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A. Schulman’s goal is to serve customers and shareholders by unlocking the potential of plastic com-
pounds and resins for a wide range of applications, and to offer state-of-the-art solutions that meet

critical needs in diverse global markets. The Company is well-positioned to achieve this goal.

Ongoing efforts to strengthen operations and improve efficiency are essential to remain competitive
under current market conditions. Over recent years, management has taken aggressive steps to maxi-
mize shareholder value through product rationalization and profit improvement programs, elimination

of excess capacity in North America, and global expansion to serve growing markets.

With an eye on the future and a focus on innovation, A. Schulman has consolidated its North American
research and development program into two major facilities — the Color Technology Center and the
Product Technology Center, both located in the Akron, Ohio area. Invision®, which is highlighted on
the following pages, is the first major innovation resulting from the establishment of these two facili-

ties and the collaborative effort between them.

A. Schulman’s strong operating base and its capabilities for providing innovative products to serve

customer needs enable the Company to pursue new opportunities for growth throughout the global

markets.

A. Schulman
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September 2005 marked the beginning of a new chﬁgié«\ip/;//
A. Schulman’s history as we introduced our new Invisign®

sheet product and the formation of A. Schulman Invision
Inc., our wholly owned subsidiary. We expect Invision®
to open up a wide range of long-term growth

opportunities in many markets around the world.

Invision® is the perfect complement to our long-
standing expertise in color-matching as we expand
our capabilities to include sheet product. Our cus-
tomers will benefit by receiving a better-performing,
more cost-effective alternative to existing materials on
the marketplace, while simplifying their manufacturing |
process.

Invision® will be attractive to customers in both
automotive and non-automotive markets. Initially; ‘V\;;—:‘

are focusing on automotive applications because of our

market presence and recognized capabilities. Invision®
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is not expected to pro uc Qéeratmg income in fiscal

2006. However, this is a very large market that could
exceed $1 billion in annual sales in the years ahead. With
the help of Invision®, we expect to continue to build positively

on the overall growth our Company experienced in fiscal 2005.
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Fiscal 2005 Results

Net sales for the fiscal year ended August 31, 2005 were $1.433 bil-
lion, the highest in the history of A. Schulman, and a 15.7% increase
over sales of $1.239 billion for fiscal 2004. Price increases and
changes in product mix increased sales by 10.4%. Tonnage was up
0.5% for the year and the translation effect of foreign currencies,
primarily the euro, increased sales by $59.9 million or 4.8%.

Net income for the 2005 fiscal year was $32,093,000 or $1.03
per diluted share, an increase of 15% over last year’s net income
of $27,906,000 or $0.91 per diluted share. The translation effect
of foreign currencies, primarily the euro, increased net income
by $2,678,000 or $0.09 per share.

The primary reason for the increase in fiscal 2005 netincome
was a reduction in the effective tax rate to 35.0% in 2005 from
489% in 2004. The tax rate was lower due to $4,370,000 or $0.14
per share of tax benefits from tax reserves no longer required
due to a change in Mexican tax laws and the favorable settle-
ment of a claim in Canada. In addition, there was a reduction in
losses in the United States where no tax benefits are currently
recognized.

Net income for fiscal 2005 also included a net gain of
$497,000 or $0.02 per share from the sale of an office in Europe
and $962,000 or $0.03 per share from a refinement of assump-
tions relating to freight in North America. Net income for fiscal
2004 included restructuring charges of $2,084,000 or $0.07 per
share, an impairment charge for goodwill of $1,820,000 or $0.06
per share and a charge of $1,401,000 or $0.05 per share for a
valuation allowance or tax assets not recoverable.

The gross profit margin was 13.4% in fiscal 2005 compared
with 14.8% last year. The decline in margin was the result of high-
er raw material costs due to increased energy prices and the lag

in passing on such increases in the form of higher selling prices.

The reduction in margin had an adverse effect of approximately
$17 million on pre-tax income. In addition, operating expenses
were up due to costs for Sarbanes-Oxley compliance, the trans-
lation of currencies and various other increases throughout our

operations.

Fourth-quarter Results

Net sales for the fourth quarter ended August 31, 2005 were
$345.1 million, an increase of 8.2% from net sales of $318.8 mil-
lion for the comparable 2004 quarter. Tonnage declined 1.7%
for the quarter, but higher sales prices and changes in product
mix increased sales by 8.4%. The translation effect of currencies,
primarily the euro, increased sales by $4.8 million or 1.5%.

Net income for the fiscal 2005 fourth quarter was $6,461,000
or $0.21 per diluted share compared with last year’s fourth-quar-
ter net income of $131,000, which was less than $0.01 per share.
The 2004 fourth quarter included charges totaling $4,990,000
or $0.16 per share for restructuring, goodwill impairment and a
valuation allowance on tax assets.

The 2005 fourth quarter was extremely soft through July
due to poor economic conditions, especizlly in the automotive
industry. However, there was a noted improvement late in the
quarter. Order levels were stronger and margins improved due
to our ability to increase selling prices in response to low levels
of inventories in the marketplace and the higher cost of plas-
tic resins and other raw materials which were impacted by the

higher costs of energy.

European and Asian Operations

European and Asian sales and tonnage were higher for fiscal

2005. Sales increased 19.9% for the year and tonnage was 4.8%
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New China and Poland Facilities
Serve Growing Global Markets

The successful operations at A. Schulman’s new China and Poland facilities,
both of which opened in fiscal 2004, reflect the Company’s continuing strat-
egy to meet the growing long-term demand in global markets.

The $7.5 million China plant, which began operation in the fall of 2004,
produces materials for customers in the film and packaging markets. It cur-
rently has an annual capacity of 30 million to 40 million pounds, depending
on the type of materials being produced. A second line, to produce engi-
neered compounds for automotive, consumer product and other applica-
tions, is under construction and expected to be completed in fiscal 2006.

In Poland, the Company’s new facility has an annual capacity of ap-
proximately 1 million pounds, primarily for the construction of value-added
concentrates for the Eastern European market. This plant cost $3.5 million
and began production during the summer of 2004.

With these new facilities, A. Schulman has established a foundation
for further strategic global expansion to serve the automotive industry and

other markets, particularly in the growing Asian and European regions.

higher than last year. Increases in selling prices
and changes in product mix accounted for 8.3%
of the sales increase. The translation effect of for-
eign currencies increased sales by 6.8%. Gross
profit margins for fiscal 2005 were 14.7% com-
pared with 16.8% last year. Margins declined due
to the higher cost of raw materials and the lag of
passing on such increases in the form of higher
selling prices. Income before interest and taxes
for Eurcpe and Asia was $62,777,000, a decrease
of 6.3% from last year's income of $67,013,000.
Income was down primarily because of higher
expenses, including costs related to compliance
with Sarbanes-Oxley requirements, which offset
an increase in gross profit arising from higher
sales.

Fourth-quarter sales for Europe and Asia
were $233.1 million, an increase of 8.1% over last
year's fourth-quarter sales of $215.6 million. Ton-
nage was up 1.8% for the quarter and the transla-
tion effect of currencies increased sales by 1.3%.
Higher selling prices and changes in product mix
increased sales by 5.0%. Gross profit was $34.5
million, a $208,000 increase from the fourth quar-

ter of last year, but margins declined to 14.8%

from 15.6% in the same quarter last year.

North American Operations

Nerth American sales for fiscal 2005 were $439.4
million, an increase of 7.1% over 2004 sales of
$410.2 million. Tonnage was down 7.2% for the

year; however, higher selling prices and changes
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in product mix increased sales by 13.4%. The balance of the in-
crease in sales was derived from the translation effect of foreign
currencies for North America. North American gross profit was
up $2.4 million although margins were 10.5%, down slightly from
last year's margins of 10.7%. The loss of $11.0 million before in-
terest, restructuring and taxes was greater than last year's loss
of $7.5 million due to an increase in operating expenses and the
adverse effects of currancy transaction losses, primarily because
of the strength of the Canadian dollar.

The fourth-quarter results for North America were better
than anticipated. The loss before interest, restructuring and
taxes was $3.5 million, an improvement of $1.3 million over the
same period last year and much better than forecast. Although
tonnage declined 8.1%, sales were $112.0 million, an increase of
8.6% from last year. Increases in selling prices and changes in
product mix provided a 14.8% increase in sales. The transla-
tion effect of foreign currencies for North America accounted
for the balance of the increase in sales. North American gross
profit margins were 8.8% compared with 9.0% in last year's fourth
quarter. In addition, operating expenses declined from the year-
ago period. The quarter started quite slowly, but the month of
August was much better than expected with stronger margins
resulting from higher selling prices, strong demand and tight
supplies for many materials due to the recent hurricane activity
in the United States.

Fiscal 2005 came to a close with a good fourth quarter. Pric-
ing power has recently improved and, currently, we are noting
tightness in supplies due to the recent hurricanes in the United
States and higher energy prices. Gross profit margins have im-
proved in September 2005 and preliminary results for fiscal 2006
are encouraging.

One of our major facilities in Texas was down for a two-week

period in September and a warehouse in Texas also incurred

Right -

Terry L.
Haines

Left -

Robert A.
Stefanko

damage from Hurricane Rita. The impact and damage resulting
from this hurricane is currently being assessed. Although the
amount of loss on these facilities is not yet determinable, it is
anticipated that amounts not covered by insurance will not have

a significant impact on earnings.

Cash Dividends

Cash dividends on common stock were $0.57 per common
share in fiscal 2005, an increase of 5.6% over dividends of $0.54
per share paid in fiscal 2004. On October 6, 2005, the Board of
Directors declared the regular quarterly dividend of $0.145 per
share, which was payable November 2, 2005 to stockholders of
record on October 24, 2005. Throughout our history, we have a
consistent record of paying dividends. The Board will review the

current dividend policy at its meeting in January 2006.
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For fiscal 2006, we anticipate better margins and believe there is

good opportunity for an improvement in performance.

Agreement with Barington Capital Group

tn October 2005, the Company reached an agreement with a
group of investors led by Barington Capital Group, L.P. (the
“Barington Group”) which had an ownership position of ap-
proximately 8.7% of the Company’s outstanding stock. Under
the terms of the agreement, among other things, the Baring-
tonGroup withdrew its notice of intent to nominate persons for
election as directors at the Company's 2005 annual meeting and
agreed to abide by certain standstill provisions. In addition, the
Board of Directors expanded the size of the Board from 10 to 12
and appointed James A. Mitarotonda, a member of the Baring-
ton Group, to serve as a director until the 2007 annual meeting.
We believe that the agreement with Barington serves the best
interests of the Company and its stockholders. We welcome Mr.
Mitarotonda to our Board and look forward to working with him
as we co"r‘wtinue to improve the operations and financial perfor-
mance of the Company.

We élso intend to initiate a self-tender offer to repurchase
8,750,000 shgres of the Company’s common stock at a price of
no less than $20 per share that will be completed no later than
April 30, 2006. This repurchase is subject to obtaining sufficient
financing in the United States to pay for the repurchase and
complying with existing debt instruments. We believe this re-

purchase will enhance shareholder value.

Business Review and Outlook

We are excited about the long-term potential for Invision®.
However, the current economic situation is quite unsettled with
high energy costs, credit issues in the automotive industry and
increasing inflationary pressures. We have a strong balance sheet
and the financial capability to withstand difficult environments
and compete effectively in the worldwide markets. For fiscal
2006, we anticipate better margins and believe there is good
opportunity for an improvement in performance.

We thank all of our employees, customers and stockholders

for their continued support.

9,%? 7 fowsy ko @ SHAifart

Terry L. Haines Robert A. Stefanko

Chairman and
Chief Financial Cfficer

President and
Chief Executive Officer

November 4, 2005
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rocker panel
invision® is a new product that combines outstanding performance char-

acteristics with state-of-the-art color-matching, improved cost-efficiency,
environmental advantages and a simplified manufacturing process for the
customer. It represents the next step in A. Schulman’s long histary of providing
resins and compounds that are precisely formulated and color-matched to meet the
needs of its customers. Until now, the Company provided those materials in the form

of pellets, which are then molded or extruded into a finished product.
color pellets and

Invision®sheets

With the introduction of Invision®, produced in sheet form, A. Schulman can elimi-
nate many intermediate manufacturing processes and reduce costs for its cus-
tomers. The new product allows the Company to leverage its compounding

capabilities and better serve a variety of potentially high-growth markets. 0y

Consisting of multi-layered sheets of ionomer, Invision® can be formed di- .

rectly into a finished part by the customer. A. Schulman now produces each
layer of the sheet - including color, adhesive, clear coat or other material — which
provides customers with savings in their manufacturing processes. A protective layer can also be added to

prevent damage during shipping and handling, right up to the final molding of the finished product.

When compared with existing alternative technologies — such as paint on plastic, paint
film, thermoplastic film and sheet, and molded-in color - Invision® offers superior perfor-
mance, improved color-matching, cost-efficiency and simplicity. Where Class A surface
requirements are needed, Invision® is the solution. Its impact on the environment also is

much more favorable than painted materials and paint application processes.

e of o A. Schulman has invested approximately $5 million and more than eight years in the devel-
opment of Invision®. Because of the uniqueness of the technology, the Company has applied

for a number of patents related to the product and its manufacturing processes. Since Invision® uses
compounds and resins produced by A. Schulman, the new product will be complementary to the Company’s

traditional business.

[e] Q e}

invision

the potential ...




A sheet of Invision®
being pulled off the
production line ready

to be formed into a

finished product.




The automotive market has long sought technology alter-
natives that are more durable and cost-efficient for exteri-
or products such as the side rocker panel, one of the initial

applications in which Invision® is expected to be used.

Precise color-matching is a high priority in many
markets, especially automotive. Invision® takes ad-
vantage of A. Schulman's industry-leading ability to
match the color palettes of major automotive com-
panies to improve the appearance of parts such as

bumpers, fascias and rocker panels.




Invision® sheet is both flexible and durable enough to

be molded in a single step into products both large
and small. Potentially, most of the exterior surface
of a recreational vehicle such as a golf cart could be

made of Invision® .

Qver the long term, non-automo-
tive applications for Invision® are
expected to include lawn and garden
equipment, appliances, or essentially
any market that would benefit from
material that meets the strictest
“Class A" surface requirements for
characteristics such as appearance

and durability.




Financial Highlights

Net sales
Net inccme ™ 2. G

Diluted =arnings per share of
common stock

Capital expenditures

Long-term debt and other
non-current liabilities

Long-term liabilities to capital
Stockholders' equity
Book value per common share

Number of stockholders of record

Cash dividends per share
1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

Common stock price range
1st Quarter

2nd Quarter

3rd Quarter

4th Quarter

2005
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Year Ended August 31,

2004

$1,433,196,000

$ 32,093,000
$1.03
$ 26,944,000

$ 136,871,000

$1,239,091,000

$ 27,906,000
$0.91
$ 22,287,000

$ 111,663,000

22.9% 20.4%

$ 462,103,000 $ 435,237,000

$15.01 $14.27

606 612

$0.135 $0.135

0.145 0.135

0.145 0.135

0.145 0.135

$0.570 $0.540

——— ———
High - Low High - Low

$22.71-18.86 $19.85-15.35

$22.20-17.48 $21.98 -17.09

$18.75-15.92 $20.95-17.19

$19.49 - 16.23 $21.67 - 19.10

(1) Includes restructuring charges of $182,000 in 2005, $2,084,000 in 2004 and $8,616,000 in 2003.

(2) Includes in 2004 impairment charges of $1,820,000 and a $1,400,000 valuation allowance on tax assets not recoverable at

that time.

2003

$1,100,457,000

$ 15,954,000
$0.53
$ 19,509,000

$ 120,152,000

23.9%

$ 382,821,000
$12.91

659

$0.135

0.135

0.135

0.135

$0.540

——
High - Low
$21.37 - 13.41

$19.50 - 13.40
$17.19 - 1291

$18.19-14.75

(3) Includes for 2008 a net gain of $497,000 on the sale of an office in Europe, $962,000 of income from a refinement in
assumptions relating to freight in North America, and $4,370,000 of tax benefits from tax reserves no longer required due
to a change in Mexican tax laws effective December, 2004 and the favorable settlement of a tax claim in Canada.




