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Report of Independent Registered Public Accounting Firm 
To the Board of Directors and Stockholders of Rohm and Haas Company: 
We have completed integrated audits of Rohm and Haas Company's 2005 and 2004 consolidated financial statements and of its internal control over financial reporting as of December 3 1, 
2005, and an audit of its 2003 consolidated financial statements in accordance with the standards of the Public Company Accounting Oversight Board (United States). Our opinions. based 
on our audits, are presented below. 

Consolidated financial statements and financial smtement schedule 
In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respects. the financial position of Rohm and Haas Company and its 
subsidiaries at  December 3 I, 2005 and 2 W .  and the results of their operations and their cash flows for each of the three years in the period ended December 3 I, 2005 in conformity with 
accounting principles generally accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in the index appearing under Item I S(a) presents 
fairly, in all material respeds, the information set forth therein when read in conjunction with the related consolidated financial statements. These financial statements and financial 
statement schedule are the responsibility of the Company's management Our responsibility is to express an opinion on these financial statements and financial statement schedule based 
on our audits. We conducted our audits of these statements in accordance with the standards of the Public Company Accounting Oversight Board (United St-ites). Those standards 
require that we plan and perform the audit to obein reasonable assurance abut  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 financial reporring 
Also, in our opinion, management's assessment, included in Management's Report on Internal Control Over Financial Reponing appearing under kem 8. that the Company maintained 
effective internal contml over financial reporting as of December 31, 2005 based on criteria established in Infernal Conml - Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO), is fairly stated, in all material respects. based on those criteria. Furthermore, in our opinion, the Company maintained. in all material 
reTects. effectlve internal comrol over financial reporting as of December 31. 2005. based on criteria established in Internal Conml - Integrated Framework issued by the COSO. The 
Company's management is responsible for maintaining effective internal control over financial reporting and for its assessment ofthe effedveness of internal control over fimncial 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 accwdance with the standards of the Public Company Accounting OversigM 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 undemanding of internal control over financial reporting, evaluating management's assessment tening and evaluating the 
design and operating effectiveness of internal contml. and performing such other procedures as we consider necessary in the cimmstancez We believe that our audit provides a 
reasonable basis for our opinions. 

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

Because of kts inherent limitations. internal contm over financial reporting may not prevent or detect misstatements. Also. projections of any evaluation of effeajveness 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 polides or procedures may deteriorate 

PncewaterhouseCoopers U P  
Philadelphia. Pennsylvania 
February 28,2006 



Rohm and Haas Company and Subsidiaries 

Consolidated Statements of Operations 

(in millions. except per share amounts) 

Net sale6 
Cost of goads sold 

Selling and adminirtrative expense 
Research and development expense 
Interest expense 
Amortization of intangibles 
Restructuring and met impaimem 
Loss on early extinguishment of debt 
Share of affiliate earnings. net 
Other (income), net 

Gross pmft 

Earnings from continuing operations before income taxes. 
minority interest and cumulative effect of accounting change 

Income taxes 
Minomy interest 

Earnings from continuing operations before cumulative effect of accounting change 

(Loss) Gain on disposal of dircontinued line of business, net 

Earnings before cumulative effect of accounting change 

Discontinued operations: 

of income taxes of $-, $- and $5 in 2005.2004 and 2W3. respectively 

Cumulative effect of accounting change, net of $3 of income m e s  in 2003 
Net earnings 

Basic earning per share (in dollars): 
From continuing operations 
(Loss) Gain on dispasl of discontinued line of business 
CumulaGve effect of accounting change 
Net earnings per share 

Diluted earnings per share (in dollan): 
Fmm continuing operations 
(Loss) Gain on disposal of discontinued line of business 
Cumulative effect of accounting change 
Net earnings per share 

Weighted average common shares outstanding - basic 
Weighted average common shares outstanding - diluted 

See Notes to Consolidated Finandal Statemems 

$ 7,994 

2,398 
1.025 

s,596 . .  
3 7.3w 

5.171 

2129 
994 
263 
I33 
62 
18 

14 
- 

(41) 

$ 714 
207 

$ 496 

I 
$ 497 

- 
$ 497 

$ 1.22 
0.0 I 

3 2.23 

$ 22 I 
0.0 I 

$ 2.22 
- 

222.9 
224.2 

$ 6.42 I 
4,508 

1,913 
892 
235 
I26 
67 

I96 
4 

15 
0 

3 415 
I27 
- 

5 288 

$ 288 

(8) 
$ 280 

1.30 
- 

$ 

(0 04) 
1.26 

I 30 

(004) 
$ I26 

221 5 
2224 

- 
$ 

063- 



Rohm and Haas Company and Subsidiaries 

Consolidated Statements of Cash Flow 

Cash Flows from Operating Activities 
Net earnings 
AdjurtmMts to reconcile net earnings to net cash provided by opeating activities 

Loss Inin) on dircmral of discontinued line of burinea, net of inCLXne taxes 
Gain & she of a&& 
Pmvirion for allowance for doubtful accounts 
PmGrion for defemed tmes 
R&&ng and arret impurnents 
Depredation 
Amortization of finitelived intanglbler 
Cumulative effect of accounting change. net of inmme taxes 
5tock-hed cornpenration 
Loss on esinguirhment afdebl 
Premium paid on debt retirement 

