


1217214 Stepan - Insstor Rlalions - SEC Fllings

Stepan $ LY R
SEC Filings

10-K
STEPAN CO fllad this Form 10-K on 0202772013
Entine Document
=< Prevous Page | Next Page »>
UNITED STATES
SECURTTIES AND EXCHANGE COMMISSION
Washington, I).C. 20549
FORM 10-K
{MARK ONE)

(X) ANNUAL KEPORT FURSTUANT TO SECTION 13 OR 15{d) OF THE SBECURITIES EXCHANGE ACT OF 1934
FOR THEFISCAL-YEAR ENDED DECEMBER. 31, 2012

OR
538 TRANSITION REPORT PURSUANT TO SBCTION 13 CR 15d) OF THE SBCURITIES EXCHANGEACT OF

1534 FOR THE TRANSITION PERTOD FROM ™

Cosmlaaion File Numher 1-4462

STEPAN COMPANY
(Bmct nsme of regintrant as specified in #ta charter)

Delaware 351823834
(Biate or ol furladiction. of incorpomtion or oqgmlastion) {LE.8, Emglgysr Kimtifontion Nombe)
Fdens and Winnatls Road, Morthfleld, inals 60093

R NS AT OE O A

Securitios regiatered pumusat fo Section 12 (b) of the Act: SDMS Doc ID 549952
Title of Fach Clngs Name of Each Fxchenge
om Which Reglutered
Commnn Stock, §1 par vahue Nerwr Yotk Stoveck Bachrt ge

hitp:ffghccarparats-Ir netfphoanix zhirm e= 1183458p=Irol-SEC Tt & T EXT=sHROc Dod 2 weS S0P WSrdA 52 mivwbSmeWphrousG 1o 2wYWdFTgd... 11176



21204 Stepan - Imestor Relations - SEC Fllings
Chicago Stock Exhenge
5 1/2% Convertible Preferred Stock, no par value Mew York Stock Exchange
Chicago Stock Exhange

Securitics registered pursuant to Section 12 (g) of the Act:
Nong

Indicate by chock mark if the reglstrant ks & wel-knows smsaned lssmer, ni defllned in Rule 405 of the Securite
Ad Ye X Mo __

Tmdlcate by chock mark if the reglstrant by not required in fle reports pursuant to Sectlon 13 or Seclon 15(d) of
the Adt  Yes e X

Imdiente by check mark whether the reglstrant (1) has flled sll reports required @ be filed by Sectlon 13 ar 15(d) of the Sccurlie Exchange Act of 1934 during the proceding 12 mont
{ar for such shorter poriod duat the registrant was required to file such reports), and (2) his been subject to snch filing requirements for the part 90 daye.  Yeor X No

Indicate by cheek mark if divdosure of deliaquent filers pursuant to lem 405 of Rigulstioa 5-K is ool contaloed hereis, and will not be contained, io the best of registrant’s knowle
in definitive proxy ar information stetements iomrporsied by rdfermoe [n part [T of thia Form 18-K or any amendment to this Ferm 1K [ ]

Imdicate by chock mark whether the reglsorast has subenkited dectronlcally and povied om b corporste Wb slie, [f any, every Intersctive Dats File required in be submitied and posie
purmasni to Haoke 403 of Hegulston 5-T (§131405 of this chapier) during the preceding 12 momihs (or for such shorier perlod that ihe regirtrant was required to sebmit and post see

fle) Yo X Mo ___

Indicate by check mark whether the reglstrant Is & lamge acodernied fller, an accelorated ler, & non-accderuied Mior or & smaller reparting company. See definidons of =large socelornl
filer®, “scecderwiod Mler™ and “smsaller reporting company™ in Rale 12b-2 of the Exchanpe Act
{Check onel Lorge soddernted fller X Acelersied filer . Noosoderated fller . Soaller meporting company

Indiente by choelt mark whether the reglstrust ls & shel company (30 defined ln Rule 12b-1 of the Exchange Act) Yo __ Mo X

Aggreguie market value st June 30, 2011, of voting snd son-vofing common stock had by nonsffliists of the registrant: SE12,371 804*

Number of shars sutrtanding of mch of the registrant's dasses of ommon stock as of Janumry 31, 1013

Class Outstanding at Janwary 31, 2013

Common Stock, $1 par value 21,965,972

Documents Incorporated by Reference

Part of Form 10-E Document Incorporated

Part III, ftems 10-14 Portions of the Proxy Statement for Annual Mecting of
Stockholders 1o be held April 30, 2013.

* Based on reported ownership by all directors, officers and beneficial owners of more than 5% of registrant’s voting stock, However, this
determination does not constitute an admission of affiliate status for any ofthese holders.

httpciiphue corporate-ir.net/phesnixzhimi Fe=1183458p= irol-SEC Ted&TEXT=aH R0cDov 2P waSS0Z WardBY X miNwSSmeapbmeueG 1sP2wWYWdl PTgd... 2178



