants contained in our Senior Secured Credit Facility would result in an event of
default. An event of default could result in the holders of the affected indebtedness declaring all
amounts outstanding, together with accrued interest, to be immediately due and payable. If we were
unable to pay such amounts or secure new financing, Senior Secured Credit Facility lenders could
proceed against the collateral pledged to them, which is a substantial portion of our assets.

Changes in effective tax rates or adverse outcomes resulting from examination of our income tax
returns could adversely affect us.

We are subject to income taxes in the United States and numerous jurisdictions outside of the United
States. Significant judgment is required in evaluating our worldwide provision for income taxes.
During the ordinary course of business, there are many transactions for which the ultimate tax
determination is uncertain. For example, our effective tax rates could be adversely affected by the mix
of earnings in various tax jurisdictions with different tax rates, changes in the valuation of our
deferred tax assets and liabilities, the timing and amounts of funds repatriated to the U.S., and
changes in tax laws, regulations and accounting principles and interpretations.

We are subject to tax audits in various jurisdictions, and such jurisdictions may assess additional
income tax against us. The final determination of tax audits and any related litigation could be
materially different from our historical income tax provisions and accruals, resulting in a material
reduction of net income.

The majority of our operations are outside the United States, which subjects us to risks that may
adversely affect our operating results.

Conducting business outside the U.S subjects the Company to risks related to the differing legal and
regulatory requirements and the social, political and economic conditions of many jurisdictions. These
risks include currency rate fluctuations, political instability, civil unrest or labor difficulties; inconsistent
support of legal rights; difficulty collecting receivables and longer customer payment cycles;
unexpected additional taxes, tariffs, restrictions on capital flows, and restrictions on trade; and
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unexpected adverse changes in foreign laws or regulatory requirements. Furthermore, unexpected
and dramatic devaluations of currencies in developing or emerging markets, could negatively affect
the value of our earnings from, and of the assets located in, those markets.

We engage in business in certain countries where the risk of public sector corruption and bribery is
high. We have implemented policies and procedures and conducted employee training to assure that
our operations are in compliance with anti-corruption laws. If our compliance actions fail, a violation
of anti-corruption laws could result in serious penaities, including criminal and civil sanctions.

The level of returns on pension plan assets and changes in the actuarial assumptions used could
adversely affect us.

Our operating results may be positively or negatively impacted by the amount of expense we record
for our defined benefit pension plans. U.S. GAAP requires that we calculate pension expense using
actuarial valuations, which are dependent upon our various assumptions including estimates of
expected long-term rate of return on plan assets, discount rates for future payment obligations, and
the expected rate of increase in future compensation levels. Our pension expense and funding
requirements may aiso be affected by our actual return on plan assets, and by legislation and other
government regulatory actions. Changes in assumptions, laws or regulations could lead to variability
in operating results and could have a material adverse impact on liquidity.

Our financial condition could be negatively impacted if we fail to maintain sufficient cash in the
United States.

The majority of our cash and cash equivalents are held outside the United States. If a substantial
amount of cash were required in the United States for debt repayment, capital expenditures or other
initiatives including future acquisitions, we may be required to repatriate funds to the United States
with potentially unfavorable tax consequences or otherwise finance the desired activity.

We are subject to stringent environmental regulation that could cause us to incur unanticipated costs
or liabilities and could affect sales of our products.

We have expended, and may be required to expend in the future, substantial funds for compliance
with laws and regulations relating to the storage, handling, disposal, emission and discharge of
materials into the environment. In addition, we may from time to time be subjected to claims for
personal injury, property damages or natural resource damages made by third parties or regulators.
Given the many uncertainties involved in assessing liability for environmental claims or fully
anticipating the scope of unknown contamination and remediation, our current reserves may prove to
be insufficient.

In addition, new or revised governmental regulations relating to health, safety and the environment
may affect demand for our products. For example, the European Union’s REACH legislation, which has
established a system to register and evaluate chemicals manufactured in, or imported to, the
European Union and requires additional testing, documentation and risk assessments for the chemical
industry, could affect our ability to sell certain products. Such new or revised regulations may result in
heightened concerns about the chemicals involved and in additional requirements being placed on the
production, handling, or labeling of these chemicals and may increase the cost of producing them,
transporting them and/or limit the use of such chemicals or products containing such chemicals, which
could lead to a decrease in demand. Similar legislation is being implemented in several other areas of
the world. As a result of these regulations, customers may avoid purchasing some products in favor of
perceived environmentally sensitive, less hazardous or less costly alternatives.

We may not be able to respond effectively to technological changes in our industry or in our
customers’ products.

Our future business success will depend in part upon our ability to continue to enhance our
technological capabilities, develop and market products and applications that meet changing
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customer needs and successfully anticipate or respond to technological changes on a cost-effective and
timely basis. Moreover, technological and other changes in our customers’ products or processes may
render some of our products obsolete, which would reduce the demand for those products. In
addition, technical advances by competitors may lead to production of less expensive or more effective
products could reduce future sales.

We may not be able to adequately protect or enforce our intellectual property rights.

We rely on patents and trade secrets to protect our intellectual property. We attempt to protect and
restrict access to our trade secrets and proprietary information, but it may be possible for a third party
to obtain our information and develop similar technologies. If a competitor infringes upon our patent
or other intellectual property rights, enforcing those rights could be difficult, expensive and time-
consuming, making the outcome uncertain. Even if we are successful, litigation to enforce our
intellectual property rights or to defend our patents against challenge could be costly and could divert
management’s attention.

Because we depend on several large customers for a significant portion of our revenues, our
operating results could be adversely affected by any disruption of our relationship with these
customers or any material adverse change in their businesses.

We depend on several large customers for a significant portion of our business. For example, sales to
the top three customers in the Battery Technologies segment represented over half of Battery
Technologies’ net sales in 2012. Any disruption in our relationships with our major customers,
including any adverse modification of our agreements with them or their unwillingness or inability to
perform their obligations under the agreements, could adversely affect us. In addition, any material
adverse change in the financial condition of any of our major customers could have similar adverse
effects.

We operate in very competitive industries.

We have many competitors. Some of our principal competitors have greater financial and other
resources and greater brand recognition than we have. Accordingly, these competitors may be better
able to withstand changes in conditions within the industries in which we operate and may have
significantly greater operating and financial flexibility than we do. As a result of the competitive
environment in the markets in which we operate, we currently face and will continue to face pressure
on the sales prices of our products from competitors and large customers. With these pricing pressures,
we may experience future reductions in the profit margins on our sales, or may be unable to pass on
future raw material price or operating cost increases to our customers, or incur to a sudden loss of
business.

We believe that industry consolidation among our peers could result in stronger competitors with
greater financial and other resources that are better able to compete for customers.

The insurance that we maintain may not fully cover all potential exposures.

We maintain property, business interruption and casualty insurance but such insurance may not cover
all risks associated with the hazards of our business and is subject to limitations, including deductibles
and maximum liabilities covered. We are potentially at risk if one or more of our insurance carriers
fail. Additionally, severe disruptions in the domestic and global financial markets could adversely
impact the ratings and survival of some insurers. In the future, we may not be able to obtain coverage
at current levels, and our premiums may increase significantly on coverage that we maintain.

Our Battery Technologies segment maintains contracts with the United States Government and is
subject to government regulations and uncertain levels of funding or modification due to changes in
customer priorities and potential termination.

U.S. Government contracts are subject to specific regulations including those related to employment
practices, environmental protection, recordkeeping and accounting. These laws impact how we
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transact business with our governmental clients and, in some instances, impose significant costs on our
business operations. If we fail to comply with any of these regulations, requirements or statutes, our
existing government contracts could be terminated, and we could be temporarily suspended or even
debarred from government contracting or subcontracting which would reduce our sales and profits.
Non-compliance with government regulations could also result in financial penalties, disallowed
payments to us, and criminal prosecution.

The funding of U.S. Government programs is subject to congressional budget authorization and
appropriation processes. We cannot predict the extent to which funding will be provided as part of
the budgets ultimately approved by Congress. In the event that appropriations for any of our or our
customers’ programs are impacted, our contract or subcontract under such program may be
terminated or adjusted by the U.S. Government. We also cannot predict the impact of potential
changes in priorities due to sequestration, military transformation and planning and/or the nature of
war-related activity on related programs.

We are at risk as a result of current circumstances and developments regarding the DRC.

A substantial amount of our supply of cobalt is sourced from the DRC, a nation that has historically
experienced outbreaks of political instability, changes in national and local leadership, financial crises
and basic infrastructure challenges. GTL has experienced an increase in claims by DRC national and
local government agencies for additional taxes and customs duties and we cannot predict whether
GTL will receive additional claims in the future.

Failure to retain and recruit key personnel would harm our ability to meet key objectives.
Our key personnel are critical to the management and direction of our businesses. Our future success
depends, in large part, on our ability to retain key personnel and other capable management
personnel. It is particularly important that we retain our senior management group that is responsible
for implementing our strategy. If we were not able to attract and retain talented personnel and
replace key personnel should the need arise, we may not successfully execute our strategy.

Our stock price may continue to be volatile.

Historically, our common stock has experienced substantial price volatility. In addition, the stock
market has experienced and continues to experience significant price and volume volatility that has
often been unrelated to our operating performance. These broad market fluctuations may adversely
affect the market price of our common stock.

Any impairment in the value of our intangible assets, including goodwiill, would negatively affect our
operating results and total capitalization.

Our total assets reflect substantial intangible assets, primarily goodwill. The goodwill results from our
acquisitions and represents the excess of cost over the fair value of the identifiable net assets we
acquired. We assess at least annually whether there has been any impairment in the value of our
intangible assets. If future operating performance at one or more of our business units were to fall
significantly below current levels, if competing or alternative technologies emerge, if market
conditions for acquired businesses decline, if significant and prolonged negative industry or economic
trends continue, if our stock price and market capitalization declines, or if future cash flow estimates
decline, we could incur under current applicable accounting rules, a non-cash charge to operating
earnings for goodwill impairment. Any determination requiring the write-off of a significant portion
of unamortized intangible assets would negatively affect our results of operations and equity book
value, the effect of which could be material.

Item 1B. Unresolved Staff Comments
None.
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Item 2. Properties

The Company believes that its plants and facilities, which are of varying ages and of different
construction types, have been satisfactorily maintained, are suitable for the Company’s operations and
generally provide sufficient capacity to meet the Company’s production requirements.

The Company’s Kokkola, Finland production facility is situated on property owned by Boliden Kokkola
Oy. The Company and Boliden Kokkola Oy share certain physical facilities, services and utilities under
agreements with varying expiration dates.

The number, type, location and size of the Company’s properties as of December 31, 2012, by
segment, are set forth below:

Square
Footage (in
Number and Nature of Facilities thousands)
Sales/
Segment Manufacturing  Warehouse  Service = Owned Leased
Magnetic Technologies ........... 6 6 15 1,464 359
Advanced Materials .............. 2 2 2 804 2
Specialty Chemicals ............... 16 16 15 606 486
Battery Technologies ............. 8 9 9 408 135
Leased Facilities
Expiration Dates
Locations (years)
North
Segment America Europe _A_si_a Other Minimum Maximum
Magnetic Technologies ........................ 1 4 10 — 1 10
Advanced Materials ............. ... .. ... ... —_ 1 2 1 1 2
Specialty Chemicals ................ ... ... ...... 12 9 7 — 1 29
Battery Technologies .......................... 5 — —_ - 3 9

Item3. Legal Proceedings

The Company is a party to various legal and administrative proceedings incidental to its business. We
believe that disposition of all suits and claims related to our ordinary course of business should not in
the aggregate have a material adverse effect on the Company’s financial position or results of
operations.

Item 4. Mine Safety Disclosures
Not applicable.

Executive Officers of the Registrant

The information under this item is being furnished pursuant to Instruction 3 to Item 401(b) of
Regulation S-K and General Instruction G of Form 10-K. Set forth below is the name, age, positions
and offices held by each of the Company’s executive officers, as well as their business experience
during the past five years. Dates indicate when the individual was named to or held the indicated
position.

Joseph Scaminace — 59
Chairman and Chief Executive Officer (August 2005)

Christopher M. Hix — 50
Vice President and Chief Financial Officer (January 2012)
Vice President and Chief Financial Officer, Robbins & Myers, Inc. (August 2006 — December 2011)

Valerie Gentile Sachs — 57
Vice President, General Counsel and Secretary (September 2005)
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Stephen D. Dunmead — 49
Vice President and General Manager, Specialties (January 2006) — Mr. Dunmead announced his
resignation effective February 28, 2013

Gregory J. Griffith — 57
Vice President, Strategic Planning and Development (May 2012)
Vice President, Strategic Planning, Development and Investor Relations (February 2007)

Michael V. Johnson — 61
Vice President, Human Resources (November 2010)
Senior Vice President, Human Resources, FXI Foamex Innovations (January 2008 — October 2010)
Human Resources Consultant (September 2006 — January 2008)
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PART Il

Item 5.
Purchases of Equity Securities

Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer

The Company’s common stock is traded on the New York Stock Exchange under the symbol “OMG".
As of December 31, 2012, the number of record holders of the Company’s common stock was 989.

The high and low market prices for the Company’s common stock for each quarter during the past

two years are presented in the table below:

2012 2011
Sales Price Cash Sales Price Cash
High Low Dividend High Low Dividend
Firstquarter . ................ $31.26 $22.76 $— $39.85 $33.43 $—
Second quarter .............. $28.09 $16.72 $— $40.67 $31.72 $—
Third quarter . ............... $21.86 $15.12 $— $41.88 $25.50 $—
Fourth quarter ............... $22.30 $17.40 $— $30.39 $20.13 $—

We intend to continue to retain earnings for use in the operation and expansion of the business and
therefore do not anticipate paying cash dividends in 2013.

Item 6. Selected Financial Data

(In millions, except per share data)
Income Statement Data:
Net sales

Amounts attributable to OM Group, Inc. common
stockholders:

Income (loss) from continuing operations before
cumulative effect of change in accounting
principle, net of tax

Income (loss) from discontinued operations, net
of tax

Net income (loss)

Net income (loss) per common share attributable
to OM Group, Inc. common stockholders —
diluted:

Continuing operations
Discontinued operations

Net income (loss)

Balance Sheet Data:

Cash and cash equivalents
Total assets
Long-term debt, excluding current portion
Cash Flow Data:

Net cash provided by operating activities

Year Ended December 31,

2012 2011 2010 2009 2008
$1,637.8 $1,5145 $1,196.6 $ 871.7 $1,736.8
$ (386) $§ 421 $ 826 $ (19.4) $ 1349

(0.3) 0.1 0.7 1.5 0.1
$ (389) $ 420 $ 833 $ (179) $ 1350
$ (1.21) $ 135 § 270 $ (0.64) $ 445

(0.01) — 0.03 0.05 —
$ (122) $ 135 $ 273 $ (059 $ 445
$ 2276 $ 2921 $ 4006 $ 3554 $ 24438
$2,499.4 $2,873.8 $1,772.7 $1,441.1 $1,4344
$ 4541 $ 663.2 $ 90.0 $ — $ 261
$ 2084 $ 1248 $ 1266 $ 1654 $ 1721

13



Results for 2012 include $55.9 million of charges related to VAC inventory purchase accounting step-
up, pension settlement expense of $2.5 million pre-tax, $2.9 million pre-tax gain recognized on the
sale of property in China, $6.5 million acceleration of deferred financing fees and an EPT escrow
settlement of $6.0 million pre-tax. See note 3 in our Consolidated Financial Statements included in
Item 8 of this Form 10-K for further discussion.

Results for 2011 include pre-tax acquisition-related charges recorded in Magnetic Technologies of
$111.2 million, Corporate acquisition-related fees of $15.4 million and a $9.7 million pre-tax gain
recognized on the sale of land.

Results for 2010 include Battery Technology acquisition-related charges of $3.2 million pre-tax and
Corporate acquisition-related fees of $2.2 million pre-tax.

Results for 2009 include a $37.5 million pre-tax goodwill impairment charge, a $12.7 million pre-tax
restructuring charge and a $4.7 million pre-tax gain on termination of the retiree medical plan.

Results for 2008 include an $8.8 million pre-tax goodwill impairment charge and a $46.6 million tax
benefit related to an election to take foreign tax credits on prior year U.S. tax returns.

In 2012 we changed from the cost method to the equity method of accounting for an investment in
China. The Company recorded a retrospective adjustment to the investment balance, results of
operations and retained earnings as if the equity method had been in effect during all previous
periods since August 2011 in which the investment was acquired. The effect of the change to the
Company’s 2011 consolidated results of operations was to increase other income by $4.1 million.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Management’s discussion and analysis of financial condition and results of operations should be read
in conjunction with the consolidated financial statements and the notes thereto appearing elsewhere
in this Annual Report.

General

OM Group, Inc. (the “Company”, “we"”, “our”, “us") is a diversified industrial growth company serving
attractive global markets, including automotive systems, electronic devices, aerospace, general
industrial and renewable energy. We use innovative technologies to address customers’ complex
applications and demanding requirements. Our strategy is to grow organically through product
innovation and new market and customer development, to grow strategically through synergistic
acquisitions, and to maximize total stockholder return through a combination of business growth,
financial discipline, optimal deployment of capital and continued operational excellence. Our
objective is to deliver sustainable, profitable growth and create long-term stockholder value.

"o
’

On August 2, 2011, the Company completed the acquisition of the outstanding equity interests in VAC
Holding GmbH (“VAC”) for $812.2 million of total consideration and formed the Magnetic
Technologies segment for that business.

In the Fourth Quarter of 2012, the Company, as a result of enhancing its financial planning and
analysis efforts, discovered that a portion of Magnetic Technologies’ Cost of goods sold were
misclassified in Selling, general and administrative expenses (“SG&A") since the acquisition when the
business converted the basis of its financial reporting from International Financial Reporting Standards
to US GAAP. The Company corrected the classification of these expenses by restating its Quarterly
Reports on Form 10-Q filed during 2012. The reclassification has no impact on previously-reported net
sales, operating profit, net income, or net income per share on the Company’s Condensed Statements
of Consolidated Operations, nor does it have any effect on the Company’'s previously-reported
Condensed Consolidated Balance Sheets, Statements of Consolidated Comprehensive Income (Loss),
Condensed Statements of Consolidated Cash Flows, Condensed Statements of Consolidated Total
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Equity or segment net sales and operating profit. The Company has evaluated the error for the period
ending December 31, 2011 in accordance with Staff Accounting Bulletin (SAB) 99, SAB 108 and
Accounting Standards Codification (ASC) 250 and determined that the impact of the misclassification
in 2011 is not material. The Company made correction of the amounts related to this misstatement for
2011 in this Annual Report for 2012.

On January 21, 2013, the Company announced that it signed definitive agreements to exit its
Advanced Materials business. These agreements include the sale of its downstream business, including
its cobalt refinery assets in Kokkola, Finland, to a joint venture majority-owned by Freeport-McMoRan
Copper & Gold Inc. and the transfer of its equity interests in its Democratic Republic of Congo (DRO)-
based joint venture (known as GTL) to the other GTL joint venture partners. The transactions, which
are expected to be completed by April 30, 2013, may yield total potential cash consideration of up to
$435 million, including $325 million on initial proceeds at closing, plus the potential for up to an
additional $110 million based on the business achieving certain revenue targets over a period of three
years.

The Company operates in four business platforms, each of which is a reported segment. Further
discussion of and financial information for these segments, including external sales, operating profit
and total assets, is contained in Note 17 to the accompanying consolidated financial statements of this
Annual Report on Form 10-K.

Magnetic Technologies segment

The Magnetic Technologies segment develops, manufactures and distributes differentiated, high-
performance industrial-use magnetic materials and related products and systems with exceptional
magnetic and/or physical properties for a wide array of end markets, including automotive systems,
electrical installation technology, general industrial, retail and renewable energy.

Battery Technologies segment
The Battery Technologies segment provides advanced batteries, battery management systems, battery-
related research and energetic devices for the defense, aerospace and medical markets.

Specialty Chemicals segment

The Specialty Chemicals segment develops, produces and supplies chemicals for electronic and
industrial applications, and photomasks used by customers to produce semiconductors and related
products.

Advanced Materials segment

As discussed above, in January 2013 the Company entered into agreements to exit this business.
During 2012 and through the date of sale, this business manufactures inorganic products using
unrefined cobalt and other metals, for the mobile energy storage, renewable energy, automotive
systems, construction and mining, and industrial end markets. It also has a 55% interest in GTL.

Related to our exit from this business and to assist in the transition of the downstream portion of the
business to the new owner, we entered into two agreements pursuant to which: (1) We will act as
intermediary in a supply agreement between GTL and the Kokkola refinery in back-to-back
arrangements for a period of at least two years subject to delivery of a minimum of 7000 MT of cobalt
feed. This arrangement is extendable for up to an additional six months in order to deliver a minimum
of 7000 MT of cobalt feed; and, (2) We will continue to serve as the U.S. distributor for refined cobalt
products in primarily back-to-back arrangements for a period of one year after the closing. These
agreements are expected to result in minimal profit or net cash flow for us. The related activity will be
reported in the Advanced Materials segment until the agreements expire. After the expiration of
these agreements, the Advanced Materials segment is expected to be discontinued and no longer be
reported.

15



Executive Overview

As discussed above, we completed the acquisition of VAC during the third quarter of 2011. The
increase in consolidated sales in 2012 compared to 2011 is due primarily to a full twelve months of
sales of VAC in the current year. Sales and operating profits in Magnetic Technologies were bolstered
in early 2012 by the positive effects of rare-earth pricing. However, as rare-earth pricing retreated
throughout 2012, these pricing benefits trended downward and then were essentially absent by
fourth quarter 2012, when the Company recorded a lower of cost or market charge to write-down the
value of its inventory to market. In Battery Technologies, the increase in sales and operating profit in
2012 was due primarily to non-U.S. defense sales, as well as higher medical volumes. In Specialty
Chemicals, sales and operating profit were down due primarily to lower volumes, which were
negatively impacted by the Thailand flooding in the early part of the year, a weak electronics market
and a weak European economy. In Advanced Materials, sales and operating profit were negatively
impacted by the lower cobalt and copper price compared to prices in 2011, as well as lower volumes
due to product demand weakness in Europe.
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Consolidated Operating Results for 2012, 2011 and 2010
Set forth below is a summary of the Statements of Consolidated Operations for the years ended
December 31,

2012 2011 2010
(restated)
(in thousands & percent of net sales)
Netsales ... ..o i e $1,637,791 $1,514,535 $1,196,646
Costofgoodssold ...l 1,381,441 1,258,649 911,958
Grossprofit ........ ... il 256,350 15.7% 255,886 16.9% 284,688 23.8%
Selling, general and administrative expenses ........ 260,519 15.9% 229,052 15.1% 162,042 13.5%
Gainonsaleofproperty ............. ... ool (2,857) (9,693) —
Operating profit(loss) ................ ... ... ... (1,312) (0.1)% 36,527 24% 122,646 10.2%
Otherexpense, net...........c.coiiiiiiinnnnnnnnnn (47,137) (7,584) (15,331)
Income tax (expense) benefit .................. ..., 2,771 17,796 (29,656)
Income (loss) from continuing operations, net of
72 ) (45,678) 46,739 77,659
Income (loss) from discontinued operations, net of
2 P (266) (59) 726
Consolidated netincome (loss) .................... (45,944) 46,680 78,385
Net (income) loss attributable to noncontrolling
iNterest . ... . 7,063 (4,669) 4,989
Net income (loss) attributable to OM Group, Inc.
common stockholders .............. ... ... .. $ (38,881) $ 42,011 $ 83374
Earnings per common share — basic:
Income (loss) from continuing operations
attributable to OM Group, Inc. common
stockholders........... ..ot $ (1.21) $ 1.35 $ 2.72
Income from discontinued operations attributable
to OM Group, Inc. common stockholders ........ (0.01) — 0.02
Net income (loss) attributable to OM Group, Inc.
common stockholders . ... ... ... .. ... ... $ (1.22) $ 1.35 $ 2.74
Earnings per common share — assuming dilution:
Income (loss) from continuing operations
attributable to OM Group, Inc. common
stockholders ........... ..ot $ (1.21) $ 1.35 $ 2.70
Income from discontinued operations attributable
to OM Group, Inc. common stockholders ........ (0.01) — 0.03
Net income (loss) attributable to OM Group, Inc.
common stockholders . .................... ... $ (1.22) $ 1.35 $ 2.73
Weighted average shares outstanding
BaSIC . .iti s 31,885 31,079 30,433
Assuming dilution ......... ... .. il 31,885 31,244 30,565
Amounts attributable to OM Group, Inc. common
stockholders:
Income (loss) from continuing operations, net of
X vt e $ (38,615) $ 42,070 $ 82,648
Income from discontinued operations, net of tax . .. (266) (59) 726
Netincome (I0SS) .. ... iiiiaeennns $ (38,881) $ 42,011 $ 83,374

The Company is providing adjusted operating profit (loss), adjusted EBITDA, and adjusted earnings per
common share attributable to OM Group, Inc. common stockholders — assuming dilution, which are
non-GAAP financial measures. The tables below present reconciliations of these amounts to the
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comparable U.S. GAAP amounts. The Company believes that the non-GAAP financial measures
presented in the tables facilitate a comparative assessment of the Company’s operating performance
and enhance investors’ understanding of the performance of the Company's operations. The non-
GAAP financial information set forth in the tables below are not alternatives to reported results
determined in accordance with U.S. GAAP.

(in thousands)

Operating profit (loss) — as reported ... ... . ..

VAC inventory purchase accounting step-up
andLCMcharges ..................... ..

Pension settlement expense ...... .. ... ... .
Gainonsaleofland ........... ... .. ... . ...

Adjusted operating profit ........ ... .. ... ...
Depreciation and amortization .. ... .. ... ...

Adjusted EBITDA ... ... ... ... .............

(in thousands)

Operating profit (loss) — as reported .........

VAC inventory purchase accounting step-up
andLCMcharges .................... ...

Other acquisition-related charges ...........
Gainonsaleof property ...................

Adjusted operating profit ...................
Depreciation and amortization .............

Adjusted EBITDA . ........ ...,

(in thousands)

Operating profit (loss) — as reported .........
Acquisition-related charges ..................

Adjusted operating profit ...................
Depreciation and amortization .............

Adjusted EBITDA ................cciiiiian..