Consolidated Statement of Income

Net Sales
Interest and Other Income
Total
Cost and Expenses:
Cost of sales

Selling, general and
administrative expenses

Interest expense

Foreign currency transaction losses
Minority interest

Restructuring expense — North America

Goodwill impairment - North America

Income Before Taxes

Provision for U.S. and Foreign
Income Taxes

Net Income
Weighted-average Number
of Shares Outstanding:
Basic
Diluted
Earnings per Share of Common Stock:
Basic

Diluted

vision

2005

$1,433,196,000
2,394,000

1,435,590,000

1,240,557,000

137,848,000
3,704,000
2,824,000
1,139,000

182,000
49,336,000

17,243,000
$ 32,093,000

30,619,780
31,049,790

$1.05
$1.03

Year Ended August 31,

2004

2003

$1,239,091,000

$1,100,457,000

2,252,000 2,067,000
1,247,343,000 1,102,524,000
1,055,608,000 940,152,000

122,305,000 111,572,000
4,156,000 4,764,000
694,000 1,293,000
1,378,000 909,000
731,000 6,237,000

1,820,000 —

1,186,692,000 1,064,927,000
54,651,000 37,597,000
26,745,000 21,643,000

$ 27,906,000 $ 15,954,000
L] L]
30,128,117 29,496,281
30,575,057 29,845,497
$0.93 $0.54

$0.91 $0.53

The accompanying notes are an integral part of the consolidated financial statements.




12 A, SCHULMAN, INC.

Consolidated Balance Sheet

ASSETS

Current Assets:

Cash and cash equivalents

2005 ANNUAL

Accounts receivable, less allowance for doubtful accounts

of $8,227,000 in 2005 and $9,268,000 in 2004

Inventories, average cost or market, whichever is lower

Prepaids, including tax effect of temporary differences

Total Current Assets

Other Assets:
Cash surrender value of life insurance

Deferred charges, etc., including tax effect
of temporary differences

Goodwill

Intangible assets

Property, Plant, and Equipment, at cost:
Land and improvements

Buildings and leasehold improvements
Machinery and equipment

Furniture and fixtures

Construction in progress

Accumulated depreciation and investment grants
of $1,187,000 in 2005 and $1,172,000 in 2004

REPORT

August 31,
2005

$102,329,000

225,442,000
233,348,000

16,848,000
577,967,600

1,454,000

17,316,000
5,288,000
1,026,000

25,084,000

13,667,000
128,884,000
292,419,000

35,556,000

13,366,000
483,892,000

302,581,000
181,311,000
$784,362,000

August 31,
2004

$ 72,898,000

204,091,000
232,102,000

13,339,000
522,430,6%

974,000

16,080,000
5,253,000
2,653,000

24,960,000

12,465,000
124,76C,000
274,279,000

32,999,000

10,178,000
454,681,000

277,975,000

176,706,000
$724,096,000
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LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:
Notes payable
Current portion of long-term debt
Accounts payable
U.S. and foreign income taxes payable
Accrued payrolls, taxes, and related benefits
Other accrued liabilities

Total Current Liabilities
Long-term Debt
Other Long-term Liabilities
Deferred Income Taxes
Minority Interest

Commitments and Contingencies

Stockholders’ Equity:

Preferred stock, 5% cumulative, $100 par value,
authorized, issued and outstanding-10,564 shares
in 2005 and 10,566 shares in 2004

Special stock, 1,000,000 shares authorized,
none outstanding

Common stock, $1 par value, authorized - 75,000,000 shares,
issued — 39,988,555 shares in 2005 and
39,633,132 shares in 2004

Other capital
Accumulated other comprehensive income
Retained earnings

Treasury stock, at cost, 9,272,045 shares in 2005
and 9,211,095 shares in 2004

Unearned stock grant compensation
Common Stockholders’ Equity
Total Stockholders’ Equity

August 31,
2005

$ 1,507,000
370,000
102,059,000
14,788,000
27,193,000
26,338,000

172,255,000

63,158,000
73,713,000
7,865,000
5,268,000

1,057,000

39,989,000
74,973,000
26,552,000
487,998,000

(165,232,000
(3,234,000)
461,046,000
462,103,000

$ 784,362,000

The accompanying notes are an integral part of the consolidated financial statements.

August 31,
2004

$ —

418,000
95,160,000
12,573,000
26,300,000
29,685,000

164,136,000

49,679,000
61,984,000
8,030,000
5,030,000

1,057,000

39,633,000
69,812,000
18,643,000
473,540,000

(164,231,000)
(3,217,000)
434,180,000
435,237,000

$ 724,096,000
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Consolidated Statement of Stockholders’ Equity

Balance at August 31, 2002
Comprehensive income for 2003:
Net income for 2003
Foreign currency translation gain

Minimum pension liability adjust-
ment (net of tax of $640,000)

Total comprehensive income
Cash dividends paid or accrued:
Preferred stock, $5 per share
Common stock, $.54 per share
Stock options exercised
Grant of restricted stock
Non-cash stack based compensation
Amortization of restricted stock
Balance at August 31, 2003
. Comprehensive income for 2004:
Net income for 2004
Foreign currency translation gain

Minimum pension liability adjust-
ment {net of tax of $446,000}

Total comprehensive income
Cash dividends paid or accrued:
Preferred stock, $5 per share
Common stock, $.54 per share
Stock options exercised
Issue of restricted stock
Grant of restricted stock
Non-cash stock based compensation
Amortization of restricted stock
Balance at August 31, 2004
Comprehensive income for 2005:
Net income for 2005
Foreign currency translation gain

Minimum pension liability adjust-
ment (net of tax of $1,056,000)

Total comprehensive income
Cash dividends paid or accrued:
Preferred stock, $5 per share
Common stock, $.57 per share
Purchase of treasury stock
Stock options exercised
Issue of restricted stock
Grant of restricted stock
Forfeiture of restricted stock
Non-cash stock based compensation
Amortization of restricted stock

Balance at August 31, 2005

Accumulated Unearned
Other Stock Total
Preferred Comman Other Comprehensive Retained Treasury Grant Stockholders’
Stock Stock Capital Income (Loss) Earnings Stock Compensation Equity
$1,057,000 $38,630,000 $51,974,000 $(31,230,000) $462,270,000 $(164,231,000) $(2,109,000) $356,361,000
15,954,000
21,687,000
1,178,000
38,819,000
(53,000) (53,000)
(16,067,000) (16,067,000)
151,000 1,147,000 1,298,000
1,585,000 (1,585,000) —
1,329,000 1,329,000
1,134,000 1,134,000
1,057,000 38,781,000 56,035,000 (8,365,000) 462,104,000 (164,231,000) (2,560,000) 382,821,000
27,906,000
28,139,000
(1,131,000
54,914,000
(53,000) (53,000)
(16,417,000) (16,417,000)
813,000 10,892,000 11,705,000
39,000 (39,000) —
2,080,000 (2,080,000 —
844,000 844,000
1,423,000 1,423,000
1,057,000 39,633,000 69,812,000 18,643,000 473,540,000 (164,231,000) (3,217,000 435,237,000
32,093,000
10,260,000
(2,351,000
40,002,000
(53,000) (53,000)
(17,582,000 (17,582,000)
(1,001,000 (1,001,000}
302,000 3,790,000 4,092,000
54,000 (54,000) -
1,981,000 (1,981,000 —
(893,000) 893,000 —
337,000 337,000
1,071,000 1,071,000
$1,057,000 $39,98%,000 $74,973,000 $ 26,552,000 $487,998,000 $(165,232,000) $(3,234,000) $462,103,000
— — —— — — —

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statement of Cash Flows

Provided from (used in) operating activities:
Net income
ltems not requiring the current use of cash:
Depreciation and amortization
Non-current deferred taxes
Pension and other deferred compensation
Postretirement benefit obligation
Minority interest in net income of subsidiaries
Restructuring charges
Goodwill impairment
Changes in working capital:
Accounts receivable
Inventories
Prepaids
Accounts payable
Income taxes
Accrued payrolls and other accrued liabilities
Changes in other assets and other long-term liabilities
Net cash provided from operating activities
Provided from (used in) investing activities:
Expenditures for property, plant and equipment
Disposals of property, plant and equipment
Net cash used in investing activities
Provided from (used in) financing activities:
Cash dividends paid
Increase (decrease) of notes payable
Reduction of long-term debt
Increase of long-term debt
Cash distributions to minority shareholders
Exercise of stock options
Purchase of treasury stock
Net cash used in financing activities
Effect of éxchange rate changes on cash
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Cash paid during the year for:
Interest

Income Taxes

2005

$ 32,093,000

25,082,000
(978,000}
11,891,000
2,623,000
1,139,000

(17,643,000)
4,069,000
(244,000
5,019,000
(4,051,000)
1,675,000
(5,032,000)
55,643,000

(26,944,000
681,000
(26,263,000)

(17,635,000)
1,479,000
13,464,000
(200,000)
4,092,000
(1,001,000)
(501,000)
552,000
29,431,000
72,898,000
$102,329,000

$ 3,818,000
$ 32,524,000

The accompanying notes are an integral part of the consolidated financial statements.

Year Ended August 31,
2004

$ 27,906,000

25,870,000
226,000
7,917,000
893,000
1,378,000
1,353,000
1,820,000

(13,797,000
(25,699,000
49,000
24,699,000
2,690,000
2,503,000
(4,897,000)
53,611,000

(22,287,000)
(65,000)
(22,352,000)

(16,470,000)
(27,000)
(19,092,000)
(1,830,000)
11,705,000
(25,714,000)
4,537,000
10,082,000
62,816,000

$ 72,898,000

$ 4,042,000
_ $ 26,060,000

2003

$ 15,954,000

24,703,000
{6,319,000)
6,070,000
841,000
909,000
5,246,000

3,843,000
(13,915,000)
(777,000)
(10,446,000
6,965,000
5,647,000
1,020,000
39,741,000

(19,50%,000)
1,447,000
(18,062,000)

{16,120,000)
25,000
(12,449,000
(1,600,000)
1,298,000
(28,846,000
5,999,000
(1,168,000)
63,984,000

$ 62,816,000

$§ 4,565,000
$ 25,781,000
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Notes to Consolidated
Financial Statements

Note 1

Summary of Significant Accounting Policies

Principles of Consolidation
The consclidated financial statements include the accounts of A. Schulman,
Inc. {the “Company”) and its domestic and foreign subsidiaries in which
a controlling interest is maintained. All significant intercompany trans-
actions have been eliminzted.

Minority interest represents a 30% equity position of Mitsubishi
Chemical MKV Co. in a partnership with the Company and a 35%
equity position of PT. Prima Polycon Indah in an Indonesian joint ven-

ture with the Company.

Cash Equivalents and Short-Term Investments

All highly liquid investmenits purchased with a maturity of three months
or less are considered to be cash equivalents. Such investments amount-
ed to $22,220,000 at August 31, 2005 and $39,671,000 at August 37,
2004. Investments with maturities between three and twelve months
are considered to be short-term investments. Investments are placed
with numerous financial institutions having good credit ratings. The

recorded amount of these investments approximates fair value.

Accounts Receivable and Allowance for Doubtful Accounts

Trade accounts receivable are recorded at the invoiced amount and
do not bear interest. The allowance for doubtful accounts is the
Company’s best estimate of the amount of probable credit losses in
its existing trade accounts receivable. The Company determines the
allowance for doubtful accounts based on specific customer account
analysis and historical write-off experience. The Company reviews
its allowance for doubtful accounts on a periodic basis. Past due
accounts are reviewed individually for collectibility while all remaining
accounts are reviewed on a pooled basis. Trade accounts receivables
are charged off against the allowance for doubtful accounts when the
Company determines it is probable the account receivable will not
be collected. Trade accounts receivables, less allowance for doubtful
accounts, reflect the net realizable value of receivables, and approxi-
mate fair value. The Company does not have any off-balance sheet

exposure related to its customers.

Revenue Recognition
The Company’s accounting policy regarding revenue recognition is to
recognize revenue when products are shipped to unaffiliated customers
and both title and the risks and rewards of ownership are transferred.
The Company provides tolling services as a fee for processing
of material provided and owned by customers. On some occasions,
the Company is required to provide certain amounts of its materials,
such as additives or packaging. These materials are charged to the

customer as an addition to the tolling fees. The Company recognizes

revenues from tolling services and related materials when such ser-
vices are performed. The only amounts recorded as revenue related
to tolling are the processing fees and the charges related to materials

provided by the Company.

Depreciation

ft is the Company’s policy to depreciate the cost of property, plant
and equipment over the estimated useful lives of the assets generally
using the straight-line method. The estimated useful lives used in the

computation of depreciation are as follows:

Buildings and leasehold improvements 7 to 40 years

Machinery and equipment 51to 10 years
Computer equipment 3to 5years

Furniture and fixtures 5to 10 years

The cost of property sold or otherwise disposed of is eliminated
from the property accounts and the related reserve accounts. Gains or
losses are recognized when appropriate.

Maintenance and repair costs are charged against income. The cost

of renewals and betterments is capitalized in the property accounts.

Inventories

The Company and its subsidiaries do not distinguish between raw
materials and finished goods because numerous products that can be
sold as finished goods are also used as raw materials in the production

of other inventory items.

Goodwill

The Company does not amortize goodwill. However, the Company
conducts a formal impairment test of goodwill at the reporting unit
level on an annual basis and between annual tests if an event occurs or
circumstances change that would more likely than not reduce the fair

value of a reporting unit below its carrying value.

Long-Lived Assets

Long-lived assets, except goodwill and indefinite-lived intangible
assets, are reviewed for impairment when circumstances indicate the
carrying value of an asset may not be recoverable. Recoverability of
assets to be held and used is measured by a comparison of the car-
rying amount of the asset to future net cash flows estimated by the
Company to be generated by such assets. If such assets are considered
to be impaired, the impairment to be recognized is the amount by
which the carrying amount of the assets exceeds the fair value of the
assets. Assets to be disposed of are recorded at the lower of carrying
value or estimated net realizable value. The Company compleated its
annual impairment test of long-lived assets which resulted in no impair-

ment loss being recognized.

Income Taxes

Income taxes are recognized during the period in which transac-
tions enter into the determination of financial statement income.
Accordingly, deferred taxes are provided for temporary differences

between the book and tax bases of assets and liabilities. A valuation
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allowance is established when it is more likely than not that all or & por-
tion of a deferred tax asset will not be realized. No taxes are provided

on earnings which are permanently reinvested.

Retirement Plans
The Company has several defined benefit and defined contribution
plans covering certain employees in the U.S. and in foreign countries.
For certain plans in the U.S., pension funding is based on an amount
paid to trust funds at an agreed rate for each hour for which employees
are paid. Generally, the defined benefit plans accrue the current and
prior service costs annually and funding is not required for all plans.
The Company also has deferred profit sharing plans for its North
American salaried employees for which contributions are determined
at the discretion of the Board of Directors.

Foreign Currency Translation

The financial position and results of operations of the Company’s
foreign subsidiaries are measured using local currency as the functional
currency. Assets and ligbilities of these subsidiaries are translated at
the exchange rate in effect at each year-end. Income statement
accounts are translated at the average rate of exchange prevailing
during the year. Accumulated other comprehensive income in stock-
holders’ equity includes translation adjustments arising from the use

of different exchange rates from period to period.

Use of Estimates

The preparation of financial statements in conformity with account-
ing principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contin-
gent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates.

Reclassification
Certain items previously reported in specific financial statement cap-

tions have been reclassified to conform to the 2005 presentation.

Stock-Based Compensation

in 2003 the Company adopted the provisions of Statement of Financial
Accounting Standards (SFAS) No. 148, "Accounting for Stock-Based
Compensation — Transition and Disclosure.” The Company continues
to apply the intrinsic-value based method to account for stock options
granted to employees or Directors to purchase common shares. The
option price equals the market price of the underlying common shares
on the date of grant. No compensation expense is recognized for
stock options granted, except for provisionally granted awards.

Stock options granted for plans that are subject to shareholder
approval are provisional and use the date of the shareholder approval
as the measurement date under Accounting Principles Board Opinion
No. 25, "Accounting for Stock Issued to Employees” ("APB 25”).

