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Stepan Company
Form BCA 8.12
Female and Minority Directors Report

2. Set forth data on specific qualifications, skills and experience that the
corporation considers for its board of directors, nominees for the board of
directors, and executive officers.

Stepan Company's Corporate Governance Guidelines contain the Board of Directors
membership criteria that apply to nominees recommended by the Nominating and
Corporate Governance Committee for a position on the Board of Directors. Under
these criteria, members of the Board of Directors should possess qualities that
include strength of character, an inquiring and independent mind, practical wisdom
and mature judgment. In addition to these qualities, director nominees should also
possess recognized achievement, an ability to contribute to the Company's
business, and the willingness to make the commitment of time and effort required of
a director.

(Source: Proxy Statement)

3. Set forth the self-identified gender of each member of the board of directors.

Director Gender
M.R. Boyce Male
R.S. Dearth ~ Male
J. Delgado Male
G.E. Lawton Male
J.S. Reed Female
F.Q. Stepan, Jr. Male
E.J. Wehmer Male

{Source: D&O Questionnaires)

4. Set forth the race or ethnicity of each member of the board of directors.

Director Race or Ethnicity

M.R. Boyce Caucasian
R.S. Dearth ~ Caucasian
J. Delgado Hispanic

G.E. Lawton Caucasian
J.5. Reed Caucasian
F.Q. Stepan, Jr. Caucasian
E.J. Wehmer Caucasian

(Source: D&O Questionnaires)



5. Set forth a description of the corporation’s process for identifying and
evaluating nominees for the board of directors, including whether and, if so,
how demographic diversity is considered.

The Stepan Company Nominating and Corporate Governance Committee's process
for identifying and evaluating director nominees includes recommendations by
stockholders, non-management directors and executive officers, a review and
background check of specific candidates, an assessment of the candidate's
independence under the director independence standards described below, and
interviews of director candidates by the Nominating and Corporate Governance
Committee. In addition, the Nominating and Corporate Governance Committee will
consider candidates recommended by stockholders for membership on the Board of
Directors.

In accordance with the Company’s Corporate Governance Guidelines, when
identifying director nominees, the Nominating and Corporate Governance
Committee and the Board of Directors consider a broad definition of diversity. This
definition includes, but is not limited to, diversity of professional, technical,
operational, international and financial experience, skills and characteristics. The
Board of Directors also considers experience related to the Company's business and
industry. If the Nominating and Corporate Governance Committee utilizes an outside
search firm to identify director nominees, it instructs the search firm to consider
broadly-defined diversity in identifying potential nominees.

(Source: Proxy Statement)

6. Set forth a description of the corporation’s process for identifying and
appointing executive officers, including whether and, if so, how demographic
diversity is considered.

Stepan Company's process for identifying and appointing executive officers includes
sourcing a pool of internal and external candidates that fulfill the position minimum
qualifications, assessing the candidate’s relevant experience and capabilities,
conducting interviews, and completing background checks. As a proud Equal
Opportunity Employer, we celebrate and consider a broad definition of diversity.
This definition includes, but is not limited to, diversity of professional, technical,
operational, international and financial experience, skills and characteristics.

7. Set forth a description of the corporation’s policies and practices for
promoting diversity, equity and inclusion among the board of directors and
exacutive officers,

All Stepan Company employees, executive officers and members of the Board of
Directors are required to comply with the Company’s Code of Conduct. The Code of
Conduct emphasizes the Company’'s commitment to diversity, equity and inclusion,



stating that we take pride in our diverse team, and we believe the unique talents,
experiences, and perspectives we each bring to the Company help the Company
stay innovative and perform at its best. The Code of Conduct requires that (1) we
value each other's differences in order to foster an environment of respect and
inclusion; (2) we recognize the benefits that diversity brings and commit to equal
opportunity and fair treatment in all aspects of our business; and (3) we make
employment-related decisions based on relevant factors such as performance,
qualifications, individual merit, and skills. The Code of Conduct sets forth resources
for asking questions about or reporting violations of the Code.

(Source: Code of Conduct)
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain sialements in this Annual Repon on Fonn 10-K, other than purely historical infonmation, are “lorward-looking statements™ within the meaning
of the Private Securities Litigation Reform Act of 1995, Scction 27A of the Securities Act of 1933, as amended, and Section 21 E of the Securties Exchange
Act of 1934, as amended (the Exchange Act). These statements include statements about Stepan Company's and its subsidiaries' (the Company) plans,
objectives, strategics, financial performance and outlook, trends, the amount and timing of future cash distributions, prospects or future events and invalve
known and unknown risks that arc difficult 1o predict. As a resuit, our actual financial results, performance, achievements or prospects may differ materially
from those expressed or implied by these forward-looking statements. [n some coses, forward-locking stalements can be identified by the use of words such as
“may,” “could,” “expect,” “intend,” “plan,” “seek,” "anticipate,” “believe," “estimate,” “puidance,” “predicl,” “potential,” “continue,” “likely,” “will®
“would,” “shauld.” “illusirtive” and vanations of these terms and similar expressions, or the negative of these 1emms or similar expressions. Such lonward-
looking statements are necessarily based upon cslimates and assumpiions thal, while considered reasonable by the Company and its management based on
their knowledge and understanding of the business and indusiry, are inherenily uncerain. These stalements are not guarantees af future performance, and
stockholders should not place undue relionee on forward-looking statements. There are a number of risks, uncertainiies and other imponant [actars, inany of
which are beyond the Company’s control, thal could cause the Company's actual results te differ materially from the forward-looking statements contained in
this Annual Report on Form 10-K. Such risks, uncerainties and cther imponant factors, include, among others, the risks, uncertainties and tactors sct fonh
under “Part I-lient LA. Risk Faclors”™ and “Part ll-ltem 7. Management's Discussicn and Analysis ol Financial Condition and Results of Operations,” and the
nsks and uncertaintics related 1o the following:

w o "o uon (U » o o [N

. accidents, unplanned production shutdowns ordisruptions in any of the Company ‘s manufacturing facilities;
. plebal competition and the Company's ability to successfully compete;

. volatility of raw material, nalurat gas and clectricity cosis as well as any distupiion in their supply;

*  distuptlions in transporation or significani changes tn Iransportation cosls;

+  reduced demand for Cotnpany preduets duc to customer product reformulations or new technologics;

. the Company s ability to make acquisitions ol suitable candidates and successfully integrate acquisitions;

. the Company's ability to keep and protect its intellectual property rights;

. intemnattonal business tisks, including luctuations in cumency exchange raes, legal restrictions and laxcs;

+  potentially adverse 1ax consequences due to the intermnalional scope of the Company’s operations;

. compliance with anti-corruption. environmental, health and safety and product regisimtion laws:

. the Company’s abilily 10 operate within the limilations el debt covenants;

*+  downgrades to the Company's credit miings or distuptions to the Campany's ability to access well-functioning capital markets;
. downiums in certain industries and gencral economic downlums;

+  conflicis, military actions, terrorist atlacks and general instability, particularly in cerlain energy-producing nations, aleng with increascd security
regulations;

. cost overruns, delays and miscalculations in capacity needs with respect to the Company's expansion ar other capital projects;

»  interruption of, damage to ur compromise of the Company’s IT systems and failure to maintain the integrity of customer, colleague or Company
data;

. unfavorable resolution of litigation against the Company;
. the Company's ability to retain its executive management and other key personnel: and

. the other factors set forth under “Risk Factors.”

Thesc [acters arc not necessarily all of the imporiant factors that could cause the Company’s actual financial results, performance, achievements or
prospects 1o difler materially [kom those cxpressed in or implicd by any ol the Company's forward-loeking stateruents. Other unknown or unprediclable
factors afso could harm the Company's results. All forward-looking statements attributable 10 us or persens acting on the Company’s behalf are expressly
qualified in their eatirety by the cautionary statements set forth obove. Forward-fooking statements speak only as of the date they are made, and we do not
undertake or assume any oblipation to update publicly any of these forward-looking staiements to reflect actual results, new information or future cvents,
changesin




assumptions.or changes in-other factors affecting fom’nrd;looking statements, except to the extent required by applicable laws. If we update enc or more
forward-looking statements, no inference should be drawn that we will make additional updates with respect 10 those or other forward-looking statements.

The “Company.”"we,” "our” of “us"™ means Stcpan Company.and one or more of its subsidiarics only.




PART I

Item 1. Business

Stepan Company, which was incorperated under the laws of the state of Delaware on February 19, 1959, and its subsidiaries produce specialty and
imtermediate chemicals, which are seld 10 other manufacturers and used in a varety of end products. The Company has three reponable segments:
Surfactants, Polymers and Specialty Products.

Surfactants are chemical agents (hat affect the interaction between two surfaces: they can provide actions such es detergency (i.c., the ability of water
to remove soil from another suriace), wetting and foaming, dispersing, emulsification {aiding 1wo dissimilar liquids to mix), demulsification, viscosity
madifications and biacidal distnfectants. Sucfactants are the basic cleaning agent in detergents for washing clothes, dishes, camets, line fabrics, floors and
walls. Surfaclants are also used for the sume purposc in shampoos, bedy wash and conditieners, fabric softeners, toothpastes, cosmetics and other personal
care praducts. Commercial and industrial applications include emalsifiers for agriculiwrml products. emulsion pelymers such as floor polishes and latex
luams and coatings, wetting and feaming agents for wallboard manufaciuring and surfactanis for oilficld applications.

Polymers, which include polyuarcthane polyels, polyesier resins and phthalic anhydride, are used in a varicty of applications. Polyurcthane polyols
are used in the mapufacture of rigid foam for thermal insulation in the construction industry. They are aiso a rmw material base for coatings, adhesives,
scalants and clastomers {CASE) applications.  Polyester resins, whieh include liquid and powdered products, are used in CASE applications. Phihalic
anhydride is used in polyester resins, alkyd resins. and plasticizers for applications in construction materials and components of automotive, hoating, and
other consumer products and intemally in the Company s palyols.

Specialty Products are chemicals used in food. flavering, nutritional supplement and pharmaceutical applications.

MARKETING AND COMPETITION

Principal customers for surfactanis are manufacturers of detergents, shampoos, bedy wash, fabric sofleners, 1oothpastes and cosmetics. In addiuon,
surfaciants are sold to the producers ol agricultural herbicides and insceticides and lubricating products. Surfaclanis are also sodd into the oilfield market 10
2id production, drilling and hydraulic fracking. Pelymers ane used in the construction and appliance industrics, as well as in applications for the coatings,
adhesives. scalants and elastomers industries. Phihalic ashydride, a Polymer product, is also used by automotive, boating and other consumer preduct
companies. Specialty products are used pnmarily by lood, nuiritienal supplement and pharmaceutical manu(acturers.

The Company does not sell directly 1o the retail market, but sells 1o a wide range of manufaciurers in many indusiries and has many competitors. The
principal methods of competition are produci performance. price, technical assistance and ability 1o mect the specific needs of individual cusiomers. These
factors allow the Company to compete on bases other than price alone, reducing the scventy of competition compared to that experienced in the sales of
commodity chemicals having identical perfonnance characteristics. The Company is one of the leading merchant producers of surfactants in the world. In
the case of surfactants, much of the Company’s competition comes from several large global and regional producers and the intemal divisions of larger
customers. [n the manufacture of polymers, the Company compeles with the chemical divisions of several large companies. as well as with other small
specialty chemical manufacturers. In specialty products, the Company comipetes with scveral farge firms plus numerous small companies.

MAJOR CUSTOMER AND BACKLOG

The Company did not have any onc customer whose business repiesented mare than 10 percent of the Companys consolidated revenuc in 2018, 2017
or 2016, The Company has conlract amangements with cenain customers. but volumes are generally contingent on purchaser requirements, Much of the
Company's business is essentinlly on a “spol delivery basis™ and does not involve a significant backlog.

ENERGY SOURCES

Substantialty all of the Company’s manefacturing plants aperate on clectricity and interruptible natural gas. During peak heating demand periods,
gas scrvice to atl plants may be temporarily interupted for varying periods ranging from a few days to several months. The plants operate on fucl oil during
these periods of interruption. The Company 's operations have not ¢sperenced any plant shuldowns or adverse effects upon its business in recent years that
were caused by a lack ol available energy sources, other than tempomary service interruptions brought on by mechanical failure or severe weather conditions.
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RAW MATERIALS

The principa] raw materials used by the Company arc petroleum or plant based. For 2019, the Company has contracts with suppliers that cover the
majority of its forecasted requirements for major raw materials and is not substantially dependent upon any one supplier.

ENVIRONMENTAL COMPLIANCE

Compliance with applicable country. state and local regulations reganding the discharge ol materials inte the environment, or othenvise relating to the
protection of the environment, resulted in expenditures by the Company of $5.4 million duting 2018, all of which were classified as capnal
cxpenditures. These expenditures represented approximately 6 percent ol the Companys total 2018 capilal expenditures. Capitalized environmental
expenditures are depreciated and charged on a stmight-linc basis 10 preiax camings over their estimated uscful lives, which are typically 10 years. Recurring
costs associated with the operation and maintenance of facilities for waste treatment and disposal and managing environmenial compliance in ongaing
operatiens at our manufacturing locations were approximately $28.3 militon in 2018. Compliance with such regulations 1s nol expected to have a material
adverse effect on the Company's camnings and competitive position in the foresceable future.

EMPLOYMENT

At December 31, 2018 and 2017, the Company employed 2,250 and 2,096 persans, respectively. The Company has collective bargaming agreements
with employecs at some of its manufacturing locations, While the Company has cxperienced occasional work stoppoges as a result of the collective
hargaining process and may experience some work stoppages In the future, management belicves that it will be able 10 negotiale all labor agreements on
satisfzctory terms. Pasl work stoppages have not had a significant impact on the Company s operating results. Overall, the Company believes it has good
relationships with its cmployees.

ACQUISITIONS AND DISPOSITIONS

Sece Note 20, Acquisitions, of the Consolidated Financial Statements (liem & of this Form 10-K).

WEBRSITE

The Company’s websile address is wivwstepan.com. The Company makes available free of charge on or thirough its website its code of canduct,
annual report on Fonn 10-K, quarterly reports on Fonm 10-Q. cumrent reports on Form 8-K, and all amendments to these repons as soen as reasenably
practicable after such matcrial is electronically filed with or fumished to the Securities and Exchange Commission. The website also includes the Company s
comorate governance puidelines and the charters for the oudil, compensation and development, compliance and hominating and corporate govemance
commitices ol the Board of Dircelors.




Execuiive Officers of the Registrant

The Company's executive officers arc elected annually by the Board of Directors ot the lirst meeting [ollowing the Annual Meeting of Stockholders to
serve through the next annual meeting of the Board and until their tespective successors are duly qualified and elected,

The executive officers of the Company, their ages and centain ether information as of February 27, 2019, are as follows:

Yeor First

Elccted

Name Age Titke Officer
F. Quinn Stepan, Ir. 58 Chairman, President and Chief Executive Officer 1997

Frank Pacholec 63 Vice President, Strategy and Corporate Development and Intenim Chief

Technelogy and Susiainability Ofticer 2003
Arthur W. Mergner 55 Vice President, Supply Chain 2014
Scott R. Behrens 49 Vice President and General Manager — Surfactants 2014
Debm A, Stefaniak 57 ¥ice President, Business Enablement 2015
Sean T. Morany 49 Viee President and General Manager — Polymers 2017
Luis E. Rojo 46 ¥ice President and Chiet Financial Officer 2018
Janet A. Catlent 42 Vice President and Chief 1Tuman Resources Officer 2018

F. Quinn Stepan, Ir. assuined the position of Chaimman of the Company's Board ol Dirccioss in January 2017, He has served the Company as President
and Chief Exccutive Officer since January 2006. He served the Company as President and Chiel Operating QfTicer from 1999 through 2005.

Frank Pacholec has served the Company as Interim Chief Technology ond Sustainabilily Olficer since January 2019 ond as Vice President, Suategy
and Corporaie Development singe June 2016. He served os Vice President, Research and Development and Corporate Suslainability Officer from May 2010
until June 2016.

Anhur W. Mergner has served the Company as Vice President, Supply Chain since August 2017, From April 2814 until August 2017, he served as
Vice President and General Manager — Polymers. From June 2013 until Aprl 2014, he served as Vice President — Nonh America Polymers,

Scott R. Behrens hus served the Company as Vice President and General Manoger — Surfiactants since September 2014, From Junuary 2010 1o
Sepicmber 2014 he served as Vice President — Business Management.

Debra A. Stefanink has served 1the Company as Vice President, Business Enablement since Octeber 2018. From February 2012 10 September 2018, she
served as Vice President, Business Transformation and fram May 2009 (v February 2014, she served as Vice President, Global Logustics,

Sean T. Morianty has served the Company as Vice President and General Manager — Polymers since September 2017, From September 2014 through
September 2017, he served as Vice President and General Manager — North America Surfactants. From January 2012 through September 2014 he served as
Vice President — Global Consumer Products.

Luis E. Rajo has served the Company as Vice President and Chief Financial OfTicer since April 2018, From February 2018 to April 2018, he served os
Global Hair Care Finance Director at Procter & Gamble Co. (P&G), 2 branded consumer packaged goods company. From April 2014 to February 2018, he
scrved as NA Hair Care Finance Director at P&G, and from August 2012 to Apnil 2014, he served as Latin America Andean Finance Director at P&G.

Janct A. Catlett has served the Company as Vice President and Chief Human Resources Ofticer since July 2018, From March 2017 1o July 2018, she
served as Senior Director Total Rewards at Hollister Incorported, an independent company that develeps, manufactures and markets health care produets and
services worldwide. From September 2014 to March 2017, she served as Director Total Rewards at Hellister Incarperated. From January 2014 to September
2014, she served the Company as Sales Manager U.S. Distribution.




Item 1 A. Risk Factors

The following discussion identifies the most significant fagiors that may materially and adversely affect the Compuny's business, financial condition,
results of operations and cash Nows. These and other factors, many of which are beyond the Cempany’s control, may cause future resulis of eperations to
differ materially from past results or those results currently expected or desired. The following information should be read in conjunction with Part 11, ltem 7,
Management's Discussion and Analysis of Financial Condition and Results of Opcrations and the consolidated [inancial statements and related notes
included in this Form | 0-K,

RISKS RELATED TO OUR BUSINESS

Chemical manufacturing is inherently hazardeuns and may result in accidents or may require plannced or unplanncd production shutdowns, which may
disrupt our operations or expose us to significant losses or liabilities, which may kave a material impact on enr business, financial position, results of
aperations and cash flows.

Manufacturing facilities in Lthe Compony’s industry are subject 1o planned and unplanned production shutdowns, tumarounds and outages.
Unplanned production disruptions may occur lor exiemal reasons, such as natural disasters, weather, discase, strikes, transportation inlermuplion, govemment
regulation, political unresl or terrorism, or intemal reasons, such as fire, mechanical laiture, maintenance or other manufacturing problems. Cerain of our
preduction facilities are, ond preduction facilities acquired or built in the future may be, located in arcas where unplanned disruplions are mere likely.
Altemative Tacilities with sufficient capacily may not be available, may cost substantially more or may take a signilicant amount of time Lo increase
preduction or qualify with Company customers, cach ol whicl could negatively impact the Company’s business, financial posilion, results of operations and
cash flows. Funher, some of the Company's products cannot currently be made, or made in the volume required, at more thap ene ofthe Company's locations.
IFor some of these products, the Company hos access Lo extemal markel suppliers, but the Company cannot guarantee that these preducts will be available 1o
it in amounts sufficient to micet its requircments or at a cost that is competitive with the Company's cost of manufacturing these products. Long-lerm
preduction disruptions may caus¢ Company customers to seck altemative supply, which could further adversely affeet Company profitability,

Although the Company tokes precautions to enhance the safety of its operntions and miniwnize the risk of disruptions, the hazards associated with
chemical manufaciuring and the related storage and transpertation of rmw materials, products and wasies are inherent in our operations. We cannot eliminale
the risk ol accidental contamination, discharge orinjury resulting from thosc matenals. Also, our suppliers and customers may usc and/er generate hazardous
materials, and we may be required 1o indemnify our supplicrs, customers or waste disposal contractors against damages and other ligbilities ansing out of the
praduction, handling or storage of our products or row matenals or the disposal of related wastes. Polential risks include eaplosions and fires, chemical spills
and other discharges or releases of toxic or hazardous substances or gases, and pipeline and storage lank leaks and ruptures. Thosc hazards may result in
personal injury and loss of life, damage Lo propeny, damages te public health and contamination of the environment, which may result 1 a suspension of
operations and the imposition of civil or criminal fines, penalties and other sanctions, cleanup costs, and claims by govemmenial entities or third-parties.
Furthermore, the Company is subject to presenl and fulure claims with respect 1o workplace exposure, exposure of contraciors on Company premises as well
as other persons located nearby., workers' compensation and other matiers.

We are dependent on the conlinued operation of our production facilitics and the loss or shutdown of operations over an extended period could have a
materinl adverse effect on our financial condition, or results of operations. The Company maintains property, business interruption, products liability and
casualty insurance policies, which we believe ane in accordance with customary industry practices, as well as insurance policies covering other types of risks,
including pollution lepal liability insurance. However, some of these potential inanufacturing hazards and risks may nol be insurablc, Morcover, cven when
such hazards and risks arc insurable, the insurance coverape may not be sufficient 1o cover all losses resulting from the occwimence of any of these
cvents. Each of these insurance policies is subject 1o customary exclusions, deductibles and coverage limits, in accordance witly industry standards und
practices. As a result of inarket condilions, premivms and deductibles forcertain insurance policies can increase substantially and, in some instances, certain
insurance may become unavailable or available only with reduced amounts of coverage. There 3s also a risk, beyond the reasanable control of the Company.
that an insurance carrier may not have the financial resources 1o cover an insurable Joss. As a resuls, the occumence of any of these cvents could have a
malerial adverse cffect on the Company ‘s business, financinl position. results efoperations and cash [lows.

The Company faces significant global competition in each af its vperating segments. If the Company cannot successfully compeie in the marketplave, its
business, financial position, results of operations and cash flows muy be materially and adversely affected.

The Company faces significant competition from numerous global companies as well as national, regional and local companies in the markets it
serves, Many of the Compeny's compelitors have access Lo grealer financial resources, which may cnable them to invest significant capital inte their
businesses, including expenditures for rescarch and develepment. Somie of the Company’s competilors have their own mw matedal resources and may be
able Lo produce products more cconomically. In addition, some ol the Company’s customers have intemal manufacturing capabilities that allow them 1o
achieve make-versus-buy economics, which may




result at times in the Company losing business with these cuslomers in volumes that could adversely alfect the Company’s profitability.

To achieve expected profitability levels, the Company must, among other things, maintain the service levels, product qualjty and perfornance and
compelitive pricing necessary to relain existing customers and atiract new cusiomers. The Company's inability to do so could place it a1 a compeiilive
disadvantoge relative to its competitors, ond if the Company cannot successfully compete in the marketplace, its business, financial position, resulls of
operations and cash Nows may be materially und adversely affected.

The volatilily of raw material, natural gas and electricity costs as well as any disruption in their supply may result in increased coxts and materially and
udversely affect the Company's business, financial positian, results of aperations and cash flows.

The costs of raw materizls, natural gas and electricity represent a subslantial portion of the Company's operating costs. The principal raw materinls
used in the Company’s products are petroleum-based or plant-based. Natural gos is used in the Cempany’s manufacturing sites primarily 1o generate sieam
for its manufacturing processes. The prices of many of these raw malerials have recently increased and been volatife. These fluctuations in prices may be
affected by supply and demand factors, such as general economic conditions, restrictions on the transper of mw materials (same of which may be viewed as
hazardous), curmency exchange rates, political instability or terrorist antacks, all of which are beyond the Company's contrel. The Company may not be able
10 pass increased mw material or energy costs on te customers through increases in product prices as a result of arangements the Company has with eertain
customers and competitive pressures in the market. [fthe Company is unable to minimize the effecls of increased raw material and energy costs or pass such
increased cosls on 1o cuslomcrs, of manage any interruption to the supply of aw malerials or encrgy. its business, financial position, results of operations and
cash (lows may be materially and advessely aflected.

The Company relies heavily on third party transportation o deliver raw materlals to Company manufucturing facilitics and ship praducts to Company
customters. Disrupilons in transportaiion or signiflcant changes in transportation costs could affect the Company s business, financial position, resulis af
oepcrations and cush flows.

The Company relies heavily on milroads, ships. and other ever-the-road shipping methods to transport raw materials to its manutacturng facilities and
1o ship finished products 1o custemers. Transpon operations arc eaposed to vanous risks, such as exlrme weather condilions, natural desasters, work
stoppeges, personne| shorlages ond operating hazards, as well as interstale and intemational transporation requirements. If the Company experiences
transportalion problems, or if there are significant changes in 1he cost of these services. the Company may not be able to amange cfficient altematives and
timely means 1o obtain raw materials or ship finished product, which ceuld result in 2n adverse efTect on Company revenues, costs and cperating resulls.

Customer product reformidations or new technologies can reduce the demand for the Company's products.

The Company s products are used in a broad renge of customer product applications. Customer product reformulalions or development and use of new
technologies may lead 1o reduced consumplion of Compaoy-produced products or make some Company products obsoleie. It is imperative that the Company
continue to develop new products to replace the sales of products that mature and decline in use. The Company's busincss, financial posilion, results of
operations and cash Mows could be materally and adversely affected il the Company is unable to successfully manage the maturation of exisling products
and the introduction of new products.

To the extent the Company seeks acquisition apportanities, it may not be ahle te make acquisitions of suitable candidates or integrate acquisitions
successfutly.

In recent years, the Company has used acquisitions to expand inte new markets und to enhance its pasition in its existing markets. To the extent it
seeks 10 do so in the future it may not be able to successiully idenlify suitable candidales, negotiate appropriate acquisition Lerms, obtain financing needed Lo
consummate those acquisilions, complete proposed acquisitions or successfully integrite acquired businesses into is cxisting operatjons. [n addition, any
ncquisition, once successfully integrated, may not perform as planned, be accretive ta camings, or atherwise prove beneficial to the Company.

Acquisitions invelve numerous risks, including the assumption of undisclosed or unindemmnified liabilities, difficulties in 1he assimilation of the
operations and the transter of all necessary licenses and pemmits, technologies, services and products of the acguired companies and the diversion of
management's allention ffom other business concems. In addition. prior acquisitions have resulied, and future acquisitions could result, in the incumrence of
substantial addilional indebtedness and other expenses.




{f the Company is unable to keep and protect its intellectual properiy rigits, the Company s ability to compete may he negatively impacted.

The Company’s palents and other intelleciual properly may nel prevent competitors from independently develaping or selling similar or duplicative
products and services. and there can be no assurance that the resources the Company invests to protect i1s intelicctual propeny will be sufficient or that the
Company’s intellectual propeny ponfolio will adequately deter misappropnation or improper use of its technology. The Company could also fece
cumpetition in some countries where it has not invested in an intellecteal propeny portlolio, or where intelleciual property rights are more difficult 10 obtain
and/or assen. In addition, the Company may be the target of uggressive and oppertunistic enforcement of patents by third parues, including non-practicing
entities. Regardless of the merit of such claims, responding to infringement ¢laims can be expensive and time-consuming. If the Company is found 1o infringe
any third-pany rights, it could be required 10 pay substantial damages or it could be enjoined from offering some ol its products and services. Also, there can
be no assurances that the Company will be nble te obtain or enew from third porics the licenses it may need in the future, and there is no assumance that such
licenses can be obtatned on reasonable terms.

The Companys results of operations may be adversely affected by international business risks, including fluctuarions in currency exchange rates, legaf
restrictinns and 1axes,

The Company has substantial operations outside the United States. In the year ended December 31, 2018, the Company's sales oulside of the United
States constituted approximately 40 percent of the Company's net sales. In addition to the risks described in this Annual Report on Form 10-K that are
common te both the Company's U.S. and non-U.S. operztions. the Cownpany faces, and will cominue to face, risks related 10 the Company’s foreign
operations such as:

. variability of intellectual property laws outside the United States, which may impact enforceability and consistency of protection of intellectual
propery nssels;

. high levels of inflation;

. fluctuations in foreign cumency cxchange mtes, which may affect product demand and may adversely affect the profitability in U.S. Dollars of
products and services the Company provides in intemationnl matkets where payment for the Company’s products and services is made in the
local currency;

. pelitical, cconomic, financial and market conditions, which may be unstuble;

. chanpes in labor conditions and difliculties in staffing and managing intemational operations;

= differing economic cycles and adverse economic conditions;

= trode and currency restrictions, including turi(ls and currency exchange contrels impased by the United States and foreign countries;

. changes in forcign laws and (ax rates or U.S. laws ond tax rotes (including as a resull of the implementation of recent U.S. federal income tax
reform) with respect to foreign income, which may unexpectedly increase the rate at which the Company's income is taxed, impose new and
additional taxes on remitlances, repatriation or other payments by subsidiaries, or cause the loss of previously recorded tax benelits:

. greater difficulty enforcing contracts and collecting accounts receivable;

. enforceability and compliance with U.S. and foreign laws affecting operations cutside of the United States, including the U.S. Foreign Comupt
Praclices Act (FCPA) (and forcign equivalents), expon contruls and regulations administered by the Office of Forvign Assets Conirol: and

*  cvolving laws and regulations over chemicals and chemical production and transportation for the U.S, Toxic Substances Control Act {TSCA). the
EU Registration, Evaluation, Authorization and Restriction of Chemical Substances Act (REACI) and changing laws related to operating
permits and licenses) that could result in matenal costs relating 10 regulatory compliance, liabilities, litigation proceedings, or other impacis,
such as restnictions or prohibitions on our products.

The actual occumence of eny or all of the foregoing could have u material adverse effect on the Company's business, tinaneial pasilion, resulis of
operations and cash flows in the fulure.

Flucruations in foreign currency exchange rutes could affect Company financiaf results.

The Company is also exposed to fluctuarions in exchange rates. The Company’s results of operations are reported in U.S. dollars. However, outside
the United Sates, the Company's sales and costs arc denominnted in o varicty of currencies including the European curo, Brtish pound, Canudian dellar,
Mexican pesa, Colombian peso, Philippine peso, Brazilian real, Polish zloty,




Singapore dollar and Chinese RMB. The Company translates its local currency financial results into U.S. dollars based on average exchange rates prevailing
during the reporting perod or the exchange rate al the end of that peried. During times of a sirengthening U.S. dollar. the Company's reporied intemational
sales and comings may be reduced because the Jocal currency may translate into fewer US. doYlars. Fluctuations in exchange rates may materally and
adversely aflect the Company's business, financial position, results of operations and cash llows,

In all jurisdictions in which the Company operates, the Company is also subject 1o laws and regulations that govern foreign investment, foreign trade
and curmmency exchange transactions. These lnws and regulatiens may limit the Company’s ability to repatriate cash as dividends or otherwise 1o the United
States or to ctficicntly allocatc cash to support strategic initiatives, and may limit the Company's ability (o conven forcign currency cash flows inte U.S.
dollers. A weakening of the currencics in which the Company genertes sales relative 1o the forzign cumencies in which the Company's costs ure
denominated may lower the Company’s operating profits and cash flows,

The international scope of the Company 's operations and corporate structure may expose the Company to potentially adverse tax consequences.

The Company is subject to laxalion in and to the 1ax laws and regulations of multiple jurisdictions as a result of the intemalional scope of ils
operations and corporate structure. The Company is also subject (e intercompany pncing laws, including those relating to the Nlow of funds between its
calities pursuant 1o, for example. purchase agreements, licensing agreements or other amangements. Adverse devglopments in these laws or regulations
{inciuding pursuant 1o recent U.S. tax legislation, described below), or any change in position regarding the application, administration or :nterprelalion of
these laws or regulations in any applicable jursdiction could have a maleral adverse effect on the Companys business, financial position, results of
opemlions and cash flows. In addition, the tax authorities in any applicable jurisdiction may disagree with the positions the Company has taken orintends 1o
loke regarding the 1ax treatment or characterizalion of any of the Company's transactions, including the fax treatment or characlerzalion of the Company’s
indebiedness. If any applicable tax authorilies were o successfully challenge the tax treaiment or chamcierization of any of the Company's (ransuctions, it
could result in the disallowance of deductions, the imposition of withholding taxes on intemal decmed transfers or other consequences thal could have a
material adverse effect on the Company's business, financial position, results ol operations and cash flows.

The Company s failure te comply with the amti-corruption laws of the United States and varions international jurisdictions could negatively impact its
reputation and results of operations,

Doing business on a worldwide basis requires the Company 1o comply with anti-corruption laws and regulations impesed by povernments around the
world wilh jurisdiction over our operations, which may include the FCPA and the UK. Bribery Act 2010 (the Bribery Act), as well as the laws ef the countries
where the Company does business. These laws and regulations can apply 1o companies and individual direclors, oficers, emplayees and ageats, and may
restrict the Company s operations, trade practices. invesimer| decisions and pannering activities. Where they apply, the FCPA and the Bribery Act prohibil,
amang other things, the Company and its officers, directors, employces and business pariners, incfuding joint venture pariners and agents acting on the
Company’s behalf, from cotruptly offering, promising, authorizing or providing anything of value 10 “foreign officials™ for the purposes of influencing
official decisions or oblpining or retaining business or otherwise oblaining faverable treaunent. The Bribery Act also prohibits non-govemmental
“commercial” bribery and accepling bribes. Part of the Company’s business may involve dealings with govermments and slaie-ownced business entemrises,
the employces and represemalives ol which may be considered “foreign ofTicials™ for purposes ol the FCPA and the Bribery Act. The Company is also subject
to the jurisdiction ol various govemnments and repulatory agencics around the world, which may bring Company personnel and agents into contact with
“loreign oflicials™ responsible for issuing or renewing permits, licenses, or approvals or for enforcing other govemmental regulations. The Company s global
operations, including in countries with high levels of perceived corruplion, expose i1 to the risk of violating, or being accused of violating. anti-cormuption
laws. Any failure on the part of the Company to successfully comply with these laws and regulations may expose the Company to reputational harm as well
as significant sanctions, including criminal fines, imprsonment of ils employees or representatives, civil penaltics, disgorgement of profits, injunctions and
dcbarment from government contracts, as well as other remedial measures. Investigations of alicged violations can be expensive and disruptive. Campliance
with these laws can increase the cost of doing business globally. The Company maintains pelicics and procedures designed to assist the Company und its
subsidiaries in complying with opplicable anticorruption laws. However, there can be ne puamntee that these palicies and procedures will ceffectively
prevent violations by Company employees or representatives for which the Company may be held responsibte, and any such violalion could adversely affect
the Company s repuiation, business, financial position and results ol operations.

The Company is subject to a variety of environmental, keulith and safety and product registration laws dealing with the production and sale of chemiculs
that conld require us o incur additional costs or to reformulate or discantinue certain of our products.

The Company's operations are regulated under a number ol federal, state, local and foreign environmental, health and safety laws and regulations that
govem, among other things, the production and marketing of chemical substances and discharge, use,
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handling, tiranspon, storage and dispesal of hazardous materials mto the pir, soil and waiter. In the United States, these laws and regulations include, but are
not limited to TSCA, the Federml Inseciicide, Fungicide and Rodenucide Aci (FIFRA), the Clean Air Act, the Clean Water Act, the Resource Conservation
and Recovery Act (RCRA), the Comprehensive Environmemal Response, Compensation and Liability Act {CERCLA) and stote and local laws, such as
California’s Safe Drinking Water and Toxic Enforcement Act of 1986 (Proposition 65). Analogous laws outside the United States apply lo us in many
jurisdictions, including, among others, the European Unien’s REACH repulation and its Biocidal Products Regulation. Complianee with these
environmental laws and regutations is a major consideration for the Company, and to comply with some of these laws, we may need to alter our product lines,
which could lead to a material adverse effect on our results of opemtions. In addition, the transportation of certain aw materials is highly regulated and is
subject to increased regulation or restrictions. These regulations may resirict or prehibit transpont of these mw materials, resulting in these raw maternals not
being available to the Company in quantities desired by the Company or at costs attractive 10 the Company, which may restdct or substantially linit the
Company’s manufacturing operations.

The REACH regulation was fully implemented in 2018, and any new substances introduced 1o the EU market in the future must be registered. The
cosls associated with these registrations could be substantial. Morcover, if'a registration in the future is not submitied by any applicable deadline, our ability
to sell those products may be negatively impacted until the registration process has been completed. In addition, the European Chemical Agency is
evaluating existing chemical registrations and may require additional testing and dota collection. Chemicals may be assessed and removed from EU
commerce entirely, petentially requiring the Company to discontinue cenain product lines and lo reformulate others, which could materally alter our
marketplace posilion or otherwise have a mateniz! [inancial etfect on our costs or revenues, Regulatars in ather countries are also implementing chemical
registrtion regulations similar to REACH. Furthermore, some of the laws and regulations applicable to us have changed in recent years to impose new
obligations that could also force us to reformulate or discontinue cenain of our products. For example, the European Union is now requiring a review of
existing aclive biocide substances, and bascd on this review, the Europeun Commission or an individual member state may decide not to authorize the
product for continued sale. As another example, TSCA now mandate that the U.S. Environmental Protection Agency (USEPA) must designate “high priority™
chemicals and perfonn a risk evaluation. which could result in a finding of “unreasonable risk™” and a decision to promulgate new regulations (o address such
Tisk.

Compliance with environmental laws could restrict the Company’s ability to expand its facilities or require the Company te modify its facilitics and
processcs or acquire additional costly pollution control equipment. incur other significant cxpenses, or expose the Company to greater liability associated
with its production processes and products. The Company hus incurred and will continue to incur capital expenditures and operating costs in complying
with rhese laws and regulations. In addition, our eperations currently use, and have historically used. hazardous materials and generate, and have historically
generated, quantities of hazardous wasie. We are subject to regulatory oversipht and investigation, remediation, and monitortng obligations at cenain
curmrent and former U.S. Superfund sites, as well as third-party dispesal sites, under federal laws and their state and local analogues, including the RCRA, the
Clean Water Act, the Clean Air Act, and CERCLA, as wcll as analogous forcign laws, Sce Item 3, Legal Procecdings, in this Form 10-K and Note 16,
Contingencies, in the Notes to Consolidaled Financia! Statements for a summary of current significant environmental proceedings related to cenain
environmental sites. In the event that new contamination is discovered, the Company may become subject Lo additional obligations. The costs and liabilities
nssociated with these issues may have a material adverse effect on the Company’s business, financial position, results ol operations and cash flows,

The Company is also subject to numerous lederal, stale. local and foreipn laws that regulate the manefaclure, siorge, distribution and labeling of
many of the Company's products, including some of the Company’s disinfecting, sanitizing and antimicrobial products. Some of these laws require the
Company to have operating permits for the Company’s production facilities, warehouse facilitics and operations. Various federal. siate, local and foreign
laws and regulations olso require the Company to regisier the Company s producis and to comply with specilied requirements with respect to those products.
Additionally, those requirements, and enforcement of those requirements. may become more stringent in the future. The ultimate cost of compliance with any
such requirements could be matenal.

Although it is our policy 10 comply with such laws and regulations, it is possible that we have not been or may not be at all times in maserial
compliance with all of those requirements. If the Compauny fails 1o comply with any of these laws and regulations, including permitting and licensing
requirements. it may be liable for damages and the costs of remedial actions in cxcess of the Company’'s recorded liabilities, and may also be subject to fines,
injunctions or criminal sanctions or to revocation, non-rencwal or modification of the Companys operating permits and revocation of the Company's
product registrations. Any such revocation, madilication or non-renewal may require the Company to cease or limit the manufacture and sale ofits products
at onc or more of the Company’'s facilities, which may timit or prevent the Company s ability to meet product demand or build new facilitics and may have a
material adverse effcet on the Company’s business, financial position, results of opertions and cash flows. Any such revocation, non—enewal or modification
may also result in an event of default under the indenturce for the Company's notes or under the Company's credin facilitics, which, if not cured or waived.,
may result in the aceeleration ol all the Company's indebtedness.

In addition to the costs of complying with environmental, health and safety requiremenis, the Company has incurred and may incur in the future costs
defending against cnvironmental litigation and/or investigalions brought by povemment agencies and privale
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parties, including administrative proceedings. The Company is, and may be in the future, a defendant in lawsuits brought by partics alleging environmental
damage, personal injury or properly damage. A significant judgment or settlement, to the extent not covered by existing insurance policics, against the
Cowpany ceuld have a material sdverse effect on its business, financial position, resulis of operations and cash flows. Although the Company has insurance
that may ¢over some of these potential losses, there is always uncertainty as 10 whether such insurance may be available to the Company based on case-
specific factors and the specific provisions ofthe Company’s insurance policics.

The potential cost to the Company relating to environmental, health and safcty and product registration matters is uncertain due to factors such as the
complexity and evolving nature of laws and regulations relating to the environment, health and safety and product regisimtion. including those oulside of
the United States. Environmental and product registration laws may also become more stringent over time, tmposing greater compliance costs and increasing
risks and penalties associated with any violation. as well as restricting or prohibiting the sale of existing or new products, which may also negatively impact
the Company's operating results, Without limiting the foregeing, these laws or regulations may restrict or prohibit the use of non-rencwable or carbon-based
subslances, or impose fees or penaltics for the use of these substances. Accordingly, the Company may become subject to additional liabilities and increased
operating costs in the future under these laws and regulations. The impact of any such changes, which are unknown at this time, may have a material adverse
¢ffect on the Company's business. financtal position, results of opemtions and cash flows.

The Company has a significant gmount of indebiedness and may incur additional indcbtedness, or need to refinance existing indebtedness, in the future,
which may adversely affect the Company's business, financial position, results of operations and cash flows,

The Company has a significant amount of indebtedness and may incur additional indebicdness in the future. As of December 31, 2018, the Company
had $276.1 millien of debt on its balance shect. U.S. debi included $268.3 million in unsecured promissory notes with maturities extending from 2019 until
2027. In addition, on December 31, 2018 the Company was party o a 8350 million credit facility.

Cengin of the Company's forcign subsidiaries also maintain bank term loans und shon-tenn bank lines of credit in their respective countries to meet
working capital requirements as well as to fund capital expendilure programs and acquisitions. As of December 31, 2018, the Company's foreign
subsidiaries” aggregate outstanding debt totaled §7.8 million.

The Company s current indebtedness and any additional indebiedness incurred in the [uture may materially and adversely alfect its business, financial
position, results ofoperations and cash flows. For example, such indebiedness could:

. require the Company 1o dedicaie a subsiantiol portion of cash flow from operalions 1o pay principal and interest en the Company’s debt, which
would reduce funds available 1o (und luture working copital, capital expenditures and other general operating requirements;

. limit the Company’s ability te bormow funds that may be needed to operate and expand its business;

. limit the Company's flexibility in planning for or reacting 1o chunges in the Company's business and the industries in which the Company
operales;

. increase the Company s vulnerability to geneml adverse econemic and industry conditions or a downtum in the Company s business; and

+  place the Compaony at a competitive disadvantage compared to its competitors that have less debt.