Accounts receivabie 
Inventories 
Prepaid expenses and h e r  current assets 
Accounts payable and accrued liabilities 
Federal, foreign and other income taxes payable 
Payments to fund pension plans 
m e r .  “et 

Changes in assets and iiabfiitiies, net of acquisitions and div&ms 

Net cash provided by aperating Mlvifjer 

Cash Flows from Inverting ActivlUes 
Acquirkioor of burineaer and affiliates 
Proceeds fmm previous dirpmtion 
Decreare (increase) in restricted cash 
Cash received from coorolidafing joint venture 
Pmeedr from the d e  of land, buildings and equipment 
Addaions to land. buildings and equipment 
Proceeds (payments) far hedge of net investment in foreign subUdiaries 

Net cash “red by inv&ng adivitier 
Cash Flows From Financing Activities 

Pmceeds from issuance of long-term debt 
Repayments of long-tern debt 
Purchase of common rtock 
Proceeds fmm exercise of stock options 
Net change in short-tern bormwings 
Payment of dividends 

Net cash used by financing &es 
Net increase (decrease) in cash and cash equivdents 
Wed of exchange rate changer on cash and cash equivalents 
M and cash eqlrivalemr at the beginningafthe year 
Cash and Eash equivalents at the end ofthe year 

Supplemental Cash Flow Information 
Cash paid during me year for 

lntemf net of mounts capitalized 
Income taxes, oet of refunds w+d 

See Notes to Consolidated Financial Statements 

$ 491 

0) 

419 
62 
- 

20 

15) ~, 
8 

(4;) 

28 
( 3 3  

(361) 

(217) 
(154) 
410 

19 
I96 

B 625 

$ 139 
124 

$ 280 

(5) 
20 

$2 
41 I 

61 
8 

12 
4 

(15) 

(2 
948 

(20 
23 

195 
$ 196 

$ 143 
85 
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Rohm and Haas Company and Subsidiaries 

Consolidated Statement of Stockholden' Equity 

For the ye- ended December 3 I, 2W5.2W4. and 2003 
Accumulated 

Other TOtd Totai 
Number of 
sham of 

Numbs of 

Sharer of AddiGonal Cmpehenrlve Stocbolden' Comprehensh 
CommonStock Common %&-in Retained TmasuySe Trearuv EqulN 1"CDme 

(2) 

((0 rn;ilion~ except r h m  o m w m  in rhourandr) Outstandine Stock W l  Eamingr O m d i n g  Stock ESOP IlxOme (LOSS) 

2003 20.947 $ (2W) $ (107) $ (144) 221,132 $ 605 $ 1,971 $, 994 
280 

Balance January I ,  2W3 $ 3,119 
280 $ 280 

Net emingr (2) c u m  period chmpr in fairvalue. net oftaxer d $ 3  
Reclasnficatlation to earnings net of taxer of ($2) 89 89 89 
Cumul- transkt;m adjumem net oftaxer of $1 6 4 4 4 
Change in minimum pension liabilv, net oftaxer d $ l 2  $ 372 

Totd comprehensive income 
Repurihae of comm~n stock 
Common stock irrued. 

46 
7 
4 

I S  
7 

Stock-ked cwnpcnration 1,993 31 (1,993) 

4 
ESOP 

(191) 
Tax b e n d n  on ESOP 
Common dividends (90.86 per share) 
&lance December 3 I, 2W3 223,125 $ @5 0 2,002 $ 1.087 

497 

(191) 
18.954 $ (  185) $ (IWi I ( 52) $ 3,357 

L136 60 (2.136) 19 

3 
6 

79 
6 
3 

See Notes to Consolidated Rnancial Saternen% 
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NOTES TO CONSOLIDATED FINANCIAL 
STATEMENTS 

NOTE I: ORGANIZATION AND SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 

Nature ofBusiness - 
Rohm and Haas Company was incorporated in 19 17 under the laws ofthe State of 
Delaware, Our shares are traded on the New Yo& Stock Exchange under the 
symbol "ROH." We are a leading specialty materials company that leverages 
science and technology in many different forms to  design materials and processes 
that enable the produck of our customers to  work We serve many different 
market places, the largest of which include: building and construction. electronics, 
food and retail. household and personal c m ,  industrial processes. packaging, 
transportation and water. To serve these markets, we have significant operations in 
approximately I00 manufacturing and 35 research facilities in 27 counties. We 
have approximately 16.500 employees working for us worldwide. 

Use ofEstimates - 
Our financial statements are prepared in accordance with generally accepted 
accounting principles in the United States of America ("GAAP"). In accordance 
with GAAP. we are required to make estimates and assumptions that affect the 
reported amounts of assets, liabilities. revenues and expenses and the disclosure of 
contingent assets and liabiliries in our financial statements and accompanying notes. 
Actual resub could differ from these estimates. 

Reclassifications - 
Certain reclassifications have been made to  prior year amounts to conform to  the 
current year presentation. 