Accordingly, compensation cost for provisionally granted stock options

is measured as the difference, if any, of the quoted market price of the
Company's stock at the grant date compared with the market price at
the date of shareholder approval.

The Company recognizes compensation expense related to the
issuance of restricted stock. The following table illustrates the effect
on net income and earnings per share as if the fair value based method
had been applied to all outstanding and unvested stock awards:

(In thousands of §)

2005 2004 2003

Net income, as reported $32,093 $27,906 $15,954
Add:  Stock-based employee compen-

sation included in reported

net income, net of tax 1,408 2,267 2,463
Deduct: Total stock-based employee

compensation expense deter-

mined under fair value method,

net of tax where applicable (5,228) (3,180) (2,393)
Pro forma net income $28,273 $26,993 $16,024
Earnings per share:
Basic:  as reported $1.05 $0.93 $0.54

pro forma $0.92 $0.90 $0.54
Diluted: as reported $1.03 $0.91 $0.53

pro forma $0.91 $0.88 £0.54

Derivative Instruments and Hedging Activities

The Company accounts for derivatives under SFAS No. 133, “Account-
ing for Derivative Instruments and Hedging Activities” ("SFAS 133")
as amended and interpreted. The standard requires all derivatives,
whether designated in hedging relationships or not, to be recorded
on the balance sheet at fair value. The forward exchange contracts
were adjusted to their fair market value through the income statement.
Gains or losses on forward contracts that hedge specific transactions
are recognized in the consolidated statement of income offsetting
the underlying foreign currency gains or losses. In 2004 the Company
entered into an interest-rate swap agreement which has been desig-

nated as a fair value hedge in accordance with SFAS 133.

New Accounting Pronouncements

In May 2004, the FASB issued FASB Staff Position 106-2 ("FSP
106-2") regarding SFAS No. 106, "Employer's Accounting for Postre-
tirement Benefits Other than Pensions”. FSP 106-2, “Accounting for
Disclosure Requirements Related to the Medicare Prescription Drug,
Improvement and Modernization Act of 2003" discusses the effect of
the Medicare Prescription Drug, Improvement and Modernization Act
(“"the Act”) enacted on December 8, 2003. FSP 106-2 considers the
effect of the features introduced in the Act in determining accumulat-
ed postretirement benefit obligation and net periodic postretirement
benefit cost, which may serve to reduce a company’s postretirement
benefit costs. The adoption of FSP 106-2, effective September 1, 2004,
did not have a material impact on the Company's financial position
or results of operations. On January 21, 2005 regulations implement-
ing the Act were issued and did not have a material impact on the

Company’s financial position or results of operations.
pany
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In November 2004, the FASB issued SFAS No. 151, (*SFAS 1517},
“Inventory Costs — an amendment of ARB No. 43, Chapter 4” in an
effort to converge U.S. accounting standards for inventories with
International Accounting Standards. SFAS 151 requires abnormal
amounts of idle facility expense, freight, handling costs and spoilage
to be recognized as current period charges. SFAS 151 also requires
that allocation of fixed production averheads to the costs of conver-
sion be based on the normal capacity of the production facilities. The
adoption of SFAS 151 is required in the Company’s first quarter of
fiscal 2006. The Company does not expect a material impact on the
Company's financial position or results of operations from the adop-
tion of SFAS 151.

in December 2004, the FASB revised SFAS No. 123, ("SFAS 123R"),
“Share-Based Payment”. SFAS 123R requires companies to measure
all employee stock-based compensation awards using a fair value
method and record the related expense in the financial statements. In
addition, SFAS 123R requires disclosure of information relating to the
nature of share-based payment transactions and the effects of those
transactions on the financial statements. The adoption of SFAS 123R
is required in the Company’s first quarter of fiscal 2006. Adoption of
SFAS 123R is currently expected to reduce fiscal 2006 earnings by
approximately $3.0 million or $.10 per share.

In December 2004, the FASB issued SFAS No. 153, ("SFAS 153"),
“Exchanges of Nonmonetary Assets, an Amendment of APB Opinion
No. 29". SFAS 153 addresses the measurement of exchanges of non-
monetary assets and redefines the scope of transactions that should
be measured based on the fair value of the assets exchanged. The
adoption of SFAS 153 is required in the Company’s first quarter of
fiscal 2006. The Company does not expect a material impact on the
Company's financial position or results of operations from the adop-
tion of SFAS 153.

In December 2004, the FASB issued FASB Staff Position 109-1,
("FSP 109-1"), "Application of FASB Statement No. 109, ‘Accounting for
Income Taxes,’ to the Tax Deduction on Qualified Production Activities
Provided by the American Jobs Creation Act of 2004, The FASB also
issued Staff Position 109-2, ("FSP 109-2"), “Accounting and Disclosure
Guidance for the Foreign Eamings Repatriation Provision Within the
American Jobs Creation Act of 2004” (the “Jobs Creation Act”). The
Jobs Creation Act provided deductions for qualified domestic produc-
tion activities and repatriation of foreign earnings. The adoption of FSP
109-1 and FSP 109-2 by the Company in the February 2005 quarter did
not have a material impact on the Company's financial condition,
results of operations or cash flows for fiscal 2005.

In March 2005, the FASB issued FASB Interpretation No. 47, ("FIN
47"), " Accounting for Conditional Asset Retirement Obligations”. FIN
47 clarifies the definition and treatment of conditional asset retirement
obligations as discussed in FASB Statement No. 143, "Accounting for
Asset Retirement Obligations”. A conditional asset retirement obliga-
tion is defined as an asset retirement activity in which the timing and/or
method of settlement are dependent on future events that may be out-

side the control of the Company. FIN 47 requires an entity to recognize

a liability for the fair value of a conditional asset retirement obligation
if the fair value of the liability can be reasonably estimated. FIN 47 is
intended to provide more information about long-lived assets, more
information about future cash outflows for these cbligations and more
consistent recognition of these liabilities. The adoption of FIN 47 is
required by the end of fiscal 2006. The Company is currently evaluating
the impact, if any, of FIN 47 on its financial position, results of opera-
tions and cash flows.

In May 2005, the FASB issued FASB Statement No. 154, (“SFAS
154"), "Accounting Changes and Error Corrections, a replacement
of APB Opinion No. 20 and FASB Statement No. 3”. Previously, APB
No. 20, "Accounting Changes” and SFAS No. 3, "Reporting Accounting
Changes in Interim Financial Statements” required the inclusion of the
cumulative effect of changes in accounting principle in net income of
the period of the change. SFAS No. 154 requires companies to recog-
nize changes in accounting principle, including changes required by a
new accounting pronouncement when the pronouncement does not
include specific transition provisions, retrospectively to prior periods’
financia! statements, unless impracticable to determine the effects of
the change. The adoption of SFAS 154 is requirad in the Company’s
first quarter of fiscal 2007. The Company will assess the impact of a
retrospective application of a change in accounting principle in accor-
dance with SFAS No. 154 if the need for such a change arises after the
effective date of September 1, 2006.

Note 2
Allowance for Doubtful Accounts

The changes in the Company’s allowance for doubtful accounts during
the years ended August 31, 2005 and 2004 are as follows:

2005 2004
Beginning balance $9,268,000 $8,814,000
Provision 1,363,000 2,402,000
Write-offs, net of recoveries (2,599,000) (2,345,000)
Translation effect 195,000 397,000
Ending balance $8,227,000 $9,268,000

Note 3
Goodwill and Other Intangible Assets

In accordance with Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets”, the Company is required to
review goodwill and indefinite-fived intangible assets at least annually for
impairment. Goodwill impairment is tested at the reporting unit level on
an annual basis and between annual tests if an event occurs or circum-
stances change that would more likely than not reduce the fair value
of a reporting unit below its carrying value. No impairment was required
to be recorded as a result of the annual impairment review in fiscal 2005.

In connection with the restructuring in North America, goodwill
related to the Nashville, Tennessee plant was tested for impairment
during the fourth quarter of fiscal 2004. This restructuring included the

closing of two production lines in order to reduce production capacity
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at the plant. In connection with this action, the Company deemed it
necessary to conduct an impairment test. As a result of closing these
two production lines, the sales and cash flow forecast for this plant was
revised and the Company estimated the fair market value of the plant
using an earnings multiple valuation method. The results of this valua-
tion indicated that the carrying value of the plant’s net assets exceeded
their market value. The Company then compared the recorded value
of the goodwill with the implied fair market value of the goodwill and
determined that an impairment loss had been incurred. The Company
recorded a goodwill impairment loss of $1,820,000 in the fourth quarter
of fiscal 2004, which represented the total recorded value of the good-
will for the Nashville plant.

Accumulated amortization for intangibles was $1,247,000, $1,044,000
and $753,000 at August 31, 2005, 2004 and 2003, respectively. Amortiza-
tion expense for intangibles was $197,000 in 2005, $224,000 in 2004
and $207,000 in 2003. The Company does not anticipate any significant
changes in amortization expense for intangibles in future periods. The
change in the August 31, 2005 balance of intangible assets was due to
a decrease in the minimum pension liability as discussed in Note 7.

The carrying amount of goodwill for the European segment was
$4,324,000 at August 31, 2005 and $4,289,000 at August 31, 2004. The
carrying amount of goodwill for the North American segment was
$964,000 at August 31, 2005 and 2004.

The changes in the Company’s carrying value of goodwill during
the years ended August 31, 2005 and 2004 are as follows:

Europe North America Total
Balance as of August 31, 2003 $4,024,000 $ 2,784,000 $ 6,808,000
Impairment charge — (1,820,000) {1,820,000)
Translation effect 265,000 — 265,000
Balance as of August 31, 2004 4,289,000 964,000 5,253,000
Translation effact 35,000 — 35,000
Balance as of August 31, 2005  $4,324,000 $ 964,000 $ 5,288,000
L] L] L]
Note 4
Long-Term Debt and Credit Arrangements
August 31,
2005 2004
Revolving credit loan, 3.95% in 2005 $14,000,000 5 —
Senior notes, 7.27%, due 2009, net of
interest-rate swap 49,129,000 49,322,000
Capital lease obligations and other,
net of current portion 29,000 357,000
$63,158,000 $49,679,000
s E—

On August 20, 2004 the Company completed a new five-year
$100,000,000 revolving credit agreement, replacing an existing
$130,000,000 facility. The Company, under this new agreement has
the possibility of increasing the credit amount by $50,000,000 if neces-
sary, at a later date. Under terms of the agreement, the Company is
required to satisfy certain financial and operating covenants including

leverage and interest coverage ratios. The Company's latest review

of the covenants under this agreement indicates no defaults or any
non-compliance. The revolving credit agreement expires on August
17, 2009 and is uncollateralized. The interest rate is LIBOR plus a
grid-based applicable margin. There were borrowings of $14,000,000
outstanding under this agreement at August 31, 2005, while there were
no borrowings at August 31, 2004.

The Company has an outstanding private placement for $50,000,000
of Senior Notes due in 2009. The interest rate is fixed at 7.27% and is
payable quarterly with principal due upon maturity in 2009. At August
31, 2005, the fair market value is approximately $55.3 million. In 1999,
the Company completed an interest rate lock in order to reduce the
interest cost over the life of the notes. Proceeds from this transaction
totaling $630,000 were deferred and are being amortized over the life
of the loan, effectively reducing the annual interest rate from 7.27% to
7.14%. Under this agreement, as of August 31, 2005, approximately
$32,000,000 of retained earnings was available for the payment of cash
dividends. The Company’s latest review of the covenants under these
agreements indicates no defaults or any non-compliance. On March
19, 2004, the Company entered into an interest-rate swap agreement.
This swap agreement converts $25,000,000 of the $50,000,000 senior
notes to variable rate debt and is designated as a fair value hedge.
As of August 31, 2005, the notional value of the underlying debt has
been marked-to-market with a value of $24,129,000 and carries a vari-
able interest rate of 7.9%. The interest rate swap is included in other
long-term liabilities.

The Company has $17,000,000 of uncollateralized short-term lines
of credit from various domestic banks. There were no short-term bor-
rowings under these facilities at August 31, 2005 and 2004.

The Company had approximately $55,000,000 and $44,000,000
of uncollateralized short-term foreign lines of credit available to its
subsidiaries at August 31, 2005 and August 31, 2004, respectively,
There were no borrowings under these lines of credit at August 31,
2005 and 2004.

The Company leases certain items under capital leases. The
European segment leases certain land and buildings with an amount
due on this capital lease at August 31, 2005 of approximately $361,000.
The North American segment leases certain equipment with an
amount due on these capital leases at August 31, 2005 of approxi-
mately $38,000.

Aggregate maturities of debt including capital lease obligations
(excluding the interest rate swap adjustment), subsequent to August
31, 2005 are as follows:

Fiscal 2006 $ 370,000
2007 10,000

2008 11,000

2009 14,006,000

2010 50,002,000

Total $64,399,000
]

See Note 18 for information related to subsequent event.
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Note 5

Foreign Currency Forward Contracts

The Company enters into forward foreign exchange contracts to
reduce its exposure for amounts due or payable in foreign currencies.
These contracts limit the Company's exposure to fluctuations in foreign
currency exchange rates. Any gains or losses associated with these
contracts as well as the offsetting gains or losses from the underlying
assets or liabilities are reccgnized on the foreign currency transaction
line in the Consolidated Statement of Income. The Company does not
hold or issue foreign exchange contracts for trading purpcses. The
following table presents a summary of foreign exchange contracts
outstanding as of August 31, 2005 and August 31, 2004:

2005 2004
Contract Fair Contract Fair
Amaount Value Amount Value
Buy Currency:
Euro § 3271000 §$ 3242000 % 3,698000 $ 3,661,000
U.S. dollar 145,000 145,000 356,000 355,000
British pound 1,260,000 1,271,000 671,000 667,000
§ 4,676,000 $ 4,658000 $ 4725000 $ 4,683,000
Sell Currency:
British pound $ 2,300,000 $ 2295000 $ 2,409,000 $ 2,402,000
U.S. dollar 4,014,000 4,045,000 4,743,000 4,746,000
Hungarian forint 3,219,000 3,257,000 2,882,000 2,892,000
Euro 38,405,000 38,245,000 — —
Swiss franc 1,015,000 1,023,000 1,122,000 1,118,000
$48,953,000 $48,865000  $11,156,000 $11,158,000
P ]

The fair value of foreign exchange contracts was estimated by
obtaining quotes from barks. Foreign exchange contracts are entered
into with several financial institutions having good credit ratings and

generally have maturities of less than twelve months.
Note 6
Income Taxes

income {loss) before taxes is as follows:
Year Ended August 31,

2005 2004 2003
Us. $(16,868,000)  $(20,555,000)  $(34,565,000}
Foreign 66,204,000 75,206,000 72,162,000
$49,336,000 $54651,000 $ 37,597,000
e S SSEE——

U.S. includes restructuring charges of $182,000 in 2005, $2,084,000
in 2004 and $8,616,000 in 2003. in addition, fiscal 2004 includes impair-
ment charges of $1,820,000.