12172014 Stepan - Imestor Relations - SEC Filings

STEPAN COMPANY
ANNUAL REFORT ON FORM 10-K
December 31, 2012

Page No
PART1
Ttem 1. Busmness
1
Executive Officers of the Registmnt
4
Item 1A Risk Factors
6
Item 1B. Unresolved Stall Comments
14
Item 2. Properties
14
Item 3. Legal Proceedings
15
Tiem 4. Mine Safety Disclosures
17
PART I
Ttem 5. Market for Registrani’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities
18
Rem &, Selected Financial Data
21
Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
2
Item TA. Cuantitative and Qualitative Disclosures About Market Risk
49
Item &. Fmancial Statements and Supplementary Data
51
Item 2. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
105
Itcm 9A. Controls and Procedures
105
Item 9B, Other [nformmtion
108
FART Il
Item 10, Directors, Exscutive Officers and Corporate Governance
108
em 11, Emcutive Compensation
109
Item 12. Security Ownership of Certain Beneficial Owners and Management and Belated Stockholder Matters

hitpciiphue corporate-ir.net/phesnix zhimi Fe=1183458p= irol-SEC Ted&TEXT=aH R0cDov 2P waSS0Z WardBY X miNwSSmeWapbmeueG 1sP2wWYWdl PTgd... 3178



12172014

Item 13.

Ttem 14,

Item 15.

SIGNATURES

Stepan - Imvestor Redations - SEC Filings

Certain Relationships and Related Transactions, and Director Independence

Principal Accounting Fees and Services

Eshibits, Financial Statement Schedubes

PART IV

109

109

110

111

hitpc/iphoe corporate-ir.net/phesnix zhimi Fe=1183458p= irol-SEC Tes&T EXT=aH R 0cDov 2FwaS50Z Ward18YX(miN b SSmelhpbmeueG 1sPAwWYWd PTg ...

4178

























































12172014

based on its evaluation of market conditions and share price. Shares will be repurchased with cash i open market or priv

Stepan - Imvestor Redations - SEC Filings

transactions m accordance with applicable securities and stock exchange rules.

(b) OnJamary 31, 2013, there were 1,457 holders of record of cormon stock of the Company.

(c) Below is a summary by month of share purchases by the Company during the fourth quarter of 2012:

Maximum Number
Total Number of Shares  of Shares that May
Total Number of Purchased ss Part of Yet Be Purchased
Period Shares Purchased Awerage Price Publicly Announced Under the Flans
Paid per Share Plans or Programs or Programs
October
2,800 5 45.01 — —
MNovember
130,504 47.70 - -
December

i Includes 110,000 shares tendered in licu of cash for stock option exercises. The shares tendered were held by the
individual exercising the options for more than six months,

(d) See table below for quarterly dividend information.

Dividends Declared Per Common Share

Chiarter i1 3 2001
First

5 014 £ 013
Second

5 014 £ 013
Third

§ 014 F 013
Fourth

5 016 $ 014
Year

5 058 £ 05

The Company has material debt agreements that restrict the payment of dividends. See the Liquidity and Financial Condit
section of Part T, Tiem 7, Management's Discussion and Analysis, for a description of the restrictions. See alko Note 6, Debt, of'
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(&) Stock Perfmneoes Graph

The filowing stock perfiormance graph compares the yearly change gince Decemiber 31, 2007, in cumulative return on the comen
shock of the Compamy on a dividend reinvested basis to the Dow Jones Chemical Indusiry Index and the Russell 2000 Index. T
Dow Jomes Chenrical Inchwtry Index i a market-capitalimtion weighted grouping of 32 chemical companies, inchuding me
mamifichrers of both basic and specialiy products. The Company & not inchided in the Dow Jones Chemical Indusiry Index. T
Russell 2000 Indesx & a market-capitalzation weighted grouping of 2,000 smell to medinm szad companies in 2 broad rangs
indhustries. The Company has been inchxled n the Russell 2000 Index since 1992. The graph assumes $100 was ivested
Decernbar 31, 2007, and shows the cumilative total retom as of each Decersber 31 thersafier.
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. Specialty Products — Specialty products, which accounted for 4 percent of consolidated net sales in 2012, inchude flavors,
ermubsifiers and solubilizers used in the food and pharmaceutical industries, Specialty products are primarily mamufactured at
the Company’s Maywood, New Jersey, site. In the second quarter of 2011, the Company purchased three product lines
from Lipid Nutrition B.V. (Lipid Nutrition), a part of Loders Croklaan B.V. The acquired product lines, which are produced
at the Company's Maywood, New Jersey, plant and outside contract manufacturers, provide a portfolio of mitritional fits for

All three segments have growth strategies that require investment outside of North America. The Company's recent surfactant
ivestments in Brazl and Singapore, polymer mvestments n Germany amnd Poland and spechalty products investment i the
Netherlands (Lipid Nutrition) have resulted in planned higher costs while facilitating the Company’s long-term growth strategies.

Stock Split

On October 23, 2012, the Compamy’s Board of Directors declred a two-for-one stock split in the form of a 100 percent stock
dividend, which was distributed on December 14, 2012, to stockholders of record on November 30, 2012, All share and per share
data presented in this management's discussion and analysis reflect the effects of the stock split.