During the second quarter of 2004, we identified several prior period entries 
pertaining to  the accounting for the acquisition of Morton International, Inc. that 
were incorrectly classified on our balance sheet We corrected the classification of 
these entties during the second quarter of 2004 and reclassified prior period 
balances for all periods presented. The net impact of this reclassification was a 
$60 million increase to goodwill. We concluded that these reclassifications had an 
immateriaf effect on both the current year and prior year financial statements, 
including the annual goodwill impairment review required by SFAS No. 142. 
"Goodwill and Other Intangible Assets" 

During the first quarter of 2005. we adopted a streamlined and consistent 
methodology for allocating shared service costs across all business units and 

redefined corporate expenses to provide impmved management reporting. 
Therefore, we have modified certain of our disclosures for 2004 and 2003 to  
conform to  this change. "Shared services" refers to  the support activities provided 
by functions such as Finance, Human Resources, Logistics, Procurement and 
Information Technology. As a result we have reclassified amounts between 
consolidated cost of goods sold, selling and adminirtrative expense, research and 
development expense, and segment net income for the years ended December 3 I. 
2004 and 2003. as if the reclassifications had been made at the beginning of these 
respecfive years. We filed a Form 8-K with the Securities and Exchange 
Commission on August 15.2005 related to  these mlassifications. 

Principles of Consolidation - 
Our Consolidated Financial Statements include the accounts of our company and 
subsidiaries. We consolidate all entities in which we have a controlling ownership 
interest All of our significant entities are consolidated. We have no significant 
contractual requirements to  fund losses of unconsolidated entities. Also in 
accordance with FIN 46R. "Consolidation of Variable Interest Entities," we consolidate 
variable interest entities in which we bear a majority of the risk to the potential 
losses or gains from a majority of the expected returns. 

We are the primary beneficiary of a joint venture deemed to  be a variable interest 
entity, Each joint venture partner holds several equivalent variable interests. with 
the exception of a royalty agreement held exclusively between the joint venture 
and us. In addition. the entire output of the joint venture is sold to us for resale to 
third party customem. As the primary beneficiary, we consolidated the joint 
venture's assets, liabilities, and resub of operations in our Consolidated Financial 
Statements initially for the fiscal year ended December 3 I, 2004. As we previously 
accounted for th is  entity as an equky method investment the cumulative impact of 
consolidation was not material t o  our net income, We did not consider this a 
variable interest entity at the initial adoption date of FIN 46R. however based on 
our subsequent evaluatiqn. we concluded this entity should be consolidated under 
FIN 46R Accordingly, the Consolidated Financial Statements for the years ended 
December 31, 2004 and 2005 properly reflect the consolidated results of this 
variable interest entity. 

We hold a variable interest in another joint venture. which we account for under 
the equity method of accounting. The variable interest relates to a cost-plus 
arrangement between the joint venture and each joint venture partner. We have 
detemined that Rohm and Haas is not the primary beneficiary and therefore have 
not consolidated the entity's assets, liabilities, and results of operations in our 
Consolidated Financial statements. The entity provides manufacturing services to 
us and the other joint venture partner, and has been in existence since 1999. As of 
December31. 2005. our investment in the joint venture was approximately 
$46 million, representing our maximum exposure to  loss. 
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We use the equity method to  account for our investments in companies in which 
we have the a b i l i  to exercise significant influence over operating and financial 
policies, generally 20-5096 owned. Accordingly, our consolidated net earnings or 
loss include our share of the net earnings or loss of these companies. 

We account for our investments in other companies that we do not contml and 
for which we do not have the ability to exercise significant influence, which are 
generally less than 20%, under the cost method. In accordance with the cost 
method, the assets are recorded at cost or fair value, as appropriate. 

All significant intercompany accounts. transactions and unrealized profrtz and losses 
are eliminated appropriately in consolidation from our financial results. 

Foreign Currency Translation - 
We translate foreign currency amounts into US. dollars in accordance with US. 
GAAP. The majority of our operating subsidiaries in regions other than Latin 
America use the local currency as their functional currency. We translate the assets 
and liabilities of those enties intc US. dollars using the appropriate exchange rates. 
We translate revenues and expenses using the average exchange rates for the 
reporting period. Translation gains and losses are recorded in accumulated other 
comprehensive income or  loss, net o f  taxes, which is a separate component of 
stockholders' e q u i .  

For entities that continue to use the U.S. dollar as their functional currency. we 
translate land. buildings and equipment accumulated depreciation, inventories, 
goodwill and intangibles, accumulated amortization and minonty interest at their 
respective historical rates of exchange. We translate all other assets and liabiliies 
using the appropriate exchange rates at the end of period. Revenue, cost of goods 
sold and operating expenses other than depreciation and ,amortization are 
translated using the average rates of exchange for the reporting period. 

Foreign exchange gains and losses, including rzcognitiw of open foreign exchange 
contracts are credited or charged to  income. 

Cost ofGoods Sold - 
Cost of goods sold as reported in the Consolidated Statements of Operations 
includes inbound freight charges, purchasing and receiving costs, inspection costs, 
internal transfer costs. and other distributjon network charges. 

Revenue Recognition - 
We recognize revenue when the earnings process is complete. This occurs when 
products are shipped to or received by the customer in accordance with the terms 
of the agreement. title and risk of loss have been transferred. collectibilii is 

probable and pricing is fixed or determinable. The exception to  this practice is for 
sales made under supplier-owned and managed inventory ("SOMI") arrangements. 
We wognize revenue sold under SOMI arrangements when usage of inventory is 
reported by the customer, generally on a weekly or monthly basis. Revenues from 
product sales are recorded net of applicable allowances. 