2012
Magnetic Battery Special Advanced
Technologies Technologies Chemicals Materials Corporate Consolidated
$ (22,265) $19,587 $37,990 $ 6,427 $(43,051) $ (1,312)
55,874 —_ -_ —_ —_ 55,874
— — - — 2,469 2,469
- — (2.857) — - (2.857)
$ 33,609 $19,587 $35,133 $ 6,427 $(40,582) $ 54,174
40,832 10,091 20,768 16,897 688 89,276
$ 74,441 $29,678 $55,901 $ 23,324 $(39,894) $143,450
2011
Magnetic Battery Special Advanced
Technologies Technologies Chemicals Materials Corporate Consolidated
$(66,914) $12,125 $62,251 $ 81,186 $(52,121) $ 36,527
106,600 — — — —_ 106,600
4,600 — — —_ 15,400 20,000
$(9,693) $ (9,693)
$ 44,286 $12,125 $52,558 $ 81,186 $(36,721) $153,434
17,202 9,592 22,406 20,687 480 70,367
$ 61,488 $21,717 $74,964 $101,873 $(36,241) $223,801
2010
Magnetic Battery Special Advanced
Technologies Technologies Chemicals Materials Corporate Consolidated
$ — $ 5,061 $59,558 $ 95,633 $(37,606) $122,646
—_ 3,198 — — 2,200 5,398
$ - $ 8,259 $59,558 $ 95,633 $(35,406) $128,044
— 9,473 23,048 20,587 989 54,097
$ — $17,732 $82,606 $116,220 $(34,417) $182,141
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Year Ended December 31,
2012 2011 2010

Diluted Diluted Diluted
(in thousands, except per share data) $ EPS $ EPS $ EPS

Net income attributable to OM Group
iInc.—asreported .................. $(38,615) $ (1.21) $ 42,070 § 1.35 $82,648 $ 270

Less:

VAC inventory purchase accounting
step-up and lower of cost or market
charges, netoftax ................. 38,623 1.21 75,425 2.4

Acquisition-related charges, net of
AKX f i e — _ 18,195 0.58 4,948 0.17

Pension settlement expense, net of
7). QU 2,469 0.08 — —

Gain on sale of land, netoftax ........ (2,857) (0.09) (8,568) (0.27)

Acceleration of deferred financing fees,
netoftax ............ ... ... 6,524 0.20 — —

EPT escrow settlement, netoftax ...... (6,045) (0.19) — —

Adjustment of GTL's prepaid tax
allowance (OMG’s 55% share) ....... — — (3,424) (0.11)

Other discrete tax items, net........... —_ —_ 1,327 0.04 618 0.02

Adjusted income from continuing
operations attributable to OM Group,
NG ittt $ 99 $ — $125,025 $ 4.00 $88,214 $ 2.89

Weighted average shares outstanding —
diluted .......... ... ... ol 32,011 31,244 30,565

Magnetic Technologies acquisition-related charges in 2012 totaled $38.6 million (net of related tax
benefit), representing the step-up value for inventory in purchase accounting that turned through cost
of goods sold. Other items impacting operating profit included a land sale gain of $2.9 million, net of
tax in Specialty Chemicals, and expense of $2.5 million, net of tax related to a settlement charge
associated with lump-sum cash settlements to certain participants in one of our U.S. defined benefit
pension plans. Below operating profit, the Company recorded $6.0 million, net of tax of Other income
for a fourth quarter 2012 receipt of cash from an escrow account related to the Battery Technologies
acquisition, and recorded Interest expense of $6.5 million, net of tax in the second half of 2012 related
to accelerated amortization of deferred financing fees as a result of early repayments of debt.

Magnetic Technologies 2011 results include charges of $75.0 million, net of tax of inventory purchase
accounting step-up charges and lower of cost or market charges, $18.2 million of acquisition related
fees and $2.2 million of severance charges. 2010 includes acquisition-related charges of $4.9 million,
net of tax.

Corporate acquisition-related charges relate to acquisition fees in each year.

19



2012 Compared with 2011
The following table identifies, by segment, the components of change in net sales and operating
profit in 2012 compared with 2011:

Operating Adjusted
profit - as operating

(in thousands) Net sales reported profit
20T $1,514.5 $ 36.5 $153.4
Increase in 2011 from:

Magnetic Technologies ................ ... .. .......... 355.4 44.6 (10.7)
Battery Technologies . .......... ... ... ... ... 14.2 7.5 7.5
Specialty Chemicals ............... ... ... .. ... ... ..... (53.0) (24.3) (17.4)
Advanced Materials . ........ ... ... .. . (193.8) (74.8) (74.8)
Corporate ... — 9.1 (3.9)
Intersegmentitems ........... . ... 0.5 0.1 0.1
2002 e $1,637.8 $ (1.3) $ 54.2

Net sales increased $123.3 million, or 8.1%, primarily due to the VAC acquisition in August 2011, for
which 2012 includes a full twelve months of sales activity. Sales in Magnetic Technologies were
bolstered in 2012 by the positive effects of rare-earth pricing, which drove results higher. As rare-earth
pricing retreated throughout 2012, these pricing benefits trended downward and then were
essentially absent by fourth quarter 2012. in Battery Technologies, the increase in sales in 2012 was
due primarily to non-US defense sales, as well as higher volumes for medical applications. In Specialty
Chemicals, sales were down primarily due to lower volumes, which were negatively impacted by the
2011 Thailand floods, a weak consumer electronics market and a weak European economy. In
Advanced Materials, sales were negatively impacted by lower cobalt and copper prices compared to
the prior year, as well as lower volumes due to weakness in Europe.

Gross profit increased slightly to $256.4 million in 2012, compared with $255.9 million in 2011. The
largest factors affecting the $0.5 million increase in gross profit were the full 12 months of VAC results
and favorable mix and higher volumes in Battery Technologies, partially offset by unfavorable prices
and decreased volume in Advanced Materials and decreased volume in Specialty Chemicals . Excluding
VAC inventory purchase accounting step-up charges, gross profit as a percentage of net sales was
19.1% in 2012 compared with 23.9% in 2011.

Selling, general and administrative expenses (“SG&A") increased to $260.5 million in 2012 compared
with $229.1 million in 2011. The increase was primarily due to a full 12 months of VAC results, partially
offset by fees associated with acquisitions in 2011 of $17.8 million. 2012 results also include a $2.5
million settlement charge associated with lump-sum cash settlements to certain participants in a
defined benefit pension plans. As a percentage of sales, SG&A increased to 15.9% in 2012 from 15.1%
in 2011, primarily due to lower sales from businesses owned for all of 2011.

The following table summarizes the components of Other expense, net:
Year Ended December 31,

2012 2011 Change
(in thousands)
INterest eXPeNnse .. ......couei i $(45,798)  $(23,268) $(22,530)
Accelerated amortization of deferred financing fees ... (6,524) — (6,524)
Interestincome ... 774 1,440 (666)
Foreign exchange gain (loss) ........................ (1,007) 10,564 (11,571)
Otherexpense, net........... ..., .. 5,418 3,680 1,738

$(47,137) ¢$ (7.584) $(39,553)
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The increase in interest expense is due to a full twelve months of borrowings and interest expense
related to the VAC acquisition in August 2011. During 2012, we made accelerated principal payments
of $197.0 million on our Euro Term B Facility using cash on hand, and as a result recorded accelerated
amortization of deferred financing fees of $6.5 million. The foreign exchange loss in 2012 is primarily
related to the impact on our net Euro debt position from the weakening of the USD against the Euro
in 2012; the opposite occurred in 2011. Other income (expense), net in 2012 includes the $6.0 million
escrow receipt related to the Battery Technologies acquisition as described above.

In 2012 we changed from the cost method to the equity method of accounting for an investment in
China. The Company recorded a retrospective adjustment to the investment balance, results of
operations and retained earnings as if the equity method had been in effect during all previous
periods since August 2011 in which the investment was acquired. The effect of the change to the
Company’s 2011 consolidated results of operations was to increase other income by $4.1 million.

The Company recorded an income tax benefit of $2.8 million on pre-tax loss of $48.4 million for 2012,
resulting in an effective tax rate of 5.7%. The effective tax rate was impacted by VAC purchase
accounting related inventory charges of $55.9 million, a tax expense of $10.4 million related to GTL
which included a $5.6 million increase in the valuation allowance for prepaid tax asset (see GTL
Prepaid Tax discussion in Critical Accounting Policies) and $6.6 million for other GTL permanent
differences.

Excluding the impact of VAC purchase accounting related inventory charges and GTL discrete and
permanent items, the effective tax rate for the year ended December 31, 2012 would have been 30%.
This rate is lower than the U.S. statutory tax rate primarily due to income earned in tax jurisdictions
with lower statutory rates than the U.S., and a tax efficient financing structure, partially offset by
losses and carry-forwards in certain jurisdictions (including the U.S. and Germany) with no
corresponding tax benefit.

The Company recorded an income tax benefit of $17.8 million on pre-tax income of $28.9 million for
2011. The income tax benefit was due to the VAC acquisition and discrete items. The largest discrete
item in 2011 was related to GTL prepaid tax allowance reversal of $6.2 million (see GTL Prepaid Taxes
discussion in Critical Accounting Policies). Excluding the impact of the VAC acquisition and discrete
items, the effective income tax rate for the year ended December 31, 2011 would have been 12%. This
rate is lower than the U.S. statutory tax rate primarily due to income earned in tax jurisdictions with
lower statutory rates than the U.S., a tax efficient financing structure and a tax holiday in Malaysia,
partially offset by losses in certain jurisdictions (including the U.S.) with no corresponding tax benefit.
The Malaysian tax holiday expired on December 31, 2011.

The loss attributable to the noncontrolling interest was driven by losses at GTL in 2012 resulting from
the low cobalt price and electrical problems in the DRC that negatively impacted production.
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2011 Compared with 2010
The foliowing table identifies, by segment, the components of change in net sales in 2011 compared
with 2010:

Adjusted

Operating profit (loss) operating
(in thousands) Net sales - as reported profit
2000 . e $1,196.6 $122.6 $128.0
Increase in 2011 from:
Megnetic Technologies . ..................... 276.2 (66.9) 443
Ba:tery Technologies ........................ 14.9 7.1 3.9
Spacialty Chemicals ......................... 7.3 2.7 (7.0)
AcvancedMaterials . ............. ... ... ..... 20.2 (14.4) (14.4)
Corporate . .......ciiiiii — (14.5) (1.3)
Intersegmentitems ........... .. .. ... .. ... (.7 — ﬂ)
2010 L $1,514.5 $ 36.6 $153.4

Net sales increased $317.9 million, or 26.6%, primarily due to the VAC acquisition. A full year of sales
for Battery Technologies in the 2011 period compared to eleven months of sales in the 2010 period
contributed $10.1 million to the increase in net sales.

Gross profit decreased to $255.9 million in 2011, compared with $284.7 million in 2010. The largest
factors affecting the $28.8 million decrease in gross profit were: lower cobalt price and higher process-
based material costs, partially offset by higher volume in Advanced Materials; an unfavorable shift in
mix of products sold in Specialty Chemicals; and the negative gross profit of VAC, including the
acquisition-related inventory charges; all partially offset by higher volumes, price/mix and income
from sales of recycled material in Battery Technologies.

Selling, general and administrative expenses (“SG&A") increased to $229.1 million in 2011 compared
with $162.0 million in 2010. The increase was primarily due to $43.6 million of Magnetic Technologies
SG&A expenses and $15.4 million in fees associated with acquisitions recorded in Corporate. The
following table summarizes the components of Other expense, net:

Year Ended December 31,

201 2010 Change
(in thousands)
INterest eXPeNnse ... ..ottt e $(23,268) $ (5,255) $(18,013)
Interest INCOME ... . it i e i e 1,440 908 532
Foreign exchange gain (loss) .......................... 10,564 (10,679) 21,243
Other expense, Net .............cieuiiuienaenenannan.. 3,680 (305) 3,985

$ (7.584) $(15,331) $ 7,747

The increase in interest expense is due to borrowings to finance the acquisition of VAC. The foreign
exchange gain in 2011 is primarily related to movements in Euro/U.S. dollar exchange rates and the
resulting impact on the revaluation of non-functional currency cash and debt balances. The foreign
exchange loss in 2010 was primarily related to the revaluation of non-functional currency cash
balances due to changes in exchange rates, primarily the Euro, the Malaysian Ringgit and the
Taiwanese Dollar.

In 2012 we changed from the cost method to the equity method of accounting for an investment in
China. The Company recorded a retrospective adjustment to the investment balance, results of
operations and retained earnings as if the equity method had been in effect during all previous
periods since August 2011 in which the investment was acquired. The effect of the change to the
Company’s 2011 consolidated results of operations was to increase other income by $4.1 miilion.
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The Company recorded an income tax benefit of $17.8 million on pre-tax income of $28.9 million for
2011. The income tax benefit was due to the VAC acquisition and discrete items. The largest discrete
item in 2011 was related to GTL prepaid tax allowance reversal of $6.2 million (see GTL Prepaid Taxes
discussion in Critical Accounting Policies). Excluding the impact of the VAC acquisition and discrete
items, the effective income tax rate for the year ended December 31, 2011 would have been 12%. This
rate is lower than the U.S. statutory tax rate primarily due to income earned in tax jurisdictions with
lower statutory rates than the U.S., a tax efficient financing structure and a tax holiday in Malaysia,
partially offset by losses in certain jurisdictions (including the U.S.) with no corresponding tax benefit.
The Malaysian tax holiday expired on December 31, 2011.

During 2010, the Company recorded income tax expense of $29.7 million on pre-tax income of $107.3
million, resulting in an effective income tax rate of 27.6%. Without discrete items, the effective
income tax rate for 2010 would have been 22.6%. This rate is lower than the U.S. statutory tax rate
primarily due to income earned in tax jurisdictions with lower statutory rates than the U.%, a tax
holiday in Malaysia and a tax efficient financing structure, partially offset by losses in certain
jurisdictions (including the U.S.) with no corresponding tax benefit. The Company recorded discrete
tax items netting to expense of $5.4 million, including $10.1 million of discrete tax expense re'ated to
GTL. The GTL items are primarily comprised of an $11.5 million charge to reserve a portion of GTL's
prepaid income tax balance, and a benefit of $2.6 million primarily related to a return to f.-ovision
adjustment.

Segment Results and Corporate Expenses

Magnetic Technologies

On August 2, 2011, the Company completed the acquisition of VAC. As a result of the acquisition, the
Company created a new segment named Magnetic Technologies, which consists of VAC. The financial
position, results of operations and cash flows of VAC are included in the Consolidated Financial
Statements from the date of acquisition.

The primary raw materials used by Magnetic Technologies are nickel, cobalt and certain rare earth
materials, primarily dysprosium and neodymium. During 2011, rare earth prices spiked and
subsequently declined throughout 2012. Rare earth materials are currently available from a limited
number of suppliers, primarily in China. Supply of rare earth materials is expected to increase as
additional sources outside of China become available.

The segment is focused on developing and leveraging its substantial patent portfolio to enter new
markets and increase market share and on reducing its cost structure.

For the year ended December 31,

2012 2011 2010

(in millions)
Netsales ... ... o e e $631.6 $276.1 n/a
Operating loss .. ..ottt e $(22.3) $(66.9) n/a
VAC inventory purchase accounting step-up and LCM charges .. .. 55.9 106.6 —
Acquisition-related charges ......... ... ... ... .. . — 46 —
Adjusted operating profit .......... ... $336 $443 n/a

Acquisition-related charges in 2012 include $55.9 million of charges as a result of purchase accounting
related to acquired inventory. As of December 31, 2012, all of the inventory step-up related to the
2011 acquisition has been charged to cost of goods sold. Acquisition-related charges in 2011 included
$106.6 million of inventory purchase accounting step-up charges, $2.4 million of transaction fees and
$2.2 million of severance charges.

23



2012 Compared with 2011
The following table identifies the components of change in net sales and operating profit:

(in millions) Sales Operating profit
20T e e $276.1 $ (66.9)
Increase (decrease) in 2012 from:

Selling price/mix .. ... oo e (11.1) (2.0)
VOlUME . e e (23.8) (9.4)
FOreign Currency . ... ....cooiniiin it i eia e (17.0) (1.6)
Rare earth pricing effects including LCM .. .. ................... — (30.0)
PPAand othercharges ....... ... . i — 102.7
Jan-July 2012 activity . ... ..o e 407.4 (8.9)
Operating eXpenses . .. ..ottt e - (6.3)
Other ..o e e e — 0.1
2012 L $631.6 $(22.3)

Net sales increased $355.5 million, primarily due to the VAC acquisition in August 2011 for which 2012
includes a full 12 months of sales activity. Sales in Magnetic Technologies were bolstered in both 2011
and 2012 by the positive effects of rare-earth pricing, which drove results higher. As rare-earth pricing
retreated throughout 2012, these pricing benefits trended downward and then were essentially absent
by fourth quarter 2012, when the Company recorded a lower of cost or market charge, at year-end
excluding purchase accounting impacts, of approximately $18 million (in addition to a $22 million lower
of cost or market charge in the second quarter) to reflect market prices at year-end. In 2012 compared
to 2011, volumes were lower due to lower demand caused primarily by the weaker European economy.
2012 sales were also impacted by the weaker Euro against the USD in 2012 versus the 2011 period.

Operating profit in 2012 increased $44.6 million when compared with 2011. Adjusting for the VAC
inventory step-up and other acquisition-related charges, operating profit decreased by $10.7
million. The decrease was driven by LCM charges in 2012; lower rare-earth pricing benefits in 2012
compared to 2011; lower volumes, as customer demand was negatively impacted by the weak
European economy; and higher operating expenses. These factors were partially offset by a full twelve
months of profit in 2012 compared to 2011.

Battery Technologies
The segment is focused on developing new battery chemistries and products and expanding its served
markets while reducing its cost structure in response to the uncertainty around government spending.

For the year ended December 31,

2012 2011 2010
(in millions)
Netsales ... ...t $143.0 $128.8 $113.9(a)
Operating profit .. ...t $196 $ 121 $ 5.1)b)
Acquisition-related charges .............. ... ... ... $ — $ — % 32
Adjusted operating profit ........ ... . ... oo, $196 $ 121 §$ 83

(a) Includes activity since the acquisition of EaglePicher on January 29, 2010.

(b) Includes purchase accounting adjustments which reduced operating profit in 2010 by $3.2 million
for acquired inventories and deferred revenue. These acquisition-related charges will not recur in
the future.
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The Battery Technologies segment tracks backlog, which is equal to the value of unfulfilled orders for
which funding is contractually obligated by the customer and for which revenue has not been
recognized. At December 31, 2012, backlog was $128.0 million as compared with $122.9 million at
December 31, 2011. $14.6 million of the backlog at December 31, 2012 is not expected to be converted
into sales during the next twelve months.

2012 Compared with 2011

The following table identifies the components of change in net sales and operating profit:
(in millions) Sales Operating profit
20T e $128.8 $12.1
Increase (decrease) in 2012 from:
Salesvolume ... ... . . e 14.6 2.1
PO NI o oot et e e e e e e e e (0.4) 3.6
Other . — 1.8
2002 e $143.0 $19.6

Battery Technologies net sales increased in 2012 due to increased volume, driven by non-U.S. defense
sales and higher medical sales. Operating profit benefited from higher volumes and favorable mix.

2011 Compared with 2010
The following table identifies the components of change in net sales and operating profit:

(in millions) Sales Operating profit
2010 L e $113.9 $ 5.1
Increase (decrease) in 2011 from: —
January 2011 salesvolume ........ ... .. ... . i, 10.1 —
February — December salesvolume ........................... 2.7 —
Volume e — 1.0
PriCe/MiX .o e — 1.3
Operating eXpenses . . ... ovuu et e — (0.9)
Purchase accounting adjustmentin2010....................... 8 3.2
Other, principally sale of recycled material ..................... 1.3 24
20T L e $128.8 $12.1

Operating profit in 2011 benefited from higher volumes, prices and income from sales of recycled
material. 2010 operating profit reflects acquisition-related adjustments of $3.2 million.

Specialty Chemicals

During 2012, this segment experienced lower demand due to the 2011 Thailand floods, which
continued to negatively impact customer demand in the overall supply chain in the early part of the
year, weak consumer electronics demand, and the weak European economy.
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For the year ended December 31,

(in millions) 2012 2011 2010

Netsales ... ... . i i ettt $417.0 $470.0 $462.7
Operating profit (loss) . .......... ... i $380 $623 § 596
Gainonsaleofproperty ......... .. o i i (2.9) 9.7) —
Adjusted operating profit .............. ... ... $351 $526 §$ 596

2012 Compared with 2011
The following table identifies the components of change in net sales and operating profit:

(in millions) Sales Operating profit
2000 $470.0 $62.3
Increase (decrease) in 2012 from:

VolUME . (32.1) (13.2)
Selling price/mix . ... .. o i (13.1) (6.5)
FOreign CUImenCy ... ..o e (8.6) 0.1
Gainonsaleofproperty .......... ... . . — (6.8)
Other .. 0.8 2.1
2002 e e $417.0 $ 38.0

The sales and operating profit decrease in 2012 compared to 2011 was primarily due to decreased
volume caused by economic conditions in Europe and continued weak consumer demand, particularly
in electronics. Selling price/mix was negatively impacted by lower average selling prices in tire,
coatings and chemicals markets as well as pricing pressures in the very competitive photomasks
market. The segment also recorded lower land sale gains in 2012 compared to 2011.

2011 Compared with 2010
The following table identifies the components of change in net sales and operating profit:

(in millions) Sales Operating profit
2000 e e e e e e $462.7 $59.6
Increase (decrease) in 2011 from:

VOIUME . o e e 0.6 (0.5)
PriCe/MiX . oo e e 1.0 (8.9)
Gainonsaleofland ........... ... . i i e — 9.7
FOoreign currency . ...t e 8.8 0.7
Other . e e e e ﬂ) 17
20T $470.0 $62.3

The operating profit increase in 2011 compared to 2010 was primarily due to the gain recognized on
the sale of land at a former manufacturing facility, mostly offset by an unfavorable shift in mix of
products sold.

Advanced Materials
As discussed above, in January 2013 the Company entered into agreements to exit this business.
During 2012 and through the date of sale, this business manufactures inorganic products using
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unrefined cobalt and other metals, for the mobile energy storage, renewable energy, automotive
systems, construction and mining, and industrial end markets. It also has a 55% interest in GTL.

Related to our exit from this business and to assist in the transition of the downstream portion of the
business to the new owner, we entered into two agreements pursuant to which: (1) We will act as
intermediary in a supply agreement between GTL and the Kokkola refinery in back-to-back
arrangements for a period of at least two years subject to delivery of a minimum of 7000 MT of cobalt
feed. This arrangement is extendable for up to an additional six months in order to deliver a minimum
of 7000 MT of cobalt feed; and, (2) We will continue to serve as the U.S. distributor for the purchaser
of refined cobalt products in primarily back-to-back arrangements for a period of one year after the
closing. These agreements are expected to result in minimal profit or net cash flow for us. The related
activity will be reported in the Advanced Materials segment until the agreements expire. After the
expiration of these agreements, the Advanced Materials segment is expected to be discontinued and
will no longer be reported.

The primary raw material used by Advanced Materials is unrefined cobalt. The cost of Advanced
Materials raw materials, and prices charged to customers, fluctuate due to many variables including
changes in the cobalt reference price, actual or perceived changes in supply and demand of raw
materials, changes in availability from suppliers, and changes in demand for the segment’s refined
products.

For the year ended December 31,

2012 2011 2010
(in millions)
NEt SAIES ..ttt $447.0 $6409 $620.6
Operating Profit . .......uveue oo $ 64 $812 $ 956

The following table summarizes the average quarterly reference price per pound of low grade cobalt
(as published in Metal Bulletin magazine):

2012 2011 2010
First QUAa T ..ttt ettt ettt ettt ettt $14.59 $18.38 $20.11
Second QUAN el . oottt $14.24 $17.05 $19.36
Third Quarter ... ... e et $13.06 $16.13 $18.10
Fourth QUarter . ...t e et $11.95 $14.18 $17.41
Full Year . ... e $13.45 $16.44 $18.74

The following table summarizes the average quarterly London Metal Exchange (“LME") price per
pound of copper:

2012 2011 2010
First QUA T .ottt ettt e et s $3.77 $4.37 $3.29
SECONd QUAMTET ottt ettt ittt it e $3.57 $4.14 $3.18
Third QUATEr . oottt e e $3.49 $4.08 $3.28
FOUrth QUArter . ... ittt e e ettt $3.59 $3.40 $3.91
FUll Y ear ... e e e e e e $4.00 $4.00 $3.42
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2012 Compared with 2011
The following table identifies the components of change in net sales and operating profit:

(in millions) Sales Operating profit
L I $640.9 $81.2
Increase (decrease) in 2012 from:

Selling price/mixX . ...t (74.7) (40.6)
Cobaltvolume ... ... ... ... (26.0) (14.3)
Cobalt metalresale .......... ... ... i i, (52.3) (5.1)
By-product sales (priceand volume) ........................... (41.7) (15.7)
FOreign Currency . ... et e 0.2 5.9
Process-based material costs .. .......... ... . i — (6.0)
Other ... e 0.6 1.0
2002 e e $447.0 $ 6.4

Unfavorable cobalt prices resulted in lower selling price/mix, and unfavorable price and volume for
copper and other metals resulted in lower by-product revenues in 2012 compared to 2011. Volumes in
2012 were negatively impacted by the weak European economy. Expiration of certain supply
agreements in the first quarter of 2012 resulted in lower cobalt metal resale volumes which, also
negatively impacted profitability. The decrease in operating profit in 2012 was primarily caused by the
same factors impacting net sales as described above along with higher costs.

2011 Compared with 2010
The following table identifies the components of change in net sales and operating profit:

(in millions) Sales Operating profit
20010 L. $620.6 $95.6
Increase (decrease) in 2011 from:

Price/mix (including cobalt metalresale) ....................... (62.5) (34.1)
Cobalt volume (including cobalt metalresale) .................. 52.8 249
Process-based material cost ........... ... ... ... i — (15.7)
By-product sales (priceand volume) ........................... 35.8 11.6
FOreign CUImeNCY . .. ..t i e e et et (4.3) (1.4)
Operating eXpPenses . .. ... ...t e —_ 3.1
Other ... . __(1.5) (23
1 I $640.9 $ 81.2

The increase in cobalt volume was the result of increased demand across all Advanced Materials end
markets in 2011 compared to 2010; however, this benefit was largely offset by lower prices, which also
affected cobalt metal resale revenues. Stronger global demand, share gains and favorable price for
copper and other metals enabled the segment to realize higher by-product revenues.

Increased operating profit from higher sales volumes was more than offset by lower cobalt price/mix
and higher process-based material costs, principally due to increases in caustic, propane and sulphuric
acid. Lower operating costs included a reduced allowance for a GTL joint venture partner note
receivable and the non-recurrence of a write-down in the value of a cost method investment.
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Corporate Expenses

Corporate expenses consist of corporate overhead supporting the operating segments but not
specifically allocated to an operating segment, including certain legal, finance, human resources and
strategic development activities, as well as all share-based compensation.

2012 Compared with 2011

Corporate expenses were $43.1 million in 2012 compared with $52.1 million in 2011. Corporate
expenses in 2012 include a $2.5 million settlement charge associated with lump-sum cash settlements
to certain participants in one of our U.S. defined benefit pension plans. 2011 corporate expenses
include $15.4 million in fees related to the VAC acquisition. Excluding these special items, Corporate
expenses in 2012 were higher primarily due to fees associated with exiting the Advanced Materials
business.

2011 Compared with 2010

Corporate expenses were $52.1 million in 2011 compared with $37.6 million in 2010. Corporate
expenses in 2011 include $15.4 million in fees related to the VAC acquisition. 2010 corporate expenses
include $2.2 million in fees related to the acquisition of EaglePicher.

Liquidity and Capital Resources

Cash Flow Summary

The Company’s cash flows from operating, investing and financing activities for 2012, 2011 and 2010,
as reflected in the Statements of Consolidated Cash Flows, are summarized and discussed in the
following tables (in millions) and related narrative:

2012 2011 2010
Net cash provided by (used for):
Operating activities ........ ... ... iiiineniiinnenean $2084 $1248 $126.6
Investing activities .............. . ... . il (60.5) (779.2) (199.8)
Financing activities . ... ... .. .. i i i (213.8) 548.0 120.3
Effect of exchange rate changesoncash ................. 1.4 (2.0) (1.9)
Increase (decrease) from continuing operations ............. $ (64.5) $(108.4) $ 453

Operating Activities

2012 cash flow from operations was higher than 2011, benefiting from improvements in the principal
element of working capital (inventory, accounts receivable, accounts payable) that contributed
positive cash flow of $70.9 million, and from the receipt of a $37.9 million tax refund in the fourth
quarter of 2012.

2011 cash flow from operations was comparable to 2010. 2011 lower net income was offset by lower
working capital balances, primarily driven by (excluding amounts related to the acquisitions) a
decrease in accounts receivable and an increase in accounts payable at December 31, 2011 compared
to December 31, 2010.