Deferred Compensation Plans

The accounting for the Conpany's deferred compensation plans can cause year-over-year fluctuations n Company profits.
Compensation expense & recorded when the values of Company common stock and mutual finds held for the plans increase, and
compensation mcome i recorded when the vales of Company common stock and mutual fimds held for the plans decrease. The
pretax effect of all deferred compensation-related activities (including realized and unrealized gains and losses on the mmitual fimd
assets held to find the deferred compensation obligations) for the years ended December 31, 2012, 2011 and 2010, and the
statement of income line iterms in which the effects of the activities were recorded are displayed in the following tables:

Income (Expense)
For the Year
{In millions) Ended December 31
2012 2011 Change

Deferred Compensation
(Administrative expense) ($10.2) ($1.5) $(8.7
Investment Income (Orther, net)

0.1 0.1 -
Realred/Unrealized Gains (Losses) on
Investments (Other, net) 13 (0.1) 1.4
Pretax Income Effect

(38.8 ) $1.5) $(7.3)
23
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Income (Expense)
For the Year

{In millions) Ended Decermber 31

2011 2010 Change
Deferred Compensation
(Administrative expense) (81.5) ($5.0) $3.5
Investment Income (Other, net)

0.1 0.1 -
Realzed/Unrealized Gams (Losses) on
Investments (Other, net) (0.1) 14 (15)
Pretax Income Effect
($1.5) ($3.5) $2.0

{1} See the applicable Comporate Expenses section of this management’s discussion and analysis for details regarding the
penod-to-penod change in defemred compensation.

Effects of Foreign Currency Translation

The Compamny’s foreign subsidiares transact business and report financial resulis in ther respective local curencies. As a resul,
foreign subsidiary income statements are transhted into U.S. dollars at average foreign exchange rates appropriate for the reporting
period. Because foreign exchange rates fluctuate aganst the U.S. dollar over time, foreign currency transkation affects year-to-year
comparisons of financial statement #ems (Le., because foreign exchange rates fluctuate, similar year-to-vyear local cwrrency results for
a foreign subsidiary may transhate into different U.S. dollar results). The following tables present the effects that foreign currency
translation had on the year-over-vear changes in consolidated net sales and various income line items for 2012 compared to 2011
and 2010 compared to 2010:

Year BEnded

(Decrease) Due
December 31 Increase te Foreign
w12 011 (Decrepse) Trans lation
(In millions)
Net Sales
£ 18037 £ 1g431 £ (394) s (395 )
Grogs Profit
2.6 2556 360 52)
Operating Incoms
128.7 1185 102 27)
Pretax Income
1157 104.9 108 26)
Year Ended Increase Due
Decerber 31 to Forvign
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Surfactants operating income for 2012 mproved $17.8 milion, or 18 percent, over operating ncome for 2011. Gross profit
increased $24.9 milion, or 14 percent, primarily due to improved margins resulting from a more faivorable mix of sales and lower raw
material costs. The two percent increase in sales volume and improved production efficiencies in Brazl also contributed to the profit
growth. The effects of foreign currency translation reduced the year-over-year increase in gross profit by $3.6 million. Operating
expenses increased $7.1 millon, or mne percent. Year-over-year comparsons of gross profit by region and total segment operating
expenses and operating income follow:

{iIn thousands) Forthe Year Ended
December 31, December 31, Increase Percent
2012 2011 {Decrease) Change
Gross Profit
Morth Amernca
£ 15589 § 138578 £ 17313 +12
Europe
24,759 2114 2645 +12
Latin America
20,381 12,633 7,748 +4l
Asia
2319 5192 (2,853) -55
Total Surfactants Segment
§ 23370 § 178517 5 24853 +14
Operating Expenses
84779 77,706 7073 +w
Operating Income
5 118591 § 100,811 5 17,780 +18

Gross profit for North American operations improved 12 percent year-over-year larpely due to improved unit sales margins.
A more favorable sales mix and lower year-over-year raw material costs drove the improvement, This was particularly evident in the
final three monihs of 2012 as quarter- over-quarter gross profit ncreased $8.5 mihon. The favorable sales mix resulfed ffom the
previously noted increases i sales volumes of agricultural and household and industrial cleaning products. Although average sales
prices declined between years, average raw material costs fell to a greater degree, which led to improved comparative margins.

Gross profit for Buropean operations increased 12 percent, which was principally attributable to improved unit margins and
the three percent increase in salkes volume. Lower raw material costs, which outpaced declning selling prices, and reduced
manuficturing expenses led to the mproved margins. Manufaichring expenses were lower between years as expenses for 2011
inchided the effects of a phoned three-week shitdown for a mandatory inspection at the Company's Genmany plant. Partially
offsetting the lower expenses was the impact of foreign currency transkation, which lessened the year-over-year increase m gross
profit by $1.5 million.

Gross profit for Latin American operations improved 61 percent mainly as a result of lower costs, favorable sales mix and
higher sales volume. Gross profit for 2011 was negatively impacted by significant expenses related to the delayed start-up of the
capacity expansion in Brazil The favorable sales mix reflected a greater sales vohume of neutralived products.
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anticipated demand for phthalic anhydride, the Company reduced its mamufacturing capacity by shutting down its oldest, fully
depreciated reactor. Management believes that the remaining capacity is adequate to meet projected sales demand as well as the
Company’s internal needs for the production of polyol.

Net sales for European operations increased one percent due to a 10 percent improvement in sales volume and a less than
one percent rise n average selling prices, which mcreased year-over-year net sales by $12.9 milion and $0.6 milion, respectively.
The unfavorable effects of foreign currency translation reduced the net sales change by $11.7 milion. The improvement in sales
volume reflected new uses in metal insulation panels and adhesive polyol A year-over-year weakening of the Furopean euro and the
Polish zloty against the U.S. dollar led to the foreign currency translation effiect.