Customer payments received in advance are recorded as deferred revenue and 
recognized into income upon completion of the earnings process. W e  account for 
cash sales incentives as a reduction to  revenue. Certain of our customels e m  cash 
incentive rebates when their cumulative annual purchases meet specified 
measurement targets per the terms aftheir individual agreement. We record these 
rebate incentives as a reduction to revenue based on the customers' progress 
against the specified measurement target Non-cash sales incentives, such as 
product samples: are recorded as a charge to  selling expense at the time of 
shipment 

Amounts billed to customen for shipping and handling fees are included in net sales 
and costs we have incumd for the delivery of goods are classified as cost of goods 
sold in the Consolidated Statements of Operations. 

Accounts Receivable and Allowance for Doubtful Accounts - 
Accounts receivable result from a sale of goods or  services on terms that provide 
for Mure payment. They are created when an invoice is generated and are 
reduced by payments. We record an allowance for doubtful accounts as a best 
estimate ofthe amount of probable wdit losses in our existing accounts receivable. 
We consider factors such as customer credit past transaction history with the 
customer, and changes in customer payment terms when detenining whether the 
ColleCtion of an invoice is reasonably assured. We review our allowance for 
doubtful accounts monthly. Past due balances over 90 days and over a specified 
amount are reviewed individually for colleaibiri. Receivables are charged off 
against the allowance for doubtfu accounts when we feel it is probable the 
mceivable will not be recovered. 

Earnings Per Share - 
W e  use the weighted-average number of shares outstanding to calculate basic 
earnings per share. Diluted earnings per share include the dilutive effect o f  stock- 
based compensation, such as stock options and restricted stack 

Cosh ond Cosh Equivalents - 
Cash and cash equivalents include cash. time deposits and readily marketable 
securities with original maturities of three months or less. 



Inventories - 
Our inventories are stated at the lower of cost or market. Over half I 3ur 
inventory is determined by the last-in, first-out (LIFO) method. The retnajnder is 
determined by the first-in. first-out (FIFO) method. 

Land, Buildings and Equipment, and Accumulated Depreciation - 
The value of our land, buildings and equipment is canied at cost less accumulated 
depreciation. These assets are depreciated over their estimated useful lives using 
straight-line and accelerated methods, Construction costs. labor and applicable 
overhead related to  construction and installation of these assets are capitalized. 
Expenditures for additions and improvements that extend the lives or increase the 
capacity of plant assets are capitalized. Maintenance and repair costs for these 
assets are charged to earnings as incumd. Repair and maintenance costs 
associated with planned major maintenance activities are expensed as incutred and 
are included in cost of goods sold. Replacements and betterment costs are 
capitalized. The cost and related accumulated depreciation of our assets are 
removed from the accounting records when they are retired or disposed. 

Copitalized Software - 
We capitalize certain costs, such as software coding, installation and testing. that are 
incumd to purchase or create and implement internal use computer software in 
accordance with Statement of Position 98-1. "Accounting for the Costs of Computer 
Software Developed or Obtoined for Internal Use." The majority of our capitalized 
softwam relates to  the implementation of our Enterprise Resource Planning ("ERP) 
system which was completed in 2 W .  

Goodwill and Indefinite-Lived Intangible Assets - 
We consider this to be one of the critical accounting estimates used in the 
preparation of our Consolidated Financial Statements. We believe the cunent 
assumptions and other considerations used to value goodwill arid indefinite-lived 
intangible assets to be appropriate. However, if actual experience differs from the 
assumptions and considerations used in our analysis, the resulting change could 
have a material adverse impact on the consolidated results of'operations and 
statement of position. 

Prior to 2002, goodwill was amortized on a straight-line basis over periods not 
greater than 40 years. Effective January I, 2002. we adopted SFAS No. 142. 
"Gocdwilf and Other lntangibre Assets." In accordance with this statement as of the 
effective date we ceased amortization of goodwill and indefinite-lived intangibles 
and reclassified certain intangible assets, such as workforre. to goodwill. Goodwill is 
assigned to reporting units. which are one level below our operating segments. 
Goodwill is assigned to  the reporting unit that benefits fmm the synergies arising 
from each particular business combination. Goodwill and indefinite-lived intangible 

assets are reviewed annually, or more frequently, if changes in circumstances 
indicate the carrying value may not be recoverable. To test for recoverability. we 
typically utilize discounted estimated future cash flows to  measure fair value for 
each reporting unit This calculation is highly sensitive to both the estimated future 
cash flows of each reporting unit and the discount rate assumed in these 
calculations, Our annual impairment review is as of May 3 I, 

During 2005. 2004 and 2003, the annual impairment review was completed 
without any additional impairments identified. 

Impoiment of Long-Lived Assets - 
We consider this to be one of the critical accounting estimates used in the 
preparation of our Consolidated Financial Statements We believe the current 
assumptions and other considerations used to  evaluate the carrying value of long- 
lived assets' to be appropriate. However, if actual experience differs from the 
assumptions and considerations used in our estimates, the resulting change could 
have a material adverse impact on the consolidated results of operations and 
statement of position. 