The provisions for U.S. and foreign income taxes consist of the

following:

Year Ended August 31,

2005 2004 2003
Current taxes:
u.s. $ 419,000 $ 1,267,000 $ 474,000
Foreign 20,456,000 23,506,000 22,570,000
20,875,000 24,773,000 23,046,000
Deferred taxes:
Us. 36,000 (48,000) 98,000
Foreign (3,668,000 2,020,000 (1,501,000)
(3,632,000) 1,972,000 {1,403,000)
$17,243,000 $26,745,000 $21,643,000

A reconciliation of the statutory U.S. federal income tax rate with
the effective tax rates of 35.0% in 2005, 48.9% in 2004, and 57.6% in
2003 is as follows:

2005 2004 2003
% of % of % of

(in thousands, Pretax Pratax Pretax
except for %s} Amount  Income Amount  Income Amount  Income
Statutory U.S.

tax rate $17,268 35.0% $19,128 35.0% $13,159 350%
Amount of foreign

income taxes less

than U.S. taxes at

statutory rate (2,009) @) (2,245) 4.2 (4,089) (10.8)
Loss with no

benefit 5904 120 8,398 154 12,444 331
Mexico valuation

allowance (3,270) (6.6) 1401 2. —_ -
Settlement of

prior year’s tax

liabilities - Canada (1,104) 2.2 — = — -
Other, net 454 09 63 01 129 0.3

$17,243 35.0% $26,745 489% $21,643 57.6%
I

Deferred tax assets and (liabilities) consist of the following at
August 31, 2005 and August 31, 2004

(in thousands) 2005 2004
Pensions $ 7,084 $ 4,831
Inventory reserves 862 821
Bad debt reserves 1,598 1,772
Accruals 3,361 3,072
Postretirement benefits other than pensions 6,928 6,014
Depreciation 1,925 1,963
Foreign tax credit carryforwards 23,211 19,710
Alternative minimum tax carryforwards 6,814 6,064
Net assets tax carryforwards 524 2,828
Net operating loss carryforwards — 2,852
Other 6,551 6,180
Gross deferred tax assets 58,858 56,107
Valuation ailowance (41,989) (39,789)
Total deferred tax assets 16,869 16,318
Depreciation (11,759) (12,159
Inventory — (5,076)
Cther (1,736) (1,708
Gross deferred tax liabilities (13,495) (18,943)
$ 3,374 $ (2,625)
I M
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The valuation allowance covers benefits which are not likely to be
utilized for foreign tax credit carryforwards and other deferred tax
assets in the United States. The foreign tax credit carryforwards will
expire in periods from 2010 to 2015 which reflects the extension of
the carryforward period granted by the American Jobs Creation Act
of 2004 signed into law on October 22, 2004. The net assets tax car-
ryforwards will expire in 2015.

The tax effect of temporary differences included in prepaids was
$5,096,000 and $3,860,000 at August 31, 2005 and 2004 respectively.
Deferred charges included $6,893,000 and $7,094,000 from the tax
effect of temporary differences at August 31, 2005 and 2004 respec-
tively. The tax effect of temporary differences included in accrued
liabilities was $750,000 and $5,54%,000 at August 31, 2005 and 2004
respectively.

At August 31, 2005, no taxes have been provided on the undistrib-
uted earnings of certain foreign subsidiaries amounting to $325,296,000

because the Company intends to reinvest these earnings.

Note 7

Pension and Other Postretirement Benefit Plans

The Company has defined benefit pension plans and other postretire-
ment benefit plans, primarily health care and life insurance. Benefits
for the defined benefit plans are based primarily on years of service
and qualifying compensation during the final years of employment.
A supplemental non-qualified, non-funded pension plan for certain
officers was adopted as of January 1, 2004. Charges to earnings are
provided to meet the projected benefit obligation. The pension cost
for this plan is based on substantially the same actuarial methods and
economic assumptions as those used for the defined benefit pension
plan. In connection with this plan, the Company owns and is the ben-
eficiary of life insurance policies that cover the estimated total cost
of this plan. The cash surrender value of this insurance is $756,000 at
August 31, 2005. Postretirement health care and life insurance benefits
are provided to certain domestic employees if they reach retirement
age while working for the Company. Effective January 1, 2004, the
Company amended the plan to require co-payments and participant

contribution. The measurement date for all plans is August 31.

Components of the plan obligations and assets, and the recorded liability at August 31, 2005 and 2004 are as follows:

Benefit obligation at beginning of year
Service cost

Interest cost

Plan amendments

Participant contributions

Actuarial gain {loss)

Benefits paid

Translation adjustment

Benefit obligation at end of year

Fair value of plan assets at beginning of year
Actual return on assets

Employer contributions

Participant contributions

Benefits paid

Translation adjustment

Fair value of plan assets at end of year

Underfunded
Unamortized:

Net liability

Net (gain) loss

Prior year service cost

Net amount recognized

Amounts recognized in the statement of financial position consist of:
Intangible asset
Accrued payrolls, taxes and related benefits
Other long-term liabilities
Accumulated other comprehensive income

Pension Benefits Other Postretirement Benefits

2005 2004 2005 2004
$(56,500,000) $(43,315,000) $(25,713,000) $(22,716,000)
(2,124,000) (5,616,000) {1,586,000) {1,050,000)
(3,229,000) (2,751,000) {1,520,000) {1,291,000)
— — — 1,595,000
(200,000) (223,000) — —
(7,613,000) (896,000) (4,063,000) (3,055,000)
1,477,000 1,529,000 772,000 804,000
(172,000) (5,228,000) — —
$(68,361,000) $(56,500,000) $(32,110,000) $(25,713,000)
L | .| I L]
$ 8,631,000 $ 6,706,000 s — $ —
1,813,000 521,000 — —
1,810,000 1,736,000 772,000 856,000
200,000 223,000 57,000 (52,000)
(1,469,000} (1,529,000) (829,000) (804,000)
(47,000) 974,000 — —
$10,938,000 $ 8,631,000 R 5 —
] .| N . ]
$(57,423,000) $(47,869,000) $(32,110,000) $(25,713,000)
142,000 164,000 — —
15,329,000 9,501,000 13,496,000 9,811,000
2,964,000 3,413,000 (1,181,000) (1,282,000)
$(38,988,000)  $(34,791,000) $(19,795,000) $(17,184,000)
] ] L] L]
$ 1,006,000 $ 2,445,000 - 5 —
(2,100,000) (1,800,000) (737,000) (749,000)
(47,025,000) (39,032,000) (19,058,000) (16,435,000)
9,131,000 3,596,000 — —
$(38,988,000) $(34,791,000) $(19,795,000) $(17,184,000)
T .| T I
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The components of net periodic benefit cost of the years ended August 31 are as follows:

Pension Benefits

Other Postretirement Benefits

2005 2004 2003 2005 2004 2003

Service cost $2,124,000 $1,930,000 $1,386,000 $1,586,000 $1,050,000 $ 750,000
Interest cost 3,229,000 2,751,000 2,311,000 1,520,000 1,291,000 1,038,000
Expected return on plan assets (719,000) (530,000) (631,000) — — —
Amortization of transition obligation 33,000 191,000 169,000 — — —
Amortization of prior service cost 494,000 297,000 4,000 (102,000) (102,000} (8,000)
Effect of amendment — 25,000 28,000 — e —
Deferred asset gain — — — 379,000 207,000 —
Recognized net actuarial loss 63,000 231,000 100,000 — —_ —_
Curtailment loss — — 304,000 — — —

$5,224,000 $4,895,000 $3,671,000 $3,383,000 $2,446,000 $1,780,000

| .| ] L} ] ]

The projected benefit obligation, accumulated benefit obligation,
and fair value of plan assets for the pension plan with accumulated ben-
efit obligations in excess of plan assets were $68,361,000, $61,152,000
and $10,938,000 respectively as of August 31, 2005, and $56,500,000,
$49,122,000 and $8,631,000 respectively as of August 31, 2004. The
underfunded position is primarily related to the Company’s German
pension plan, where funding is not required.

The total pension contributions for multi-employer pension plans
was $6,000 in 2005, $31,000 in 2004 and $151,000 in 2003. The total cost
for defined contribution plans was $3,644,000 in 2005, $3,650,000 in
2004 and $3,918,000 in 2003. In 2003, the Company recorded termina-
tion benefits expense of approximately $273,000 related to the defined
berefit plan of the Company’s Akron, Ohio plant, which was closed in
December 2000.

Actuarial assumptions used in the calculation of the recorded liabil-

ity are as follows:

2005 2004 2003

Weighted — average assumptions as of August 31
Discount rate on pension plarns 4.5% 5.6% 5.6%
Discount rate on postretirement obligation 5.25% 6.00% 6.50%
Return on pension plan assets 7.7% 6.9% 6.7%
Rate of compensation increase 3.4% 2.8% 27%
Pre-Age 65

Projected health care cost trend rate 9.0% 10.0% 9.0%

Ultimate health care rate 5.0% 5.0% 5.0%

Year ultimate health care trend rate is achieved 2009 2009 2007
Post-Age 65

Projected health care cost trend rate 11.0% 12.0% 9.0%

Ultimate health care rate 5.0% 5.0% 5.0%

Year ultimate health care trend rate is achieved 2011 2011 2007

The Company in consultation with its actuaries reviews and selects
the discount rate to be used in connection with its postretirement obli-
gation annually. The model considers the Company’s demographics
and the resulting expected benefit payment stream over the partici-
pants’ lifetime. The present value of the benefit stream is determined
using the timing and the magnitude of the expected cash flows. The
model uses a yield curve approach to discount each cash flow of the
liability stream at an interest rate specifically applicable to the timing

of each respective cash flow. The model totals the present values of all

cash flows and calculates the equivalent weighted-average discount
rate by imputing the singular interest rate that equates the total pres-
ent value with the stream of future cash flows. This resulting weighted-
average discount rate is then used in evaluating the final discount rate
to be used by the Company.

The Company in consultation with variousl actuaries annually
reviews and selects the discount rates to be used in connection with
its defined benefit pension plans. The discount rates used by the Com-
pany are based on yields of various corporate bond indices with vary-
ing maturity dates. The discount rates are also reviewed in comparison
with current benchmark indices, eccnomic market conditions and the
movement in the benchmark yield since the previous fiscal year.

Assumed health care cost trend rates have a significant effect on
the amounts reported for the health care plan. A cne-percentage point
change in assumed health care cost trend rates would have the follow-
ing effects at August 31, 2005:

One-Percentage- One-Percentage-

Point Increase Point Decrease

Effect on total of service
$ 726,000 $ (578,000}

$6,005,000 $(4,987,000})

and interest cost components

Effect on postretirement obligation

During fiscal 2004, the Medicare Modernization Act was passed
which allows companies with prescription drug coverage, that is
actuarially equivalent to the new Medicare Part D coverage in 2004, to
receive a subsidy from the government for maintaining their plans. The
Company believes that the retiree’s prescription drug coverage plan
will be actuarially equivalent in 2006 and therefore eligible for the sub-
sidy. The impact of Medicare Part D on the accumulated postretirement
benefit obligation as of August 31, 2004 is a reduction of $3,900,000,
measured at a 6.00% discount rate, and there was no impact on fiscal
2004 expense. In fiscal 2005, the subsidy reduced expense by approxi-
mately $678,000. This reduction consisted of decreases in service cost
of approximately $260,000, interest cost of approximately $234,000 and

amortization of unrecognized loss of approximately $184,000.
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The Company's pension plan weighted-average asset allocation at
August 31, 2005 and 2004, and target allocation by asset category are
as follows:

Plan Assets at August 31,

Target
2005 2004 Allocation
Asset Category
Equity securities 69.5% 68.3% 70.0%
Debt securities 16.0 16.8 15.0
Guaranteed investment certificates 9.4 9.9 10.0
Cash 5.1 5.0 50
Total 100.0% 100.0% 100.0%
L | N L |

The Company's principal objective is to ensure that sufficient funds
are available to provide benefits as and when required under the terms
of the plans. The Company utilizes investments that provide benefits
and maximizes the long-term investment performance of the plans
without taking on undue risk while complying with various legal fund-
ing reguirements. The Company through its investment advisors has
developed detailed asset and liability models to aid in implementing
optimal asset allocation strategies. Equity securities are invested in
equity indexed funds, which minimizes concentration risk while offering
market returns. The debt securities are invested in a long-term bond
indexed fund which provides a stable low risk return. The guaranteed
investment certificates allow the Company to closely match a portion
of the liability to the expected payout of benefit with little risk.

The Company in consultation with its actuaries analyze current
market trends, the current plan performance and expected market
performance of both the equity and bond markets to arrive at the
expected return on each asset category over the long term.

The Company expects to contribute approximately $2,100,000 for
its pension obligations and approximately $737,000 to its other post-
retirement plan in 2006. The following benefit payments, which reflect

expected future service are expected to be paid to participants:

Other Postretirement Benefits

Pension Gross Medicare Net

Benefits Benefits Reimbursement Benefits
2006 $ 1,423,000 $ 796,000 $ 59,000 $ 737,000
2007 2,738,000 867,000 101,000 766,000
2008 2,105,000 977,000 116,000 861,000
2009 2,672,000 1,065,000 130,000 235,000
2010 2,502,000 1,125,000 142,000 983,000
Years 2011-2015 16,453,000 6,839,000 820,000 6,019,000

The Company has agreements with two current employees that
upon retirement, or death or disability prior to retirement, it shall make
ten payments of $100,000 each to the two employees or their benefi-
ciaries for a ten-year period and is 100% vested. The liability required
for these agreements was fully accrued and are included in other long-
term liabilities as of August 31, 2005 and 2004. In connection with these
agreements, the Company owns and is the beneficiary of life insurance

policies amounting to $2,000,000.

Note 8

Accumulated Other Comprehensive Income

The components of Accumulated Other Comprehensive Income are

as follows:
2005 2004
Foreign currency translation gain $32,260,000 $22,000,000
Minimum pension liability (5,708,000) (3,357,000)
$26,552,000 $18,643,000
L] . ]

Note 9

Incentive Stock Plans

Effective in December 1991, the Company adopted the 1991 Stock
Incentive Plan and authorized 1,875,000 shares for future grants. In
October 1999, the Plan was amended to authorize an additional
2,000,000 shares. The 1991 Plan provides for the grant of incentive
stock options, nonqualified stock options and restricted stock awards.
The option price of incentive stock options is the fair market value of
the common shares on the date of grant. In the case of nonqualified
stock options, the Company intends to grant options at fair market
value on the date of grant. However, the Plan does provide that the
option price may not be less than 50% of the fair market value of the
common shares on the date of grant. Stock options may be exercised
as determined by the Company, but in no event prior to six months fol-
lowing the date of grant or after the 10th anniversary date of grant.

Effective in October 1992, the Company adopted the 1992 Non-
Employee Directors’ Stock Option Plan and authorized 125,000 shares
for future grants. In December 2000, the Plan was amended to provide
for the grant of 2,000 nonqualified stock options and 500 restricted
stock awards to each non-employee director on the first business day
of February of each year. The option price is the fair market value of the
common shares on the first business day immediately preceding the
date of grant. All options become exercisable at the rate of 25% per
year, commencing on the first anniversary of the date of grant of the
option. Each option expires five years from the date of grant.

Both the 1991 and 1992 Plans have expired and no further shares
are available for issuance.

Effective in December 2002, the Company adopted the 2002 Equity
Incentive Plan which provided for the grant of incentive stock options,
nonqualified stock options, restricted stock awards and director deferred
units for employees and non-employee directors. The option price of
incentive stock options is the fair market value of the common shares on
the date of the grant. In the case of nonqualified options, the Company
intends that the option prices may not be less than 100% of the fair
market value of the common shares on the date of the grant. All options
become exercisable at the rate of 33% per year, commencing on the
first anniversary date of the grant. Each option expires ten years from
the date of the grant. On August 31, 2005, 2,426,875 shares are avail-
able for grant pursuant to the Company’s 2002 Equity Incentive Plan,
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The following is a summary with respect to nonqualified stock option activity for all of the plans:

Year Ended August 31,

2005 2004 2003
Weighted Weighted Weighted
Shares Average Shares Average Shares Average
Under Option  Exercise Price Under Option  Exercise Price Under Option  Exercise Price

Qutstanding at beginning of the year 1,530,392 $15.38 1,911,150 $14.05 1,709,425 $14.75
Granted during the year 529,650 19.85 645,600 18.02 650,350 13.93
Exercised during the year (301,823) 13.56 (812,690} 14.41 (101,475) 13.26
Forfeited and expired during the year (85,857) 15.98 (213,668) 15.26 (347,150) 17.52
Outstanding at end of the year 1,672,362 17.09 1,530,392 15.38 1,911,150 14.05

I I L]
Exercisable at end of the year 555,733 14,99 352,069 12.95 836,426 14.58

L] L] L]

The following table summarizes information about nonqualified

stock options outstanding at August 31, 2005;

Weighted Average
Grant Options Options Exercise Remaining
Date Qutstanding Exercisable Price Life (Years)
8/01 193,725 193,725 $13.17 1.0
10/01 10,000 5,000 11.38 1.1
10/02 334,811 149,108 13.99 7.1
10/03 586,176 177,069 18.02 8.1
10/04 508,650 — 19.85 9.1
All other 39,000 30,831 14.73 6.5

The following table summarizes the restricted stock awards grant-
ed and fair market value on the date of grant under the 1991 Stock
Incentive Plan. These shares vest five years following the date of grant

so long as the holder remains employed by the Company.