Net sales for Asia and Other operations declined seven percent between years due to a seven percent decrease in average
sellng prices and a one percent decrease in sales volmne, which accounted for $2.0 million and $0.4 milbon, respectively, of the year-
over-year reduction in net sales. The effects of foreign currency translation mitigated the net sales decline by $0.4 million. The lower
scliing prices reflected a decline in raw material costs.

Polymer operating income for 2012 increased $7.2 million, or 18 percent, over operating income for 2011. Gross profit increased
$10.3 million, as all three regions reported improvements. The year-over-year ncrease i gross profit reflected higher margins, a large
North American urethane systems sale used to nsulate an aircraft carrier and increased sales volume. The impact of a second quarter
plamned maintenance shutdown at the North American site tempered the gross profit improvement. Operating expenses increased
$3.1 milion, or 15 percent. Below are year-over-year comparisons of gross profit by region and total segment operating expenses
and operating ncome:

{In thousards) Forthe Year Ended
December 31, Degcember 31, Percent
012 2011 Increase Change
Gross Profit
Nonh America
£ 50,006 £ 4420 £ 5710 +13
Burope
18,688 14,803 3,885 425
Az and Other
3207 2,455 752 +1
Total Polymers Segment
§ 71901 S 61,554 $ 10347 +17
Opcreting Expenscs
23,771 20,645 1,126 +15
Operating Income
5 48130 5 40,909 5 721 +18

Gross profit for North American operations increased 13 percent largely due to improved polyol margins and to the large
urethane systems sale, partially offset by the effects of a planned triennial maintenance shitdown taken in the second quarter of 2012.
The maintenance shutdown resulted n approximately $1.0 milion of additional costs for outsourcing a portion of the Company’s
second quarter requirernents of phithalic anbydride.
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Net sales for Latin American operations improved 33 percent due to a 13 percent increase in average selling prices and a
14 percent increase in sales volume, which accounted for $16.9 million and $15.8 milion, respectively, of the year-over-year net
sales change. The favorable effects of foreign cumrency translation contributed $4.0 million to the net sales growth. Sales volume
increased for all three Latin American subsidiaries, with the Brazil facility posting a 22 percent increase due to business gamed as a
result of the location’s additional neutralizing capacity. The higher average selling prices were largely attributable to ncreased raw
material costs. The strengthening of all three locations” currencies agamst the U.S. dollar ked to the favorable currency translation
efficct.

The net sales increase for Asia operations reflected a fill year of sakes for the Company’s Philippines subsidiary in 2011
compared to approximately five months of sales in 2010. Excluding the additional months included in the current year's results, sales
vohume was up 17 percent over last year.

Surfactants operating income for 2011 was $7.8 million higher than operating income for 2010. Gross profit increased $13.7 million
principally due to the effects of improved margins in North America and the inchision of the Philippines income in segment results.
Lower European operations gross profit, due to reduced sales volume and higher mamufacturing expenses, and lower Latin America
gross profit, largely due to costs related to the start up of the neutralizer expansion in Brazl, negatively impacted surfactants gross
profit. Operating expenses increased $5.9 million, or eight percent. Year-over-year comparisons of gross profit by region and total

(In thowsands) For the Year Ended
Percent
Decemiber 31, December 31, Increase Change
2011 2010 (Decrease)
Cross Profic
North America
§ 138 578 5 124 456 £ MIn +11
Europe
7114 24,451 (2337 -10
Latin America
12,633 14,697 (2,064) -14
Asia
5,102 1,201 3901 1332
Total Surfactents Segment
3 178,517 5 164,805 § 13712 +§
Operating Expenses
77,706 71,795 5911 +8
Operating Income
5 100,811 5 93,010 5 7801 +8

Gross profit for North American operations improved 11 percent year-over-year despite a four percent decline m salkes
vohune. A more favorable sales mix and the previously noted increase in average selling prices more than offset the mpact of the
decrease o sales vohmme. In addition, 2010 gross profit was negatively affected by expenses associted with a one-month lockout of
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Polymer operating income for 2011 improved $4.0 milion, or 11 percent, over operating income for 2010. Gross profit increased
$6.2 million, as all three regions posted gains. Operating expenses increased $2.2 million, or 12 percent. Below are year-over-year
comparisons of gross profit by region and total segment operating expenses and operating income:

{In thousands) For the Year Ended
December 31, December 31, Percent
2011 2010 [ncrease Change
Gross Profic
North America
§ 44 296 £ 41,821 5 2475 +h
Europe
14,303 12,087 2716 +22
Asia and Other
2455 1434 1,021 +71
Total Polymers Segment
$ 61,554 $ 55342 $ 6212 +11
Operating Expenses
20,645 18,438 2207 +12
Operating Income
5 40,909 3 36,904 $ 4005 +11

Gross profit for North American operations was up six percent principally due to the five percent merease i sales vohme.
Unit margins were up year-over-year, but higher raw material costs pushed margins lower in the fourth quarter, particularly for the
phthalic anhydride product bne. A seven percent increase in mamifacturing expenses, primarily due to mcreases o depreciation and
personnel related expenses, negatively affected the year-over-year change in gross profit.