The Company’s loan agreements contain provisions that, among others, require maintenance of certain financial ratios and place limitations on
additional debt, invesiments and payment of dividends. Failure to comply with these Joan ogreements would require debi restructuring that could be
materially adverse to the Company's financial position. results ol operations and cash flows.

An increase in interest rates could limit the Company s ability (o incur additional debt 10 fund the Company s simiegic plans or 1o refinance maluring
debt without incurring significant additional cost, and could make borowings under the Company's credit facility or other floating rate debt materially more
expensive. Additionally, any future disruptions in the credit and financial markets may reducc the availability of debt financing or refinancing ond increase
the costs associated with such financing. Ifthe Company is unable wo secure financing on satisfactory terms. or ai atl, its business financial position, results of
operations and cash flows may be materially and odversely affected.




The Company could be adversely affected by downgrudes te its credit ratings or disruptions in its abifity (v access well-functioning capital markets.

Historically, the Company has relied on the debt capital markets Lo fund portions of its capital invesiments and aceess to bank credit facilitics as part
of its working capital management stralegy. The Company’s continued access 1o these markets, and the tems of such access, depend on multiple factors
including the condiliot of debt capital markets, the Company’s operating perfermance, and its credit ratings. These ratings are based on a number of factors,
which include rating agencies’ assessmenl of the Company’s financial sirength and financial policies. There can be ne assurance that any particular ring
assigned to the Campany will remain in effect for any given period of time or Lhat a raling will no1 be changed or withdrawn by & rating agency, il in that
raling agency's judgment, future circumsiances relating 1o the basis of the rating so warmant, Incurrence of additional deb1 by the Company could adversely
afTect its credit ralings. The Company depends on banks and other financial institutiens 10 provide credit to its business and perform under the Compary’s
agreements with them. Defaulis by one or mere of these counterpartics on their obligations 10 1the Company could materially and adversely afleel it Any
downgrade of the Company's credit ratings could matenally adversely aflect its cost of funds, hiquidity, competitive position and access (o capital markets
and increasc the cost of and counterpany risks associated with existing [acilitics, which could materially and advemsely alTect Company business operations,
financial condition, and resulls ol operations.

Downturns in certain industries and general economic downtirns may have an adverse gffect on the Company’s business, financial position, results of
aperations and cash flows.

Economic downtums may adversely allect users of some end products that are manufactured using the Company’s products and the indusires in
which such end products are used. Drring economic dewnlums, these users may reduce their volume of purchases of such end products or may purchase
altemative products, which would reduce demand for the Company’s products. Reduced demand from the primary end markets for the Company 's products,
such as the consumer products indusiry, could adversely affect the Company. Additienally. unceniam conditions in the credit markels posc a risk to the
overall economy that may impact consumer and customer demand ol some of the Company's products, as well as the Company's abilily to manage normal
commercial relationships with its customers, suppliers and creditors. Some of the Company’s customers may not be able to meet the termms of sale and
suppliers may not be able 1o fully perfunm their contractual obligations duc Lo tighter eredit markets ora general slowdown in economic aclivity.

In the cvent that economic conditions worsen or resull in a prolonged downtum or recession, the Company s business, financial position, resulis of
operations and cash {lows may be materially and adversely affected.

Canflicts, milltary actions, terrorist attacks and general instability, particularly in certain encrgy-producing nations, alang with increased security
regulationy related to vur industry, could adversely affecr the Company's business.

Conflicts, nulitary actions and terrorist attacks have precipitaied economic instability and turmoil in financial markets. Instability and turmail.
paticularly in cnergy-producing nations, may result in raw malerial cost increases. The uncertainty and economic distuption resulling from hostilitics,
milnary action or acts of terrorism may impact any or all of the Company's facilities and operations or those of its supplicts or customers. Accordingly, any
conflict. military actien or terronst altack that impacts the Company or any of (15 suppliers or customers, could have a material adverse ¢ffect on the
Company’s business, results of operations, financial position und cash Nows.

Cost overruns, delays and miscalculations In capacity nceds with respect to the Company s expansfon or other capital projects covid adversely affect the
Company’s business, financial positinn, results of operations and cash flows.

From time to time, the Company iniliates expansion and other significant capital projects. Projects of this type are subjecl (o risks of delay or cost
overruns inherent in any large conslruction preject resulting frem numerous faclors, including the following: shortages of cquipment, materials or skilled
lubor; work stoppages: unscheduled delays in the delivery of erdered matcrdals ond equipment; unanticipated cost increases; dilliculties in obtaining
necessary pemiits of in meeling permit condttions: difficulties in meeting regulatery requirements or oblaining regulatory approvals; availability of suppliets
1o cenify equipment for existing end enhanced regulations; design and engincering problems; and failure or delay of third panty service providers, civil
unrest and labor disputes. Significant cost overruns or delays in completing a project could have a material adverse cffect on the Company's retum on
investment. results of operations and cash flows. In addition, if the Company misjudges its fiture capacity necds, this too could negatively impact jts
operations, financial condition and results of operations.
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The Company relies extensively on infarmation technology (1T) systems to conduct its business. Interruption of, damage tv or compromise of the
Companys IT systems and failure 1o maintain the integrity af custoner, colleague or Company data could harm the Company s reputation and have an
adverse effect vn the Company’s busincss, financial positivn, results of operations and cash flows.

The Company relics on IT systems in ifs operations, including production, supply chain. rescarch and development, finance, human resource and
regulatory funetions. The Company's ability to efTectively manage its business depends on the security, reliability and ndequacy of these sysiems. [T system
failures due to events including but not limited to network disruptions, programming errors, computer viruses and security breaches (c.g., cyber-altacks)
could impact production activities, impede shipment of products, cause delays or cancellations of customer orders, or hamper the processing of transactions
or reporting of financial results. These or similar occumences, whether accidental or intentional, could result in thefl, unauthorized use or publication of our
intellectual propenty, confidential business information of our employces, customers, suppliers or other third parties, which could harm our reputation and
competitive position, reduce the value of our investment in rvsearch and development and other strategic initiotives, result in a loss of business, as well as
remedial and other costs, fincs, investipations, enforcement actions or fawsuits or otherwise adversely aiTect our business.

The Company continues to develop and enhance controls and security measures to protect against the risk of theft, loss or ftaudulemt or unlawful use
of customer, supplicr, third panty, employce or Company data, and it maintains an ongoing process to re-cvaluaie the adequacy of its controls and measures.
The Company may also be required 1o expend additional resources 1o continue to enhance its information privacy and sccunty mcasures and/or Lo
investigate and remediate any information security vulnembilitics. The Company maintains what it belicves to be adequate and collectible insurance in the
event of the theft. loss, fraudulent or unlawful use of customer, supplier. third party, employce or Company data, but any such occumcnces could result in
cosls that imay nol be covered or may be in excess of any available insurance that the Company may have procured. While the Company has a comprehensive
program in ploce for continuously reviewing, maintaining. testing and upgrading i1s IT systems and secutity, there can be no assurance that such efforts will
prevent breakdowns or breaches in Company systems that could adversely affect the Company's busingss, financial position, resulis of operations and cash
Mlows.

Various liability claims could materially and adversely affect the Company's financial position, aperating results and cash flows,

The Company may be required to pay for losses or injuries purponedly caused by its products. The Company faces an inherent exposure o various
types of claims including general liability, product liability, product recall, toxic tert and environmental, among others, if its products, or the end products
that are manufactured with the Company's products, result in propery damage, injury or death. In addition, because the Company conducts business in
multiple jurisdictions, the Company also (oces an inherent exposure 10 other geneml claims based on iis opemtions in 1hosc jurisdictions and the laws of
those junsdictions, including but not limited to claims arising from its relationship with employees, distributors, agents and customers, and other parties with
whom it has a business relationship, directly or indirectly. Many of these clanms may be made ngainst the Company cven if there is ne ¢vidence of a loss
from that claim, and these claims may be made by individual persons, groups of persons, or groups of plointiffs in a closs action. Defending these claims
could result in significant lcgal cxpenses reloting to defensc costs undfor damage awards und diversion of managements time and the Company's
resources. Any claim brought against the Company could materially and adversely atfect the Company’s business financial position, results of operations
and cash flows.

The Company's success depends on its execitive management and other key personnel.

The Company's future success depends 1o a significant degree on Lhe skills, experence and cflonts of its excculive management and ather key
persenncl and their ability to provide the Company with uninterrupted leadership and direction. The availability ol highly qualificd talent is limited, and the
competition for talent is robust and the Company may not be able to recruit and retnin the personnel it needs if it were to lose an existing member of senior
management. The Company’s future success will depend on its ability to have adequate succession plans in place and to attract, retain and develop qualified
personncl. A failure to efficiently replocc members of execulive management and other key personnel and to attract, retain and develop new qualified
personnel could have un adverse eflect on the Company's business financial position, results of operations and cash tlows.

liem 1B. Unresolved Staff Comments

Nonc




Item 2. Propertics

The following arc the Company's principal planis and other imporanit physical prepertics, Unless olherwise noted, the listed properties are owned by

the Company. Management believes that the facilities are suitable and adequate for the Company's current operations,

[Functions

Name of Facility Location Slie Ske Scpment
l. [Millsdale IMilisdalc (Jolict). linois 492 acres Surfactants/Polymers
2. Ficldsboro Fieldshoro, 45 acres Surfactants
New Jersey
3. [Anahcim lAnaheim, 8§ acres Surfactanis
California
H. [Winder [Winder, 202 acres [Surlactants
Georpia
5. Maywood Maywood, 19 acres Surfzctants /
[ [INcw Jerscy [Specialty Products
6. IColumbus Columbus, Georgia 29.8 acres Polymers
7. [Pasadena Pasadena, Texas 50 acres Surfactants
[Stepan France [Voreppe, France 20 agres Surfactants
. [Slepan Mexico Malamoros, Mexico 13 acres Surfactants
10. [Stepan Ecatcpec [Ecatepec, Mexico 34 acres [Surfactants
i Stepun Genmany Wesseling, 12 acres Polymers
Germany
12. IStepan UK Stalybridge, 11 acres Surfactants
[United Kingdom
13, IStepan Colombia IManizales, 5 acres [Surfactants
Kolombia
14 Stepan China INanjing, China (Nanjing I3 acres (night of use [Polymers
KChemical Industrial Park) arrangerment)
15. Slepan Brazil [Vespasiuno, Minas Gerais, 27 acres Burfactants
Brazil
16. [Tcbras Tensoativos Do Brasil Ltda. und rSalto. Sao Paulo, Brazil 14 acres Surfactants
PBC Industria Quimica Ltda,
17. Stepan Philippines Bauan, Batangas, Philippincs 9 ncres (leased) [Surfaclants
|8, [Stepan Poland Brzepg Dolny, Poland 4 acres (perpetual use npht} [Polymers
19. [Stepan Asia Uurong Island, Singapore 8 acres (leased) [Surfactants
20. ICompany Headquarters and Central MNonhficld, 8 acres IN/A
[Research Labortorices linois
21 Company Corporate Supply Chain, Northbrook, 3.25 acres IN/A
[Human Resources, Legal and Finance  [illinois




Item 3. Legal Proceedings

There are a varely ol legal proceedings pending or threatened against the Company that occur in the normal course o the Company s business. the
majerily of which relate 10 environmental matiers, Some of these proceedings may result in fines. penalties, judgments or costs being assessed against the
Company at some [uture time. The Company’s aperations are subject 1o extensive local, state and federal regulations, including CERCLA and the Superfund
amendments of 1986 (Superfund) as well as comparable regulations applicable 1o the Company’s foreign Jocations, Qver the years, the Company has
received requests for information relative lo or has been named by govemment authorities as a potentially responsible party (PRP) at a numbet of sites whete
cleanup costs have been of may be incurred under CERCLA and similar state statures. In addition, damages are being claimed against the Company in
general liability actions for alleged personal injury or propesty damage in the case ol some disposal and plant sites. The Company believes that it has made
adcquote provisions for the costs it is likely to incur with respect 1o these sites. For most of these siles, the involvement of the Company is expected 10 be
mintmal. Maierinl legal proceedings are described below:

Muyweod, New Jersey Site

The Company's property in Maywood, New Jersey and properly formerly owned by the Company adjacent to its current site and other nearby
properties (Maywood site) were listed on the National Priorities List in September 1993 pursuant to the provisions of CERCLA because of certain alleged
chemicul contamination. Pursuant to an Administrative Order on Consent entered into between the USEPA and the Company for propeny formerly owned by
the Company. and the issusnce of an order by USEPA to the Company for property cumrently owned by the Company, the Company has completed various
Remediat Investigation Feasibility Studies (RIFS), and on Sepiember 24, 2014, USEPA issucd its Record of Decision (ROD) for chemically-contaminated
soil. USEPA has not yet issucd a ROD for chemicallycontaminated groundwater for the Maywood site. Based on the most current information available, the
Company believes its reconded linbility is reasonable having considered tle range of ¢stimated cost ol temediation forthe Maywood site. The estimate of the
cosl of remediation for the Maywuood site could change as the Company continucs (o held discussions with USEPA, as ihe design of the remedial action
progresses, if a groundwater ROD is issued or il other PRPs are identified. The ultimate amount for which the Company is liable could differ from the
Company’s current recarded liability.

In April 2015, the Company entered into an Administralive Settlement Agreement and Adnunistrative Order on Consent with USEPA which requires
payment ol certain costs and performance of cenain investigative and design work for chemicaliycontaminated soil. Based on the Company’s teview and
analysis of this order, no changes to (he Company’s current recorded liability for claims associated with soil remediation of chemical conlamination were
required.

In addition, under the terms of @ settlement agreement reached on November 12, 2004, the United States Depariment of Justice and the Company
agreed to fullill the terms ¢f & Cooperative Agreement reached in 1985 under which the United Siates will take ritle to and responsibility for radioactive
waste removal at the Maywood site. including past and future remediation costs incurred by the United States. As such, the Compzny recorded no liability
reluted 1o this scttiement agrecment.

Dimperio Property Site

During the mid-1970%, Jerome Lightman and the Lightman Drom Company disposed of hazardous substances a1 scveral sites in New Jersey, The
Company was named as a PRP in a lawsuit in the U.S. District Coun lor the District of New Jersey thal involved the D'lmperio Propenty Site localed in New
Jersey. In 2016, the PRPs were pravided with updaled remediation cost estimates which were censidered in the Companys determination of its range of
estimated possible losses and liability balance. The changes in ronge of possible losses and liabifity balance were immateral. Remedialion work is
continuing at this site. Based on cumrent information, the Company believes that its recorded liability is reasonable having considered the range of estimated
cost of remediation for the PImperio sile. Depending on the ultimate cost of the remedialion at this site, the amount for which the Company is liable could
difTer from the current estitnates.

Wilmington Site

The Compuny is currently conlractually obligaled to contribute 1o the responsc costs associuled with the Company’s formedy-owned site in
Wimington, Massachuserts. Remedigtion at this site is being managed by its current owner, to whom the Company sold the propery in 1986. Under the
agreement. once total site remediation costs exceed cenain levels, the Company is obligated to contibute up to five percent of future tesponse costs
associated with this site with no limitation on the ultimate amount of contributions. The Company had paid the current owner $2.6 million for the
Company’s portion of environmental response cosis through December 31, 2018, The Company has recorded a liobility for its portion of the estimated
remediation costs for the site. Depending on the ultimate cost of the remediation at 1his site, the amount for which the Campany is liable could differ from
the current estimaies.
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The Company and other prior owners also cntered into an agreement in April 2004 waiving cerain statute of limitations defenses for clahmg which
may be filed by the Town of Wilmingion, Massachuseits, in connection with this site. While 1the Company has denied any liability for any such claims, the
Company agreed 1o this waiver while the partics continue 10 discuss the resolution of'any poteniial claim which may be filed.

The Company believes that based on curment information it has adequate reserves for the claims related 1o this site. However, depending on the
ultimate cost of the remediation af this site, the amount for which the Company is liable could differ fom the current estimates.

Federal Insecticide, Fungicide and Rodenricide Act

On March 22, 2017, the Company reccived a prefiling notice from USEPA for alleged violations of FIFRA associaled with three ol the Company’s
biccide products sold by a licensed distributor. On January 9, 2018, USEPA issued a Consent Agreement and Final Order (CAFO) to the Company for the
alleged FIFRA violations. The CAFO assessed a civil penalty of $131,440, which the Company paid on January 16,2018,

(ther Matters

The Company has been nomed as a de minimis PRI a1 ether sites, and as such the Campany believes that a resolution of its liabidities will not have a
material impact on the financial position, resulls of operations or cash flows of the Cowpany.

item 4. Mine Safety Disclosures

Not Applicable.




PART I

Item 5, Market for Regisirant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securitics
(a) The Company's common stack is listed und traded on the New York Stock Exchange underthe symbol SCL.

On January 31,2019, there were 1,698 holders ol record of the Company s common stock.
(b) Below isa summary by month of shares purchases by the Coinpany during the fourth quarer of2018:

Maximum Number
Total Number of Shares of Sharcs that May

Purchased as Part of Yet Be Purchased
Total Number of Average Price Publlcly Announced Under the Plaps
IPerlod Shares Purchascd Puid per Share Plaps or Programs (1) or Programs
Oclober 1426 (8 §4.37 — —
November 3,783 (S 80.72 2,160 (q) 518,175
December © 23888 (1S 76.70 23 888 (4) 494287
Total 29097 % 77.60 25,988 494,287

(1) On February 19, 2013, the Company’s Beard of Directors authorized the Company to repurchase up 1o 1,000,000 shares of ils ouistandinp

common stock.
{2} Represents shares lendered by employees to settle statutory withholding taxes related 1o Lhe distribution of perfonmance stock awards.

(3) Includes 1,683 sharcs of Company commen stock tendered by empleyees Lo setile statutory withholding toxes related to the exercise of SARSs.
{(4) Represents shares of Company common stock purchased on the open markel,
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{¢) Stock Performance Graph

The following stock perfonmance graph compares the yearly change since December 31,2013, in cumulative return on the commen stock of the
Company on a dividend reinvested basis 10 the Dow Jones Chemical Industry Index and the Russell 2000 Index. The Dow Jones Chemical Industry
Index is o market-capitalization weighted grouping of 35 chemical companies, including major manufacturers of both basic and specialty products.
The Company is not inctuded in the Dow Jones Chemical Industry Index. The Russell 2000 Index is a market-capitalization weiphted grouping of
2,000 small to medium sized companies in a broad range of industries. The Company has been included in the Russell 2000 Index since 1992, The
wraph assumes $100 was invested on December 31,2013, and shows the cumulutive total retum as ol each December 31 therzafler.
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Itcm 6. Selected Financisl Data

(M thousands, except per share data)

Forthe Year 2018 2017 2016 20115 ML
Nct Sales § 1,993,857 $ 1925007 S 1,766,066 5 1,776,167 3 1927213
Operating Income (0) 151419 147,195 127830 124918 90,931
Percent of Net Sules 7.6% 7.6% 7.2% 1.0% 4.7%
Income Before Provision for Income Taxcs 139,923 139,237 113816 102,854 75535
Percent of Net Sales 7.0% 7.2% 6.4% 5.8% 39%
Provision for Income Taxcs 27.173 47,690 27,618 26,819 13,454
Net Income Atltributabie to Stepan Company 112,762 91,578 86,191 75,068 57.101
Per Diluted Share 4.83 392 3.7 132 149
Percent of Net Sales 5.7% 4.8% 4.9% 43% 3.0%
Percent to Total Stepan Company
Stockholders™ Equity (b) 14.8% 133% 14.5% 13.9% 10.5%
Cash Dividends Paid 20,857 18,907 17,324 16,300 15,387
Per Cominon Share 0.9300 0.8600 0.7800 0.7300 0.6900
Depreciation and Amonization 81,115 79,022 74,967 66,985 63,804
Capital Expenditures 86,647 78,613 103,076 [£9,349 101,819
Weighied-average Common Shares
Cuistanding (Diluted) 233258 23317 23,094 22.85% 22917
As of Year End
Working Capital $ 463948 S 4AR481 % 3RR276 0§ 376329 0§ 326043
Cument Ratio 24 25 23 2.5 2.3
Propenty, Plant and Equipment, Net 608,892 598,443 582.714 555463 524,195
Total Asscls 1,484,666 1,470,86] 1,353,890 1,239,661 1,162,014
Leng-term Debt Obligations, Less Current
Maturitics 239,022 268,299 288,859 313817 246,897
‘Yoiel Siepan Company S1ockholders® Equity 783,766 740,096 634,604 556.984 535,546

{a} The 2017, 2016, 2015 and 2014 amounts for the noted Tine itern have been immatetially changed from the amounts oniginally reported as a result of the Company's first
quarter 2018 odoption of Accounting Standards Update (ASU) No. 2017-7, Compensation -Retirement Bengfits (Topic 715). hmproving the Presentation of Ner Periodic
Pensiun Cost and Net Perivdic Postretirement Benefir Cosi.

(b} Based on average cquity.




ftem 7. Management's Discussion and Analysis of Financial Condition and Results of Operutians

The following is management's discussion and analysis (MD&A) of cenain significant factors that have affeeted the Company's financial condition
and results of operations during the annual periods included in the accompanying conselidated financial statements.

Overview

The Company producces and sclls intermediate chemicals thar arc used in a wide variety of applications worldwide. The averall business coniprises
three reportable segments:

Surfactants — Surfactants, which accounted for 70 percent of the Company s conselidated net sales in 2018, are principal ingredients in consumer
and industrial clearing products such es detergents for washing clothes, dishes, campets, floors and walls, as welt as shampoos and body washes.
Other applications include fabric sofieners, germicidal quaternary compounds. lubricaling ingredicnts, emulsifiers for spreading agnculiural
products and industrial applications such as latex systems, plastics and composiles. Surfactants are manufactured at five North Ameriean sites,
two European sites (United Kingdom and France — Germany ceased Surfactant production in the founth guaner of 2018), five Lalin American
sites (Colombia and twe sites in cach of Mexico and Brazil) and two Asian sites (Philippines and Singapore). Recent significant Surfactants
events include:

©  In March 2018, the Company, through a subsidiary in Mexico, acquired a production facility and a portion of its related surfactant business

from BASF Mexicana, 5.A. DE C.V. (BASF) (sec Notc 20, Acquisitions, lor additional details).

©  During the third quarer of 2013, the Company approved 2 plan to shut down Surfaclanis operations at its plant sitc in Germany (sce Note 22,

Busincss Restructuring and Asset Impairmenis, for additional details).

©  During the fourth quarter of 2017, the Company approved a plan to restructure a portion of its Ficldsboro, New Jersey production facility (see

Note 22, Business Restructuring and Asset Impairments, for additional details).

©  In 2016, the Company shut down its production facilily in Canada, moving the production of goods previously manufactured in Canada lo

other Company North American production sites. Manufacturing operations at thal facility ccased in the fourth quanrer of 2016 bul
decommissioning activities continued throughout 2018 (see Note 22, Business Restructuring and Asset Impairmenis, for additional delails).

Polymers — Polymers, which accounted for 26 percent of consolidnied net sales in 2018, include polyurethane pelyols, polycester resins and
phthalic anhydride. Polyurethone pelyols are used in the manufaciure of rigid foam for thermal insulation in the constiuction industry and are
aiso a base maw material for coatings, adhesives. sealants and elastomers (collectively, CASE products). Powdered polyester resins are used in
coating applications. CASE and polyestcr resins are collectively referred to as specialty polyols. Phthalic anhydride is used in unsaturated
polyester resins, alkyd resins and plasticizers for applications in consiruction materials and componcents of automotive, boating and other
consumer products. In addition, the Company uses phthalic anhydride intemally in the production ol pelyols. In the United States, pelyurcthane
polyols and phthalic anhydride are manufactured at the Cuompany’s Milisdale, Illinois, sile, and specialty polyols are manufciured at the
Company’s Columbus, Georgia, site. In Europe, polyurcthane polyols are manufactiured by the Company's subsidiary in Germany, and specialty
polyols are manufactured by the Company's Poland subsidiery. In China, polyurethane polyols and specialty pelyols are manufactured at the
Company's Nanjing, China, manufacturing plant.

Specialty Products — Specialty Products, which accounted for four percent of conselidated net sales in 2018, inctude flavors. emulsificrs and
solubilizers used in food, flavaring, nutritional supplement and phammageutical applications. Specialty products are primarily manufactured ot
the Company's Maywood, New Jersey, site and, in some instances, ot oulside conlructors.

2018 Acquisition

On March 26, 2018, the Company, through a subsidiary in Mexico, acquired BASF production facility in Ecatepee, Mexico, and a portion of its

related surfactants business. The facility, which is near Mexico City, has over 50,000 metric tons of capacily, !24,000 square feet of warchouse space, a
laberatory and office space. The acquisition supports the Company’s growth stmtegy in Latin America. The Company believes that this acquisition should
enhance its market position and supply capabilitics for surfactants in Mexico and position the Company to prow in both the consumer and [unctional
surfactants markets. See Nole 20, Acquisitions, for additional dctails.
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Deferred Compensation Plans

The sccounting for the Company's deferred compensation plans can couse period-to-peried fluctuations in Company expenses and profits.
Compensalion expense results when the values of Company common stock and mutual {und investment assets held for the plans increase, and compensation
income resulls when the values of Company common stock and mutual fund investment asscts decline. The pretax effect ol all deferrcd compensation-refated
activitics {including realized and unrealized gains and losses on the mutual fund assets held to fund the deferred compensation ebligations) and the income
statement ling items in which the effects of the activities were recorded are presented in the following table:

Income (Eapense}

For the Year
Lnded December 31
(In millions) 2013 2017 Change
Deferred Compensation (Operating expenses) 5 23 % (448 § 7.1
Invesiment Income (Other, net} 1.5 09 0.6
Reatized/Unrealized Gains (Losses) on Investmenits
{Other, nu1) {2.7) 4.0 (6.7)
Prelax Income Elfeet 5 1.1 § 0.1 8 1.0
Incame { Cxpensc)
For the Year
Ended December 31
(In miltlons) 2017 2018 Chonge
Defered Compensation (Operating cxpenscs) ) 4.8) § (16.8) S 12.0 (1}
Investment Inconw: {Other, net) 0.9 0.6 0.3
Realized/Unrealized Gains on Investments
(Other, net) 4.0 1 39
Pretax Income Effect S 91y S (16.1) § 16.2

(1) Sec the applicable Corporawe Expenses section of this MD&A for details regarding the period-to-period ¢hanges in deferred compensation,

Below are the year-end Company commeon stock market prices used in the computation of deferred compensation income and expense:
' December 31
2018 2017 2016 2015
Company Stock Price § 7400 § 7897 § Bld48 S 49.69




Effects af Foreign Currency Translation

The Company’s foreign subsidiaries transact business and repont financial results in their respective local currencics. As a result, foreign subsidiary
income statements arc translated into U.S. dollars at average foreign exchange rates appropnate for the reporting period. Because forcign exchange mtes
fluctuate against the U.S. dollor over time, foreign cumency translation affects year-over-ycar comparisons of financial statement items (i.¢., because foreign
exchange rates fluctuate, similar year-o-ycar local currency resubts for a foreign subsidiary may wmnslate into different U.S. dollar results). The following
tables present the effects that foreign currency translaiion had on the year-over-year changes in consofidated net sales and various income Tine items for 2018
compared to 2017 and 2017 compared 10 2016:

Increase
For the Year Ended {Deercase) Duce
December 31 Incrense to Farcign Currcncy
(In miflions} 2018 2017 Translation
Nel Sales ) 19939 3 19250 § 689 S 0.1
Gross Profil 341.5 338.5 340 (0.7)
Operating Income 1514 147.2 4.2 0.6)
Prelax Income 1399 139.2 0.7 0.5)
For the Year Ended Increase Due
December 31 Increase 1o Foreign Currency
(i miltlons) 2017 2016 {Decrente} Translalion
Nect Sales s 19250 S 1,766.2 1588 3% 9.9
Gross Profit 338.5 339.0 (0.5) 2.6
Opemating Income 147.2 127.8 194 1.7
Pretax Income 139.2 1138 254 1.6

{1} The 2017 and 2016 gross profit und operating income line items have been imunatertally chinged from the amounts originally reporied as a result of the Compuny's
first quarter 2018 adepton of ASU No. 2017-07, Compensation-Retirentens Benefits (Tople 715).

Results of Operations

2018 Compared with2017
Summary

Net income attributable to the Company for 2018 increased 23 percent to $112.8 million, or $4.83 per diluted share, from $91.6 million, or $3.92 per
diluted share, for 2017. Adjusied net income increased five percent 10 $113.8 million, or $4.88 per diluted share, from $108.7 million, or §4.65 per diluted
share in 2017 (sce the "Reconciliations of Non-GAAP Adjusted Net Income and Diluted Eamings per Share™ section of this MD&A for reconciliations
between reparted nel income allributable to the Company and reported camings per diluted share and non-GAAP adjusted net income and adjusted camings

per diluted shure), Below is o summary discussion ol the major factors leading 1o the year-over-year changes in net sales, profits and expenses. A detailed
discussion of segment operiing performance for 2018 compered 10 2017 follows ihe summary,

Consolidated nct sales increased $68.9 million, or four percent, berween years. Higher sales volume, higher selling prices and the favomble impact of
foreign currency translation positively impacted net sales by $64.7 mitlion. $4.1 million and $0.1 million, respectively. Total Company sales volume
increased three percent. Sales volume increased five percent and three percent for the Surfactants and Specialty Producis segments, respectively. Sales
volume declined three pereent for the Polymers seganent. Unit margins improved for Surfactants and Specialty Products and declined for Polymers.

Opcrating income improved $4.2 million, or 3 percent. between years. Most of this improvement was related 10 Tower 2018 deferred compensation
expense which declined by $7.1 million. Opemting income improved for the Surfactant ond Specialty Producis segments and declined for the Polymers
segment. Business restructuring cxpenses were $0.5 million Tower in the current year and corporale expenses were up $3.4 million year-over-ycar.  Foreign
currency translation had an unfavorable $0.6 million effect on year-over-year consolidated operating income.
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Openating expenses (including defermed compensation expense and business restructuring expenses) decreased $1.2 million, or one percent. hetween
years. Changes in the individual income stalemenl line items that comprise the Company's operaling expenses were as [ollows:

= Sclling expenses increased $2.2 million, or four percent, year over year larpely due o higher salarics and cloud-based application cxpense. A
porion of the higher salaries is alinbutable to the 2018 acquisition in Mexico.

*  Administrative expenses increased 53.6 million, or five percent, year over year. The increase was primarily duc (o higher cmployee separation
costs and salarics.

. Rescarch, development and technical service (R&D) expenses increased $0.6 million, or one percent, year over year.

*  Deferred compensation was income of $2.3 million in 2018 versus expense of $4.9 million in 2017, See the "Overview” and “Segment Results -
Cotporuate Expenses” scctions of this MD&A for further details,

= Business restructuring expenses were $2.6 million in 2018 versus $3.1 million in 2017, Current year restructuring charges are comprised of assel
and spare part wTite-downs related 1o the Company’s decision to cease Surfactant operations in Germany ($1.4 million) and decommissioning
costs associated with the Company’s manufacturing facility in Canada, which ccased operations in the fourth quarter o 2016 (§1.2 million). The
2017 restructuring charges related to decommissioning costs asseciated with the Canadiun plamt ¢losure ($2.0 million), severance costs related Lo
a partial restrueturing of the Company’s production facility in Ficldsboro, New Jersey ($0.9 million) and workforce reduction expense at the
Company's Singapore plant. These business restructuring charges were excluded from the determination of scgment opemting income. Sce Note
22 1o the consvlidated financial statements for ndditional information.

Net interest expense for 2018 declined $0.7 million, or six percent, from net interest expense for 2017. The decline in interest expense was pringipaily
attributable 1o higher interest income camed on excess cash and lower average debt levels due to scheduled repayments.

Other, net was $0.7 million of expense in 2018 versus $3.5 million of income in 2017. The Company recognized $1.4 million of invesiment losses
(including realized and unrealized pains and losses) for the Company’s deferred compensation and supplemental defined contribution mutual fund asseis in
2018 compared 10 $5.1 million of gains in 2017. Panially offs¢tiing 1his decrease was (orcign exchange gains of $1.9 million in 2018 compared to forcign
exchange losses of $0.6 million in 2017. In addition, the Company reported $1.2 million of nel periodic pension cost in 2018 versus $1.0 million of net
periodic pension cost in 2017.

The year-to<late effective lax rate was 194 percent in 2018 compared to 343 percent in 2017, This decrease was primarily atiributable to the
following items: {a} a lower U.S. statutory tax rate of 21 percent in 2018 versus a rate of 35 percent in 2017; and (b) the ensctment of U.S. tax reform which
resulled in o net tax cost of $14.9 million in 2017 that did not recur in 2018. The 2018 benefits were pantiatly offset by ceroin unfavorable U.S. tax reform
changes that became cffective on January 1, 2018 (i.c., global intangible low-axed income, non-deductible cxecutive compensation, and the repeal of the
domeslic production activities deduction). In addition, during the third quarter of 2018, the Company filed applications to sutomatically change certain tax
accounting methods related 1o the 2017 tax year. These methoed changes provided a favomble tax benefit that was partially offsct by the negative 1ax impact
recognized as a result of the Company s decision to repatriate approximately $100.0 million of foreign cash in the fourth quarter 6£2018. See Natc 9 1o the
consolidated financial stutgments for a reconciliation of the statutory U.S. federal income tax rate to the effective lax rate.
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M SiEs

tla thowsands)

For the Yeor Ended

December 3, Drcember 31, Increase Percent
el Syles 2018 2017 {Necrease) Change
Surfactants 5 1,385932 § 17297555 § 88,177 7
Polymers 527,420 546,634 (19,214} -4
Specielty Products 80.505 80818 (313) 0

Total Net Sales § 1993857 8§ 1925007 § 68.850 4
(in thousamls} For the Year Ended

Tecember 31, December 31, Increase Percent
Qpgraling Ingeme 2018 20170 iDecreass) Change
Surfactanis 5 137,506 § 120,861 § 16,645 4
Polymers 64,539 82951 (18,412) 222
Specinlty Products 11.661 9.965 1,696 17

Segment Opcrating Income s 213,706 $ 213771 S8 (71 0
Corporate Expenses, Exeluding Defetred Compensation
and Restructuring 062,028 58,636 3372 6
Deferred Compensation Expense {(Income) (2.329) 4,857 (7.186) NM
Business Restrucluring and Asset Jmpaiments 2,588 3.069 (481) -16
Total Operating Income b 151419 § 147,195 S 4.224 3

(1) The 2017 scgment and total operating income line jtems have been imunaterially changed from the amounts originally reported as a result of the Company’s first
quarter 2018 adoption of ASU No. 2017-07, Compensarion-Retirement Bencfits (Tupic 715).

Surfactaits

Surfactants 2018 net sales increased $388.4 million, or seven percent, over net sales reported in 2017, Higher sales volume and selling prices
accounted for $69.5 million and $26.2 million. respectively, of the year-over-year increase in net sales. Sales velume increased [ive percent year-over-

year. The unfavorable effects of foreign currency tsanslation nepatively impacied the year-over-vear change in net sales by 87.3 million. A year-over-year
comparison ol net sales by region follows:

For the Year Ended

December 31, Deeember 31, Increase Percunl

(In thowsunids) 1018 2017 {Decrease) Change
North America S 831,592 % 763,049 § 68,548 L
Europe 276,742 275,121 1,62} R
Latin America 212,824 190,802 22,022 12
Asia 64.774 68.588 (3.814) 5
Totitl Surfactants Segmeni $ 1385932 § 1297555 § 88.377 7

Nel sales for North American operations inercased nine percent between years, Sales volume increased six percent which favorably impacted Lthe
change in uet sales by $42.0 million. The sales volume gruwih was largely driven by higher sales velume of products used in petsonal care and oillield
applications. Sales volume of genernl suriaclants to our distnbution parntners also increased. Average sclling prices increased three percent between years
and positively impacted the year-ever-year change in net sales by $26.4 million. The increuse in sclling prices was targely due to 2 mare favomble mix of

sales, [Fereign cumency Lranslalion positively impacted the change in net sales by $0.1 millien, The foreign cumrency impact retlectied a weaker US. dollor
relative 10 Lhe Canadian dellar.

Nct sales for Curopean operations increased onc percent versus prior year, The favorable effects of foreign cumency translation positively impacted
the year-over-year change in net sales by $11.8 million. A wenker US. dollar relative 1o the European euro and British pound steding led to the foreign
currency cffect. Lower selling prices of four percent unfavorably impacied the year-over-year change in net sales by $10.5 million. Sales volume was Mat
versus the prioryear. Net sales in 2017 were positively impacted by 54.7 million related 1o a favorable resolution of a prior year customer ¢laim (see Note 23
10 the consolidated {inancial statements for further information).
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Net sales for Latin Asnerican operations increased $22.0 million, or 12 percent, primarily due a 12 percent incrense in sales volume and hipher selling
prices. These two itemns accounted for $22.5 million ond §16.1 millivn, respectively, of the ycar-over-year change in et sales. The higher volume is mosily
related 1o the Company’s first quarler acquisition in Ecatepec, Mexico and pantially offset by fower demand and lost commodity business in Brazil. The
higher selling prices primarily reflect the pass through to customers of increased raw material costs. Foreign cumency translation negatively impacted the
year-over-year change in net sales by $16.6 million, The forcign cumrency translation primarily reflects the year-over-year weakening of the Bmzilian real
and Mexican peso relative Lo the U.S. dollar.

Nel sales for Asian operations declined $3.8 million, er six percent, primanly due to the negative impact of foreign currency translation and lower
average selling prices. These items negalively impacied the yearover-year change in net sales by 52.5 million and $2.0 million, respectively. The foreign
cumency impact primarily reflected a weaker Philippine peso relative fo the ULS, dollar. Sales volume increased one perceni, which positively impacted the
vear-over year change in nel sales by $0.7 million. The sales velume increase was mostly duc to higher sales of general surfactants o our distribution
panners.

Surfactant operating income for 2018 increased §$16.6 million, or 14 percent, versus operating income reported in 2017, Gross profit increased 5201
million, primarnily duc to improved results for Nonth American operations. Operating cxpenscs increased $3.4 million, or four percent.  Year-over-ycar
compansons of gross profit by region and total segment operating expenses and operaling income follow:

For the Year Ended
December 31, December 31, Increase Percent
(I thousands) 1018 201700 {Decrease) Chanpe
s Profjt pn i o
North Amenica s 158773 ¢ 132,585 § 26,184 20
Europe 30,340 31,706 {1,166}

Latin America 260,574 29,061 (2,437) -9
Asin 17,030 19.488 {2.458) -13
Surfactants Segment Gross Profit S 232917 % 212,840 % 20,077 g
Opcriting Expenses 95411 91.979 3432 4
Operating Income S 137506 120.86]1 S 16,645 14

{I) The 2017 pross profil, operatng expenses and operating income line items have been immaterially changed from the amounis originally reported as o result of the
Company’s [irst quarter 2018 adopdon of ASU No. 2017-07, Campensarion-Rerirement Bencfics (Topic 715).

Gross pro(it for North American opcerations increased 20 percent. or 526.2 million, between years primarily due to higher unit margins and higher sales
volumes, These ilems positively impacted the year-over-ycar change in gross profit by 518.9 million and $7.3 million, respectively. The higher unit margins
were primarily due to a more favomble customer and product mix. Higher yecar-over-year sales of products used in personal care, agricultural and vilfield
applications, along with products sold 1o our distribution partners contributed to the 2018 volume growth,

Gross profit for European operations decreased four percent between years principally duc 1o the aforementioned non—ccuming $4.7 million favorable
customer claim resolution in 2017. Lower unit margins, principally due to the non-recurrence of the prior year favorable cusiomer cleim resolution,
negatively imnpocted the ycar-over-ycar change in gross profit by $2.5 millien. Foreign currency translation positively afTected the change in gross profit by
$1.3 million. Sales volume was flat year-over-year.

Gross profit for Latin American opemtions decreased $2.5 mitlion, or nine percent, year-over-year primarily due to lower unit margins and the negative
impact of forcign cumency tronslation. These items unfavorably impacied the change in year-over-year gross profit by $3.1 million and $2.8 milion,
respectively. The lower unit margins pnncipally related 10 higher inlegration and stan-up costs associaled with the Company's first quarier 2018 acquisition
in Ecatepec, Mexico. Sales volume growth of 12 percent positively impacted current year gross profit by $3.4 million. This growth primarily reflects the
Company’s first quarter acquisition in Mexico partiolly offset by lower demand and lost commadity business in Brazil. The Ecatepec, Mexico acquisition
was slightly accretive to Latin Amenea gross profitin 2018.

Asia gross profit decreased 13 percent langely due 1o lower unit margins and the unfavomble impact of foreign curmeney translation. These ilem
unfavorably impacted the year-over-year change in gross profit by 32.3 million and $0.4 million, respectively. Sales volume growth of one percent
positively impacted the vear-over-year change in gross profit by $02 million.
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Operating expenses for the Surfactants segment increased $3.4 million, or four percent, year-over-year. Most of this increase  was auributable to
higher Nonh American expenses. The higher North American ¢xpenses were primarily duc o higher consulting Tees, salades, and cloud-based application
expense.

Polymers

Polymer nct sales for 2018 decreased $19.2 million, or four percent, over net sales for 2017, Lower sales volumes and selling prices negatively
impacted the ycar-over-year change in net sales by 516.9 million and $9.0 million, respectively. The Tavorable effects of loreign cumency trmnslation
positively impactcd the year-over-year change in ncl sales by 36.7 million. The foreign cumency effect reflected a weaker U.S. dollar relative to the Polish
zloly. A year-over-year comparison of net sales by region lollows:

Far the Year Ended

December 31, Decemnber 31, Increase Percent

(In thonsunds} 2018 M7 {Decrease) Change
North Amcrica ) 323360 S 329629 S (6,26%) -2
Europe 172,632 188,244 (15,612) -3
Asia and Olher 31428 28,761 2.667 9
Total Polymers Segment 5 527420 § 546,634 § {19.214) 4

Net sales for North American operutions declined two percent due to a sales volume decline of two percent and slightly lower selling prices. These
items negarively impacted the year-over-ycar change in net sales by $5.5 million and 50.8 million, respectively. Sales volume of phihalic anhydride and
polyols used in rigid foam applications declined three and ene percent, respectively. Sales volume of polyols uscd in rigid foam applications increased six
pereent in the sccond halfof 2018 due 1o recaptured market share. Sales volume of specialty polyols was flat with the prior year.

Net sales for European operations decreased cight percent primarily duc 1o a seven percent decline in sales volume and lower selling prices which
negatively impacted the year-over-year change in net sales by $12.8 million and $9.5 million, respectively. The lower volume was principally duc to
customer inventory builds prior ta the end of 2017, the camryaver effect of the 2017 MDI shoriage and extended winter weather which delayed the stant of
construction projecis. The effects of foreign cumrency translation positively impacted the year-over-year change in net sales by $6.7 millian.