Common Shares

Grant Restricted Shares Fair Market Value
Date Granted on the Date of Grant
08/00 79,000 $12.13

08/01 82,300 13.17

10/01 3,000 11.38

The following table summarizes the restricted stock awards grant-

ed and fair market value on the date of grant under the 2002 Equity

incentive Plan. These shares vest four years following the date of grant

so long as the holder remains employed by the Company.

Common Shares

Grant Restricted Shares Fair Market Value
Date Granted on the Date of Grant
10/02 81,800 $13.99

02/03 7,000 15.40

10/03 99,900 18.02

02/04 16,000 17.61

10/04 81,300 19.85

02/05 20,000 18.38

Unearned compensation for grants under the 1991 Plan represent-
ing the fair market value of the shares at the date of grant is charged
to income over the five-year vesting period. Unearned compensation
for grants under the 2002 Plan representing the fair market value of
the shares at the date of grant is charged to income over the four-
year vesting period. Compensation expense for restricted stock was
$1,071,000 in 2005, $1,423,000 in 2004 and $1,134,000 in 2003.

As permitted by SFAS No. 123, “Accounting for Stock-Based
Compensation,” the Company continues to account for its stock option
and stock incentive plans in accordance with Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to Employees,”
and makes no charges against capital with respect to options granted.
See Note 1 for disclosure of pro forma information regarding Net
Income and Earnings per share determined as if the Company had
accounted for its stock options under the fair value method.

Under SFAS 123, the fair value of each option grant is estimated on
the date of grant using the Black-Scholes option-pricing model. The

following weighted-average assumptions were used for grants:

Year Ended August 31,

2005 2004 2003
Expected life (years) 4 4 4
Interest rate - 3.0% 4.3% 4.0%
Volatility 43% 47% 48%
Dividend yield 3.0% 3.0% 3.0%

Note 10

Earnings per Common Share

Basic earnings per share is computed by dividing income available to
common shareholders by the weighted-average number of common
shares outstanding for the period. Diluted earnings per share reflects
the potential dilution that could occur if common stock equivalents

were exercised and then shared in the earnings of the Company.
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Under both the basic and diluted earnings per share calculations,
reported net income is reduced by preferred dividends of $53,000. The

weighted-average number of common shares used is as follows:

Year Ended August 31,

2005 2004 2003
Basic 30,619,780 30,128,117 29,496,281
Diluted 31,049,790 30,575,057 29,845,497

The difference between basic and diluted weighted-average com-
mon shares results from the assumed exercise of outstanding stock
options and grants of restricted stock, calculated using the treasury
stock method.

The following stock equivalents, which represent certain stock
options and restricted stock, are not included in the diluted earnings

per share calculation because their effects are antidilutive:

Year Ended August 31,

2005 2004 2003
Nonqualified stock options 1,163,712 1,530,392 1,909,900
Restricted stock 357,350 332,600 284,400
1,521,062 1,862,992 2,194,300
Less dilutive shares (430,010) (446,940) (349,216)
Stock equivalents 1,091,052 1,416,052 1,845,084
L] I L]

Note 11
Capital Stock and Stockholder Rights Plan

The Special Stock of 1,000,000 shares was authorized with such prefer-
ences or special terms and for such consideration as may be deter-
mined at the discretion of the Board of Directors.

In January 1996, the Company adopted a Stockholder Rights Plan,
and reserved 100,000 shares of Special Stock for use under such Plan.
Under this Plan, one Right shall be attached to each share of Common
Stock of the Company. Initially, the Rights are not exercisable and auto-
matically trade with the Common Stock. However, 10 days after a per-
son or group acquires 15% or more of the Company’s Common Stock,
or 10 business days after a person or group commences a tender or
exchange offer that would result in such person or group owning 15%
or more of the outstanding shares of Common Stock of the Company
(even if no purchases actually occur), whichever is earlier, the Rights will
become exercisable.

When the Rights first become exercisable, each Right wil! entitle the
holder thereof to buy from the Company one share of Special Stock
for $85.00 (subject to adjustment thereafter). However, if any person or
entity acquires 15% or more of the Company’s Common Stock, each
Right not owned by a 15%-or-more stockholder would become exercis-
able for a certain number of shares of Common Stock of the Company
in lieu of one share of Special Stock. The number of shares of Common
Stock would be that having at that time, a market value of two times

the then current exercise price of the Right. if the Company is involved

in a merger or other business combination with or into another person
or entity in which the Company's Common Stock is changed into or
exchanged for common stock of such other person or entity, or if the
Company sells 50% or more of its assets or earning power to another
person or entity, at any time after the Rights become exercisable, each
Right will entitle the holder thereof to buy such number of shares of
common stock of such other person or entity as have a market value of
twice the then current exercise price of each Right.

The Company may redeem the Rights at a price of $.01 per Right
at any time prior to the 10th business day after public announce-
ment of the acquisition by any person or entity of 15% or more of the
Company's Common Stock. The Rights will expire on January 25, 2006
unless earlier redeemed by the Company. At no time will the Rights

have any voting power.

Note 12

Leases

The Company leases certain equipment, buildings, transportation
vehicles and computer equipment. Total rental expense was $5,833,000
in 2005, $5,379,000 in 2004 and $5,035,000 in 2003. The future minimum
rental commitments for operating non-cancelable leases excluding

obligations for taxes, insurance, etc. are as follows:

Year ended August 31, Minimum rental

2006 $3,315,000
2007 1,897,000
2008 1,231,000
2009 591,000
2010 450,000
Later years 632,000
$8,116,000
T

Note 13

Segment Information

The Company is engaged in the sale of plastic resins in various forms,
which are used as raw materials by its customers. To identify report-
able segments, the Company considered its operating structure
and the types of information subject to regular review by executive
management. On this basis, the Company operates primarily in two
geographic business segments, North America and Europe, including
Asia (“Europe”).

The North American segment includes operations conducted in
the United States, Canada, and Mexico. The Company’s European
segment includes operations conducted in Belgium, France, Germany,
Poland, Hungary, Indonesia, Italy, Spain, Switzerland, China, Luxem-
bourg, Denmark and the United Kingdom. The accounting policies
of each business segment are consistent with those described in the

“Summeary of Significant Accounting Policies.”
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Operating income inciudes all items except for interest income and

expense. Corporate expenses have been allocated between the North

American and European segments. Assets of geographic segments

represent those assets identified with the operation of each segment.

{in thousands)

August 31, 2005
Sales to unaffiliated
customers

Gross profit

Operating income (loss)

Interest expense, net

Restructuring expense
(Note 16)

Income (loss) before taxes

Identifiable assets
Depreciation expense
Capital expenditures
August 31, 2004

Sales to unaffiliated
customers

Gross profit

Operating income (loss)

Interest expense, net

Restructuring expense
(Note 16).

Goodwill Impairment
(Note 3)

Income (loss) before taxes

Identifiable assets
Depreciation expense
Capital expenditures
August 31, 2003

Sales to unaffiliated
customers

Gross profit

Operating income (loss)

Interest expense, net

Restructuring expense
(Note 16)

Income (loss) before taxes

Identifiable assets
Depreciation expense

Capital expenditures

North Consoli-
America Europe Other dated
$439,441 $993,755 $ — $1,433,196
$ 46,282 $146,357 $ — $ 192,639
$(11,000) $ 62777  § — $ 51,777
$ — § — $2259) § (2259
$ (182 $ — $ — $ (182)
$(11,182) § 62777  $(2,259) $ 49,336
L} L] E—— L}
$273,746 $510616 & — $ 784,362
$ 10,833 $ 14249 § — $ 25,082
$ 13,491 $13453 % — $ 26,944
$410,179 $828912 § — $1,239,091
$ 43,906 $139577  § — $ 183,483
$ (7.455) $ 67013 § — $ 59558
$ — $ — $(2,356) $  (2,35¢)
$ (731) $ — $ — $ 731
$ (1,820 $ — $ — $ (1,820
$(10,006) $ 67013 $(2,356) $ 54,651
IS SIS NS E——
$281,840 $442,236 § — § 724,096
$ 11,70 $ 14769  $ — $ 25870
$ 7,109 $ 15178 § — $ 22,287
$393,627 $706,830 $ — $1,100,457
$ 36,424 $123,881 5 — $ 160,305
$(16,662) § 63480 § — $ 47,018
$ — $ — $(3,184) $ (3,184)
$ (6,237) $ — — $ 6237
$(22,899) $ 63,680  $(3,184) $ 37,597
L] N I L _ |
$263,464 $380,408 $ — $ 643,872
$ 12,806 $ 11897 $ — $ 24,703
$ 7,699 $ 1180 $ — $ 19,509

Below is a summary of sales by point of origin and assets by location:

(in thousands) 2005 2004 2003
Net Sales:
United States $ 320,698 $ 301,474 $ 292,727
Germany 456,765 372,900 307,758
Other International 655,733 564,717 499,972
$1,433,196 $1,239,091 $1,100,457
L] L .| L]
Long Lived Assets:
United States $ 57,523 § 53,650 $ 57,895
Other International 123,788 123,056 115,134
$ 181,311 $ 176,706 $ 173,029
I L] I

The majority of the Company’s sales for the years ended August 31,
2005, 2004 and 2003 can be classified into five primary product fami-
lies. The approximate amount and percentage of consolidated sales

for these product families are as follows:

(in thousands, except for %’s)

2005 2004 2003
Product Family Amount % Amount % Amount %
Color and additive
concentrates $ 501,159 35 § 444483 3§ 395883 36
Polyolefins 424,066 30 338,278 27 299,452 27
Engineered
compounds 377,008 26 333630 27 277,646 25
Polyvinyl
chloride (PVC) 54,952 4 57,018 5 55,130 5
Tolling 16,117 1 13,380 1 16,753 2
Other 59,894 4 52,302 4 55,593 5
$1,433,196 100 $1,239,091 100 $1,100,457 100
I N A T B
Note 14

Contingencies

The Company is engaged in various legal proceedings arising in
the ordinary course of business. The ultimate outcome of these pro-
ceedings is not expected to have a material adverse effect on the
Company's financial condition, results of operations or cash flows.
During fiscal 2004, a railroad company asserted that the Company
was liable for environmental costs to investigate and remediate
property located near its Bellevue, Ohio facility. The Company has
not recorded a reserve relating to this matter. During fiscal 2005, the
railroad company notified the Company that it intends to file suit
regarding this matter. Legal counsel for the Company is of the opinion
that valid cause of action does not exist. The Company will continue to
pursue resolution of this matter. The ultimate outcome of this assertion
is not expected to have a material adverse effect on the Company's

financial condition, results of operations or cask flows.



vision

Note 15

fnsurance Recovery

Cost of sales for the year ended August 31, 2003, includes a reduction
of $1,867,000 from the settlement of a business interruption insurance
claim resulting from equipment problems at a facility in Europe. Net
income includes $1,214,000, net of $653,000 of income taxes.

Note 16

North American Restructuring

During fiscal 2004, in order to balance capacity with demand, the Com-
pany closed two manufacturing lines at its Nashville, Tennessee plant.
As a result, the Company recorded pre-tax charges of $182,000 and
$1,769,000 for the years ended August 31, 2005 and 2004, respectively.

The charges were primarily non-cash and are summarized below:

Paid  Accrual Paid  Accrual
Original  fiscal  balance 2005  fiscal  balance
(in thousands) Charge 2004  8/31/04 Charges 2005  8/31/05
Employee related costs $ 350 §— $350 - B34 %314 I —
Other costs 66 — 66 216 (282) —
Restructuring 416 $— %416 $182  $(598) $—
- IS S e E—
Accelerated depreciation,
included in North
America cost of sales
in 2004 1,353
$1,769
—

The employee related costs included severance payments and
medical insurance for 30 employees at the Nashville facility. The
other costs include equipment removal and other exit costs that were
incurred as of August 31, 2005. The accelerated depreciation repre-
sents a change in estimate for the reduced life on equipment totaling
$1,353,000. At August 31, 2005, no further cash out-flows are required
by the Company related to this restructuring.

During fiscal 2003, the Company implemented a restructuring pro-
gram in its North American operations. The purpose of the program
was to improve cost efficiencies and profitability. A large part of this
plan included the termination of manufacturing at its plant in Orange,
Texas. The Company had completed its 2003 restructuring plan at
August 31, 2003. As a result, the Company recorded a pre-tax charge
of $8,616,000, net of a curtailment gain of $288,000, for the year ended
August 31, 2003. The Company also incurred restructuring expense
totaling $315,000 related primarily to the disposal of additional equip-
ment and to work pertaining to the closing of the Texas facility during
fiscal 2004.

The charges for this restructuring were primarily non-cash and are

summarized below:

Paid fiscal Accrual  Paid  Accrual

Original 2003 and 2004  balance fiscal balance

(in thousands) Charge 2004 Charges 8/31/04 2005 8/31/05
Employee related costs $1.972 $(1,949) $ — $3 33 $—
Other costs 4265  (4,580) 315 — — —
Restructuring 6,237 $(6,549)  $315 $3 $3)  $—

AL NSNS NN S S

Accelerated depreciation,
included in North
America cost of sales

in 2003 2,379

$8,616
—

The employee related costs included severance payments and
medical insurance, net of a curtailment gain of $288,000, for 35 salaried
and 97 hourly employees primarily at facilities in Ohio and Texas. The
curtailment gain represents the gain realized from a reduction of the
post-retirement obligation due to a reduction in the workforce. The
other costs include a $1,300,000 write-down of the Texas manufactur-
ing facility, the fair market value of which was determined from an
independent third party appraisal, a $2,269,000 write-off and disposal
of manufacturing equipment and other assets related to dropped
product lines and other exit costs. The accelerated depreciation repre-
sents a change in estimate for the reduced life on equipment at the
Texas manufacturing facility totaling $2,379,000. At August 31, 2005,
no further cash out-flows are required by the Company related to

this restructuring.

Note 17

Purchase Commitments

In 2002, the Company entered into a long-term supply agreement
with a producer of thermoplastic' polyurethane (TPU). During fiscal
2004, per the terms of the agreement, the Company served notice of
termination of the supply agreement. As a result of further discussions
with the producer, the Company reinstated the terms of the agree-
ment for minimum usage requirements. As of August 31, 2005, the
Company has been purchasing and the producer has been supplying
TPU pursuant to the agreement. As of August 31, 2005, the Company
had approximately $43,000 of inventory that was purchased under this
supply agreement. During fiscal years 2005 and 2004, the Company
purchased approximately $.2 million and $1.9 million, respectively, of
material under this agreement. The Company expects to purchase
approximately $1.3 million in fiscal 2006 and $2.6 million in the aggre-
gate in fiscal years 2007 and 2008. The quantities the Company has on
hand and to be purchased under the agreement combined, do not

exceed the anticipated production requirement.
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In 2005, the Company entered into a purchase agreement with one
of its suppliers which requires it to purchase approximately $13.2 mil-
lion in fiscal 2006 and $28.8 million in the aggregate in fiscal years 2007
and 2008, based on then current market prices. Under this agreement,
monthly purchases are made at the existing market prices at the time
of purchase. The Company purchased approximately $8.4 million of
material related to this agreement in fiscal 2005. As of August 31, 2005,
the Company has approximately $4.3 million of inventory purchased
under this agreement. The quantities the Company has on hand and
that are required to be purchased under the agreement combined, do

not exceed the anticipated production requirement.

Note 18

Subsequent Events

One of the Company's major facilities in Texas was down for a two-week
period in September 2005 and a warehouse in Texas also incurred dam-
age from Hurricane Rita. The impact and damage from this hurricane is
currently being assessed. Although the amount of loss on these facili-
ties is not yet determinable, it is anticipated that amounts not covered
by insurance will not have a significant impact on future earnings.