Gross profit for European operations increased 22 percent due to the 15 percent improvement in sales volune and $0.8
milion in favorable foreign currency transktion impact. Unit margins for 2011 approximated those for 2010. The impact of selling
price increases was largely offset by the effects of higher raw material costs and costs to oulsource polyok from the segment's North
American operations as a result of fire damage to one of the Compamy’s polyol reactors in Genmany that occurred in the second
quarter of2011. The damaged equipment was placed back into service in the fourth quarter.

Gross profit for Asia and Other operations increased 71 percent due to selling price increases and to the 20 percent growth
in sales volume.

Operating expenses increased $2.2 milion year-over-year due to higher selling ($1.0 million), research and development
{$0.8 million) and administrative expenses ($0.4 milion) expenses. Increased travel, salary and fringe benefit expenses, partially offset
by reductions in bad debt expense, and the inchusion of a full year of Poland subsidiary expenses accounted for the higher selling
expenses. Increased salary expenses coupled with the inclusion of a fiill year of Poland subsidiary expenses accounted for the rise in
research and development expenses. European and Asia operations each accounted for about half of the increase in adminstrative
EXpEnses.

40
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Item 8. Financial Statements and Supple mentary Data
The following statements and data are inchided in this itermn:

Report of Independent Registered Public Accounting Firm

52
Consolidated Statements of Income (For years ended December 31, 2012, 2011 and 2010)

53
Consolidated Statements of Comprehensive Income (For years ended December 31, 2012, 2011 and 2010)

54
Consolidated Balance Sheets (December 31, 2012 and 2011)

55
Consolidated Statements of Cash Flow (For years ended Decerber 31, 2012, 2011 and 2010) .
Consolidated Statements of Stockholders” Equity (For years ended December 31, 2012, 2011 and 2010)

57
Notes to Consolidated Financial Statements

60
Selected Quarterly Financial Data "

1

51
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Stepan Company
Consolidated Statements of Equity
For the years ended December 31, 2012, 2011 and 2010

(I thousands) STEPAN COMPANY SHAREHOLDERS
Accwmulated
Comvertible Additional Other
Preferred Common Paid-in Treasury Comprehensive Retained Noncontrolling
Total Stock Stack Capital Stock Fcome (Loss} Earnings Interest

Balance, December 31, 2009

$ 290,427 $ 13,660 $ 22,458 $ 71,267 $ (31,951 ) % (25893 )  $ 250,973 $ 1,142
Tssuance of 374,508 shares of common
stock under stock option plan
5,006 — 187 4,819 — — — —
Acquisition of controlling intercst in
Stepan Philippines, Inc
2,050 — — — — — — 2,090
Purchase of 250,070 shares of common
stack
7,155 ) — — = (7155 ) — _ _
Conversion of preférred stock to common
stock
= (688 ) 60 628 — — — —
Stock-based compensation
3,789 — 66 3,723 — — — —
Defrred compensation
228 — — 228 — — — —
Net income
65,591 — — — — — 65,427 164
Other comprehensive income
478 —_ —_ —_ —_ 294 —_ 184
Cash dividends paid:
Prefared stock ($1.375 per share)
(747 ) = = - — — (747 ) =
Common stock ($0.49 per share)
©,823 ) = = — — — 9,823 ) —
‘Noo-qualified stock option and stock
award income tax benefit
3,187 — — 3,187 — — — —
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Stepan Company
Consolidated Statements of Equity
For the years ended December 31, 2012, 2011 and 2010

(I thousands) STEPAN COMPANY SHAREHOLDERS
Accumulated
Convertible Additional Other
Preferred Common Paid-in Treasury Comprehensive Retained Noncontrolling
Total Stock Stock Capital Stock Fcome (Loss} Earnings Interest

Balance, December 31, 2010

§ 353,071 § 13,002 $ 11,512 § 83,852 $ (35,106 ) S (25,599 ) $ 305,830 ] 3,580
Issusnce of 268,978 shares of commeon
stock under stock option plan
3,79 — 134 3,662 — — — —
Purchase of 115,460 shares of comman
stack
4,112 ) — — — ®,112 ) — — —
Conversion of prefarred stock to common
stack
— 45 ) 2 43 s = — —
Stock-based compensation
3,676 — 54 3,622 — — — —
Defered compensation
832 — T 802 23 — — —
Net income
72,602 — — — = — 71,976 626
Other comprehensive income
(15,838 ) — = = — (15,886 ) — 48
Cash dividends paid;
Preferred stock ($1.375 per share)
(714 ) — = = = = (714 ) =
Common stock (30,53 per share)
(10,759 ) — - - = — (10,799 ) —
‘Non-qualified stock option and stock
award income tax benefit
2,951 — — 2,951 — — — —
Balance, December 31, 2011
§ 405,465 5 12,957 % 11,709 § 94932 $ (43,195 ) H 41,485 ) 5 366,293 $ 4,254
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Stepan Company
Consolidated Statements of Equity
For the years ended December 31, 2012, 2011 and 2010

(n thousands) STEPAN COMPANY SHAREHOLDERS
Accumulated
Convertible Additional Other
FPreferred Conmmon Paid-in Treasury Comprehensive Retained Noncontrolling
Total Stock Stock Capital Stock Fcome (Loss} Earnings Interest