Investing Activities
Net cash used in investing activities included capital expenditures of $71.7 million primarily to expand
capacity, improve productivity, comply with regulations and sustain operations.

In 2011, net cash used in investing activities included $725.3 million for the VAC ($686.2 million) and
Rahu ($39.1 million) acquisitions, and capital expenditures of $56.5 million primarily to support
growth and productivity programs and for sustaining operations. Investing cash flows also included
proceeds of $9.7 million from the sale of land at the former Manchester, England manufacturing
facility.
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In 2010, net cash used for investing activities included $172 million for the acquisition of EaglePicher
and capital expenditures of $26.4 million.

The Company expects capital spending in 2013 to decrease from 2012 levels due to the sale of the
Advanced Materials business.

Financing Activities
Net cash used in financing activities in 2012 included $213.5 million of debt repayments.

Net cash provided by financing activities in 2011 incdluded borrowings of $698 million to fund the VAC
acquisition and repay the Company’s former revolving credit line.

Net cash provided by financing activities in 2010 included net borrowings under the Company's
Revolver of $120 million to partiatly fund the EaglePicher acquisition.

Financial Condition

Cash balances are held in numerous locations throughout the world. As of December 31, 2012, most of
the Company's cash and cash equivalents were held outside the United States, primarily in Germany
and Finland, and most of the Company’s cash and cash equivalents were denominated in U.S. dollars.
Most of the amounts held outside the U.S. could be repatriated to the U.S. but, under current law,
would be subject to U.S. income taxes, less applicable foreign tax credits. The Company's intent is to
retain the majority of its cash balances outside of the U.S. and to meet U.S. liquidity needs through
cash generated from operations in the U.S., limited repatriation of foreign earnings, and external
borrowings. We expect our available cash, 2013 operating cash flows and availability under our Senior
Secured Credit Facility to be adequate to fund 2013 operating needs and capital expenditures.

Debt and Other Financing Activities

On August 2, 2011, in connection with the acquisition of VAC, the Company terminated its credit
facilities and entered into the Senior Secured Credit Facility, primarily to finance the acquisition of
VAC and repay existing indebtedness of the Company under its former revolving credit facility. The
Senior Secured Credit Facility includes a $100 million term loan A facility, a $350 million term loan B
facility, a €175 million term loan B facility, and a $200 million undrawn revolving credit facility. The
term A facility and the revolving credit facility mature on August 2, 2016. The term B facilities mature
on August 2, 2017. See Note 7 in our Consolidated Financial Statements included in Item 8 of this
Form 10-K for a more complete discussion of the Senior Credit Facility, including interest rates and
covenant restrictions.

Pension Plans

As a resuit of the VAC acquisition, the Company assumed pension obligations of $149.8 million (based
on the exchange rate on August 2, 2011), substantially all of which are unfunded. VAC sponsors
various defined benefit plans for its employees, including pension, early retirement benefits and
anniversary benefits, mainly in Germany. As a result of the EaglePicher acquisition, the Company
assumed the EagiePicher defined benefit pension obligations, made up of two frozen and two active,
partially-funded defined benefit pension plans. Certain non-U.S. employees are covered under other
defined benefit plans. See Critical Accounting Policies below and Note 11 to the Consolidated
Financial Statements included in Item 8 of this Form 10-K for further discussion of the Company's
pension plans.
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Contractual Obligations

The Company has entered into contracts with various third parties in the normal course of business
that will require future payments. The following table summarizes the Company’s contractual cash
obligations and their expected maturities at December 31, 2012 (in thousands).

Payments due by period

2013 2014 2015 2016 2017 Thereafter Total

Purchase and other obligations(1) ... $296,601 §$ 82,326 $ 77,126 $ 76,517 $ 10,003 $10,323 $ 552,896
Senior Secured Credit Facility ....... 13,309 15,809 20,809 67,059 350,377 — 467,363
Interest payments on Senior

Secured Credit Facility ........... 25,119 24,414 23,673 21,840 — 11,830 106,876
Capital lease obligations (principal

andinterest) .................... 1,104 889 691 623 529 1,191 5,027
Operating lease obligations ........ 5,688 3,375 2,311 1,610 1,429 3,718 18,131

Total ........ ...l $341,821 $126,813 $124,610 $167,649 $362,338  $27,062  $1,150,293

(1) For 2013 through 2017, purchase obligations include raw material contractual obligations
reflecting estimated future payments based on committed tons of material per the applicable
contract multiplied by the reference price of each metal. The price used in the computation is the
average daily price for the last week of December 2012 for each respective metal. Commitments
made under these contracts represent future purchases in line with expected usage.

Interest payments are calculated based upon the debt amortization requirements of the Company'’s
Senior Secured Credit Facility and using December 31, 2012 interest rates.

Not included in the table above is $86.6 million of the VAC purchase price the Company withheld to
fund indemnification claims, if any. See Note 5 to the Consolidated Financial Statements included in
Item 8 of this Form 10-K for further discussion of the amount withheld.

Pension funding can vary significantly each year due to changes in the market value of plan assets,
legislation and the Company's funding decisions to contribute any excess above the minimum
legislative funding requirements. As a result, pension funding has not been included in the table
above. The Company expects to contribute $3.2 million to its U.S. pension plans in 2013. Pension
benefit payments for the U.S. pension plans are made from assets of the pension plans. The Company
expects to make annual benefit payments of approximately $10.2 million related to its non-
U.S. pension plans in 2013.

At December 31, 2012, the liability for uncertain tax positions includes $0.2 million for which it is
reasonably possible that the uncertainty will be resolved within the next twelve months. However, the
decrease would not result in any cash payments as the Company would be able to utilize available
foreign tax credits. The Company is not able to reasonably estimate the period in which cash outflows
related to the remaining $17.8 million of uncertain tax positions could occur. See Note 10 to the
Consolidated Financial Statements included in ltem 8 of this Form 10-K for further discussion of the
Company’s uncertain tax positions.

Off Balance Sheet Arrangements

The Company has not entered into any off balance sheet financing arrangements, other than
operating leases, which are disclosed in the contractual obligations table above and in Note 16 to the
Consolidated Financial Statements included in Item 8 of this Form 10-K.

Critical Accounting Policies

The preparation of these financial statements in conformity with U.S. generally accepted accounting
principles requires our management to make its best estimates, judgments and assumptions of certain
amounts included in the financial statements related to the critical accounting policies described
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below. Actual results could differ from our estimates. In addition, other companies may utilize
different estimates, which may impact the comparability of our results of operations to similar
businesses.

Revenue Recognition — Revenues are recognized when the revenue is realized or realizable, and has
been earned, in accordance with the U.S. Securities and Exchange Commission’s Staff Accounting
Bulletin No. 104, “Revenue Recognition”. The majority of our sales are product sales, which are
recognized when persuasive evidence of an arrangement exists, unaffiliated customers take title and
assume risk of loss, the sales price is fixed or determinable and collection of the related receivable is
reasonably assured. Revenue recognition generally occurs upon shipment of product or usage of
consignment inventory. Freight costs and any directly related associated costs of transporting finished
product to customers are recorded as Cost of goods sold.

The Battery Technologies segment uses the percentage-of-completion method to recognize the
majority of its revenue. See Note 1 in our Consolidated Financial Statements included in [tem 8 of this
Form 10-K for a more complete discussion on revenue recognized under the percentage of completion
method.

Inventories — Magnetic Technologies’ inventories are valued using the average cost method. Cost of
sales, under the average cost method, represents the weighted average cost of the items sold. We
believe the average cost method provides for a better matching of inventory costs with related sales,
based on Magnetic Technologies’ manufacturing process. The remaining inventory held is valued using
the first-in, first-out (“FIFO") method. Inventory accounted for under the percentage-of-completion
method is included in work-in-process inventory and represents accumulated contract costs less the
portion of such costs allocated to delivered units. The costs attributed to units delivered are based on
the estimated average cost of all units expected to be produced on a contract-by-contract basis.

We evaluate the need for a lower of cost or market (“LCM") adjustment to inventories based on the
selling prices of our finished products. Changes in the price of cobalt and rare earth materials can have
a significant impact on inventory valuation. Declines in the selling prices of finished goods due to
decreases in the market price of raw materials or other factors can result in the inventory carrying
value being written down to a lower market value.

As part of the allocation of the purchase price of VAC to the acquired assets and liabilities assumed,
we recorded a step-up of inventory to its estimated fair value on the August 2, 2011 date of
acquisition, as required under purchase accounting. Acquired inventory with a book value of $194.7
million on the date of acquisition was estimated to have a fair value of $362.8 million. This step-up
was fully turned through Cost of goods sold as of December 31, 2012. See Note 3 in our Consolidated
Financial Statements included in Item 8 of this Form 10-K for a more complete discussion on the VAC
inventory step-up.

Notes Receivable from Joint Venture Partner —In years prior to 2009, we refinanced the capital
contribution for a GTL joint venture partner. At December 31, 2012 and 2011, the notes receivable net
balance from this partner was $16.0 million, net of a full allowance against unpaid interest receivable
under the notes receivable. The note receivable is secured by 80% of the partner's interest in GTL. We
evaluate the collectability of the Notes based on estimated future cash flows of the joint venture
because repayment of the Notes is expected to be funded by future dividends and capital returns from
GTL to the joint venture partners. Actual realizability of these notes could materially differ from
recorded amounts.

GTL Prepaid Taxes — At December 31, 2012 and 2011, GTL had a prepaid tax asset of $2.0 million and
$8.2 million , net of valuation allowances of $11.3 million and $5.7 million, respectively. Management
evaluates the net realizability of GTL's prepaid assets based on a number of factors, including the
expectation of GTL's future pre-tax income and all DRC income tax (and other tax) regulations and
pronouncements.
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Although the Company believes the assumptions, judgments and estimates used in the evaluation of
the recoverability of the GTL prepaid tax asset are reasonable and appropriate, different assumptions,
judgments and estimates could materially affect the evaluation of the collectability of the
recoverability of the GTL prepaid tax asset and the Company’s results of operations and financial
position. See Note 10 in our Consolidated Financial Statement included in Item 8 of this Form 10-K for
a more complete discussion of income taxes.

Goodwill — The Company had goodwill of $543.3 million and $544.5 million at December 31, 2012
and 2011, respectively. The Company tests goodwill for impairment annually and more often if
indicators of impairment exist. The Company’s reporting units have been determined to be the
Company'’s reportable segments or one level below the reportable segments in certain instances.

We conduct our annual goodwill impairment test as of October 1. The results of the testing as of
October 1, 2012 confirmed the fair value of each of the reporting units exceeded its carrying value
and therefore no impairment loss was required to be recognized for the year end December 31, 2012.

The estimated fair value of the Magnetic Technologies reporting unit exceeded its carrying value by
4%. At December 31, 2012 Magnetic Technologies reporting unit had goodwill of $205.4 million. We
believe the assumptions regarding future performance of the reporting unit and the weighted
average cost of capital rate used in our impairment testing were consistent with the risk inherent in
the business models of the reporting unit at the time the impairment test was performed. Although
we believe the assumptions, judgments and estimates used are reasonable and appropriate, different
assumptions, judgments and estimates could materially affect the goodwill test and, potentially, the
Company's results of operations and financial position.

The Company estimates the fair value of the reporting units utilizing a discounted cash flow valuation
technique (“DCF"). The Company selected DCF as it believes it is comparable to what would be used by
market participants to estimate its fair value. The impairment test incorporates the Company’s
judgment and estimates of future cash flows, future growth rates, terminal value amounts, allocations
of certain assets, liabilities and cash flows among reporting units, and the applicable weighted-
average cost of capital used to discount those estimated cash flows. The estimates and projections
used in the estimate of fair value are consistent with the Company’s current budget and long-range
plans, including anticipated changes in market conditions, industry trends, growth rates, and planned
capital expenditures, among other considerations. See Note 6 in our Consolidated Financial
Statements included in Item 8 of this Form 10-K for a more complete discussion of goodwill.

Other Intangible Assets — Intangible assets consist of (i) definite-lived assets subject to amortization
and (ii) indefinite-lived intangible assets not subject to amortization. At December 31, 2012, the
Company had definite-lived intangible assets of $319.3 million and indefinite-lived intangible assets of
$110.4 million. Definite-lived intangible assets consist principally of customer relationships, know-how,
developed technology and capitalized software and are being amortized using the straight-line
method. Indefinite-lived intangible assets consist of trade names. The carrying value of indefinite-lived
intangible assets are also evaluated for impairment annually as of October 1 and whenever events or
changes in circumstances indicate that the carrying value may not be recoverable. The definite-lived
intangible asset would be considered impaired if the future net undiscounted cash flows generated by
the asset are less than its carrying value. The results of the testing as of October 1, 2012 confirmed the
fair value of each of the reporting units exceeded its carrying value and therefore no impairment loss
was required to be recognized. See Note 6 in our Consolidated Financial Statements included in Item 8
of this Form 10-K for a more complete discussion of other intangible assets.

Pension Plans — Our long-term pension obligations as of December 31, 2012 amounted to $233.8
million. In addition, we have an unfunded obligation to our former chief executive officer in
settlement of an unfunded supplemental executive retirement plan (“SERP”). See Note 11 in our
Consolidated Financial Statements included in Item 8 of this Form 10-K for a more complete discussion
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of the Company'’s defined benefit pension obligations. Calculations of the amount of defined benefit
pension expense and obligations depend on the assumptions used in the actuarial valuations including
the discount rate used in calculating the present value of benefits, the expected long-term rate of
return on defined benefit plan assets, and the rate of compensation increase. Changes in key
economic indicators can result in changes in the assumptions used by the Company. While the
Company believes that the assumptions used in calculating its defined benefit pension expense and
obligations are appropriate, differences in actual experience or changes in the assumptions may affect
the Company’s results of operations or financial position.

For the VAC defined benefit pension obligations, the Company used a weighted average discount rate
of 3.41% in computing the amount of the defined benefit pension obligations to be recorded at
December 31, 2012. A 25 basis point reduction in the discount rate used for the plans would have
increased the net obligation by $4.0 million from the amount recorded in the financial statements at
December 31, 2012.

For the EaglePicher defined benefit pension obligations, the Company used a weighted average
discount rate of 3.69% and 3.50% for the two active and two frozen EaglePicher plans, respectively, in
computing the amount of the defined benefit pension obligations to be recorded at December 31,
2012. A 25 basis point reduction in the discount rate used for the plans would have increased the net
obligation related to the four EaglePicher plans by $6.3 million from the amount recorded in the
financial statements at December 31, 2012.

Defined benefit pension plan assets consist primarily of publicly traded stocks and government and
corporate bonds. See Note 11 in our Consolidated Financial Statements included in Item 8 of this
Form 10-K for a more complete discussion of pension plans.

There is no guarantee the actual return on the plans’ assets will equal the expected long-term rate of
return on plan assets or that the plans will not incur investment losses. For 2012, the expected long-
term rate of return assumptions applicable to assets held in the four EaglePicher plans were estimated
at 8.00% and 5.75% for the two active and two frozen plans, respectively. These expected rates of
return reflect the asset allocation of the plans and the expected long-term returns on equity and debt
investments included in plan assets. If the expected long-term rates of return on plan assets in the four
EaglePicher plans were reduced by 0.5%, pension expense for 2012 would have increased by $0.9
million.

Income Taxes — Significant judgment is required in determining the Company’s income tax expense
and in evaluating tax positions. Deferred income tax assets and liabilities have been recorded for the
differences between the financial accounting and income tax basis of assets and liabilities. When the
Company determines, based on all available evidence, that it is more likely that not that deferred tax
assets will not be realized, a valuation allowance is established. The Company assesses its income tax
positions and records accruals when it determines that a position is more likely than not to be
unsustainable. The ultimate resolution of these events could result in adjustments to the Company’s
financial statements and such adjustments could be material. The Company believes the current
assumptions, judgments and other considerations used to estimate the current year accrued and
deferred tax positions are appropriate. If the actual outcome of future tax consequences differs from
these estimates and assumptions, due to changes or future events, the resulting change to the
provision for income taxes could have a material impact on the Company’s results of operations and
financial position. The Company reviews its tax positions on a regular basis and adjusts the balances as
new information becomes available. See Note 10 in our Consolidated Financial Statements included in
Item 8 of this Form 10-K for a more complete discussion of income taxes.

Share-Based Compensation — We use a Black-Scholes option pricing model to calculate the fair value
of our stock options. The fair value of time-based and performance-based restricted stock grants is
calculated based upon the market value of an unrestricted share of the Company’s common stock at
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the date of grant. The performance-based restricted stock vests solely upon the Company's
achievement of specific measurable performance objectives over a three-year performance period,
and the related compensation expense is based upon current performance projections. See Note 14 in
our Consolidated Financial Statements included in Item 8 of this Form 10-K for a more complete
discussion of share-based compensation. This requires the use of assumptions, including estimating the
length of time employees will retain their vested stock options before exercising and the volatility of
the Company’s common stock price. Expected stock price volatility is based on historical volatility of
the Company's stock price. Changes in these assumptions may result in a material change to the fair
value calculation of share-based awards.

Acquisitions — The allocation of the purchase price to the tangible assets and liabilities and
identifiable intangible assets acquired requires management to make significant estimates in
determining the fair values of assets acquired and liabilities assumed, especially with respect to
intangible assets in the VAC, Rahu, and EaglePicher acquisitions; inventory in the VAC acquisition; and
the contingent consideration in the Rahu acquisition. These estimates are based on historical
experience, information obtained from management of the acquired companies, and future volume
forecasts with respect to contingent consideration. These estimates are dependent on assumptions
that are difficult to predict, and if different estimates were used, the purchase price for the acquisition
may have been allocated to the acquired assets differently from the current allocation. Although the
Company believes the assumptions, judgments and estimates used are reasonable and appropriate,
different assumptions, judgments and estimates could materially affect the value ascribed to an
acquired asset and, potentially, the Company's results of operations and financial position if
impairment charges were required to be recorded.

Recently Issued Accounting Standards
See Note 1 in our Consolidated Financial Statements included in Item 8 of this Form 10-K for recently
issued accounting standards and the effects, in any, on our financial statements.

Effects of Foreign Currency
See Item 7A for a discussion of the Company’s foreign currency effects and related risks.

Environmental Matters

We are subject to a wide variety of environmental laws and regulations in the United States and in
foreign countries as a result of our operations and use of certain substances that are, or have been,
used, produced or discharged by our plants. In addition, soil and/or groundwater contamination
presently exists and may in the future be discovered at levels that require remediation under
environmental laws at properties now or previously owned, operated or used by the Company.

The European Union’s REACH legislation established requirements to register and evaluate chemicals
manufactured in, or imported to, the European Union and requires additional testing, documentation
and risk assessments for the chemical industry. Due to the ongoing development and understanding
of facts and remedial options and due to the possibility of unanticipated regulatory developments,
the amount and timing of future environmental expenditures could vary significantly. Although it is
difficult to quantify the potential impact of compliance with or liability under environmental
protection laws, based on presently available information, we believe that the Company’s ultimate
aggregate cost of environmental remediation as well as liability under environmental protection laws
will not result in a material adverse effect upon its financial condition or results of operations.

See Item | of this Annual Report on Form 10-K for further discussion of these matters.

Cautionary Statement for “Safe Harbor” Purposes under the Private Securities Litigation Reform Act

of 1995
The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking
statements made by or on behalf of the Company. This report contains statements that we believe
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may be “forward-looking statements” within the meaning of Section 21E of the Securities Exchange
Act of 1934. These forward-looking statements are not historical facts and generally can be identified
by use of statements that include words such as “believe,” “expect,” “anticipate,” “intend,” “plan,”
“foresee” or other words or phrases of similar import. Similarly, statements that describe tour business
objectives, plans or goals also are forward-looking statements. These forward-looking statements are
subject to risks and uncertainties that are difficult to predict, may be beyond our control and could
cause actual results to differ materially from those currently anticipated. We undertake no obligation
to publicly revise these forward-looking statements to reflect events or circumstances that arise after
the date hereof. Significant factors affecting these expectations are set forth under Item 1A — Risk
Factors in this Annual Report on Form 10-K.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Quantitative and Qualitative Disclosures about Market Risk

As a result of our global operating and financing activities, we are exposed to changes in raw material
prices, interest rates and foreign currency exchange rates, which may have a material adverse effect
on our business, financial condition and results of operation. In seeking to minimize the risks and/or
costs associated with such activities, we manage exposures to changes in raw material prices, interest
rates and foreign currency exchange rates through our regular operating and financing activities,
which may include the use of derivative instruments. By using derivative instruments to hedge
exposures to changes commodity prices, foreign exchange rates and interest rates, we become
exposed to market risk. Market risk is the change in value of a derivative instrument that results from
a change in material prices or interest rates. The market risk associated with raw material prices and
interest is managed by establishing and monitoring parameters that limit the types and degree of
market risk that may be undertaken.

Raw Material Price Risk

The primary raw materials used by Magnetic Technologies are nickel, cobalt and certain rare earth
materials, mostly dysprosium and neodymium. Unrefined cobalt is the principal raw material we use in
manufacturing Advance Materials products. The cost of raw materials fluctuates due to changes in the
reference prices (cobalt), actual or perceived changes in supply and demand of raw materials and
changes in availability from suppliers. Fluctuations in the price of cobalt, rare earth materials, and
other raw materials have been significant in the past and we believe price fluctuations could occur in
the future.

The Company attempts to mitigate increases in raw material prices by passing through such increases
to its customers in the prices of its products and, when possible, by entering into sales contracts that
contain variable pricing that adjusts based on changes in the price of certain raw materials. During
periods of rapidly changing metal prices there may be price lags that can positively or negatively
impact the short-term profitability and cash flow from operations of the Company. Declines in the
selling prices of the Company’s finished goods, which can result from decreases in the market price of
raw materials or other factors, can result in the Company’s inventory carrying value being written
down to a lower market value.

The Company, from time to time, employs derivative instruments in connection with certain purchases
and sales of nickel in order to establish a fixed margin and mitigate the risk of price volatility. This
hedging limits the Company’s ability to participate in gains from favorable commodity price
fluctuations and it limits the risk of loss from adverse commodity price fluctuations.

Interest Rate Risk

The Company is exposed to interest rate risk primarily through its borrowing activities. There is an
inherent rollover risk for borrowings as they mature and are renewed at current market rates. The
extent of this risk is not quantifiable or predictable because of the variability of future interest rates
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and business financing requirements (see Note 7 to the consolidated financial statements contained in
Iltem 8 of this Annual Report).

From time-to-time, the Company enters into derivative instruments and hedging activities to manage
interest rate risk related to borrowings. The Company uses interest rate swap agreements to partially
reduce risks related to floating rate financing agreements that are subject to changes in the market
rate of interest. Terms of the interest rate swap agreements require the Company to receive a variable
interest rate and pay a fixed interest rate. The Company’s interest rate swap agreements and its
variable rate financings are based upon the three-month LIBOR. The Company had interest rate swaps
with notional values that totaled $115.0 million and $199.5 million at December 31, 2012 and 2011,
respectively. The outstanding contracts as of December 31, 2012 had maturities ranging up to
12 months.

Foreign Currency Exchange Rate Risk

We manufacture and sell our products worldwide. Although a significant portion of the Company’s
raw material purchases and product sales are based on the U.S. dollar, prices of certain raw materials,
non-U.S. operating expenses and income taxes are denominated in local currencies. As such, the results
of operations are subject to the variability that arises from exchange rate movements (particularly the
Euro). In addition, fluctuations in exchange rates may affect product demand and profitability in
U.S. dollars of products provided by the Company in foreign markets in cases where payments for its
products are made in local currency. Accordingly, fluctuations in currency prices affect the Company’s
operating results. The primary currencies for which the Company has foreign currency rate exposure
are the European Union Euro, Taiwanese Dollar, Malaysian Ringgit, Singapore Dollar, British
Pound Sterling, Japanese Yen, Congolese Franc, Chinese Renminbi and the Canadian Dollar.

The functional currency for our Finnish operating subsidiary is the U.S. dollar since a majority of its
purchases and sales are denominated in U.S. dollars. Accordingly, foreign currency exchange gains and
losses related to transactions of this subsidiary denominated in other currencies (principally the Euro)
are included in the Statements of Consolidated Operations. While a majority of our subsidiary’s raw
material purchases are in U.S. dollars, it also has some Euro-denominated expenses. From time-to-time,
we have entered into foreign currency forward contracts to mitigate a portion of the earnings
volatility in those Euro-denominated cash flows due to changes in the Euro/U.S. dollar exchange rate.
We had no Euro forward contracts at December 31, 2012 and 90.0 million Euro at December 31, 2011
with the maturities ranging up to 12 months.

Credit Risk

The use of derivative instruments to hedge exposures to changes in commodity prices, foreign
exchange rates and interest rates exposes the Company to credit risk. Credit risk is the failure of the
counterparty to perform under the terms of the derivative contract. When the fair value of a
derivative contract is positive, the counterparty owes the Company, which creates credit risk for us. To
mitigate credit risk, it is our policy to execute such instruments with creditworthy banks and not enter
into derivative instruments for speculative purposes. There were no counterparty defaults during the
years ended December 31, 2012, 2011 and 2010.
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Item 8. Financial Statements and Supplementary Data

Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of OM Group, Inc.

We have audited the accompanying consolidated balance sheets of OM Group, Inc. and subsidiaries,
(“the Company”) as of December 31, 2012 and 2011, and the related consolidated statements of
operations, comprehensive income (loss), total equity, and cash flows for each of the three years in the
period ended December 31, 2012. Our audits also included the financial statement schedule listed in
the index at Item 15. These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of OM Group, Inc. and subsidiaries at December, 31, 2012 and 2011,
and the consolidated results of its operations and its cash flows for each of the three years in the
period ended December 31, 2012, in conformity with U.S. generally accepted accounting principles.
Also, in our opinion, the related financial statement schedule, when considered in relation to the basic
financial statements taken as a whole, presents fairly in all material respects the information set forth
therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), OM Group, Inc. and subsidiaries’ internal control over financial reporting as of
December 31, 2012, based on criteria established in Internal Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
February 28, 2013, expressed an adverse opinion on the effectiveness of internal control over financial
reporting as of December 31, 2012.

/s/ Ernst & Young LLP

Cleveland, Ohio
February 28, 2013
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of OM Group, Inc.

We have audited OM Group, Inc. and subsidiaries’ internal control over financial reporting as of
December 31, 2012, based on criteria established in Internal Control-integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). OM Group, Inc.
and subsidiaries’ management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of internal control over financial reporting included in
the accompanying Management’s Report on Internal Control over Financial Reporting appearing on Page
71 and 72. Our responsibility is to express an opinion on the company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company'’s internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use or disposition of the company’s assets that could have a
material effect on the financial statements.

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

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the company’s annual
or interim financial statements will not be prevented or detected on a timely basis. The following material
weakness has been identified and included in management’s assessment:

e Management has identified a material weakness in internal controls over its classification of Selling,
general and administrative expenses and Cost of goods sold related to the Company's Magnetic
Technologies Segment.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets and subsidiaries as of December 31, 2012 and 2011, and the
related consolidated statements of operations, comprehensive income (loss), total equity, and cash flows for
each of the three years in the period ended December 31, 2012. This material weakness was considered in
determining the nature, timing and extent of audit tests applied in our audit of the 2012 financial
statements, and this report does not affect our report dated February 28, 2013 which expressed an
ungualified opinion on those financial statements.

In our opinion, because of the effect of the material weakness described above on the achievement of the
objectives of the control criteria, OM Group, Inc. and subsidiaries has not maintained effective internal
control over financial reporting as of December 31, 2012 based on the COSO criteria.