In October 2005 the Company reached an agreement with a group
of investors led by Barington Capital Group, L.P. (the “Barington
Group”) which had an ownership position of approximately 8.7% of
the Company’s outstanding stock. Under the terms of the agreement,
among other things, the Barington Group withdrew its notice of intent
to nominate persons for election as directors at the Company’s 2005
annual meeting and agreed to abide by certain standstill provisions
until the Company's 2007 annual meeting, while the Company, through
its Board of Directors, expanded the size of the Board from 10 to 12
and appointed James A. Mitarotonda, a member of the Barington
Group, to serve as a director until the 2007 Annual Meeting. The Com-
pany also agreed to initiate a self-tender offer to repurchase 8,750,000
shares of the Company’s common stock at a price of no less than $20
per share with a target completion date of December 20, 2005, or no
later than April 30, 2006. This repurchase, amounting to at least $175
million, is subject to obtaining sufficient financing in the United States
to pay for the repurchase and complying with existing debt instru-
ments. It is anticipated that the repurchase will require at least $175
million in additional debt, the incurrence of which will reduce equity,
increase total debt, increase debt to equity ratios and increase the
Company's cost of interest. Also, before the Company implements the
repurchase it will obtain waivers of certain covenants in its debt instru-
ments, amend such previsions to accommodate the repurchase, or
repay the amounts outstanding thereunder, including any applicable

prepayment requirements.

Note 19

Quarterly Financial Highlights (Unaudited)

{In thousands, except per share data)

Quarter ended Year ended
Nov. 30, Feb.28® May 319 Aug.31, Aug. 31
2004 2005 2005 2005 2005

Net Sales $363,142  $350,042 $374,9483 $345,064 $1,433,196

Gross Profit 53,636 47,281 47,443 44,273 192,639

Net Income @ 7,015 11,210 7,407 6,461 32,093

Basic and Diluted

Earnings Per Share
of Common Stock:

Basic $0.23 $0.36 $0.25 $0.21 $1.05

Diluted $0.23 $0.36 $0.23 $0.21 $1.03

Quarter ended Year ended

Nov. 30, Feb.29, May31, Aug.31® Aug. 31
2003 2004 2004 2004 2004

Net Sales $297,757  $291,246  $331,271  $318,817 $1,239,091

Gross Profit 46,869 42,637 51,135 42,842 183,483

Net Income @ 2,544 5,310 12,921 131 27,906

Basic and Diluted

Earnings Per Share
of Common Stock:

Basic $0.32 $0.18 $0.43 $— $0.93

Diluted $0.32 $0.17 $0.42 $— $0.91

(a) Net income for the quarters ended November 30, 2004 and February 28,
2005 included charges of $204,000 and $12,000, respectively, for costs relat-
ing to North America restructuring and the May 31, 2005 quarter included a
credit of $34,000 for costs relating to North America restructuring.

(b) Net income for the quarter ended February 28, 2005 included $4,370,000
of tax benefits from tax reserves no longer required due to a change in
Mexican tax laws effective December, 2004 and the favorable settlement of

a tax claim in Canada.

() Net income for the quarter ended May 31, 2005 included income of
$962,000 from a change in estimate relating to freight in North America. Net
income for the quarter ended May 31, 2005 also included a gain of $497,000
on the sale of an office in Europe.

(d) Net income for the quarters ended May 31, 2004 and August 31, 2004
included charges of $295,000 and $1,789,000, respectively, for costs relating
to North America restructuring. Net income for the quarter ended August
31, 2004 also included an impairment charge for goodwill of $1,820,000.

(e) Includes charge of $1,401,000 for a valuation allowance on tax assets not

recoverable at that time.
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Management's Report On Internal Control
Over Financial Reporting

Management is responsible for establishing and maintaining adequate
internal control over financial reporting, as defined in Exchange Act
Rule 13a-15(f). The Company's internal control over financial reporting
is a process designed to provide reascnable assurance regarding the
reliability of financial reporting and the preparation of financial state-
ments for external purposes in accordance with accounting principles
generally accepted in the United States of America.

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

Under the supervision and with the participation of management,
including the chief executive officer and chief financial officer, the
Company conducted an evaluation of the effectiveness of the Com-
pany’s internal control over financial reporting based on the framework
in "Internal Control - Integrated Framework” issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Based on
this assessment, management has concluded that the internal control
over financial reporting was effective as of August 31, 2005.

Management's assessment of the effectiveness of the Company's
internal control over financial reporting as of August 31, 2005 has been
audited by PricewaterhouseCoopers LLP, an independent registered

public accounting firm, as stated in their report included herein.

Terry L. Haines Robert A. Stefanko
President and Chief Financial Officer
Chief Executive Officer

November 4, 2005
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Report of Independent Registered
Public Accounting Firm

PRICEWATERHOUSE(QOPERS

To the Board of Directors and Stockholders

of A. Schulman, Inc.:

We have completed an integrated audit of A. Schulman, Inc.'s 2005
consolidated financial statements and of its internal control over
financial reporting as of August 31, 2005 and audits of its 2004 and
2003 consolidated financial statements in accordance with the stan-
dards of the Public Company Accounting Oversight Board (United

States). Our opinions, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated balance sheets and
the related consolidated statements of income and comprehensive
income, of shareholders” equity and of cash flows present fairly, in
all material respects, the financial position of A. Schulman, Inc. and
its subsidiaries at August 31, 2005 and 2004, and the results of their
operations and their cash flows for each of the three years in the
period ended August 31, 2005 in conformity with accounting principles
generally accepted in the United States of America. These financial
statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements
based on our audits. We conducted our audits of these statements
in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit
of financial statements includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis

for our opinion.

Internal control over finarcial reporting

Also, in our opinion, management’s assessment, included in the accom-
panying Management's Report on Internal Control Qver Financial
Reporting, that the Company maintained effective internal control over
financial reporting as of August 31, 2005 based on criteria established
in Internal Control-Integrated Framework issued by the Committee of
Sponscring Organizations of the Treadway Commission (COSQ), is

fairly stated, in all material respects, based on those criteria. Further-

more, in our opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of August 31, 2005,
based on criteria established in Internal Control-Integrated Framework
issued by the COSO. The Company's management is responsible for
maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express opinions on management'’s
assessment and on the effectiveness of the Company's internal control
over financial reporting based on our audit. We conducted our audit of
internal control over financial reporting in accordance with the stan-
dards of the Public Company Accounting Cversight Board (United
States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. An
audit of internal control over financial reporting includes obtaining an
understanding of internal control over financial reporting, evaluating
management'’s assessment, testing and evaluating the design and
operating effectiveness of internal contrel, and performing such other
procedures as we consider necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinions.

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

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

procedures may deteriorate.

Bﬁwa-lu/\wau»@wpw XB‘P

Cleveland, Ohio
November 4, 2005
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Management'’s Discussion and
Analysis of Financial Condition and the
Results of Operations

Results of Operations
2005

Net income for the 2005 fiscal year was $32,093,000 or $1.03 per diluted
share, an increase of 15% over last year's net income of $27,906,000 or
$0.91 per diluted share. The translation effect of foreign currencies, pri-
rnarily the euro, increased net income by $2,678,000 or $0.09 per share.

The primary reason for the increase in fiscal 2005 net income was
a reduction in the effective tax rate to 35.0% in 2005 from 48.9% in
2004. The tax rate was lower due to $4,370,000 or $0.14 per share of
tax benefits from tax reserves no longer required due to a change in
Mexican tax laws and the favorable settlement of a claim in Canada. In
addition, there was a reduction in losses in the United States where no
tax benefits are currently recognized.

Net income for fiscal 2005 also included a net gain of $497,000 or
$0.02 per share from the sale of an office in Europe and $962,000 or
$0.03 per share from a refinement of assumptions relating to freight in
North America. Net income for fiscal 2004 included restructuring charg-
es of $2,084,000 or $0.07 per share, an impairment charge for goodwill
of $1,820,000 or $0.06 per share and a charge of $1,401,000 or $0.05
per share for a valuation allowance on tax assets not recoverable.

Net consolidated sales for 2005 were $1.433 billion, the highest in
the Company's history and represented an increase of 15.7% over sales
of $1.239 billion for the comparable period in 2004. A comparison of

net consolidated sales by business segment is as follows:

(in thousands, except for %s) Increase
Sales 2005 2004 Amount %
North America $ 439,441 $ 410,179 $ 29,262 7.1
Europe 993,755 828,912 164,843 19.9
$1,433,196 $1,23%,091 $194,105 15.7
— —— —

The translation effect of foreign currencies, primarily the euro,
increased consolidated sales by $59.9 million in 2005, The components

of the percentage change in 2005 consolidated sales are as follows:

Increase
Price/Mix 10.4%
Translation effect 4.8
Tonnage 05
Percentage increase in sales 15.7%

I

Worldwide tonnage was up 0.5% for the year, European tonnage was
up 4.8% while North American volume decreased 7.2%. The increase in
Europe was primarily attributable to the manufacturing and merchant
activities. In North America, tonnage declined for manufacturing and the

sale of commodity products.

The two largest markets served by the Company are the packaging
and automotive markets. The approximate percentage of consolidated

sales by market for 2005 compared to 2004 is as follows:

Market 2005 2004
Packaging 37% 36%
Automotive 18 22
Other 45 42
100% 100%
— —

Sales to the automotive market declined due to pricing, margin
pressure and efforts by the industry to reduce unit inventory. Other
markets include consumer products, electrical/electronics, office
equipment and agriculture.

The majority of the Company’s consolidated sales can be classified
into five primary product families. The approximate amount and per-
centage of consolidated sales for these product families compared to
the previous year are as follows:

(in thousands, except for %'s)

2005 2004
Product Family Amount % Armount %
Color and additive concentrates $ 501159 35§ 444483 3%
Polyolefins 424,066 30 338278 27
Engineered compounds 377008 26 333630 27
Polyvinyl chloride (PVC) 54,952 4 57,018 5
Tolling 16,117 1 13,380
Other 59,894 4 52,302 4
$1,433,196 100  $1,239,091 100
LW ] LI |

A comparison of gross profit dollars and percentages by business

segment for 2005 and 2004 is as follows:

(in thousands, except for %s) Increase (Decrease)

Gross profit $ 2005 2004 $ %

Europe $146,357 $139,577 $ 6,780 4.9

North America 46,282 43,906 2,376 5.4
$192,639 $183,483 $9,156 5.0
I N A ——

Gross profit % 2005 2004

Europe 14.7% 16.8%

North America 10.5% 10.7%

Consolidated 13.4% 14.8%

The gross profit margin was 13.4% in fiscal 2005 compared with
14.8% last year. The decline in margin was the result of higher raw
material costs due to increased energy prices and the lag in passing
on such increases in the form of higher selling prices. The reduction
in margin had an adverse effect of approximately $17 million on pre-
tax income.

Gross profit dollars in Europe were up primarily due to the positive
impact of the euro, which increased margins by $8.1 million in fiscal
2005. The decline in the European gross profit percentage was due to
rising raw material prices and the lag in passing on cost increases in the

form of higher sales prices.
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North American gross profit increased $2.4 million or 5.4% from
2004. Gross profit in 2005 includes a $1.0 million refinement in assump-
tions relating to freight. In addition, gross profit in 2004 was reduced by
$1.4 million for restructuring charges in Nashville pertaining to acceler-
ated depreciation on disposed equipment.

A comparison of capacity utilization levels is as follows:

2005 2004
Europe 83% 89%
North America 87% 87%
Worldwide 85% 88%

Capacity utilization decreased by 3% worldwide. The decrease
in European capacity utilization was due primarily to the production
capacity added for a new facility in China. The China plant, which has
an estimated annual production capacity of approximately 35 million
pounds, utilized only 20% of its capacity in 2005, its first year of produc-
tion. North American capacity utilization was flat in 2005.

A comparison of inceme (loss) before interest, restructuring, good-
will impairment and taxes by business segment for the years 2005 and

2004 is as follows:
{in thousands)

2005 2004 Difference
Eurcpe $ 62,777 $67,013 $(4,234)
North America (11,000) (7,455) (3,545)
Restructuring, North America (182) 731 549
Interest expense, net (2,259) (2,356) 97
Goodwill impairment, North America — (1,820) 1,820
Income before taxes $ 49,336 $54,651 $(5,315)

L I I

The decrease of $4.2 million in European income was primarily the
result of higher operating expenses of $11.8 million, including
increased costs of $2.5 million related to compliance with Sarbanes-
Oxley requirements. In addition, the translation effect of foreign
currencies increased operating expenses by $4.4 million. The balance
of the increase consisted of $400,000 for a major trade show, increased
costs for compensation and other expenses required to support a
higher level of sales. The increase in expenses offset higher gross
profit from an increase in sales. Income in North America declined
$3.5 million, primarily because of higher Sarbanes-Oxley compliance
expenses of $1.3 million and the adverse effects of currency transac-
tion losses. These transaction losses include $2.0 million related to the
Canadian dollar.

Selling, general and administrative expenses were $137.8 million
for 2005, up $15.5 million or 12.7% compared with 2004. The translation
effect of foreign currencies increased these expenses by $4.6 million
for 2005. Sarbanes-Oxlev compliance expenses increased $3.8 million
and expenses for compensation and benefits were up $2.2 million from
the 2004 fiscal year. Various other expenses increased $4.2 million.

Interest expense decreased $452,000 in 2005 due to an interest-rate
swap of $25 million, and a reduction of average borrowings. Interest

income increased $355,000 due to a higher level of investments.

Foreign currency transaction losses represent changes in the value
of currencies in major areas where the Compary operates. During 2005
the Company incurred foreign currency transaction losses of approxi-
mately $2.0 million in Canada as a result of the strengthening of the
Canadian dollar.

Minarity interest represents a 30% equity position of Mitsubishi
Chemical MKV Company in a partnership with the Company and a
35% equity position of PT. Prima Polycon Indah in an Indonesian joint
venture with the Company.

During fiscal 2004, the Company reduced capacity by 39 million
pounds at its Nashville, Tennessee plant by closing two manufactur-
ing lines. In line with the capacity reduction, the Nashville workforce
was reduced by one third or 30 employees. As a result, the Company
recorded pre-tax charges of $182,000 and $1,769,000, for the years
ended August 31, 2005 and 2004, respectively. The charges were pri-

marily non-cash and are summarized below:

Paid  Accrual Paid Accrual
Original  fiscal  balance 2005  fiscal  balance
(in thousands) Charge 2004  8/31/04 Charges 2005  8/31/05
Employee related costs $ 350 $— $350 $(34) $316) $—
Other costs 66 — 66 216 (282) —
Restructuring 416 $—  $416  $182  $(598) $—
N S | I I
Accelerated depreciation,
included in North
America cost of sales
in 2004 1,353
$1,769
I

Restructuring charges for 2005 represent additional equipment
removal costs pertaining to the 2004 Nashville restructuring. The
employee related costs included severance payments and medical
insurance for 30 employees of the Nashville facility. The other costs
include equipment removal and other exit costs that were incurred as
of August 31, 2005. The accelerated depreciation represents a change
in estimate for the reduced life on equipment totaling $1,353,000.

Germany adopted new tax legislation effective in 2005. This change
had the effect of increasing German taxes by approximately $5.0 mil-
lion annually in 2005. In 2005, the Company implemented changes in
its European structure that mitigated the increase in German taxes.

One of the Company’s major facilities in Texas was down for a two-
week period in September 2005 and a warehouse in Texas also incurred
damage from hurricane Rita. The impact and damage from this hurri-
cane is currently being assessed. Although the amount of loss on these
facilities is not yet determinable, it is anticipated that amounts not cov-
ered by insurance will not have a significant impact on future earnings.

In September 2005 the Company introduced its new Invision®sheet
product and the formation of A. Schulman Invision, Inc., a wholly owned
subsidiary. Invision®is a new product that should provide high growth
opportunities in many markets around the world. Invision®is a multi-

layered, extruded sheet product that reduces costs and simplifies the
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manufacturing process for the Company’s customers, while providing a
higher-performance and more environmentally friendly alternative to
existing plastic and film materials that are painted or colored. The Com-
pany expects Invision®to be attractive to customers in a variety of auto-
motive and non-automotive markets. Initially the Company will focus
on automotive applications because of the Company’s market presence
and recognized capabilities. While Invision®is not expected to produce
operating income in fiscal 2006, the Company believes this is a very
large market that could exceed $1 billion in sales in the years ahead.