Balance, December 31, 2011

$ 405,465 $ 12,957 $ 11,709 $ 94,932 $ (43,195 ) S (41,485 ) $ 366,293 ] 4,254
Issusnce of 582,730 shares of commeon
stock under stock option plan
8,806 — 321 8,485 — — — —
Purchase 0f251,312 shares of comman
stock
(11,759 ) - — — (11,759 ) — — —
Purchase of remaining interest in Stepan
Philippines, Inc. fom noncontrolling
interest
(2,000 ) = —_ 551 — 197 — (2,748 )
Conversion of prefarred stock to common
stock
— (11,409 ) 604 10,805 — — = —
Stock-based compensation
2,484 — 42 2,442 — — — =
Deforred compensation
581 — 6 551 24 — — —
Net income
79,687 e — = s — 79,396 91
Other comprehensive income
3,136 — — — — 3,038 — 98
Cash dividends paid;
Prefred stock ($1.375 per share)
(579 ) — — — — — (579 ) —
Common stock ($0.58 per share)
(12,178 ) — — — — — (12,178 ) —
Non-qualified stock option and stock
award income tax benefit
7,237 — — 7,237 — — — —
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At December 31, 2012 and 2011, the fair values of debt and the related carrying values, inclnding current maturities, were
as follows:

(In thousands)
December 31, December 31,
2012 2011
Fair value
$ 194,620 $ 206,789
Carrying value
182,402 199,454

The following tables present financial assets and liabilities measured on a recurring basis at fair vahie as of December 31, 2012 and
2011, and the level within the fair value hierarchy in which the fair value measurements falk

(In thousands) December
2012 Lewl1 Level 2 Lewl3
Mutual fand assets
$ 14,093 3 14,093 $ - ) —
Derivative assets:
Foreign currency contracts

67 —_ 67 —_

Total assets at fair value

$ 14,160 8 14,093 3 67 $ —
Derivative liabilities :
Foreign currency contracts
$ 2 $ — 5 2 5 —
Interest rate contracts
$ 57 $ —_ $ 57 § —_
Total liabilities at fair value
$ 59 b} — $ 59 $ —
(In thousands) December
2011 Level 1 Level2 Lavel 3
Mutual fund assets
$ 12,464 $ 12,464 $ — $ —
Derivative assets:
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4. Goodwill and Other Intangible Assets

The changes in camrying value of goodwill for the years ended December 31, 2012 and 2011, were as follows:

{In thousands) Surfactants Polymer Specialty Products Total
Segment Segment Segment
2012 2011 2012 2011 2012 2011 2012 2011
Balance as of January 1
Goodwill
$ 9,143 § 9,206 $ 841 5 978 $ 483 F — § 10467 $ 10,184
Accummlated impairment loss
(3,467 ) (3467) — — — — 3467 ) (3.467)
5,676 5,739 841 978 483 —_ 7,000 6,717
Goodwill acquired )
— — — — — 483 — 483
Foreign currency translation
103 (63 ) 96 (137) — — 199 (200 )
Balance as of December 31
Goodwill
9,246 9,143 937 841 433 483 10,666 10,467
Accummlated impairment loss
GA6T)  (3467) — — — — BA6T)  (3467)
$ 5779 § 5676 % 937 5 841 $ 483 § 483 $ 7,199 § 7,000

@ SeeNote 20 for nformation regarding the goodwill acquired in business combinations.

The Company tests its goodwill balances for impairment in the second quarter of each calendar year. The 2012 and 2011

tests indicated no impairment.

The following table reflects the components of other intangible assets, all of which have finite lives, as of December 31, 2012 and
2011. The year-to-year changes in gross carrying values resulted from the effects of foreign currency translation,

(In thousands)

Other Intangible Assets:

Gross Carrying Value

Accumulated Amortization

December 31

December 31

2012

2011

2012 2011
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(In thousands) United States United Kingdom
2012 2011 2012 2011
Change in plan assets
Fair value of plan assets at beginning of year
$ 104,178 $ 103341 $ 15,695 $ 15,358
Actual return on plan assets
19,391 1,750 1,623 63
Employer contributions
5,609 3478 971 970
Benefits paid
4,496 ) @391) 659 ) (629 )
Foreign exchange impact
— = 760 67)
Fair value of plan assets at end of year
$ 124,682 $ 104,178 § 13,390 $ 15,685
Funded status at end of vear
$ (32369 ) 5 (34,899 ) $ 3332) § (1,134)
The amounts recognized in the consolidated balance sheets at December 31 consisted of
(In thousands) United States United Kingdom
2012 2011 2012 2011
Current liability
$ Q@74) $  (268) 5 — 5 —
Non-current liability
(32,195) (34,631 ) (3,332) {1,134 )
Net amount recognized
$ (32,369 ) $ (34,899) $(3,332) $(1,134)
The amounts recognized in accunmilated other comprehensive income at December 31 consisted of
(In thousands) United States United Kingdom
2012 2011 2012 2011
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Components of Net Periodic Benefit Cost and Other Amounts Recognized in Other Comprehensive Income
Net periodic benefit costs for the years ended Decernber 31, 2012, 2011 and 2010, were as follows:

(In thousands) United States United Kingdom
2012 2011 2010 2012 2011 2010
Interest cost
$ 6,880 $ 6,927 $ 7,030 $ 841 $ 1,099 $ 1,037
Expected return on plan assets
(8.423) (8,063 ) (7,860 ) (888 ) (1,042 ) (866 )
Armortization of net actuarial
loss
3,573 2,853 2,068 49 204 276
Net periodic benefit cost
$ 2 $