/s/ Ernst & Young LLP

Cleveland, Ohio
February 28, 2013
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OM Group, Inc. and Subsidiaries
Consolidated Balance Sheets

(In thousands, except share data)
ASSETS
Current assets
Cash and cash equivalents
Restricted cash on deposit
Accounts receivable, less allowance of $5,215 in 2012 and $4,793 in
2011

Refundable and prepaid incometaxes ................ccciiiiii...
Other current @ssets . .. ... et

Total current assets
Property, plant and equipment,net .................. ... ... ... .......
Goodwiill
Intangible assets, net
Notes receivable from joint venture partner, less allowance of $3,100 in

2012 and $3,100 in 2011
Other non-current assets

Total assets ... ... i

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities

Current portion of long-term debt
Accounts payable
Liability related to joint venture partner injunction
Accrued income taxes
Accrued employee costs
Deferred income taxes
Purchase price of VAC payabletoseller ..............................
Other current liabilities . ....... ...

Total current liabilities
Long-term debt
Deferred income taxes
Pension liabilities . ......... ... .. ... .. . . ... .
Purchase price of VAC payable to seller
Other non-current liabilities
Stockholders’ equity:

Preferred stock, $.01 par value:
Authorized 2,000,000 shares, no shares issued or outstanding

Common stock, $.01 par value:
Authorized 90,000,000 shares; 32,122,261 shares issued in 2012 and
32,073,642 shares issued in 2011
Capital inexcessof parvalue ......... ... . ... .. 0o,
Retained earnings
Treasury stock (216,695 shares in 2012 and 208,157 shares in 2011, at
cost)
Accumulated other comprehensive income (loss) . .....................

Total OM Group, Inc. stockholders’ equity
Noncontrollinginterests . . ............ ... ... ... . . . i,

Total equity
Total liabilities and equity

See accompanying notes to consolidated financial statements.
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December 31,

December 31,

2012 2011
$ 227,612 $ 292,146
22,793 92,813
174,613 212,152
463,093 615,018
3,207 42,480
48,258 54,833
939,576 1,309,442
496,755 482,313
543,269 544,471
429,672 433,275
16,015 16,015
74,140 88,316
$2,499,427 $2,873,832
$ 13309 $ 13,265
128,381 170,466
22,793 92,813
23,913 19,806
41,762 49,699
4,724 23,449
75.351 —
69,012 79,026
379,245 448,524
454,054 663,167
121,451 129,945
233,823 204,248
11,259 86,513
55,446 62,032
321 320
631,063 625,515
671,012 709,893
(7.681) (7,427)
(88,005) (93,399)
1,206,710 1,234,902
37,439 44,501
1,244,149 1,279,403
$2,499,427 $2,873,832




OM Group, Inc. and Subsidiaries
Statements of Consolidated Operations

Year Ended December 31

2012 2011 2010
(restated)
(In thousands, except per share data)
Netsales ... i e e e e $1,637,791 $1,514,535 $1,196,646
Costofgoodssold......... ... .. ... ... il 1,381,441 1,258,649 911,958
Gross profit. ... 256,350 255,886 284,688
Selling, general and administrative expenses ................ 260,519 229,052 162,042
Gainonsaleofproperty ........... .. .. .. ... (2,857) (9,693) —
Operating profit(loss) ................. .. ... oo (1,312) 36,527 122,646
Other income (expense):
INtErest EXPENSE . . ..ottt iiiniiaa e (45,798) (23,268) (5,255)
Accelerated amortization of deferred financing fees ........ (6,524) — —
INterest INCOME . .. ittt i i e e e e e e 774 1,440 908
Foreign exchange gain (loss) .............. .. i, (1,007) 10,564 (10,679)
Other, Net . ..ot e 5,418 3,680 (305)
(47,137) (7,584) (15,331)
Income (loss) from continuing operations before income tax
EXPENSE . .\ttt i (48,449) 28,943 107,315
Income tax (expense) benefit ........... ... ..ol 2,771 17,796 (29,656)
Income (loss) from continuing operations, netoftax.......... (45,678) 46,739 77,659
tncome (loss) from discontinued operations, netof tax ........ (266) (59) 726
Consolidated netincome{loss) ............ .. ... ... ... .. ... (45,944) 46,680 78,385
Net (income) loss attributable to noncontrolling interests .. . . .. 7,063 (4,669) 4,989
Net income (loss) attributable to OM Group, Inc. common
StOCKhOIderS ... oot $ (38,881) $§ 42,011 83,374
Earnings per common share — basic:
income (loss) from continuing operations attributable to
OM Group, Inc. common stockholders ................. $ (1.21) ¢ 1.35 2.72
Income from discontinued operations attributable to
OM Group, Inc. common stockholders ................. (0.01) — 0.02
Net income (loss) attributable to OM Group, Inc. common
stockholders . ... e $ (1.22) $ 1.35 2.74
Earnings per common share — assuming dilution:
Income (loss) from continuing operations attributable to
OM Group, Inc. common stockholders ................. $ (1.21) $ 1.35 2.70
Income from discontinued operations attributable to OM
Group, Inc. common stockholders ..................... (0.01) — 0.03
Net income (loss) attributable to OM Group, Inc. common
stockholders . ...... ... i i $ (1.22) $ 1.35 2.73
Weighted average shares outstanding
BaSiC . ottt e e e 31,885 31,079 30,433
Assumingdilution ....... ... ... ... 31,885 31,244 30,565
Amounts attributable to OM Group, Inc. common stockholders:
Income (loss) from continuing operations, netof tax ........ $ (38,615) $ 42,070 82,648
Income (loss) from discontinued operations, netof tax ...... (266) (59) 726
Net income (10SS) . ..ottt s $ (38.881) $ 42,011 83,374

See accompanying notes to consolidated financial statements.
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OM Group, Inc. and Subsidiaries
Statements of Consolidated Comprehensive Income (Loss)

Year Ended December 31

2012 2011 2010

(In thousands)

Consolidated netincome (loss) ................................... $(45,944) $ 46,680 $78,385
Foreign currency translation adjustments ......................... 29,538 (62,580) 17,031
Reclassification of hedging activities into earnings, netoftax ....... (1,962) (80) 2,315
Unrealized loss on cash flow hedges, netoftax ................... 5,932 (3,581) (2,732)
Pension and post-retirement obligation .......................... (28,114) (24,039) (2,764)
Net change in accumulated other comprehensive income (loss) . ... .. 5,394 (90,280) 13,850

Comprehensive income (loss) ................. ... ... ... (40,550) (43,600) 92,235

Comprehensive (income) loss attributable to noncontrolling
INtereStS ... . 7,063 (4,667) 4,993

Comprehensive income (loss) attributable to OM Group, Inc. ......... $(33,487) $(48,267) $97,228

See accompanying notes to consolidated financial statements.
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OM Group, Inc. and Subsidiaries
Statements of Consolidated Cash Flows

(in thousands)
Operating activities
Consolidated netincome (Ioss) ..o,
Adjustments to reconcile consolidated net income (loss) to net
cash provided by operating activities:
(Income) loss from discontinued operations ...................
Depreciation and amortization .......... ... ...
Amortization of deferred financingfees......................
Accelerated amortization of deferred financing fees ...........
Share-based compensation expense .. ........ .. ..o
Foreign exchange (gain) loss .......... ..ot
Deferred income tax provision (benefit) ......................
VAC lower of cost or market (“LCM") charges (includes $38.0
million and $14.5 million related to the step-up of inventory
recorded as of the acquisition date in 2012 and 2011,
respectively, and an additional LCM charge of $40.4 million in
2012) e e
Gainonsaleofproperty ......... ... . i
Allowance on GTL prepaid tax asset .........................
Other non-cash items .......... i iannn.
Changes in operating assets and liabilities, excluding the effect of
business acquisitions:
Accountsreceivable . ........ ...
Inventories (includes $18.4 million and $92.1 million of step-up
amortization in 2012 and 2011, respectively) ................
Accountspayable ........ ... .
Refundable, prepaid and accrued income taxes................
Other, Net ..o e e

Net cash provided by operating activities ......................
Investing activities
Expenditures for property, plant and equipment ................
Proceeds fromsaleofland ...... ... .. ... it
Cash (paid) for acquisitions or received from purchase

adjustments ... ..
Other, Nt . ottt e e e e e

Net cash used for investing activities ..........................
Financing activities

Payments on revolving lineofcredit ......................ool
Proceeds from revolving lineof credit . ........... ... ... ...t
Payments on long-termdebt ... ... ... .ol
Proceeds from long-termdebt .......... . ... ..o
Debt isSUANCE COSES .. oo it
Payment related to surrenderedshares .. .......................
Proceeds from exercise of stock options ........................

Net cash provided by (used for) financing activities . .............
Effect of exchange rate changesoncash .......................

Cashandcashequivalents .. ........... ... ... ... ... o ont.
Increase (decrease) from continuing operations .................
Discontinued operations — net cash used for operating

ACHIVITIES ..ot e i
Balance at the beginning of theyear ..........................

Balance attheendoftheyear .................. ... ... ...,

See accompanying notes to consolidated financial statements
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Year Ended December 31

2012 2011 2010
$ (45,944) $ 46,680 $ 78,385
266 59 (726)
89,276 70,367 54,097
5,405 2,305 —
6,524 — —
5,548 6,510 5,342
1,007 (10,564) 10,679
(30,573) (31,567) (5,131)
78,399 14,534 —
(2,857) (9,693) —
(5.,645) (6,225) 11,465
(2,954) (6,173) 4,879
37,752 19,391 (21,668)
75,586 (1,702) 20,931
(42,406) 24,718 (39,558)
40,889 (1,345) 1,763
(1,906) 7,501 6,173
208,367 124,796 126,631
(71,725)  (56,482)  (26,430)
5,138 9,693 —
6,045 (729,401) (171,979)
— (2,976) (1,418)
(60,542) (779,166) (199,827)
— (120,000) (125,000)
—_ — 245,000
(213,532) — -
-— 697,975 —_
— (30,176) (2,596)
(254) (193) (1,209)
1 361 4,122
(213,785) 547,967 120,317
1,426 (2,048) (1,854)
(64,534) (108,451) 45,267
— — (53)
292,146 400,597 355,383

$ 227,612 $ 292,146 $ 400,597




OM Group, Inc. and Subsidiaries
Statements of Consolidated Total Equity

Year Ended December 31

2012 2011 2010
(In thousands)
Common Stock — Shares Outstanding, net of Treasury
Shares
Beginning balance............ ... ... ... ... ... 31,865 30,523 30,269
Shares issued in connection with acquisition of VAC ... — 1,308 _—
Shares issued under share-based compensation plans .. 41 34 254
31,906 31,865 30,523
Common Stock — Dollars
Beginning balance .. ............ ... .. ... L $ 320 $ 307 304
Shares issued in connection with acquisition of VAC . .. — 13 —
Shares issued under share-based compensation plans .. 1 — 3
321 320 307
Capital in Excess of Par Value
Beginning balance . ........... ... .. ... . ... ... 625,515 578,948 569,487
Shares issued in connection with acquisition of VAC ... — 39,696 —
Shares issued under share-based compensation plans .. — 361 4,119
Share-based compensation — employees ............. 5,023 6,130 5,082
Share-based compensation — non-employee
directors .......... .. . 525 380 260
631,063 625,515 578,948
Retained Earnings
Beginning balance........... ... ... ... ... ... ... 709,893 667,882 584,508
Net income (loss) attributable to OM Group, Inc. ...... (38,881) 42,011 83,374
671,012 709,893 667,882
Treasury Stock
Beginningbalance ......... ... ... .. .. ... .. ... (7.427) (7,234) (6,025)
Reacquiredshares ............. ... .. .. ... .. ... .. .. (254) (193) (1,209)
(7.681) (7,427) (7,234)
Accumulated Other Comprehensive Income (Loss)
Beginning balance........... ... ... .. ... .. .. L. (93,399) (3,119) (16,969)
Foreign currency translation ........................ 29,538 (62,580) 17,031
Reclassification of hedging activities into earnings, net
of tax benefit of $768 in 2012 and $131in 2011 ..... (1,962) (80) 2,315
Unrealized loss on cash flow hedges, net of tax expense
of $1,945 in 2012 and net of tax benefit of $1,053 in
201 e 5,932 (3,581) (2,732)
Pension and post-retirement obligation .............. (28,114) (24,039) (2,764)
(88,005) (93,399) (3,119)
Total OM Group Inc. Stockholders’ Equity .... ... .. 1,206,710 1,234,902 1,236,784
Noncontrolling interests ... ...... .. ... ... . ... .. .. ...
Beginning balance......... ... 44,501 39,834 44,827
Net income (loss) attributable to the noncontrolling
interest ....... ... (7,063) 4,669 (4,989)
Foreign currency translation ........................ 1 (2) (4)
37.439 44,501 39,834
Total Equity .......... ... ... ... . .. ... . ... . ... $1,244,149 $1,279,403 $1,276,618

See accompanying notes to consolidated financial statements
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Notes to Consolidated Financial Statements
OM Group, Inc. and Subsidiaries

(In thousands, except as noted and share and per share amounts)

Note 1 — Significant Accounting Policies

Principles of Consolidation —The consolidated financial statements include the accounts of OM
Group, Inc. (the “Company”) and its consolidated subsidiaries. Intercompany accounts and transactions
have been eliminated in consolidation. The Company has a 55% interest in a joint venture
(Groupement pour le Traitement du Terril de Lubumbashi Limited or “GTL") that has a smelter in the
Democratic Republic of Congo (the “DRC”) which is consolidated because the Company has a
controlling interest. Noncontrolling interest is recorded for the remaining 45% interest.

On December 22, 2011, the Company completed the acquisition of Rahu Catalytics Limited (*Rahu”),
which is included in the Company’s Specialty Chemicals segment.

On August 2, 2011, the Company completed the acquisition of VAC. The Company’s Magnetic
Technologies segment consists of VAC.

On January 29, 2010, the Company completed the acquisition of EaglePicher Technologies, LLC
(“EaglePicher”). The Company’s Battery Technology segment consists of EaglePicher.

The financial position, results of operations and cash flows of acquisitions are included in the
Consolidated Financial Statements from the dates of acquisition.

Unless otherwise indicated, all disclosures and amounts in the Notes to Consolidated Financial
Statements relate to the Company’s continuing operations.

Restatement — In August 2011, the Company completed the acquisition of VAC Holding GmbH
("VAC”) and formed the Magnetic Technologies segment for that business. In the Fourth Quarter of
2012, the Company, as a result of enhancing its financial planning and analysis efforts, discovered that
a portion of Magnetic Technologies’ Cost of goods sold were misclassified in Selling, general and
administrative expenses (“SG&A”) since the acquisition when the business converted the basis of its
financial reporting from International Financial Reporting Standards to US GAAP. The Company
corrected the classification of these expenses by restating its Quarterly Reports on Form 10-Q filed
during 2012. The reclassification has no impact on previously-reported net sales, operating profit, net
income, or net income per share on the Company’s Condensed Statements of Consolidated
Operations, nor does it have any effect on the Company’s previously-reported Condensed
Consolidated Balance Sheets, Statements of Consolidated Comprehensive Income (Loss), Condensed
Statements of Consolidated Cash Flows, Condensed Statements of Consolidated Total Equity or
segment net sales and operating profit. The Company has evaluated the error for the period ending
December 31, 2011 in accordance with Staff Accounting Bulletin (SAB) 99, SAB 108 and Accounting
Standards Codification (ASC) 250 and determined that the impact of the misclassification in 2011 is not
material. The Company made correction of the amounts related to this misstatement for 2011 in this
Annual Report for 2012.

(in millions) Reported Restated
Twelve Months Ended Twelve Months Ended
December 31, 2011 December 31, 2011
Costofgoodssold ........................... $1,240.0 $1,258.6
Grossprofit ........... .. i 2745 255.9
SG&A EBXPENSES . ..ot i it 247.7 229.1

Equity Investment — In the fourth quarter of 2012, we changed from the cost method to the equity
method of accounting for Magnetic Technologies investment in China due to changes in our
management and the strategic nature of the operation that allowed us to exercise significant
influence. In accordance with ASC 323, the Company recorded a retrospective adjustment to the
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investment balance, results of operations and retained earnings as if the equity method had been in
effect during all previous periods since August 2011 in which the investment was acquired. The effect
of the change to the Company’s 2011 consolidated results of operations and financial condition was to
increase Other Income by $4.1 million.

Use of Estimates—The preparation of financial statements, in conformity with U.S. generally
accepted accounting principles, requires management to make estimates and assumptions in certain
circumstances that affect the amounts reported in the accompanying consolidated financial
statements and notes. Actual results could differ from these estimates.

Cash Equivalents — All highly-liquid investments, with a maturity of three months or less when
purchased, are considered to be cash equivalents.

Restricted Cash on Deposit—In 2009 and 2010, GTL was served in Jersey, Channel Islands, with
injunctions requiring payments to a GTL supplier be instead placed on deposit with the Royal Court of
Jersey. At December 31, 2012 and 2011, $22.8 million and $92.8 million, respectively, were deposited
with the court related to these injunctions and recorded on the Consolidated Balance Sheet as
Restricted cash on deposit and Liability related to joint venture partner injunction. See Note 15 for
further disclosure related to this matter.

Allowance for Doubtful Accounts — The Company has recorded an allowance for doubtful accounts to
reduce accounts receivable to their estimated net realizable value. The allowance is based upon an
analysis of historical bad debts, a review of the aging of accounts receivable and the current
creditworthiness of customers. Accounts are written off against the allowance when it becomes
evident that collections will not occur. Trade credit is generally extended on a short-term basis; thus
accounts receivable generally do not bear interest.

Receivables from Joint Venture Partners and Noncontrolling Interests — The noncontrolling interest in
GTL is owned by two partners at 25% and 20%, respectively. In years prior to 2010, the Company
refinanced the capital contribution for the 25% stockholder. At December 31, 2012 and 2011, the
notes receivable, net balance from this partner was $16.0 million. Due to the uncertainty of collection,
the Company continues to record a full allowance against unpaid interest receivable under the notes
receivable. The note receivable is secured by 80% of the partner’s interest in the joint venture.

Inventories — Magnetic Technologies’ inventories are valued using the average cost method. Cost of
sales under the average cost method represents the weighted average cost of the items sold. The
Company believes the average cost method provides for a better matching of inventory costs with
related sales based on Magnetic Technologies’ manufacturing process. The remaining inventory held
by the Company is valued using FIFO. Inventory costs include raw materials, labor and manufacturing
overhead. Inventory accounted for under the percentage-of-completion method is included in work-
in-process inventory and represents accumulated contract costs less the portion of such costs allocated
to delivered units. The costs attributed to units delivered are based on the estimated average cost of
all units expected to be produced on a contract-by-contract basis.

Changes in the price of rare earth materials and cobalt can have a significant impact on inventory
valuation. The Company evaluates the need for a lower of cost or market (“LCM”) adjustment to
inventories based on the selling prices of its finished products generally at the end of the period. To
the extent raw material prices increase subsequent to the balance sheet date, the Company considers
these price movements in its LCM evaluation. Declines in the selling prices of the Company’s finished
goods, which can result from decreases in the market price of raw materials or other factors, can result
in the Company's inventory carrying value being written down to a lower market value.

Property, Plant and Equipment — Property, plant and equipment is recorded at historical cost less
accumulated depreciation. Depreciation of plant and equipment, including assets recorded under
capital leases, is provided by the straight-line method over the useful lives of 5 to 25 years for land
improvements, 5 to 40 years for buildings and improvements, 5 to 15 years for machinery and
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equipment (with the majority in the range of 5 to 10 years), 5 to 10 years for furniture and fixtures
and 3 to 5 years for vehicles and computers and related equipment. Leasehold improvements are
depreciated over the shorter of the estimated useful life or the term of the lease.

Long-lived Assets other than Goodwill — Long-lived assets are reviewed for impairment whenever
events or changes in circumstances indicate the carrying amount may not be recoverable. Events or
circumstances that would result in an impairment review primarily include operating losses, a
significant change in the use of an asset, or the planned disposal or sale of the asset. The asset would
be considered impaired when the future net undiscounted cash flows generated by the asset are less
than its carrying value. An impairment loss would be recognized based on the amount by which the
carrying value of the asset exceeds its estimated fair value.

Goodwill and Intangible Assets —The Company evaluates the carrying value of goodwill and
indefinite-lived intangible assets for impairment annually as of October 1 and between annual
evaluations if changes in circumstances or the occurrence of certain events indicate potential
impairment. If the carrying value of goodwill or an indefinite-lived intangible asset exceeds its fair
value, an impairment loss is recognized.

Intangible assets consist of (i) definite-lived assets subject to amortization and (ii) indefinite-lived
intangible assets not subject to amortization. Definite-lived intangible assets consist principally of
customer relationships, developed technology, know-how, capitalized software and license
agreements and are being amortized using the straight-line method. Indefinite-lived intangible assets
consist of trade names.

Retained Liabilities of Businesses Sold — Retained liabilities of businesses sold include obligations of
the Company related to its former Precious Metals Group (“PMG”), which was sold in 2003. Under
terms of the sale agreement, the Company will reimburse the buyer of this business for certain items
that become due and payable by the buyer subsequent to the sale date. Such items are principally
comprised of taxes payable related to periods during which the Company owned PMG. The net
liability was $8.0 million and, $7.6 million as of December 31, 2012 and December 31, 2011,
respectively.

Revenue Recognition — Except for revenue recognized under the percentage of completion method
of accounting in Battery Technologies (see discussion below), the Company recognizes revenue when
persuasive evidence of an arrangement exists, unaffiliated customers take title and assume risk of loss,
the sales price is fixed or determinable and collection of the related receivable is reasonably assured.
Revenue recognition generally occurs upon shipment of product or usage of inventory consigned to
customers. All amounts in a sales transaction billed to a customer related to shipping and handling are
reported as sales.

The Battery Technologies segment uses the percentage of completion method to recognize the
majority of its revenue. The majority of defense contracts use the units-of-delivery method while the
majority of aerospace contracts use the cost-to-cost method as the basis to measure progress toward
completing a contract. Under the units-of-delivery method, revenues are recognized based on the
contract price of units delivered. Under the cost-to-cost method, revenue is recognized based on the
ratio of cost incurred compared to management'’s estimate of total costs expected to be incurred
under the contract. The percentage of completion method requires substantial judgment on the part
of management due to the duration of the contracts as well as the technical nature of the products
involved. Contract revenues and cost estimates are reviewed at least quarterly and adjustments are
reflected in the accounting period such amounts are determined. Billings in excess of amounts earned
are deferred. Anticipated losses on contracts are recorded in full in the period in which the loss
becomes evident.

Cost of Goods Sold — Cost of goods sold is comprised of raw material costs, direct production,
maintenance and utility costs, depreciation, other overhead costs and shipping and handling costs.
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Research and Development — Research and development costs are charged to expense when incurred,
are included in selling, general and administrative expenses and amounted to $32.5 million, $24.8
million and $11.8 million in 2012, 2011 and 2010, respectively. These amounts do not include
development and application engineering costs incurred in conjunction with fulfilling customer orders
and executing projects.

Accounting for Operating Leases — Lease expense is recorded on a straight-line basis. The
noncancellable lease term used to calculate the amount of the straight-line expense is generally
determined to be the initial lease term, including any optional renewal terms that are reasonably
assured. Certain leases include step rent provisions and escalation clauses, which are recognized on a
straight-line basis over the lease term. Lease payments that depend on an existing index or rate are
included in our minimum lease payments that are recognized on a straight-line basis over the
minimum lease term.

Income Taxes — Deferred income taxes are provided to recognize the effect of temporary differences
between financial and tax reporting. Deferred income taxes are not provided for undistributed
earnings of foreign consolidated subsidiaries, to the extent such earnings are determined to be
reinvested for an indefinite period of time.

Foreign Currency Translation — The functional currency for the majority of the Company’s operating
subsidiaries outside of the United States is the applicable local currency. For those operations, assets
and liabilities are translated into U.S. dollars at period-ending exchange rates and revenues and
expenses are transiated into U.S. dollars using weighted average exchange rates. The resulting
translation adjustments are recorded as a component of Accumulated other comprehensive income
(loss) in stockholders’ equity. The functional currency for the Company’s Finnish subsidiary and related
DRC operations is the U.S. dollar because a majority of their purchases and sales are denominated in
U.S. dollars. Accordingly, foreign currency exchange gains and losses related to assets, liabilities and
transactions denominated in other currencies (principally the Euro) are included in the Statements of
Consolidated Operations.

Derivative Instruments — The Company enters into derivative instruments and hedging activities to
manage, where possible and economically efficient, commodity price risk, foreign currency exchange
rate risk and interest rate risk related to borrowings. It is the Company’s policy to execute such
instruments with creditworthy banks and not enter into derivative instruments for speculative
purposes. All derivatives are reflected at their fair value and recorded in other current assets and other
current liabilities as of December 31, 2012 and 2011. The accounting for the fair value of a derivative
depends upon whether it has been designated as a hedge and on the type of hedging relationship. To
qualify for designation in a hedging relationship, specific criteria must be met and appropriate
documentation prepared. Changes in the fair values of derivatives not designated in a hedging
relationship are recognized in earnings.

The Company, from time to time, employs derivative instruments in connection with purchases and
sales of inventory in order to establish a fixed margin and mitigate the risk of price volatility. Some
customers request fixed pricing and the Company may use a derivative to mitigate price risk. While
this hedging may limit the Company’s ability to participate in gains from favorable commodity price
fluctuations, it eliminates the risk of loss from adverse commodity price fluctuations.

Periodically, the Company enters into certain derivative instruments designated as cash flow hedges.
For these hedges, the effective portion of the gain or loss from the financial instrument is initially
reported as a component of Accumulated other comprehensive income (loss) in stockholders’ equity
and subsequently reclassified into earnings in the same line as the hedged item in the same period or
periods during which the hedged item affects earnings.
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Note 2 — Recently Issued Accounting Guidance

Accounting Guidance Adopted in 2012:

In May 2011, the Financial Accounting Standards Board (“FASB”) issued additional authoritative
guidance relating to fair value measurement and disclosure requirements that provides a uniform
framework for fair value measurements and related disclosures between U.S. generally accepted
accounting principles and International Financial Reporting Standards. We adopted this guidance on
January 1, 2012 and such adoption did not have any effect on our results of operations or financial
position.

in June 2011, the FASB issued new accounting guidance regarding the presentation of comprehensive
income in financial statements prepared in accordance with U.S. GAAP. We adopted this guidance on
January 1, 2012. As this new guidance is related to presentation only, such adoption did not have any
effect on our results of operations or financial position.

In September 2011, the FASB issued amendments to the goodwill impairment guidance which provides
an option for companies to use a qualitative approach to test goodwill for impairment if certain
conditions are met. The amendments are effective for annual and interim goodwill impairment tests
performed for fiscal years beginning after December 15, 2011. This new guidance did not have any
impact on our results of operations or financial position.

Accounting Guidance Not Yet Adopted:

In July 2012, the FASB issued amendments to the intangible assets guidance which provides an option
for companies to use a qualitative approach to test indefinite lived intangible assets for impairment if
certain conditions are met. The amendments are effective for annual and interim indefinite lived
intangible assets impairment tests performed for fiscal years beginning after September 15, 2012,
however, early adoption is permitted. This new guidance is not expected to have any impact on our
results of operations or financial position.

In October 2012, the FASB issued amendments to the technical correction and improvements guidance
clarifying fair value measurements. This guidance is effective for annual periods beginning after
December 15, 2012. This new guidance is not expected to have any impact on our results of operations
or financial position.