In October 2005 the Company reached an agreement with a group
of investors led by Barington Capital Group, L.P. (the “Barington
Group”) which had an ownership position of approximately 8.7% of
the Company’s outstanding stock. Under the terms of the agreement,
among other things, the Barington Group withdrew its notice of intent
to nominate persons for election as directors at the Company’s 2005
annual meeting and agreed to abide by certain standstill provisions
until the Company’s 2007 annual meeting, while the Company, through
its Board of Directors, expanded the size of the Board from 10 to 12
and appointed James A. Mitarotonda, a member of the Barington
Group, to serve as a director until the 2007 Annual Meeting. The Com-
pany also agreed to initiate a self-tender offer to repurchase 8,750,000
shares of the Company’s common stock at a price of no less than $20
per share with a target completion date of December 20, 2005, or
no later than April 30, 2006. This repurchase, amounting to at least
$175 million, is subject to obtaining sufficient financing in the United
States to pay for the repurchase and complying with existing debt
instruments. It is anticipated that the repurchase will require at least
$175 million in additional debt, the incurrence of which will reduce
equity, increase total debt, increase debt to equity ratios and increase
the Company’s cost of interest. Also, before the Company implements
the repurchase it will obtain waivers of certain covenants in its debt
instruments, amend such provisions to accommodate the repurchase,
or repay the amounts outstanding thereunder, including any appli-
cable prepayment requirements.

Fiscal 2005 came to a close with better than anticipated earnings
in the fourth guarter. Order levels were stronger and margins were
improving late in the quarter due to higher selling prices, strong
demand and a tightness of supplies for many materials due to hur-
ricane activity in the United States.

While the Company is excited about the long-term potential for
Invision®, the current economic situation is quite unsettled with high
energy costs, credit issues in the North American automotive industry
and increasing inflationary pressures. The Company has a strong bal-
ance sheet and financial capability to withstand difficult environments
and compete effectively in today’s worldwide markets. For the full year
of fiscal 2006, the Company anticipates better margins and believes

there is a good opportunity for an improvement in performance.

2004
Net consolidated sales for 2004 were $1.23%9 billion, an increase of
12.6% over sales of $1.100 billion for the comparable period in 2003. A

comparison of net consolidated sales by business segment is as follows:

(in thousands)

Sales 2004 2003 Increase

North America $ 410,179 $ 393,627 $ 16,552

Europe 828,912 706,830 122,082
$1,239,091 $1,100,457 $138,634
L | I N

The translation effect of foreign currencies, primarily the strong
euro, increased consolidated sales by $84.5 million in 2004. The reasons

for the percentage change in 2004 consolidated sales are as follows:

Increase
Tonnage 2.6%
Translation effect 77
Price/Mix 23
Percentage change in sales 12.6%

A

Worldwide tonnage was up 2.6% for the year, Europe increased
4.2% while North America remained relatively flat. Most of the increase
occurred in manufacturing.

The two largest markets served by the Company are the packaging
and automotive markets. The approximate percentage of consolidated

sales by market for 2004 compared to 2003 is as follows:

Market 2004 2003
Packaging 36% 39%
Automotive 22 26
Other 42 35
100% 100%
L] ]

The majority of the Company's consolidated sales can be classified
into five primary product families. The approximate amount and per-
centage of consolidated sales for these product families compared to
the previous year are as follows:

(in thousands, except for %'s)

2004 2003

Product Family Amount % Amount %
Color and additive concentrates $ 444483 36 $ 395883 3%
Polyolefins 338,278 27 299,452 27
Engineered compounds 333630 27 277,646 25
Polyvinyl chioride (PVC) 57,018 5 55,130 5
Tolling 13,380 1 16,753 2
Other 52,302 4 55,593 5

$1,239,091 100 $1,100,457 100

LW ] L |
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A comparison of gross profit dollars and percentages by business

segment for 2004 and 2003 is as foliows:

(in thousands, except for %s) increase (Decrease)

Gross profit $ 2004 2003 $ %

Europe $139,577 $123,881 $15,696 12.7

North America 43,906 36,424 7,482 20.5
$183,483 $160,305 $23,178 14.5
I L] ] ————

Gross profit % 2004 2003

Europe 16.8% 17.5%

North America 10.7% 9.3%

Consolidated 14.8% 14.6%

Gross profit dollars in Europe were up primarily due to the positive
impact of the euro, which increased margins by $14.5 million in fiscal
2004. The decline in the European gross profit percentage was due to
rising raw material prices and the lag in passing on cost increases in
the form of higher sales prices and changes in product mix. European
gross profit in 2003 included a $1.9 million settlement of a business
interruption insurance claim resulting from equipment problems at a
facility in Europe.

North American margins increased $7.5 million or 20.5% in 2004
compared to 2003. Profit improvement programs and reduced capac-
ity more than offset the higher cost of plastic resins. Margins were
reduced by $1.4 million in 2004 and $2.4 million in 2003 for restructur-
ing charges pertaining to accelerated depreciation on disposed equip-
ment. Margins in 2003 were also reduced by implementation costs for
a profit improvement program in the U.S of $2.3 million.

Competitive pressuras along with the increasing cost of plastic
resins and the ability to obtain sufficient price increases on a timely
basis remains a challenge in the months ahead.

A comparison of capacity utilization levels is as follows:

2004 2003
Europe 89% 81%
North America 87% 79%
Worldwide 88% 80%

Capacity utilization improved by 10% worldwide. The improvement
in European capacity utilization was due primarily to tonnage increases
of 7.1% in the manufacturing business. North American utilization
improved from 79% in 2003 to 87% in 2004. The improvement in North
American capacity utilization resulted from a reduction in capacity from
2003 restructuring which included the closing of a plant in Texas and

the Company’s profit improvement initiatives implemented in 2003.

A comparison of income (loss) before interest, restructuring, good-
will impairment and taxes by business segment for the years 2004 and
2003 is as follows:

(in thousands)

2004 2003 Difference
Europe $67,013 $ 63,680 $ 3,333
North America (7,455) (16,662) 9,207
Restructuring, North America (731) (6,237) 5,506
Interest expense, net (2,356) (3,184) 828
Goodwill impairment, North America (1,820 — (1,820)
Income before taxes $54,651 $ 37,597 $17,054

]

The income improvement in Europe was due to a $7.2 million
positive impact of translation, primarily the euro, and 2 7.1% increase in
manufacturing tonnage in 2004. This improvement was partially offset
by lower gross profit margins. Income in North America increased $9.2
million. Higher profit margins accounted for $7.5 million of the increase
while results of the profit improvement program, which reduced cost
and capacity, accounted for the balance.

Selling, general and administrative experses were $122.3 million
for 2004, up $10.7 million or 9.6% compared with 2003. The increase
is due to the translation effect of foreign currencies, which increased
expenses by $7.2 million for 2004 and $2.6 million of costs associated
with implementing Sarbanes-Oxley. Other expenses, which include
wage and benefits, were increased $1.0 million or .9% over the 2003
fiscal year.

During fiscal 2004, the Company reduced capacity by 39 million
pounds at its Nashville, Tennessee pfant by closing two manufactur-
ing lines. In line with the capacity reduction, the Nashville workforce
was reduced by one third, or 30 employees. These actions will reduce
annual costs by approximately $4.6 million. As a result of this action,
the Company recorded pre-tax restructuring charges of $1,769,000, for
the year ended August 31, 2004. The charges were primarily non-cash
and are summarized below:

As of August 31, 2004

QOriginal Accrual
(in thousands) charge Paid balance
Employee-related costs $ 350 $— $350
Other costs 66 — 66
Restructuring 416 $— $416
L] L]
Accelerated depreciation,
included in North American
cost of sales 1,353
$1,769
A

The employee related costs included severance payments and
medical insurance for 30 employees at the Nashville facility. The
other costs include equipment removal and other exit costs that were
incurred as of August 31, 2004. The accelerated depreciation repre-
sents a change in estimate for the reduced life on equipment totaling
$1,353,000. At August 31, 2004 the Company Fas remaining accruals of

$416,000 related to cash out-flows primarily for employee severance,
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equipment removal costs and other charges, which are expected to
be paid during the next eight months. The Company also expects to
incur additional charges of approximately $300,000 related to equip-
ment removal and other exit costs during fiscal 2005 in connection with
the completion of this restructuring.

Interest expense decreased in 2004 due to an interest rate swap of
$25 million, lower rates of interest, and a reduction of borrowings.

Foreign currency transaction losses of $694,000 were primarily
due to changes in the value of currencies in major areas where the
Company operates.

Minority interest represents a 30% equity position of Mitsubishi
Chemical MKV Company in a partnership with the Company and a
35% equity position of PT. Prima Polycon Indah in an Indonesian joint
venture with the Company.

The effective tax rate was 48.9% in 2004 compared to 57.6% in
2003. The effective tax rates are greater than the statutory rate of 35%
primarily because no tax benefits have been recognized on operating
losses in the United States which included $3.9 million of charges for
restructuring and impairment losses. In addition, taxes included a $1.4
million valuation allowance on tax assets not currently recoverable.

Germany adopted in 2004 new tax legislation effective in fiscal
2005. This legislation increased the Company's German taxes approxi-
mately $5 million annually. The Company implemented changes in
its structure that mitigated the adverse tax impact of the change in
German tax law beginning in fiscal 2005.

The translation effect of foreign currencies increased consolidated

net income in 2004 by $4.8 million or $.16 per share.

Critical Accounting Policies

The Company has identified critical accounting policies that, as a
result of the judgments, uncertainties, and the operations involved,
could result in material changes to its financial condition or results of
operations under different conditions or using different assumptions.
The Company's most critical accounting policies relate to the allowance
for doubtful accounts, inventory reserves, interim provisions for income
taxes, restructuring costs, goodwill, long-lived assets and pension and
other postretirement benefits.

Management records an allowance for doubtful accounts receivable
based on the current and projected credit quality of the Company’s
customers, historical experience, customer payment history, expected
rends and other factors that affect collectibility. Changes in these fac-
tors or changes in economic circumstances could result in changes to
the allowance for doubtful accounts.

Management establishes an inventory reserve based on historical
experience and amounts expected to be realized for slow-moving
and obsolete inventory. The Company monitors its slow-moving and
obsolete inventory on a quarterly basis and makes adjustments as con-
sidered necessary. The proceeds from the sale or dispositions of these

inventories may differ from the net recorded amount.

The Company's quarterly provision for income taxes involves a
significant amount of judgment by management. Quarterly, the provi-
sion for income taxes is based upon actual year to date results plus an
estimate of pretax income for the remainder of the year. This provi-
sion is impacted by the income and tax rates of the countries where
the Company operates. A change in the geographical source of the
Company's income can have a significant effect on the tax rate. No
taxes are provided on earnings which are permanently reinvested.

The Company has not recognized any tax benefits from losses in
the United States.

Restructuring charges are recorded in accordance with SFAS 146,
Liabilities for costs associated with an exit or disposal activity are rec-
ognized when the liability is incurred. Fair value is the basis for the
measurement of any asset write-downs that are reflected as acceler-
ated depreciation in cost of sales.

Goodwill is not amortized. The Company conducts a formal impair-
ment test of goodwill at the reporting unit level on an annual basis
and between annual tests if an event occurs or circumstances change
that would more likely than not reduce the fair value of a reporting unit
below its carrying value.

Long-lived assets, except goodwill and indefinite-lived tangible
assets, are reviewed for impairment when circumstances indicate the
carrying value of an asset may not be recoverable. Recoverability of
assets to be held and used is measured by a comparison of the car-
rying amount of the asset to future net cash flows estimated by the
Company to be generated by such assets.

Pension and other postretirement benefit plans are a significant
cost of doing business that represent obligations that will be ulti-
mately settled far into the future and therefore is subject to estimation.
Pension and postretirement benefits accounting is intended to reflect
the recognition of future benefit costs over the employee's approxi-
mate employment based on the terms of the plans and the invest-
ment and funding decisions made by the Company. The Company is
required to make various assumptions regarding such variables as the
expected long-term rate of return on assets, discount rate and medi-
cal trend rate used to arrive at pension and postretirement benefit

expense for the year.

Liquidity and Capital Resources

(in millions, except for %s)

August 31, August 31, %

2005 2004 Change

Cash and cash equivalents $102.3 $ 729 40.3%
Working capital 405.8 358.3 13.3
Long-term debt 63.2 497 27.2
Stockholders' equity 4621 435.2 6.2

As of August 31, 2005, the current ratio was 3.4 to 1 and working
capital was $405.8 million. Net cash provided from operations was
$55.6 million in 2005 compared with $53.6 million in 2004. Cash used
in financing activities decreased $25.2 million mainly because of an

increase in long-term debt.
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The Company's cash and cash equivalents were $102.3 million at
August 31, 2005, an increase of $29.4 million, or 40.3% from August
31, 2004. During 2005, the Company repatriated approximately $5.0
million as dividends from a foreign subsidiary. In September 2005,
the Company repatriated approximately $38.4 million from its foreign
operations. The cash was used to reduce long-term debt and for other
working capital requirements.

Currently, the Company intends to repatriate another $35.0 mit-
lion from its foreign operations during fiscal 2006. These funds will be
used for other working capital requirements and repurchases of the
Company's common stock.

Accounts receivable increased in 2005 by $21.4 million. The transla-
tion effect of foreign currencies, primarily the euro, accounted for $4.4
million of the increase in accounts receivable. Excluding the translation
effect, the increase in accounts receivable is the result of higher sales
which increased 15.7% from the prior year.

The Company increased total long-term debt by $13.5 million dur-
ing 2005. Total long-term: debt was $63.2 million as of August 31, 2005.

Capital expenditures for the year ended August 31, 2005 were $26.9
million compared with $22.3 million last year. The major components of
the capital expenditures include new land and building in Belgium and
continued expenditures for the new manufacturing facility in China.
The manufacturing facility in Germany added a new packaging line
and made an additional investment in its laboratory facility. During
fiscal 2005, $5.3 million was invested in a building and a pilot line for
Invision®, a new product. Equipment has also been added at the facili-
ties in Bellevue, Ohio as well as the Givet, France and Mexico plants.
The Company anticipates capital expenditures will be approximately
$45.0 million in fiscal 2006. These expenditures include approximately
$20.0 million for the new Invision® business.

The ratio of long-term liabilities to capital was 22.9% at August 31,
2005 and 20.4% at August 31, 2004. This ratio is calculated by dividing
the sum of long-term debt and other long-term liabilities by the sum of
total stockholders' equity, long-term debt and other long-term liabili-
ties. The primary factor contributing to this increase was the additional
$13.5 million in borrowings in long-term debt.

In fiscal 2004 the Company completed a new five-year $100,000,000
revolving credit agreement, replacing an existing $130,000,000 facility.
The Company, under this new agreement has the possibility of increas-
ing the credit amount by $50,000,000 if necessary, at & later date. Under
terms of the agreement, the Company is required to satisfy certain
financial and operating covenants including leverage ratio and inter-
est coverage ratio. The revolving credit agreement expires on August
17, 2009 and is uncollateralized. There were borrowings of $14,000,000
outstanding under this agreement at August 31, 2005, while there were
no borrowings at August 31, 2004. As of August 31, 2005, there are no

defaults under this agreement.

The Company has an outstanding Private Placement Agreement
for $50,000,000 of Senior Notes due in 2009. The interest rate is fixed
at 7.27% and is payable quarterly with principal due upon maturity in
2009. In 1999, the Company completed an interest rate lock in order
to reduce the interest cost over the life of the notes. Proceeds from
this transaction totaling $630,000 have been deferred and will be
amortized over the life of the loan, effectively reducing the annual
interest rate from 7.27% to 7.14%. Under this agreement, as of August
31, 2005, approximately $32,000,000 of retained earnings was available
for the payment of cash dividends. The Company’s latest review of the
covenants under these agreements indicates no defaults or any non-
compliance. In fiscal 2004 the Company entered into an interest-rate
swap agreement to take advantage of lower short-term borrowing
costs. This swap agreement converts $25,000,000 of the $50,000,000
of Senior Notes from fixed rate debt to varigble rate debt and is
designated as a fair value hedge. As of August 31, 2005, the notional
value of the underlying debt has been marked-to-market with a value
of $24,129,000 and carries a variable interest rate of 7.9%. The interest
rate swap has been recorded at fair market value of $871,000 and is
included in other long-term lizbilities at August 31, 2005.