Net sales for Asia and Other operations increased nine percent between years due a six percent increase in sales volume, higher selling prices and the
favorable ¢ffeets of foreign currency translation. These items accounted for $1.6 million, $1.0 million and 50.1 million. respectively, of the year-over-year
nel sales increase. '

Polymer operating income for 2018 declined $18.4 million, or 22 percent, compared to operating income for 2017, Gross profit decreased $18.5
million, or 17 percent, primarily due to a three perceni decline in sales volumes and lower unit margins, Operting expenses were fial versus prior year Year-
over-ycar comparisons of gross profit by region and lotal segment operating expenscs and operating income follow;

For the Year Ended

December 31, December 31, increase [ercent
{In thousandsi 2018 201701 {Decrease) Change
a . .
North America s 67,034 5 79,582 S (12,348) -16
Europe 24756 31,451 (6.695) =21
Asiu and Orher §92 114 778 682
Polymers Segment Gross Profit s 92,682 % 111,147 § {lR.465) -17
Opcrating Expenses 28,143 28.196 (53) 0
Opcrating Income b3 64,539 % 32951 § (1BA12) =22

(1} The 2017 gross profit, operating expenses and operating income line items have been immaterially changed from the amounts originally reperted as a result of the
Company's first quarter 2018 adoplion of ASU No. 2017-07, Compensation-Retirement Bencfits (Topic 7135).

Gross profit for North American operations declined 16 pereent year-over-year primarily due to lower unit margins and a two percent decline in sales
volume, These (wo items negatively impacted the year-over-year change in gross profit by S11.2 million and $1.3 million, respectively. The decline in

margins primarily reflected competitive market pressures.
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Gross profit for European operations declined 21 percenl primarily due to lower unit sales mangins and a seven percent decline in sales volume. These
items negatively impacted the year-over-year change in gross profit by $5.6 million and $2.1 million, respectively. The lower matgins were primarily due to
higher overhead resulting from lower production throughput in 2018 versus 2017, The favorable impoct of foreign cumency trnslation positively impacted
Lthe year-over-year change in gross profit by 31.0 million,

Gross profit for Asia and Other operalions improved $0.8 miilion primarily due to higher unit margins and the favorable impact of foreign cumency
translation. These items positively impacied the year-over-year change in gross profit by $0.7 miilion and $0.1 million, respectively.

Cperating expenses [or the Polymers segment decreased 50.1 million year-over-year.

Specialty Products

Net sales for 2018 were flat with the prior year Sales volume was up three percent versus the prior year. Operating income increased $1.7 million
versus prjor year primarily due to the higher sales volume and improved unit margins.

Corporate Expenses

Corporate expenses, which include deferred compensation and other operating expenses that are not sllocated to the reportable segments, declined
$4.3 million year-over-year 1o $62.3 million in 2018 from $66.6 million in 2017, The decline in corporele expenses was primarily ottribulable 1o lower
defemmed compensation expense (§7.2 million) and business restructuring expense ($0.5 million). These decrcuses were padially offset by higher 2018
cmployee separation costs and salaries.

Defermed compensation was $2.3 million of income in 2018 compared to $1.9 million of expensc in 2017, The favorable ycar-over-year change was
primarily due to less mutual fund related expense incurred in the current year combined with n steeper drop in Stepan share price in 201 R versus 2017,

December 31
2018 2017 2016 2013
Compony Stock Price $ 1400 § 7897 S Bl48 § 19.69
2017 Campared with 2016
Summury

Net income attributable to the Company for 2017 increased six percent to $91.6 million, or $3.92 per diluted share, from $86.2 million, or $3,73 per
diluted share, for 2016, Adjusted net income increased 11 percent to 3108.7 million, or $4.65 per diluted share, fromn $98.2 million. or $4.25 per diluted share
in 2016 (se¢ the "Reconciliations of Non-GAAP Adjusted Net Income and Diluted Enmings per Share™ section of this MD&A for reconciliations hetween
reporied net inceme attributable to the Company and reported eamings per diluted share and non-GAAP udjustcd net income and adjusted eamings per
diluted sharc). Below is o summary discussion of the majer factors leading to the year-over-year changcs in net sales, profits and cxpenses. A detailed
discussion of segment operating perfermance for 2017 compared 1o 2016 follows the summary.

Consolidated net sales increased $158.9 million, or nine pereent, between years. Higher average selling prices favorably affected the year-over-ycar
net sales change by $174.5 million. The increase in average selling prices was mostly atlributable fo the pass through of higher mw material costs within the
Surfactants and Pelymers segments. Ceonsolidaled sales volume declined one percent. which had a $25.5 million unfavorabie impaci on the year-overycar
change in net sales. Sales volume decreased two percent and seven percent for the Surfactants and Specialty Products segments, espectively. Sales volume
was flat ycar-over-year for the Polymers sepment.  Forcign currency tmnstation positively affected the year-over-year net sales change by 59.9 million. The
luvorable foreign currency translalion effect reflecied o weaker 1S, dollar against the majority of currencics for countries where the Company has foreign
operations. Unit margins improved for Surfactants and declined for Potymers and Specialty Products.

Operating income improved $19.4 million, or |5 percent, between years. Most of this improvement was related to lower 2017 defemred compensation
expensc and lower business resiructuring and asset impairment charges, which declined by $11.9 miilion and $4.0 million, respectively. Operating income
improved for the Surfactant segment and declined for the Polymers and Specialty Products scpments. The Surfactant segment operating income increased 20
percent largely due to the non—recurrence of two customer claims incured in 2016 ($7.4 million), 2 favorable resolution of one of the prior year claims in
2017 (§4.7 millien), improved product mix, higher unit margins, savings from the 2016 Canadian plant shutdown and the full year accretive impact of the
October 2016
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Tebras and PBC ucquisitions in Brazil. The Polymers scpment operating income declined |5 percent primarily due to lower sales volume and unit mangins in
Norh America. Forcign currency translation had a favorable $1.7 million effect on the consolidated eperating income.

Operating expenses {including deferred compensation expense and business restructuring and assct impairment expenses) decreased $20.1 millien, or
10 percent, between years. Changes in the individual income statement line items that comprise the Company's operating expenses were as follows:

+  Sclling expenscs decreased $2.8 million, or five percent, year over year largely duc to tower US. fringe benefit expenses (52.4 millien). The
lower fringe benefits were primarily due to lower incentive-bused compensation expense (stock-bused compensation and bonuses). Higher
expenses associated with Tebras and PBC, acquired in Cctober 2016. partially offset the consolidaied decrcase in selling expenses.

»  Administrative expenses increased $0.8 million, or one percent, year over year. The increase was primarily due to higher legal and consulling
expenses, partially ofTsel by lower U.S. [inge benefit expenses resulting fom lower incentive-based compensation expense.

. Research, development and technical service (R&D) expenscs decreased $2.1 million, or four percent, year over year prmarily duc 1o lower U.S.
finge benefit expenses resulting rom lower incentive-based compensation expense.

+  Deferred compensation plan expense was $11.9 million lower in 2017 than in 2016 primarily due to a $2.51 per shure decreasc in the market
price of Company common stock in 2017 versus a $31.79 pershare increase in 2016, Sce the “Overview™ and “Corporate Expenses™ sections of
this MD&A for further details.

»  Business restructuring and asset impairment charges totaled $3.1 million in 2017 versus $3.1 million in 2016. 2017 restructuring charges are
primarily compriscd of decommissioning cosis related 1o the Company’s Canadian plant closure ($2.0 million) and severance costs related 1o 2
partinl restructuring of the Company’s preduction facility in Fieldsboro, New Jersey (S0.9 million). The 2016 restruciuring expenses primariiy
related to the closurc of the Company's surfactant plant in Canada ($2.8 million) and severance costs related to a partial restruciuring of the
Company’s production facility in Fieldsboro. Sec Note 22 10 the consolidaled financial statcments for additional information, The busincss
restructuring and assct impairment charges were excluded from the detemination of sepgment operating income.

Net interest expense for 2017 declined 31.8 million, of 13 percent. from net interest expense for 2016, The decline in interest expense was principally
attributable to higher interest income camed on excess ¢ash and lower average debi levels due to scheduled repayments,

Other, net wus income of $3.5 million for 2017 versus 30.8 million of ecxpense in 2016, Most of the increase in income was atributable to invesiment
income (including realized and unrealized gains and losses) from the Company’s defermed compensation and supplemental defined contribution mutwal fund
asscts. Investment income {including realized ond unrealized gains and losses) wos $5.1 million in 2017 versus $0.8 million in 2016, an increase of $4.4
million year-over-year. Parially offselting this increasc was foreign exchange activity, which resulted in a $0.6 million loss in 2017 versus an insignificant
loss in 2016. Other, net also included net periodic benefit cost, which was $1.0 million expensc in 2017 versus $1.6 million expense in 2016,

The effective tax mtc was 34.3 percent in 2017 compared to 24.3 percent in 2016. The increase was primarily attributable to the enactment of the U.S,
Tax Cuts and Jobs Act (Tax Act) which resulted in a nct tax cost of $14.9 million. This net expense consists of a net benefit attriburable to the U.S. fedenl
corporate income tax rte reduction of $4.5 million and u nel expense attdbutable to the Transition Tax of $19.4 million. The increase in the effective tax rate
anfbutable to the Tax Act was partially offset by the following favorable nonrecurming items: 1) a foreign tax credit benefit from the repatriation of foreign
camings, and 2} o tax benefit from a change in accounting method related to tax depreciation. See Note 9 to the consolidated financial statements for a
reconciliation afthe statutory U.S. federal income tax rate to the efective tax mite.
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’ Restillx

¢in thovsunds) For Ihe Year Ended
December 31, December 31, [ncrease Percent
Ngl Sales 2017 2016 {Decrense) Chanpe
Surfactants $ 1,297,555 § 1,IR1563 115,992 10
Polymers 546,634 498,826 47808 10
Specialty Products 80.818 85,777 (4,959 5
Total Net Sales 5 1925067 § 1,766,166 % 158,84 1( 9
(in thousands) For the Year Cnded
Necgmber 31, [December 31, [ncresse Percenl
Opequling Incomg 2017 2016 {Decrense) Change
Surfactanis $ 120861 § 101092 § 19,769 20
Polymers 82951 97,102 (14,E31) -15
Specialty Products 9.963 10,725 (7603 -1
Scgment Operating Income 3 213777 § 208919 § 4,858 2
Corperate Expenses, Excluding Deferred
Compensation and Restructuring 58,656 57,220 1,436 3
Deferred Compensation Expense (Income) 4,857 16,805 {L1.948) -7
Business Restrucluring #nd Asset Impairments 3,069 7.064 (3.995) -57
Total Operating Income S 147.195 % 127.830 § 19.365 15
Surfactanis

Surfaciants 2017 net sales increased $116.0 million, or 19 percent. fom net sales reported in 2016. Higher setling prices and the favorable cffects of
forcign currency translation accounted for $139.7 million and $1.8 million, respectively, of the year<aver-year increase in net sales. The increase in selling
prices mostly retlecied the pass through 1o customers of higher costs for cerlain raw malerials and more favorable sales mix. The favorable sales mix was
primarily attnbutable to higher sales of products used in houschald, industdal and institutivnal {HI&I). agriculiural and ailfield applications. Sales volume
decreased two percent between years, which had a $25.5 million negative elfect on year-over-year net sales. All regions, except Latin America, experienced
sales volume declines. The majority of the sales volume decline was atiributable to lower commodity surfactant demand. The Latin America sales volume
increasc was principally due to the full year impact of the region’s October 2016 acquisitions of Tebras and PBC. A year-over-year comparison of net sales by
region follows:

For the Year Ended

December 31, December 31, Percent

(i thowsunis) 2017 2016 [ngreuse Change
Nonth America s 763,044 § 724,619 8§ 38,425 5
Europe 275,121 237489 37.632 16
Latin America 199,802 151,229 39,573 26
Asia 68,588 68,226 362 |
Total Surfactants Segment S 1,297555 % 1181563 § 115,992 10

Net sales for Nerth American operations increased five percent between years. Higher selling prices and the favorable effect of foreign currency
translation positively affected the year-over-ycar change in nct sales by $58.8 million and $0.6 million, respectively. Athree pereent decline in sales volume
offset the impacts of selling prices and cumrency translations by $21.0 nullion. Sclling prices increased cight percent year-over-year mainly duc to the pass
through ef certain increused raw material costs to customers and 1o a4 more favorable mix of sales. The three percent decline in sales volume reflected
decreased soles of commodity producis used in Jaundry and cleaning and personal care applications pantially offsel by increased sales of products used in
HI&1. agricultural and oilfield applications. The foreign cumrency impact reflected a weaker U.S. dollar relative to the Conadian dollar.

Net sales for Curopean operations increased 16 percent rom 2016 10 2017, Most ol this increase was atiributable to higher selling prices which
lavorably affected the year-over-year change in net sales by $44.4 million. The increase in selling prices primarily resulted from the pass through of higher
costs for ¢¢rtain raw materials, Athree percent decline in sales volume and the unfavorable effect of foreign cunency Iranslation negatively affected the yvear-
over-year change in net sales by $6.0 million and $0.8 million, respectively. The decline in sales velume was largety suributable to lower demand lor
personal ¢are commodily anionics and reduced sales volumes of general surfactants sold through our distributien pariners, panially offsel by higher demand
for agricultural
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chemicals, A weaker British pound sterling. partially offset by a stronger Furo, relative to the U.S. dollar, accounted for the foreign cumrency effect. Net sales
in 2016 were negatively impacted by $7.4 million of expense [fom two customer claims (see Note 23 to the consolidated financial statciments for further
informalion) whereas net sales in 2017 were positively Lnpacted by $4.7 million related 10 a favombie resolution of one of the prier year claims.

Net sales for Latin American operations increased 26 percent duc to higher selling pnices, a scven percent increase in sales volume and the favorable
impact of foreign cumeney translation, which accounted for $23.2 million, $10.8 million and $5.6 million, respectively, of the year-over-year increase in nel
sales. Selling prices increased 14 percent due 1o 1he pass through 1o custormers of higher raw matenial costs and a more (avorabie mix of sales. The improved
sales volume rellecied new business associated with the Oclober 2016 acquisition of Tebrus and PBC and higher demand lor agriculturai chemieals, partially
offsct by lower demand and lost commedity business for products used in laundry and cleaning applications. The year-over-year streagthentng of the
Brazilian real and the Colombian peso against the US. dollar generated the favorable foreign cumrency effect. Net sales in 2016 included $4.3 million of
compensation for future lost revenue related to a negotiated settlement with a major customer under contract with the region's Bahia, Brazil, plant thai exited
lhe product line for which the Company supplicd them product (see Note 22 to the consolidaled financial statements for further infermation).

Net sales for Asian operations increased ene percent primarily due to a 23 pereent increase in average selling prices. Higher average selling prices.
primarily resulting from the pass through of certain inercased mw material costs, favorably impacted net sales by $13.3 million. Lower sales volume and the
cffeet of forcign cumency translation negatively affected the yeur-over-year change in nct sales by $9.2 million and $3.7 millien, respectively. The 14
pereent sales volume decline was primarily duc Lo weaker demand for commodity laundry and cleaning products. A weaker Philippine peso relative to the
U.S. doliar caused the nepative forcign currency translation adjustment.

Surfaclant operating income for 2017 increased $19.8 million, or 20 percent, [rom operating income reported in 2016. The operating income increase
was due lo higher 2017 gross profit of $16.0 million and lower operaling cxpenses of §3.7 million. The eight percent increase in gross profit was largely due
10 the non-recurrence ol the aforementioned European customer ¢laims incurmed in 2016, a favorable resolution of one of the customer claims in 2017 and
more fovorabie sales mix resulting from higher sales of producis used in Hi&). apricullur) and oitfield applications. Gross profil for 2016 was also
nepatively affected by accelerated depreciation (34.5 million) related 1o the Conadian plant shutdown whereas gross profit for 2017 was negatively impacted
by acceleraied depreciation (81.3 million) related to the Ficldsboro, New Jersey plant restrucluring. Lower manufacturing cosis resulting rom the prior year
plani ¢losures in Canada and Brazil also benefited 2017 gross profit. The cffects of foreign currency translation had a favorable $1.2 millien impact on the
year-over-year gross profit change, Operating cxpenses decreased $3.7 million, or four percent. Year-over-ycar comparisons of grass prefit by region and 1otal
segmenl operaling expenscs and operaling income follow:

For the Ycar Ended

December 31, Deeember 31, Increase Percent
fin thoeusends) 1017 2016 (8) [Der1ease) Changpe
North America b 132585 § [24.431 § 8,154 7
Europe 31,706 23,240 8460 36
Latin America 29,061 28,374 687 2
Asia 19,188 20,502 {1,0i4) -5

Surfactants Segment Gross Profil § 212840 § 196,553 ¢ 16,287 8
Operating Expenses 91,979 95,949 (3.970) 4
Qperating Income 5 120,861 % 100.604 S 20,2587 20

{2) In 2017, the Company changed its intemal financial stitement classification for cerlain iransportalion cosis, transferring such costs from operating expenses io cost of
sales. In this segment discussion, the 2016 North Amcrica gross profit and total operating expenses have been changed from the amounts presented before to make such
amouns consistent with the current year classificstion. Surfactant segmient operating income remained unchanged.

Gross profit for North American operations increased seven percent principally due to improved product mix. The improved product mix primarily
rellects decreased sules of commoadity preducts used in laundry and cleaning and personal care applications partially offsct by increased sales of products
used in HI&I, ogricultural and oilfield applications. The curment year also benefiled from lower manufacturing costs reselting from the closure of the
Company’s Canada manulacturing operatjons in the fourth quarter 0f 2016, The Company incurred 54.5 million of accelerated depreciation associated with
the Canadian plant closure in 2016 versus $1.3 million of accelerated depreciation associated wilh the restructuring of the Fieldsbero, New Jerscy piant in
2017.
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Gross profit for Europcan operations increased 36 percent between years largely due to the aforementioned non-recumring $7.4 million customer claims
incurred in 2016 and a favomable customer claim resolution in 2017 of $4.7 million. Gross protit also improved duc to more [avorable product mix
principally resulting from higher demand for agricultural chemicals. Prior year manufacturing costs alsa included approximately $0.6 million of expenses
associated with the planned 30-day mandatory inspection shutdown of the Company's plant in Germany. There was no such inspection in 2017. Foreign
cumrency tmnshation positively affected the change in gross profit by $0.8 miilion.

Grass profil for Latin American operations improved one percent mainly due to a more profitable mix of sates, the full year contribution ol the Oclober
2016 Tebrus and PBC acquisitions and lower manulacturing costs resulting from the prior year Bahia, Brazil plant closure. Gross prefit in 2016 included
$4.3 million of income resulting from o negotiated customer centract termination scitlement related to the Bahia, Brazil plant closure, Foreign currency
translation positively impacied the change in gross profit by $1.0 million.

Asia gross profit decreased five percent largely duc to the 14 percent decrease in sales volume mostly related to the Companv’s Philippine
operations. Foreign cumency translation, mostly related to a weaker Philippine peso relative 1o the U.S. dollar, negatively impacied the change in gross profit
by $0.7 million.

Operating expenses for the Surfactants segment decreased 53.7 million, or four percent, year-over-year. Most of this decrease was atlributable 1o lower
North American expenses. North American expenses were down primarily due to lower U.S. incentive-based compensation, primanly related to stock-based
compensalion and bonuses. The North American decrease was partially offzet by higher Latin American expenses resulting from the full year impact of the
Octlober 201 6 Tebms and PBC acquisitions.

Polvmers

Polymer net sales for 2017 increased 347.8 million, or 1@ percent, over net sales (or 2016, Higher selling prices. resulling from the pass through of
increased costs for certain mw matenals, and the positive effect of foreign currency translation favorably afTecled 1he year-over-year net sales change by $40.9
million and $7.9 million, respectively. Sales velume, cssentially fat between years, had a $1.0 millicn unfavommble effect on the yearaver-year net sales
change. A decline in Norh American sales volume was offset by sales volume improvement in Europe and Asia. The foreign currency translation effect
reflected a weaker U.S. dollar relative o the Polish zloly. A year-over-year comparison of net sales by region follows:

For the Ycar Endcd

-~ December 31, Decermber 31, Percent

{In thousands) 2017 2016 Increase Chanpe
North America ] 329629 % 39,769 S 9,860 3
Europe 188,244 153,986 34,258 22
Asia and Other 28,761 25.071 3.690 15
Total Polymers Segment S 546.634 § 498826 % 47,808 10

Net sales for North American operations increased three percent due to higher selling prices, partially offsct by lower sales volumes. Sciling prices
incrensed five percent, which had a $15.4 million pesitive effect on the year-over-year change in net sales. The pass through of certain higher raw marcrial
costs to customers led 1o increased selling prices. Sules votume declined two pereent which unfuvoerably impacted the net sales change by $5.5 million.
Sales volume of polyols used in rgid foom applications declined two percent mainly duc to lost share from one major customer. Phthalic anhydride sales
velume declined seven percent, Sales volume of specialty polyols increased cight percent due fo greater demand for product used in CASE applications and
powdercd resins.

Net sales (er European operations increased 22 pervent due o higher selling prices. the favonble effect of foreign currency translation and a 1hree
percent increase in sales volumes, which accounted for $22.4 million, $7.9 million and $4.0 million, respectively. of the ycar-over-year nel sales increase,
Sclling prices increased 14 percent primarily due to the pass through o customers of cost increases [or cerlain raw materals. The sales volume improvement
was primarily attobutable 1o increased sales of specialty polyels. which reflected the Company's successful elfods te utilize the production copacity of ifs
new reactor in Potand, Sales volume also grew slightly due 10 increased demand for polyols used in rigid foam insulation and insulaied mnetal panels.

et sales for Asia and Other operations increased 15 percent between years due 1o higher selling prices, a two percent increase in sales volume and the
favorable effect of foreign curmency, which accounted for 3.1 million, $0.5 million and $0.1 million, respectively, of the yvear-over-year net sales incrcase.
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Polymer operating income for 2017 declined $14.2 million, or 15 percent, compared to operating income for 2016. Gross profit decreased $15.0
millien, or 12 percent. primarily due 10 reduced margins and lower sales volumes in Nerth American operations. Turopean operations reported a 14 percent
gross profit improvement duc to sales volume growth and lewer manufactuning casts. Operating cxpenses declined $0.8 million, or three percent. versus prior
year, Year-over-year comparisons of pross profit by region and total segment operating expenses and aperating income [ollow:

Fur the Yeur Ended

December 31, December 31, Increase Pereent
(I thotisands) 2017 2016 (o} {Decrease) Change
Gros«Profin pnd Operating Inggme
Nonh America s 79,582 % 96.665 § (17.08) -18
Europe 31451 27,702 3.749 14
Asia and Other 114 1.737 (16233 -93
Polymcrs Scgment Gross Profit 3 111,147 % 126,104 § {14,957 -12
Opemting Expenses 28,196 29,002 (806} -3
Opemting Income s 82,951 § 97,102 S (14.151) -15

{a) [n 2017, the Compuny changed its internal financial stalement classifieation fur cesain trunsporalivn cosls, transferring such costs from operating expenses (o cost of
sales, In this scgment discussion, the 2016 Norih America gross profit and totul operaling expenses have been clianged from the amounts presented belare to muke such
umounis consisient with the currenl year classification. Polymner segment operatitig inconie remained unchanged.

Gross profit for North Amenican operations declined 18 percent year aver year primarily due 1o reduced margins and a two percent decline in sales
volume, The decline in margins reflected the effect of higher raw material cosls chat, due 10 compelitive reasons, could nol entircly be passed on to
custamers.

Gross profit for Europcan operations increased 14 percent primarily duc to a rthree pereent increase in sales volume and lower unit manufacluring
costs, The 2016 resuits were negatively aflected by higher plant cxpenses that resulted from the planned 30-day mandatory inspection shutdown of
manufacturing operations in Germany during the third quarer of 2016. As a result of the shutdown, 2016 plant expenses included $2.4 million of inspectian
and storage cxpenses nol incurred in 2017, The favorabie effects of foreign currency translation positively impacted the year-over-year chanpe in gross profit
by S1.2 million.

Gross profit for Asia and Other operations declined 93 percent despite a two parcent increase in sales volume. Most of the decline was attributable te
higher overhead costs incurred in 2017, Overhead costs were lower in 2016 as the Nanjing plant benefited from higher throughput to supply materal 1o the
Company's European markel to compensate for the mandatory shutdown at the German plant. The intercompany production reduced site overhead in 2016,

Operating cxpenses [or the Polymers segment decreased SC.8 million, or three percent, year over year largely duc to lower U.S. incentive-based
coinpensatien expense-

Specialty Products

Net sales for 2017 declined $5.0 million, or six percent, compared 1o net sales for 2016. A seven percent deerease in sales valutue 2gcounted lor most
of the nel sales decline. Most of the sales volume decrease was auributable 1o lower demand for foed ingredient applicalions and nutritional supplemenial
products. Operating income decreased $0.8 million year over year pamanly due to the lower sales volume partially offset by more favomble product mix.

Corporaie Expenses

Corponate expenses, which are comprised of delerred compensation and other operating expenses thal are not allocated to the reportable segmenis,
declined $14.5 million year-over-year to §66.6 millien in 2017 Gom $81.1 million in 2016. The decline in corporate expense was primarily atiribulable o
lower deferred compensation expense (811.9 million), U.S. incentive-based compensation (52.4 million) and the previously discussed restrucluring and
impaiment charges ($4.0 million). These decreases were partially offsel by higher legal and consulting related expenses (§3.6 million)in 2017,
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Deferred compensation was $4.9 million of expense for 2017 comparcd to $16.8 million of expense for 2016. The lower expense primanly resulted
lrom a $2.51 per share decrease in the valuc of Company common siock over the twelve months ended December 31, 2017, compared to a 331,79 per share
increase for the same period of 2016. The fallowing table presents the year-end Company cemmon stock market prices used in the computation of deferred
compensalion expense:

Decemnber 31
2017 2016 2015
Compuny Stock Price 8 7897 8 Bl48 § 49.69

Liquidity and Capital Resources

Cherview

Historically, the Company’s prncipal sources of hquiduy have included cash ows from operating activities, available cash and cash equivalents and
the use of available bermowing facilities. The Company's prncipal uses of cash have included funding operating aoctivities, capital investments and
acquisitions.

For the twelve months ended December 31, 2018, operating aclivities were a cash source of $171.1 million versus a source of $198.9 million for the
comparable period in 2017. For the curmrent year, investing cash outllows totaled $107.8 million, as compared 10 an outflow of $82.7 million in the prior year
period, and linancing nclivilics were a usc of $51.6 million, as compared 1o a use of $50.5 millior in the prior year period. Cash and cash equivalents
increased by $1.3 million compared to December 31, 2017, including an unfavosable exchange rte impaci o $10.4 million.

As of December 31, 2018, the Company’s cash and cash equivalents totaled $300.2 million. Cash in U.S. demand depusit accounts and money marke:
funds totaled $61.0 million and $141.6 million. respectively. The Company s non-U.S. subsidiaries held $97.6 million of cash outside the United States as of
December 31, 2018,

Operating Activity

Net income in 2018 increased by $21.2 million versus the comparable period in 2017, Working copital was o cash use of $§39.2 million in 2018 versus
a source of $19.3 million in 2017.

Accounts receivable were a source oF$5.2 million in 2018 compared 10 a use of $16.4 million in 2017. Inventones were a use of $26.8 million in 2018
versus a source of $5.7 million in 2017, Accounts payable and accrued liabilities were a use of $19.0 million in 2018 campared to a source of $30.5 million
for the same period in 2017,

Working capital requirements were higher in 2018 compared to 2017 pimarily due to the changes noted above. The change in inventories was
primanly due to higher quantities, a portion which related to the Company's lirst quarter acquisition in Ecatepec, Mexico. The change in acerued liabilitics
was primarily related to lower US. 1ax liabilities in 2018 versus 2017, Tt is management’s opinien that the Company’s liquidity is sufficient to provide for
potential increases in working capital requirements during 2019.

Investing Activity

Cash used (or invesling aclivilies increased $25.1 million year-over-ycar. Cash outflows from investing activities included capital expendiiures of
$86.6 million compared to 378.6 million in 2017. Other investing activilics were a use of $21.2 million in 2018 versus a use of $4.1 milhon in 2017. The
increase in other invesling aclivilies was primarily altributable 1o a use e $22.9 millien cash related 10 the acquisition of o sudactant production facility in
Ecatepec, Mexico and 2 pontien oltheir relaied surfaciant business during the first quarter of 2018,

For 2019, the Company cstimates that total capital cxpenditures will range from $120 million 1o $140 million including infrastmicture and
optimization spending in the United States, Mexico and Brazil.
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Financing Activity
Cash flow from financing activities was a use of $51.6 million in 201% versus a use of $50.5 million in 2017.

The Caompany purchases shares of its commen stock in the open market or from its benefit plens from time 1o time lo fund its own bencfit plans and
also 1o mitigate the dilutive effect of new shares issucd under its benelit plans, The Company may, frem 1ime to 1ime, seck Lo retire or purchase additienal
amounts of its ouisianding equily and/or debt securities through cash purchases and/or cxchonges for other securities, in open morkel purchases, privately
negotiated transactions or otherwise, including pursuant to plans meeting the requirements of Rule [0b3-1 promulgated by the SEC. Such repurchases or
exchanges, if any, will depend on prevailing market conditions, the Company’s liguidity requiremcats, contractunl restrictions and cother faciars. The
amounts involved may be matenal. For the twelve months ended December 31, 2008, the Company purchascd 205,983 shares at a 1otal cost of $15.3
million. At Decenber 31,2018, there were 494,287 shares remaining under the current share repurchase authorization,

Debt und Credit Facliities

Consolidated balance sheet debt decreased by $14.7 million for 2018, from $290.8 million to $276.1 million, primarily duc 1o lower domestic
debt. In 2018, net debt (which is defined as total debt minus cash - Sev the “Reconciliation of Non-GAAT Nel Debt™ section ol this MD&A) decreased by
$16.0 million, frem a negative $8.1 miilion to a negative $24.1 million.

As of December 31, 2018, the rtio of tolal debt 1o to1al debt plus sharcholders” equity was 26.0 percent compared to 28.2 percent al December 31.
2017, As of December 31, 2018, the ratio of net debt to net debt plus shareholders' equity was negative 3.2 percent, compared to negative 1.1 percent at
December 31, 2017, At December 31, 2018, the Company s debt included $268.3 million of unsecured private placement loans with maturities ranging (rom
2019 through 2027 which were issucd to insurance companies pursuant 1o note purchase agreements {the Note Purchase Agreements). These notes arc the
Company’s pimary source o[ long-lerm debt financing and are supplemented by bank credit [acilities to meet short and medium-term needs.

On January 30, 2018, the Company entered into a five year conunitted $350 mitlion multi<umrency revolving credit facility that matures on January
30, 2023 with a syndicate of banks. This credit facilily replaced the Company’s prior $125 million credit apreement. Loans under the credit apreement may
be incurred, a1 the discretion of the Company, with lerms 1o maturity of one to six months. The Company may choose from two interest raie oplions: (1)
LiBOR applicable 10 cach cumrency plus spreads ranging from |.25 percent to 1.875 percent, depending on the Company's net leverage ratio, or (2) the prime
ratc plus 0.25 percent te 0.875 percent. depending on the Company's net Jeverage ratio. The credit agreement requires the Company to pay a commitment lee
ranging from 0-15 percent to 0.325 percent per unnum, which also depends en the Companys net leverage matio.

The Company's outstanding Note Purchase Agreements were amended effective January 30, 2018 to make cerlain covenanis consistent with those
included in the credit agreement. As of December 31, 2018, the Company had outstanding letters of credit totaling $4.7 miliion under the revolving credit
agreement and no borrowings. There was $345.3 million remaining available under the revolving credit agreement as of December 31, 2018,

The Company anlicipates that cash fram operations, committed credit facilities and cash on hand will be sufficient 1o fund anticipated capital
expendilurcs, working capital, dividends and ather planncd financial commitments for the foresceable future.

Certain foreign subsidiaries of the Company maintain shon-term bank lines of credit in their respective Jocal cumrencies to meel working capiial
requirements as well as to fund capital expenditure progroms and acquisitions. At December 31, 2018, the Company’s foreign subsidiaries had outstanding
debl 0 $7.8 million.

The Company has material debt agreements that require the mainicnance of minimum interest coverapge and minimum net worth, These agreements
also limit the jncurmrence of additional debt as well as the payment of dividends and repurchase of wreasury shares, As of December 31, 2018, Lesting for these
agreements was based on the Company's conselidated financial statements. Under the most restrictive of these debt covenants:

1. The Company is required 1o maintain a minimum inlerest coverage ratio, as defined within the agreements, not Lo exceed 3.50 ta 1.00, lor the
preceding four calendar quarters,

18]

The Company is required 1o maintain a maximum nel leverage ratio, as defined within the agreements, not to exceed 3.50 to 1.00.

3. Thc Company is required to maintain net worth of at least $325.0 million.
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4. The Company is pcrmitied to pay dividends and purchase treasury shares after December 31, 2017, in amoums of 2p 1o $100.0 million plus
160 percent of net income and cush proceeds of stock option exercises, meusurcd cumulatively December 31, 2017, The maximuam amount of
dividends that could have beent paid within this limitation is disclosed as unrestricted retained camings in Note 6 to the consolidated
financial statements.

The Company belicves it was in compliance with all of its loan agreements as of December 31, 2018,
Contractual Obligations
Al December 31, 2018, the Company's contructual obligations, inciuding cstimated payments by periad, were as follows:

Payments Due by Perlod

Less than Mlore than

(In thousands) Total 1 vear 1-3 vears 3 — 5vears 5 vears

Long-term debt obligations (o) $ 277,058 3§ 37,058 § 72858 % 81,430 S 85,712
Interest payments on debt obligations (b 46,668 10966 17917 11,039 6,746
Operating lease abligations 49997 9,740 14,321 9,343 16,593
Purchase obligations (c) 5,489 3,966 1,523 — —
Other(d) 31,247 8,447 2,620 2,550 17.630
Tolal § 410459 § 70,177 3 109.239  § 104362 S 126.68)

() Excludes unamonized debt issuance costs of §1.0 million,

(b) Interest payments on debt obligotions represent interest on ol Cempany debt ai December 31, 2018, The interes payment amounts related 10 the variable talc compancnt of the
Company's debt assume that interest will be paid at the rales prevailing at December 23, 2018, Fuwre inlerest rates may change, and, therefere, actual interest payments could
differ from those disclosed in the sbove 1able.

(c)  Purchase oblsgalions consist of raw inaterial, utility and telecommunication service purchoses moade in the normal course of business,

(d)  The "Other” calegory comprises deferred 1evenues that represent commiiments 1o deliver preducts, expected 2019 required contributions lo the Company’s Tunded defined
benefit pension plans, estimated payments related [o the Company's unfunded defined benefil supplemental executive and eutside director pensien plans, eslimated payments
{undiscounted) related 1o the Company’s assel retirement obligutions, environmental remediation puyments for which amounis und periods can be reasenably estimated and
income fax liabilitics fur which payments @rd periods can be reasonably cammated.

The nbove able does not include $86.9 million of oiher non—cument liabilitics recorded on the balance sheet a1 Decenmber 31. 2018, as summarized in
Note 15 to the consolidated financial slalements. The significant non-current liabilitics excluded from the table arc defincd benefit pension, deferred
compensation, environmenial end legal lizbilities and unrecognized tax benefils for which payment periods cannol be reasonably detenmined. In addition,
deferred income tax labitilies are excluded from the table due to the uncerainty of their timing.

Penslon Plans

The Company sponsors a number of defined benefit pension plans, the most significant of which cover employees in its U.S and UK. locations. The
U.S. and UK. plans arc frozen, and service benefit accruals are no longer being made. The underfunded status (pretzx) of the Company s defined benefit
pension plans was $23.8 million at December 31, 2018 versus $23.3 million at December 31, 2017, Sce Note {3, Postretireiment Benelit Plans, 1o the
consolidaied financial statements for additional delails.

The Company contributed 35.8 million to its defined benefit plans in 2018, In 2019, the Company cxpects 1o contribute a tolal of $0.5 million Lo the
U.K. defined benelit plan. As a result of pension funding relief ingluded in the Highway and Transporiation Funding Act of 2014, the Company has no 2019
centribution requirement to the U.S, pension plans. Payments Lo participants in the unfunded non-qualified plans should approximaice $0.3 million in 2019,
which is the samc as payments made in 2018.

Letters of Credit

The Company maintains standby letters of credit under its workers' compensation insurmance agreements and for other purposes as needed. The
insurance ictters of eredit are renewed annually and amended to the amounts required by the insurance agreements. As of December 31, 2018, the Company
had o total of $4.7 millien of outstanding standby letiers of credit.

Off-Balance Sheet Arrangements

The Securitics and Exchange Commission requires disclosure of alf-balance sheet zmngements that either have, or arc reasonably likely 1o have, a
current or future effeet on the Company’s financial condition, changes in [inancial condition, revenues or
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expenses, results of operations, liquidity, capital expendilures or capital resources that is material ta investors. During the periods covered by this Form 10-K,
the Company was 1ot party 10 any such off-balance sheet amngements.

r

Environmental and Lepal Malters

The Company's operations are subject to exiensive federal, stale and logal environmental laws and regulations or similar laws in the other countries in
which the Company does business. Although the Company's environmental policics and practices ore designed to ensure compliance with these regulations,
future developments and incrasingly stingent environmental regulation may require the Company 1o make additional unforeseen environmental
expenditures. The Company will continue to invest in the equipment and facilities necessary to comply with existing and furure regulations. During 2018,
the Company's expenditures for capital projects related lo the environment were $5.4 million. Expenditures related (o capital projects related to the
environmen! projects are capitalized and deprecinled over their estimated uscful lives, which are typically 10 years. Recurring costs associated with the
aperation and maintenance of facilities for wasle treatment and disposal and managing environmental compliance in ongoing operations at the Company’s
manufacturing locations were approximately $28.3 million for 2018, $28.2 million for 2017 and $25.0 million for 2016.

Over the ycars, the Cempany has received requests for information related to or has been named by government authoerities as a potentiolly responsible
pary al a number of waste disposal siles where cleanup costs have been or may be incurmed under CERCLA and similar state or foreign statutes. In addition,
damages are being claimed against the Company in general liability actions for alleged personal injury or properly damage in the case of some disposal and
plant sites. The Company belicves that it has made adequate provisions for the costs it is likely 1o incur with respect to the sites, Sec the Critical Accounting
Policics section that follows for o discussion of the Company's environmenial liabilities accounting policy. Afler partial remediation payments al cenain
sites, the Company has estimaled a range of possible environmensal and lepal 1osses rom §23.4 million to $44.7 miltion at December 31, 2018, compared to
$24.2 million to $45.4 miilien aL December 31, 201 7. Within the range of possible environmental losses, currently management has concluded that there arc
ne amounts wilhin the ranges that are more likely to occur than any other amounts in the mnges and, thus, has accrued at the lower end of the renges; that
accrual totaled $23.4 million at December 31, 2018 as compared 1o $24.2 mullion at December 31, 2017, Because the liabilities accrued are estimates, actual
amounts could differ from the amounts reponied. During 2018, cash outlays related to legal and environmental matters appraxemated $1.6 million compared
10 §2.0 million cxpended i 2017,

For certain sites, the Company has responded to information requesls made by federal, state or local govemment agencies but has received no response
confirming or denying the Conpany's staled positions. As such, estimates of the 10tal costs, or mnge of possible costs, of remediation, if any. or the
Company’s share of such costs, if any, cannot be determined with respect to these sites. Consequenily, the Company is unable to predict the effect thereolon
the Company's financial pasition, cash flows and results of opemtions. Baosed upon the Company's present knowledge with respect to i1s involvement at
these sites, the possibility of other viable entities” responsibilities for cleanup, and the exlended period over which any costs would be incurred, management
believes that the Company has no liability ol these sites and that these matters, individually and in the aggregate, will nol have a material effect on the
Company's linancial position.

Sce Iiem 3, Legal Proceedings, in this Form 10-K and Note 16, Contingencies, in the Notes to Censolidated Financial Statements for a summary of the
significant environmental proceedings reluted 1o cenain envirnnmental sites.

Qutlook

After recond results in cach of the past three years, management believes that its Surfactanis segment will continue to benefit from diversification
efforts into fiunctional products, new technologies, improved internal efficiencies and expanded sales into jts broad customer base globally. Management
belicves that its Polymer segment will benefit from the growing market for insulation materials and will deliver both full year volume growth and incremental
mazrgin improvement versus 2018, Management believes that its Specialty Products segment will improve year over year.

Climate Change Legislation

Based on curmently available information, the Company does not believe that existing or pending climate change legislation or regulation is
reasonably likely to have a material effect on the Company s financial condition, results of operations or cash flows,

Critical Accounting Pollcies

The Company prepares its {inancial statements in accordance with accounting principles generally accepted in the United States of America (generally
accepted accounting principles or GAAP). Preparntion of financial statements in accordance with generally
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accepted accounting principles requires the Company te make eslimates and assumplions that aflect the reported amounts ol assets and liabilities and
disclosure of contingent asses and liabilitics a1 the date of the financial statements and the reported amountg of revenues and expenses duning the reporling
period. The following is 2 summary of the accounting policies the Company believes are the most imporiant to aid in understanding its financial results:

Deferred Compensarion

The Company sponsors deferred compensation plans that allow management employees to defer receipt of their annual benuses and outside direciors
to defer receipt of their fees until retirement, depanture from the Company or as clected by the participant. The plans allow for the defermed compensation ta
grow or decline based on the results of investment optiens chesen by the panticipants. The investment options in¢lude Company ¢ommon stock and a
limited selection of mutual funds. The Company funds the obligations associated with these plans by purchasing investment asscts that match the
investiment choices made by the plan panicipanis. A sufficient number of shares of treasury stock are maintained on hand to cover the equivalent number of
shares that resull from participants electing the Company common stock investment option. As a result, the Company must periodically purchase is
common shares in the open market or in private iransactiens. Upen retirement or depanture from the Company, panticipants receive cash amounts equivalent
to the paymenl date value of the investment choices they have made or Company commen stock shares equal to the number of share equivalents held in the
accounts.

Some plan distributions may be made in cash or Company common slock a1 the option of the participant. Cther plan distnibutions can only be made
in Company common stock. For deferred compensation obligations that may be seutled in cash, the Company must recard appreciation in the market value of
the investment choices made by paricipants as additional compensation expense. Conversely, declines in the value of Company stock or the mutual funds
result in o reduclion of compensation expensc since such declines reduce the cash oblipation of the Company as of the date of the f{inanciai
statemeants. These market price movements may resull in significant period-to-peried fluciuations in the Company’s income. The increases or decreases in
compensation expenses altnbutable to market price movemcnts are reporied in the uperaling cxpenses section of the consolidated statements of income.
Because the obligations that must be settled only in Company common sieck are ireated as equity instruments, fluciuations in the market price of the
underlying Company stock do not affect camings.