Note 3 — Inventories
Inventories consist of the following as of December 31,

2012 2011
Raw materials and supplies ........ ... . i $137,093 $236,336
WOrK-iN-ProCess . - . o oottt e e e 188,145 227,139
Finished goods .. ... 137,855 151,543

$463,093 $615,018

As part of the allocation of the purchase price of VAC to the acquired assets and liabilities assumed,
we recorded a $168.1 million step-up of inventory to its estimated fair value on the date of
acquisition. In 2012 the Company recognized $38.0 million of lower of cost or market charges related
to the VAC purchase accounting step-up and additional lower of cost or market charges of $40.4
million. At December 31, 2012 all of the inventory step-up had been recognized in cost of goods sold.
At December 31, 2011 $56.4 million remained within the value of inventory. In 2011 the Company
recognized a net change of $14.5 million of lower of cost or market charges related to the VAC
purchase accounting inventory step-up. These charges related to the decline in prices of certain rare
earth materials.
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Note 4 — Property, Plant and Equipment, net
Property, plant and equipment, net consists of the following as of December 31,

2012 2011
Land and improvements .......... . ... .. i i $ 48,839 $ 47,725
Buildings and improvements ........... ... .. i 236,823 217,294
Machinery and equipment . ....... ... ... .. i 719,271 667,130
Furniture and fixtures ...t 17,294 15,931
Property, plant and equipment, atcost ......................... 1,022,227 948,080
Less accumulated depreciation ......... ... .. ... ..ol 525,472 465,767

$ 496,755 $482,313

Operating losses due to lower cobalt prices and electrical supply disruptions at GTL led us to evaluate
the potential impairment of its long-lived assets at December 31, 2012. Estimated future cash flows
based on our assumptions of cobalt prices and volumes supported the net book value of GTL's long-
lived assets indicating no impairment at December 31, 2012.

Total depreciation expense on property, plant and equipment was $62.4 million in 2012, $51.7 million
in 2011 and $40.8 million in 2010.

Note 5 — Acquisitions

VAC

On August 2, 2011, the Company acquired the equity interests in VAC and the financial position,
results of operations and cash flows of VAC are included in the Consolidated Financial Statements
from that date. VAC is engaged in the development, manufacturing and distribution of industrial-use
magnetic products for electronic equipment markets, including the alternative energy, automotive,
electrical installation, and energy conversion and distribution sectors. The Company’s Magnetic
Technologies segment consists of VAC.

The total purchase price of $812.2 million included total cash consideration of $686.2 million, withheld
consideration of $86.3 million, and the issuance of Company shares valued at $39.7 million. The
withheld consideration relates to potential indemnification claims made by OM Group and accepted
by the seller, if any, primarily within two years of the closing date of the acquisition. The Company
financed the purchase with borrowings under a new senior secured credit facility (the “Senior Secured
Credit Facility”) and cash on hand.
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The following table summarizes the final purchase price allocation based on estimated fair values as
of the acquisition date (in millions):

Accounts receivable .. ... e $ 81.0
Y] oL =3O 362.8
Property, plantand equipment ......... ... ... . i 2441
Identifiable intangible assets ............. ... . i i e 307.5
Other assets ........ i e e e e s 35.0
Total assetsacquired ....... ... . i i e 1,030.4
Accounts payable . ... e 435
Deferred iINCOME taXes ... ... ittt e e e 184.9
Pension liabilities .. ... i e 149.8
Other liabilities . .. ... e 60.8
Total liabilities assumed ... .. ... ... i e 439.0
Net assets acquUIred . ... ..ottt e 591.4
Purchase price, netof cash acquired .. ... ... .. .. i il 812.2
GOOAWIIL .. $ 220.8

The goodwill of $220.8 million resulting from the VAC acquisition was attributable to (i) reputation in
its markets, (ii) strength of its management team, (iii) efficiency of its operations, and (iv) future cash
flows and income projections and is not expected to be deductible for tax purposes.

Identifiable intangible assets arising from the VAC acquisition include the following (in millions):

Weighted
average
Estimated useful
fair value lives
= Ve =LA T- 10 = S $ 87.9 indefinite
Developed technology . ....... ..ot i 93.5 17.0
Customer relationships ........ .. .. i 126.1 14.3

Tradename represents the VAC name that the Company will continue to use. Customer relationships
represent the estimated fair value of relationships with customers acquired in connection with the
acquisition. The majority of the products sold under the VAC trade name use either patented
technology or trade secrets, related to the manufacturing process that allow provide a competitive
advantage in the marketplace. The customer relationship and developed technology intangible assets
are being amortized on a straight-line basis. The tradename is an indefinite-lived intangible asset and
therefore is not being amortized but will instead be tested, at least annually, for impairment.

Rahu

On December 22, 2011, the Company acquired the shares of Rahu Catalytics Limited (“Rahu”), a
developer of a unique iron ligand-based chemistry for use in environmentally-friendly coatings,
composites and inks. The Company previously had a license and supply agreement with Rahu. The
purchase price included a $39.1 million cash payment and contingent consideration of up to an
additional €20.0 million ($26.4 million at December 31, 2012) based on achieving certain volume
targets over a fifteen year period ending on December 31, 2026. The estimated fair value of the
contingent consideration of $10.8 million as of the acquisition date was finalized in the fourth quarter
of 2012 based on the probability of future anticipated payouts and was recorded at the net present
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value of those future anticipated cash flows. Subsequent to the date of acquisition, the estimated fair
value of the liability for contingent consideration increased to $12.4 million as a result of accretion
expense (included in interest expense in the Statement of Consolidated Operations) for the passage of
time. The purchase price allocation based on estimated fair values as of the acquisition date was $27.7
million of intangible assets, $6.9 million of deferred income tax liabilities and $29.1 million of
goodwill.

In 2011, the Company incurred $17.8 million of expenses in conjunction with the acquisitions of VAC
and Rahu that are included in Selling, general and administrative expense in the Statements of
Consolidated Operations. $2.4 million of these expenses were included in the results of the Magnetic
Technologies segment, and the balance was included in Corporate expenses.

EaglePicher Technologies

On January 29, 2010, the Company completed the acquisition of EaglePicher for approximately $172
million in cash. Based in Joplin, Missouri, EaglePicher Technologies is a leader in portable power
solutions and energy storage technologies serving aerospace, defense and medical markets, and is
developing products to serve new applications such as power storage for alternative energy and
power grid customers.

The purchase price was allocated to the assets acquired and liabilities assumed based upon their
estimated fair values at the date of acquisition. The purchase price exceeded the fair value of the net
assets acquired, resulting in $65.1 million of goodwill, most of which is not deductible for tax
purposes. The excess purchase price over net assets acquired primarily reflects the Company’s view
that this acquisition will add broad technical expertise in battery applications, which will be critical to
the Company's growth in battery materials and technologies.

Identifiable intangible assets arising from the EaglePicher acquisition included tradename, know-how,
developed technology, and customer relationships totaling $83.1 million. The know-how, developed
technology and customer relationships are being amortized on a straight-line basis. The tradename is
an indefinite-lived intangible asset and therefore is not being amortized but will instead be tested, at
least annually for impairment. In 2012, the Company received $6.0 million in an escrow settiement
with former owner.

In connection with the EaglePicher acquisition, the Company incurred $2.2 million in acquisition-
related costs in 2010. Acquisition-related costs were recognized as a corporate expense and included
in Selling, general and administrative expenses in the Statement of Consolidated Operations.

Note 6 — Goodwill and Other Intangible Assets

Goodwill is tested for our reporting units on an annual basis, or more frequently as impairment
indicators arise. The Company estimates the fair value of a reporting unit (including goodwill) and
compares that amount to the carrying value of that reporting unit. If the estimated fair value of the
reporting unit is less than its carrying value, a second step is undertaken to determine the implied fair
value of goodwill of the reporting unit, which is then compared with the carrying value of the
goodwill of the reporting unit. This second step includes valuing all of the tangible and intangible
assets and liabilities of the reporting unit as if they had been acquired in a business combination on
the testing date. The Company has developed a model to estimate the fair value of the reporting units
utilizing a discounted cash flow valuation technique (“DCF model”). The Company selected the DCF
model as it believes it is comparable to what would be used by market participants to estimate fair
value. The DCF model incorporates the Company’s estimates of future cash flows; future growth rates;
terminal value amounts; allocations of certain assets, liabilities and cash flows among reporting units;
and the applicable weighted-average cost of capital (the "WACC") used to discount those estimated
cash flows. These estimates require significant judgment and are consistent with the Company’s
forecast and long-range plans.
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The Company conducts its annual goodwill impairment test as of October 1. The results of testing as
of October 1, 2012 and 2011 confirmed that the estimated fair value of each of the reporting units
exceeded its carrying value and therefore no impairment loss was required to be recognized. The
estimated fair value of the Magnetic Technologies reporting unit exceeded its carrying value by 4%.
At December 31, 2012 Magnetic Technologies reporting unit had goodwill of $205.2 million. We
believe the assumptions used in our impairment testing were consistent with the risk inherent in the
business models of the reporting unit at the time the impairment test was performed. Although we
believe the assumptions, judgments and estimates used are reasonable and appropriate, different
assumptions, judgments and estimates could materially affect the goodwill test and, potentially, the
Company'’s results of operations and financial position. The change in the carrying amount of goodwill
is as follows:

Magnetic  Advanced Specialt Battery
Technologies Materials Chemicals Technologies Consolidated
Balance at January 1,2011 ........ $ — $103,326 $138,211  $65,351 $306,888
Acquisitions and adjustments ..... 220,801 — 39,038 — 259,839
Foreign currency translation
adjustments . ............ ... (19,221) — (2,949) (86) (22,256)
Balance at December 31, 2011 .. ... 201,580 103,326 174,300 65,265 544,471
Acquisitions and adjustments ..... — — (9,196) — (9,196)
Foreign currency translation
adjustments .. ... ... ... ..., 3,584 _ 4,302 108 7,994
Balance at December 31, 2012 ... ... $205,164 $103,326 $169,406 $65,373 $543,269

Intangible assets consist of (i) definite-lived assets subject to amortization and (ii) indefinite-lived
intangible assets not subject to amortization. All intangible assets subject to amortization are
amortized on a straight-line basis over the estimated useful lives.

A summary of intangible assets follows:

2012 2011
Carrying Accumulated Carrying Accumulated
Value Amortization (a) Net Value Amortization (a) Net
{in thousands)
Tradenames.......... $116,952 $ (6,559) $110,393 $116,952 $ (8,344) $108,608
Customer
relationships ....... 234,536 (57,943) 176,593 234,536 (43,869) 190,667
Developed
technology ......... 136,451 (16,926) 119,525 123,315 (13,325) 109,990
Know-how ........... 18,600 (2,713) 15,887 18,600 (1,783) 16,817
Capitalized software .. 20,947 (14,626) 6,321 18,652 (12,641) 6,011
Other intangibles .. ... 4,383 (3,430) 953 4,447 (3,265) 1,182
Total .................. $531,869 $(102,197) $429,672 $516,502 $(83,227) $433,275

(a) — Actual amounts of amortization expense may differ from the estimated amounts due to changes
in foreign currency exchange rates, impairment of intangible assets, intangible assets additions,
accelerated amortization of intangible assets, acquisition and divestiture and other factors.

The weighted average amortization period is 14 years for Customer Relationships, 17 years for
Developed Technology, 20 years for Know-How and 3 years for Capitalized Software. Indefinite-lived
intangible assets are tested for impairment annually and between annual evaluations if changes in
circumstances or the occurrence of certain events indicate potential impairment.

Amortization expense related to intangible assets, including capitalized software, for the years ended
December 31, 2012, 2011 and 2010 was $26.9 million, $18.7 million and $13.3 million, respectively,
reflecting the acquisitions of VAC and Rahu in 2011.
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We estimate that the annual pre-tax amortization expense will be approximately $26.7 million for
2013, $26.4 million for 2014, $26.3 million for 2015, $25.7 million for 2016 and $24.7 million for 2017.

Note 7 — Debt

On August 2, 2011, in connection with the acquisition of VAC, the Company terminated its revolving
credit facility and the Kokkola Credit Facility and entered into the Senior Secured Credit Facility. The
borrowers under the Senior Secured Credit Facility are the Company and Harko CV. a limited
partnership organized under the laws of the Netherlands and a wholly-owned subsidiary of the
Company (“Harko").

The Senior Secured Credit Facility provides for (i) a $100 million term loan A facility (the “Term A
Facility”), which was fully drawn on August 2, 2011, (ii} a $350 million term loan B facility (the “Dollar
Term B Facility”), which was fully drawn on August 2, 2011, (iii) a €175 million term loan facility (the
“Euro Term B Facility” and, together with the Dollar Term B Facility, the “Term B Facility” and,
together with the Term A Facility, the “Term Loan Facility”), which was fully drawn on August 2, 2011,
and (iv) a $200 million undrawn revolving credit facility (the “Revolving Credit Facility”), of which up
to $100 million may be denominated in Euros.

During the third and fourth quarters of 2012, we made principal pre-payments totaling $197.0 million
on the Euro Term B facility using cash on hand and recognized accelerated amortization of deferred
financing fees of $6.5 million. The balance of the Euro Term B facility was $28.0 million at
December 31, 2012.

The obligations of the Company under the Senior Secured Credit Facility are guaranteed by the
Company and all of the Company’s U.S. subsidiaries. In addition, the obligations of the Company
under the Senior Secured Credit Facility are secured by a first priority security interest in substantially
all of the existing and future property and assets of the Company and its U.S. subsidiaries and 65% of
the voting capital stock of the Company’s direct foreign subsidiaries. The obligations of Harko under
the Senior Secured Credit Facility are secured by a first priority security interest in substantially all of
the existing and future property and assets of Harko and the Company’s subsidiaries and a 100%
pledge of the voting capital stock of the Company’s subsidiaries, subject to certain exceptions,
including limitations relating to German capital maintenance rules and other financial assistance
limitations in certain foreign jurisdictions.

We have the option to specify that interest be calculated based on either a London interbank offered
rate (“LIBOR") or on a variable base rate, plus, in each case, a calculated applicable margin. The
interest rate for base rate loans will be the greater of (i) the federal funds rate plus 0.5%, (ii) Bank of
America’s prime rate or (iii) LIBOR plus 1%. The applicable margins for the Term A Facility, the Dollar
Term B Facility and the Revolving Credit Facility range from 2.75% to 3.25% for base rate loans and
3.75% to 4.25% for LIBOR loans. The margin for the Euro Term B Facility is 4.75%. The LIBOR rates
under the Term B Loan Facility are subject to a floor of 1.5%. At December 31, 2012 and 2011, the
weighted average interest rate for the outstanding borrowings under the Senior Secured Credit
Facility was 5.57% and 5.66%, respectively.

The Term A Facility and the Revolving Credit Facility mature on August 2, 2016. The Term B Facility
matures on August 2, 2017. In addition, the Term Loan Facility requires mandatory prepayments of
principal based on certain percentages of Excess Cash Flow (as defined in the Senior Secured Credit
Facility), beginning in 2013, subject to certain exceptions. In addition, subject to certain thresholds and
exceptions, the Company will be required to prepay the loans outstanding under the Term Loan
Facility with some or all of the net cash proceeds of certain asset sales and from the issuance or
incurrence of additional debt of the Company.
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Annual maturities of long-term debt are as follows (amounts in thousands):

2003 e e $ 13,309
0 7 S 15,809
2015 e 20,809
2006 . e e 67,059
2007 e e s 350,377

$467,363

The Senior Secured Credit Facility contains customary representations and warranties and certain
covenants that limit the ability of the Company to, among other things: (i} incur or guarantee
additional indebtedness; (ii) pay distributions on capital stock; (iii) make investments; (iv) sell assets;
(v) incur or suffer to exist liens securing indebtedness; (vi) consolidate, merge or transfer all or
substantially all of their assets; and (vii) engage in transactions with affiliates. In addition, the Senior
Secured Credit Facility contains financial covenants that limit capital expenditures in any fiscal year
and that measure (i) the ratio (the “Consolidated Leverage Ratio”) of the Company’s total
indebtedness to the amount of the Company’'s adjusted “Consolidated EBITDA" as defined in the
Senior Secured Credit Facility (“Covenant EBITDA"), and (ii) the ratio of the amount of Covenant
EBITDA to the Company’s cash interest expense (the “Consolidated Interest Coverage Ratio”).
Covenant EBITDA is consolidated net income plus (i) federal, state, local and foreign income taxes
payable, (ii) interest expense, (iii) amortization, (iv) depreciation, and (v) certain “non-cash” items,
such as non-cash compensation recorded in accordance with FASB ASC Topic 718, non-cash goodwill or
other intangible asset impairment charges and write-offs of goodwill and other intangible assets in
accordance with FASB ASC Topic 350, non-cash restructuring charges, non-cash purchase accounting
charges required by FASB ASC Topic 805 and foreign currency translation gains and losses, minus
(vi) interest income. Capital expenditures are compared quarterly on a year-to-date basis to an annual
cap set forth in the Senior Secured Credit Facility. The Consolidated Leverage Ratio and the
Consolidated Interest Coverage Ratio are required to be met quarterly for each trailing four-
consecutive-quarter period. The maximum permitted Consolidated Leverage Ratio for the fiscal
quarter ending December 31, 2012 was 3.25 to 1.00 and the minimum permitted Consolidated Interest
Coverage Ratio for the fiscal quarter ending December 31, 2012 was 4.25 to 1.00. At December 31,
2012, the Company's Consolidated Leverage Ratio was 2.86 to 1.00 and its Consolidated Interest
Coverage Ratio was 4.33 to 1.00. As of December 31, 2012, the Company was in compliance with all of
the covenants under the Senior Secured Credit Facility.

The Company incurred fees and expenses of $30.2 million related to the Senior Secured Credit Facility.
These fees and expenses were deferred and are being amortized to interest expense over the term of
the Senior Secured Credit Facility.

Interest paid on long-term debt was $38.4 million, $18.9 million and $2.9 million for 2012, 2011 and
2010, respectively. Interest expense has not been allocated to discontinued operations. No interest was
capitalized in 2012, 2011 or 2010.

Note 8 — Derivative Instruments

All derivatives are reflected on the balance sheet at fair value and recorded in other current assets and
other current liabilities in the Consolidated Balance Sheets. The accounting for the fair value of a
derivative depends upon whether it has been designated as a hedge and on the type of hedging
relationship. Changes in the fair value of derivative instruments are recognized immediately in
earnings, unless the derivative is designated as a hedge and qualifies for hedge accounting. Under
hedge accounting, recognition of derivative gains and losses can be matched in the same period with
that of the hedged exposure and thereby minimize earnings volatility.
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For a fair value hedge, the change in fair value of the hedging instrument and the change in fair value
of the hedged item attributable to the risk being hedged are both recognized currently in earnings.
For a cash flow hedge, the effective portion of the change in fair value of a hedging instrument is
initially recognized in Accumulated other comprehensive income (loss) (“AOCI(L)") in stockholders’
equity and subsequently reclassified to earnings when the hedged item affects income. Any
ineffective portion of the change in fair value of a cash flow hedge is recognized immediately in
earnings.

Commodity Price Risk

The Company, from time to time, employs derivative instruments in connection with certain purchases
of certain commodities in order to establish a fixed margin and mitigate the risk of price volatility.
This hedging limits the Company’s ability to participate in gains from favorable commodity price
fluctuations and it limits the risk of loss from adverse commodity price fluctuations.

Derivative instruments employed by the Company to manage commodity price risk include some
contracts designated as cash flow hedges as well as some other contracts that are not designated as
hedges for accounting purposes.

In October 2012, we entered into nickel forward derivative contracts to establish a fixed margin and
mitigate the risk of price volatility related to certain sales expected in 2013 of nickel-containing
finished products that were priced based on a formula that included a fixed nickel price component.
These forward derivative contracts have been designated as cash flow hedges for accounting
purposes.

Other Forward Contracts

In 2011, we entered into nickel forward purchase contracts to establish a fixed margin and mitigate
the risk of price volatility related to certain sales expected in 2012 of nickel-containing finished
products that were priced based on a formula that included a fixed nickel price component. These
forward purchase contracts were not designated as cash flow hedges for accounting purposes.
Accordingly, these contracts were adjusted to fair value as of the end of each reporting period, with
the gain or loss recorded in Cost of goods sold. As of December 31, 2012, there were no nickel forward
purchase contracts outstanding that were not designated as cash flow hedges.

Foreign Currency Exchange Rate Risk

The functional currency for our Finnish operating subsidiary is the U.S. dollar since a majority of its
purchases and sales are denominated in U.S. dollars. Accordingly, foreign currency exchange gains and
losses related to transactions of this subsidiary denominated in other currencies (principally the Euro)
are included in earnings. While a majority of the subsidiary's raw material purchases are in U.S. dollars,
it also has some Euro-denominated operating expenses. From time to time, we enter into foreign
currency forward contracts to mitigate a portion of the earnings volatility in those Euro-denominated
cash flows due to changes in the Euro/U.S. dollar exchange rate. As of December 31, 2012, we had no
Euro forward contracts outstanding. As of December 31, 2011, we had Euro forward contracts with
notional values that totaled 90.0 million Euros with maturities ranging up to twelve months. AOCI(L)
included a cumulative loss, related to these contracts, of $3.7 million, all of which was reclassified to
earnings within 2012. We had designated these foreign currency derivatives as cash flow hedges of
the subsidiary’s forecasted Euro-denominated expenses.

No hedge ineffectiveness was recorded in income in the years ended December 31, 2012, 2011 or 2010
for these hedges.

Interest Rate Risk
We utilize interest rate swap agreements to partially reduce risks related to variable rate financing
agreements that are subject to changes in the market rate of interest.
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in December 2012, we entered into an interest rate swap agreement to manage the variable interest
rate risk associated with the Term B Facility. This interest rate swap agreement establishes a fixed
interest rate of 5.82% on $115.0 million of the Term B Facility. We have designated this interest rate
swap agreement, which expires on December 31, 2013, as a cash flow hedge.

We had interest rate swaps with notional values that totaled $115.0 million and $199.5 million at
December 31, 2012 and 2011, respectively. The outstanding contracts as of December 31, 2012 had
maturities ranging up to 12 months. As of December 31, 2012, AOCI(L) included a cumulative loss of
$0.1 million related to these contracts, all of which is expected to be reclassified to earnings within the
next twelve months. As of December 31, 2011, AOCKL) included a cumulative loss of $0.4 million
related to these contracts, all of which was reclassified to earnings within 2012. No hedge
ineffectiveness was recorded in income in 2012, 2011 or 2010 for these hedges.

The following table summarizes the fair value of derivative instruments recorded in the Consolidated

Balance Sheets (amounts in thousands):
Derivatives Designated as Hedging Instruments

Derivative Liabilities

December 31, 2012 December 31, 2011
Balance Sheet
Balance Sheet Location  Fair Value Location Fair Value
Euro forward contracts ........... Other current liabilities —  Other current liabilities (4,835)
Commodity contracts . ............ Other current liabilities (7) Other current liabilities —
Interest rate swap agreements .... Other current liabilities (80) Other current liabilities (405)
Total ..ot $(87) $(5,240)

Derivatives Not Designated as Hedging Instruments
Derivative Liabilities
December 31, 2012 December 31, 2011
Balance Sheet Location  Fair Value  Balance Sheet Location  Fair Value

Commodity contracts . ............ Other current assets $— Other current assets $25
Total .oovvie $— $25

The following table summarizes the effect of derivative instruments as recorded in the Statement of
Consolidated Operations:
Derivatives in Cash Flow Hedging Relationships

Amount of Gain (Loss) on
Derivative Recognized in AOCI(L) (Effective Portion)
for the Year Ended December 31,

2012 2011 2010
Euro forwardcontracts . ... $6,017 $(3,650) $ —
Commodity contracts ..., (5) 373 —
Interest rate swap agreements ......... ... ... ... (80) (304) (393)
Total .. e e $5,932 $(3,581) $(393)
Location of Gain . (g
. Amount of Gain (Loss) Reclassified from
(Loss) Reclassn_fled AOCI(L) into Income (Effective Portion)
from IAOCKL) into for the Year Ended
ncome
(Effective Portion) 2012 2011 2010
Euro forward contracts .......... Cost of goods sold $2,367 $ — $(2,094)
Commodity contracts ............ Net sales — 373 (221)
Interest rate swap agreements .... Interest expense (405) (293) —
Total ... .o $1,962 $ 80 $(2,315)
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Derivatives Not Designated as Hedging Instruments

Location of Gain (Loss)
Recognized in

Amount of Gain (Loss)
Recognized in Income on
Derivative for the
Year Ended December 31,

Income on Derivative 2012 2011 2010
Euro forward contracts ....................... Cost of goods sold $ — $111 $ —
Commodity contracts ......................... Net sales — — (378)
Commodity contracts ......................... Cost of products sold (13) (64) —
Total oo e $(13) $ 47 $(378)

Note 9 — Fair Value Disclosures
The following table shows the Company's assets and liabilities accounted for at fair value on a
recurring basis:

Fair Value Measurements at Reporting Date Using

Quoted Prices in
Active Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable inputs

Description December 31, 2012 (Level 1) (Level 2) (Level 3)
Liabilities:
Interest rate swap agreements . . . . $ (80) $— $(80) $ —
Contingent consideration
payable . ... ... ... ... .. ... .. (12,411) = —_ (12,411)
Total ....................... ... $(12,491) $— $(80) $(12,411)

We use significant other observable inputs to value derivative instruments used to hedge foreign
currency and interest rate risk; therefore, they are classified within Level 2 of the valuation hierarchy.
The fair value for these contracts is determined based on exchange rates and interest rates,
respectively. Our valuation techniques and Level 3 inputs used to estimate the fair value of contingent
consideration payable in connection with our acquisition of Rahu are described below. There were no
transfers into or out of Levels 1, 2 or 3 in 2012.

The following table summarizes changes in Level 3 liabilities measure at fair value on a recurring basis:

Contingent Consideration

FairValueat ............. i, December 31, 2011 $14,343
Changeinestimate ....................... (3,392)
Accretion expense .............. i 1,375

Foreignexchange ........... ... ...t 85

FairValueat ....... ... ... ... .......... December 31, 2012 $12,411

We acquired Rahu on December 22, 2011. The purchase price included contingent consideration of up
to an additional €20.0 million ($26.4 million at December 31, 2012) based on achieving certain volume
targets over a fifteen year period ending on December 31, 2026. We estimated the fair value of the
contingent consideration liability using probability-weighted expected future cash flows and applied a
discount rate that appropriately captures a market participant’s view of the risk associated with the
liability. During the year ended December 31, 2012, the estimate of the contingent consideration
liability decreased by $3.4 million as we revised the purchase price allocation reflecting information
known as of the acquisition date. This adjustment and the final allocation adjustment did not impact
cash flows. The liability for contingent consideration is included in Other non-current liabilities in the
Unaudited Condensed Consolidated Balance Sheet. The valuation of contingent consideration is
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classified utilizing Level 3 inputs consistent with reasonably available assumptions which would be
made by other market participants. Changes in the risk profile of this liability and achievement of
volume targets over the term of this arrangement could impact the value of the contingent
consideration.

We also hold financial instruments consisting of cash, accounts receivable, and accounts payable. The
carrying amounts of cash, accounts receivable and accounts payable approximate fair value due to the
short-term maturities of these instruments. Long-term debt and the current portion of long-term debt
had a carrying value of $467.4 million and a fair value of $470.4 million at December 31, 2012, based
on quoted market prices which are Level 1 inputs. Derivative instruments are recorded at fair value as
indicated above.