$ 2,030

I &

1,717

I &=

1,238 261 $ 447

Other changes in plan assets and benefit obligations recognized in other comprehensive income for the years ended December 31,
2012, 2011 and 2010, were as follows:

(In thowusands) United States United Kingdom

2012 2011 2010 2012 2011 2010

Net actuarial (gain) loss
§ 4,622 $ 10,552 $ 6,684 $ 3,111 $ (1,742) 5 (79

Amortization of net actuarial loss
(3,573) (2,853) (2,068) 9) (204) 276)

Total recognized in other comprehensive income

w

1,049 $ 7,699 $ 4616 $ 3,062 $(1,946)  $ (1,075)

Total recognized in net periodic benefit cost and other
comprehensive mecome

o

3079 $ 9416 $ 5854 § 3,064 $ (1,685) 5 (628

The estimated amounts that will be amortized from accurmilated other comprehensive income into net periodic benefit cost in 2013
are as follows:

(In thousands) United States United Kingdom
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Market value changes within asset categories for which fair value measurements use significant unobservable inputs (Level 3) were as
follows during 2011 and 2012:

Real Estate
Dollars in thousands Fund Hedge Fund Total
Market value, December 31, 2010
3 3,151 $ 40 $ 3,191
Sale proceeds
— {40) (40)
Realized loss
— (295) (295)
Change in unrealized gain (Joss)
569 295 864
Market value, December 31, 2011
$ 3,720 $ — $ 3,720
Sale proceeds
(3,916) — (3,916)
Realized gain
840 — 840
Change in unrealized gain
(644 ) — (644 )
Market value, December 31, 2012
$ = $ = $ —

U.K. Plan
The Company’s asset allocations for its U.K. pension plans at December 31, 2012 and 2011, by asset category, were as follows:

December 31, 2012
(In thousands) Level 1 Level 2 Level 3 Total
Cash
$ 845 $ — 5 — $ 845
Equity securities
Pooled Pension Funds
— 11,979 — 11,979
Fixed income
Pooled Pension Funds
— 2,677 — 2,677
Real Estate
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19. Purchase of the Remaining Interest in Stepan Philippines Inc

On March 22, 2012, the Company purchased the remaining interest in Stepan Philippines, Inc. (SPI), increasing the Company’s
ownership share from 88.8 percent to 100 percent. To acquire the remaining interest in SPI, the Company paid $2,000,000 of cash
to the holder of the noncontrolling interest. As a result of this transaction, the Company’s equity (additional paid-in capital) increased
by $551,000. In additon, $197,000 of cumulative translation adjustments (gains) that previously had been allocated to the
noncontrolling mterest was reclassified to the Company’s AOCL

20. Acquisitions
2011 Acquisiti

On June 23, 2011, the Company purchased the Clarinol®, Marinol®, and PinnoThin® product lines of Lipid Nutrition B.V., a part of
Loders Croklaan B.V. The acquired product lines are inchxed in the Company's specialty products segment. The acquisition
purchase price was 513,562,000 of cash. In addition to the purchase price paid, the Company incurred $0.3 million of acquisition-
related costs, nclnding legal and consulting expenses, which were reflected in adminstrative expenses on the Company’s consobdated
statement of income for the year ended December 31, 2011.

The acquisition was accounted for as a business combination and, accordingly, the assets acquired and liabilitics assumed
were measured and recorded at their estimated fair values. The following table summarizes the assets acquired and habilities assumed
at June 23, 2011:

{In thousands)
ABsSCLs:
Inventory
§ 5000
Identifiable intangible assets:
Patcnts
6,948
Customer lists
T36
Trademarks, know-how
429
Total identifiable intangible asscts
8113
Goodwill
483
Total assets acquired
$ 13,596
Cument habilithes
5 M

139178






12172014 Stepan - Imestor Relations - SEC Filings
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2010 Acquisiti
Asset acquisition

On July 2, 2010, the Company purchased the mamufacturing assets of Peter Cremer GmbH, located on Jurong Islind in Singapore,
for a price of $10.4 million, which the Company paid from available cash. After the necessary site development, the acquisition of the
Jurong Island mamifacturing assets will provide the Company with an opportumity to reach its global customer base with methyl esters,
which are core building blocks of the Company’s surfactant products, and value-added derivatives made from tropical oils available
in the region. The site began production for customer trials in the furth quarter of 2012.

Business acquisitions

On July 15, 2010, the Company’s Stepan Europe subsidiary acquired 100 percent ownership iferest m Alfa Systerms Sp. z o.0.
(Alfa Systems). The purchase ncluded a plant in Breeg Dolny, Poland, which specialized in the manufacture of aromatic polyester
polyols from recycled polyethylene terephthalate (PET). The acquisition of Alfa Systems provides the Company with polyester polyol
mamuficiuring capability in Eastern Europe and the ability to economically and effectively serve customers in that region. As of the
acquisition date, the new entity became a part of the Company’s polymers segment.