At December 31, 2018 and December 31, 2017, the Company's deferred compensation liability was $50.5 million and $58.9 million, respectively, In
2018 and 2017, approximately 53 percent and 55 percent, respectively, of deferred compensation liability represented defemed compensation tied to the
performance ofthe Company’s commeon stock. The remainder af1he deferred compensation liability was tied to the chosen mutual fund investment assets. A
$1.00 increase in the market price of the Company’s common siock will resull in approximately $0.4 million of additional compeunsation expense. AS1.00
reduction in the markel price of the commeon stack will reduce compensation expense by a like amount. The expense or income associated with the mutual
lund compenent will generally fluctuate in tine with the ovenall percentage increase or decrease of the U.S. stock markets.

The mutual fund assets related to the deferred compensation plans are recorded on the Company'’s balance sheet at cost when acquired and adjusted to
their market values ai the end of each reponting period. As allowed by generally accepted accounting principles, the Company clected the fair vatue option
lor recording the mutual fund investment assets. Therefore, market value changes for the mulual fund investment assets are recorded in Lthe income statement
in the same periods thal the oflsetting changes in the deferred compensation liabilities are recorded. Dividends, capital gains disiobuted by the mutual lunds
and realized and unrealized pains and losses related to mutual fund shares are recognized as investment income or loss in the other net line of the
consolidited statements of income.

Environmental Liabilities

[t is the Company's accounting policy to record environmental liabilities when environmental assessments and/or remedial cfforts are probabic and
the cost or range of possible costs con be reasonably estimated. When no amount within a range of possible costs is a better estimate than any other amount.
the minimum amount in the range is acerued. Some of the factors an which the Campany bases its estimates include information provided by feasibility
studies, potentially responsible pany negotiations and the development of remedial action plans.

Estimates for environmensal liabilities are subject to potentially significant fuctuations as new facts'emerge related Lo the various sites where the
Company is exposed to liability for the remedintion of environmental contamination. See the Environmental and Legal Matters scetion of this MD&A for
discussion ofthe Company's recorded liabilitics and range of cost estimates.

Revenue Recognilion

On January 1. 2018, the Company adopted ASU No. 201409, Revenue from Conitracts with Customers (Topic 606} This ASU outlines a single
comprehensive mode! for entities to use in accounting for revenue arising from contracts with customers. The Company's contructs typically have a singlc
performance obligation that is satisticd at the time product is shipped and control passes
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to the customer as compared to the “risk and rewards™ eriteria used in prior years. For a small portion of the business, performance obligations are deemed
satistied when product is delivered 1o a custemer location.  For grrangements whene the Company coasigns product 10 a customer location. revenuc is
recognized when the customer uses Ihe inventory. The Company accounts for shipping and handling as gctivities to fulfill a promise 10 tmnsfer 2 good. As
such, shipping and handling fees billed ta customers in a sales transaction are recorded in Net Sales and sh:pping and handling costs incurred are recorded in
Cost of Sales. Volume and cash discounts due customers are estimated and recorded in the same period as the sales to which the discouats relate and are
reported as reductions of revenue in the consolidated siatements of'income. See Nate 21 (o the consolidatzd financial stalemenis for more deloils.

Recent Accounting Pronouncements

Sec Note 1 1o the consolidated financial statements, included in Part 11, Item 8, for information on recent accounting pronouncements which aflect the
Company.

Reconcilintions of Non-GAAP Adjusted Net Income and Dilutive Earnings per Share

Twelve Months Ended December 31

fin millions, except per share amounis) 2018 2017 2016

Diluted

Nel Income Liluied EPS Net Incerme Diluied EPS Net lncome LPS

Net Income Attributable to the Company as Reported 3 128 s 483 § e 8 3.92 1) 86.2 $ 3173
Deferred Compensation (lncome) Expense {1.1) (0.04) (.1 — 16.1 0.70
Business Restrucluring and Asset Impaimments 2.6 0.11 3 0.13 7.1 .30
Contraci Termination Settlement — — — — 4.3) (0.18)
Cumulative Tax Effect on Above Adjustment ltems (0.5) (¢.02) (0.8) {0.04) (6.9) (0.30)
Tax Reform Impact — — 14.9 0.64 — —
Adjusted Net Inconie 113.8 S 488 % 1087 § 4.65 $ 98.2 $ 425

The Company believes that cerlain non-GAAP measures, when presented in conjuncticn with comparable GAAP measures, are useful for evaluating
the Company's opemting periommance and provide better clarity on the inlpact of non-operntional ttems. Imemally, the Company uscs 1his non-GAAP
information as an indicator of business performance and evaluates management’s effectiveness with specific reference to these indicators. These mcasurcs
should be considered in addition to, not a substitule for or superior 10. measures of financinl performance arepared in accordance with GAAP. The cumulative
tax cflcet was calculated using the statutory tux rates for the jurisdictions in which the transactions accurred.

Rcconciliations of Non-GAAP Net Dehe

(In wmiitions) December 31

2018 2017
Currenr Maturities of Long-Term Debt as Reported Y 31108 22.5
Long-Term Debt as Reparted S 2390 3§ 268.3
Total Debt as Reported s 2761 3 290.8
Less Cash and Cash Equivalenis as Reponed S (300.2) S (298.9)
Net Debt $ {24.1) § (8.1)

Management uses the non-GAAP net debt metric 1o show a mare compicic picture of the Company’s overall liquidity, financia) fexibilily and
leverage level. This adjusted measure should be considered supplemental to and not a substitute for fingneial information prepared in accordance with GAAP.
The Company's definition of this adjusted measure may differ from similarly titled measures used by other entities.
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ltiem TA. Quantitative and Qualitative Disclosures About Market Risk
Forcign Currency Exchange Risk

Because the Company operates globally, its cash flows and operating resulls are subject 10 mevements in foreign currency exchange rates. Except for
the financial transactions, balances and forward contrcts referred 1o below, most of the Company’s fercign subsidiaries’ financial instruments are
denominated in their respective functional currencies.

The Company uses forward centmcts 1o mitigate the exposure of cenain forcign cumency trnsactions and balances o fluctuating exchange rates. Al
December 31. 2018, the Company had forward contracts with an agprepated notienal amount of $28.9 million. Excepl lor the Company’s subsidiaries in
Brazil, China and Colombia, forcign cumency exposurcs are substantially liedged by forward contracts. The fair value of all forward contracts as of
December 31. 2018, was a nel asset of 30.2 million. As of December 31, 2018, the potential reduction in the Company's eamings resulting from the impact of
hypathetical adverse changes in exchange mics on the fair value of its outstanding (arcign currency contracts of 10 percent for all curencies would have
been $2.7 million.

Interest Rates

The Company’s debt was made up of fixed-rate and variable-rmie borrowings tataling $269.3 million and $7.8 million, respectively, as of December
31.2018. For2019, it is projected that interest relaled expenses on shoen-tenn varioble-rate bomowings will lotal approximately $0.7 million. Ahypothetical
10 percent average change Lo shon-lerm interest rates would result in less than a $0.1 inillion increase or decrease 1o interest expense for 2019,

The fair value of the Company’s long tem fixced-rate debt, including current maturitics, was estimated to be $266.3 million as of December 31, 2018,
which was approximately $3.0 million below the camying value. Market risk was cslimated as the potential increase to the fair value that would resull from a
hypothetical 10 percent decrease in the Company's weighted average long-tcrm barrowing rates at December 31, 2018, or 544 million.

Commodity Price Risk

Cenain mw materials used ip the manufaciure of the Company’s producls are subject to price volatility caused by weather, petroleum price
Huctuations, general economic demand and other unpredictable factors, Increased rw material costs are recovered from customers as quickly as the
marketplace atlows; however, cenain contractual amangements allow for price changes only on a quarterly basis. and competitive pressures sometimes
prevent the recovery of cost increases from customers, panticulady in periods where there is excess industry capacity. As a result, for some product lines or
market segments it may take time to recover raw material price increases. Periodically, firm purchase commiitments are entered into which fix the price of a
specific commedity that will be delivered at 2 future time. Forward purchase contracts are used Lo aid in managing the Company's natural gas costs. Al
December 31,2018, the Company had open forward contracts for the purchase of 0.9 million dekatherms of notural gas at a cost 0f $2.4 million. Because the
Company has agreed to fixed prices [or the noted quantity of natuml gas, a hypothetical 10 percent flucluation in the price of natural pas would cause 1he
Coinpany's actual natural gas cost to be $0.2 million higher or lower than the cost at market price,
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Item B. Financial Statements and Supplementary Data

The followtng slalements and data are included in this item:
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Report of Independent Registered Public Accounting Firm

To the Sharcholders and Board of Directors of:
Stepan Company
Nonthfield, Ilhinois

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Stepan Company and subsidiares (the “Company"} as of December 31, 2018 and 2017,
the related consolidated statements of income, comprehensive income, cquity, and cash flows for cach of the three years in the period ended December 31,
2018, and the related notes (collectively referred to as the “financial statements™). In our opinion, the financial statements present faidy, in oll material
respects, the financial position of the Company as of December 31, 2018 and 2017, and the results of its operations and its cash Nlows for cach of ihe three
years in the period ended December 31, 2018, in conformity with accounting principles generally accepled in the United States of Amnerica.

We have also nudited, in accordance with the standards of the Public Company Acceunting Oversight Board (United States) (PCAOB), the Company’s
intemal controd over financial reponting as of December 31, 2018, based on crileria eslablished in nternal Control —~ Inteyrated Framework (2013) issued by
the Committee of Sponsening Organizations of the Treadway Commission and our repont dated February 27, 2019, expressed an unqualified opinion on the
Company’s intemal conrol over firancial reponing.

Basts for Oplnlon

These financial statements are the responsibility of the Company's management. Qur responsibility is (c express an opinion on the Company's financial
statements based on our audits. We are a public accounting firm registcred with the PCAOB and are required 1o be independent with respect to the Company
in accordance with the U.S, federal secuntics laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our andits in accordance with 1he standards of the PCAOB. Those standards require that we plan and perfonn the audit 1o obtain reasonable
assurance obout whether the financial statements are free of malerial misstatement, whether due to error or fraud. Qur sudits included performing procedures
to assess the risks of matenial misstatements of the financial statements. whether due 1o ermor or [raud, and perfonning procedures that respond to these risks.
Such procedures included cxamining, on a test basis, evidence regarding the amounts and disclosures in zhe financial statements. Cur oudits also included
evaluating the accoenting principles used and significant estimates made by management, as well as evaluating the oversll preseniation of the financial
statements. We belicve that our audits provide a reasonable basis for our opinion,

/s/ Deloitie & Touche LLP
DELOITTE & TOUCHELLP

Chicago. lllinois
February 27,2019

We have served os the Company’s auditor since 2002.
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Stepan Company
Cansolidated Statements of Income

For the years ended December 31,2018, 2017 and 2016

{In thousands, ercept por shave amounts) 2018 2007 2016
Net Sales (Note 1) 1,993,857 1,925,007 1,766,166
Cost of Sales (2) 1,652,354 1.586.485 1.426.897
Gross Profit (a) 341,503 13R,522 339,269
Operating Expenses:

Sclling (Notc 1} (@ §6,319 54.090 56,922

Administrative {Note 1}{a} 72,243 75,615 74872

Research, development and 1echnical services (Note 1) (@) 54,263 53,696 55,776

Deferred compensation expense {income) {2,329) 4.837 16.805

187,496 188,258 204375

Business restructuring and assel impairments (Nole 22) {2.588) (3.069) {7.063)
Operating Income ) 150,419 147,195 127,830
Oiher Income (Expense):

Interest, net (Note 6) (10,771) (11,444) (13.205)

(ther, net (Noic 8) (2 '725) 3,486 {508)

(11,496) (7.958) (13.014)

Income Before Provision for Income Taxes 139923 139.237 1131816
Provision for Incomwe Toxes (Note 9) 27.173 47,690 27618
Net Income 112750 91,547 86,198

Net {Incomg) Luss Attributable to Noncontrolling Interests (Note 1) 12 31 (7)
Net Income Attributable to Stepan Company 112,762 91,578 86,191
Net [ncome Per Common Share Anribulable to Stepan Company (Nole 18):

Basic 4.9 3.99 3.78

Diluted 4.83 392 3.73
Shares Used 1o Compute Net Income Per Common Share

Attribulable 1o Stepan Compiny (Note 18):
Basic 23,022 22.546 22,793
Diluted 233158 23.377 23094

{a}  The 2017 and 2016 amaunts for the noted hine jtems have been immateriaily changed from the amounts originally reparted as o resutt of the Company s first guarter 208
adoplion of ASU No. 2017-7, Compensation —Retivement Bencfits (Topic 713): Improving the Prescugation of Net Perivdic Pension Cost and Net Perviodic Postretirenient

.Bl:'.'i'(j‘:l‘l Cost,

The accompanying Notes to Consolidated Financlal Statements are an integral part of ihese staiemenis.
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Stepan Company
Cansolidated Statemenits of Comprehensive fncome
For the years ended December 31, 2018, 2017 and 2016

fin thousands) 2018 2017 2016

Net Incame s 112,750  § 91,547 § 86,1938

Other Compreitensive Income (Loxs): !
Foreign currency transtation adjusiments (Note 19) (37,966) 26,293 (8,533)

Dcfined bencfit pension plans:
Net actuarial gain (loss) arising in period (net of 1axes 032,300, $771 and $3.391
for 201R, 2017 and 2016, respectively) (7,080) (5R1) 3818
Amonization of prior service cost included i pension expense
{nct of taxcs of'$3, $4 and $4 for 2018, 2017 and 2016,
respeclively) 1¢ 10 10
Amortizution ol actuarial loss included in pension expense (net of
taxes of $979,51.240 and $1.301 for 2018, 2017 and 2016.
respeclively) 3.080 2,269 2,207
Net defined henefit penslon plan aclivity (Note 19) (3.990) 1.697 6,035
Cuash flow hedges:
Losscs arising in period (net of taxcs of 30, S0 and 39 in

2018, 2017 and 2016, respectively) — —_— (19}
Reclassifications to income in period {net of taxes of S0, 50 and $28 in 2018, 2017
and 2016, respectively) (10) (9) 45
Net cash flow hedge activity (Note 19) (10} (9) 26
Other Comprehensive Income (Loss) («1.966) 27981 (14723
Comprehensive conie 70,784 119,528 83,726
Comprehensive (Income) Loss Auributahie to Noncontrolling
Imeresis 58 (48} 88
Comprehensive ecome Attributable 1o Stepan Company s 70842 § 119480 8§ 83,814

The uccompanying Notes to Consolidatced Financial Statements are an inicgral part of these siatements.
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Stepan Company
Consolidated Balance Sheets
December 31,2018 and 2017

(Dallars in thousands) 2018 2017
Assets
Current Assels;
Cash and cash equivalents S 304,194 $ 108,894
Reccivables, tess ellowances 0f $9,654 in 2018 and 510,116 in 2017 280,025 293,541
Inventorics (Note 5) 200,065 172,748
Other curment assets 12.146 13.553
Total current assets 802.530 788,736
Property, Plant and Equipment:
Lupd 26,341 17,136
Buildings and impravemenis 212,072 203,879
Machinery and cquipment 1365509 1,324 415
Construction in progress 62.868 57,836
1,666,790 1,603,280
Less: accumultated depreciation _(1,057,898) (1.004.843)
Propeny, plant and equipment, net 608.892 598,443
Goodwill, net (Note 4) 22,954 25,118
nher inlangible agsets, net (Note 4) 14,244 18,538
Long-term investments (Note 2) 25.082 28,270
(Mher non-current assels 10,964 {1.756
Tolal Asscts 5 1,484.666 3 1470861
Liabilities and Equity
Current Liabilities:
Current materitics of long-term debt (Note 6) 5 )7058 S 221,500
Accounts payabrle 205,954 204,977
Accrucd liabilitics (Note 14) 95,570 92.776
Tetal current liabilitics 338,582 320.253
Deferred income taxes (Note 9) 18,672 10.962
Long-lerm debt, [ess cument maturitics (Note 6) 239,022 268,299
Other non-current liabilitics (Note 15) 103.864 130,433

Commitments and Contingencics (Note 16)

Equity (Note 10):
Common stock, 31 par vafue: authorized 60,000,000 shares; issucd 26.308,668 sharcs in 2018 and

26,070,787 shares in 2017 26309 16,071
Additional paid-in capital 182,881 170,408
Accumulated other comprehensive loss (Note 19) (141.483} (99,563)
Retained caminks 813,448 721,741
Less: Corunon Lreasury stock, at cost, 3,803,043 shares in 2018 and 3,561,509 shares in 2017 (97389) (78.561)
Total Stepan Company stockholders® equity 783,766 740.096
Noncuntrolling interests 760 218
Total cquity 784,526 740914
Total Liabilitics and Equity s 1.4B4.666 3 1470861

The accompanying Notes 1o Consolidated Financiul Stalements are an integral part of these statements.
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Stepan Company
Censolidated Starements of Cash Flows
Forthe years ended December 31,2018, 2017 and 2016

{In thowrands) 2018 207 2004
Cash Flows From Operating Aclivilies
Net incorne S 112,750 § 91,547 § 86,198

Adjustments to reconcile net income to nel cash provided by
operating activities;

Depreciation and amortization 81,115 79,022 74967
Deferred compensation 2329) 4,857 16,803
Realized and unrealized gain on long-tenn investiments 2966 (4.178) {152)
Stock-based compensation 6,837 7,151 12618
Deferred income taxes 10,864 550 {8.426)
Other non=cash itemns 4,622 4,837 7,334

Changes in essets and liabilitics, excluding effecis of
acquisilions:

Receivables, net 5,196 (16,358} (17,180}
Inventories (26.832) 5655 (3.774)
Qther current assets 832 (489} 1471
Accounts payable and accrued liabilities (19,023) 30476 38.261
Pension liabilities {5,065) (1.960} 607
Environmental and legal liabilitics {478) (1,142) 4,561
Delered revenues {324) {1,125} {[.128)
Net Cash Provided By Operaling Activitics 171,131 198.863 212,162
Cash Flows From Investing Aclivities
Expenditures for property, plani and equipment (86,647) (78.613) (103,076}
Business acquisitions, net of cash acquired (Note 20) {22,852) (4.339) {23,510)
Other, net 1,684 269 (3.935)
Net Cash Used In Investing Activilies (107,815) {82.683) (130521}
Cash Flows From Financing Activities
Revoiving debt and bank overdrufls, net 6,045 (6,008) 1,292
Other debt repayments (20.714) (20,714) (15,069)
Dividends paid (20.857) (18.907) (17.329)
Company stock repurchased (15,500) (6.000) (2.408)
Stock option ¢xercises 4,163 3370 4017
Other, net . (4,785) (2.238) (275)
Net Cash Used In Financing Activilies (51.648) (50497) {19.772)
Eflect of Exchange Rate Changes on Cash (10,368) 7468 (2,269)
Net Increase in Cash and Cash Equivalents 1,300 73,151 49,600
Cash and Cash Equivalents at Beginning of Year 298.894 225,743 176.143
Cash and Cash Fquivalents at End of Year $ 300,194 § 208,894 % 215,743

Supplementnl Cash Flow Information
Cash payments of income taxces, net of refunds s 32973 § 25,661 s 30,581
Cash pavinents uf interest $ 12829 % 13889 § 14,730

The accompanying Notes 1o Consoliduted Financial Statements are an integral part of these statemenis.
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Srepan Company
Consolidated Statcments of Equity
For the year ended December 31,2016

STEPAN COMPANY STOCKHOLDERS

Accumplaicd
Additional Cther
Camimon Paid-in Treasury Comprchensive Retamed Nonconmolling

tin thoysauds, exceps share and per share amouits) Tatul Siock Capial Srock Income (Loss) Farings Inicrest
Balance, Dccember 31, 2015 558,384 5 25709 5 144,601 S (68446) 5 {I25088) S5 580,208 5 1.400
Issunnce of 167,675 shores of common stock under stock
oplion plan 4.017 168 1,849 — — — -
Purchase of 43,835 shares of common stock (2.408) — — (2,408) — — —
Siock-based and deferred compensation 9.526 18 0,592 (84) — — —
Net incame 56,198 — — — — £6,191 7
Other comprehensive income - 12,472) — — — {2.377) - 95y
Cosh dividends paid:

Common sleck (50.78 per share) (17.32%) — — —_ — (17,329) —
Balance, December 31, 2016 5 635916 S 25895 § 1SR042 0§ (70.93B) § (127,465) § h40070 § 1,312

The uccompanying Notes to Consolidated Finuncial Stutemenis are an integral part of these statements.
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Stepan Company
Consolidated Statements of Equity
Forthe year ended December 31, 2017

STEPAN COMPANY STOCKHOLDERS
Accumpluted

Additional Other

Comnon Paid-in Treasury Comprohensive Retained Noncontroiling
{In thousands, cecept share amid per share amounty) Tolal Swock Caphal Siock fncome [Loss) Eamings Interes!
Balance, Decemhber 31, 2016 5 635916 5 25895 S ISB.042 & (70938) S (127.465) S 649070 S 1,312
Issuance of 104,277 shares of cammon stock under stock
oplian plan 3370 104 3,266 — — — -
Purchasc of 76,790 shares of common stock (6,000) — — {6,000} — — —
Stack-based und deferred compensalion 7.549 72 2,100 (1,623) — — —
Ner income 9t.547 — — — — 91,578 {31}
Quher comprelicnsive income 27981 —_ —_ — 27,902 — %
Cash dividends paid-

Commen stock {S0 86 per share) (18.907) — — — — (18,807}

Payment of cash dividends 10 noncontrolling interest {542} 1542)
Balaace, Deecmber 31, 2017 § 740914 3 26071 § (70,408 § (75,561) S  {99,563) 5 72[,741 3 318

The accompanying Notes to Consolidaied Financiul Stutements are an uitegral part of these siutements,
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Stepan Company

Consolidated Statcments of Equity
Forthe year ended December 31, 2018

STEFAN COMPANY STOCKHULDERS

Accumulated
Additionatl Other
(in thousands, cxcept share and per share Comman Paid-ix Troarury Compreliensive Retdined Noiconratiing
2ROINIs) Tolal Stock Capilal Stazk Inecame tLoss) Eamings
Halunce, December 31, 2017 740914 § 26071 §  [70408 § (18561} §  (99,563) §  721.741 818
Issuance of 97,471 shares of common stock
under stock aption plan 4,163 97 4,065 —_ — —_ .
Purchase of 205.983 shares of common stock (15,500) — - (15,500) — - —
Stock-based and deferred compensation 5,220 41 8.407 (3.9 — — —
Net income 112,750 — — — — 112,762 [1F3]
Qther comprehensive incame (41,266} — —_ — {41,920y — (46}
Cash dividends paid;
Common siock ($0.91 per share) (20,857) — — — — (20,837}
Other ta} {198) — — — — (198} —
Balance, December 31, 20(8 784.526 3 26.30% S 182,881 & (07.389) § ([41,48)) § 813 448 760

{a)  Includes beginning Telained eamimgs adjusenent os a result of the Company's first quaner 2018 adoption of ASU No. 2016-16, ficoine Taxes (Tapic 740); inra-Entify
Transfers of Assets Other Than Imventory.

The accompanying Nores 1o Consolidated Financial Statements are an integral part of these statements.
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Notes to Consolidated Financial Statementis
Forihe years ended December 31,2018, 2017 and 2016

I. Summary af Significant Accounting Policies
Nature of Operations

Stepan Company {the Company) operations consist predominanily of the production and sale of specialty and intermediate chemicals, which are sold
10 other manufacturers for use in a varcty of end products. Principal markets for nll products are manutacterers ol cleaning and washing compounds
(including detergenis. shammpoos, fabric sofleners, toothpasies and houschold cleancrs), paints, cosmetics, food, beverages, nutritional supplements,
agricultural products. plastics, fumiture, automotive cquipment, insulatien and refrigeration.

Usc of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America (GAAP) requires
Company management to make estimates and ussumptions that affect the reported amounts of assets and liabilities and disclosure of conlingent assets and
liabilitics al the date of the financial stalements and the reported amounts of revenues and expenscs during the reponting period. Actual results could differ
from those estimates,

Principles of Consolidation

The consolidated firancial statements include the accounts ol the Company and sll wholly and majority-owned subsidiaries in which the Company
excreises controlling influence. The equity method is used lo account for investments in which the Company exercises significant bul noncontrolling
intluence. Intercompany balances and transactions arc eliminated in consolidation,

The Conipany has an 80 pereent ownership interest in the Nanjing Sicpan Jinling Chensical Limited Liability Company (a joint venture) and cxercises
controlling influence over the entity, Therefore. Nanjing Stepan Jinling Chemical Limited Liability Conipany's accounts are included in the Company's
consolidated financial statements. The purtner's interest in the joint venture’s net incowne is reporied in the net income atiribulable to noncontrolling interests
line of the consolidaied statements of income. The partner’s interest in the net assets of the joint venture is reported in the nencontrolling interests line (a
component of equily separle from Company equity) of the consolidated balance shects.

Cash and Cash Equivalents .
The Company cunsiders all highly liquid investments with purchased maturitics of 1hree months or less Lo be cash equivalents.
Al December 31, 2018, the Company s cash and cash equivalents iotaled $300.2 million including $141.6 million in money market (unds, cach of

which was rated AAAm by Standard and Poor’s, Ana-mf by Moody's and AAAmmIby Fitch. Cash in U.S. demand deposit accounts totaled $61.0 million and
cash of the Company's nen-1.5, subsidinries held outside the U.S. Lotaled £97.6 million.

Receivables nnd Credit Risk

Receivables are stated net ol allowances for doubtful accounts and other allowances and primarily include trade receivables from customers. as well as
nontrade receivables from suppliers, povemmental tax agencies and others.

The Company is exposcd to credit risk on accounts receivable balances. This risk is mitigated by thc Company’s large, diverse customer base, which is
dispersed over varioug geographic regions and industrial sectors. No single cusiomer comprised more than 10 percent of the Company's consolidated net
salesin 2018,2017 or 2016.

The Company maintains allowances for potential credit losses. Specific cusiomer allowances are recorded when a review of customer creditwarthiness
and current economic conditions indicate that collection is doubtful. The Company also maintains other customer allowances that occur in the nommal course

af business. Such allowances are based on historical averages and tmde receivable levels.
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The foilowing is an analysis ol the allowance for doubtful accounts and other accounts receivable allowances for the years ended December 31, 2018,
2017 and 2016:

{In thousands) 1018 2017 2016

I3ulance at January | $ 10,116 § 9,755 S 8,046
Provision charged 10 income 764 45 1.917
Accounts writlen off, net of recoveries (1,.226) 36 (208)

Balance a1 December 31 3 9654 § 10,116 § 9.755

Inventories

Inventories are valued at cost, which is not in excess of market value, and inctude material, labor and plant everhead costs. The last-in, first-out (LIFQ)
method is used to determine the cost of the Company's U.S. inventories. The first-in, first-out (FIFO) mcthod is used for all other inventeries. Inveniories

priced a1 LIFO as of December 31,2018 and 2017, accounted for 68 and 69 percent of lotal invenlories, respectively.

Property, Plant and Equipment

Depreciation of property, plant and equipment is provided on a straight-line basis over the cstimated useful lives of the assets, Lives used for
calculoting depreciation are generally 30 years for buildings and 15 years for building improvements. For asscts ¢lassified as machinery and equipment, lives
generally used for calculating depreciation expense mnge from 10 to 15 years for manufacturing equipment, five to 10 years for fumiture and fixtures, three
1o five years for vehicles and three 1o 10 years {or compuier cquipment and sofiware. Manufactuning of chemicals is capital intensive and a lerge majority of
the assets included within machinery and equipment represent manufacturing equipment. Major rencwals and betierments are cupitalized in the property
accounts, while maintenance end repairs (357,010,000, 351,926,000, and $51,530,000 in 2018, 2017 and 2016, respectively), which do not renew or extend
the life of the respective assels, are charged to operations as incumed. Land is not deprecialed. The cost of property retired or sold and the related
accumulated depreciation are removed from the accounts and any resulting goin or loss is reflected in income.

Included in the computer equipment and software component of machinery and equipment are costs related to the acquisition and development of
intemal-use software, Capiralized costs for internal-use software include cxtemal direct costs of materials and services consumed in nbtaining and developing
the software, For development projects where major inlemal resources are comimitted. payroll and paymll-clated costs incumred during the application
development phasc of the project are also capitalized. The capitalized costs are amontized over the useful lives ol'the sofiware, which ars genemally three to 10
years. Cosls incurred in the preliminary project phase are expensed.

Interest charges on borrowings applicable to major construction projects are capitalized,

Propeny, plant ond equipment assels arc tested for impainnent when events indicate that impairment may have occurred. See Note 22 for 2016 asset
impairmenis.

Fatr Value Measurements

GAAP defines fair value os the price that would be reecived to scll an asset or paid to transfer a liability in an ordeny transaction between market
participants at the measurement date. Furthermare, GAAP establishes a framework, in the form of u three-level hiermrchy, for measuring fuir value that
prieritizes the inputs to valuation techniques used to measure fair value. The following describes the hicrarchy levels:

Level | - quoted prices in uctive markets for identical assets and liabilities.

Level 2 -inputs other than quoted prices included within Level | that are directly or indircctly observable for the asset or liability, such as quoted
prices for similar assets or labilitics in active markets, quoted prices for identical or similar asscis and liabilities in markets that are nol active, or other
inputs that are observable or can be comoborated by observable market data.

Level 3 -unobservable inputs which reflect the entity’s own assumptions about the assumptions markcl patticipants use in pricing the assets and
liabilities.

The Company applies the [air value measurement provisions of GAAP 10 any of its financial assets and liabilities that are camied at fair value on the
consolidaled balance sheets (see Note 2), its outstanding debt for disclosure purposes (also Note 2} and its pension plan asscts (see Note 13).
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The Company al:o applics the fair value measurement requirements to nonrecuming fair value measurements of nonfinancial assets and liabilities
recorded in conjunction with business combinations and as part of impaimment reviews for goodwill cnd other long-lived assets.

Revenue Recognition

The Company’s contracts typically have a single performance obligativn that is satisfied a: the time product is shipped and control passes 1o the
customer. For n small pertion of the business. performance obligations arc deemed satisfied when product is deivered 1o a customer location,  For
arranpements where the Company censigns product to a customer location, revenue is recognized when the customer uses the inventory. The Company
accounts for shipping and handling as activities to fulfill a promise to transfer a good. As such, shpping and handling fees billed to customers in a sales
transaction are recorded in Net Sales and shipping and handling costs incurred are recorded in Cost of Sales. Volume and cash discounts duc customers are
estimated and recorded in the same periad as the sales 10 which the discounts relate and are reported as reductions of revenue in the consolidoted stalements
of income. See Note 2] 10 the conselidated financial statements for more details.

Cost of Sales

Cost of sales comprises mw material costs (including inbound freight cxpense to deliver the ww matenals), manufacturing plant labor expenses and
various manufacluring overhead expenscs, such as utility, maintenance, operating supply, amortizaticn and manufacturing asset depreciation ¢xpenscs, Cost
ofsales alse includes outhound shipping and handling expenses, inter-plant transfer costs, warchouse expenses and rail car rentol expenses.

Opcrating Expenses

Selling expense comprises salary and the related fringe benefit expenses for marketing and salzs personnel and operating costs, such as outside agent
commissions, aulomobile rental and travel-related expenses, which support the sales and marketing functions. Bad debt charges and any depreciation
expenses related 1o markeling assets (e.g., computers} are also classified as selling expense.

Administrative ¢xpense comprises salary and the related fringe benefit expenses and opercting costs for the Company's various administrative
functions, which include information services, finance, legal. snd human resources. The majority of eavironmental remediation expenses are also ¢lassified as
administrative expense.

The Company’s rescarch and development costs are expensed as incurred. These expenses nre aimed at discovery and commercialization of new
knowledge with the intent that such cffort will be useful in developing a new product or in bringing about a significant improvement to an existing product
or process.  Total research and development expenses were $33,519.000, 533,169,000, and $34,856,000 in 2018, 2017 and 2016. respectively. The
remainder of research, development and technical service expenses reflecied on the consolidated stazements of income relates 10 technical services, which
include routine product testing, guality control and sales support service.

Compcnsation expense or income related (o the Company s defermed compensation plans is prezented in the deferred compensation cxpense {income)
line in the Consolidated Statements of Income.

Environmental Expenditures

Environmental expendiiures that relate to current operations are expensed in cost of sales. Expenditures thet mitigate or prévent environmenlal
centamination and that benefit future opertions are capitalized as assets and depreciated on a siraight-line basis over the estimaled usefu] lives of the assets,
which are typically 10 ycars.

Estimated future expenditures that relate to an existing condition caused by past operations, and which de not contribute te current or fulure revenuc
generation, are recorded o5 liabilities, with the correspending charge typically recorded in administrative expenses, when environmental assessments and/or
remedial ¢ffonts are probable and the cost or mange of possible costs can be reasonably estimated. When no omount within the range is a betrer estimate than
any other amount, the minimum amount in the range is accrued. Some ef the factors on which the Company bases ils estimates inelude information provided
by feasibility studies, potentially responsible pany negotiations and the development of remedial actica plans. Legal costs related to environmental maters
arc cxpenscd as incurred (sce Note 16 forenvironmental contingencics).

Goodwill and Other Intonglble Asscts

The Company’s intangible assets include patents, agreenients not to compete, trademarks, customer lists and relationships. technological and
manufacturing know-how, supply contracts and goodwill, all of which were acquired as part of business or product
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line acquisitions. Intangible asscls other than goodwill are determined to have cither finite or indefinite usefu] lives. The Company curmently has no
indefinite-life intangible assets other than goodwill. The valucs for intangible asscts with finite lives are amontized over the usclul lives of the assets.
Currently, the uscful lives for the Company's fnite-lived intangible assets are as follows: patents — 10-15 ycars; non<compete agreements - {ive years;
tmdemarks — 11 years; customer relationships — 10-13 years; supply contracis - four years and know-how — cight years. In addition. finite-lifc intangible
asscts are tested for impaimnent when cvents or changes in circumstonces indicate that the camying value of an intangible asset may not be recoverable.
Goodwill is not amortized but 1s tested for impairment at least annually or more frequently if an event occurs or circumstances change that would more likely
than not reduce the fair value of a reponting unit 10 which goodwill rclates belew the reporting unit's camying value. Sec Note 4 for detailed information
about goodwill and other intangible asscts.

Iocome Taxes

Income taxes are accounted for under the asset and lizbility method, which requires the recognition of defermed tox assets and liabilities for the
expected future tnx consequences of events thal have been included in the financial statements. Under this method, deferred tax assets and liabilities are
determined on the basis of the differences between the financial statement and tax bases olassets and liabilitics using enacted tax rates in cfTect for the year in
which the differences are expected (o reverse. The effect ofa change in tax rates on deferred 1ax assets and liabilities is recognized in income in the period
that includes the enactment date.

Deferred 1ax asscts are recognized to the extent thal we believe these assets are more likely than not to be reatized. In making such a determination, we
consider all available positive and negative evidence, including future reversals ol existing taxable tempornary differences, projecied future 1axable income,
tax-planning strategics, and resulis of recent operations. 1fwe deiermine that we would be able to reatize our deferred 1ox assels in the future in excess of their
net recorded amount, we would make an adjustment to the defermed tax asset valuation allowance, which would reduce the provision for income taxes.

Uncertain fax positions are recorded in accordance with ASC 740 on the basis of a 1wo-siep process whereby (1) we determine whetler it is more likely
than not that the tax positions will be sustained on the basis of the technical merits of the position and (2} lor those tax positions that meet the more-likely-
than-not recognition threshold., we recognize the largest amount of tax benefit that is inore than 50 percent likely 1o be realized upon ultimate sctilement with
the related 1ax authority.

The Company recognizes interest and penalties retaled 1o unrecognized 1ax benefits within the income tax expense ling in the accompanying
Consolidated Statement of Operations. Accrued interest and penalties are included within the related tox liabilily line in the Consolidated Balance Shecl.

The SEC staff issued S1afl Accouating Bulletin 118 (SAB 11R), which provides puidance on accounting for the 1ax cffects of the Tox Act. SAB 118
provides 8 measurement period that should nol extend beyond ene year fron the Tax Act enactment date for companics to complele the accounting under
ASC 740. In accordance with SAB | 18, a company must retlect the income tax cffects of those aspects of the Act for which the accounting under ASC 740 is
complete. To the extent that a company’s accounting for certain income tax cffects of the Tax Act is incompleic bug it is able 1o determine o reasonable
estimate, it must record o provisional estimate in the finoncial statements, 1f a company cannot determine a provisional estimate 10 be included in the
financial statements, it should continue to apply ASC 74( on the basis of the provisions ofthe tax laws that were in effect immediately before the enactiment
olthe Tax Act. The Company completed and made all adjustments related 1o the Tax Act as requited by SAB 118,

See Note 9 lor detailed information about income taxes including SAB 118 disclosures.

Translation of Fercign Currencies

For the Company's consolidated foreign subsidiaries whose functional currency is the local forcign currency, assets and liabilitics are translated into
U.S. dellars ot exchange rates in effect at year end and revenues and expenses are translated at average exchange rates for the year, Any resulting translation
adjustments are included in the consolidaled balance sheets in the accumulated other comprehensive loss line of stockholders’ equity. Gains or losses on
foreipn cumency transactions arc reflected in the other, net caption of the consolidated statements of income. The Company has two forcign subsidiaries
whose functional curreneies are the U.S. dollar. For these subsidiaries, nonmonectary assets and liabilities are translated at histerical rates, manelary assets and
liabilitics are translated at exchange rates in cffect ot year end. revenues and cxpenses are translated ot avernpe exchange rates for the year and translation
gains and losscx arc included in the other, net caption of the consolidated statements of in¢ome.
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Stock-Based Compensation

The Company grants stock options, stock awards (including performance-based stock awards) and stock appreciation rights (SARs) o certain
employees under its incentive compensation plans. The Company calculates the fair values of stock options, stock awards and SARs on the date such
instruments are granted. The fair values of the stock options and stock awards are then recognized as compensation expense over the vesting periads of the
instruments. The Company's SARs pranted before 2015 settle in cash, The cash-setiled SARs are accounted for as linbilities that must be re-measured at fair
value at the end of cach reponting period. Compensation expense for ¢ach reporting penod is caleulated as the period-lo-period change (or portion of the
change. depending on the proportion ol the vesting period that has been completed ar the reporting date} in the fair value of the cash-settled SARs, SAKRs
grunted subsequent to 2014 are settled in shares of Company common stock. Compensation expense lor the stock-settled SARs is calculated in the same way
as compensation cxpensc for stock oplions. See Note 11 lor detailed information about the Company's stock-bascd compensation.

Earnings Per Share

Basic camings per share smounts arc computed as net income atinibutable to the Company divided by the weighted-average number of commeon
shares outstanding. Diluted eamings per shard amounts are based on the weighted-average number of common shares outstanding plus the weighted-average
of nct common shares (under the treasury stock method) that would be outstanding assuming the exercise of outstanding stock options and stock-settled
SARs, the vesting of unvested stock awards that have no performance ormarket condition and the issuance of contingent performance stock awards. Sec Note
18 for detailed information nbout the Company’s camings per share caleulations.

Comprechensive Income and Accumulated Other Compreliensive lncome

Comprehensive income includes net income and all other non-owner changes in equily that are not reported in net income, Comprehensive income is
disclosed in the consolidated sialements of comprehensive income. Accumulated other comprehensive income (AOCI) is reported as a component of
stockholders” equily in the Company s consolidated balance sheets. Sec Note 19 for detniled information regarding changes in the Company’s AQCI and
reclassifications out of AOCT to income:.

Segment Reporting

The Company reports financial and descriptive information about its reportable operating segmenis. Operating segments arc components of the
Company thal have scparate finoncial infonuation that is regularly evaluated by the chicf operating decision maker to assess scgment performance and
allocate resources. The Company discloses scgment revenue, operating income. assels, capital expenditures and depreciation and amerlization
expenses. Enterprise-wide financiul information about the gengraphic locations in which the Company cams revenucs and holds assets is also disclosed (sce
Note 17,

Derivative lostruments

Denvative instruments are recognized in the consolidated balance sheets as cither assets or liabilitics measured at fair value. For dervalive
instruments that arc not designated as hedging instruments, changes in the fair vajues of the derivative instruments are recognized currently in camings. For
derivative instruments designated as hedging instruments, depending on the nature ol the hedge, changes in the fair values of the derivalive instruments are
either offset in earnings apainst changes in the fair values ol'the hedged items or recognized in AQCI until the hedged transaction is recognized in camings.
At the time 2 hedging relationship is designated, the Company establishes the method it will use for assessing the cflectivencss of the hedge and the
measurement approach for determining the incflective aspect of the hedge. Company policy prohibits the use of derivative instruments for imding or
speculative purposes. Sec Note 3 for funther infennation regarding the Compasny’s use of derivatives,

At December 31, 2018, the Company held apen forward contracts for the purchase of 0.9 million dekatherms of nalural gas in 2019 at a cost of
£2.442,573. The Company uses forward contracts lo minimize its exposure to volatile natural gas prices. Because the Company anticipates taking delivery
of the natural pas for use in its operations, the forward contracts qualify for the nommnal purchase exception provided under US. GAAP for derivative
instruments. The Company has elected the exception for such contracts. As a result, the forward contracts are not accounted [or as derdvative
instruments. The cost of natural gas is charged to expense at the time the natural gas is delivered and used.

Recent Accounting Pronouncements !

In May 2014, the Firancial Accounting Standards Board (FASB) issued ASU No. 2014-9, Revenue fram Contracts with Customers (Tapic 606). The
new update was later amended by ASU No. 2015-14, Revenue fiam Contracts with Customers (Topic
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606): Deferral of the Effective Date. The standard outlines a single comprehensive model for entities to use in accounting for revenue arising from contracis
with customers. In addition, the ASU requires expanded disclosures about revenue recognition that enable the users of the financial statements to understand
the nature, amount, timing and uncerainly of revenue and cash flows arising from contracts with customers. ASU No, 2014-09 supersedes maost of the
previous revenue recoghition guidance. For public entitics, the new guidance, as amended, is effective for annual eporing perieds beginning after December
15,2017, including interim periods within that reporting period. On January 1, 2018, the Company adopted ASU No. 2014-9, which did not have a material
effect on the Company’s linancial position, results of operations or cash flows, The Company has added Note 21 — Revenue from Contracts with Customers
10 comply with the expanded disclosure requirements of ASU No. 2014-5,

In February 2016, the: FASB issued ASU No. 2016-2, Leases (Topic 842). This guidance requires o dual approach for lessee accounting whereby a
lessee will account for lease amangements with terms greater than 12 moenths as either finance leases or operating leascs, Both finance leases and operating
leases will be recognized on the lessee’s balance sheet as right-of-use assets and comesponding tease liabilitics, with differing methedologics for income
statement recognition. In addition, the ASU requires expanded qualitative and quantitative disclosures about the Company’s lease amingements. This
guidance is cffective for public business entities for fiscal years, and interim perods within those years, beginning afler December 15, 2018. The mosL
significant impact of ASU No. 2016-2, Leases (Topic 842} is that a lessee will be requined to recognize a “right-of-use™ asset and corresponding lease liability
for operating lenses agreements. As allowed under the ASU, the Company will apply the new lease standard beginning on January 1, 2019 by recognizing a
cumulative-efTect adjustment to the opening balance of retained eamings for any difference between the amount recorded as of January 1, 2019 for the “right-
of-use™ assets and the corresponding lease liabilities. The Company expects this adjustment to the opening balance of retained camings to be
immaiterial. The adoption of these guidelines is expecied lo have a malerial impact on spectfic balance sheet line items but is net expecied to materially
impact the Company 's resulis of operations or cash flows. The Company expects to add approximately $42 million of “right-o[-use™ assets and corresponding
lease liabilities 1o its balance sheet in the (it quarter of 2019 Lo comply with these new accounting updates. The Company has substantially completed its
collection and review of global lease contracts. The Company has also substantially completed the configuration and iesting ol its software solution. The
Company expecls to be compliant with the ASU No. 2016-2 requirements in the first quarter ol'2019.