The Company utilizes a “relief from royalty” methodology in estimating fair values for indefinite-lived
trade names. The methodology estimates the fair value of each trade name by determining the
present value of the royalty payments that are avoided as a result of owning the trade name and
includes judgmental assumptions about sales growth that are consistent with the assumptions used to
determine the fair value of reporting units in the Company’'s goodwill testing. The fair value
measurements were calculated using unobservable inputs, classified as Level 3, requiring significant
management judgment due to the absence of quoted market prices or observable inputs for assets of
a similar nature.

Accounts receivable potentially subjects the Company to a concentration of credit risk. The Company
maintains significant accounts receivable balances with several large customers. At December 31, 2012
and 2011 the accounts receivable balance from our largest customer represented 3% of the
Company’s net accounts receivable, respectively. Generally, the Company does not obtain security
from its customers in support of accounts receivable.

Sales to the top three customers in the Battery Technologies segment represented approximately 52%,
54% and 50% of Battery Technologies' net sales in 2012, 2011 and 2010, respectively. The loss of one
or more of these customers could have a material adverse effect on Battery Technologies’' business,
results of operations or financial position.

Note 10 — Income Taxes
Income (loss) from continuing operations before income tax expense consists of the following:

Year Ended December 31

2012 2011 2010
United States . . ... oot e e $(14,818) $(6,909) $(21,370)
Qutsidethe United States ... ........ ... i, (33,631) 35,852 128,685

$(48,449) $28,943 $107,315
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Income tax expense is summarized as follows:

Year Ended December 31

2012 2011 2010
Current tax provision (benefit):
United States:
Federal ........ ... 0 i $ (3051) $ 1974 $ 321
Stateandlocal ......... ... ... (49) 202 376
Outside the United States . .......................... 30,902 11,595 34,090
Totalcurrent ... .. .. . 27,802 13,771 34,787
Deferred tax provision (benefit):
United States ......... ... . i, 2,353 498 542
Outside the United States . .......................... (32,926) (32,065) (5,673)
Totaldeferred ........... .. .. (30,573) (31,567) (5,131)

$ (2,771) $(17,796) $29,656

A reconciliation of income taxes computed using the United States statutory rate to income taxes
computed using the Company’s effective income tax rate is as follows:

Year Ended December 31

2012 2011 2010

Income (loss) from continuing operations before income

1AX @XPENSE . .. it $(48,449) ¢ 28,943 $107,315
Income taxes at the United States statutory rate (35)% . .. (16,957) 8,692 37,560
Increase (decrease) in taxes resulting from:
Effective tax rate differential on income outside of the

United States ... e (3,755) (25,850) (25,447)
Repatriation of foreign earnings ...................... 7,350 6,482 5,564
Malaysiantax holiday .............. .. ... .......... — (3,662) (4,545)
Valuation allowance (reversal) ........................ 4,473 2,875 (1,037)
Uncertain tax positions . .......... ... ... ... ... ... (1,910) (1,618) 1,936
Allowance (reversal) on GTL prepaid tax asset .......... 5,645 (6,225) 11,465
Other, net . ... 2,383 1,510 4,160
Income tax (benefit)expense ......................... $ (2,771) $(17,796) $ 29,656
Effective incometaxrate.................. ... ... .... 5.7% (a) 27.6%

(a) not meaningful

The effective income tax rate for the year ended December 31, 2012 is impacted by VAC purchase
accounting related inventory charges of $55.9 million and GTL. During 2012, the Company recorded a
tax expense of $10.4 million related to GTL. This includes a $5.6 million tax expense related to GTL
prepaid tax asset impairment and $6.6 million related to other GTL permanent differences, of which
the Company’s share is 55%, or $6.7 million.

Excluding the impact of VAC purchase accounting related inventory charges and GTL discrete and
permanent items, the effective tax rate for the year ended December 31, 2012 would have been 30%.
This rate is lower than the U.S. statutory tax rate primarily due to income earned in tax jurisdictions
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with lower statutory rates than the U.S., and a tax efficient financing structure, partially offset by
losses and carry-forwards in certain jurisdictions (including the U.S. and Germany) with no
corresponding tax benefit.

The effective income tax rate for the year ended December 31, 2011 was affected by the acquisition of
VAC, including the impact of acquisition-related charges of $126.6 million. Also during 2011, the
Company recorded a net discrete tax benefit of $7.4 million, which includes a $6.2 million discrete tax
benefit related to GTL, of which the Company’s share is 55%, or $3.4 million.

Excluding the impact of the VAC acquisition and discrete items, the effective income tax rate for the
year ended December 31, 2011 would have been 12%. This rate is lower than the U.S. statutory tax
rate primarily due to income earned in tax jurisdictions with lower statutory rates than the U.S., a tax
holiday in Malaysia and a tax efficient financing structure, partially offset by losses in certain
jurisdictions (including the U.S.) with no corresponding tax benefit.

During 2010, the Company recorded discrete tax items related to continuing operations netting to
expense of $5.4 million. Included in this amount is $10.1 million of discrete tax expense related to the
GTL joint venture, of which the Company’s share is 55%, or $5.6 million. Excluding the discrete items,
the effective income tax rate for 2010 would have been 22.6%. This rate is lower than the
U.S. statutory tax rate primarily due to income earned in tax jurisdictions with lower statutory rates
than the U.S., a tax holiday in Malaysia and a tax efficient financing structure, partially offset by losses
in certain jurisdictions with no corresponding tax benefit (including the U.S.).

During fourth quarter of 2012, the Company received $37.9 million tax refund which was included in
the Refundable and prepaid income tax on the Consolidated Balance Sheet as of December 31, 2011.

The Company intends to repatriate only future earnings and therefore has not provided additional
United States income taxes on approximately $346 million of undistributed earnings of consolidated
foreign subsidiaries. Such earnings could become taxable upon the sale or liquidation of these foreign
subsidiaries or upon dividend repatriation. The Company's intent is for such earnings to be
permanently reinvested by the foreign subsidiaries. It is not practicable to estimate the amount of
unrecognized withholding taxes and tax liability on such earnings.

In connection with an investment incentive arrangement, the Company had a “tax holiday” from
income taxes in Malaysia that expired on December 31, 2011. This arrangement reduced income tax
expense by $3.7 million and $4.5 million for 2011 and 2010, respectively. The benefit of the tax holiday
on net income per diluted share was approximately $0.12 and $0.15 in 2011 and 2010, respectively.

The Company and its subsidiaries file income tax returns in the U.S. federal jurisdiction, and various
state and foreign jurisdictions. The Company’s major tax jurisdictions include the U.S., Finland and
Germany. With few exceptions, the Company is no longer subject to U.S. federal, state and local, or
non-U.S. income tax examinations by tax authorities for years before 2006. The Internal Revenue
Service is currently examining the Company’s 2010 U.S. federal income tax return, and Finnish tax
authorities are currently examining the Company’s Finnish tax returns for the years 2007-2011. VAC's
German tax returns have been audited through 2005. The Company is indemnified, subject to certain
limitations, for any pre-acquisition income tax liabilities of VAC. German tax authorities are currently
examining VAC's income tax returns for the years 2006-2009.

Income tax payments were $33.9 million, $23.8 million and $26.5 million in 2012, 2011 and 2010,
respectively.
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Significant components of the Company’s deferred income taxes are as follows:

December 31

2012 2011

Employee benefitaccruals .............. ... .. ... ... . ... $ 50,601 $ 36,148
Foreign operating loss carryforwards ........................... 13,225 8,599
Foreign tax credit carryforwards . .......... ... ... ... ... ..., 12,193 12,457

State operating loss carryforwards ................. ... ... ... .. 7,110 6,401

Operatingaccruals ...... .. ... .. .. . i 32,838 29,453

Investment credit carryforwards ................ ... ... ... ..., 3,393 3,414
Valuationallowance ............ . ... .. .. . . ... (77,993) (65,864)
Deferred tax assets . ... ..ottt 41,367 30,608
Depreciation . ... . (46,446) (49,700)
Amortization ... ... e (108,164) (101,012)
VAC, inventory reserve — purchase accounting step-up ........... — (22,110)
Other . 19 (485)
Deferred tax liabilities . ........ ..t (154,591) (173,307)
Net deferred tax liabilities .................. ... . . . it $(113,224) $(142,699)

Deferred income taxes are recorded in the Consolidated Balance Sheets in the following accounts:
December 31

2012 2011
Othercurrent assets . .......covii i e $ 7807 $ 7,523
Other non-current @ssets . ........covi it 5,144 3,172
Other current liabilities .......... ..o (4,724) (23,449)
Deferred income taxes — non-current liabilities .. ................ (121,451) (129,945)

$(113,224) $(142,699)

The Company has a U.S. net deferred tax asset of $1.1 million which is expected to be recovered based
on temporary differences that will reverse in 2013-2014. At December 31, 2012 and 2011, the
Company had U.S state net operating loss carryforwards representing a potential future tax benefit of
$7.1 million and $6.4 million, respectively. These carryforwards expire at various dates from 2013
through 2032. The Company has recorded a full valuation allowance against the U.S state net
operating loss carryforwards. The Company has foreign net operating loss carryforwards of $47.6
million, representing a potential future tax benefit of $13.2 million in various jurisdictions, some of
which expire in 2013 through 2031, and some of which have no expiration. The Company has
established a $3.8 million valuation allowance against the foreign net operating loss carryforwards as
the Company believes that some of these assets will not be realized. The Company has foreign
investment tax credit and allowance carryforwards of $3.4 million, of which $2.2 million expire in
2028, while the remaining $1.2 million have no expiration. The Company has recorded a $2.2 million
valuation allowance against the foreign investment tax credit and allowance carryforwards as the
Company believes that a portion of these assets will not be realized. For the year ended December 31,
2012, the Company'’s valuation allowance increased primarily due to the increase in U.S. deferred tax
assets and foreign carryforwards.
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A reconciliation of the beginning and ending amount of uncertain tax positions is as follows:

Balance atJanuary 1, 2011 ... ... e e $21,326
Additions for tax positions related to the currentyear ......................... 6,575
Additions for tax positions of prioryears .......... .. i i 71
Reductions for tax positions of prioryears ........... ...ttt (2,817)
Reductions for lapses of statute of limitations . ................................ (90)
Foreign currency translation ............. . . e (48)
Balance at December 31, 2011 .. ..ottt e e e 25,017
Additions for tax positions related to the currentyear ......................... 877
Additions for tax positionsof prioryears ............... ... ... ... ... 41
Reductions for tax positionsof prioryears ............ ... ... ... ... ... (8,396)
Reductions for lapses of statute of limitations ................................ (126)
Foreign currency translation .. ......... .. ... ... . . e 174
Balance at December 31, 2012 .. ... ... ... it e $17,957

With the exception of those relating to the VAC acquisition, all uncertain tax positions would affect
the effective tax rate if recognized. However, $5.6 million of the uncertain tax positions relate to
foreign tax credit carryforwards, which, if recognized, would be offset by an adjustment to the
valuation allowance. At December 31, 2012, there are no uncertain tax positions for which the
ultimate deductibility is highly certain but for which there is uncertainty about the timing of such
deductibility. The decrease in uncertain tax positions in 2012 primarily results from effective
settlements during 2012 in various tax jurisdictions. The increase in uncertain tax positions in 2011
resulted from VAC uncertain tax positions, partially offset by reductions for prior year uncertain tax
positions as a result of a favorable court decision. At December 31, 2012, the liability for uncertain tax
positions includes $0.2 million for which it is reasonably possible that the uncertain tax position will
decrease within the next twelve months. These uncertain tax positions primarily relate to transfer
pricing and may decrease upon expiration of the statute of limitations.

The Company recognizes interest accrued related to uncertain tax positions and penalties as a
component of income tax expense. During 2012, 2011 and 2010, the Company recognized a $0.4
million benefit, $0.1 million expense and $0.1 million benefit related to interest and penalties,
respectively. At December 31, 2012 and 2011, the Company had $0.8 million and $1.3 million accrued
for interest and penalties.

Note 11 — Pension and Other Post-Retirement Benefit Plans

The Company has defined contribution plans covering substantially all eligible U.S. employees.
Contributions are directed by the employee into various investment options. These defined
contribution plans do not have any direct ownership of the Company’s common stock. Under these
plans, the Company matches participants’ contributions based on plan provisions. Certain plans
provide for a discretionary Company contribution based on employee compensation. The Company
maintains additional defined contribution plans in certain locations outside the United States.
Aggregate defined contribution plan expenses were $6.1 million, $5.8 million and $5.7 million in 2012,
2011 and 2010, respectively.

The Company has defined benefit pension obligations of $149.8 million at VAC (based on the Euro to
U.S. dollar exchange rate on August 2, 2011), substantially all of which are unfunded. VAC sponsors
various defined benefits plans for its employees, including pension, early retirement benefits and
anniversary benefits, mainly in Germany.

The EaglePicher Technologies pension plans consist of four, non-contributory, defined benefit pension
plans. The Technologies Salaried Plan is a defined benefit, cash balance plan that covers EaglePicher
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Technologies salaried employees hired prior to January 1, 2007. The Technologies Hourly Plan is a
defined benefit plan that covers EaglePicher Technologies non-union hourly employees hired prior to
January 1, 2007 and union hourly employees hired prior to May 3, 2008. The Company also assumed
the liabilities of two frozen defined benefit pension plans. Pension benefits are paid to plan
participants directly from pension plan assets.

In addition to the pension liabilities for VAC and EaglePicher Technologies, the Company has a non-
contributory, defined benefit pension plan for certain retired employees in the United States related
to a divested business. Pension benefits under this plan are paid to plan participants directly from
pension plan assets.

Certain other non-U.S. employees are covered under other defined benefit plans. These other non-
U.S. plans are not material to the Company.

The Company also has an obligation to its former chief executive officer in settlement of an unfunded
supplemental executive retirement plan (“SERP”). Payments under the SERP are made directly from
the Company.
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The following table sets forth the changes in the benefit obligation and the plan assets during the
year and reconciles the funded status of the defined benefit plans with the amounts recognized in the
Consolidated Balance Sheet at December 31:

Pension Benefits

U.S. Plans Non-U.S. Plans
2012 2011 2012 2011

Change in benefit obligation
Projected benefit obligation at

beginningofyear................... $(238,454) $(215,194) $(146,115) $ (3,333)
Acquisitions . ..... ... .. o _— — — (153,728)
Service cost ... .. (1,087) (989) (3.993) (2,054)
Interestcost .. ........ ..., (9,346) (11,505) (7,587) (3,527)
Actuarial gain (loss) ................... (13,585) (24,390) (30,155) (1,045)
Benefitspaid ......................... 17,536 13,624 9,392 3,963
Foreign currency exchange rate

changes ....... .. ... .. L. — — (3,730) 13,609
Projected benefit obligation at end of

YEAI (it e e (244,936) (238,454) (182,188) (146,115)
Change in plan assets
Fair value of plan assets at beginning of

VAT it e 168,084 159,447 4,020 292
Acquisitions .......... ...l — — — 4,081
Actual return on plan assets . ........... 22,064 11,587 17 12
Employer contributions .. .............. 7,837 10,674 9,282 3,963
Foreign currency exchange rate

changes ........... .. ..ol — — 77 (365)
Benefitspaid ......................... (17,536) (13,624) (9,392) (3,963)
Fair value of plan assets at end of year .. 180,449 168,084 4,004 4,020
Funded status — plan assets less than

benefit obligations ................. (64,487) (70,370) (178,184) (142,095)
Recognized in accumulated other

comprehensive income:
Net actuarial (gain) loss .. .............. 34,782 36,838 31,646 1,587
Amounts not yet recognized as a

component of net postretirement

benefitcost ........................ $ 34,782 $ 36838 $ 31646 $ 1,587
Amounts recorded in the balance sheet

consist of:
Accrued benefit liability — current ... ... $ (849) $ 692) $ (7,999) $ (7,525)
Accrued benefit liability — long-term ... (63,638) (69,678) (170,185)  (134,570)
Accumulated other comprehensive

lOSS oot e 34,782 36,838 31,646 1,587
Net amount recognized ............... $ (29,705) $ (33,532) $(146,538) $(140,508)
Accumulated benefit obligation at end

ofyear ...... ...l $(226,243) $(220,580) $(180,355) $(144,836)
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Set forth below is a detail of the net periodic pension and other post-retirement benefit expense for
the defined benefit plans for the years ended December 31:

Pension Benefits

U.S. Plans
2012 2011 2010
SBIVICE COSt . . o\t e $ 1,087 $ 989 $ 913
INterest COSt ...ttt e e e e 9,346 11,505 11,078
Amortization of unrecognized netloss .................. 1,532 387 364
Expected returnonplanassets ......................... (10,429) (10,527) (9,621)
Net periodic benefitcost .................... ... .. ..., 1,536 2,354 2,734
Net (gain) loss arising duringtheyear .................. 1,287 23,330 2,731
Net (gain) loss recognized during theyear ............... (3,343) (387) (363)
Total recognized in other comprehensive income ........ (2,056) 22,943 2,368
Total recognized in net periodic benefit cost and other
comprehensive income . ........... . i $ (520) $ 25,297 $ 5,102

Pension Benefits
Non-U.S. Plans

2012 2011 2010
SBIVICE COST . .ottt e e $ 3,993 $2,054 $228
Interest Cost . ...t e 7,587 3,527 129
Amortization of unrecognizednetloss ....................... 792 (14) 3
Amortization of prior servicecredit .. .......... .. ... . oL 8 8 5
Expected returnonplanassets ................ ... ..l (9) (10) (9)
Net periodic benefitcost ....... ... ... ... L 12,371 5,565 356
Net (gain) loss arising during theyear ....................... 30,147 1,085 411
Net (gain) loss recognized duringtheyear.................... (880) 14 (3)
Amortization of prior servicecredit.......... ... .. .o L (8) (8) (5)
Exchangerate gain (loss) ..., 801 (76) (9)
Total recognized in other comprehensive income ............. 30,060 1,015 394
Total recognized in net periodic benefit cost and other
comprehensive inCome ... i $42,431 $6,580 $750
Future pension benefit payments expected to be paid are as follows:
Pension
Expected benefit payments U.S.Plans  Non-U.S. Plans
2013 L $14,192 $10,160
200 e $14,066 $10,963
200 e $14,088 $11,619
2016 L e $14,200 $11,441
2017 e e e e $14,158 $11,149
20182022 .. e e $72,711 $53,954

Pension benefit payments for the U.S. pension plans are made from assets of the pension plans. The
Company expects to contribute $3.2 million to its U.S. pension plans, in 2013. Expected contributions
are dependent on many variables, including the variability of the market value of the assets as

66



compared to the obligation and other market or regulatory conditions. Accordingly, actual funding
may differ significantly from current estimates. The Company expects to make annual benefit
payments of approximately $10.2 million related to its non-U.S. pension plans in 2013.

The amounts in Accumulated other comprehensive income (loss) that are expected to be recognized as

components of net periodic benefit cost during 2013 are as follows:
U.S. Plans Non-U.S. Plans Total

Netactuarial 0SS ... ..o oviiii e e i $3,348 $685 $4,033
Priorservice Cost . ...ttt e e — 6 6
Total .o $3,348 $691 $4,039

The following weighted-average assumptions were used to determine the Company’s pension benefit
obligations for the year ended December 31:

2012 2011

U.S. Plans
Discount rate — EPT ActivePlans . ..................... 3.69% 4.18%
Discount rate — EPT Inactive Plans .................... 3.50% 4.05%
Discountrate —SCM®Plans ............ ... ot 3.35% 4.05%
Expected return on pension plan assets — EPT Active

Plans ... e 7.00% 8.00%
Expected return on pension plan assets — EPT Inactive

Plans . ... ... 4.68% 5.75%
Expected return on pension plan assets — SCM Plans .. .. 6.00% 6.50%
Rate of increases in compensation .................... 3.50% 3.50%
Non U.S. Plans
Discountrate ....... .. ... ... . 3.49% 5.48%
Rate of increases in compensation .................... 2.50% —3.00% 2.50% — 3.00%

The following weighted-average assumptions were used to determine the Company's net periodic
pension benefit costs for the year ended December 31:

2012 2011

U.S. Plans

Discountrate —EPT Active Plans . . . ....... ... . it 411% 5.22%
Discount rate — EPT Inactive Plans ......... ... .. i iiiiiinnn. 4.04% 5.13%
Discountrate —SCM Plans . ... . i 405% 5.12%
Expected return on pension plan assets — EPT ActivePlans .............. 8.00% 8.25%
Expected return on pension plan assets — EPT Inactive Plans ............ 5.75% 6.00%
Expected return on pension plan assets —SCM Plans ................... 6.50% 6.75%
Non U.S. Plans

DiSCOUNT rate . .. e 5.47% 4.32%
Expected return on pension planassets ............. ... ... .. oo 341% 3.63%

The Company’s investment objective for defined benefit plan assets is to meet the plan’s benefit
obligations, without undue exposure to risk. The investment strategy focuses on asset class
diversification, liquidity to meet benefit payments and an appropriate balance of long-term
investment return and risk. The Investment Committee oversees the investment allocation process,
which includes the selection and evaluation of the investment manager, the determination of
investment objectives and risk guidelines, and the monitoring of actual investment performance. In
determining the expected long-term rate of return on defined benefit pension plan assets,
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management considers the historical rates of return over a period of time that is consistent with the
long-term nature of the underlying obligations of these plans, the nature of investments and an
expectation of future investment strategies.

The Company utilizes the services of independent third-party investment managers to oversee the
management of U.S. pension plan assets. The investment managers are allowed to exercise investment
discretion, subject to limitations established by the Company.

The EaglePicher Technologies plan assets are managed as two “pools” in recognition of the
differences in the obligations of the active and frozen plans. Below are the Company’s actual and
established target allocations for the EaglePicher Technologies Pension Plans, representing 94% of

U.S. pension plan assets:

Active Plans Frozen Plans

Actual Target Actual Target
Allocation  Allocation  Allocation  Allocation
U.S. equity securities ................... ... 34% 35% 12% 12%
International equity securities .............. 31% 30% 8% 8%
Fixedincome ........... .. ... oot 24% 25% 70% 70%
Highyield ....... .. ... ... .. ... ... .. — — 1% 2%
TIPS . 5% 5% 6% 6%
GlobalREITS ...... ... . i 5% 5% 2% 2%

Cash ... ... 1% = 1% =
Totalassets ..., 100% 100% 100% 100%

Active plan investments include domestic equity securities which are invested broadly in
U.S. companies in various industries using the Wilshire 5000 Index as the asset class benchmark.
International equity securities are invested broadly in non-U.S. companies in various industries using
the MSCI ACWI ex-U.S. Index as the asset class benchmark. Long-term Core Fixed Income (“Fixed
income”) consists of broad investment grade fixed income bonds using the Barclays Capital Long
Government/Credit Index as the asset class benchmark. U.S. Treasury Inflation Protected Fixed Income
(“TIPS”) invests in the U.S. Treasury inflation protected securities market using the Barclays U.S. TIPS
index as the asset class benchmark. Real estate investments are invested in the broad global real estate
securities market with the FTSE EPRA/NAREIT Developed RE Index (or other comparable index) as the
asset class benchmark. The Frozen plan investments are the same as the active plans except that fixed
income consists of long-credit fixed income bonds using the Barclays Capital Long Credit Index as the
asset class benchmark. High Yield Fixed Income ("High yield”) invests in broad U.S. non-investment
grade fixed income bonds using the Merrill Lynch U.S. High Yield Master Il Index as the asset class

benchmark.

The Company's asset allocations by asset category for the SCM and non-U.S. plans are as follows:
December 31, 2012 December 31, 2011

Actual Allocation Actual Allocation
Equity securities ......... .. ... ..o oo 35% 37%
Corporatebonds ......... ... ... i, 9% 9%
Governmentbonds ............. ... ... . ... 12% 10%
Other fixedincome .......... ... . ... ... .. ... 15% 19%
Foreignassets .......... ..ot 27% 24%
Cash ... 2% 1%
Total @assets ... ... 100% 100%
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Equity securities are invested broadly in U.S. companies in various industries. Foreign assets consist of
equity securities of non-U.S. companies in various industries as well as foreign mutual funds.

The fair value measurements of defined benefit pension plan assets by category at December 31, 2012

are as follows:

Category

Equity securities—US ......
Equity securities — Non

Fixed income:

Bonds ..................

Other fixed income ......
Highvyield ................
TIPS oo
Global REITS ..............
Foreignassets .............
Cash and cash equivalents ..

Quoted Prices in Significant
Active Markets Other Significant
December 31, for Identical Observable Unobservable
2012 Assets (Level 1) Inputs (Level 2)  Inputs (Level 3)
$ 33,536 $4,485 $ 29,051 $—
23,751 —_— 23,751 —
89,744 — 89,744 —
22,391 213 22,178 —
1,884 —_— 1,884 —
2,080 2,080 —_
5,544 — 5,544 —
4,002 —_ 4,002 —_
1,521 1,521 — -
$184,453 $6,219 $178,234 $_—

Equity securities and fixed income, high-yield, TIPS and Global REITS investments are primarily
comprised of mutual funds and common/collective trust funds. Investments in mutual funds and
common/collective trust funds are valued at the net asset value per share or unit multiplied by the
number of shares or units held as of the measurement date.

The defined benefit pension plans do not have any direct ownership of the Company’s common stock.
Note 12 — Accumulated Other Comprehensive Income (Loss)

Balance at January 1, 2010 . ...

Reclassification
adjustments .............

Current period credit
(charge) ................

Balance at December 31,
2010 ... ..

Reclassification
adjustments .............

Current period credit
(charge) ..................

Balance at December 31,
2011 ... ..

Reclassification
adjustments .............

Current period credit
(charge) ..................

Balance at December 31,
2012 ...

Unrealized
Gains and Accumulated
Foreign Losses on Cash Pension and Other
Currency Flow Hedging Post-Retirement  Comprehensive
Translation Derivatives Obligation income (Loss)
$ (5,288) $ 24 $(11,705) $(16,969)
— 2,315 — 2,315
_17.031 _2.732) _(2.764) _1.535
11,743 (393) (14,469) (3,119)
— (80) — (80)
(62,580) (3,581) (24,039) (90,200)
(50,837) (4,054) (38,508) (93,399)
— (1,962) — (1,962)
29,538 5,932 {28,114) 7,356
$(21,299) $ (84) $(66,622) $(88,005)
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Note 13 — Earnings Per Share

The following table sets forth the computation of basic and dilutive income (loss) per common share
from continuing operations attributable to OM Group, Inc. common stockholders for the years ended
December 31:

2012 2011 2010
(in thousands, except per share amounts)
Income (loss) from continuing operations attributable to

OM Group, Inc. common stockholders............... $(38,615) $42,070 $82,648
Weighted average shares outstanding — basic ......... 31,885 31,079 30,433
Dilutive effect of stock options and restricted stock . . ... — 165 132

Weighted average shares outstanding — assuming
dilution ... ... ... 31,885 31,244 30,565

Earnings per common share:
Income (loss) from continuing operations attributable to
OM Group, Inc. common stockholders — basic ....... $ (1.21) $ 135 $ 272

Income (loss) from continuing operations attributable to

OM Group, Inc. common stockholders — assuming
dilution ... .. $ (1.21) $ 135 $ 270

The following table sets forth the computation of basic and diluted net income (loss) per common
share attributable to OM Group, Inc. common stockholders for the years ended December 31:

2012 2011 2010
(in thousands, except per share amounts)

Net income (loss) attributable to OM Group, Inc.

common stockholders . .............. ... ... ... $(38,881) $42,011  $83,374
Weighted average shares outstanding — basic ......... 31,885 31,079 30,433
Dilutive effect of stock options and restricted stock . . ... — 165 132

Weighted average shares outstanding — assuming
dilution ... 31,885 31,244 30,565

Earnings per common share:

Net income (loss) attributable to OM Group, Inc.
common stockholders —basic ..................... $ (1.22) $ 135 §$ 274

Net income (loss) attributable to OM Group, Inc.
common stockholders — assuming dilution .......... $ (1.22) $ 135 §$ 273

The Company uses the treasury stock method to calculate the effect of outstanding share-based
compensation awards, which requires the Company to compute total employee proceeds as the sum
of (a) the amount the employee must pay upon exercise of the award, (b) the amount of unearned
share-based compensation costs attributed to future services and (c) the amount of tax benefits, if any,
that would be credited to additional paid-in capital assuming exercise of the award. Shares, under
share-based compensation awards, for which the total employee proceeds exceed the average market
price over the applicable period have an antidilutive effect on earnings per share, and accordingly, are
excluded from the calculation of diluted earnings per share.