Our long-lived assets, other than goodwill and indefinite-lived intangible assets 
which are discussed above include land, buildings, equipment. long-term 
investments, and other intangible assets. Long-lived assets. other than investments. 
goodwill and indefinite-lived intangible assets, are depreciated over their estimated 
useful lives, and are reviewed for impairment whenever changes in circumstances 
indicate the camying value ofthe asset may not be recoverable. Such circumstances 
would include items such as a significant decrease in the market price of a long-lived 
asset a significant adverse change in the manner the asset is being used or planned 
to be used or in its physical condition or a history of operating or cash flow losses 
associated with the use ofthe asset. In addition, changes in the expected useful life 
ofthese long-lived assets may also be an impairment indicator. When such events 
or changes occur, we assess the recoverability of the asset by comparing the 
carrying value of the asset to the expected future cash flows associated with the 
asset's planned future use and eventual disposition of the asset if applicable. If the 
carrying value of the asset is not determined to  be recoverable. we estimate the fair 
value of the asset primady fmm discounted future cash flows expected to resuh 
from the use ofthe assets and compare that t o  the carrying value of the asset. We 
utilize markeQlace assumptions to  calculate the discounted cash flows used in 
determining the assset's fair value. If the c m n g  value is greater than the fair value, 
an impairment loss is recorded. In some circumstances the carrying value may be 
appmpriate; however, the went that triggered the review of the asset may indicate 
a revision to the sewice life of the asset In such cases, we will accelerate 
depreciation to  match the revised useful life of the asset. 

069- 



The key variables that we must estimate include assumptions regarding sales 
volume, selling prices, raw material prices, labor and other benefit costs, capital 
additions, assumed discount rates and other economic factors. These vKiables 
require significant management judgment and include inherent uncertainties since 
they are forecasting future events. If such assets are considered impaired, an 
impairment loss is recognized equal to the amount by which the asset's canying 
value exceeds its fair value, 

The fair values of our long-term investments are dependent on the financial 
performance and solvency of the entities in which we invest, as well as volatility 
inherent in their external markets. In assessing potential impairment for these 
investments, we will consider these factors as well as the forecasted financial 
petfmance of the investment entities If these forecasts are not met we may 
have to  record impairment charges. 

Research and Development - 
We expense all research and development costs as incurred. 

Litigation and Environmental Contingencies and Reserves - 
We consider this to  be one of the critical accounting estimates used in the 
preparation of our Consolidated Financial Statements We are involved in litigation 
in the ordinary course of business including employee matters, personal injury, 
property damage and environmental litigation. Additionally, we are involved in 
environmental remediation and spend significant amounts for both companyawned 
and third party locations. In accordance with GAAP, we are required to.assess 
these matters to: I) determine if a liability is probable; and 2) record such a liability 
when the financial exposure can be reasonably estimated. The determination and 
estimation of these liabilities are critical t o  the preparation of our financial 
statements. 

In reviewing such matters, we consider a broad range of information. including the 
claims, demands, settlement offers received from governmental authonties or 
private parties, estimates performed by independent third parties. identification of 
other responsible parties and an assessment of their ability to contribute and our 
prior experience. t o  determine if a liability is probable and if the value is reasonably 
estimable. If both of these conditions are met we record a liability. If we believe 
that no best estimate exists. we accrue the minimum in a range of possible losses, 
as we are required to do under GAAP. If we determine a liability to be only 
reasonably possible, we consider the same information to estimate the possible 
exposure and disclose the potential liability. 

Our most significant reserves have been established for remediation and restoration 
costs associated with environmental damage. As of December 3 I, 2W5. we have 
$147 million reseived for environmental related CON. We conduct studies and site 

surveys to determine the extent of environmental damage and necessary 
remediation. With the expertise of our environmental engineers and legal counsel 
we determine our best estimates for remediation and restoration costs. These 
estimates are based on forecasts of future costs for remediation and change 
periodically as additional and better information becomes available. Changes to  
assumptions and considetations used to calculate remediation reserves could 
materially affect our resutts of operations, If we determine that the scope of 
remediation is broader than originally planned, discover new contamination, 
discover previously unknown sites or become subject to related personal injury or 
property damage claims, our estimates and assumptions could materially change. 

We, believe, the current assumptions and other considerations used to  estimate 
reserves for both our environmental and other legal liabilities are appropriate. 
These estimates are based in large part on information currently available and the 
cuFnt laws and regulations governing these matters, If additional information 
becomes amilable or there are changes to the laws or regulations or actual 
experience diffen from the assumptions and considerations used in estimating our 
reserves. the resulting change could have a material impact on the consolidated 
resutts of our operations and statement of position. 

Income Taxes - 
We consider this to be one of the critical accounting estimates used in the 
preparation of our Consolidated Financial Statements. We believe the current 
assumptions and other considerations used to  determine our current year and 
deferred income tax provisions to be appropriate. However, if actual experience 
differs from the assumptions and considerations used, the resulting change could 
have a material impact on the consolidated results of operations and statement of 
position. 

We use the asset and liability method of accounting for income taxes. Under this 
method, deferred tax assets and liabilities are recognized for the estimated future 
consequences of temporary differences between the financial statement carrying 
value of assets and liabilities and their values as measured by tax laws. Valuation 
allowances are recorded to reduce defemd tax assets when it is more likely than 
not that a tax benefit will not be realized. 