In August 2016, the FASB issucd ASU No. 2016-15. Statement of Cash Flows (Topic 230): Clussification of Certain Cash Receipls and Cash
Puyments, which adds or clarifies guidance on the classification ol eight specific types of cash llows. The updale is intended to reduce the existing diversity
in practice with respect 1o the specific cash flow items. The amendments in ASU No. 2016-15 are effective for fiscal years beginning afier December 15, 2017,
including interim periods within those fiscal years. On Jonuary 1, 2018, the Company adopied ASU No. 2016-15, which had an immaterial impact on the
cash flow presentation and did nol impact the Company s financial position or results of operations.

In October 2016, the FASB issucd ASU No, 2016-16, Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other Than inventory . The update
requires an entity to recognize the income tax consequences ol an intra-cntity transfer of an asset other than inventory when the transfer occurs. Current
accounting guidance prohibits the recognition of current and defermed income taxes for an intra-entity asset transfer until the asset has been sold to an outside
party. The amendments in ASU No, 2016-16 are effective for fiscal yeurs beginning after December 15, 2007, including interim periods within these fiscal
years. The amendments in this update were applied on a modificd retrospective basis through @ cumulative-cflect adjustment directly to retained eamings as
of the beginning of the perod of adoption. On January 1. 2018, the Company adopted ASU No. 2016+ 6, which did not have a material effect on the
Company's financial position or results of operutions und cash flows,

In January 2017, the FASH issued ASU No. 20174, fntangibles — Goodwill and Other (Topic 350): Simplifying the Tesi for Goodwill Impairments .,
which climinates Siep 2 from the goodwill impairment test. When an indication of impainment was identified after performing the first siep of the goodwill
impairment test, Step 2 required that an entily determine the fair value at the impairment testing date of its assets and liabilities (including unrecognized
assets and liabilities) using the same procedure that would be required in determining the fair value of assets acquired and habilities assumed in a business
combinotion. Under the amendments in ASU No. 20174, an entily would perform its annual. or interim, goodwill impairment test by companng the fair value
of a reporting unit with its camying value. An entity would recognize an impaimment charge for the amount by which the camrying value exceeds the reponing
unit’s fair value, In addition, an entity must consider income tax effects from any tax deductible goodwill on the camying ainount of the repering unit when
measuring the goodwill impairment loss, il applicable. A public busincss entity that is a SEC filer should adopt the amendments in ASU No. 20174 for its
annual, or any interim, goadwill impairment tesis in fiscal years beginning after December 15, 2019. It is not expecied that the adoption of the guidance in
ASU No. 20174 will have a matenial effect on the Company's financial position, results of operations ar cash flows,

In January 2017, the FASB issued ASU No. 2017-1, Business Combination (Topic 805): Clarifying the Definition of a Business, with the objective of
adding guidance 1o assist with evaluating whether transactions should be accaunted for as an acquisition (or
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disposal) of assets or a business. This update provides criteria to help determine when a set of assets and activities comprise a business as opposed 1o an
acquisition of assets. This guidance is effective lor ennual periods beginning afler December 15, 2017, including interim periods within those periods. On
January !, 2018, the Company adopted ASU No. 2017-1, which did not have a material eflect on the Company's financial posilion, results of operations or
cush flows,

In March 2017, the FASB issued ASU Na. 2017-7, Compensation — Retirement Bencfits (Topic 715). Improving the Presentation of Nei Periodic
Pension Cost and Net Periodic Postretirement Benefit Cost, which amends existing guidance for the income statement presentation of the components o[ nel
penadic benefit cost for an entity’'s sponsored deflined benefit pension and other posuretirernent plans. The amended guidance requires entities 1o include the
current service component of net periedic bencefil cost in emplayee compensalion costs in the income statement and to include all other components
clsewhere in the income statcment outside of income from operations. In addition, only the service cost companent of net benefit cost is cligible for
capitalization. For the Comnpany, ASU No. 2017-7 is cffective for inteim and annual periods beginning after December 31, 2017, The requirements for the
scparale presentation of the service cost component and the other components of net periedic benefit cost must be adepted on a retrospective basis. The
requirement to copitalize only the service component of net periedic benefit cost must be adopted on a prospective basis. On January 1, 2018, the Company
adopted ASU No. 2017-7, which did not have a material effect on the Company's financial position, results of operation or cash flows but affected the
presentation of the Company’s results of operations. Fer amounts reclassified on the Company s statements ol 1he resuits of operations, se¢ Note 8 and Note
3.

In August 2017, the FASB issued ASU No. 2017-12, Derivatives and Hedging (Topic §15): Targeted Improvemois to Accounting for Hedging
Activities, which amends previous guidance regarding hedge accounting recognition and presentation requirements, The updated guidance allers the hedge
accounting maodel to make achieving hedge accounting easicr [or an entity and to have such accounting betler refleet an cntity 's risk management activilics.
ASU No, 2017-12 alse adds new, and amends previous, disclosure requirements. For the Company, ASU No. 2017-12 is cffective for interm and annual
periods beginning aller December 15, 2018, Entitics must apply a modified retrospective approach to existing hedging relalionships as of the adoption date.
Al present, because the Company has not entered into any lransactions designated as accounting hedges, adoption of ASU No. 2017-12 is not expected 1o
have a material effect on the Company’s financial position, tesults of operations and cash flows,

In January 2018, the FASB issued ASU Neo. 2018-01. Leases (Topic 842): Land Eascment Practical Expedient for Transltion to Topic 8§42, which
permils an entity lo sclect an optional transition practical expedient 1o not evaluate under Topic 842 exisling or expired land casements that were nol
previously accounted for as leases under the current leases puidance in Topic 840. An entity Lhat elects this practical expedient should apply the practical
expedient consisiently to all ol its exisling or expired land casements that were nol previously accounied for as lcases under Topic 840. Once an entity
adopts Topic 842, il should apply that Topic prospectively 1o all new {or madificd) land easements to detemmine whether the amangement should be
accounted for as o lease, An entity that does not elect this practical expedicnt should evaluate all existing or expired land easemenls in connection with the
adoption of the new lease requirements in Topic 842 to assess whether they meel the definitien of a lease. An entity should continue 10 apply ils current
accounting policy for accounting for land essements that existed befere the entity’s adoption of Topic 842. This update 1s effective for public business
cnlitics for fiscal years, and interim periods within these years, beginning afler December 15, 2018. This updale is not cxpected 1o have a inaterial impact on
the Company's linancial position, results of operations and cash Nows.

In February 2018, the FASB issued ASU No. 2018-02, Income Statement-Reporting Comprehensive income (Topic 220): Reclassification of Certain
Tax Effects from Accumulated Other Comprehensive Income, which permits a reclassification from accumulaled other comprehensive income 10 retained
camings for stranded tax effects resulting from the Tax Act. Conscquently. the update eliminates the stranded tax effects resulling from the Tax Act and
should improve the usefulness of information reported to [inancial statement users, However, because the amendments only relate to the reclassification of
the income tax effects of the Tax Act, the underlying guidance that requires that the elfects of the change in tax laws or mies be included in income fom
continuing operations is not affected. The amendments in this updaie also require cerain disclosures about siranded tax effects. This update is effective for
public business entities for fiscal years, and intenm periods within those ycars, beginning afler December 15, 2018, The Company expects 1o record
approximately $5,300.000 ndjustment to the opening balance of retained camings and the comesponding charge 1o AQCI,

In August 2018, the FASB issued ASU No. 2018-13, Fair Vulue Mewsurerient (Topic 820) Disclosure Framework-Changes to the Disclosure
Requirements for Fuir Value Measurement. This update modifies some disclosure requirements related 1o fair value measurements used for different levels of
instruments in fair value hicrmarchy (Level 1, Level 2 and Level 3). The amendments in the update are cffective for fiscal years, and inierim periods within
fiscal ycars, beginning after December 15, 2019. The adoption of this updatc is not expecied have an effect on the Company’s financial position, results of
operations and cash flows but may impact the disclosures made for fair value measurements used by the Company.

55




In August 2018, the FASB issued ASU No. 2018-14, Compensation-Retircinent Benefits-Defined Benefir Plans-General (Subtopic 715-20). This
update removes some disclosures that are no lenger considercd cost beneficial and adds some disclosures about defined benefit plans that have been
identified as relevant. The amendmenis in this update ane effective for fiscol years ending after December 15, 2020. The adoption of this updaie is not
expected Lo have an effect on the Company s financial positian, results of operations and cash flows but will impact the disclosures made for the Company's
defined benelit retirement plans.

In August 2018, the FASB issued ASU No. 2018-15, lntangibles-Goodwill and Other-lntcrnal-Use softwarc (Subtopic 35040} Custoners
Accounting for Implementation Cosis Inewrred in a Cloud Computing Arvangement that is a Service Contrace. This update aligns the requirements for
capitalizing implementation costs incumed in a hosting amangement that is a service contract with Lthe requirements for capitalizing implemeniation costs
incurred 10 develop or abtain internal-use software. This update requires the entity Lo determine which implementation costs to capilalize as an assct related
to the service contact and which costs to expense over the tenn of the hosting contract. The amendments in this update are cffective for fiscal years
beginning afler December 15, 2019, The Company is assessing the impact that adoption of ASU No. 2018-15 will have on its financial pasition, results af
openations and cash flows.

2. Fair Value Measurements

The following were the financial instruments held by the Company at December 31, 2018 and 2017, and the methods and assumptions used 10
estimate the instruments’ fajr values:

Cush and cash equivalents

Carrying value opproximaied fair volue because of'the short niatunity of the instruments.

Derivative assets and liabilities

Derivative assels and liabilities include the foreign cumency exchange contracts discussed jn Note 3. Fair value and carrying value wene tte same
because the contracts were recorded at fair vatue. The fair values of the foreign currency contracts were caleulated as the difference between the applicable
forward foreipn exchange rates at the reponting date and the contracted foreign exchange rates multiplicd by the contmeted notional amounts. Sce the table
that follews the [inancial instrument descriptions for the reporied fair values ol derivative assels and liabilitics.

Long-term investmenis

Long-lerm investments included the mutval fund assets the Company held to fund a portion ol i1s deferred compensation liabilities and all of its non-
qualificd supplemental executive defined contribution obligations {see the defined contribution plans section of Note 13). Fair value and camying value
were the same because the mutual fund assels were recorded at fair value in accordanee with the FASB's fair value option guidance. Fair values lor the mutual
funds were calculated wsing the published market price per unit at the reponting date multiplied by the aumber of units held at the reporting date. See the
table that follows the financial instrument descriptions for the reported fair value of long-erm investments,

Dchrobligations

The fair value of debt with original maturities greater than onc ycar comprised the combined presemt values of scheduled principal and interest
payments for cach of the various loans, individually discounted at rates equivalent ta those which eould be obtained by the Company for new debt issues
with durations cqual 10 the avemge life to maturity of each loan, The fair values of the remaining Company debt obligations approximated their carrying
values due 10 the shon-term nature of the debt. The Company’'s fair value measurcments for debt fall in level 2 of the fair value hierarchy.

At December 31, 2018 and 2017, the fair values and related camying values of debt, including currem malunties, were as foliows {the fair value and

camying valuc nmounis are presented without regard 1o unamenized debt issuance costs of $978,000, and $987,000 as of December 31, 2018 and 2017,
respectively):

(in thousandrs} December 31

2018 2017
Fair value S 174,119 5 293272
Carrying valug 277,058 291,786
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The lollowing tables present financial assets and liabilities measured on a recurring basis at fair value as of December 31, 2018 and 2017, and the levet
within the fair valug hierarchy in which the fair value measurement falls:

December
(in thousands) 2018 Level I Level 2 Leveld
Mutual fund assets s 15082 § 25082 S — 3 _—
Derivalive asscls:

Forcign curmency contracts 185 — i85 —
Toral asscts at foir value $ 25267 § 25082 § 185 5§ —
Denvative liabilities:

Foreign currency contracts 5 10§ — § 18 S —
Total liabilities at (air value 5 10 $ — 3 16 § —

Deccember
(in thunaunds) 2017 Level | Level 2 Level 3
Mutual fund assets S 28270 § 28,270 § — S —
Derivative assets:

Foreign cummency contracts 335 — 135 _
Total assets at fair value $ 28605 S 28270 § 335 5 ~—
Derivative linbilities:

Foreign cumrency contracls $ 94 § — 3 94 8 —
Total liabilities ot fair value N 94 5 — 3 94 5 —

3. Derivative Instruments

The Company is cxposed 1o ceftoin risks relating Lo its ongoing business operations. The primary risk managed by the use of derivative instruments is
forcign cumency exchange risk. The Company holds forward forcign cumency exchange contracis that are not designated as any type of accounting hedge as
defined by U.S. genemally accepted aceounting principles. The Company uscs these contmcts to manage its exposure to exchange rate fluctuations on cerain
Company subsidiary cash, accounts receivable, accounts payable and other obligation balances that are denominated in currencies other than the entities”
functiona! currencies. The forward foreign exchange contracts are recognized on the balance sheet as either an asset or a liability measured ot fair value. Gains
ond tosses anising from recording the foreign exchange contracts at fair value arc reported in camings os offsets to the losses and gains reported in camings
arising from the re-measurement of 1he receivable and payable balances into the applicable functional cumencies. At December 31, 2018 and 2017, the
Compony had open forward foreign currency exchange contracts, all with durations of one to three months, to buy or sell forcign cumencies with a U.S. dollar

equivalent of$28,870,081 and $41,196.629 . respectively.

The fair valucs of the derivative instruments held by the Company on December 31, 2018, and Becember 31, 2017, are disclosed in Note 2. Detivative
instrument gains and losses for the ycars ended December 31, 2018, 2017 and 2016, were immaterial. For amounts reclassified out of ACCI into comings for
the years cnded December31,2018,2017 and 2016. sce Note 19,
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4. Goodwill and Other Intangible Asscts

The changes in the camrying value of goodwill for the ycars ended December 31,2018 and 2017, were as follows:

Surlactanmis Pulymer Spccially Prodecis
(Ir thousunds) Scymeni Sepmenl Scpment Tolal
2018 2017 2018 017 1018 2017 2014 2017
Balance as of January 1
Goodwll §$ 22627 3 220958 § 5475 § 5334 S 483 § 481 § 28585 § 28775
Accumulaicd impairment loss {3467} (3467) —— — - — (3467) (3.467)
Goodwill, net 19,160 19491 5478 5,334 483 483 25,118 25,308
Goodwill acquired — — — — — — —_ —
Goodwill measurement period adjusiment (2} — (120) — — — — — (120)
Forcign currency translation (2,106) (211 (58) 141 — -— (2,163) (70)
Balance as ol December 31
Goodwill 20,521 22,627 5417 5,475 483 483 26421 28,585
Accumulated impaiment loss (3,467) {1.467) —_ — — — {3.467) {3.467)
Goodwill. net $ 17054 S 19,160 $ 5417 § 5475 % 483§ 483 § 225954 § 25118

tu)  Ser Mote 20 for information regarding the goodwill acquired in a business combinalion.

The Company tests its goodwill balances for impairment in the second quaner of cach calendar year. The 2018 and 2017 1osis indicoted no
impairment.

The following table presents the componenls of other intangible ossets, all of which have finite lives, as of December 31, 2018 and 2017, The year-
over-ycar changes in gross carmying values mainly resulted from the eflects of foreign currency trnslation.

Accumulned

{In thowsands} Gross Carrying Value Amontization
December 31 December 31
2018 2017 201% 2017
Other Intangible Assets:
Paienis 5 6,947 % 6947 § 4492 % 3.893
Noa-compele agrecments 387 s 453 173 % t13
Trademarks 3.800 ; 4,087 1,929 1,870
Customer lists 10,750 12,150 4,356 4,299
Supply contrct 2,113 2476 1.189 774
Know-how (a) 7,900 8,043 5514 4,669
Total $ 31897 3 314,156 § 17,653 S 15,618

tn) Know-how includes intellectual propery rights covering proprictary information, wrien formulac. trade scerets ar secret processes, inventions ond developmental products
{whetlicr patentable or not), discoverics, inpravemenls, compositions, manufocuring precesses, inanuals, specifications and technical dara

Agprepate amortization expense for the ycars ended December 31, 2018, 2017 and 2016, was $3,470,000, $3.711.000, and $2.845,000,
respectively. Estimated amortizatien expense for sdentiliable intangibles assets for each of the five succeeding fiscal years is as lollows:

{In thoiwandsi

Foryearended 12/31719 § 3A28
For ycarended 12/31/20 3,296
For vear ended 12/31/21 1,967
For year ended 12/31/22 1,321
For year ended 12/31/23 1,321
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$. Invemories
.

The compaosition of inventories was as follows:

December 31
fln thouxgnids) 2018 2017
Finished products s 141900 § 117,529
Raw materials 58,265 55,219
Total invenkories by 200,165 S 172,748

Inveniories are primarily priced using the last-in, first-out (LIFO) inventory valualion methed. If the first-in, firstoutl (FIFO) inventory valuation
method had been used for all inventories, inventory balances would have been approximately $31.363.000 and $33.518.000 higher than reported at
December 31,2018 and 2017, respectively.

6. Debt
Debt comprised the following at December 31,2018 and 2017:

Maruriry December 31, Drecember 31,
{in thousauds) Daics 2018 2017
Unsecured privaie placement notes
3.95% (nct of unamonized debt issuance cost of $360 and
$346 for 2018 and 2017, respectively) 2021-2027 $ 99,640 § 99.654
3.86% (nct of unamonized debt issuunce cost o $347 and
$343 for 2018 and 2017, respectively) 2019-2025 99,653 99,657
4.86% (net of unamortized debt issuance cost of $186 and
$191 for201% and 2017, respectively) 2013-2023 46,243 55.523
5.88% (nct ofunamonized deblt issuance cost of $85 and
$95 for 2018 and 2017, respeciively) 1018-2022 22,7172 28 ATH
5.69% (net of unamortized debt issuznce cost of S0 and
$12 for 20118 and 2017, respectively) 2018 — 5,703
Debt of foreign subsidianies
Unsecured bank debt, foreign cumency 2019 7,772 1,786
Total debt 5 276,080 S 290,799
Less curment maturitics 37,058 22,500
Long-term debt 5 239,022 3§ 268,299

The majorily of the Company’s long-term debt fingncing is composed of unsecured private placement noles issucd to insurance companies, totaling
$269.286.000 as of December 31, 2018, These notes are denominated in U.S. dollars and have fixed interest rates mnging from 3.86 pereent 1o 5.88
percent. The noles had original matuntics of 12 years with mandatory amontization of principnl beginning six years afler issuance, The Company will be
required to make amorization payments on the currently outstanding notes from 2019 10 2027,

On January 30, 2018, the Company entered into a five year commitled $350,000,000 multi-currency revolving credit facility that matures on January
30, 2023 with a syndicale of banks. This credit facility replaced the Company's prior $125,000,000 credit cgreement, The Company’s outstanding Note
Purchase Agrcemenis were amended effective January 30, 2018 (0 make ccriain covenanis consisient with those included in the revolving credit
agreement. The Company maintains standby letiers of credit under its workers' compensation insurance agreements and for other purposes, as needed from
titne 1o time, which are issucd under the revolving credit agrecment. On December 31, 2018, the Company had outstanding letters of credit of $4,725.000 and
no borrowings under the revolving credit ngreement with $345.275,000 remaining available.

Loans under the credit agreement may be incumed, at the discretion of the Company, with tenus to maturity of one to six months. The Company may
choose from two inlerest rate aptions: (1) LIBOR applicable 1o cach cumency pius spreads ranging from 1.25 percent to 1,875 percent, depending on the
Company’s net leverage ratio, or (2} the prime mie plug 0.25 percent 1o 0.875 percent, depending on the Company's net leverage ratio. The credit agreement
requires the Company 1o pay a commitment fee ranging from 0.15 percent 10 0.325 percent per annum, which also depends on the Company’s net leverge
ratio. The credit ugreement requires Lhe maintenance of centain financial mtios and compliance with cenain other covenants that are similar to the Company’s
cxisting debt
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apreements, including net worth, interest coverage and leverage [inancial covenants and limitations on restricted payments, indebtedness and ficns.

In addition to the unsecuted private placement notes and the revolving eredit facility, the Companys foreign subsidiaries had 87,772,000 of
unsccured debt at December 31, 2018,

The Company's loan agreements in the U.S. and Philippines contain provisions, which, among others, require maintenance ol centain financial ratios
and place limitations on additional debt, investments and payment of dividends. Based on the loan agreement provisions that place limitations on dividend
paymerts, unresiricled retained camings (i.c., retained eamings available for dividend distribution) were $190,442,000 and §190,495,000 at December 31,
201R.and 2017, respectively.

Debt at December 31, 2018, matures as follows: $37,058,000 in 2019; 529,286,000 in 2020; $43,572.000 in 2021; $43,573,000 in 2022;
$37,857.000 in 2023 and 585,712,000 afier 2023. Debt maturing in 2019 includes $29,286,000 of schedtled repayments under long-lenn debt agreements
and §7,772.000 of debt of foreign subsidiades under shon-term working capital loans. These shori<term loan agreements are toutincly rencewed, but could be
supplemented orreplaced, if necessary, by the Company's $350,000,000 revolving credit agreement entered into on January 30,2018,

Nel interest expense for the years ended December 31,2018, 2017 and 2016, compriscd the following:

{in thouxands) 1013 Mok 1010
Inlerest expense S 133600 § 14428 S 15240
Interest income (1.829) (2,075) (1.247)
11,531 12,353 13,993
Capitalized interest {760) {909) {788)
Interest expense, net 5 10,771 § [ 1,444 § 13.205

7. Leased Praperties

The Company leases certain property and cquipment (primarily transportation cquipment, buildings and land) under operating leases, which are
denominated in local currencies. Total rental expense was 510,455,000, 510,807,000, and $8,595,000 in 2018, 2017 and 2016, respectively.

Consolidated Company minimum fulure rental payments under operating leases with initial or rernaining noncancelablc lease terms in excess of ane
yearas of December 31,201 &, are:

(ln thousandx}

Year

2019 5 9,740
2020 8294
202 6,027
2022 5242
2023 4,101
Subsequent to 2023 16,593
Total minimum filure rental paymenis s 49.997

8. Other, Net
Other, net in the consolidated statements of income included the following for the years ended December 31,2018, 2017 and 2016:

fiu theusands) 261% 2017 20t
Foreign exchange pains {losses) ] 1,902 § (646) 3§ {14
[nvestment income 1,554 989 690
Realized and unrealized pains{losses) on invesiments i2,966) 4,178 152
Nel periodic beneftt cost {1.215) {1.035) (1,637}
Otiier, net 5 {725) § 34386 % (809}
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Based on requirements of ASU No. 2417-07, Compensation-Retirement Benefits (Topic 715): Improving the Presentation of Net Periodic Peasion
Cost and Net Periodic Postretirement Benefir Cost, the Company reclassified Net periadic benefit cost outside of income from operations for the prior year
penods to conform with the 2018 presentation. Sce Note 13 for more details for the components of Net periedic benefit cost.

9. Income Taxes

The provisions for taxes on income and the related income before taxes for the years ended December 31,2018, 2017 and 2016, were as [ollows:

fIn theusands) 2018 2017 el6
Taxes on Inceme
Federal
Current s {296) % 32299 8§ 18,811
Deferred 9.314 (1.744) (3.192)
State
Current 2,095 1,764 2273
Deferred 1,892 192 (1,171)
Foreign
Curment 14510 13,077 14,960
Delerred {342) 2.102 (4.063)
Tortal s 27073 % 47.690 § 27618
Income before Taxes
Domestic S 88,522 3% 72,662 S 04,675
Foreign 51,401 66,575 49,141
Total s 139,923 % 139,237 S 113816
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The variations between the effective and statutory U.S. federl income 1ax rates are summarized as follows:

1018 017 2016

{in thausands) Amount % Amnunt % Amauny 1
Federal income tax provision at stalutory tax rate b 29384 e s 48,733 50 S 39,8316 350
State income tax provision, less applicable federnl
tax benefil 3,150 23 1,271 09 T16 0.6
Foreign income toxed nt different rates 864 0.6 (8,075} (5.8) {6,325) (3.6)
U.S. taxation of foreign camings(o) 2348 1.7 (1,054} (0.8) 14 —
Unrecognized tax benefits (460) (0.3) 47 — Q) —
Domestic production activities deduction - — (1.339) (1.0} (1,633) {1.4)
Nontaxablc foreign interest income (1,179} (0.8) {2,073) (1.5) (2,030) (1.8)
U.S. tax reform, net impact(b) (375) 0.3) 14,807 [0.7 — —
Change in accounting methods{c) (3,383) {2.4) (893} (0.6} — —
Stock based compensation, excess lax benefits(d} {1.648) (1.2) (2.254) (1.6) (1.878) (1.7)
U.S. tax credits (1,324} 0.9) {1,204) (0.9} (1,100) (1.0)
Non-deductible expenscs and other items, net{c} (204) (03) (182) (0.1} {5} 0.2

Total income tax provision 5 27,173 194 3§ 47.690 343 8 27,618 243

(o) Includes cost of global intangible low-axed income (GILT!)in 2018 and withholding taxcs paid on cash repatriated from foreign countries.

(b) Doesnot include state tax impacts, which are included in state income tax provision, less applicable federal 1ax benefit.

(¢} For2018, amount represents the federal tax rate change due to cerlain accounting methods thal were adopled on the 2017 federal income tax relum. For
2017, amount represents an accounting method chenge for depreciation.

{d) Excess tax benefits related 10 employce share-based payment transactions recognized in 2018, 2017 and 2016 resulting from the adoption of ASU No,
2016-9,

(e) Certain 2016 aimounts hove been reclassified to conform to the 2017 and 2018 presentation.

On December 22, 2017, the U.S. govemment enacted the Tax Act, which was comprehensive tax legislation. The Tax Act made broad and complex
changes to the U.S. tax code that affect the Company's income tax provision for 208 including, but not limited to: (1} a teduction of the U.S. federl
corporale income tax mte; (2) a general climination of U.S. federal income taxes an dividends from forcign subsidiaries; (3) a new provision designed 1o tax
global intangible low-axed income, which allows for the possibility of using foreign 1ax credits (FTCs) and a deduction of up to 50 pereent to offset the
income Lax liability (subject to some limitations); (4) the creation afthe basc erosion anti-abuse 16x (BEAT). & new minimum tax; (5) limitations on the use of
FTCs 10 reduce the U.S. income 1ax liability; (6) limitations on net operating losses (NOLs) generuied after December 31, 2017, to 80 percent of tazable
income; (7) 2 new limitation on deductible interest expense; (8) the climination of the corporaie aliemative minimum tax; (9) the repeal of the domestic
preduction activity deduction; and (10) limitations on the deductibility of certain executive compensation.

The Tax Act cstablished new tax laws that aflected the Company’s income tax provision for 2017, including, bul not limited 1o0: (1) a one-time
transition 12x (Transition Tax) on certain unrepatriated camings of loreign subsidiarics that is payable over cight years and {2) benus depreciation that will
allow for full expensing of quolified property.

The Secunities and Exchange Commission staff issucd SAB 118, which provides puidance on accounting for the tax cflcets of the Tax Act. SAB 118
allows a company to record a2 provisional amount when it does not have the necessary information available, prepared, or analyzed in reasonable delail to
complete its accounting for the change in the tax law. The measuremient period ends when a company has obtained, prepared and analyzed the information
necessary to finalize its accounting, but cannot extend beyond one year.

During 2018, we examined the Tax Act changes discussed abave and completed our analysis. As such, we were able lo make reasonable estimates of
the clfects of the changes and consider our accounting for the income tax cffects of cenain elements of the Tax Act complete in ail material respects as
discussed immediately below.

Decmed Repatriation Transition Tax: The Transition Tax is a tax on previously uniaxed accumulated and current eamings and profits of our foreign
subsidiarics. We were able 1o reasonably estimate the Transition Tax and recorded a provisional Transition Tax obligation of $19.4 million, with a
corresponding adjustment of $19.4 million Lo income tax expense for the year ended December
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31.2017. On the basis of revised camings and prolits computations that were completed, we recognized a favorable measurement-peried adjustment of $0.4
million to the Transition Tax obligation, with a comresponding favorable adjustment of $0.4 million to income (ax expense during 2018, The cffeet of the
measurement-period adjusiment on the 2018 eflfective tax rate was a reduction of approximately 0.3 percent, The Transition Tax, the accounting for which
has row been detennined to be materially complete, resulied in recording a total Transition Tax obligation of $19.0 million, with a comrespending adjustment
o' $19.0 million 1o income tax expense. We cxpect another minor measurement-period Transition Tax adjustment to occur in 2019 upon finalization of the
camings end profils for some of our ngn-czlendar-year-end foreign subsidiaries. These foreign subsidiaries are non-calendar-year¢nd entities for U.S. federal
income lax purposes only.

Permanent Relovestment: Pupsuant to the Tax Act, the Company’s forcign camings have been subject to U.S. federa] taxes. The Company now has
the ability to repatriate to the U.S. parenl the cash associsted with these foreign camings with little additional U.S. federal taxes. This cash may, however, be
suhjcct to forcign incame and/or local country laxes if repatriated to the United States. In addition, repatriation of some foreign cash balances may be further
restricted by local laws. Duning the year, the Company completed analyzing ifs foreign capital structure and determined the amount of cash at its foreign
subsidiarics that can be repatriated to the United States with minimal additionn! taxes. In our analysis, the Company considered the future operting and
liquidity necds of the Company and its foreign subsidiades, while also considering the Company’s past assertion of indefinite reinvestment in its foreign
eamings. Bascd on this analysis, the Company repatriated approximately $100.0 million to the U.S. parent and recorded $1.8 million of additional income
tax expense in 2018 as o result of (he repatriation. The cffect of the adjustment on the 2018 chective 1x rate was an increase of approximately 1.3
percent. With regard to the cash remaining at the Company’s foreign subsidiaries after the repatriation, the Company maintains its asscrtion of indefinite
reinvesiment in its foreign ecamings.

Reduction of U.S. federal corporate tax rate: The Tax Act reduced the corporate tax rate 1o 21 percent, ¢fMective January 1, 2018, We were able 10
reasonably estimate the impact 1o our deferred tax asseis and liabilities and recorded a provisional net lavorable adjustment of $4.5 million for the year ended
December 31, 2017, On the basis of mvised temporary differences that were completed during 2018 due to tax accounling method changes and other
accelerated deductions, we recognized 8 [avorable measurement-period adjustment of $5.2 million, The effect of the measuremeni-period adjusiment on the
2018 cMective 1ax rate was a reduction ol approximately 3.7 percent. The reduction of the U.S. federal corporate tax rate, which has now been determined 1o
be complete, resulled in recording a total defemred income tax benefit 0£$9.7 million as a result of revaluing the Company s deferred tax assets and lisbilitics,

Cost recovery: The Company is able 1o claim bonus depreciation Lo aceclernie the expensing of the cost of cerlain yualified property acquired and
placed in service afier September 27, 2017 and before January 1,2024. For the {irst five-year period (through 2022), the Company can deduct 100 percent of
the cost of qualified propenty. Starting in 2023, the additional bonus depreciation is pradually phased out by 20 percent cach vear through 2027,

We have completed the compurations necessary end completed an inventory of our 2018 expenditurcs for property that was placed in service in 2018
and that qualifics for immediate expensing. We reasonably estimate said expenditures to be approximately $11.5 million. As these expenditurs arc
temporary in nature, there was no impact Lo the cffective tax rte. We also completed the computations necessary ond completed an invenlory of our 2017
expenditures for property that was placed into service frem September 28, 2017 through December 31, 2017 and that qualified for immediate cxpensing. We
concluded the impact of the true-up adjustment from this analysis, which has now been determined 1o be complete, was immaterial.

Veluation altownnces: The Company must assess whether valuation allowances assessments are affected by various aspects of the Tax Act (c.g., GILTI
inclusions and new catcgories of foreign 1ax credils), The Tax Act did nol resull in any additional valuation allowances for the Company.

GILTI: The Tax Act requires the Company Lo include certain income (GILTI) ol its foreign subsidiaries in gross income. The amount of this inclusion
is determined under complex rules, and depends, in par, on the character of income camed by the foreign subsidiaries, the tax bases of those subsidiarics®
assels and the amount of centain inlerest expenses.

Under GAAPR, we are allowed 10 make an accounting policy choice of cither (1) treating 1axes due on future income inclusions related to GILTI as a
current-period expense when incurred {the peried cost method) or (2} accounting for such amounts in measuring deferred toxes (the deferred method). Our
sclection of an accounting policy with respect to the new GILTI tax rules depended, in part, on analyzing our glabal income to determine whether we expect
1o have fure income inclusions related to GILTI and. if so, what the impact is expected to be. These determinations depended not only on our cument
structure and estimated future results of global operations but alse our intent and ability to modify our structure and/or our business. We determined to treat
taxcs due on future inceme inclusions related to GILTI as a cumrent-period expense, option (1) above. The current-period expense for 2018 was $0.6 mallion
which increased the 2018 effective tax ralc by approximately 0.4 percent. We did not make any adjustments related 10 any
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potentinl deferred tax labilities retated 10 GILTL in our financial statenents and have not recorded deferred tax liabtlities related 10 GILTI.

Deductibility of Executive Compensation: The Tax Act amended certain aspects of Section 162(m) of the Internal Revenue Code (Section 162{m)),
which gencrally disallows a tax deduction for annual compensation paid te “covered cmployces™ in excess of 81 miilien, including eliminating an exception
to the deduction limit for “qualificd perfformance-based compensation,” eflective for tax years beginning afler December 31, 2017,

The Tax Acl provides for a grandfather provision, purshant 10 which remuneration that is provided pursuant to a written binding contract in effect on
Naovember 2, 2017, and which has not been modified in any material respect on or afier that date, will not be subject (o the amendments made to Scclion
162(m) by 1he Tax Act and will remain eligible for deduction as qualified performance-based compensation. We completed our evalualion of our existing
compensalion amngements 1o detcrmine whelher any amounts payabie 1o our Section 162{m) covered employees qualified under the grandfather provisien.
We determined that cerain of these amangements constitute qualified performance-based compensation under Scction 162(m) and qualify under the
prandfather provision. As a result, for compensalion not ye1 paid orincurred related 1o services performed before January 1, 2018, to the cxtent nvailable, we
continucd to treat this compensation as “‘qualified performance-based compensalion™ that is grandfathered under the Tax Acl which is deductible
compensation. For scrvices rendered after Januory 1, 2018, we recognized an unfavorable adjustment of $0.5 million in 2018. The cfiect of the adjustment
on the 2018 effective rax rate was an increasc of approximatcly 0.3 percent.

Other Miscellancous Tax Amendments of the Tax Act: The Tax Act’s other amendments including the creation of BEAT, a new minimum tax;
limitations an the use of foreign tax credits (FTCs) lo reduce the U.S, income tax liability; limitations on NOLs generated after December 31, 2017, 1o 80
percent of taxable income; and a new limitation on deductible intercst expense were determined by the Company 10 be ¢ithernot applicable or immateral for
2018, Such tax amendments, however. may be subjecl to adjustment in subsequent periads in accordance with future interpretive guidance issued by the
Internal Revenue Service (IRS), or may become material in prospective 1ax years. We conlinue to work with our tox advisors to delermine such future
impacts.

Al December 31. 2018 and 2017, the 1ax eflects of significan! lemporary difTerences representing deferred tax assefs and liabilities were as follows:

fln thousands) 2018 2017
Deferred Tax Liabilities:
Depreciation S (57.665) S (51,244)
Unrealized foreign exchange loss (980) (7349)
Amortization of intangibles (1,018) (1.420)
Inventories (725) —
Other (301) {646)
5 (60,687) S (54.044)
Deferred Tax Assets:
Pensions s 7971 s 7.884
Deferred revenue 208 232
Other accruals and reserves 13,123 13,660
[nvenlories - 1,182
Legal and envirenmental accruals 7,143 7243
Deferred compensation 14,214 15,402
Bad debt and rebale reserves 2,916 2865
Non-U.S. subsidiarics nct operating loss carmyforwards 3869 2,657
Tax credit carryforwords 2,141 1.851
b} 51,585 S 52976
Valuation Allowance s (3, 701) S {2,255)
Net Peferred Tox Liabilities S (12.803) S (3.323)

Reconcilintiop to Consolidated Balance Sheet:
Non-curment deferred tax asscis (in other non-cumeni

assels) 5,869 7.639
Non-current deferred tax liabilities (18.672) {10.962)
Net Deferred Tax (Liabilities) Assets 5 (12803} § (3.323)
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Esmings penerated by a foreign subsidiary are presumied fo ultimately be transferred to the parent company. Therefore. the establishment of deferred
raxes may be required with respect to the excess of the investment value for financial reporting aver the 1ax basis of investments in those foreign subsidiaries
(also referred 1o us book-over-ax oulside basis differences). A company may overcome this presumption and forgo recording a deferred tax lizbility in its
financial statements if it can assen that management has the intent and abitity to indefinitely reinvest the carnings of its forcign substdiaries. Prior to the year
ended December 31, 2017, the Company has not provided deferred U.S., forcign or local income taxes on the book-over4ax outside basis diffcrences ol ts
forcign subsidiaries because such excess has been considered to be indefinitely reinvested in the local country businesses. As discussed above, the Company
recorded $19.0 million in income tax expense, representing U.S. federal and state 1axces incurred pursuant to the deemed repaririation ol its foreign subsidiary
eamings under the Tax Act in it consolidated stolement of operations for the year ended December 31, 2017 and adjusted for the year ended December 31,
2018. In 2018, the Company rpatriated approximately $100.0 million to the U.S. parcnt, and recorded $1.8 million of additional income tax expense in
20138 as a result of the repatriation. The effect of the adjustment on the 2018 effective tax rale was an increase of approximately 1.3 percent. With regard 1o
the cash remaining at the Company's foreign subsidiaries afler the repatriation, the Company maintains its assertion of indefinite reinvesiment in its loreign
camings. Al this time, the determination of deferred tax liobilitics on this amount is nol practiczble.

The Company has non-U.S. tax loss cammyforwards of $14,901,000 (pretax) as of December 31, 2018, and $10,352,000 as of December 31. 2017, that
are available for use by the Company beiween 2019 and 2038. The Company has tax eredit camyforwards of 52,141,000 as of December 31, 2048, and
$1,851,000 as of December 31, 2017 that are available for use by the Company between 2019 and 2028,

At December 31, 2018, the Company had valuation aliowances of $3,701,000. which were attributable to deferred tax assets in Canada, China, India,
the Philippines and Singapore. The realization of deferred tax asscts is dependent on the generation of sufficient laxable income in the appropriate 1ax
junsdictions. The Campany belicves that it is more likely than not that the related deferred tax assets will not be realized.

As of December 31, 2018 and 2017, unrccognized tax bencfits totaled $168.000 and $1,927,000, respectively. The amouni of unrecognized tax
benefits that, il recognized, would favomably aflect the Company's effective income tax rate in any future periods, net of the fedem] benefit on state issues,
was approximately 3162000, $1,917,000 and 51,921,000 at December 31, 2018, 2017 and 2016, respectively. The Company does not believe that the
amount of unrecognized tax benefits related to its current uncenain lax positions will change significantly over the next 12 months.

The Company recognizes accrued interest and penalties related 1o unrecognized tax benefits as income lax expense. In 2018, the Company
recognized nct interest and penaity income o $26,000 compared 1o $3,000 of net interest and penalty expense in 2017 and $9,000 of net interest and penalty
expense in 2016, At December 31, 2018 the liability for interest and penalties was $30,000 compared to 556,000 at December 31, 2017

The Company files income tax retums in the U.S, federa! jurisdiction and various states and foreign jurisdietions. The Company is not subject 10 US.
federal income tax examinations by tax authorities for years before 2015, Some foreign jurisdictions und various U.S. states jurisdictions may be subject 10
examination back 1o 2012,

During 2016, the Intemal Revenue Service started its audit of the 2011 and 2012 1ax years. As of December 31, 2018, these audits were cffectively
seltled. As such, the Company reversed an unrecognized tax benefit of $1.5 million that was offset with o corresponding reversal of 1.3 million related to an

income tax refund receiveble for which the Company is no longer entitled Lo receive,

Below are reconciliations of the January | and December 31 balances of unrecognized tax benefils for 2018, 2017 and 2016:

{In thousands) 1018 2017 2014
Unrecognized tax benelits, opening bulance s 1,927 § 1,931 % 1,958
Gross increases — lax pasitions in prior period 29 — -
Gross increases — curment period (ax positions 26 20 35
Foreign currency translation 1 69 (43}
Settlemem (1,526) — —
Lapse of statute of limitations {289) {93) (19)
Unrccognized tax benefits, ending balance b 168 3 1.927 5 1.93]
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1. Stockholders® Equity

At December 31, 2018 and 2017, treasury stock consisted of 3,803,043 shares and 3,561.509 shares of common stock, respectively. During 2018,
165,679 shares of Company common stock were purchased in the open market and 40,304 shares of Company common stock were purchased from Company
Retirement Plans. In addition. 43,961 shares were received 1o settle employees’ minimum statutory withholding taxes related to performance steck zwards,
exercised SARs and deflerred compensation distribulions. Also, 8,410 shares of weasury stock were distributed to panicipams under tne Company's deferred
compensation plan.

I1. Stock-based Compensation

On December 31, 2018. the Company had stock options and stock awards ouistanding under its 2006 Incentive Compensation Plan (2006 Plan) and
stock options, stock awards and SARs under its 2011 Incentive Compensatien Plan (2011 Plan). Stock optians, stock awords and SARs are currently granted
to Company cxccutives and other key employees. No further options or awards may be granted under the 2006 Plan. The 2¢11 Plan authorized the award ol
2,600,600 shares of the Company s common stock for stock options, SARs and stock awards. At December 31, 2014, there wene 665,374 shares available for
grant under the 2011 Plan.

Compensation cxpensc recorded in the conselidated statements of income for all plans was $6,837,000, $7,151,000. and $12 618,000 for the years
ended December 31, 2018, 2017 and 2016, respectively. The deercase in stock-based compensation in 2018 versus 2017 was primarily due 1o the deerease in
compensation related to cash-settled SARs. Due to a $4.97 decrease in the market value of Company commen stock from $78.97 at December 31, 2017 1o
$74.00 a1 December 31, 2018, the fhir value of SARs decreased, resulting in a decrease of the Company's SARs liability. In 2017, the market value of
Company common stock decrvased 32.51 from $81.48 in 2016 10 $78.97 in 2017, resulting in a deetcase of the Company's SARs liability.