In the years ended December 31, 2012 and 2011, stock options to purchase 0.6 million shares and
0.2 million shares, respectively, of common stock were excluded from the calculation of dilutive
earnings per share because the options’ exercise prices were greater than the average market price of
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the common shares and, therefore, the effect would have been anti dilutive. As the Company had a
loss from continuing operations for the year ended December 31, 2012, the effect of including dilutive
securities in the earnings per share calculation would have been anti-dilutive. Accordingly, all shares
under share-based compensation awards were excluded from the calculation of loss from continuing
operations attributable to OM Group, Inc. common stockholders assuming dilution and net loss
attributable to OM Group, Inc. common stockholders assuming dilution.

Note 14 — Share-Based Compensation

On May 8, 2007, the stockholders of the Company approved the 2007 Incentive Compensation Plan
(the “2007 Plan”). Under the 2007 Plan, the Company may grant stock options, stock appreciation
rights, restricted stock awards and phantom stock and restricted stock unit awards to selected
employees and non-employee directors. The 2007 Plan also provides for the issuance of common stock
to non-employee directors as all or part of their annual compensation for serving as directors, as may
be determined by the board of directors. The total number of shares of common stock available for
awards under the 2007 Plan (including any annual stock issuances made to non-employee directors) is
3,000,000. The 2007 Plan provides that no more than 1,500,000 shares of common stock may be the
subject of awards that are not stock options or stock appreciation rights. In addition, no more than
250,000 shares of common stock may be awarded to any one person in any calendar year, whether in
the form of stock options, restricted stock or another form of award. The 2007 Plan provides that all
options granted must have an exercise price of not less than the per share fair market value on the
date of grant and that no option may have a term of more than ten years. The Company satisfies stock
option exercises and restricted stock awards through the issuance of authorized but unissued shares or
treasury shares.

Set forth below is a summary of share-based compensation expense for option grants, restricted stock
awards and restricted stock unit awards included as a component of Selling, general and
administrative expenses in the Statements of Consolidated Operations for the year ended
December 31 (in thousands):

2012 2011 2010
Stock options and restricted stock awards . ... ... . ...l $5,023 $6,130 $5,082
Restricted stock unitawards .......... ..ot 212 51 363
Share-based compensation expense — employees ............ $5,235 $6,181  $5,445

Share-based compensation expense — non-employee
HIFECEOIS .« o oot ettt e e et e $ 525 $ 380 $ 260

No tax benefit for share-based compensation was realized during 2012, 2011 or 2010 as a result of the
valuation allowance against U.S. deferred tax assets.

At December 31, 2012, there was $6.1 million of unrecognized compensation expense related to
unvested share-based awards. That cost is expected to be recognized as follows: $4.0 million in 2013,
$2.0 million in 2014 and $0.1 million in 2015 as a component of Selling, general and administrative
expenses. Unearned compensation expense is recognized over the vesting period for the particular
grant. Total unrecognized compensation cost will be adjusted for future changes in actual and
estimated forfeitures, updated vesting assumptions for the performance awards, and fluctuations in
the fair value of restricted stock unit awards.

Non-employee directors of the Company are paid a portion of their annual retainer in unrestricted
shares of common stock. For purposes of determining the number of shares of common stock to be
issued, the 2007 Plan provides that shares are to be valued at the average of the high and low sale
price of the Company's common stock on the NYSE on the last trading date of the quarter. Pursuant to
this plan, the Company issued 23,752 shares in 2012, 10,239 shares in 2011 and 8,458 shares in 2010 to
non-employee directors.
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Stock Options

Options granted generally vest in equal increments over a three-year period from the grant date.
Upon any change in control of the Company, as defined in the applicable plan, or upon death,
disability or retirement, the stock options become 100% vested and exercisable. The Company
accounts for options that vest over more than one year as one award and recognizes expense related
to those awards on a straight-line basis over the vesting period.

During 2012, 2011 and 2010 the Company granted stock options to purchase 238,319, 217,489 and
243,050 shares of common stock, respectively. Included in the 2012 and 2011 grants are stock options
to purchase 4,419 and 5,289 shares of common stock with a vesting period of one year, which were
granted to the Company’s Chief Executive Officer (“CEO”) in connection with achievement of financial
performance criteria in 2011 and 2010 under the Company’s high-performance incentive plan.

The fair value of options was estimated at the date of grant using a Black-Scholes options pricing
model with the following weighted-average assumptions:

2012 2011 2010
Risk-free interestrate ............ ... i, 1.1% 2.7% 2.7%
Dividendyield ......... .. ... i — — —
Volatility factor of Company commonstock .................. 55% 56% 58%
Weighted-average expected option term (years) .............. 6 6 6
Weighted-average grant-date fairvalue ..................... $15.29 $19.93 $17.24

The risk-free interest rate assumption is based upon the U.S. Treasury yield curve appropriate for the
term of the options being valued. The dividend yield assumption is zero, as the Company intends to
continue to retain earnings for use in the operations of the business and does not anticipate paying
dividends in the foreseeable future. Expected volatilities are based on historical volatility of the
Company’s common stock. The expected term of options granted is determined using the simplified
method allowed by Staff Accounting Bulletin (“SAB”) No. 110 as historical data was not sufficient to
provide a reasonable estimate. Under this approach, the expected term is presumed to be the mid-
point between the vesting date and the end of the contractual term.

The following table sets forth the number of option shares and weighted-average grant-date fair
value:

Weighted-
Average

Fair Value at

Shares Grant Date
Non-vested at December 31,2010 ........... ... e, 397,914 $17.07
Granted during 2011 ... ... ... ... 217,489 19.93
Vested during 2011 .. ... ... i e, (183,642) 18.63
Forfeited during 2011 .. ... ... .. .. i (8,016) 18.17
Non-vested at December 31,2011 ....... ... ... ... ... ... 423,745 18.17
Granted during 2012 ......... ... ... . . ..., 238,319 15.29
Vestedduring 2012 ........... ... ... . ... .. ... el (205,087) 16.85
Forfeited during 2012 ....... ... . ... ... .. .. ... (15,852) 19.03
Non-vested at December 31,2012 .............................. 441,125 $17.20
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A summary of the Company'’s stock option activity for 2012 is as follows:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term Value
Qutstanding at January 1, 2012 .......... 1,235,197 $35.95
Granted ...... ... e 238,319 15.29
Exercised .....c.itiiii e — —
Expired unexercised .................... (66,698) 38.04
Forfeited ..... .. ..o (15,852) 33.85 _
Outstanding at December 31, 2012 ....... 1,390,966 $34.81 5.93 $409
Vested or expected to vest at December 31,
2012 oo e e 1,376,265 $34.84 5.90 $409
Exercisable at December 31,2012 ......... 949,509 $36.20 4.74 $399

The fair value of options that vested during 2012, 2011 and 2010 was $3.5 million, $3.4 million and
$3.6 million, respectively. No stock options were exercised in 2012. The intrinsic value of the options
exercised in 2011 and 2010 was $0.1 million and $2.2 million, respectively. The intrinsic value of an
option represents the amount by which the market value of the stock exceeds the exercise price of the
option.

The Company received cash payments of $0.4 million and $4.1 million in 2011 and 2010, respectively,
in connection with the exercise of stock options previously granted. The Company does not settle
stock options for cash.

Restricted Stock

The Company issues restricted stock and, beginning in 2012, issues stock-settled restricted stock units
to its employees in the U.S (“Restricted Stock,” and "US-Based RSUs,” respectively). The Company
issues restricted stock units to employees outside the U.S. (“International RSUs”). Certain of the
Restricted Stock, US-Based RSUs, and International RSU awards contain time-based vesting conditions
and certain of the awards contain performance-based vesting conditions.

The Restricted Stock and US-Based RSU awards are in all cases settled in the Company’s common stock.
The value of the Restricted Stock and US-Based RSU awards are based upon the market price of an
unrestricted share of the Company’s common stock at the date of grant. The Company recognizes
compensation expense ratably over the requisite performance period based upon the number of
awards that are anticipated to vest. The number of awards anticipated to vest is evaluated quarterly
and compensation expense is adjusted accordingly. The Company may withhold shares issued upon
vesting if directed by individual employees as a means of meeting minimum statutory tax withholding
requirements. The surrendered shares are held by the Company as treasury stock.

The International RSUs are settled in a cash payment that is based on the market price of an
unrestricted share of the Company’s common stock at the vesting date. Since the awards will be
settled in cash, they are treated as a liability award in accordance with the “Stock Compensation”
topic of the ASC and are presented as a component of Other non-current liabilities on the
Consolidated Balance Sheets. During the vesting period the Company remeasures the fair value of the
International RSUs at each reporting date until the award is settled. Fluctuations in the fair value of
the International RSUs are recorded as increases or decreases to compensation expense. Over the life
of these awards, the cumulative amount of compensation expense recognized will match the actual
cash paid.
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Performance-Based Awards

During 2012, 2011 and 2010, the Company awarded 130,500, 117,770 and 121,700 shares, respectively,
of performance-based Restricted stock to U.S. employees and 33,450, 31,125, and 19,850 performance-
based International RSUs, respectively, to employees outside the U.S. (collectively “Performance-Based
Awards").

The number of Performance-Based Awards that ultimately vest is based upon the Company'’s
achievement of specific measurable financial performance criteria. A recipient of Performance-Based
Awards may earn a total award ranging from 0% to 100% of the initial grant, with target being 50%
of the initial grant. The Performance-Based Awards granted during 2012 and 2011 will vest upon the
satisfaction of established performance criteria based on consolidated EBITDA margin percentage
(defined as adjusted operating profit plus depreciation and amortization expense divided by net sales)
percentage and average return on net assets, in each case over a three-year performance period
ending December 31, 2014 and 2013, respectively.

The performance period for Performance-Based Awards granted during 2010 ended on December 31,
2012. These awards were based on the achievement of consolidated EBITDA margin percentage (as
defined above) measured against a predetermined peer group, and average return on net assets, in
each case over three-year performance periods ending December 31, 2012. Based upon the Company's
performance against the stated performance objectives, 0.8% of the Performance-Based Awards
granted in 2010 remain available to vest, or roughly 890 shares of Restricted Stock and 150
International RSUs. Vesting is conditional on approval from the Compensation Committee that the
performance objectives were satisfied. The Compensation Committee makes this determination in the
first quarter of 2013.

Upon any change in control of the Company, as defined in the plan, or upon retirement, the
Performance-Based Awards become vested at the target level. In the event of death or disability, a pro
rata number of Performance-Based Awards shall remain eligible for vesting at the end of the
performance period.

A summary of the Company’s Performance-Based Awards for 2012 is as follows:

Weighted
Shares of Average

Restricted Restricted Grant Date

Stock Units Stock Fair Value
Non-vested atJanuary 1,2012 ....................... 67,435 312,050 $29.78
Granted ........ ... 33,450 130,500 30.11
Vested ... ... (335) — —
Forfeited ....... ... .. .. . (18,161) (101,340) 21.85
Non-vested at December 31,2012 .................... 82,389 341,210 $32.26

Expected to vest as of December 31,2012 ............. 8,411 31,158

For awards granted prior to 2010, the following performance-based shares vested and were issued for
the year ended December 31:

2012 2011 2010
Vested based on meeting performance criteria .................. — 1,773 74,676
Shares surrendered to pay withholding taxes ................... — (578) (26,651)
Netsharesissued ........ ... ... ... i,

1,195 48,025
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Time-Based Awards

During 2012, 2011 and 2010, the Company awarded 87,150 time-based US-Based RSUs, and 60,825,
and 63,100 shares of time-based Restricted Stock, respectively (collectively “US Time-Based Awards").
In addition, during 2012 and 2011, the Company awarded 2,177 and 2,767 shares of US Time-Based
Awards with a vesting period of one year to its CEO in connection with achievement of financial
performance criteria under the Company’s high-performance annual incentive program. The value of
the restricted stock units and restricted stock awarded in 2012, 2011 and 2010, based upon the market
price of an unrestricted share of the Company’s common stock at the date of grant, was $2.6 million,
$2.3 million and $1.9 million, respectively. During 2012, 2011 and 2010, the Company also awarded
17,060, 9,095, and 10,550 Time-Based International RSUs, respectively.

The US Time-Based Awards and Time-Based International RSUs have similar terms and vest three years
from the date of grant, subject to the recipient remaining employed by the Company on that date.
Upon any change in control of the Company, as defined in the plan, or upon retirement, the Time-
Based Awards become 100% vested. A pro rata number of Time-Based Awards will vest in the event of
death or disability prior to the stated vesting date.

A summary of the Company's Time-Based awards for 2012 is as follows:

Weighted Average
Time-Based Shares of US Grant Date Fair

International Time-Based Value - US Time-

RSUs Awards Based Awards
Non-vested at January 1,2012 .............. 22,145 145,122 $31.59
Granted — three year vesting .............. 17,060 87,150 28.51
Granted —oneyearvesting ............... — 2,177 30.21
Vested ... e (3,600) (24,867) 21.94
Forfeitures . ....ccov v (100) (10,945) 31.01
Non-vested at December 31,2012 .......... 35,505 198,637 $31.46
Expected to vest as of December 31, 2012...... 33,456 195,605

The following US Time-Based Awards vested and were issued in the respective years ended
December 31:

2012 2011 2010
Vested — three year vesting period ............ ... ol 22,100 15,575 22,760
Vested — one year vesting period ......... ... oo 2,767 — 4,127
Shares surrendered to pay withholdingtaxes ................. (8,538) (5,023) (9,233)
Net shares issUed . .....ovvin ittt eaaane s 16,329 10,552 17,654

Note 15 — Commitments and Contingencies

In March 2009, GTL was served in Jersey, Channel Islands, with an injunction seeking to enforce two
arbitration awards made in 2003 by an arbitral tribunal operating under the auspices of the
international Court of Arbitration against the DRC and Société Nationale D’Electricité for $108.3
million (the “Arbitration Awards”). One of the terms of the injunction prohibited GTL from making
payments to Gécamines, a minority partner in GTL, including amounts payable for raw material
purchases. In October 2010, GTL was served in Jersey, Channel islands, with a second injunction which
restrains Gécamines from removing any of its assets from the island of Jersey up to the amount of
14.5 million British Pounds, pending the resolution of other proceedings against Gécamines. In both
matters, payments which would typically have been made by the Company to Gécamines were instead
placed on deposit with the Royal Court of Jersey (Court). At December 31, 2011, our Consolidated
Balance Sheet included Restricted cash on deposit, and Liability related to joint venture partner
injunction, of $92.8 million.

75



The first injunction was resolved and the related funds were released during the third quarter of 2012.
As of December 31, 2012, $22.8 million related to the second injunction remained on deposit with the
Court and was recorded as Restricted cash on deposit and Liability related to joint venture partner
injunction in the Consolidated Balance Sheets. In January 2013, the case related to the second
injunction was dropped, and remaining funds on deposit with the Court were released on
February 13, 2013. Upon receipt of final documentation, funds will be released by GTL to Gécamines.

We have potential contingent liabilities with respect to environmental matters related to its former
operations in Brazil and Germany which were sold in 2003. Environmental-cost sharing arrangements
are in place between the original owner and operator of these operations, the Company and the
subsequent purchaser of these operations. We have reviewed the limited information made available
to us on the environmental conditions and are awaiting more detailed information from the
purchaser. We cannot currently evaluate whether or not, or to what extent, we will be responsible for
any remediation costs until more detailed information is received.

From time to time, we are subject to various legal and regulatory proceedings, claims and assessments
that arise in the normal course of business. The ultimate resolution of such proceedings, claims and
assessments is inherently unpredictable and, as a result, the Company’s estimates of liability, if any, are
subject to change and actual results may materially differ from such estimates. Our estimate of any
costs to be incurred as a result of these proceedings, claims and assessments are accrued when the
liability is considered probable and the amount can be reasonably estimated. We believe the amount
of any potential liability with respect to legal and regulatory proceedings, claims and assessments will
not have a material adverse effect upon our financial condition, results of operations, or cash flows.

Note 16 — Lease Obligations

The Company rents office space, equipment, land and an airplane under long-term operating leases.
The Company’s operating lease expense was $9.6 million in 2012, $10.7 million in 2011 and $8.8
million in 2010.

Future minimum payments under noncancellable operating leases at December 31, 2012 are as follows
for the year ending December 31:

L $ 7,398
20T 4,885
200 3,748
20706 . 2,923
2007 e 2,719
Thereatter ... .. 4,217
Total minimum lease payments . ....... ... $25,890

Note 17 — Reportable Segments and Geographic Information

The Company determines its segments based on how the chief operating decision maker makes
decisions about allocating resources to segments and measuring their performance. The Company
operates and reports its results in four operating segments: Magnetic Technologies, Battery
Technologies, Specialty Chemicals and Advanced Materials. Intersegment transactions are generally
recognized based on current market prices and are eliminated in consolidation. Corporate is
comprised of general and administrative expenses not allocated to the operating segments.

The Magnetic Technologies segment is engaged in the development, manufacturing and distribution
of industrial-use magnetic products and systems for electronic equipment markets, including the
renewable energy, automotive systems, construction & mining and industrial sectors.
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The Battery Technologies segment provides advanced batteries, battery management systems, battery-
related research and energetic devices for defense, aerospace and medical markets.

The Specialty Chemicals segment develops, produces and supplies chemicals for electronic and
industrial applications, and photomasks used by customers to produce semiconductors and related
products.

The Advanced Materials segment manufactures inorganic products using unrefined cobalt and other
metals and serves the mobile energy storage, renewable energy, automotive systems, construction and
mining, and industrial end markets.

There are a limited number of supply sources for rare earth materials and cobalt. Production
problems, incurred demand, and instability in some supplier countries may affect supply and market
price of these materials.
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The following table reflects the results of the Company’s reportable segments:

2012 201 2010
Net Sales
Magnetic Technologies(@) ..................................... $ 631,582 $ 276,147 § —
Advanced Materials ............. ... ... .. ... ... L, 447,049 640,879 620,638
Specialty Chemicals ............. .o i 417,028 470,022 462,743
Battery Technologies(c) .......... ... .. ... 143,038 128,814 113,941
Intersegmentitems ... ... .. ... . . . i (906) (1,327) (676)

$1,637,791 $1,514,535 $1,196,646

Operating profit (loss)

Magnetic Technologies(a)(b) ............. ... .. $ (22,265)% (66,914)% —
Advanced Materials ........... ... .. 6,427 81,186 95,633
Specialty Chemicals(d) .......... ... ..., 37,990 62,251 59,558
Battery Technologies(c) ............. i, 19,587 12,125 5,061
(@] o ToT ¢ 11T (=) T (43,051) (52,121) (37,606)
(1.312) 36,527 122,646
Interest eXpense . ........... .. (45,798) (23,268) (5,255)
Accelerated amortization of deferred financingfees ............... (6,524) — —_
Interestincome . ... ... ... . ... 774 1,440 908
Foreign exchangegain(loss) ................. ... ..., (1,007) 10,564 (10,679)
Other income (expense), net ...................ccviiunninnnn.. 5,418 3,680 (305)
(47,137) (7,584) (15,331)

Income (loss) from continuing operations before income taxes ...... $ (48,449)% 28,943 $§ 107,315

Expenditures for property, plant & equipment

Magnetic Technologies(a) .................. ... ... .. i, $ 27332 % 18356 % —
AdvancedMaterials ............. .. ... ... ... 29,576 18,470 11,328
Specialty Chemicals ............ ... .. ... ... .. 8,972 11,904 8,920
Battery Technologies(c) ........... ... 5.845 7,510 6,182
COrporate . . e e — 242 —

$ 71725 $ 56,482 § 26,430

Depreciation and amortization

Magnetic Technologies(@) .................ciiiiiiiiinnnen.. $ 40832 % 17,202 % —
Advanced Materials ..........c..ooiini 16,897 20,687 20,587
Specialty Chemicals ........ ... ... i 20,768 22,406 23,048
Battery Technologies(c) ............ .. i, 10,091 9,592 9,473
orporate ... e 688 480 989

$ 89276 $ 70367 § 54,097

Total assets

Magnetic Technologies ....................................... $1,021,286 $1,144,936
Advanced Materials(f) ............ ... .. 561,390 785,746
Specialty Chemicals ......... ... ... ... o, 530,908 557,852
Battery Technologies ........... ... .. i i i, 243,305 251,778
Corporate .. e e 142,538 133,520

$2,499,427 $2,873,832
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(@) Includes activity since the acquisition of VAC on August 2, 2011.

(b) Includes $55.9 million and $106.6 million of charges related to the VAC inventory purchase
accounting step-up and LCM charges in 2012 and 2011, respectively, $2.4 million of acquisition-
related fees and $2.2 million of severance charges in 2011. See Note 3 for further discussion of
charges related to inventory.

(©) Includes activity since the acquisition of EaglePicher on January 29, 2010.
(d) Includes property sale gains of $2.9 million and $9.7 million in 2012 and 2011, respectively.

(&) Includes a $2.5 million settlement charge associated with the lump-sum cash settlement to certain
participants in 2012; $15.4 million of acquisition-related fees related to VAC and Rahu in 2011;
fees related to the EaglePicher acquisition of $2.2 million in 2010.

(f) Includes a $22.8 million and $92.8 million deposit related to the Jersey Court injunction in 2012
and 2011, respectively. See Note 15 for further discussion.

Long-Lived
Net Sales(a) Assets(b)

Geographic Region Information

2012
FINLANd .ottt e e e s $ 229,710 $106,172
UNIted STateS .. oo ittt e ettt et e 333,211 77,223
J Y - 1« T R 161,741 59
1= 211711 2SS R 681,460 237,129
1 14 2 7= s e 231,669 76,172
$1,637,791 $496,755
2011
FINBANA oot et e e $ 392,742 $ 89,307
UNIEd STateS & .ottt ettt et et e et e e 328,177 80,807
JAPAN . e 207,051 145
1= 01171172 TR 332,863 232,521
(011 2 Y= (AU P 253,702 79,533
$1,514,535 $482,313
2010
FINIANA o oot e e e e i e ¢ 354,889 ¢ 86,019
UNIted STATOS & . vt ot ettt e et e e ettt e e e 312,368 79,980
JAPAN L 223,441 221
(012 7= sV RS U O 305,948 89,878

$1,196,646 $256,098

(a) Net sales attributed to the geographic area are based on the location of the manufacturing
facility, except for Japan, which is a sales office.

(b) Long-lived assets consists of property, plant and equipment, net.

Note 18 — Quarterly Results of Operations (Unaudited)

In August 2011, the Company completed the acquisition of VAC and formed the Magnetic
Technologies segment for that business. In the Fourth Quarter of 2012, the Company, as a result of
enhancing its financial planning and analysis efforts, discovered that a portion of Magnetic
Technologies’ Cost of goods sold were misclassified in Selling, general and administrative expenses
(“SG&A") since the acquisition when the business converted the basis of its financial reporting from
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International Financial Reporting Standards to US GAAP. The Company corrected the classification of
these expenses by restating its Quarterly Reports on Form 10-Q filed during 2012. The reclassification
has no impact on previously-reported net sales, operating profit, net income, or net income per share
on the Company’s Condensed Statements of Consolidated Operations, nor does it have any effect on
the Company’'s previously-reported Condensed Consolidated Balance Sheets, Statements of
Consolidated Comprehensive Income (Loss), Condensed Statements of Consolidated Cash Flows,
Condensed Statements of Consolidated Total Equity or segment net sales and operating profit. The
Company has evaluated the error for the period ending December 31, 2011 in accordance with Staff
Accounting Bulletin (SAB) 99, SAB 108 and Accounting Standards Codification (ASC) 250 and
determined that the impact of the misclassification in 2011 is not material. The Company made
correction of the amounts related to this misstatement for 2011 in this Annual Report for 2012.

{in millions) Reported Restated
Three Months Ended  Three Months Ended
December 31, 2011 December 31, 2011

Costofgoodssold ............................. $336.4 $347.1

Grossprofit ....... .. ... .. .. .. ... 102.2 91.5

SGRA EXPENSES . ... .t 86.1 75.4

2012
First Second Third Fourth
Quarter Quarter Quarter Quarter Full Year

Netsales................... ... .. ........ $466,179 $436,467 $394,732 $340,413 $1,637,791
Grossprofit ......... ... .. ... .. ... ... $ 99,310 $ 43,138 $ 84,558 $ 29,344 $ 256,350

Amounts attributable to OM Group, Inc.
common stockholders:

Income (loss) from continuing operations, net

oftax ....... ..., $ 12,085 $(22,513) $ 5,656 $(33,843) $ (38,615)
Income (loss) from discontinued operations,

netoftax ....... ... .. ... ... . . .. . . ... (136) 174 (148) (156) (266)
Netincome (loss) ......................... $ 11,949 $(22,339) $ 5,508 $(33,999) $ (38,881)
Net income (loss) per common share — basic
Continuing operations .................... $ 038 $ (071) $ 0.18 $ (1.06) $ (1.21)
Discontinued operations ................... (0.01) 0.01 (0.01) (0.01) (0.01)
Netincome(loss) ......................... $ 037 $ (070) $ 0.17 $ (1.07) $ (1.22)

Net income (loss) per common share —
assuming dilution

Continuing operations .................... $ 038 $ (071) $ 0.18 $ (1.06) $ (1.21)
Discontinued operations ................... (0.01) 0.01 (0.01) (0.01) (0.01)
Netincome(loss) ......................... $ 037 $ (070) $ 017 $ (1.07) $ (1.22)

The first quarter of 2012 includes a pre-tax gain of $2.9 million recognized on the sale of property.
The fourth quarter of 2012 includes a $3.1 million discrete tax loss (excluding noncontrolling interests)
to increase the allowance against GTL's prepaid tax asset.

The VAC inventory purchase accounting step-up and related LCM charges were $15.7 million, $31.5
million, $0.2 million and $8.4 million for the first, second, third and fourth quarter of 2012,
respectively.

The third and fourth quarter of 2012 include $1.2 million and $5.3 million and of accelerated
amortization of deferred financing fees, respectively.
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The third quarter of 2012 includes a $2.5 million settlement charge associated with the lump-sum cash
settlement to certain participants in our defined benefit pension plans.

2011
First Second Third Fourth
Quarter Quarter Quarter Quarter Full Year
(restated)

Netsales . ..o e e e $331,345 $329,522 $415,057 $438,611 $1,514,535
Grossprofit . ... ... $ 82,038 % 73,506 $ 8,798 $ 91,544 $ 255,886
Amounts attributable to OM Group, Inc. common

stockholders: . ....ooiiii i e
Income from continuing operations, net of tax .... $ 30,892 $ 24,709 $(66,516)% 52,985 $ 42,070
Income (loss) from discontinued operations, net of

= (240) (89) 234 36 % (59)
Netincome .......... . ... . . i, $ 30,652 $ 24,620 $(66,282)$% 53,021 $ 42,011
Net income (loss) per common share — basic ......
Continuing operations ................. ... ... $ 1.01$ 0813$ (212)$ 16659 1.35
Discontinued operations . ............ ... .. .. (0.01) — 0.01 — —
Netincome .......... . . . . ... it $ 1.00% 081% (11)§ 166% 1.35
Net income (loss) per common share — assuming

dilution ...
Continuing operations ......................... $ 101¢% 080% (212)$ 166 % 1.35
Discontinued operations ........... ... ... .. ... (0.01) — 0.01 — —
Netincome . ... . ... $ 100$ 0809% (11N$ 16659 1.35

The third quarter of 2011 includes a pre-tax gain of $9.7 million recognized on the sale of land and a
$3.4 million discrete tax benefit (excluding noncontrolling interests) to reduce the allowance against
GTL's prepaid tax asset.