The Company recognized $10.1 million as the purchase price for Alfa Systems, comprising $8.5 million of cash and $1.6
million in contingent consideration. The contingent consideration arrangements inchuded in the purchase apreement were as follows:

*  Envirommental remediation — As part of the purchase agreement, the Company agreed to assume a soil remediation
obligation discovered during the due diligence phase of the acquisiion. In addition, the Company negotiated a purchase
price holdback provision of $1.1 million, wherein any portion of the holdback not spent for soil remediation by one
year following the acquisition date (ie., July 15, 2011) would be remitted fo the previous owners of Alfa Systems. A
remediation lability was inchuded as one of the abilities assumed at the time of acquisition. No contingent consideration
kability was recognized because managerment bebeved it was highly probable that remediation of the Poland site would
be completed by the hokdback deadline and the cost to remediate would be at least the holdback amount. Remediation
of the soil was completed in the second quarter 0f 2011, and the total cost of the project exceeded the amount of the
holdback provision by an immaterial amount, which was charge to Company camings in 201 1. Consequently, none of
the holdback amount related to the soil remediation was returned to the former owners of the Alfa Systems.

*  Nonspecific clims — Potential additional consideration of up to $1.6 million if no additional claims relating to pre-
acquisition activity arise over the two years following the acquisition. The Company recognized the entire $1.6 million
of this arranpement as consideration. To date, approximately $0.7 milion of the withheld amount has been paid. The
parties agreed that of the holdback amount approximately 50.1 milion would not be paid due to some minor claims
that
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Selected Quarterly Financial Data
(In thousands, except per share data)
Unaudited
2012
Quarter First Second Third Fourth Year
Net Sales
$ 465269 $ 470231 § 440978 $ 427,259 § 1,803,737
Gross Profit
76,784 73,396 71,253 70,120 291,553
Interest, met
(2,604 ) 2,086 ) (2,684 ) 2,225 ) (9,599 )
Income Before Income Taxes
32,720 31,518 30,235 21,249 115,722
Net Income
22364 21,511 20319 15,493 79,687
Net Income Attributable to Stepan
Compeany
22,302 21,425 20,230 15,439 79,396
Per Diluted Share @
098 094 0.89 0.68 349
2011
Quarter First Second Third Fourth Year
Net Sales
$ 422,598 $ 476,989 § 499335 $ 44170 $ 1,843,092
Gross Profit
61,786 69,585 64,080 60,112 255,553
Interest, net
(2,063 ) (2,194) (2,256 ) (2,582 ) (9,095 )
Income Before Income Taxes
27,135 31,332 28,229 18,198 104,894
Net Income
18,816 21,006 19,231 13,549 72,602
Net Income Attributable to Stepan
Company
18,761 20,867 19,169 13,179 71,976
Per Diluted Share ®
0.84 093 0.85 0.58 321

(a) Pershare ampunts reflect the effects of the two-for-one cormmon stock split effective December 14, 2012,

Item 9, Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
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SIGNATURES

Pursoant to the reqguirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has daly caused this report to
be signed on its hehalf by the undersigned, thereunto duly authorized

STEPAN COMPANY

{8/ James E Hurlbutt
By: James E Hurlbutt
Vice President and Chief Financial Officer
February 27, 2013

Pursuant to the requirements of the Secarities Fxchange Act of 1934, this report has been signed below by the following persons on behalf of
the Registrant and in the capacitics and on the dates indlcated

s/ F. Quinn Stepan Chemman and Director Febmary 27, 2013
F. Quinn Stepan
/s/ F, Quinn Stepan, Jr. President, Chief Executive Officer and Director February 27, 2013
F. Quinn Stepan, Ir, {Principal Executive Officer)
fa/ James E. Hurfbutt WVice President and Chiel Financial Officer February 27, 2013
James B Hurlbutt (Principal Fmancial and Accounting Officer)
fa/ Michael B. Boyee Director Febroary 27, 2013
Michael B. Boyce
/s/ Randall 3, Dearth Director Febmary 27, 2013
Randall 8. Dearth
/5/ Joaquin Delgado Director February 27, 2013
Joaquin Delgado
s/ Gregory E Lawton Director February 27, 2013
Gregory E Lawton
s/ Edward J. Wehmer Dircctor February 27, 2013
Edwand J. Wehmer

James E Hurlbuit, pursmant to powers of attorney executed by each of the directors and officers listed above, does hereby exccute this report
on behalf of each of such directors and officers in the capacity in which the name of cach appears above,

February 27, 2013 {5/ James E. Hurlbutt

James E. Hurlbutt
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5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the andit committee of the registrant’s board of directors (or
persons performing the equivalent fimctions):

(a)  all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,

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

Date: February 27, 2013

&/ James E. Hurlbutt

James E. Hurlbuit
Vice President and Chief Financial Officer

126
Exhibit (32)

CERTIFICATION PURSUANT TO
18 U.5.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Stepan Company (the “Company™) on Form 10-K for the fiscal year ended December 31,
2012, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), each of the undersigned officers of the
Company certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that, to such officer’s knowledge:

1. The Report fially complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2, The mformation contained in the Report farrly presents, in all material respects, the financial condition and results of
operations of the Company as of the dates and for the periods expressed m the Report.

Date: February 27, 2013

{8/ F. Quirn Stepan, Jr.
Name: F. Quinn Stepan, Jr.
Title: President and Chief Executive Officer

8/ James E. Hurlbutt
Name: James E. Hurlbuit
Title: Vice President and Chief Financial Officer
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