The total income tax benefit recognized in the income statement for share-based compensation amangements was $1.849.000, $2.980.124, and
$4,761.,000 forthe years ended December 31,2018, 2017 and 2016, respectively.

Stock Cprions

Under all plans, stock opilion awards are granted with an cxercise price cqual 1o Ihe market price of the Compony’s stock at the date of grant. The
market price is defined and calculated as the overage of the opening and closing prices for Company common stock on the grant datc as reported in the New
York Stock Exchange — Composite Transactions. Stock option awards granted prior to 2017 cliff vest after two years. Stock options granted in 2017 and
2018 have a three-ycar graded vesting feature, with onc-thind of the awards vesting cach year, The Company has clected the strmight-line method of expensc

attribution for the stock options with graded vesting feature. These oplions have 8- te 10-year contractual terms. The fair value of cach option award was
estimated on the date of grant using the Black-Scholes option valuation model incotporating the weighted-average assumptions neted in the following
1able. Expected volatility 1s based on the historical velalilily of the Company s stock. The Company also uses historical data to estimate the expected term
of eptions granted. The risk-free rale is the U.S. Treasury note rate that comesponds to the expected option term at the date of grant. The following are the
weighted-average assumptions used Lo calculate the grani<date fair values of stock option awards granted in the ycars ended Decernber 31, 2018, 2017 and
2016;

For the Years Cnded Decemnber 31

2018 2017 2016
Expecied dividend yield 134% 1.39% 1.45%
Expected volatility 2741% 30.01% 35.62%
Expected tenn 7.3 years 7.2 years 7.3 years
Risk-frec interest rate 2.88% - 222% 1.52%
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A summary of stock option activity for the year ended Deceinber 31, 2018 is presented below:

Weighted-
Average
Weiglhted- Remaining Agprepate
Average Contractual Intrinsic Value
Shares Excrcise Price Term {$000)
Options
Cutstanding at January 1,2018 391,805 & 52.09
Granted 77,038 73.08
Excreised 97471) 42.71
Forfeited (9.829) 61.79
QOutstunding at December31,2018 361,543 5R.83 673 8 ) 5485
Vested orcxpected to vest at Decemnber 31,2018 352.436 58.38 6.68 5.506
Exercisable at December 31,2018 268,545 53.17 6.05 5,592

The weighted-avernge grant-date fair values of options awarded during the years ended Dezember 31, 2018, 2017 and 2016, were $22.13, 824 .49, and
$14.70, respectively. The total intrinsic values of options cxercised during the years cnded December 31, 2018, 2017, and 2016 were 53,879,000,
$5,232,000, and $6,620,000, respeciively.

As ol December 31, 2018, the total unrecognized compensation cost for unvested stock aptions was $1,655,000. That cost is cxpected lo be
recognized over o weighted-average peniod of 1.7 years.

Cash received from siock option exercises under the Company's stock option plans for ke years ended December 31, 2018, 2017, and 2016 was
$4.163,000, $3.370,000, and 54,017,000, respectively. The actual tax benefit realized for the tax deductions from stock optian exercises totaled $548.000,

51,455,000, and 51,899,000 for the years ended December31.2018, 2017 and 2016, respectively.

Stock Awards

In2016,2017, and 2018, the Compuny granted stock awards under the 2011 Plan. Most Compuny stock awards ar¢ granted in the form of performance
swards. The performance stock awards vest only upon the Company’s achicvement of cenrin Board of Directors approved levels of financial performance by
the end of specified measurement periods. The number of Company shares of common stock ultimasely distributed, if any, is comtinpent upon the Company’s
actual financial performance altained by the end of the measurement period relative to the Board of Directors approved tangets. The fair value of perfonnance
stock awards equals the grant-date market price of the Company's comunon stock, discounted for the estimated amount of dividends that would not be
received duning the measurement period. Compensation expensc is recorded cach reponing psrod based on the probable number of awards that will
ultimately vest given the projecied level of financial performance. If at the end of the measurement period the performance objectives are not met, no
compensation cost is recognized and any compensation expense recorded in prior perieds is reversed, Periodically. the Company also granis siock awards
that have no performance conditions associated with their vesting. These stock awards vest based on the scrvice time cstablished for the given grant.

A summary of stock award activity for the year ended December 31, 2018, is presented below:

Weighled-Averupe

Grant
Date
Shores Fair Value
Stock Awands

Unvested at January 1,2018 169033 § 49.48
Grunted 54,055 72.06
Vested (19501} 41.88
Forteited (18.217) 53.05
Unvested at December 31,2018 85.370 73,65

The weighted-average prant-date fair values of stock awards granted during the years ended December 31,2018, 2017 and 2016, were $72.06.575.94.
and $41.81, respectively. As of December 31, 2018, underthe current Company assumption as to the
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number ol stock award shares that will vest at the measurement periods ended December 31, 20019 and 2020, there was 33,180,000 of unrecognized
compensation cost {for unvested stock awards. That cost is expecied to be recognized overa period of 1.7 years.

SA4Rs

At December 31, 2018, the Company had both cash-settled and Company slock-settled 5ARs outstanding. SARs granted prior to 2015 ure cash-
seitled, and SARs gronied olier 2014 are stock-settled. SARs granied prior 1o 2017 clilT vest after iwo years. SARs granted in 2017 and 2018 have a three-year
praded vesling feature, with onc-third of the awards vesting each year. The Company has elected the siraight-line method ol expensc attribution for the SARs
with graded vesting featurc. All SARs expire ten years from the grant date. Upon the exercise of o SARs award, a participant reeeives in cash (for cash-settled
5ARs) or Company common stock (for stock-settled SARs) an amount that cquals the excess of the fair market value of a share of Compeny commen stock at
the date of exercise over the fair market value of a share of Company common stock at the date of grant (the exercise price). Cash-setiled SARs are accounted
for as liabilitics that must be re-measured at fair value at the end of every reporting peniod until setilement, Compensation eapense for each reponting period
is based on the peried-to-peried change (or portion of the change, depending on the proportion of the vesting period that has been completed at the reporting
date) in the fair value of the SARs. Compensation cxpense for stock-seitled SARs is based con the grant-date value of the awards allocated over the
proportion of the vesting peried that has been completed at the reporting date. Because stock-setiled SARs are consideted equity insiruments, they are not re-
measuncd at fair value at the end of cach reporting period.

The following is a summary of SARs activily forthe year ended December 31,2018:

Weighted-
Average
Weiphted- Remapining Appregate
Average Contractual [nerinsic Value
Shares Lxercise Price Term ($000)
SARs
Cutstanding at January 1, 2018 6166530 % 5523
Granted 171,131 73.11
Exercised (117.942) 49.68
Forfeited (30,693) 63.66
Outstanding at December 31,2018 639,146 60.64 7.10 S 8.430

The weighted-average grant=date lnir values of SARS granted during the years 2018, 2017 and 2016 were $22.19, $24.90, and $14.69 , respectively.
The fair value for cach SARs award was estimated using the Black-Scholes valuation model incorpcrating the same assumplions s noted for stock options.

As of December 31, 2018 and 2017, the liability for cash-setiled SARs recorded on the consolidated balance sheet (non-current liabilities) was
$3,647,000 and $4.760.000, respectively. At December 31, 2018, there was §3.566,000 of total unrecognized compensation cost related to all unvested
SARs. That cost is to be recognized overa weighted-average period of 1.8 years,

In general, it is the Company’s policy 1o issue new shares of ils commion siock upon the exercise of siock options and stock-scitled SARs or the
vesting of stock awards.

12. Deferred Compensation

The Company sponsors deferred compensation plans that allow management employees to Jefer reeeipt of their annual bonuses and outside direclors
to defer receipt of their {ees until retirement, departure from the Company or as otherwise clecied. Compensation expense and the relaled delerred
compensalion obligation arc recorded when the underlying compensation is eamed. Over time, the deferred obligation may increase or decrease based on the
performance results of invesiment options chosen by the plan participants. The investment oplions include Company common stack and a linvied selection
of mutual funds. The Company maintains sufficient shares of wreasury stock to cover the equivalent number of shares that result from panticipants ¢lections of
the Company common stock investment option. As a mesult, the Company periodically purchases its common shares in the open market or in privale
transactions. The Company purchascs shares of the applicable mutual funds to fund the pertian of its deferred compensation liabilities tied to such
investments,

Same plan distributions may be made in cash or Company commnen stock al the option ef tae panicipant. Other plan disirtbulions can only be made
in Company common stock. For defermed compensation obligations that may be settled in cash or
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Company cotmmon stock at the option of the participant, the Company must record appreciation in the market values of the investment choices made by
panicipants as additienal compensalion expense.  Conversely, declines in the market values of the investiienl choices reduce compensation
expense. Increases and decreases of compensation expense that result from fluctuations in the underlying invesiments are recorded as par of operating
expenses in the conselidated siatements of income. The additional compensation cxpense or income resulling from the changes in the market values and
camings of the selected invesiment opuions was 52,329,000 income in 2018 and 54,857,000 and $16,805,000 expense in 2017 and 2016, respectively,
Contributing to lhe 2018 defcmed compensation income was a $4.97 per share decrease in the value of the Company’s common stock. The obligations that
must be scitled only in Company common stock are trealed as equity instruments: therefore, fluctuations in the market price of the underlying Company
stock do net affect comnings. The Company's deferred conpensation lability was $50451,000 and $58,915.000 al December 31, 2018 and 2017,
respeclively.

13. Postretirement Beneflt Plans
Defined Benefit Plans

The Company sponsors varjous funded qualified and unfunded non-qualilied defined benefit pension plans, the most significant of which caver
cmployees in the U.S. and UK. locations. The various U.S. defined benefit pension plans were amended during the years 2005-2008 Lo [reeze the plans by
slopping the accrual ol service benefits. The UK. defined benefit perision plan was [rozen in 2006, Benetits eamed Ihrough the frecze dates are available to
panicipants when they retire, in accordance with the temis of the plans. The Company established defined contribution plans to replace the fozen defined
benelit pension plans,

Obligations and Funded Status at December 31

tIn thousandsj Unlred States Unlted Kingdom

I0iR 2017 2018 2017
Change in benefit obligation
Benetit obligation at beginning of year s 171,358 % 162,727  § 24048 % 22,034
Interest cost 6,194 6,651 565 592
Actuaral (gain) loss (11,494) 9.109 {2,129) {156)
Benefits paid (7,464) (7,129) {1,255) (516)
Foreign exchange impact : — — (1.223) 2,094
Benue(i obligation at end of year S 158,594 § 171358 & 10,006 S 24,048
fire thosrsands) Unitcd States United Klngdom

2018 2017 2013 2017
Change In plar asseis
Fair value of plan asscts at beginning of year s 147,908 § 137092 8§ 24,168 8 20.336
Aclual retem {loss) on plan assets (11,558) 15,533 (1,583) 1,957
Employer contributions 5312 2442 494 365
Benelits paid (7,464) (7,129) {1,254) (516)
Forcign exchange impact — — (1.249) 2.026
Fair value of plar usscts at end of year 3 134,198 § 147908 § 0576 S 4,168
Over {Under) funded stutus ut end of ycar s (24,396) % {23.450) § 570 S 120

The ameounts recognized in the consolidoted balance sheets a1 December 31 consisted of

tin thousandy) United States United Kingdom

2018 2617 2018 2017
Non-current asset $ — 3 — s 570§ 120
Cument liability (302) (302) —_— —
Non-current liability (24,094) {23.148) — —
Ner amount recognized 5 (24,396) 3 {23,450} § 570§ 120
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The amounts recognized in accumulated other comprehensive income at December 3 | consisted oft

(i thousands) United States Unlted Kinpdom
2018 2017 2018 2017
Net actuanal loss 5 45334 % 39801 S 5849 S 5.743

Below is information for pension plans with projected benelit obligalions in excess of ptan nssets at December 31:

{In thousandsi United States United Kinpdom

2018 2017 2018 2017
Projected benefit obligation s 158,594 3 171,358 § — 5 —
Accumulated benefit obligation 158,594 171,358 — —
Fair value of plan asscts 134,198 147,908 — —

Components of Net Perlodic Benefit Cost and Other Amounts Recognized in Other Comprchensive Income

Net periodic benefit costs {or the years ended December 31, 2018, 2017 and 2016, were as letlows:

(In thousands) United Siates Unlied Kingdom

2018 2017 2016 1018 017 2016
Interest cost s 6,194 S 6,651 5 6934 § 565 S 592 § 733
LExpecled return on plan assets (9.284) (2,288) (9.012) (R85) (797) {900)
Amortization of' net actuarial loss R4 3.085 3.386 219 382 77
Net periodic bencfir cost 5 724 § 448 3 1308 § {101) S 177 § (90)

In the first quarter of 2018, the Company implemented ASU No. 2017-07, Compensation-Retirement Bencfits (Topic 715): Improving the Presentation
of Net Perindic Pension Cost and Net Periedic Postretirement Benefit Cosi, which amended the guidance for the presentation ol the components of nel
periodic cost in the income statemenl. The guidance requires the service cost component of net periodic benefit cost to be included in employee
compensation costs in the income statement and all other components elsewhere in the income statement outside of income from operations. The Company
docs not have a service componcenl of the net periedic benefil cost because the U.S. and UK. defined benefit plans are frozen. The other compenents of the
net periodic benelit ¢cost such as interest cost, amortization of the nel actuarial loss and expected retum on plan assets are included in the line item Other, net
wilhin Olher Income (Expense) seclion of the Income statement. See Note 8 for more details.

Other changes in plan assets and benefit obligations recognized in other comprehensive income for the years cnded December 31, 2018, 2017 and
2016, were as follows:

(I thausands) United States United Kingdom
2018 2017 1016 2018 1017 016

Net actuznal (gain) loss $ 9348 3 2864 S (I11,062) § 325 8 (1318) 8§ 3756
Amortization of net actuarial loss {3.814) (3.085) (3.386) (219) (382) (77}
Total recognized in other comprehensive

income $ 5534 3 (221} 3 (l4.448)} § 16 $ (L.700) § 3679
Total recognized in net periodic benefit .

cost and other comprehensive income S 6258 % 227 S5 (13,140) § 5 § (1.523) § 3.589

The estimated amounts that will be reclassifted from accumulated other comprchensive income into nel periodic benefit cost in 2019 are as follows;

Unhied United
{in thousands) Siales Kingdom
Nel actuarial loss s 2,609 § 244
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Estimated Furure Bencfit Payments

United United

{In thouxands) Siates Kingdom

2019 ) §,009 § 482
2020 8,443 487
2021 8,954 509
2022 9,438 553
2023 9,836 392
2024-2028 51,998 3,557

Assumptons
The weighted-average assumptions used to determine benefit obligations at December 31 were as follows:
United Statca Unlted Klogdom

2018 2017 1018 2017
Discount rate 4.30% 367% 2.80% 2.40%

The weighted-averge assumptiens used to detetmine net periodic benefit costs for years ended December 31 were as follows:

Lnited Srutes Uplted Kingdom
1018 2017 2016 1018 20117 2016
Discount rute 3.67% 4.17% 4,39% 140% 2.60% 4.00%
Expected long-term retumn on plan assets 6.75% 7.00% 7.00% 371% 377% 4.59%

In addition 1o the abave assumptiens, the Company uses o markel-retated value of asseis approach 1o calculate the cxpected retum on plan asscts
compenent of U.S. net periodic benefit cost. The market-related value equals the fair value of plan assets with five-year smoothing of assel gains or
losses. Asset gains ore subtracied or losses added in the following way: BO percent ol the prior year's gain or loss; 60 percent of the second preceding year's
gain or loss; 40 percent of the third preceding year's gain or loss; und 20 percent of the founh preceding year's gain or loss, Gains or losses far the wear are
calculated as the difference between the expected foir value ofassels and the actual fair value of assels. '

Investment Strategles and Policles
U.S. Plans

Plan assc¢ts are predominamly invested using a combination of aclive and passive investment sirategies. An investment management fimm hires and
menitors underlying investment management firms for cach asset category. Equily managers within each category cover a rnge of investment styles and
approaches, including bolh active and passive, and are combined in a way that conirols for capilalization. style biases, and country cxposure versus
benchmark indexes, while active managers focus primarily on stock selection 1o improve retums, fixed income managers scek o reduce the volatility of the
plan's funded siatus by matching the durajon with the plan’s liability while secking to improve retums through security selection, sector allocation and
yield curve management. Real eslale exposure is now calegorized within mid cap equity.

Risk is controlicd through diversificntion omong multiple assct categorics, managers, styles, and sccurities. The investment management firm
recammends asset allocations based on the time horizon available for investment, the nature ofthe plan cash flows and liabilities and other factors that affeet
risk tolerance. The assel ullocation targets ure approved by the Company's Plun Commitiee. Risk is further controlled both at the manager and assct calcgory
level by developing targets based on potential risk and potential investment returns.

Allawable investment categories include:

Equitics: Commen stocks of targe, medium, and small companics, including both U.S. and non-U.S. based companies. The long-temm target allocation
lor equitics, excluding Company stock. is approximaltely 59 pereent.

71




Fixed Income (Debt): Bonds or notes issued or guaranteed by the U.S. government, and to o lesser extent, by non-U.S. govemments, or by their
agencies or branches, mongage-backed securities, including collaterlized mongage obligations, corporate bonds, municipal bonds and dollar-denominaled
debit securities issucd in the U.S. by non-U.S. banks and corporations. A small percentage of the fixed income asse1s may be in debt securities that are below
investiment grade. The target allocation for fixed income is 30 percent.

Real Estaic: Public real estate funds using office, apaniment, industrial, relail and other propenty Lypes. In prior years Renl Estate investments were
reflected as a separate line item within the Muwal Funds category. Effective 2017, the majority of Real Estate assets have been removed from this category
and are currently being captured within the Equitics asscis category. This change was made by the Globat Indusiry Classification Standard (GICS} 1o berier
reflect the equity security features of Real Estate Investment Trusts (REITs).

Commeditics: In previous years, the retirement plans invested in Commodily funds that match the index using commodity-linked derivative
mstruments while sceking Lo enhance overll retumns through the use of fixed income securities. The retirement plan exited commoditics in 2017 because of
their high comelation to long term fixed income - they no longer provided the diversification benefit to the long term asset allocation optimizatien,

Employer Sccurities: The retirement plans alse hold shares of the Company’s conumon stock, which are purchased or sold by the trustee from time 1o
time, as directed by the Plan Committee. At the direction of the Plan Commitiee. the plans sold 43,930 common shares to the Company's ESOP trust on
February 21,2018, 23,471 shares to the Company on March 9, 2018 and 16,833 shares to the Company on August 8, 2018, In 2017, the plans sold 40,837
shares 1o the Company’s ESOP 1rust on February 21, 2017 and 18,827 shares 1o the Company on November 20, 2017. The arget allocatien for employer

securitics is 11 percent of plan asscts,

In addition to these primary investmeni types, excess cash may be invested in futures in order 1o efficiently achieve more fuily invested ponifolio
positions. Othenwise, a small number of investment managers make limited use of dervatives, including futures contracts, options on futures and interest rate
swaps in place of direct investment in sccuritics ro efficiently achicve equivalent market positions. Derivatives are not used ta leverage portfolios.

UK. Plan

The objective of the UK. defined benefit pension fund invesiment strategy is to maximize the long-term rate of retum on plan assets within a medium
level of risk in order to minimize the cost of providing pension benefits. To that end, the plan assels are invesled in an actively managed pooled fund of
funds thal diversifies its holdings among equily securities, debt securities, property and cash. Essentially, the plan is te hold equity instrumenis to back the
benefits of participants yet (o retire and bonds and cash to back cument pensioners. Although there are no formal target allocations for the plan assets, the
fund will gencrally be heavily invested in equily securities. Equity securities are selected from UK., European, U.S, and emerging mosket companies. Bonds
include UK and other countres’ government notes and corporate debt of U.K and non-U.K. companies. There are no specilic prohibited investments, but the
current managed lund will not allocale assets to derivatives or other [inancial hedging instruments. Plan trustees mect regulary with the fund manager to
assess the und's performance and to reassess invesiment straicgy. At December 31, 2018, the pension asset allocalion was 59 percent equitics, 31 percent
fixed income, stx percent insurance contracts, three percent real estote and one percent cash.

Included in plan assets arc insurance centracts purchased by the plan trustees to provide pension payments for specific retirees. bn past years, at the
time a plan panicipant retired, the plan trustee would periedically purchase insurmnce contracts to cover the future payments due the retiree. This practice is
no longer followed. The contmcts are revocable, and the related plan obligations arc not considered settled. Therefore, the plan assets and obligations include
the insured amounis.




Plan Assets
US. Plans

The Company’s assct aflocations for its U.S. pension plans at December 31,2018 and 2017, by asset category, were as {ollows:

December 31, 2018

{in thousands) level | lLevel 2 Level 3 Total
Cash and Cash Equivalents $ 4935 § — S — 5 4,935
Equity Secunities .
U.S. Eguities 34,751 — — 34,751
Non-U.S. Equities 27415 — — 27415
Employer Sccurities 22,063 — —_ 22,063
Totul Equitics 842129 — — 84,229
Fixed Income Sccuritics
U.S. Corporate Bonds — 29,659 — 29,659
U.S. Government and Agency Bonds 6,314 3,139 — 9,453
Other Bonds — 5,922 -— 5922
Total Fixed Income 6314 AR, 720 — 35034
Total 3 95478 § 38,720 § — § 134.198
December 31, 2017
{In thousandsi Level 1 Level 2 Level 3 Talal
Cash and Cush Equivalents s 4903} S — 5 - 8 4,903
Equity Securities
1.5, Equities 37,753 — —_ 37,753
Non-U.S. Equitics 31,581 47 —_ 31,628
Employer Sccuritics 30.197 — — 30,197
Total Equities 99,531 47 — 99,578
Fixed Income Securities
U.S. Corporate Bonds — 18,744 — 18,744
U.S. Govemment and Ageney Bonds 5,545 1,045 — 6.590
Other Bonds — 8.093 — 8.093
Totnl Fixed Income 5.545 17.882 — 43427
Total 3 109979 § 17929 § — 3 147.908

Plan Asset Valuation Methedology
Following is a descripticn of the valuation methodologies used for plan asscts measured a1 frir value,
Individual equily securities, including employer securities, are valued by Standard & Poor's Securities Evaluations as determined by quoted market

prices on the New York Stock Exchange or other active markets. Both market pricing and future zazh flow analysis may be used in the pricing process as
follows:

Level | ~ Equities represent the largest asset catcgory and are valued according Lo the exchange-quoted market prices of the underlying investments.
Level I fixed income securities are U.S. govermmen! sccurities and are valued according to qnosed prices fom aclive markets.

Level 2 — Fixed income invesiments without equivalent iding exchanges are valued primanly through a technique known as “future cash flow
approach™ which is based on what bondholders can reasonably expect to receive based upon 1n issuer’s current financial condition. Pricing analysts
prepare cash-flow forecasts and utilize one or two pricing models to arrive at an evaluated price. Evalunted bid modeling includes factors such as the
interest rate on the coupan, maturity, rating, cash flow projections and other factors.

Level 3 —no investments held duning 2018 or 2017 were categorized as Level 3.
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UK. Plan

The Company 's asset allocations for its U.K. pension plans a1 December 31, 2018 and 2017, by assct category, were as follows:

December 31, 2018

{In thousands) Level 1 Level 2 Level 3 Total
Cash s 085 S — 8 — 5 208
Equity Securitics

Pooled Pension Funds — 12,750 —_ 12,750
Fixed Income

Paoled Pension Funds — 6,378 _ 6,378
Real Estate

Pooled Pension Funds —_ — — —
[nsurance Contracts —_ — 1.243 1.243
Total $ 205 % 19.128 § 1.243  § 20576

December 31, 2017

I thausands) Level | Lovel 2 Level 3 Tetal
Cash s 745 S — 8 — 8 745
Equity Securities

Pooled Pension Funds — 14,127 — 14,127
Fixed Income

Pooled Pension Funds — 6952 —_ 6,952
Real Estate

Pooled Pension Funds — 646 — 646
Inserance Contracts — — 1,698 1.698
Total 3 745 8 21,725 § 1,698 § 24,168

Uniis of cach of the pocled funds are valued by (he frusiec based on quoted market prices of the underlying investments {the underiying assets arc
eitherexchanpe traded or have readily available markets).

Fair value changes within assel categories for which fair value measurements usc sipnificant unobscrvable inputs (Level 3) were as follows during
2017 and 2018:

{in thousands} Insurance Controcts
Fair value, December 31,2006 s 1,759
Sale procceds (benefit payments) (134)
Change in unrealized gain (84)
Forctgn cxchange impact 157
Fair value, December 31,2017 $ [,698
Sale proceeds (benefit payments) (129)
Chunge in unrealized gain {247)
Foretgn exchange impact {719
Fair value, December 31, 2018 1) 1,243

Long-term Rate of Return for Plan Assets
U.S. Plans

The ovenll cxpected long-temm rate of retum on assets of 6.75 percent that was used to develop the 2018 pension cxpense is based on plan asset
allocation, capital markets forecusts and cxpected benefits of active investment management. For fixed income, the cxpected retum is 4.79 percent. This
assumption includes the yield on the five-year zerocoupon US. Treasury bond as the base mate along with historical data from the U.S. Treasury vield
curve. For equities, the expected retum is 6,41 percent for U.S. and intemational equities. This retum is based on a blended average of three different

statistical models thot each tncorporates multiple factors including, for exampie, inflation, Gross Domestic Product and the Fed Funds Target Rate.
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The overall investment retum forecast reflects the target ailocations and the capnital markets forecasts for each asset category, plus a premium for active
asset management cxpected over the long-tem.

UK. Plan

The ovenall expected long-term retumn on plan assets is a weighted-average of the expected long-term retumns for cquity sccurities, debt securities and
other asses. The redemption yield at the measurement date on UK. govermment fixed interest bonds and the yicld on corporate bonds are used as proxies for
the retum on the debt portfolio. The retumns for cquities and propeny are estimated as a premium of 4.8 percent added 1o the risk-[ree rate. Cash is assumed Lo
have a long-temm reivm of 4.0 percent.

Other Defined Benefit Plans

Thc Company maintains funded and unfunded defined benefit plans in other foreign locations. The linbititics and cxpenses associated with these
plans, individually and collectively, are not material to the Company’s consolidated financial statements. Discount mtes for these plans are determined
based on local intercst rates and plan participant data.

Cash Flows

As a result of pension funding relicf included in the Highway and Transponation Funding Act of 2014, the Company does not expect 1o make any
2019 coniributions to the funded U.S. qualified defined benefit plans. The Company expects to contribute $301,000 in 2019 o the unfunded non-qualified
U.S. pension plans. The Company cxpects to contribute $476,000 to the UK. defined benefit plan in 2019,

Dsfiped Contribution Plans

The Company sponsors retirement savings defined contribution retirement plans that cover cligible U.S. and UK, cmployces. The Company's U.S
retirement plans include two qualified plans, onc of which is a 401(k) plan and one of which is an employce stock ownership plan, and onc non-qualified
supplemental cxecutive plan. Priorto 2018, the Company made proftt sharing contributions into the qualified retirement plans for its U.S. employees and in
2018 made profit shaning coniributions into the qualified retirement plans for U.S. employees and for certain non-US. cmployces.  Profit sharing
contributions were delcrmined using a formula applicd to Company camings. Profit sharing contributions for U.S. employees, who received the majerity of
profit sharing contributions, werc made partly in cash paid to the 401{k} plan and partly in Company common stock. Profit sharing contributions arc
allocated to panicipant accounts an the basis of patticipant base eamings. Effective January 1, 2018, the Company amended its US. 401(k) plan and its
profit sharing formula, which resulted in a higher potential contribution percentage 1o the U.S. 401(k) plan and a lewer potential profit sharing contribution
percentage relative to prior years,

Defined contribution expenses forthe Company's qualified defined contribution plans were as follows:

{ln thousands) 2418 2047 2016

Retircment contributions S 7617 § 1008 § 4,902

Profit sharing contributions 4,182 7.002 6,230
Total - 11.799 % 12,000 S 11.132

The Company has a rabbi 1rust 1o fund the obligations of its nonqualificd supplemenital executive defined contribution plans (supplemental plans).
The trust compnises vanious mutual fund investments selected by the panicipants of the supplemental plans. In accordance with the accounting guidance for
mbbi trust amangements, the assets of the trust and the obligations of the supplemental plans are reported on the Company's consolidated balance sheet. The
Company elected the fair valuc option for the mutual fund investment assets so that ofTseiting changes in the mutua! fund values and defined contribution
plan obligations would be recorded in camnings in the sume period. Therefore, the mutual funds are reported at fair value with any subsequent changes in fair
valuc recorded in the income statement. The supplemental plan liabilities increase {i.c., supplemental plan expense is recognized) when the value of the trust
asscts appreciates and decrease (i.c., supplemental plan income is recognized) when the valuc of the trust assets declines. At December 31, 2018 and 2017, the
trust assct bolances were 51,444,000 and $1,587,000, respectively, and the supplemental plan liability balances were $1,509,000 ond $1.661.000,
respectively. The differences berween the trust asset balances and the supplemental tiability balances were duc to estimated liabilities that were not funded
until alter the end of the year when the actual liabilities were detenmined.
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In nddition to the contributions described above, certain [oreign locations are required by law to make profit sharing contributions to cmployces based
an statulory formulas. For the years ended December 31, 2018, 2017 and 2016, the Company recognized $374,000, $398,000 and $290,000, respectively, of
statulory profit sharing expense.

14. Accrued Liabilities

The compasition of occrued liabilities was as follows:

December 31
In thousands) 2018 2017
Accrued payroll and benefits s £3,782 % 58,877
Accrued customer rebates 24,833 16,729
heracerued liabilities 16958 17,170
Total accrued linbilities S 95570 § 92,776
15. Other Non-Current Liabilities
The compesition ol other non-curment liabilities was as follows:
Deccmber 31
(in thottands) 2018 2017
Delerred revenue s 1,215 § 1,539
Environmental and lcgal matters 20.404 21,888
Deferred compensation liability 43,819 51,890
Pension liability 16,722 25632
Other non-current liabilitics 11,704 20 484
Total other non=current liabilities b 103864 % 130,433

16. Contingencies

There arc 2 vanety of legal proceedings pending or threatened agoinst the Company that oceur in the normal course of the Company's business, the
majority of which rclate to environmental matiers. Some ef these proceedings may result in fines, penallics, judgments or costs being assessed ngainst the
Company at some future time. The Company’'s operations are subject Lo extensive local, state and federal regulations, including CERCLA and the Superfund
amendments of 1986 (Superfund) as well as comparable regulations applicable o the Company’s foreign locations. Over the years, the Company has received
tequesis for information Telated 1o or has been nomed by govemnment suthorities as a PRP ai o number of sites where cleanup costs have been or may be
incurred under CERCLA and similar state statutes. In addition, damages are being claimed agoinst the Company in gencral liability actions for alleged
personal injury of property damage in the case of some disposal and plant siles. The Company belivves that it has made adequale provisions [or the cosls il is
likely 10 incur with respect to these sites,

»

As of December 31, 2018, the Company estimated a mange of possible environmental and legal losses of $23.4 million to $44.7 million. The
Company’s accrued liobility for such losses was 523 .4 million at December 31, 2018, compared to $24.2 miflion at December 31,2017, During 2018, cash
outlays related to legal und cnvironmental matters approximaied $1.6 million compared 10 $2.0 million in 2017,

For centain sites, the Company has responded to information requests made by federal, state or local government agencies but has received no response
confirming or denying the Company's stated positions. As such, estimates of the tolal casts, or range of possible costs, of remediation, if any, ar the
Company's share of such costs, ilany, cannot be determined with respect to these sites. Conscquently, the Company is unable to predict the effect thereof on
the Company’s financial position, cash [lows and results of operations. Based upon the Company's present ¥knowledge with respeet Lo its involvement at
these sites, lhe possibility of other viable entities' responsibilities for cleanup. and the extended period over which any costs would be incurred, management
believes that the Company has no liability at these sites and that these matters, individually and in the aggregate. will not have a matenal effect on the
Company's financial position. Hoewever, in the cvenl of one or more adverse detenminations with respect to such sites in ony annual or interim period, the
elfect on the Company’s cash flows and resulls of operations for those periods could be material.
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Followiny are summarics of the major contingencies at December 31, 2018:

Maywood, New Jersey Site

The Company’s properly in Maywood, New Jersey and propenty formedy owned by the: Company adjacent Lo its curment sile and other nearby
properties (Maywood site) were listed on the National Priorities List in September 1993 pursuan: te the provisions of CERCLA because of certain alleped
chemical contamination, Pursuant to en Administmtive Order on Consent entered into between USEPA and the Company for properly formeriy owned by the
Company. and the issuance of an order by USEPA to the Company for propeny curenily owned by the Company, the Company has completed various
Remcdial Investigation Feastbility Studies (RUFS), and on Scptember 24, 2014, USEPA issued its Record of Decision (ROD) for chemicallycontaminated
soil. USEPA has not yel issucd a ROD for chemically-contaminated groundwater for Maywood s te. Based on the most current information available, the
Company believes its recorded lisbility is reasonable having considered the range of estimated cost of remediation for the Maywood site. The estimate of the
cost of remediation for the Maywood site could change as the Company continues to hold discussions with USEPA, as the design of the remedial action
progresses, if o groundwater RO is issucd or if other PRPs arc identificd. The ultimate amourt for which the Company is linble could differ from the
Company's current recorded liability.

In Aprl 2015, the Company cntered tnto an Administrative Settlement Agreemnent and Administrative Order on Consent with USEPA which requires
paymen! ol cenain costs and performance of certain investigative and design work [or chemically -contaminated soil, Based on the Company’s review and
analysis of this order. no changes to the Company’s cumrent recorded liability for claims associated with seil remediation of chemical contamination were
required.

In addition, under the tenms of a settlement agreement reached on November 12, 2004, the United States Department of Justice and the Company
agreed to fulfill the terms of a Cooperative Agreement reached in 1985 under which the United 3tates will take title 1o and responsibility for mdioactive
waste removal at the Maywood site, including past and future remediation costs incurred by the United States. As such. the Company recorded no liability
related to this settlement agreement.

D'lmperia Property Site

During the mid-1970%, Jerome Lightman and the Lightman Drum Company disposed of hazardous substances at several sites in New Jersey, The
Company was named as o PRP in 3 lawsuit in the U.S. District court for the district of New Jerscy that involved the D'imperio Propenty Site locared in New
Jersey. In 2016, the PRPs were provided with updoted remediation cost cstimates which were considered in the Company's determination of its range of
estimated possible losses and liability balance. The chanpes in range of possible losses and liability balance were immaterial. Remediation work s
cominuing at this site. Based on current information, the Company believes that its recorded linbilicy is reasonable having considered the range of estimated
cost of remediation for the D'linperio site. Depending on the ultimate cost ol the remediation ot ths sile, the zinount for which the Company is liable could
differ from the cumrent estimates.

Wilmington Site

The Company is currently coniractually obligaied to contribute to the response costs essociated with the Company's formery-owned site in
Wilringlon, Massachusernts. Remediation at this site is being managed by its current owner t¢ whom the Company sold the property in 1980. Under the
agrecmenl, once total site remediation costs cxceed certain levels, the Company is obligated la contribute up to five percent of futurc response costs
associated with this site with no limitation on the ultimate amount of contrbutions. The Company has peid the curment owner $2.6 million for the Company’s
poriion of environmental response costs through December 31, 2018. The Company has recorded 2 Jiability for its pottion of the estimated remediation costs
for the site. Depending on the ultimate cost of the remediation at this site, the amount for which the Company is liable could differ from the cument estimates.

The Company and other prior owners also entered into an agreement in April 2004 waiving certain statute of limitations defenscs for claims which
may be filed by the Town of Wilmingion, Massachusctts, in connection with this site. While the Campany has denicd a2ny liability for any such claims. the
Company agreed to this waiver wiiile the pantics continue to discuss the resolution of any polential e'ain which may be filed.

Other US. Sires

Through the repular environmental monitoring of its plant production sites, the Company discovared levels of chemical contamination that were abave
thresholds allowed by law at two of its U.S plants. The Company voluntarily reported its reselts to the applicable state cnvironmenial agencics. As a result,
the Company is required Lo perform sell-remediation of the affected arcas. In the fourth quarter of
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2016, the Company recognized a charge for the estimated cost of remediating the sites. Based on current information, the Company believes that its recorded
liability for the remediation of the affected arcas is appropriate based on the estimate of expected costs. However, actual costs could differ from current
cstimales.

I7. Segment Reporting

The Company has three reportable segments: Surfactants, Polymers and Specialty Products. Each segment provides distinct products and requires
separale management due to unique markets, technologies and production processes. Surfactonts are uced in @ variety of consumer and industnial cleaning
compounds as well as in agricullum! products, lubricating ingredients, oil ficld chemicals and other specialized applications. Polymers are used primarily in
plastics, building materials, reffigertion systems and CASE applications.  Specialty Products are used in food, Mlavonng, nutritional supplement and
pharmaceutical applications.

The Company evaluates the performance of its segmenis and aliocales resources based on operating income before interest cxpense, other
income/expense items and income tax provision. The accounting policies of the reportable segments are the sumne as those deseribed in the summary of

significant accounting policies.

The following is scg:';ncnl data for the three years ended December 31, 2018, 2017 and 2016:

Spectaly Segment

fIa thousanids) Surfactancy Polyners Products Tolals
2018

Net sales $ 1385931 5§ 527420 S 80505 § 1993857
Operating income 137,506 64,519 11,661 213,706
Asscls 850,553 351,690 82,957 1,285.200
Capitel expenditures 51,543 26,663 6,192 84398
Depreciation and amortization expenses 50,514 23,253 5,150 18,917
2017

Net safes & 1297555 % 516631 S 80,818 § 1,925,007
Operating income (a) 120,861 32,951 9,965 213,777
Assets 881,415 355,065 75452 1,311,932
Capital expenditures 50400 21,146 4234 75,780
Depreciation and amontization expenses 49,102 22,998 5,019 77,119
26

Nel sales $ 181,563 § 498826 § 85,777 8§ 1.766,166
Opcrating income ta) 101,092 07,102 10,725 208,919
Assets 831,324 301,890 75,483 1.208.697
Capilal cxpenditures 64,121 31,890 4,194 100,205
Depreciation and amertization expenscs 48.643 0275 4,204 73,122

{a) Thc 2017 and 2016 amounts for the noted line items have heen iminoicrially changed from the umounts or ginally reported as a result of the Company’s first quarter
2018 sdoption of ASU No. 2017-7. Compensation —Revrement Benefits (Topic 713): lmproving the Preccniation of Net Penodic Pension Cost and Net Periodic
Postretirement Benefit Cost.
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Below are reconciliations of segment data to the consolidated financial statements:

(in thousands} 2018 2017 2016
Operating income - scgment tolals (a) 5 213,706 S 213,777 % 208,219
Business restructuring and asset impaimments {b) (2,588) (3,069} (7,064)
Unatlocated corporite expenses (€} (59,699) (63,513) {74,025}
Total operating income 151419 147,195 127.830
Interest expense, nek (10,771} {11,444) (13,205)
Other, net (8) (715) 3.486 (809)
Consolidated income before income taxes 5 139523 S 139237 § 113,816
Assels - sepment totals S 1285200 § 1311932 § 1,208,697
Unollocated corporate asseis () 199,466 158,929 145.193
Consolidated assets 5 1484666 S 1470861 S 1.353.890
Capital expenditures - segment tutals s H4398 S 75,7806 5 100,205
Unallocated corporate expenditures 2,249 2.833 2871
Consolidated capital expenditurcs 5 H6.647 5 78613 8 103,076

Depreciation and amortization expenses — sepment

totals s 78917 § 719 s 73,122

Unallacated corporute depreciation expenscs 2,198 1,903 1,845
Consolidated depreciation and amonization

expenses A R1.115 S 79022 % 74,967

(a) The 2017 and 2016 amounts for the noted ling ilems have been immaterially changed from the aciounts originally reported as a result of the Company’s first
quarter 2018 odoption of ASU Na. 2017-7, Campensation —Retirement Bengfits (Topic 715): Improving the Proscntanion of Net Perodic Pension Cost and Net
Periodic Postrerirement Bencfir Cosi.

(b) Sec Noie 22 regarding business resiruciuring ond assel impairment coss

{c) Unallocated corporale expenses primarily comprise corporate administrative expenses (¢.g.. corporaie finance, legal, humman resources, informalien systems,
deferred compensation and environmental remediation) that are nat intluded in segment operating ncome and not used o evahiate segment performance.

(d) The changes in unallucated corporuie asscis between 2018, 2017 and 2016 were primarily aurbulable (o changes in the balunce of U,S. cash and cush
cquivalents, which are no1 allocated tw segmenls.
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Below is centain Company-wide geographic data for the years ended December 31, 2018, 2017 and 2016:

(I thowrands) 2018 2017 2016
Net sales (8)
United Siates $ L193938 S 1159578 § 1,076.259
France 171,010 176,052 151,031
Poland 170474 188,244 153,986
United Kingdom 105,731 99.069 86,458
Brazil 100,328 109,960 74,961
All other countrics 152375 192,104 2231471
To1al §$ 1993857 § 1925007 § 1,766,166

Long-lived assets (b)

United Siates Y 427,274 S 420342 8§ 411,023
Gemany 29,151 29,116 27475
Siugupore 30838 33,530 36270
Brazil 48427 55,974 58,106
China 29,030 30,849 29,508
United Kingdom 20,225 21,657 20,309
All other countries 61,145 50,631 47,670

Total S 646,090 § 642,099 § 630361

(0)  Nei sules are artributed 1o countries bosed on the kacation of the Company fucility moking the sales.

(b)  Includes net property. plant and equipment, goodwill and other intangible assets.

18. Earnings Per Share

Below is the computation of basic and diluted eamings per share for the years ended December 31, 2018, 2017 and 2016.