Acquisition-related charges, including purchase accounting charges related to inventory, acquisition
fees and severance charges, were $4.0 million, $104.7 million and $17.9 million in the second, third
and fourth quarter of 2011, respectively.

Note 19 — Subsequent Events

On January 21, 2013, the Company and certain of its affiliates, entered into a definitive Asset and
Stock Purchase Agreement (the “Purchase Agreement”) with Freeport-McMoRan Corporation and
Koboltti Chemical Holdings Limited to divest the downstream portion of the business of its Advanced
Materials segment for an aggregate purchase price of approximately $325 million in cash at closing,
plus a potential earn-out payment over three years of up to $110 million in cash based on the
acquired business achieving certain revenue levels. An agreement providing for the transfer of the
Company's shares in the Congo-based GTL joint venture to the other GTL partners was also signed and
will be effective upon closing of the transaction. Due to the uncertain value of the three year earn-out
payment, the Company cannot determine the financial impact of this transaction at this time. The net
asset value associated with the transactions was approximately $390 million at December 31, 2012.

The closing purchase price for the Freeport-McMoRan deal is subject to a customary working capital
adjustment. The Purchase Agreement provides for customary representations, warranties, covenants
and agreements, including, among others, that each party will use reasonable best efforts to complete
the transactions expeditiously.

The closing of the transaction is expected to occur before the end of April 2013 subject to the
expiration or termination of any waiting period under certain antitrust filings and the satisfaction or
waiver of other customary closing conditions.
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ltem 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure
There are no such changes or disagreements.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of the Chief Executive Officer and the Chief Financial Officer,
evaluated the effectiveness of the design and operation of the Company’s disclosure controls and
procedures as of December 31, 2012. As defined in Rule 13a-15(e) under the Securities Exchange Act of
1934 (the “Exchange Act”), disclosure controls and procedures are controls and procedures designed
to provide reasonable assurance that information required to be disclosed in reports filed or
submitted under the Exchange Act is recorded, processed, summarized and reported on a timely basis,
and that such information is accumulated and communicated to management, including our Chief
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure. Our disclosure controls and procedures include components of our internal control
over financial reporting.

Based upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded
that the Company’s disclosure controls and procedures were not effective as of December 31, 2012,
due solely to the material weakness in the Company’s internal control over financial reporting as
described below in “Management’s Report on Internal Control over Financial Reporting.” In light of
this material weakness, the Company performed additional analysis as deemed necessary to ensure
that the consolidated financial statements were prepared in accordance with U.S. generally accepted
accounting principles. Accordingly, management believes that the consolidated financial statements
included in this report present fairly in all material respects the Company’s financial position, results of
operations and cash flows for the period presented.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting, as such term is defined in Exchange Act Rules 13a-15(f ) and 15d-15(f ). Under the
supervision of the Chief Executive Officer and Chief Financial Officer, management conducted an
evaluation of the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2012 based on the framework set forth by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO) in “Internal Control-Integrated Framework”. Based on that
evaluation, management has concluded that the Company’s internal control over financial reporting
was not effective as of December 31, 2012 solely as a result of the following material weakness:

* The Company did not maintain effective controls over its classification of SG&A expenses and Cost of
goods sold on its Statements of Consolidated Operations of the VAC business, which comprises the
Company's Magnetic Technologies segment.

The Company’s independent registered public accounting firm, Ernst & Young LLP, audited the
Company’s internal control over financial reporting and, based on that audit, issued an attestation
report regarding the Company’s internal control over financial reporting, which is included in this
Annual Report.

Changes in Internal Controls

Since acquiring VAC, the Company has been reviewing and assessing VAC's internal controls and
disclosure processes to fully integrate the VAC business into the Company’s existing control
environment by the end of the twelve month exception period. In the fourth quarter of 2012, as a
result of enhancing its financial planning and analysis efforts, the Company discovered that a portion
of Magnetic Technologies’ costs were consistently misclassified beginning in the third quarter of 2011,
when the business was acquired and converted the basis of its financial reporting from International
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Financial Reporting Standards to U.S. GAAP. Solely as a result of this misclassification, we concluded
that our disclosure controls and procedures were not effective as of March 31, 2012, June 30, 2012,
and September 30, 2012. Management corrected these misclassifications by amending its previously
filed Form 10-Qs for 2012. It was determined that the impact of the misclassification in 2011 is not
material. We made correction of the amounts related to this misstatement for 2011 in this Annual
Report for 2012.

Subsequent to December 31, 2012, we believe that we have fully remediated the material weakness in
our internal contro! over financial reporting with respect to the account mapping between Cost of
goods sold and SG&A expenses within the Magnetic Technologies segment before the filing of this
Form 10-K. The remedial actions included:

« Examination of the underlying financial records to determine the proper classification of operating
costs into cost of goods sold and SG&A expenses.

e The implementation of a reconciliation of the components of overhead capitalized into inventory
and expenses reported into costs of goods sold accumulated from our Magnetic Technologies’ ERP
system.

« Enhanced analysis of gross margins and SG&A expenses as a percentage of sales at our Magnetic
Technologies business.

There were no other changes in the Company's internal control over financial reporting in connection
with the Company’s fourth quarter 2012 evaluation that would materially affect, or are reasonably
likely to materially affect, the Company’s internal control over financial reporting.

Item 9B. Other Information
None.
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PART il

Item 10. Directors, Executive Officers of the Registrant and Corporate Governance

Information with respect to directors of the Company will be set forth under the heading “Proposal 1.
Election of Directors” in the Company's proxy statement to be filed pursuant to Regulation 14A under
the Exchange Act in connection with the 2013 Annual Meeting of Stockholders of the Company (the
“2013 Proxy Statement”) and is incorporated herein by reference. For information with respect to the
executive officers of the Company, see “Executive Officers of the Registrant” in Part | of this Form 10-K.

Information with respect to the Company’s audit committee, nominating and governance committee,
compensation committee and the audit committee financial experts will be set forth in the 2013 Proxy
Statement under the heading “Corporate Governance and Board Matters” and is incorporated herein
by reference.

Information with respect to compliance with Section 16(a) of the Exchange Act will be set forth in the
2013 Proxy Statement under the heading “Section 16(a) Beneficial Ownership Reporting Compliance”
and is incorporated herein by reference.

The Company has adopted a Code of Conduct and Ethics that applies to all of its employees, including
the principal executive officer, the principal financial officer and the principal accounting officer. The
Code of Conduct and Ethics, the Company’s corporate governance principles and all committee
charters are posted on the “Corporate Governance” portion of the Company's website
(www.omgi.com). A copy of any of these documents is available in print free of charge to any
stockholder who requests a copy, by writing to OM Group, Inc., 127 Public Square, 1500 Key Tower,
Cleveland, Ohio 44114-1221 USA, Attention: Rob Pierce, Vice President, Finance.

On June 4, 2012, the Company filed the annual certification by its CEO that, as of the date of the
certification, he was unaware of any violation by the Company of the corporate governance listing
standards of the New York Stock Exchange.

Item 11. Executive Compensation

Information with respect to executive and director compensation and compensation committee
interlocks and insider participation, together with the report of the compensation committee
regarding the compensation discussion and analysis will be set forth in the 2013 Proxy Statement
under the headings “Executive Compensation,” “Corporate Governance and Board Matters —
Compensation Committee Interlocks and Insider Participation” and “Compensation Committee
Report” and is incorporated herein by reference.

Item 12, Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

Information with respect to security ownership of certain beneficial owners and management will be

set forth in the 2013 Proxy Statement under the heading “Security Ownership of Directors, Executive

Officers and Certain Beneficial Owners — Beneficial Ownership” and is incorporated herein by

reference.
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Equity Compensation Plan Information
The following table sets forth information concerning common stock issuable pursuant to the
Company’s equity compensation plans as of December 31, 2012.

Number of securities
remaining available for
future issuance under
equity compensation

Number of securities plans
to be issued upon Weighted-average (excluding securities
exercise o exercise price o issuable under

outstanding options  outstanding options  outstanding options)

Equity Compensation Plans Approved by

the Stockholders . ................... 1,301,752 $34.93 1,101,934
Equity Compensation Plans Not

Approved by the Stockholders(a) .. ... 88,934 $33.67 =
Total oo 1,390,686 $35.95 1,101,934

(@) As an inducement to join the Company, on June 13, 2005, the Chief Executive Officer was granted
options to purchase 88,934 shares of common stock that are not covered by the equity
compensation plans approved by the Company's stockholders. These options have an exercise
price of $33.67 per share (the market price of Company stock on the grant date was $24.89) and
became exercisable on May 31, 2008. The options have an expiration date of June 13, 2015.

Item 13. Certain Relationships and Related Transactions, Director Independence

Information with respect to certain relationships and related transactions, as well as director
independence, will be set forth in the 2013 Proxy Statement under the heading “Corporate
Governance and Board Matters” and is incorporated herein by reference.

item 14. Principal Accountant Fees and Services

Information with respect to principal accounting fees and services will be set forth in the 2013 Proxy
Statement under the heading “Description of Principal Accountant Fees and Services” and is
incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
The following Consolidated Financial Statements of OM Group, Inc. are included in Part II, item 8:

(1) Consolidated Balance Sheets at December 31, 2012 and 2011
Statements of Consolidated Operations for the years ended December 31, 2012, 2011 and 2010

Statements of Consolidated Comprehensive Income (Loss) for the years ended December 31, 2012,

2011 and 2010

Statements of Consolidated Cash Flows for the years ended December 31, 2012, 2011 and 2010
Statements of Consolidated Total Equity for the years ended December 31, 2012, 2011 and 2010

Notes to Consolidated Financial Statements
(2) Schedule I — Valuation and Qualifying Accounts for the years ended December 31, 2012, 2011 and

2010

All other schedules are omitted because they are not applicable or because the information
required is included in the consolidated financial statements or the notes thereto.

(3) Exhibits

The following exhibits are included in this Annual Report on Form 10-K:

(3) Articles of Incorporation and By-laws

31

3.2

Restated Certificate of Incorporation of OM Group, Inc. (incorporated by
reference to Exhibit 3.1 of the Company’s Quarterly Report on Form 10-Q filed
on November 6, 2008).

Amended and Restated By-Laws of OM Group, Inc. (incorporated by reference
to Exhibit 3.2 of the Company’s Annual Report on Form 10-K filed February 24,
2011).

(4) Instruments defining rights of security holders including indentures.

4.1

Form of Common Stock Certificate of the Company.

(10) Material Contracts

*10.1

*10.2

*10.3

10.4

+10.5

OM Group, Inc. Benefit Restoration Plan, effective January 1, 1995 (incorporated
by reference to Exhibit 10.9 to the Company’s Registration Statement on
Form S-4 (No. 333-84128) filed on March 11, 2002).

Trust under OM Group, Inc. Benefit Restoration Plan, effective January 1, 1995
(incorporated by reference to Exhibit 10.10 to the Company’s Registration
Statement on Form S-4 (No. 333-84128) filed on March 11, 2002).

Amendment to OM Group, Inc. Benefit Restoration Plan (frozen Post-2004/Pre-
2008 Terms) (incorporated by reference to Exhibit 10.4 of the Company’s Annual
Report filed on Form 10-K on February 28, 2008).

Credit Agreement, dated as of August 2, 2011, among OM Group, Inc. and
Harko C.V., as borrowers, Bank of America, N.A., as Administrative Agent, Swing
Line Lender and L/C Issuer, and the Other Lenders Party Thereto Merrill Lynch,
Pierce, Fenner & Smith Incorporated, PNC Capital Markets LLC and BNP
Securities Corp., as Joint Lead Arrangers and Joint Bookrunning Managers
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on
form 8-K filed August 4, 2011).

Joint Venture Agreement among OMG B.V., Groupe George Forrest S.A., La
Generale Des Carrieres Et Des Mines and OM Group, Inc. to partially or totally
process the slag located in the site of Lubumbashi, Democratic Republic of
Congo (incorporated by reference to Exhibit 10.7 to the Company’s Annual
Report on Form 10-K filed February 24, 2011).
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10.6

+10.7

+10.8

+10.9

*10.10

*10.1

*10.12

*10.13

10.14

*10.15

*10.16

*10.17

*10.18

*10.19

10.20

*10.21

Sale and Purchase Agreement, dated December 23, 2009, by and among
EaglePicher Corporation, as guarantor of the Seller, EaglePicher Technologies
Holdings, LLC, as the Seller, EaglePicher Technologies, LLC, as the Company,
OM Group, Inc., as limited guarantor of the Buyer, and OMG Energy Holdings,
Inc., as the Buyer (incorporated by reference to Exhibit 10.8 to the Company’s
Annual Report on Form 10-K filed on February 25, 2010).

Long Term Slag Sales Agreement between La Generale Des Carriers Et Des
Mines and J.V. Groupement Pour Le Traitement Du Terril De Lubumbashi (filed
as an Annex to Exhibit 10.5).

Long Term Cobalt Alloy Sales Agreement between J.V. Groupement Pour Le
Traitement Du Terril De Lubumbashi and OMG Kokkola Chemicals Oy (filed as
an Annex to Exhibit 10.5).

Tolling Agreement between Groupement Pour Le Traitement Du Terril De
Lubumbashi and Societe De Traitement Du Terril De Lubumbashi (filed as an
Annex to Exhibit 10.5).

OM Group, Inc., 1998 Long-Term Incentive Compensation Plan (incorporated by
reference to Exhibit 10.12 to the Company’s Annual Report on Form 10-K filed
February 24, 2011).

Separation Agreement dated October 17, 2003, by and between OM Group, Inc.
and Thomas R. Miklich (incorporated by reference to Exhibit 10.13 to the
Company’s Annual Report on Form 10-K filed February 24, 2011).

Form of Stock Option Agreement between OM Group, Inc. and Joseph
M. Scaminace (incorporated by reference to Exhibit 10.14 to the Company’s
Annual Report on Form 10-K filed February 24, 2011).

Share Purchase Agreement dated July 3, 2011, by and among VAC
Luxembourg S.a.r.l., OMG Germany Holding GmbH and OM Group, Inc.
(incorporated by reference to Exhibit 2.1 to the Company’s Current Report on
Form 8-K filed July 7, 2011).

Stockholder Agreement, dated July 3, 2011, by and among OM Group, Inc., VAC
Luxembourg S.4.r.1, and One Equity Partners Il, L.P. (incorporated by reference
to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed July 7, 2011).

Form of Indemnification Agreement between OM Group, Inc. and its directors
and certain officers (incorporated by reference to Exhibit 10 to the Company’s
Current Report on Form 8-K filed on January 25, 2011).

Form of Non-incentive Stock Option Agreement under the 1998 Long-Term
Incentive Compensation Plan (incorporated by reference to Exhibit 10.20 to the
Company’s Annual Report on Form 10-K filed February 24, 2011).

OM Group, Inc. 2002 Stock Incentive Plan (incorporated by reference to
Exhibit 99 to the Company’s Current Report on Form 8-K (No. 001-12515) filed
May 5, 2006).

Form of Stock Option Agreement (2010) under the 2007 Incentive
Compensation Plan (incorporated by reference to Exhibit 10.1 to the Company’s
Quarterly Report on Form 10-Q filed on November 4, 2010).

Form of Restricted Stock Agreement (2010 time-based) under the 2007 Incentive
Compensation Plan (incorporated by reference to Exhibit 10.2 to the Company’s
Quarterly Report on Form 10-Q filed on November 4, 2010).

Form of Restricted Stock Agreement (2010 performance-based) under the 2007
incentive Compensation Plan (incorporated by reference to Exhibit 10.3 to the
Company’s Quarterly Report on Form 10-Q filed on November 4, 2010).

Form of OM Group, Inc. Executive Severance Plan, effective May 31, 2011, for
the benefit of certain employees (incorporated by reference to Exhibit 10.1 to
the Company’s Current Report on Form 8-K filed May 27, 2011).
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*10.22

*10.23

*10.24

10.25

*10.26

*10.27

*10.28

*10.29

*10.30

*10.31

10.32

*10.33

*10.34

*10.35

*10.36

Form of Amended and Restated Change in Control Agreement between OM
Group, Inc. and certain executive officers (incorporated by reference to

Exhibit 99.2 to the Company's Current Report on Form 8-K (No. 001-12515) filed
on November 14, 2006).

Amended and Restated Change in Control Agreement dated as of

November 13, 2006 between OM Group, Inc. and Joseph M. Scaminace
(incorporated by reference to Exhibit 99.4 to the Company’s Current Report on
Form 8-K (No. 001-12515) filed on November 14, 2006).

OM Group, Inc. 2007 Amended and Restated Incentive Compensation Plan
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on
Form 8-K filed on March 21, 2012).

Stock Purchase Agreement among OMG Kokkola Chemicals Holding (Two) BV,
OMG Harjavalta Chemicals Holding BV, OMG Finland Oy, OM Group, Inc.,
Norilsk Nickel (Cyprus) Limited and 0JSC, MMC Norilsk Nickel (incorporated by
reference to Exhibit 2 to the Company’s Current Report on Form 8-K

(No. 001-12515) filed on March 7, 2007).

Form of Amended and Restated Change in Control Agreement between OM
Group, Inc. and certain executive officers (incorporated by reference to
Exhibit 10.33 to the Company’s Annual Report on Form 10-K filed February 24,
2011).

Form of Stock Option Agreement under the 2007 Incentive Compensation Plan
(incorporated by reference to Exhibit 10.1 to the Company’s Quarterly Report
on Form 10-Q (No. 001-12515) filed on November 2, 2007).

Form of Restricted Stock Agreement (time-based) under the 2007 Incentive
Compensation Plan (incorporated by reference to Exhibit 10.2 to the Company’s
Quarterly Report on Form 10-Q (No. 001-12515) filed on November 2, 2007).

Form of Restricted Stock Agreement (performance-based) under the 2007
Incentive Compensation Plan (incorporated by reference to Exhibit 10.3 to the
Company'’s Quarterly Report on Form 10-Q (No. 001-12515) filed on
November 2, 2007).

OM Group, Inc. Deferred Compensation Plan (incorporated by reference to
Exhibit 10 to the Company’s Current Report on Form 8-K filed july 2, 2008).

Form of Change in Control Agreement between OM Group, Inc. and certain
executive officers (incorporated by reference to Exhibit 10.38 to the Company’s
Annual Report on Form 10-K filed on February 28, 2012).

Amendment No. 1, dated as of August 1, 2012, to the Credit Agreement, dated
as of August 2, 2011, among OM Group, Inc. and Harko C.V., as borrowers, and
Bank of America, N.A., as Administrative Agent, Swing Line Lender and L/C
Issuer (incorporated by reference to Exhibit 10.1 to the Company’s Quarterly
Report on Form 10-Q filed on November 9, 2012).

Form of Stock Option Agreement (2012) under the Amended and Restated 2007
Incentive Compensation Plan (incorporated by reference to Exhibit 10.2 to the
Company's Current Report on Form 8-K filed March 21, 2012).

Form of Stock Option Agreement (2012 International) under the Amended and
Restated 2007 Incentive Compensation Plan (incorporated by reference to
Exhibit 10.3 to the Company’s Current Report on Form 8-K filed March 21,
2012).

Form of Restricted Stock Agreement (2012 Performance-Based) under the
Amended and Restated 2007 Incentive Compensation Plan (incorporated by
reference to Exhibit 10.4 to the Company’s Current Report on Form 8-K filed
March 21, 2012).

Form of Restricted Stock Unit Agreement (2012 Performance-Based
International) under the Amended and Restated 2007 Iincentive Compensation
Plan (incorporated by reference to Exhibit 10.5 the Company’s Current Report
on Form 8-K filed March 21, 2012).
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*10.37 Form of Restricted Stock Unit Agreement (2012 Time-Based) under the
Amended and Restated 2007 Incentive Compensation Plan (incorporated by
reference to Exhibit 10.6 to the Company’s Current Report on Form 8-K filed
March 21, 2012).

*10.38 Form of Restricted Stock Unit Agreement (2012 Time-Based International) under
the Amended and Restated 2007 Incentive Compensation Plan (incorporated by
reference to Exhibit 10.7 to the Company’s Current Report on Form 8-K filed on
March 21, 2012).

10.39 Asset and Stock Purchase Agreement Among OMG Harjavalta Chemicals
Holding BV, OMG Americas, Inc., OM Group, Inc., Koboltti Chemicals Holdings
Limited and, Freeport-McMoran Corporation Dated as of January 21, 2013.

12 Statements regarding computation of ratios

21 List of Subsidiaries

23 Consent of Ernst & Young LLP

24 Powers of Attorney
311 Certification of Principal Executive Officer Pursuant to Rule 13a-14(a)
31.2 Certification of Principal Financial Officer Pursuant to Rule 13a-14(a)

32 Certification of Principal Executive Officer and Principal Financial Officer
Pursuant to 18 U.S.C. 1350

101.1 Instance Document

101.2 Schema Document

101.3 Calculation Linkbase Document
101.4 Labels Linkbase Document

101.5 Presentation Linkbase Document
101.6 Definition Linkbase Document

Indicates a management contract, executive compensation plan or arrangement.

Portions of Exhibit have been omitted and filed separately with the Securities and Exchange
Commiission in reliance on Rule 24b-2 and an Order from the Commission granting the Company’s
request for confidential treatment dated June 26, 1998.

These documents were filed as exhibits to the Company’s Form S-1 Registration Statement
(Registration No. 33-60444) which became effective on October 12, 1993, and are incorporated
herein by reference.
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OM Group, Inc.

Schedule It — Valuation and Qualifying Accounts
Years Ended December 31, 2012, 2011 and 2010
(Dollars in Millions)

Classifications

2012
Allowance for doubtful accounts . . ..

Allowance for note receivable from
joint venture partner ............

Environmental reserve .. ...........

2011
Allowance for doubtful accounts .. ..

Allowance for note receivable from
joint venture partner ............

Environmental reserve .............

2010
Allowance for doubtful accounts . . ..

Allowance for note receivable from
joint venture partner ............

Environmental reserve .............

Charged
Balance {Credited) Charged Balance
at to {Credited) to at
Beginning Costs and Other End of
o? Year Acquisitions  Expenses Accounts Deductions Year
$ 48 — $07 (1) $0.1 (5 $(0.4)(3) $ 5.2
3.1 -— — — — 3.1
2.6 —_ 0.3 (2) —_ (0.5)(4) 24
$10.5 $— $1.0 $ 0.1 $(0.9) $10.7
$ 52 $1.6 $(0.1) (1)  $(0.1) (5) $(1.8)(3) $ 4.8
5.2 — (2.1) (1) — — 3.1
2.8 — 0.2 (2) — (5) (0.9 2.6
$13.2 $1.6 $(2.0) $(0.1) $(2.2) $10.5
$ 6.9 $0.5 $(0.5) (1) $04 (5 $Q2.1H((3) $ 5.2
5.2 — — — —_ 5.2
2.8 1.3 0.4 (2) 0.1) (5) (1.6)(4) 2.8
$14.9 $1.8 $(0.1) $03 $3.7) $13.2

(1) Provision for uncollectible accounts and notes receivable included in

administrative expenses.

selling, general and

(2) Provision for environmental costs included in selling, general and administrative expenses.

(3) Actual accounts written-off against the allowance.

(4) Actual cash expenditures charged against the accrual.

(5) Foreign currency translation adjustment.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this Annual Report on Form 10-K to be signed on its behalf by the
undersigned, thereunto duly authorized, on February 28, 2013.

OM GROUP, INC.

By: /s/ Christopher M. Hix

Christopher M. Hix
Vice President and Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report on Form 10-K
has been signed below on February 28, 2013 by the following persons on behalf of the registrant and
in the capacities indicated.

Signature @
/s/ Joseph Scaminace Chairman and Chief Executive Officer
Joseph Scaminace (Principal Executive Officer)
/s/ Christopher M. Hix Vice President and Chief Financial Officer
Christopher M. Hix (Principal Financial Officer)
/s/ Carol A. Benton Corporate Controller
Carol A. Benton (Principal Accounting Officer)
/s/ Hans-Georg Betz Director

Hans-Georg Betz

/s/  Richard W. Blackburn Director
Richard W. Blackburn

/s/ Steven J. Demetriou Director

Steven J. Demetriou

/s/ Patrick S. Mullin Director
Patrick S. Mullin

/s/ Katharine L. Plourde Director

Katharine L. Plourde

/s/  William J. Reidy Director
William J. Reidy

/s/ Christopher M. Hix

Christopher M. Hix
Attorney-in-Fact
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Exhibit 31.1
CERTIFICATION

I, Joseph Scaminace, certify that:

1.
2.

| have reviewed this Annual Report on Form 10-K of OM Group, Inc. (the “Registrant”);

Based on my knowledge, this report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in
this report, fairly present in all material respects the financial condition, results of operations
and cash flows of the Registrant as of, and for, the periods presented in this report;

The Registrant’s other certifying officer(s) and | are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the Registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information
relating to the Registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being
prepared;

b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting
principles;

¢) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosed in this report any change in the Registrant’s internal control over financial
reporting that occurred during the Registrant's most recent fiscal quarter (the
Registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the Registrant’s internal control over
financial reporting; and

The Registrant’s other certifying officer and | have disclosed, based on our most recent

evaluation of internal control over financial reporting, to the Registrant’s auditors and the

audit committee of Registrant’s board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
Registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the Registrant’s internal control over financial reporting.

Date: February 28, 2013

/s/  Joseph Scaminace

Joseph Scaminace
Chairman of the Board and
Chief Executive Officer




Exhibit 31.2
CERTIFICATION

I, Christopher Hix, certify that:

1.
2.

I have reviewed this Annual Report on Form 10-K of OM Group, Inc. (the “Registrant”);

Based on my knowledge, this report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in
this report, fairly present in all material respects the financial condition, results of operations
and cash flows of the Registrant as of, and for, the periods presented in this report;

The Registrant’s other certifying officer(s) and | are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the Registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information
relating to the Registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being
prepared;

b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting
principles;

¢) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosed in this report any change in the Registrant’s internal control over financial
reporting that occurred during the Registrant’s most recent fiscal quarter (the
Registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the Registrant’s internal control over
financial reporting; and

The Registrant’s other certifying officer and | have disclosed, based on our most recent

evaluation of internal control over financial reporting, to the Registrant’s auditors and the

audit committee of Registrant’s board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
Registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the Registrant’s internal control over financial reporting.

Date: February 28, 2013

/s/  Christopher M. Hix

Christopher M. Hix
Vice President and
Chief Financial Officer




Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. SEC. 1350, AS ADOPTED PURSUANT TO
SEC. 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the filing with the Securities and Exchange Commission of the Annual Report on
Form 10-K of OM Group, Inc. (the “Company”) for the year ended December 31, 2012 (the “Report"”),
each of the undersigned officers of the Company certifies, pursuant to 18 U.S.C. Sec. 1350, as adopted
pursuant to Sec. 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

Dated: February 28, 2013

/s/ Joseph Scaminace

Joseph Scaminace
Chairman of the Board and
Chief Executive Officer

/s/ Christopher M. Hix

Christopher M. Hix
Vice President and
Chief Financial Officer
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