T r r o ~ r y  Stock - 
Treasury stock consists of shares of Rohm and Haas stock that have been issued. 
but subsequently reacquired. We account for treasury stock purchases under the 
cost method. In accordance with the cost method, we account for the entire cost 
of acquiring shares of our stock as treasury stock which is a contra equity account 
When these shares are reissued, we use an average cost method for determining 
cost. Proceeds in excess of cost are credited to additional paid-in capital. 



Std-Based Compensation - 
We consider this to  be one of the critical accounting estimates used in the 
preparation of our Consolidated Financial Statements. We have various stock- 
based compensation plans for directon, executives and employees, h i c h  are 
comprised primm'ly o f  restricted stock, restticted stock units and stock option 
grants. Prior t o  2003, we accounted forthese plans under APB Opinion No. 25, 
'Xccounting for Stack Issued to Employees.'' Accordingly, no compensation expense 
was recognized prior t o  2003 for stock options. 

Effective January I, 2003, we prospedively adopted the fair value method of 
recording stock-based compensation as defined in SFAS No. 123. "Accounting for 
Stock-Based Compensation.'' As a resutt we began to  expense the fair value of stock 
options awarded to employees after January I, 2003. The fair value is calculated 
using the Black-Scholes pricing model as of the grant date and is recorded as 
compensation expense over the appropriate vesting period, which is typically three 
years. We also calculate and record the fair value of our restricted stock awards in 
accordance with SFAS No, 123. Compensation expense is recognized over the 
vesting period, which is typically fwe years 

In December 2004. the Financial Accounting Standarcs Board (FASB) amended 
SFAS No. 123. This Statement supersedes APB No. 25. "Accounting for Stock Issued 
to Employees," and its related implementation guidance. This Statement eliminates 
the prospective option we have applied under SFAS No. 148. "Accounting for Stack- 
Based Compensation - Transition and Disclosure," and requires all ' share-based 
payments to employees, including grants of employee stock options, to be 
recognized in the financial statements based on their fair values beginning with the 
f i t3  interim or annual period atler June I S ,  2005. Due to the fact that the majority 
of our options issued prior to January I, 2003. the date we adopted SFAS No. 123, 
will have vested as ofJune 15.2005, the wised computations are not expected to 
have a material impact on our financial statements. 

The disclosure requirements of SFAS No. 148 provide that pro forma net earnings 
and net earnings per share be presented as if the fair value based method had been 
applied to all awards grarited to employees. not just awards granted atler the date 
of adoption. Since we chose the prospedve method of expensing stock options 
the actual stock-based compensation expense recorded in 2005. 2004 and 2003 is 
less than the amount calculated for th is  pro forma dixlosure requirement 

2003 (In millions except pershare omounts) ''.-'r26&5''": ' 2004 
, ~ :  .il"'. 

Net earnings. as reported $ 497 $ 280 

Add Stack-based employee 
compensation expense included in 
reported net earnings. after-tax 13 7 

Deduct: Total stock-based 
compensation expense determined 
under the fair value based method 
for all awards. net of related tax 
effect5 

Pro forma net earnings 

Net earnings per share 

Bang as reported 
SaSlS pro forma 

Diluted, as repolted 
Diluted. pro forma 

2004 __ 

2.23 
2.17 

2.22 
2.16 

2003 

$ 1.26 
1.18 

$ 1.26 
1.17 

Accounting for Derivative Instruments and Hedging Activities - 
W e  use derivative and non-derivative instruments to manage market risk arising out 
of changes in interest rates, foreign exchange rates, commodty prices and the US. 
dollar value of our net investments outside the US. These instruments are 
accourited for under SFAS No. 133. "Accounting for Derivatke Instrumens and 
HedglngAcWities"as amended, which we adopted as ofJanuary I. 2001 

We have established policies governing our use of derivative instruments. We do 
not use derivative instrumentS for trading or speculative purposes, nor are we a 
party to any lweraged derivative instrumerrts or any instrumenu for which the fair 
market values are not available from independerit third parties. We manage 
counter-party default 'risk by entering into derivative contiacts with only major 
financial institutions of investment grade credit rating and by limiting the amount of 
exposure to  each financial institution. Certain of our derivative instruments contain 
credit clauses giving each party the right to settle at market if the other party is 
downgraded below investment grade. 
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The accounting standards require that all derivative instruments be reported on the 
balance sheet at their fair values. For derivative instruments designated as fair value 
hedges, changes in the fair value of the derivative instruments generally offset the 
changes in fair value of the hedged items in the Consolidated Statements of 
Operations. For derivative instruments designated as cash flow hedges to reduce 
the variability of future cash flows related to forecasted transactions. the effective 
portions of hedges are recorded in accumulated other comprehensive income 
(loss) until the hedged items are realized and recorded in earnings. When cash 
flow hedges are terminated early but the underlying hedged forecast transactions 
are likely to occur, related gains or losses are defer& in accumulated other 
comprehensive income (loss) until the hedged items occur. Any ineffective 
portions of  the hedges are recognized in current period earnings. 

0 7 ~  

Changes in the value of derivative or non-derivative instruments, which are 
designated ar. and meet all of the criteria for, hedges of n e t  investments are 
recorded in accumulated other comprehensive income (loss) based on changes 
measured on a spot-to-spot basis of exchange rates. Ineffective portions of net 
investment hedges are charged to  earnings. 