{In thousands. excepr per share amounts) 2018 017 206
Computation of Basic Earnings per Share
Net income attnibutable to Stepan Company s 112,762 5 91,578 § 86.191
Weighted-average number of shares outstanding 23,022 22.946 22.793
Basic camings pershare $ 450 % 399 § 3.78
Computation of Diluted Earnings per Share
Net income attributable Lo Stepan Company ) 112,762 § 91,578 § 56,191
Weighted-average number of shares ourstanding 23,022 22,946 22,793
Add weighted-average net shares from assumed

cxcreise of options {under treasury share method) (2) 101 161 159
Add weighted-average net shares related 10 unvested

stock awards {underircasury share method) 3 8 6
Add weighted-average net shares from essumed

excreisc of SARs (under treasury share method) : 110 142 68

Add weighted-average contingently issuable net shares
related to performance stock awards (under treasury

shiare ncthod) 89 120 68
Weighicd-average shares applicable to diluted

camings 23328 23377 23,094
Diluted eamings per share 5 483 § 3192 § 373

() Options/SARs to purchase 50,770, 18,630 ond 43,715 shares of commen stock were not included in the computations of diluted eamings per share for the vears

ended December 31, 2018, 2017 and 201 6. respectively. The options /SARs' exercise prices were greater than the average markel price for the comman stock and
the effect of the uplivn¥SARS on carnings per share wou'ld have been antidilutive.
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19. Accumulated Other Comprehensive Income (Loss)

Below is the change in the Company's accumulaled other comprehensive income (loss) (AOCI) balance by component (net of income taxes) for the
years ended Decermnber 31, 2018, 2017 and 2016:

Foreign Defined
Currency Benefit Cash Flow
Transhation Pension Plan Hedge
{In thousands) Adjusiments Adjusiments Adjusiments Total
Balance at December 31, 2015 $ {88337} § (3a825) 3 74 S {125.088)
Cther compreliensive income before reclassifications (8.438) 3818 {[9} (4.639)
Amounts reclassified from AOCI — 2217 45 2,262
Net current peried other comprehensive income (8.438) 6,035 26 {2,.377)
Balance at December 31, 2016 s {96.775) § (30,790) § 00 S (127.465)
Other comprehensive income before reclassifications 26.214 (582) — 25632
Amounts reclassified from AGCI —_ 2.279 [9) 2.270
Net current period other comprehensive income 26.214 1.697 (9} 27502
Balance at December 31,2017 5 (70,561) $§ (28.093) § 91 5 {9%.563)
Other comprehensive income before reclassifications (37.920) (7.080) — (45.000)
Amounis reclassified from AQCI — 3.090 (10) 3,080
Net current period other comprehensive income (37,920) {3.990) (10} {41,920)
Balance at December 31,2018 3 (108.48]1) S (33.083) § 81 S {141.483)

Amounts reclassificd out of AGCI for the three years ended December 31, 2018, 2017 and 2016, is displayed below:

Amounls Reclassified from AQCI (a)

Affected Line e i

tIn thousands) Consolidoled
1018 20107 2016 Stuements of Income
Amortization of defined pension items:
Prior service cost 5 iz 3 (14) 8§ 14}
Actuarial loss (4.059) (3.309) {3.508)
h] (4.071) (3,523) (3,522) Total before tax (b)
IR 1,244 1,305  Taox benetit
$ (3.090) S (2.279) § {2,217} Nerofiax

Gains and losses on cash flow hedges:

Interest raze coniracts s — 5 — % (82)  Imernest, net
Forcign exchange contracts 10 9 3 Cost ofsales
10 9 (73} Total belore tax
—_ 28 Tax benefit
b 10 § 9 3 (45) Netoflax
Tolal reclassifications for the period b {3,080) S (2.270) S {2,262) Net ol1ax

(2) Amounts in parentheses denote expense 1o statement of income.

(b) This component of accwinulated other comprehensive income is included in the computation of net periodic benefit cost (see Notc 13 for details regarding net periodic
benelit costs for the Company’s U.S. and U.K. defined beugtit plans),
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20. Acguisitions
2N Isiti

On March 26, 2018, the Company, through a subsidiary in Mexico, ncquired BASF’s preduction facility in Ecatepee, Mexico and a portion of its
related surfactants business. The facility, which is near Mexico City, has over 50,000 metric tons cf capacity, 124,000 squarc fect of warchouse space. a large
laboratory and office space. The acquired asscts and business arc included in the Company's Surfactunts scgment.  The initial purchase price of the
acquisition was $21,475,000 and was paid with cash on hand. The primary assets acquired were land, buildings, machinery and cquipment and inventory. In
the third quarter of 2018 the Company reached alignment with BASF on (he final value of inventary acquired. The incremental inventory and refated value-
added taxes tataled $1,377.000 and increased the total assels acquired in the transaction from $21475000 10 $22 852,000 as of December 31, 2018, The
linal inventory settlement payment of $1,377 000 was made in the fourth quarterof 20£8. The acquisition was accounted for as a business combination, and,
uccordingly. the assets acquired were measured and recorded at their estimated fair values. No intangible assets were identified as pant of the acquisition. The
following table summarizes the assets acquired as a result of the acquisition:

(In thousands)

Assels!
Property, plant and equipment $ 14,464
Inventory 5,687
Other Receivable 2701
Total] agsels acquired s 22.852

The acquired business had a minimal impact en the Company’s 2018 financial results. Pro forma financial infurmation for 2017 and 2018 has not
been incleded because revenues and cemings of the Company would not have been significantly different than reponed had the acquisition date been
January 1, 2017.

20148 Acquisitians

On Ociober 3, 2016, the Company’s subsidiary in Brazil acquired the commercial business of Tebras Tensoatives do Brasil Lida. (Tebras) and the
sulfonation production facility of PBC Industria Quimica Lida. (PBC). The eriginal purchase price of the acquisitions, including adjustments for working
capital. was R$§93,309,000 (appraximately 529,075.000), of which R$76,000,000 (approximately $21,812,000) was paid in the fourth quarter of 2016 frem
cash on hand, R$9,000,000 (upproximately $2.804.000) was deposited in escrow o cover certain potential losses as specified in the purchase agreement and
R514,309,000 (approximately $4,459,000) for working capital adjustments was unpaid at December 31, 2016 pending ogreement on the adjustment
ameunts. (All U.S. dollar equivalents were calculated using the October 3, 2616 exchange rates.)

In the [irst quarter of 2017, the Company scitled on and paid the working capital adjustment amounts that were outstanding at December 31,
2016. The payment totaled RS$13,925,000 (approximately $4,339,000), which made the adjusted purchase price of the acquisitions R$92.925,000
(approximately $28,955,000). As o result of the change in purchase price, the amount of the purchase price nilocated 10 goodwill changed from 514,327,000
10 $14,207,000. The value of all other asscis acquired and Habilities sssumed remained as previously reported. In addition, the change in purchase price had
no impacl on the Company’s current or previously reported results of operations.

The combined entities have 25,000 metric tons of sulfonation capacity and a large. diverse custemer portfolio. The acquisition expanded and
diversificd the Company's customer base for sulfonated products in Brazil and provided an opporunity to sell the Company's broader surfuctant portfolio 1o
over 1,200 new customers who benefit from the Company's technical service and formulation suppon. The acquired businesses are included in the
Company's Surfactants scgment,

The acquisitions were accounted for as a business combination, and, accordingly. the asscts acquired and liabilitics nssumed os part of the acquisition
were measured and recorded at their estimated fair values, The following table summarizes the assets acquired and liabilities assumed:

(In thounsands)

Assels;
Current assets 5 5,165
Property, plant and equipment 5716
Identifiable intangible assets 7,354
Goodwill 14207




Total assets acquired $ 32442

Liabilities:
Current liabilities $ 108
Deferred tax lability 3.079
Total liabilities assumed $ 3487
Net nssets acquired S 28,955

The acquired goodwill. which was assigned entirely to the Company’s Surfactant segiment, is not tax deductible. The goodwill reflects the opperiunity
ofintroducing the Company s broad line of surfactant products o the acquired entities’ large customer base. Identiftable intangible assets included customer
relationships (54.331,000), a supply contract (82.555,000) and non<ompete agreements (S468,000). The amonization period for these intangibles are 13
years, four years and five years, respectively.

Tebras and PBC generated approximately $28,000,000 in net sales in 2015, with net income of less than 52,000,000, Pro forma financial information
for 2016 has not been included because revenues and camings of the Company would not have been significantly different than reported had the acquisition
date been January 1,2016.

21, Revenue from Contracts with Customers

In the majority of instances the Company decms a controct with a customer Lo exist when o purchose order is received frem a customer for a specified
quantity of product or products and the Company acknowledges rceeipt of such purchase order In some instances the Company has entered into
manufacturing supply agreements with customers but these agreements typicaily do not bind a customer to any purchase volume requirements and thus an
obligation is not created until the customer submits a purchase erder 10 the Company. The Company’s conirects typically have a single pedormance
obligation that is satisfied ot the time product is shipped and control passes 1o the customer. Fora small portion ol the business, performance nbligalions are
dcemed satisfied when product is delivered to a customer location. Revenuc is recognized when performance obligations under terms of a controct with a
customier have been satisfied, which is predeminantly at a point in time. With the 2018 adoplicn of ASU 201409, revenue is currently recognized when a
customer obtains control of a product as compared to the “risk and rewards™ criteria used in prior years. However, in 2018, the adoption of ASU 201409 did
nol have a material impact on the Company’s financial position or results of operations.

Payment terms on sales of product typically range from 30 to 60 duys. As a result, the Company has concluded it does not provide any significant
bencfits of financing to its customers.

The Company has elected 1o acceunt for shipping and handling as activities 10 fulfill a promise to transfer the good. As such, shipping and handling
fees billed 1o customers in a sales transaction are recorded in Net Sales and shipping and handling cests incumed are recorded in Cost of Sales. The Company
has clected to exclude from Net Sales any value added, sales and other toxes that it collects concurrently with rcvenue producing activiues. These
accounting policy elections are consistenl with the munner in which the Company has historically reconded shipping and handling fees and taxes.

In some instances, a customer may qualify for a rebate based on the volume of purchases made over a specified period of time, typically a quarterly or
annual peried. The Company ncenues these rebates for each customer under the most likely amount method by cstimating the expecied volume of total
purchascs for each cusiomer using aciual volumes, customer projections and historical order pattens. These estimated rebates are treated as o reduction 1o
Net Sales with the offser being recognized within Cument Lisbilities. This incthodology is consistent with the manner in which the Company has historically
estimated and recorded volume based rebates. In other instances, discounts for carly payments are offered lo certain customers. These discounts are
prncipally accrucd for based the historical use ol discounts for all customers using the expectled-value method. These estimated carly payment discounts arc
accounted foras a reduction 1o Net Sales similarly to volume rebates. These forms of vadable considertion are considered pant of the transaction price.

The Company typically wamants its products from defeets. The Company has concluded that these represent assurance-lype wamanlies as opposed Lo
service-type warmanties. Product defects are rare in occurrence. As a result, the Company does not maintain any warranty accruals until such time as if is
prubable a product delect exists,

As of December 31, 2018, the Company did not have any conlract asscts or contract liabilities. A contract liability would typically arisc when an
advance or deposit is reccived from 2 customer belore the Company recognizes revenue. ln practice, this is rre as it would require o customer to make a
payment pricrto a performance obligation being satisfied. 1Msuch a situation did ansc
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the Company would maintain a deferred revenue liab:lity until the time a performance obligation has been satisfied. The Company did not recognize any
revenue in the current period from any pre-existing contract liability balance.

The tables below provide a geographic disaggregation of net sales for the years ended December 31,2018, 2017 and 2016. The Company's business
segmendation by geographic repion most cillectively captures the nature and cconomic characterstics of the Company's revenuc sireams impacied by
cconemic factors.

2018
Specially
{In thousanids) Surflactants Polvmers Producis Tolal
Leopraphic Market
North America $ 831592 § 323360 S 68201 $1223153 )
Europe 276,742 172,632 12,304 461,678
Latin America 212,824 3463 — 116,287
Asin 64.774 27,965 — 92,739
Talul $1385.932 § 527420 § B0S505 $1.99).857
017
Specialty
fhi thousands) Surlactants Polymers Produclts Toual
Geogmphic Marke]
Narth Amenca ' S 763044 3 1329629 S 66906 1.159,579
Europe 275,121 188,244 13,912 4772717
Latin America 190.802 4,451 — 195,253
Asia 68,588 24310 — 92.898
Total £1,297555 & 546634 § ROBI8 £1.925007
2016
Specialy
(in thensanids) Surflaclants Polymers Produets Total
Gcopmphic Market
Nerth America $ 724619 5 319,769 S 69,701 1,114,089
Europe 237,489 153,986 16,076 407,551
Latin Aterica 151229 4,640 — 155869
Asia 68.220 20,431 — 88,657
Total SL1,181,563 % 498,826 $ 85.777 51.766,166

22. Businesy Restructuring and Asset Impairments
2048 Restrycturing

During the third quarter of 2018, the Company approved a plan to shut down Surfactants operations at its German plant site. As of December 31,
2018. the Company recognized restructuring costs of $1,404.000 comprised of assel and spare part write<downs. The shutdown decision was made in order to
reduce the Company's fixed cost base, facilitate a refocusing of Surfactent resources on higher margin end markets and allow for select assels to be
repurposed to support future polyol growth, Decommissioning expenscs associnted with the shutdown are expected 1o be incutred throughout 2019,

2007 rr T

During the fourth quarter of 2017, the Company epproved o plan 1o restructure a pertion ol its Fieldsboro, New Jemsey production lacility. This
decision was made 10 improve future asset utilizalion and reduce the North American cost basc going forward. The Company recorded $915,000 of
restructuring expenses which reflected termination benelits for the plant employees. In addition, the Company reduced the useful lives of the manu facturing
assels that were impacted by the restructuring and recorded 51,290,000 ol acceterated depreciation. This expense was recorded in 1he cost of'sales line ol the
consoliduted statements ol income,
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Also, in June 2017, the Company climinaied 11 positions from manufacluring operations at its Singapore plant. The Singapore plant is pant of the
Company's Surfactant segment. The reduction in positions was made to better align the number of personnel with current business requirements and 1o
reduce costs al that site. As o result of the reduction in workforce, termination expense of $132,000 was recognized in the secand quaner of 2017 and there
was no remaining liability for the termination pay as of December 31, 2017,

2016 1T

In May 2016, the Company announced plans 1o shut down its Longford Mills, Ontario, Canada (Longford Mills) manufacturing facility, a part afthe
Surfacianl reponable segment, by December 31, 2016, The shutdown plan was developed as an effort to improve the Company's asset utilization in North
America and to reduce the Company’s fixed cost basc. Manufacturing operation of the Longford Mills plant ccased by the end of 2016 and produciion of
goods manufactured at the facility was moved to other Company North American production sites. [n addition 1o the restructuring costs, the Company
reduced the useful lives of the munufactuning assets in the Longford Mills plani. As a result, the Company recopnized $4,471,000 of additional dcopreciation
expense [or the year ended December 31, 2016. The expense was included in the cost of sales line of the consolidated statements of income. No additional
depreciation related to the change in the useful lives of the assets was recognized in 2017 and 2018.

Decommissioning of the assets continued throughout 2018 and $1,185,000 of decommissioning cxpense was recognized in 2018, As of December 31,
2018, an aggregate of $6,024,000 of cxpense has been recognized since the beginning of the restructuring, reflecting $1,554,000 of tennination benefits for
approximately 30 employces and 54,430,000 for other cxpenses principally related to sile decommissioning costs. Site decommissioning costs wiil continoe
to be mcurmed in 2019,

Below is n reconciliation of the peginning and ending balances of the Langford Mills restructuring kiability:

Terminutien Other

fin thousands) Benefils Expense Tulul
Restructuring liability at January 1.2017 S 1,548 § 437§ 1,985
Expense recognized - 2,022 2022
Amounts paid (1.012) 2.377) (3,389}
Fareign currency translation 56 17 73
Restructuring liability at December 31,2017 5 592 § 99 % 691
Expense recognized - 1.iB5 1,185
Amounts paid (312) (1,194) (1,506)
Foreign curreney translation (20) (7) (27)
Restructuring liability at December 31, 2018 $ 260 S 83 S 343

2016 Asser Impairmentx

In the fourth quarnter of 2016, the Company recorded pretax charges for asset impairments of $4,247,000, all related to the Company's Surfactent
segment {although the charges were excluded from the Surfactant segment operating results). In the United States, $2,297,000 of engincering and design
costs associated with a planned nenictiic surfactants plant construcrion project in Louisiana were written off from the Company's construction-in-process
account, as managerment decided lo make nonionic surfactants ot or near the Pasadena, Texas site the Company acquired from the Sun Products Corporation
in 2015. 1n Brazil, the major customer for the Bahin plant exited the product line fot which that plant supplied them product. As a result, the Coinpany was
required to recognize $1,950,000 of asset impairment expenses for the facility. Because the customer was under contracl with the Compuny. a negotialed
agrecement was reached in 2016 whereby the customer agreed 1o compensate the Company in the lump-sum amount of 34,250,000 for lost (ulure
revenues. The compensation was reporied in net sales for the year ended December 31, 2016.

23. Custamer Clalms

In the fourth quarter of 2016, the Company cstablished a reserve for 1wo customer claims which alleged that product manufactured by the Company
may have caused performance problems with the customers’ products. The combined amount of the reserve was $7,367,000, which was recorded as a
reduction of net sales in the year ended December 31, 2016, Both claims related to the Company's Surfactant segment. In the fourth quarter of 2017, the
Company paid $2,709,000 {or onc of the claims and reversed the remainder of the reserve for the clain. The claim reversal was recorded within net sales. The
sccond claim remains open.
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24. Statement of Cash Flows — Nencash Investing and Financing Activities

Noncash invesling activitics included liabilities (accounts payable) incumed for fixed assct acquisitions of approximately $15,119,000, $12,600,000,
and $10.410.000 that were unpatd at Decernber 34, 2018, 2017 and 2016, respectively. Noncash investing activitics in 2016 included §4,459,000 for unpaid
working capital adjustments related to the Compeny’s 2016 acquisitions in Brazil {see Nole 20). Noncash financing activilies in 2018 included 99497
shares of Compuny common stock {valued at $7,931,000) issucd in connection with the Company's stock award plan. Noneash financing activities in 2017

included 35,372 shares of Company common siock (valued at $2,.941,000) issued in connection with the Company's stock award plan. Noneash financing
activities were immateral for the year ended December 31, 2016.
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Sclected Quarterly Financial Data
{in thousands, excepr per share data)

Unaudited
2018

Qoaricr First Second Third Fourth Year

Net Sales § 499335 $ 519866 S 507997 S 466,659 § 1,993,857
Gruss Profit 89570 89,280 84,125 78,528 341,503
Operating Income 39,655 44,685 27,694 3v385 151,419
Interest, net (3,151) (2.672) 2.797) (2.151) {10,771)
Income Before Income Taxes 37,664 42,497 25,243 34,519 139,923
Net Income 3p716 32,923 21,168 26,943 112,750
Nel Income Attrlbutable to Stepan Company 30,723 32,925 22,168 26,946 112,762
Per Diluted Share 131 141 0.95 1.16 483

2017

Quarter First Second Thind Founk Year

Net Sales b3 168,269 § 495,101 § 487814 5§ 473823 S5 1,925,007
Gross Profit (3) 92,119 89,988 75.576 80,839 338,522
Upemting [ncume () 46,230 19,133 30434 311,398 147,105
Interest, net {2.992) (2.863) (2.763) (2.826) {11443)
Income Before Income Taxes 44,330 37,063 29,312 IR,532 139,237
Net Income 31912 27,896 21,853 9,886 91,547
Nel Income Attributable to Stepan Conmpany 31913 27,882 21,899 9,884 91,578
Per Diluted Share 1.37 1.19 0.94 042 192

{a)  The 2017 gross profil and operating income line items have begn immaterially changed from the anwunts originally reporied as a result of the Company's first quaner 2016
wdoption of ASU No. 2017-7, Compensation —Retorement Benefis (Topic 715): Improving the Prescrtation of Net Periodic Pension Cost and Net Periodic Postretirement

Benefit Cost.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financlal Disclosure

None

Ttem 2A. Co

a.

ntrols and Procedures
Evaluation of Disclosure Controls and Procedurcs

We have conducicd an cvaluation of the effectiveness of the design and operation of our disclesure controls and procedures, as delined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended {(the “Exchange Act™}, as of December 31, 2018, Based on this
evaluation of our disclosure contrels and procedures, our Chicf Executive Officer and our Chicl Financial Officer have concluded that our
disclosure contrels and procedures were effective as of December 31, 2018, such that the i1fommation required 1o be disclosed in our Securities
and Exchange Commission reporis is recorded, processed, summarized and reported within the time periods specified by the nules and forms of
the Exchange Act and i5 accumulated and communicated 1o management, including our Ch.cf Exccutive Officer and our Chief Financial Officer,
as appropriate to allow timely decisions regarding required disclosures.

Management's Annual Report on Intemal Centrol over Financiol Reponing

The management of the Company is responsible for establishing and maintaining adequate intemal control over financial, reporting. The
Company’s intemal control system was designed (o provide reasonable assurance to tke Company’s management and board of directors
regarding the preparation and fair presentation of published financial statements.

All intemal control systems, no matter how well designed, have inherent limitations. Therefore, cven those systiems determined 1o be effective
can provide only reasonable assurance with respect 10 financial statement preparation and presentation,

The Company’s managemen: assessed the ¢ffectiveness of the Company’s internal conirol ¢ver financial reporting as of December 11, 2018. In
making this assessment, it used the criteria set forth by the Commitiee of Sponsoring Orgnizations of the Treadway Commission {COSO) in
Intemal Control - Integrated Framework (2013). Based on our assessment we believe that, as of December 31, 2018, the Company’s intemal
controls over financial reporting were effective based on those crteria.

The Company’s independent regisiered public accounting firm that audited the financial s'atements included in this Form 10-K has issued an
attestation report on the Company's intenal control over financial reporting. This report follows:

Repon of Independent Registered Public Accounting Firm

To the Shareholders and Board of Direclors of
Stepan Company
Northfield, lHinois

Opinion on Intemal Control over Financial Reponting

We have audited the intemal control over financial reporting of Stepan Company and subsidiaries (the “Company™) as of December 31, 2018,
bascd on critena established in hrternal Comirol — lutegrated Framework (2013) issued by the Committee of Sponsaring Orgenizations of the
Treadway Commission (COSO). In our apinien, the Company maintained, in all materal respects, cffective intemal control over financial
reporting as of December 31,2018, based on criteria established in furernal Control — Integreted Framework (2013) issued by COSO0,

Wwe hnw:I also audited, in accordance with 1he standards of the Public Company Accounting Oversight Board (United Stales) (PCAOR), the
consolidated financial stalements as of and for the year ended December 31, 2018, of the Company and our repont dated February 27, 2019,
expressed an unqualilied opinion on thase financial statements.

Basis for Opinion

The Company’s management is responsible for mainiaining effective internal control over (inancial reporting and for its assessmenl of the
effectiveness of intemal contrel over financial reponting, included in the accompanying Management's Annuat Repon on Internal Control over
Financial Reporting. Qur responsibility is 1o ¢xpress an opinien en the Company's intemal control over financial reporting based on our audit.
We are a public accounting firm registered with the PCAOB and ere required to be independent with respect to the Company in accordance with
the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.
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We conducted eur audit in nccordance with the standards of the PCAOB. Those standads require that we plan and perfonn the audil to abtain
reasonable assurance about whether efTective internal control over financial reporting was maintained in afl material respects. Our audit included
obtaining an understanding of internal contral over financial reporting, assessing the risk thot a material weakness exists, esting and evaluating
the design and operting cffectivencss of intemal control based on the assessed risk, und performing such other pracedures as we considened
necessary in the ¢ircumstances. We belicve that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Intemal Control over Financial Reporing

Acompany’s intemal control over financial reponing is o process designed (o provide reasonable assurance regarding the reliability of [inancial
reporting and the preparation of {inancial statements for extemal purposes in accordance with generally accepted accounting prnciples. A
company’s internal control over financial reponting includes those policies and proceduces that {1) pertain 10 the maintenance ol records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assels of the company; (2) provide reasonable assurance
that transactions are recorded as necessary Lo permit prepamation of financial statements in accordance with gencrally accepted accounting
principles, and 1hat receipts and expenditures of the company are being made in accordence -with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding prevention of timely detestior: of unauthorized acquisition, usc. or disposition of
the company s gs¢c1s that could have a material effcet on the financial statements.

Because of its inherent limitations, intemal control aver [inancial reporing may not prevert or detect misstatements. Also, projections of any
evaluation of cffeetiveness to [uture periods are subject to the risk that contrals may bacome inadequate because of chonges in conditions. or
that the depree of compliance with the policies or procedures may detenonte.

s/ Deloitte & Touche LLP
DELOITTE & TOUCHE LLP

Chicago, [llinois
Februory 27,2019

Changes in [ntemal Control Over Financial Reporting

There were no changes in the Company’s internal controls over financial reporting (as defin=d in Rule 13a-15¢f) under the Exchanpge Act) that

occurmed during the quarter ended December 31, 2018, that have malerially atfected, or are reasonably likely 1o materially affect, our internal
control over financial reporting.

89




PART Il

Ttem 10. Directors, Exccutive Officers and Corporate Governance
{0} Direciors

Sce the Company’s Proxy Statement for the Annual Mecting of Stockholders o be held April 30, 2019, for information on the Directors of the
Registrant, which is incorporuted by reference herein.

by Exccutive Officers

Sec “Exccutive Officers of the Registrant™ in Part | above for the identification of the Executive Officers ol the Regisirant. See the Company’s Proxy
Siatement for the Annual Meeting of Stockholders to be held April 30, 2019, tor other information on Executive Oflicers ol the Registrant, which is
incorporated by reference herein.

{¢) Section 16{n} Bencficial Ownership Reporting Compliance

See the Company’s Proxy Statement for the Annual Meeting of Stockholders to be held April 39, 2019, for other infermution regarding Scction | 6(a)
beneficial ownership reporting compliance, which is incorperaied by reference herein.

() Audit Commiuce Financial Expert

Sce the Company’s Proxy Staement for the Annual Mecting of Stockholders to be held April 39, 2019, for information un the Company’s Audit
Commitice Financial Exper, which is incorporated by reference herein.

(¢) Codc ot Conduct

See the Company's Proxy Statement for the Annual Meeting of Stackholders to be held Aprl 30, 2019, for information on the Company's Code of
Conduct, which is incorporated by reference herein.

Item 1. Executive Compensatlon

Sec the Company's Proxy Statement for the Annval Mceeting of Stockholders 10 be held Agril 30, 2019, for information on the Compensation of
Execulive Officers and Directors, which is incorporated by reference herein.

ltem 12, Security Ownership of Certaln Beneficial Owners and Managemenr and Related Stockholder Matters

See the Company's Proxy Statement for the Annual Meeting of Stockholders 1o be held April 30, 2219, for information on Security Cwnership, which
is incorporated by reference herein.

Item 13. Certain Relatinnships and Retated Transactions, and Director Independence

Sce the Company's Proxy Statement for the Annual Mecling of Stockhelders to be held Aprit 30,2019, for information on Transactions with Related
Persens, Promoters and Certain Control Persons and for Corporate Govemance Principles and Board Malters, which are incorpoerted by reference
herein,

ltem 14. Principel Accounting Fees and Services

S¢c the Company's Proxy Statement {or the Annual Meeting ol Stockholders to be held April 30, 2019, for inlormation on Accounting and Auditing
Matters, which is incorporaled by reference herein.
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PART IV

liem 15. Exhibits, Finoncial Statement Schedules
(a) Financial Statements
See ltem 8 for the Consolidated Financial Statements and supplementary daia in¢luded in this Form 10-K
(b) Exhibits
Sce the following List of Exhibits:
Exhibit
No,
EN
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10.1

10.2%+

10.3*+

10.4%+
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10.8+

10.9

10.10+

10.11+
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Exhibir
No,

16.12+

10,13+

10.14+

1015+

10.16+

10.17+

10,18+

10.19+

10.21*

10,22+
10.23+

10.24+
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Exhibit
No,

19.27

1¢.2R

10.29

10.30

10.31

10.32

10.33

10.34

10.35

21+
23"
24+
3104
31.2*
32+

101.INS

101.8CH
101.CAL
101.DEF
101.LAB

4467 ted herein by eeference

[elerency

Third Amendmgnt, dated as of fanyary 30, 2018, 10 the Note Purchase :
Company and the nnt»hnldcr*: pany thereto (hlul with the Compapv's Cyrrent Repan_on Form 8- k filgd op Febmiary 2, 2018 (Fifg No,
DN]-4462) and inco by refer

with the C

Subsidiprigs of Reuistrant a1 December 3, 2018

1hli

cer) pursyanl o Seetion 906 of 1he anes-Crel Lal2002

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Exlension Caleulation Linkbase Document
XBRL Taxonomy Extension Definition Document

XBRL Taxonomy Extension Label Linkbase Document
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Exhibit
No,

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

*  Filed herewith
+  Management contruct or compensatory plan

Item 16. Form 10-K Summary

None
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Sccurities Exchange Act of 1934, the Registrant has duly caused this repart to be signed on its
behalf by the undersigned, thercunto duly autherized.

STEPAN COMPANY

By: /s/ Luis E. Rojo
Luis E. Rojo
Vice President and Chief Financial Officer

February 27,2019

Pursuant to the requircments of the Securitles Exchange Act of 1934, this report has been signed below by the fellowlng persons on behalf of the
Registrant and in the capacitics and on the dates Indicated.

s/ F. Quinn Siepan, Jr. Chairman, President and Chiel Executive Olficer February 27,2019
F. Quinn Stepan, Jr. (Principal Executive Officer)
/s/ Luis E. Rojo Vice President and Chicf Financial Officer February 27,2019
Luis E. Rojo (Pnncipal Financial and Accounting Officer)
/s/ Michacl R, Boyce Dircctor February 27, 2019

Michael R. Bayce

/s/ Randall S. Deanh Director February 27,2019
Randall S, Dearth

/s/ Joaquin Delpado Director February 27,2019
Joaquin Delgado

/s/ Gregory E. Lawton Director February 27,2019
Gregory E. Lawton

/s/ Jan Stern Recd Director February 27,2019
Jan Stern Reed

/s/ F. Quinn Stepan Dircclor February 27,2019
F. Quinn Stepan

/s/ Edward ], Wehmer Dircclor February 27,2019
Edward J. Wehmer

Luis E. Rojo, pursuant 1o powers of attorney executed by cuch of the directors and officers listed above, dees hereby exccute this report on behalf
of each of such directors and officers in the capacity in which the nome of each appears above.

February 27,2019 /s/ Luis E. Rojo
Luis E. Rejo
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Stepan Company Supplemental Profit
Sharing Plan
(Restated Effective as of January 1, 1994)




Stepan Company Supplemental Profit Sharing Plan
(Restated Effective as of January |, 1994)
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Article . The Plan

1.1 Establishment and Amendment of the Plan
Stepan Company, a Detaware corporation, hereby cstablishes a supplemental profit sharing plan for the benefit of certain of its
Employces, effective as of January 1, 1994, known as the “Stepan Company Supplemental Profit Sharing Plan.”

1.2 Applicabitity of Plan
The provisions of this Plan as set forth herein are applicable only to the Employces of a Company in current employment on or alter
January 1, 1994,

13 Purpose of the Plan
The purpase of the Plan is to enable Participants to receive profit sharing benefits ta which such Participants would have been entitled
under the Stepan Company Profit Sharing Plan but for the limitations of sections 40 (a)17) and 415 of the Intcmal Revenue Code.

14 Nonqualified Plan

This Plan is intended to be an unfunded deferred compensation plan for a select group of highly compensated Employees and is not
intended Lo be a qualified plan under section 4¢1(a) of the Intemal Revenue Cede. All benefits payable hereunder shall be paid from
the general assets of the Company, and Members and Beneficiaries shall not have any greater rights to such assets than other general
creditors of the Company.




Article II. Definitions

2.1

Definitions

Whenever used in the Plan, the following terms shall have the respective meanings sct forth below unless otherwise expressly provided
herein, and when the defined meaning is intended the term is capitalized.

(a)

(b)
(c)
(d).
(c)

(N
(g)
(I}
()
@
{k)

(1}
{m)
(n)
(o)
P

2.2

“Account” means the separate bookkeeping account maintained for each Member which represents the Member's total

credits under the Plan as of any Valuation Date.

“Act” mcans the Employce Retirement Income Security Act of 1974, as it may be amended from time to time.

“Beneficiary” means a Beneficiary as described in section 4.5,

“Board™ mecans the Board of Directors of the Company,

“Change in Control” shall be deemed to cxist when cither of the following cvents will have occurred:

(n A third person, including a “group” as defined in section 13{(d)(3) of the Securities Exchange Act of 1934,
acquires shares of capital stock of the Company having 25 percent or more of the total number of votes that may
be cast for the clection of directors of the Company; or

(2) As a result of any tender or exchange offer, merger, or other business combination, sale of assets or contested
election, or any combination of the forcgoing transactions, the persons who were directors of the Company beforc
the transaction shall during any two consccutive years thercafier cease to constitute a majority of the Board.

*Code” means the Intemal Revenue Code of 1986, as it may be amended from time to time.

“Committee” means the person or persons appointed to administer the Plan as described in scetion 5.2,

“Effective Date” means January 1, 1994,

“Employce” means any person who is employed by the Company.

*Member” means a Participant, or a former Participant who still has an Account balance in the Plan.

“Participant” means any Employee of a Company who has met and continues 1o meet the cligibility requirements of the

Plan as set forth in section 3.1.

“Plan” means the Stepan Company Supplemental Profit Sharing Plan, as provided herein and as subsequently amended

from lime to time.

“Plan Administrator” means the Company.

“Plan Ycar” means the |2-consecutive-month period cnding each December 31.

“Qualifted Plan™ means the Stepan Company Profit Shaning Plan, as amended from time to time.

“Valuation Date™ means the last business day of each calendar quarter, and such other dates as determined by the Company

pursuant to 8 nondiscriminatery policy.

Gender and Number

Unless the context clearly requires otherwise, the masculing pronoun whenever used shall include the feminine and neuter pronoun,
and the singular shall include the plural.




Article Ill. Participation and Service

31 Participation
A salaried Employee of the Company shall become a Participant in the Plan as of the first day he becomes both (a) a Company officer,
a departmental vice president, and (b) a Participant in the Qualified Plan.

3.2 Duration of Participation
A Participant shall continue to be a Participant until the Participant tenninates employment with the Company; thereafier, the
Participant shall be a Member for as long as the Participant has an Account balance in the Plan.




Article IV. Supplemental Profit Sharing Benefit

41 Supplemental Benefit
For cach Plan Ycar in which an Employee is a Participant, the Company will credit to cach Participant’s Account an amount equal to
{a) minus (b) where—

(a) is the amount which would have been crediled to the Member's account under the Qualified Plan from employer
contnibutions for such Ycar had the amounts not been limited by sections 415 and 401(a){17) of the Codc; and

{b) is the amount which acmally is credited to the Member's account under the Qualificd Plan.

4,2 Discretionary Benefits

The Board (or its delegate) shall have the authority to provide any discretionary supplementary or additional benefit pursuant Lo the
Plan to a Member at any time after the Member ceases to be an Employee.

4.2 Vesting of Accounts
Euach Member shall at all times be fully vested in such Member's Account,

4.3 Earnings on Account
A Member’s Account under this Article IV will be credited with the same rate(s) of camings as are Company contributions under the
Qualified Plan.

The Company shall not be required to direct that any amount credited to a Member's Account actually be invested in the same funds as
Company contributions under the Qualificd Plan. Rather, such accruals shall be tracked as bookkeeping accounts, as if the investments
corresponding to those made by cach Member under the Qualified Plan were actually made under this Plan, at the same time, and in
the same proportionate amounts as elected under the Qualified Plan.

The administration of such accruals under this Plan shall be the responsibility of the Commiliee or its designate, and shall be conducted
according to such rules, procedures, and determinations as the Committee {or the Committee’s designate), at its sole discretion, deems
appropriate. Members and their beneficiaries shall have no right to direct the actual investment of any funds subjcct to this Plan.

44 Form and Timing of Benefit Payments

Benefit payments under this Article 1V shall be payable in the same form, and at the same time, as the corresponding tax-qualified
contributions payable 1o the Member under the Qualified Plan; provided, however, that the Commitiee shall have the autherity, at its
sole discretion, to accelerate the payout of such benefit payments upon (a) the lermination of a Member’s employment or (b) upen a
Change in Control; and further provided, that a Member may request that the Committee permit distribution in 2 form other than that
provided in the Qualified Plan. The Committee, in its sole discretion, shall determine whether to allow such alternate form of
distribution and the terms under which such altemate form of distribution may be made.




4.5 Beneficiary

Each Member shall be entitled to designate one or more beneficiarics of the Member uncer this Plan. Such beneliciary may or may not
be the same as those named by the Member under the Qualified Plan. All designations shall be signed by the Member and shall be in
such form as prescribed by the Committee or its designale. Each designation shall be effective as of the date reccived by the Company.

Members may change their designations of beneficiary on such form as prescribed by the Committee or its designate. The payment of
account balances under the Plan shall be in accordance with the last unrevoked written designation of beneficiary that has been signed
by the Member and delivered by the Member to the Comnpany prior to the Member's death.

n the event that all the beneficiaries named by a Mcmber pursuant lo this section 4.5 predecease the Member, the amounts that would
have been paid to the Member or the Member’s beneficiarics under this Plan shall be paid to the Member's estate.

In the event a Member docs not designate a beneficiary, or for any reason such designation is ineffective, in whele or in part, the
amounis that otherwise would have been paid to the Member or the Member's beneficiarics under the Plan shall be paid 10 the
Member’s estate.

4.6 Accounts

The Company shall establish and maintain separate individual bookkeeping accounts for Company benefits accrued hereunder and
camnings accruals corresponding to such Company credits attributable to the Member pursuant to scction 4.1 herein. Such accounts
shall be administered according to such rules and procedures as the Commitlee (or its designate), al is sole discrelion, deems
approprate.

4.7 Withholding Taxes
A Company may withhold from a Member's compensation and from any payment under this Plan any taxes required to be withheld
with respect 1o contribulions or benefits under this Plan.




Article V. Adminlistration

5.1 Plan Adminlistrator

The Company shall be the Plan Administrator, responsible for the gencral administration of the Plan and for carrying out the provisions
thereat except to the extent that such responsibility has been allocated or delegated in or pursuant to any other provision hercof or by
action of the Board of the Company.

5.2 Plan Committee

The authority to control and manage the operation and administration of the Plan is vested in an administrative Committee. The
Committee shall consist of one or more individual members as the Board may appoint from time to time. Any member of the
Committee may resign by delivering his written resignation 30 days in advance to the Board and other Committee members. The
Company may at any time, by resolution of its Board, appoint a successor member or remove and replace a member of such
Commitiee, with or without cause. If there arc no members of the Committee, the Board shall constitute the Commitiee.

53 Compansation and Expenses

A member of the Committee shall serve without compensation for services as such if he is receiving full-time pay from the Company
(or other employer affiliated with the Company) as an Employce. Any other member of the Committee may receive reasonable
compensation for services as a member, to be paid by the Company. Any member of the Committee may receive reimbursement by the
Company of reasonable expenses properly and actually incurred in the performance of a Conmmitlee function.

5.4 Manner of Action

A majority of the members of the Commillce at the time in office shall constitute a quorum for the transaction of business. All
resolutions adopted and other actions taken by the Committce at any meeting shall be by a majority vote of those present at any such
meeting. Upen the concurrence in writing of a majority of the members at the time in office, action of the Committee may be taken
otherwise than at o meeting.

5.5 Employment of Specialisis

The Comminice may authorize one or more of their number or any agent to execute or deliver any instrument, instruments, or direction
on their behalf, and may employ such counsel, auditors, and other specialists, and such clerical, actuarial, and other services as they
may require in camying out the provisions of the Plan. Such expenses shall be paid by the Company.

5.6 Allocation and Delegation of Committee Responsibilities and Powers

In exercising its authority to control and manage the operation and administration of the Plan, the Committce may altocate all or any
part of its responsibilities and powers to any one or more of its members and may dclcgate all or any part of its responsibilities and
powers lo any person or persons selected by it. Any such allocation or delegation and the acceplance thercof by the Commitlee
member or delegale shall be in writing and may be revoked at any time.




5.7 Records
All resolutions, proceedings, acts, and determinations of the Commitiee shall be recorded, and all such records, together with such
documents and instruments as may be necessary for the administration of the Plan, shall be preserved.

5.8 Rules
Subject 1o the limitatiens centained in the Plan, the Commiittee shall be empowered from time to time in its discretion to adopt bylaws
and cstablish rules for the conduct of its affairs and the exercise of the dutics imposed upon it under the Plan,

59 Administration

The Committee shall be responsible for the administration of the Plan. The Commitiec shall have all such powers as may be necessary
or approprialc to carry out the provisions hereof and may, from time 1o time, establish rules for the administration of the Plan and the
ransaction of the Plan’s business. In making any such determination or rule, the Committee shall pursue uniform policics as from time
1o time established by the Committee and shall not discriminate in favor of or against any Member. The Commince shall have the
cxclusive and abselute discretion lo make any finding of fact necessary or appropriate for any purpose under the Plan including, but
not limited to, the determination of the eligibility for and the amount of any benefit payable under the Plan. The Committee shall have
the exclusive and absolutc discretion 1o interpret the terms and provisions of the Plan and to determine any and all questions arising
under the Plan or in connectien with the administration thereof including, without limitation, the right lo remedy or resolve possible
ambiguities, inconsistencies, or omissions, by general rule or particular decision. All findings of fact, determinations, interpretations,
and decisions of the Committec shall be final, conclusive, and binding upon all persons having or claiming to have any intercst or fght
under the Plan,

5.10 Accounts and Records
The Accounts and records of the Plan shall be maintained by the Committee and shall accurately disclose the status of the Accounts of
each Member or each Membet's beneficiary in the Plan.

Each Member shall be adviscd from time to time, al least once annually during cach Plan Year, as o the slatus of the Member's
Account.

5.11 No Enlargement of Employee Rights
Nothing contained in the Plan shall be deemed to give any Employec the right 10 be retained in the service of a Company or to interfere
with the right of the Company to discharge or retire any Employce at any time.

512 Appeals from Denial of Claims

If any claim for benefits under the Plan is wholly or partially denied, the claimant shail be given notice in writing within a reasonable
period of time afler receipt of the claim by the Plan (not to exceed 90 days afier receipl of the claim or, if special circumstances require
an extension of time, written notice of the extension shall be fumished to the claimant and an additional 90 days will be considered
reasonable) by registered or certified mail of such denial, written i a manner calculated to be understood by the claimant, setting forth
the following information:




(a} the specific reasons for such denial;

't} specific reference to pertinent Plan provisions on which the denial is based;

() a description of any additional material or infermation necessary for the claimant to perfect the claim and an explanation of
wliy such matenial or information is necessary; and

(d) an cxplanation of the Plan’s claitn review procedure.

The claimant also shall be advised that he or his duly authorized representative may request a review by the Committee of the decision
denying the claim by filing with the Committee, within 60 days after such notice has been received by the claimant, a written request
for such review, and that he mmay review pertinent documents, and submit issues and comments in writing within the same 60-day
perod. If such request is so filed, such review shall be made by the Committee within 60 days after receipt of such request, unless
special circumstances require an extension of time for processing, in which case the claimant shall be so notified and a decision shall be
rendered as soon as possible, but net later than 120 days afier receipt of the request for review. The Member or Beneficiary shall be
given wrilten notice of the decision resulting from such review, which notice shall include specific reasons for the decision, written in a
manner catculated to be understood by the claimant, and specific references to the pertinent Plan provisions on which the decision is
based.