The Company's unfunded pension liability is approximately $57.4
million at August 31, 2005. This amount is primarily due to an unfunded
plan of $45.9 million maintained by the Company’s German subsidiary.
Under this plan, no separate vehicle is required to accumulate assets
to provide for the payment of benefits. The benefits are paid directly
by the Company to the participants. It is anticipated that the German
subsidiary will generate sufficient funds from operations to pay these
benefits in the future.

The Company enters into forward foreign exchange contracts as
a hedge against amounts due or payable in foreign currencies. These
contracts limit the Company’s exposure to fluctuations in foreign cur-
rency exchange rates. Any gains or losses associated with these con-
tracts as well as the offsetting gains or losses from the underlying assets
or liabilities hedged are recognized on the foreign currency transaction
line in the Consolidated Statement of Income. The Company estimates
that a 10% change in foreign exchange rates at August 31, 2005 would
have changed the fair value of the contracts by approximately $5.4 mil-
lion. Changes in the fair value of forward exchange contracts are sub-
stantially offset by changes in the fair value of the hedged positions.
The Company does not hold or issue financial instruments for trading
purposes or utilize any other types of derivative instruments.

The Company leases certain items under capital leases. The
European segment leases certain land and buildings with an amount
due on this capital lease at August 31, 2005 of approximately $361,000.
The North American segment leases certzin equipment with an
amount due on these capital leases at August 31, 2005 of approxi-
mately $38,000.
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A summary of the Company's future obligations subsequent to
August 31, 2005 are presented below:

(in thousands)

Less More
Than than
Tyear  1-3years 3-5years 5Syears Total
Long-term Debt $ — $ — $64,000 $ — $ 64,000
Capital Lease
Obligations 370 21 8 — 399
Operating Lease
Obligations 3,315 3,128 1,041 632 8,116
Purchase Obligations® 74,119 31,438 4 —_ 105,561
Pension Obligations® 2,100 — — — 2,100
Post Retirement
Benefit Obligations 737 1,627 1,918 6,019 10,301
Deferred Compen-
sation Obligations 76 175 292 2,359 2,902
Interest Expense 4,136 7.140 3,570 — 14,846
Guarantees — — — — —
$84,853  $43529  $70,833  $ 9,010  $208,225

(a) Purchase obligations include inventory and capital expenditures.

(b) Although the Company expects to make payments beyond this point,
the Company cannot accurately estimate or determine the amount of
such payments.

Operating lease information is provided in the footnotes of the
Company’s Annual Report. The aggregate future minimum rental com-
mitment for non-cancelable leases, excluding obligations for taxes,
insurance, etc. was $8.1 million at August 31, 2005.

The Company’s outstanding commercial commitments at August
31, 2005 are not material to the Company’s financial position, liquidity
or results of operations except as discussed in Note 17.

During the year ended August 31, 2005, the Company paid cash
dividends aggregating $.57 per share. The total amount of these
dividends was $17.6 million. Cash flow has been sufficient to fund the
payment of these dividends.

For the year ended August 31, 2005, 301,823 common shares
were issued upon the exercise of employee stock options and 53,600
common shares were issued to employees under the restricted stock
plan. The total amount received from the exercise of these options
was $4.1 million.

As of August 31, 2005, approximately 1.7 million shares remain
under a six-million share authorization approved by the Board of
Directors in August 1998. The timing and amount of repurchases will
vary based on market conditions. No shares were repurchased in fiscal
2004. Under this repurchase plan, the Company made the following
share repurchases during fiscal 2005:

Year ended August 31, 2005

Shares Repurchased 40,950
Repurchase amount $1,001,000
Average price per share $ 1642

The assets and liabilities of the Company's foreign subsidiaries are
translated into U.S. dollars using current exchange rates. Income state-
ment items are translated at average exchange rates prevailing during
the period. The resulting translation adjustments are recorded in the
"accumulated other comprehensive income” account in stockholders’
equity. The continued weakness of the U.S. dollar during the year
ended August 31, 2005 increased this account by $10.3 miilion.

Refer to Results of Operations relative to Barington agreement.

New Accounting Pronouncements

In November 2004, the FASB issued SFAS No. 151, ("SFAS 151"), “Inven-
tory Costs — an amendment of ARB No. 43, Chapter 4" in an effort to
converge U.S. accounting standards for inventories with International
Accounting Standards. SFAS 151 requires abnormal amounts of idle
facility expense, freight, handling costs and spoilage to be recognized
as current period charges. SFAS 151 also requires that allocation of
fixed production overheads to the costs of conversion be based on the
normal capacity of the production facilities. The adoption of SFAS 151
is required in the Company's first quarter of fiscal 2006. The Company
does not expect a material impact on the Company's financial position
or results of operations from the adoption of SFAS 151.

In December 2004, the FASB revised SFAS No. 123, (“SFAS 123R"),
“Share-Based Payment”. SFAS 123R requires companies to measure
all employee stock-based compensation awards using a fair value
method and record the related expense in the financial statements. In
addition, SFAS 123R requires disclosure of information relating to the
nature of share-based payment transactions and the effects of those
transactions on the financial statements. The adoption of SFAS 123R is
required in the Company's first quarter of fiscal 2006. Adoption of SFAS
123R is currently expected to reduce fiscal 2006 earnings by approxi-
mately $3.0 million or $.10 per share.

In December 2004, the FASB issued SFAS No. 153, (“SFAS 153"),
"Exchanges of Nonmonetary Assets, an Amendment of APB Opinion
No. 29". SFAS 153 addresses the measurement of exchanges of non-
monetary assets and redefines the scope of transactions that should
be measured based on the fair value of the assets exchanged. The
adoption of SFAS 153 is required in the Company's first quarter of
fiscal 2006. The Company does not expect a material impact on the
Company’s financial position or results of operations from the adop-
tion of SFAS 153.

In December 2004, the FASB issued FASB Staff Position 109-1,
("FSP 109-1"), “Application of FASB Statement No. 109, ‘Accounting
for Income Taxes', to the Tax Deduction on Qualified Production
Activities Provided by the American Jobs Creation Act of 2004". The
FASB also issued Staff Position 109-2, (“FSP 109-2"), “Accounting and
Disclosure Guidance for the Foreign Earnings Repatriation Provision
Within the American Jobs Creation Act of 2004” (the “Jobs Creation
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Act”). The Jobs Creation Act provided deductions for qualified domes-
tic production activities and repatriation of foreign earnings. The adop-
tion of FSP 109-1 and FSP 109-2 by the Company in the February 2005
quarter did not have a material impact on the Company’s financial
condition, results of operations or cash flows for fiscal 2005.

In March 2005, the FASB issued FASB Interpretation No. 47, ("FIN
47"), "Accounting for Conditional Asset Retirement Obligations”. FIN
47 clarifies the definition and treatment of conditional asset retirement
obligations as discussed in FASB Statement No. 143, “Accounting for
Asset Retirement Obligations”. A conditional asset retirement obliga-
tion is defined as an asset retirement activity in which the timing and/or
method of settlement are dependent on future events that may be out-
side the control of the Company. FIN 47 requires an entity to recognize
2 liability for the fair value of a conditional asset retirement obligation
if the fair value of the liability can be reascnably estimated. FIN 47 is
intended to provide more information about long-lived assets, more
information about future cash outflows for these obligations and more
consistent recognition of these liabilities. The adoption of FIN 47 is
required by the end of fiscal 2006. The Company is currently evaluating
the impact, if any, of FIN 47 on its financial position, results of opera-
tions and cash flows.

In May 2005, the FASB issued FASB Statement No. 154, ("SFAS
154"), "Accounting Changes and Error Corrections, a replacement of
APB Opinion No. 20 and FASB Statement No. 3”. Previously, APB No.
20, "Accounting Changes” and SFAS No. 3, “Reporting Accounting
Changes in Interim Financial Statements” required the inclusion of the
cumulative effect of changes in accounting principle in net income of
the period of the change. SFAS No. 154 requires companies to recog-
nize changes in accounting principle, including changes required by a
new accounting pronouncement when the pronouncement does not
include specific transition provisions, retrospectively to prior periods’
financial statements, unless impracticable to determine the effects of
the change. The adoption of SFAS 154 is required in the Company's
first quarter of fiscal 2007. The Company will assess the impact of a
retrospective application of a change in accounting principle in accor-
dance with SFAS No. 154 if the need for such a change arises after the
effective date of September 1, 2006.

Cautionary Statements

Certain statements in this report may constitute forward-looking state-
ments within the meaning of the Federal securities laws. These state-
ments can be identified by the fact that they do not relate strictly to
historic or current facts. They use such words as "anticipate”, “esti-

won

mate”,

0o

expect”,

"o

project”, “intend”, "plan”, “believe”, and other words
and terms of similar meaning in connection with any discussion of future
operating or financial performance. These forward-looking statements
are based on currently available information, but are subject to a

variety of uncertainties, unknown risks and other factors concerning the

Company’s operations and business environment, which are difficult to
predict and are beyond the control of the Company. Important factors
that could cause actual results to differ materially from those sug-
gested by these forward-looking statements, and that could adversely
affect the Company's future financial performance, include, but are not

limited to, the following:

* Worldwide and regional economic, business and political condi-
tions, including continuing economic uncertainties in some or all of the

Company's major product markets;

Fluctuations in the value of currencies in major areas where the
Company operates, including the U.S. dollar, euro, U.K. pound ster-
ling, Canadian dollar, Mexican peso, Chinese yuan and Indonesian

rupiah;

Fluctuations in the prices of sources of energy or plastic resins and

other raw materials;

¢ Changes in customer demand and requirements;

Escalation in the cost of providing employee health care; and

¢ The outcome of any legal claims known or unknown.

The risks and uncertainties identified above are not the only risks the
Company faces. Additional risks and uncertainties not presently known
to the Company or that it believes to be immaterial also may adversely
affect the Company. Should any known or unknown risks or uncertain-
ties develop into actual events, or underlying assumptions prove inac-
curate, these developments could have material adverse effects on the

Company's business, financial condition and results of operations.

Quantitative and Qualitative Disclosure About Market Risk

The Company conducts business on a multinational basis in a variety of
foreign currencies. The Company's exposure to market risk for changes
in foreign currency exchange rates arises from anticipated transactions
from international trade and repatriation of foreign earnings. The Com-
pany's principle foreign currency exposures relate to the euro, UK.
pound sterling, Canadian dollar, Mexican pzso, Chinese yuan, and
Indonesian rupiah.

The Company enters into forward exchange contracts to reduce its
exposure to fluctuations in related foreign currencies. These contracts
are with major financial institutions and the risk of loss is considered
remote. The total value of open contracts and any risk to the Company
as a result of these arrangements is not material to the Company’s
financial position, liquidity or results of operations.

The Company's exposure to market risk from changes in interest
rates relates primarily to its debt obligations. A hypothetical imme-
diate one-percentage-point increase in market interest rates would

increase interest expense by approximately $250,000 per year.




vision 30

Six-Year Summary of Selected Financial Data
(In thousands, except per share data)

Year Ended August 31,

2005 2004 2003 2002 2001 2000
Net sales $1,433,196 $1,239,091 $1,100,457 $966,593 $975,221 $1,032,519
Interest and other income 2,394 2,252 2,067 2,179 1,969 6,703%
1,435,590 1,241,343 1,102,524 968,772 977,190 1,039,222
Cost of sales 1,240,557 1,055,608 940,152 806,260 846,592 865,357
Other costs, expenses, etc. 145,697 131,084 124,775 104,931 101,734 105,766
1,386,254 1,186,692 1,064,927 911,191 948,326 971,123
Income before taxes 49 336 54,651 37,597 57,581 28,864 68,099
Provision for U.S. and foreign income taxes 17,243 26,745 21,643 25,427 16,172 30,395
Net income $ 32,093 ¢ 27906® § 15,954¢ $ 32,154 $ 126929 § 37,704
e e SE——— — ——— e————
Total assets $ 784,362 $ 724,096 $ 643,872 $612,332 $578,671 $ 572,890
Long-term debt $ 63,158 § 49679 $ 68,698 $ 81,038 $105,415 $ 83638
Total stockholders’ equity $ 462,103 $ 435,237 $ 382,821 $356,361 $322,079 $ 323,461
Average number of common shares outstanding,
net of treasury shares:
Basic 30,619,780 30,128,117 29,496,281 29,296,435 29,184,605 30,224,433
Diluted 31,049,750 30,575,057 29,845,497 29,667,037 29,199,566 30,224,433
Diluted earnings per common share $1.03 $0.91 $0.53 $1.08 $0.43 $1.25
Cash dividends per common share $0.57 $0.54 $0.54 $0.54 $0.54 $0.53
Book value per common share $15.01 $14.27 3129 $12.08 $10.99 $10.99

(1) Includes a net gain of $497,000 on the sale of an office in Europe, $962,000 of income from a refinement in assumptions relating to freight in North America, and
$4,370,000 of tax benefits from tax reserves no longer required due to a change in Mexican tax laws effective December, 2004 and the favorable settlement of a tax
claim in Canada.

(2) Includes charges of $3,904,000 related to North American restructuring and goodwill impairment and a $1,400,000 valuation allowance on tax assets not recoverable
at that time.

(3) Includes charges of $8,616,000 related to North American restructuring.
(4) Includes charges of $4,635,000 related to the cost of Akron, Ohio plant closure.

(5) Includes $3,900,000 in North America from consideration received due to the demutualization of an insurance carrier and the settlement of an insurance claim result-
ing from equipment problems at a facility in North America. Net income includes $2,535,000 refated to these events.
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Avenida Lazaro Cardenas 2400 PTE
Condominio los Soles

Office PB -17

Colonia Reas San Agustin

San Pedro Garza Garcia,

N.L. Mexico 66220
52-818-363-5072

San Luis Potosi, Mexico

A. Schulman de Mexico,
S.A. de C.V.

Avenida CFE, 730

Entre Eje 134 y Eje 136
Zona Industrial del Potosi
San Luis Potosi, S.L.P. 78090
52-444-824-0708

Plants

Sharon Center, Ohio 44274
A. Schulman Invision Inc.
1475 Wolf Creek Trail

(330) 239-0101

Bellevue, Ohio 44811
350 North Buckeye Street
(419) 483-2931

Sharon Center, Ohio 44274
(Specialty Compounding Division)
1475 Wolf Creek Trail

(330) 239-0101

Nashville, Tennessee 37211-3333
481 Allied Drive
{615) 333-3453

Orange, Texas 77632

Texas Polymer Services, Inc.
6522 Interstate Highway 10 West
(409) 883-4331

Bornem, Belgium

A. Schulman Plastics BVBA
Pedro Colomalaan 25
Industriepark

2880 Bornem
32-3-890-4211

Kerpen, Germany
A. Schulman GmbH
Huttenstrafbe 211
50170 Kerpen
49-2273-5610

Crumlin, South Wales (U.K\)

A. Schulman inc. Limited
Croespenmaen Industrial Estate
Crumlin, Newport

Gwent NP1 4AG
44-1495-244090

Givet, France

A. Schulman Plastics S.A.
Rue Alex Schulman
08600 Givet
33-3-24-427161

Gorla Maggiore, ltaly

A. Schulman Plastics S.p.A.
Via Baragiola é

21050 Gorla Maggiore (VA)
39-03-31-60741

A. Schulman Polska Sp.z.0.0.
Nowa Biala 37

09-411 Biala-Plock

Poland

48-24-364-0012

East Java, Indonesia

PT A. Schulman Plastics

Desa Ngerong KM 39, Gempol
67155 Pasuruan
62-343-854240

A. Schulman Plastics

(Dongguan) Ltd.

Qiaoxin Industrial Park

Qiaotou Township/Dongguan City
Guangdong Province

China

86-769-342-2777

St. Thomas, Ontario, Canada
N5P 325

A. Schulman Canada Ltd.
400 S. Edgeware Road

(519) 633-3451

San Luis Potosi, Mexico

A. Schulman de Mexico,
SA deCV

Avenida CFE, 730

Entre Eje 134 y Eje 136
Zona Industrial del Potosi
San Luis Potosi, S5.L.P. 78090
52-444-824-0708



A. Schulman

3550 West Market Street
Akron, Ohio 44333
330.666.3751

www.aschulman.com