Changes in the fair values are immediately recorded in current period emings if 
derivative instruments were not designated as hedges or fail to  meet the criteria as 
effective hedges, 

Cash flows resuking from our hedging activities are reported under operating 
activities in our Consolidated Statements of Cash Flows. except for cash flows h m  
derivatives hedges of net investments in foreign subsidiaries, which are reported 
separately under investing activities. 

In order to conform to our current year presentation, we have revised our 2CQ4 
and 2003 cash flow statement classification to  present proceeds from the 
termination of interest rate swap agreements into cash flows from operations from 
cash flows from financing activities, 
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NOTE 2: ACQUISITIONS AND DISPOSITIONS OF ASSETS 

2005 
We acquired the remaining shares of three consolidated subsidiaries for 
$20 million in 2005. There were no other significant acquiikions or 
dispositions. 

2004 
We had no significant acquisitions or dispositions during 2004. Effective 
January I, 2CC4, we began consolidating the results of one of our joint 
ventures in accordance with FIN 46R. (See Note I to the Consolidated 
Financial Statements) 

2003 
We made no significant acquisitions in 2003. In March 2003, we 
completed the sale of our dry film photoresist business to Eternal 
Chemical Company, As a result of this sale. we closed our North 
American and European dry film photoresist manufacturing operations. 
hemal Chemical Company will manufacture its newly expanded dry film 
Photoresist product line under the hemal Company label. As part ofthe 
divestiture, we have entered into an agreement to  distribute the entire 
hemal dry film photoresist product line in North America and Europe, as 
well as to our existing customen in Asia 



NOTE 3: PROVISION FOR RESTRUCTURING AND ASSET 
IMPAIRMENTS 

Costs associated with EstNctu"ng initiatives are primarily accounted for in 
accordance with SFAS No. I 12, "Employed Accounting for Postemployment Benefits.'' 
The following net restructuring and asset impairment charges were recorded for 
the three years ending December 31, 2005, 2004 and 2003. respecLkely, as 
detailed below: 

Restructuring and Asset Impairments - 

benefts (net) $ 18 $ 96 
Asset impairments. net of gains 
on sales 79 2 96 

Other, including contract lease 

Amount charged to earnings 
terminatlon penalties 

Restructuring and Asset lmpaiments by Business Segment - 

Pre-Tax 
(in millions) 

Salt 
Adhesives and Sealants 
Corporate 

Restructuring by Initiative - 
Contract and 

Severanceand lease 

2004 Initiatives: 
$ 1  $ 34 

- ( 3 )  
Initial Charge $ 33 

Payments (3) \-, 
Changes in estimate (3) - (3) 

ending balance 27 I 28 
- (19) Payments (19) 

Changes in estlmate (5) 

December 3 I, 2004 

( I )  (6) 
December 3 I, 2005 

ending balance 3 - 3 

2003 Initiatives: 
Initial Charge 8 82 $ 2  $ 84 

(16) 
(2) 

Payments (15) 
Changes in estimate (2) 

(34) 
(I) (12) 

Payments (34) 
Changes in estimate (I I) 

ending balance 20 - 20 
(8) Payments (8) 

( 1 )  
- 

December 3 I, 2003 
ending balance 65 I 66 

- 

December 3 I, 2004 

- 

The restructuring resewe balances presented are considered adequate to cover 
committed EstNcturing actions. 

073- 



Restructuring Initiatives - 

2005 Initiatives 
For the year ended December 3 I, 2005, our management approved restructuring 
initiatives to further improve the efficiency of our manufacturing network and 
support organization across several of our business segments. The 2005 
restructuring initiatives involved the closing or partial shutdown of manufacturing 
facilities in North America, the United Kingdom and Germany. in addition to  a 
North American research and development facility. Included in the net $19 million 
restructuring expense for 2005 are provisions for severance and employee benefits 
o f  $36 million for 590 employees company-wide. impacting virtually all areas 
including sales and maiketing, manufacturing, administrative support and research 
personnel. Employee separation benefits varied depending on local regulations 
within certain foreign countries that were affected by the restructuring initiatives. 

Severance and employee benefit costs related to the 2005 initiatives include $2 
million for the closure of our Wytheville. VA Powder Coatings plant and 
subsequent consolidation of our North American Powder Coatings operations. In 
addition, $25 million of charges related to the manufacturing realignments t o  
improve operating efficiencies and reduce excess capacity across several of our 
chemical businesses in the European region. An additional $3 million was recorded 
in severance and employee beneft co5t5 for the realignment of the Electronic 
Materials segment manufacturing, research and development and sales and 
maketing organizations in Europe and North America in order to be closer to  its 
customer base and to increase operating efficiencies. Lasrly, $6 million in severance 
and employee benefit co5t5 were incumd for several smaller reduction in force 
efforts within our Electronic Materials segment, Plastic Additives business and 
administrative support functions initiated throughout the year. In addition to  
severance and employee benefit costs, $I million was recorded for contract and 
lease terminations. Cash payments related to all ofthese initiatives will be paid out 
over the next 12- I 8  months. 