5.13 Notice of Address and Missing Persons

Each person entitled to benelits under the Plan must file with the Commiulee, in writing, his post office address and each change of post
office address. Any communication, statement, or notice addressed to such a person at his latest reported post office address will be
binding upon him for all purposes of the Plan and ncither the Plan Administrator, the Commitice, nor the Company shall be obliged to
scarch for or ascertain his whereaboults. In the event that such person cannot be located, the Conumittee may direct that puyment of
such henefit with respect to such person shall be discontinued and all liability for the payment thereof shall terminate; provided,
however, that in the event of the subsequent reappearance of the Member or Beneficiary prior to termination of the Plan, the benelits
shall be paid in accordance with Article IV,

5.14 Data and Information for Benefits

The Company shall fumnish to the Commitee such data and information as may be required. The records of the Company as Lo a
Participant's period of employment, termination of employment and reasons therefor, leave of absence, reemployment, and
Compensation shall be presumed to be accurate unless determined to be incorrect. All pessons claiming benefils under the Plan must
furnish to the Committee or ils designated agent such documents, evidence, or information as the Commitiee or its designated agent
consider necessary or desirable for the purpose of administering the Plan; and such persoa must fumish such information promptly and
sign such documents as the Committee or its designated agent may require before any beacfits become payable under the Plan.

5.15 Indemnity for Liability

The Commiitee and the individual members thereof and any employees to whom the Committee has delegated responsibility in
accordance with scction 5.6 shall be indemnified by the Company against any and all liabilitics, losscs, costs, and expenscs (including
legal fees and expenses) of whatsoever kind and nature which may be imposed on, incurred by, or asserted against the
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Committee, its members, or such Employecs by reason of the performance of a Comrmitize function if the Committee, such members,
or Employees did not act dishenestly or in willful violation of the law or regulation tnde: which such liability, loss, cost, or expense
arises.

5.16 Effect of a Mistake

In the event of a mistake or misstatenient as to the eligibility, participation, or service of any Member, or the amount of payments made
or 1o be made to 2 Member or Beneficiary, the Commitee shall, if possible, cause to be withheld or accelerated or otherwise make
adjustment of such amounts of payments as will in its sole judgment result in the Menber or Beneficiary receiving the proper aniount
of payments under this Plan.

5.17 Self Interest
A member of the Committee who is also a Member shall not vote an any question relating specifically to himself.




Article VI. Miscellaneous

6.1 Amendment and Terminatlon

(a) The Company does hereby expressly and specifically reserve the sole and exclusive right at any time by action of the Board
1o amend, modify, or tcrminate the Plan.

(b) While the Company contemplates carrying out Lhe provisions of the Plan indefinitely with respect to its Employees, the
Company shall not be under any obligation or liability whatsocver to maintain the Plan for any minimum or other period of
time.

6.2 Incompetency

Evcery person receiving or claiming benefits under the Plan shall be conclusively presumed to be mentally competent and of age until
the Committee receives written notice, in a form and manner acceptable to it, that such person is incompetent or a minor, and that a
guardian, conscrvator, or other person legally vested with the care of such person’s estate has been appointed. In the event that the
Commiitee finds that any persen lo whom a benefit is payable under the Plan is unable to properly care for such persen's affairs, oris a
minor, then any payment due (unless a prior claim therefor shail have been made by a duly appointed legal representative) may be paid
1o the spouse, a child, a parent, a brother, or a sister, or to any person deemed by the Committec to have incurred expense for such
person otherwise entitled lo payment.

In the event a guardian or conservator of the estate of any person receiving or claiming benefits under the Plan shall be appointed by a
court of compelent jurisdiclion, payments shall be made Lo such guardian or conservator, provided that proper proof of appointment is
furnished in a form and manner suitable to the Committee.

To the extent permitied by law, any payment made under the provisions of this section 6.2 shall be a complete discharge of liability
under the Plan.

6.3 Nonalienation

The benefits payable ut any time under the Plan shall not be subject in any munner to alienation, sale, ransfer, assignment, pledge,
attachment, garnishment, or encumbrance of any kind. Any attempt to alicnate, sell, transfer, assign, pledge, or othenwise encumber
any such benefit, whether presently or thereafler payable, shall be void. No benefit shall in any manncr be liable for or subject o the
debts or liabilities of any Member or of any other person entitled to any benefit,

6.4 Applicable Law

The Plan and all rights hereunder shall be govemed by and construed in accordance with the taws of the State of Illinois to the extent
such laws have not been preempied by applicable federal law.

6.5 Severabllity
If a provision of this Plan shall be held illegal or invalid, the illegality or invalidity shall not afiect the remaining parts of the Plan and
the Pian shall be construed and enforced as if the illegal or invalid provision had not been included in this Plan.

10




6.6 Notice

Any nolice or filing required or permitted to be given to the Company under the Plan shall be sufficient if in writing and hand
delivered, or sent by registered or certified mail to the Corporate Secretary of the Company. Notice to the Corporate Secretary of the
Company, if mailed, shall be addressed to the principal exccuuve offices of the Company. Notice mailed to a Participant shall be at
such address as is given in the records of the Company. Notices shall be deemed given as of the date of delivery or, if delivery is made
by mail, as of the date shown on the postmark on the receipt for registration or certification.

6.7 Costs of the Plan
All costs of implementing und administering the Plan shall be borme by the Company.

6.8 Successors

All obligations of the Company under the Man shall be binding on any successor to the Company, whether the existence of such
successor is the result of a direct or indirect purchase, merger, consolidation, or otherwise, of all or substantially al!l of the business
and/or assets of the Company.

6.9 Source of Payments
This Plan is unfundcd, and the Company will make Plan benefit payments solely on a current disbursement basis.

6.10 Counterparts
This Plan has been established by the Company and may be exccuted in any number of counterparts, each of which shall be
considered as the original, and na requirements to produce another counterpart shall exist.

IR EEEEE NN

In Witness Whereof, Sicpan Company has caused this instnzment 1o be exccuted by its duly authorized officers cffective as of
January 1, 1994,

Stepan Company

Attest: By /¢ Jeffrey W, Bartlett
Is  Secretary & General Counsgl

By /s/ Dianna F. Gullou
Its Benefiis Supervisor



Exhibit 10.3
FIRST AMENDMENT OFTHE
STEPAN COMPANY SUPPLEMENTAL PROFIT SHARING PLAN
(As Amended ond Restated Effective January 1, 1994)

WHEREAS, Stcpan Company (the “Company™) has established and maintains the Stepan Company Supplemental Profit

Sharing Plan, as amended and restated effective January 1, 1994, (the *'Plan”); and

WHEREAS, the Company also matntains the Stepan Company Profit Sharing Plan and the Stepan Company Income

Savings Plan (the “Qualificd Plans™); and

WHEREAS, the Company reserved the nght to amend the Plan in Scction 6.1(a} by action of the Board of Direclors; and

WHEREAS, the Company now desires to amend the Plan in conjunction with similar amendmenis made to the Qualified

Plans; and

herein:

WHEREAS, the Company has delegated such authority to the undersigned officer of the Company;

NOW, THEREFORE, BE IT RESOLVED, that thc Plan is amended in the following particulars as of the dates set forth

L. Effective January 1, 2006, Section 1.1 of the Plan is hereby amended by adding the Tollowing sentence therclo:
“As used in this Plan, the term *Company’ means Stepan Company.”

2. Effective July 1, 2006, the following sentence is added to Section 2.1(a) of the
Plan:

“Effective July 1, 2006, a Member's Account wili be divided into two sub-accounts, Sub Account A and Sub-Account B.
Sub-Account A will consist of such Member's Account balance at June 30, 2006 together with credits by the Company
under Scetien 4.1 attributable to Company contributions 1o the Stepan Corporation Profit Sharing Plan, and camings
(pursvant to Section 4.3) on such credits. Sub-Account B will consist of credits by the Company under Section 4.1
attributable 1o Company coniributions to the Stepan Corporation Income Savings Plan, and eamings {pursuant to Secticn
4.3) on such credits.”

3. Effective July 1, 2006, the following sentence is added lo Section 2.Ko) of the
Plan:

“Effective July 1, 2006, ‘Qualificd Plan’ will also mean the Stepan Company Income Savings Plan, as amended from time
lo time.”




4 Effective January 1, 2006, Section 3.1 of the Plan is amended by substituting “a Company officer or a

departmental vice president” for “a Company oflicer, a departmental vice president” therein.

thereof:

5. Effective July 1, 2006, the following sentences are added 1o Scction 4.1 of the Plan:

“Effective July 1, 2006:

) For purposes of (2) above, ‘employer contributions’ will not include any salary reduction contributions by such
Member to the Qualified Plan pursuant to Section 401 (k){2)(A) of the Code; and

(2) For purposes of (b) above, amounts actually credited to such Member’s account under the Qualified Plan will not
include any such salary reduction contributions.

The term ‘account’ for purposes of this Section 4.1 will mean all of 2 Member's accounts under the Qualified Plan in the
aggregale, excluding any account attributable to such Member’s salary reduction contributions to the Qualified Plan pursuant
10 Section 401 (k)(2)(A) of the Code.™

6. EfTective July 1, 2006, the following sentences are added to Section 4.2 of the Plan:

“Effective July 1, 2006, notwithstanding the preceding sentence, each Member will be vested in his Sub-Account A at the
same time as he was or is vested in his account under the Stepan Company Profit Sharing Plan and will be immediately
vesied in his Sub-Account B.”

7. Effective July 1, 2006, the following senience is added to Section 4.3 of the Plan following the first sentence
“Notwithstanding the preceding sentence, if and when the Company mnkes a contribution to the Stepan Company Income
Savings Plan on behalf of a person who is also a Participant in this Plan (other than a salary reduction contribution on behalf
of such person pursuant to Section 401(k) of the Code), as to such Participant the term ‘Company contributions under the
Qualified Plan’ will mean contributions by the Company to the Stepan Company Income Savings Plan (other than salary
reduction contributions pursuant to Section 401(k)(2)(A) of the Code).”

8. Effective July 1, 2006, Section 4.4 of the Plan is hercby deleted and the following is substituted in its place:

“4.4 Form and Timing of Benefit Payments




Benefit payments under this Article IV atributable to (i) his Sub-Account A (if vested) and (ii) his Sub-Account B will be
payable in a lump sum at the time a Member tenninates his employment; provided, however, that;

(a) The Committee will have the authority, in ils sole discretion, to accelerate the payment of such benefit payments
upon a Change in Control; and

(b) A member may request that the Committce permit distribution in a form other than a lump sum, and the
Committee, in its solc discretion, will determine whether to allow such alternate form of distribution and the terms
under which such altemate form of distribution may be paid.”

IN WITNESS WHEREOF, the duly authorized officer of the Company has executed this First Amendment of the Plan on
behalf of the Company and has caused its corporatc seal to be affixed this 14th day of February, 2006.

STEPAN COMPANY

By /5/ F. Quinn Stepan
Tille Chaimman
ATTEST:
By /s/ Janet A, Catlelt
0 ti : fi a



Exhibit 10.4

SECOND AMENDMENT OFTHE
STEPAN COMPANY SUPPLEMENTAL PROFIT SHARING PLAN
(As Amended and Restated Effective January 1, 1994)

WHEREAS, Sicpan Company (the “Company™) has established and maintains the Stepan Company Supplemental Profit
Sharing Plan, as amended and restaled cffective January 1, 1994, as heretofore amended (the “Plan™); and

WHEREAS, the Company reserved the right to amend the Plan in Section 6.1{a) by action of the Board of Directors; and
WHEREAS, the Company now desires to amend the Plan 10 comply with Section 409A of the Intemnai Revenue Code:
NOW, THEREFORE, BE IT RESOLVED, that cffcctive January [, 2005, the Plan is amended as follows:

I 1. Scction 2.1 of the Plan is hereby amended by adding afier Section 2.1(b} the following new definition:

“b)A  “Affiliate” means any corporation, partnership, joint venture, trust, association or other business enterprise which
is a member of the same controlled group of corporations, rades or businesses as the Company within the
meaning of Code Scction 414(b} or (c); provided, however, that for purposes only of the term “Affiliate™ when
used in the definition of “Separation from Service” below, in applying Code Section | 563(a)(l), (2), and (3) in
determining a controlled group of corporations under Code Section 414(b), the language “at least 50 percent™ shall
be used instead of “at least 80 percent”™ each place it appears in Code Section [563(a)(1), (2), and (3), and in
applying Treasury Reg.§ 1.414(c)-2 for purposes of deiermining trades or businesses {whether or not incorporated)
that arc under commaon conol for purposes of Code Section 414(¢), *at least 50 percent” shall be uscd instead of
“at lcast 80 percent” cach place it appears in Treasury Reg. § 1.414(c)-2.”

2. Section 2.1(c) of the Plan is hercby amended in its entirety so that as amended, Section 2. 1{c) shall read as follows;

“(e) “Change in Control” shall be deemed o exist on the date on which either of the following events will have
occurred:

(1) A third person, including a *group” as defined in Section 13(d)(3} of the Securities Act of 1934, acquires (or has
acquired during the 12-month period ending on the date of the most recent acquisition by such person or persons)




2)

“(0)A

“(0)B

4.

shares of capital stock of the Company having 30 percent or more of the total voting power of the Company; or

As a result of any tender or exchange offer, merger, or other business combination, sale of assels or contested
cleclion, or any combination of the foregoing transactions, a majority of members of the Board is replaced during
a twelve-month period by dircctors whose appointment or election is nol endorsed by a majority of the members
of the Board prior to such appointment or election.”

Section 2.1 of the Plan is hereby amended by adding afier Section 2.1{0) the following two new definitions:

“Separation from Scrvice” mecans in respect of a Member, a “separation {rom service™ within the meaning of
Code Scction 409A and the regulations issucd thereunder, including a termination of employment with the
Company and all its Affiliates due to retirement, death, or other reason. For purposes of applying the definition of
“scparation from service™ under Section 4094, if the Member is on a bona fide leave of absence due to any
medically determinable physical or medical impairment that can be expected to result in death or can be expected
Lo last for a continuous period of not less than six months, where such impairment causes the Member to be unable
to perform the duties of his or her position of emiployment or any substantially similar position of employment, a
Separation from Scrvice shall be deemed Lo occur afler the expiration of 29 months of sick leave unless the
Member retains the right to reemployment under an applicable stalute or by contract,”

“Specified Employees” means, duning the 12-month period beginning on April 1st of 2005 or of any subscquent
calendar year, an employee of the Company or its Affiliates who met the requirements of Section 4 16(1){1 XA)(1),
{ii) or (iii) of the Code (applicd in accordance with the regulations promulgated thercunder and without regard lo
Code Section 416(i)(5)) for being a “key cmployee” at any time during the 12-month period ending on the
December 3 Ist immediately preceding such April Ist. Notwithstanding the foregoing, a Member who otherwise
would be a Specified Employee under the preceding sentence shall not be a Specified Employee for purposes of
the Plan unless, as of the date of the Member's Scparation from Service, stock of the Company or an Affiliate is
publicly traded on an established securities market or otherwise.”

Section 4.4 of the Plan i3 hereby amended in its entirely so (hat as amended, Section 4.4 shall read as follows:

“4.4 Form and Timing of Benclit Payments.

Benefits payable under this Article [V attributable 1o (i) the Member;s Sub-Account A (if vested) and (ii) the Member's Sub-
Account B shall be payable in a lump sum within 90 days following the carlier to occur of: (a) the Member’s Scparation
from Service, or (b) a




Change in Control. The actual date of payment within such 90-day period shall be determined by the Company in its sole
discretion, and neither the Mcmber nor his or her Beneficiary shall have the right to designate the taxable year of payment.
Notwithstanding the foregoing, if payment to a Member is made on account of the Member's Separation from Service and
the Member is a Specified Employee as of the date of Separation from Service, then any amount that is payable to the
Member shall be paid instead to the Member in a lump sum on the earlier of (x) the first day of the seventh month following
the Member’s Separation from Service and (v} the date of the Member's death.”

5. Section 4.7 of the Plan is hereby amended by adding a new sentence at the end thereof as follows:

“Notwithstanding any other provision of the Plan, the Company does not guarantec any particular tax result for any Member
or Beneficiary with respect to participation in or payments under the Plan, and cach Member or Beneficiary shall be
responsible for any taxes imposed on the Member or Beneficiary with respect o such participation or payments under the
Plan.”

6. Article VI of the Plan is hereby amended by adding afier Section 6.10 two new sections as follows:
“6.11 Scction 409A of the Code

It is intended that the Plan (including any amendments thereto) comply with the provisiens of Section 409A of the Code so
as to prevent the inclusion in gress income of any amounts accrued hercunder in a taxable year that is prior to the taxable
year of years in which such amounts would othenwise be actally distributed or made available to the Members. The Plan
shall be interpreted, construed and administercd in a manner that will comply with Section 409A of the Code, including
proposed, temporary or final regulations or any other guidance issued by the Secrctary of the Treasury and the Internal
Revenue Service with respect thereto.”

“6.12 Timing of Payments

Notwithstanding any provision of the Plan to the conlrary, if calculation of the amount of a payment is not administratively
practicable due 1o cvenits beyond the control of the Member or his or her Beneficiary or if making of a payment would
jeopardize the ability of the Company to continue as a going concern, a payment will be treated as made on the specified
date or in the specified period for purposes of the Plan if the payment is made during the first calendar year in which the
calculation of the amount of the payment is adminisiratively practicable or in which the making of the paymenl would not
have such effect on the Company, as the case may be. In addition, payments of a Member’s account may be delayed or
accclerated by the Company upon events and conditions as may be provided under Code Section 409A and any regulations
or other guidance issued thereunder.”




IN WITNESS WHEREOF, the duly authorized officer of the Company has cxecuted this Second Amendment of the Plan on behalf of
the Company and has caused its corporate seal to be affixed this 13th day of November, 2008,

STEPAN COMPANY

By /5/ Greg Servatiug
Its Vice President, [{umap Resources

ATTEST:

By /s/ H, Edward Wynn
lis Vice President, General Counsel and Secretary



Exhibit 10.21

STEPAN COMPANY
DIRECTORS DEFERRED COMPENSATION PLAN
AMENDED AND RESTATED AS OF JANUARY [, 2012

Name of Plan, History, and Effective Date of Amendment and Restaternent:
a.  Name of Plan. This Plan shall be known as the Directors Deferred Compensation Plan {the “Plan™).

b.  History. Stcpan Company, a Delaware corporation (the “Company™), previously established this Directors Deferred
Compensation Plan. The Plan was previously amended and restated as of November 3, 1992 and January 1, 2005,
and further amended effectve as of February 14, 20006.

c. Effective Date of this Amendment and Resiatement. The following provisians shall constitute an amendment,
restatement and continuation of the Plan as previously amended and as in effect immediaiely prior to January 1, 2012,
the Effective Date of the Plan as set forth herein.

Purpose of the Plan: The purpose of the Plan is to allow non-employee members of the Board of Directors of the Company
{the “Board”) the option of deferring some or all of their director’s compensation and their dircctor’s stock award granted
under the Stepan Company 2011 Incentive Compensation Plan, or any subscquent, replacement, or substiluted version of
such plan.

Adninistration: The authority to control the operation and administration of the Plan shall be vested in the Board, which
shall have full authority Lo interpret the Plan, Lo deterntine all claims for benefits under the Plan, to decide all questions
arising under the Plan, to prescribe, amend, and rescind rules and regulations pertaining to the Plan, and to make other
determinalions necessary or advisable for the administration of the Plan. Any interpretation of the Plan and any decision on
any matter within the discretion of the Board that is made by the Board, in good faith, is final and binding on all persons.

Panicipation:Any non-cmployee director is eligible ko participate in the Plan by executing and retuming to the Company
Secretary or his designee, a signed copy of a Deferral Election Form, as required under Scetion 6(a), ora Stock Award
Deferral Election Form, as required under Section 8(a).

Company Acceptance: The President or any officer of the Compauny or his designee is authorized 10 accepl, on behalf of
the Company, a Deferral Election Form and a Siock Award Deferral Election Form.

D irect 1 ati

a.  Upon signing a Deferral Election Form and at the participating direclor's clection made prior to the beginning of the
year for which compensation of




the participating director is earned, such compensation shall be deferred. The participating dircctor’s compensation
that has been deferred under this Plan shall be credited quanterly to a Deferred Compensation Account maintained in
his name.

Investment Options. Atsuch time as he signs his Deferral Election Form, a participaling directar shall lect 1o have
his Deferred Compensation Account credited 1o one or morc notional investment options (*Investment Options™)
established under the Plan for measuring the income, gain or loss recorded for the director’s Deferred Compensation
Account. In connection therewith, there shall be established for each participating director, one or more subaccounts
of his Deferred Compensation Account {“*Subaccounts™) to reflect the director’s Investment Option selections or for
such other reasons as the Board determines necessary or desirable for the adminisiration of the Plan. A participating
director may change such election as provided for in Section 7 herein.

i, Each Investment Gption, other than the Stepan Common Stock Investment Option, shall be a sceurity,
mutual fund, commeon or collective trust, insurance company pooled separate account, or other notional
benchmark for measuring the income, pain or loss recorded for a director’s Subaccount that qualifies as a
“pre-determined actual investment’” within the meaning of Section 31.3121(v)(2)}-1{d)2)()){C) of the U.5.
Treasury Regulations. There shall be al least four (4) Investment Options under the Plan which shall
include the common stock of the Company (“Stepan Common Stack™). The Plan Commitiee, as designee
of the Board, may prospeclively change Investment Oplions at any lime upon nglice to the dircctors.

ii.  Each Subaccount shall be adjusted to reflect the changes in value which result from income, gain or loss as
if the deferred compensation credited to the Subaccount had acually been invested in the Invesment
Option for which it has been established. In the case of the Siepan Common Stock Subaccount, dividends
on Stepan Common Stock shall be credited as dividend equivalents as if they had been actually paid on the
dividend payment date and immediately reinvested in Stepan Common Stock, based upon the closing price
of Stepan Common Stock.

iii.  The Investment Options offered under the Plan are for the sole purpose of providing a performance
measurement for adjusting Deferred Compensation Accounts for incame, gain or loss. Notwithstanding
anything in this Plan 1o the conurary, the Company shall not be required to actually invesi monies in any
fund designated as an Investment Option, any decision to so invest shall remain within the complete
discretion of the Company, and any amounts so invested shall remain the property of the Company. A
director whose Deferred




Compensation Account includes a Stepan Conmmon Stock Subaccount shall have no rights of a
sharehotder of Stepan Common Stock.

Invesunent Changes: A participating dircctor tnay transfer amounts between Subaccounls by giving writien notice to the
Company Secretary or his designee, provided however that:

a.

No amount which is credited to a director’s Stepan Common Stock Subaccount, either initially or by subsequent
transfer, shall be thereafier ransferred fron the director’s Stepan Common Stock Subaccount 1o another Investment
Option.

Any clection under this Section 7 to transfer amounts between Subaccounts shall be made during the period pertitied
under the Company’s Insider Trading Policy as in effect from time 1o time and shall be subject to the other applicable
terms of such Insider Trading Policy. Any transfer the participating director elects to make shall be effcctive as of the
last day of the calendar quarter in which such transfer is clected.

ras:

Upon signing a Stock Award Deferral Election Form and at the participating director’s clection made prior to the
beginning of the year for which the stock award of the paricipating director is earned, such stock award (the
“Deferred Stock Award”) shall be deferred. The panicipating director’s Deferred Stock Award shall be credited
annually 1o a Deferred Steck Award Account maintained in his name. The election to deler receipt of the Deferred
Stock Award applies to the entire grant.

Dividend Equivalents. As of the date any dividend is paid to sharcholders of Stepan Common Stock, the participating
director’s Deferred Stock Award Account shall also be credited with an additional Common Stack equivilent equal to
the number of shares of Stepan Commen Steck {(including fractions of a share} that could have been purchased at the
closing price on such date with the dividend paid on the number of shares of Stepan Common Stock to which the
partictpating direclor’s Deferred Stock Award Account is then equivalent.

Payments: This Section 9 shall apply to payment of amounts credited to the director’s Deferred Compensation Account and
to the director’s Deferred Stock Award Account (collectively, the “Delerred Accounts™), but shall not apply 1o Stock
Awards granied to a direclor pursuant to Scction 19. The director is not required to make the samc clection with respect 1o
the 1iming and method of the payment of both his Deferred Compensation Account and his Deferred Stock
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Award Account, but rather may elect a different timing and method of payment for cach account.

a.

A dircctor may cleet that payment of amounts credited to his Deferred Accounts begin at cither onc of the following
limes:

i.  Upon the director’s separation from service from the Company; or
iil.  Atany age anained by the director that is after age 59.
A director may elect the method of payment of amounts credited o his Deferred Accounts from among the following:
i, 3,3, or 10 subsiantially equal annual installments; or
ii. A single lump sum.

The amount of cach such installment payment shall be calculaied by dividing the balance credited to the participaling
director’s Deferred Compensation Accounts to which the eleclion applies at the ttime ol cach such payment by the
number of remaining installments (including the current installment). For purposes of Section 409A of the Internal
Revenue Code of 1986, as amended (the “*Code™), each such installment payment shall be a separate payment and not
onc of a series of payments reated as a single payment.

Payment of the director’s Deferred Accounts shall be made (in the case of a single lump sum) or commence (inn the
case of installments):

i In the first calendar year following the year in which the director has separated from service from the
Company in the case of a director who has elecled in his clection form to receive payment upon separation
from service from the Company, or

il.  Inthe calendar year in which the director has anained the age specified by the director in his election form,
in the casc of a direclor who has elected to receive payment at a specified age that is after age 59,

A director’s payment election shall be made in writing, as dirccted by the Board, no later thar the December 31 prior
ta the calendar year for which the payment eleciion shall first apply to a defermal of director’s compensation and shali
apply to all director’s compensation that is deferred for future calendar years, if any, until the director is entitled to
make a new distribution clection under the Plan for compensation not yet camed, under rules esiablished by the
Board. Any such new payment election (i) must be made no later than December 31 prior to the calendar year for
which such payment clection shall first apply to a deferral of director’s compensation, and (i) shall only apply 10
director’s compensation eamed for calendar years following the calendar year in which such payment clection is
made,




A director who has failed to designate the method of payment for his Deferred Compensation Aceount or his Deferred
Stock Award Account shall have such account for which he has failed to designate the method of payment distributed
to him in the form of 5 substantially equal annual installmenis commencing in January of the year following the ycar
in which the director has separated from service from the Company.

All amounts distributed to a director under the Plan shall be subject to the special delay rule for Specified Employces
sct forth below.

Notwithstanding anything in the Plan to the contrary, no payment that is paid by reason of a director’s separation of
service from the Company shall be made o any director who is a “Specificd Employec” as of the date of such
director’s separation from service until the carlier of (i) the first day of the seventh month afler the date of the director’s
separation from service, or (ii) the date of the director’s death. Any payment that would otherwise have been made
during this period shall instead be aggregated and paid to the dircctor (or, in the case of the director’s death, his
surviving spouse, if there be one, or if not, te the director’s eslate) in the form of a single lump sum upon the carlier of
the dates specified in the preceding sentence, “Specified Employee™ for purposes of the Plan means, during the 12-
month period beginning on April Ist of any calendar year, a director who met the requirements of Section 416(i)(1)
(A1), (i) or {iti} of the Code (applied in accordance with the regulations promulgated thereunder and without regard
1o Code Section 416(i)(5)) for being a “key employee” at any time during the 12-month period ending on the
December 3 1st immediately preceding such Apnil Lst. Notwithstanding the foregoing, a director who othenwise
would be a Specified Employec under the preceding sentence shall not be a Specified Employee for purposes of the
Plan unless, as of the date of the director’s separation from service, stock of the Company (or any other entity treated
as a single employer with the Company under Code Section 414(b) or {¢)) is publicly waded on an established
sccurities market or otherwise.

Payments to a director under the Plan will be delayed under any of the circumstances specified in Subsections (i)
through (i} below or as provided in Section 17.

.. Payments that would violate Applicable Law. Payment of a director’s Deferred Accounts will be delayed
where the Board rcasonably anticipates that the making of the payment would violate Federal securitics
laws or other applicable law; provided that such payment will be made at the 2arlicst date at which the
Board reasonably anticipates thal the making of the payment would not cause such violation. For purposes
of this subsection (i), the making of a payment that would causc inclusion in the director’s gross income or
the application of any penalty or other provision of the Code is not treated as a violation of applicable law,
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ii.  Other Payments. The Board shall be permitted to delay a payment of a director’s Deferred Accounts upon
such other events and conditions uas may be prescribed under Code Section 409A and any regulations or
other generally applicable official guidance issued thercunder.

i.  Upon the death of a director after the event providing for payment, payment of his Deferred Accounts will be
continued to his surviving spousc on the basis of the dircctor’s clection under Scction 9(b). 1 death occurs before the
event providing for payment, payments will be made 1o the director’s surviving spouse in substantially equal annual
installments over a period of 5 years. Any amount credited to a director’s Deferred Account after the last to die of the
director or his spouse shall be continued to be paid on the same basis as provided above 1o such person’s estatc.

j- Except as otherwise provided in this Section 9(j), payment of a director’s Deferred Compensation Account under this
Section 9 shall be made in cash. Payment of a direclor’s Stepan Common Stock Subaccount and a director's Deferred
Stock Award Account under this Scction 9 shall be distributed to the dircctor solely in shares of Stepan Company
Common Stock, except where a director’s Stepan Comnon Stock Subaccount or Deferred Stock Award Account
contains any fractional shares, in which case the value of the fractional shares shall be paid in cash.

10. Prior Stock Award:

a.  Priorto January 1, 2012, each February the Company provided each non-employec director with a Stock Award
crediled Lo his Stepan Common Stock Subaccount (a “Prior Stock Award™). Although the Company no longer
provides these Prior Stock Awards, a director’s Stepan Common Stock Subaccount may continue (o hold amounts
that were previously credited and have not been distributed.

b.  No transfer of any Prior Stock Award to any other Subaccount shall be allowed at any time.

¢.  Notwithstanding Scction 9 of the Plan, the Prior Stock Award shall be payable to the non-employee directer on his
separation from scrvice from the Company, in a single lump sum payment, and shall be made only in shares of Stepan
Common Stock. In the cvent of the non-employce director's death before all such amounts have been so paid or in
the event of the non-cmployce direetor’s death occurs before the director has incurred a scparation from service, the
unpaid balance of the Stepan Common Steck Subaccount atiributable to Prior Stock Awards shall be paid on the non-
employee director’s death to the non-cmployee director's surviving spouse, if there be onc, or if not, 1o the director’s
cstate in a single lump sum payment made in shares of Stepan Common Stock.
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d.  All amounts distributed to a director under the Plan that are atiributable to a Prior Stock Award under this Section 10
shall be subject 1o the special delay rule for Specified Employees described in Section 9.

No Acceleration of Paymeny. Notwithsianding anything in the Plan to the contrary, the distribution of any portion of a
director’s interest under the Plan may nol be accelerated, whether at the election of the director or at the discretion of the
Board or otherwise, except as may be specifically permitted under Code Section 408A and any regulations or generally
applicable official guidance issucd thereunder.

Separation of S¢rvice. “Separated from Service™ and variations thereof for purposes of the Plan means a “separation from
service” within the meaning ot Code Scction 409A and the regulations promulgated thercunder, including a separation by
reason of the director’s retirement or iermination of service with the Company for any other reason, bul cxcluding a
termination of service due to death.

Nontansferability, Nonassignability. The interest of a director under the Plan is not subject to the claims of his creditors,

and may not be voluntarily or involuntarily assigned, transferred, alicnated, pledged or encumbered.

No Right to Serve as a Director. Nothing in the Plan shall confer upon a direcior the right to conlinue to serve as a member
of the Board.

Source of Benefits. This Plan is an unfunded plan. The Company shall not be required 1o establish a trust or otherwise fund
its obligations to directors under the Plan in any way. A director’s inlerest under the Plan is solcly that of a general,
unsecurcd creditor of the Company.

Scetion 409A ofthe Code. Itis intended that the Plan {including any amendments thercto) comply with the provisions off
Section 409A of the Code s as to prevent the inclusion in gross income of any amounts accrued hereunder in a taxable
year that is prior to the taxable year or years in which such amounts would otherwise be actually distnibuted or made
available to non-enployee dircctors. The Plan shall be interpreted, construed and administered in a manner that will comply
with Section 409A of the Code, including final regulations or any other guidance issued by the Secretary of the Treasuty
and the Internal Revenue Serviee with respect thereto. Notwithstanding any other provision of the Plag, the Company docs
not guarantee any particular tax result for any dircctor or beneficiary with respect to participation in or payments under the
Plan, and each director or beneficiary shall be responsible for any taxes imposed on the dircctor or beneficiary with respect
to such participation or payments under the Plar.

Timing of Payments. Notwithstanding any provision of the Plan to the contrary, a distribution to be made as of a specified
date or within a specificd peried under Scction 9 or 10 shall be made on the date or within the period specified or as soon
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as administratively practicable thereafier, but in no event later than (he last day of the same calendar year in which such dale
or period occurs. In addition, if calculation of the amount of a payment is not administratively practicable due lo events
beyond the control of the non-ciuployee director or his beneficiary or if making of a payment would jeopardize the ability of
the Company to continue as a going concern, a payment will be treated as made on the specified date or in the specified
period for purposes of the Plan if the payment is made during the first calendar year in which the calculation of the amount
of the payment is administratively practicable or in which the making of the payment would not have such effect on the
Company, as the case may be.

Amepdment and Temmination. The Board may from time to time amend the Plan in such respects as it deems advisable and
may terminate the Plan at any time; provided, however, that no such amendment or termination shall adversely affect any
right or obligation with respect to any amount accrued to a participating director’s Deferred Accounts under the Plan
withowt the consent of the participating director or beneficiary, except that the consent requirement of panticipating discetars
or beneficiaries shall not apply to any amendinent or termination that is deemed necessary by the Company to ensurce
compliance with Section 409A of the Code. Notwithstanding the preceding sentence, the Board, in its sole discretion, may
terminate this Plan to the extent and in the circumstances described in Treas. Reg, § 1.409A-3(jX4)(ix), or any successor
provision.

Gender and Number. Where the context admits, words in any gender shall include any other gender, words in the singular
shall include the plural, and words in the plural shall include the singular.




‘TN WITNESS WHEREOF, the duly authorized officer of the Company has cxccuted this Aménded and Restated Diréctors Deferred
‘Compensation Plan on behalf of the Company aid has caused its corporate scal to be affixed this_[4th day of February, 2012,

STEPAN COMPANY

Name

“Tite

Title




Substdigry

Stepan Europe S.A5.

Stepan Canada Inc.

Stepan Mexico, S A de CV,

Stepan CDMX, S.de R.L. de C.V.

Stepan Deutschland GmbH

Stepan Colombia S.AS.

Stepan Quimica Ltda.

Tehras Tensoatives Do Brasit Lida.

PBC Industria Quimica Lida.

Stepan UK Limited

Nanjing Stepan Jinling Chemical Limied
Liability Company

Stepan Chenucal (Nanjing) Co., Lid.

Stepan (Nanjing) Chemical R&D Co., Lid..

Stepan Chemical (Shanghai) Co., Lid.

Stepan Internatioral Trading {Shanghai) Co.. Lid.

Sicpan Philippines, Inc,

Stepan Philippines Quatemnarics, Inc.
Stepan Pelska Sp.zo.o.

Stepan Asia Pre. Lid.

Stepan Holdings Asia Pie. Lid.
Stepan Holdings, LLC

Stepan Specialty Products, LL.C
Stepan Mexico Holdings, LLC
Stepan Surfactants Holdings, LLC
Siepan Specialty Products B.V.
Stepan (India) Private Limiled

STEPAN COMPANY
SUBSIDIARIES OF REGISTRANT

ranjze or the Laws off

France

Conada

Mexico

Mexico
Germany
Colombia

Drazil

Brazil

Brazil

United Kingdom

People’s Republic of China
People’s Republic of China
People’s Republic of China
People's Republic of China
People’s Republic of China
Philippines

Phitippines

Paland

Singapore

Singapore

Deloware, US.A.

Delaware, U.S.A.

Delaware, US.A.

Delawane, US.A.
tNethedunds

[ndia
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Exhibir 24

POWER OF ATTORNEY

The undersigned hereby appoints . Quinn Stepan, Jr. and Luis E. Rojo and esch of them individually, the true and lawlul auomey or attorneys of the
undersipgned, with substitution and resubstitution, 1o execute in his name, place and siead in his capacity as an officer or director or both of Stepan Company,
2 Delaware corporation, the Annual Report on Ferm 10-K under the Secunties Exchange Act of 1934 for the year ended December 31, 2018, and any
amendments or supplements therero, and all instrumenis necessary or incidental in connection therewith, and to file or cause to be filed such Annual Repon
and related documenis with the Secuntics and Exchange Commission. Each of said attomeys shall bave full power and authority to do and perform, in the
name and on behalf of the undersigned, every act whatsocver necessary or desimble to be donce in thie premises, as fully as all intents and purposes of the
undersigned could do in person. The undersigned hereby ratifics and approves the actions of said attomeys and each of them.

IN WITNESS WHEREOF, the undcrsigned has cxccuted this Power of Altomey on this day of February 20,2015,

/s! F. Qinn Stepan.Jr.
F. Quinn Stepon, Jr,

/s/ Luis E. Rojo
Luis E. Rojo

/st Michael R. Boyce
Michacl R. Boyce

/s/ Randall §. Deanh
Randall §. Dearth

{5/ Joaguin Delgado
Joaquin Delgado

/s/ Gregory E. Lawton
Grepory E. Lawton

/s Jan Stem Reed
Jan Stem Reed

/s/ F. Cuinn Stepan
F. Quinn Stepan

/s/ Edward J. Wehmer
Edward J. Wehmer




Exhibit 31.1

CERTIFICATION OF PRESIDENT AND CHIEF EXECUTIVE OFFICER
PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/1 5d-14(a)

I. F. Quinn Stepan, Jr., certify that:

I
2.

I'have reviewed this anpual report on Form 10-K of Stepan Company;

Based on my knowledge, this repont does nol contain any untrue statcment ol a material facl or omiit to state a matertal fact necessary LW make
the sratements made, in light of the circumstunces under which such statements were made, not misleading with respect to the perod covered
by this repont:

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

The registrant’s other cenifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(¢)} and intemal contml over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15¢D) for the registran! and have:

(@)  designed such disclosure controls and procedures, or caused such disclosure controls and procedures o be designed under our
superviston, to ensure that material information relating to the registrant, including its consolidated subsidiarics, is made known to us
by others within those entities. particulady during the period in which this report is being prepared;

(b)  designed such intemal control over financial reporting, ar caused such intemal control over tinancial reposting to be designed under our
supervision, le provide reasonable assurance regarding the reliability of financial reponting and the preparation of linancial statements
for external purposes in accordoence with generlly accepied accounting principles;

{c)  cvaluated the effectivencss of the registrant’s disclosure controls and procedures and presented in this repott eur conelusions about the
cffectiveness of the disclosure controls and procedures, as of the end ofthe period covered by this report based on such evaluation: and

(dy  disclosed in this report any change in the registrant’s intemmal control over financial reporting that occuned during the regisirant’s most
recent fiscal quaner (the registrant’s fourth fiscal quarer in the case of an annual report) that has matenially affected, or is reasonably
likely 10 moterially affect, the registrant’s intemal conrol over financial reponing; and

The registrunt’s ather centifying officer(s) and I have disclosced, based on our most recent evaluation of intemal control over financial reporting,
to the registrant’s auditors and the audit committee ot the registrant’s board of directars (or persons performing the cquivalent functions):

{0}  all significant deficiencies and matenal weaknesses in the design or operation of iniemal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability 10 record, process, summarize and report financial information; and

(b)  any fraud. whether ot not material, that involves manopement or other employees who have a significant role in the registrant’s intemnal
cantrol over financial repotting.

Dale: February 27,2019

/s/ F. Quinn Stepan. Jr.
. Quinn Stepan, Jr.
Chairman, President and Chief Executive Officer




Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO EXCIHANGE ACT RULE 13a-[4(a)/ 15d-14(a)

1. Luis E. Rojo, centify that:

1.
2.

I have reviewed this annual report on Form 10-K of Stepan Company;

Based on my knowledge, this report does not contain any untrue statement of a matenial fact or omil 1o state a material fact necessary 1o make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect (o the peried covered
by this report;

Based on my knowledge, the financinl statements, and other financial information included in (his report, fairly present in all material respects
the finoncial cendition, results oFoperations and cash Nows of the regisirant as of, and for, the periods presented in this report;

The registrent s other centifying officer(s) and [ are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules |3a-15(¢) and 15d-15{c)) and intemnal contrel over financial reporing (as defined in Exchange Act Rules 13a-15(0 and
15d-15(f)) [or the registrant and have:

(a) designed such disclosurc controls and procedures, or caused such discltosure controls and procedures Lo be designed under our
supervision, lo ensure that material infenmation relating to the registrant, including its consolidated subsidianies, is made known to us
by others within those entities. panicularly during the period in which this repont is being prepared;

{b) designed such internal control over financial reporting, or causcd such intemal control over financial reporting to be designed undcer our
supervision, to provide rcasonable assurance regarding the reliability of financial reponting and the prepamtion of financial statements
for external purposes in accordance with generally accepied accounting principles;

(c)  evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effecliveness 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 intemal control over financial reperting that occumred during the regisirant’s most
recent fiseal guarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has matenally alfected, or is reasonably
likely to materially affect, the registrant’s intcmal control over financial reporting; and

The registrant’s other eentifying officer(s) and [ have disclosed, based on our most recent evaluation of intemal control over financial reporting,
Lo the registrunt's auditors ond the audit committee of the registrant’s board of ditectors (or persons performing 1he equivalent functionsy:

(a) all significant deficiencics and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely 1o adversely affect the registrant’s ability to record, process, summarize and repont financial information; and

(b}  any fraud, whether or not moterial, that involves management or other employecs who have a significant jole in the registrant's intemal
control over financial reporting.

Daic: February 27,2019

/s/ Luis E, Rojo
Luis E. Rojo
Vice President and Chicef Financial Officer




LExhibit 32

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

In connection with the Annual Report of Stepan Company (the "Company ™} on Form 10-K for the fiscal year ended December 31, 2018, as filed wish the
Securiries and Exchange Commission on the daic hereof (the “"Repon™), cach of the undemsigned officers of the Company centifies, pursuant 1o 18 US.C.
Scction 1350, as adopted pursuant to Scction 906 of the Sarbanes-Oxley Act of 2002, thay, to such officer’s knowledge:

l. The Report fully complics with the requirements of Section 13{a) or 15(d) of the Sccunitics Cxchange Act of 1934, and
1 The information contained in the Repont fairly prescnts, in all material respects, the financial condition and results of operations of the Company as ol
the dotes and for the periods cxpressed in the Report.

Date: February 27,2019

/s/ F, Quinn Stepan, Jr,
Name: F. Quinn Stepan, Jr.
Title: Chairman, President and Chief Executive Officer

s/ Luis E. Rojo
Namc: Luis E. Rojo
Title: Vice President and Chief Financial Officer

The foregoing certification is being furnished solely pursiant 1o |8 US.C. Section 1350 and is not being filed as part of the Report or as a separate
disclosure document.