2004 Initiatives 
In 2004, our management approved restructuring initiatives related to  the 
reorganization of our Plastics Additives and Architectural and Functional Coatings 
businesses and Adhesives and Sealants and Electronic Materials segments in North 
America and Europe, which resulted in $18 million of severance and employee 
benefit charges and affected 500 positions in total. Our management also 
approved a reduction of our administrative support functions. as well as several 
smaller initiatives in other businesses, which resulted in $ I 5  million of severance and 
employee benefit chaqes. These initiatives were designed to reduce redundant 
costs and reposition our woMorce to capitalize on the enhancements made 
possible by the implementation of our Enterprise Resource Planning System. In 
addition, a charge of $I million was recorded for contract and lease termination 

costs. During 2004, we reversed $3 million of severance and employee benefit 
charges pertaining to  these initiatives, largely related to the North American Plastics 
Additives initiative. In 2005, we reversed $5 million of severance and employee 
benefit charges due to fewer employee separations than originally anticipated in the 
administrative support restructurings announced in 2 W .  as some employees had 
been redeployed, while others affected by workforce reductions were able to  fill 
positions leh vacant through natural attrition. Of the initial 500 positions identified, 
we reduced the total number of positions to  be affected by these initiatives by 96 
to  404 positions in total. As of December 31, 2005. 347 positions have been 
eliminated. We expect to complete the actions under these programs in 2006. 

2003 Initiatives 
In 2003, our management approved the following restructuring initiaives affecting 
1,460 positions in total: a $22 million European restructuring inhiaiive; a $25 million 
reorganization associated with the elimination of positions primarily in our North 
American support services. including logistics, human resources, procurement and 
information technology announced in the fourth quarter: and $35 million for 
initiatives associated with several smaller reduction in force efforts in all of our 
businesses throughout the year. In most cases, separated employees were offered 
early termination benefits. In addition. we recorded $2 million of expense related 
to  contract and lease terminations. In 2003. $2 million of charges were reversed 
due to  fewer employee separations than originally anticipated. In 2004. we 
reversed an additional $12 million of charges largely related to  a reduction in the 
design and scope of our North Amencan support sewices restructuring, where we 
determined business model transformation opportunities would not generate the 
anticipated benefit. In 2005, another $ 1  I million of reserves related t o  the 2003 
initiatives were reveised. Of the initial 1,460 positions identified, we reduced the 
total number o f  positions to  be affected by these initiatives by 476 to 984 positions 
in total. As of December 31, 2005. 974 positions have been eliminated. These 
initiatives were substantially completed in 2005. 

Our restructuring initiatives are generally completed in 12 to 18 months. The 
balance at December 3 I, 2005, recorded for severance and employee benefits. is 
included in accrued liabilities in the Consolidated Balance Sheet.. 

Asset Impairments - 

200.5 Impairments 
In 2005, $8 I million of asset impaiments were recognized for the impairment of 
certain finite-lived intangible assets and fixed assets x r o s s  several of our chemical 
businesses and our Electronic Materials segment. During 2005, gains on sales of 
previously impaired assets offset the total asset impairment charge by $2 million. In 
the fourth quarter we recorded asset impairment charges of $40 million for certain 
finite-lived intangible and fixed assets, primarily related to the closure or partial 



shutdown of 5 manufacturing facilities in the United Kingdom and Germany, in 
addition to a North American research and development facility, within our 
Adhesives and Sealants and Electronic Materials segments and Powder Coatings 
business. During 2005, we recorded an asset impairment charge of $29 million for 
certain finite-lived irrtangible and fixed assets related to certain product lines within 
our Adhesives and Sealants segment These product lines have suffered dramatic 
declines in both volume and proftability due to recent increases in raw material 
CON, coupled with aggressive pricing competition. We determined that the 
significant volume declines in these product lines were not recoverable and 
warranted impairment Fair value was determined based upon current business 
conditions, using cash flow analyses. In addition, we recognized $ I2 million of asset 
impairment charges. of which approximately $9 million was  associated with the 
closing of our Wytheville. VA Powder Coatings plant, and approximately $2 million 
was recognized for the impairment of certain finfte-lived intangible and fixed assets 
related to  our Electronic Materials segment. 

2004 Impairments 
In 2004, we recognized $2 million in asset impairment charges primarily related to 
an administrative support initiatbe announced in the second quarter. 

2003 Impairments 
In 2003. we recognized $96 million, net of asset impairment charges. Of  the total 
2003 charges, $I I6 million was recognized as a non-cash asset impairment charge 
recorded to  adjust the carr/ing value of certain assets to their fair value, which was 
determined using cash flow analyses. The largest asset impairment of 
approximately $80 million of  finitelived intangible assets related to the Lamineer 
product line of the Powder Coatings business in the Coatings segment The 
remaining charge consisted primarily of $15 million of finite-lived intangible assets 
and $7 million of net fixed assets associated with our Specialty Magnesia product 
line in the Performance Chemicals segment and $14 million of other building and 
equipment impairments During 2003. gains on sales of previously impaired assets 
offset the total impairment charge by $20 million. 

NOTE 4 OTHER INCOME, NET 

We recorded other income, net of $48 million. $41 million and $7 million during 
the yeam ended December 3 I, 2005. 2 w 4  and 2003. respeaively. The major 
categories of our other income, net are summarized in the following table 

(in millions) m a  2004 2003 
Roylty income $ 7  $ 8  $ 19 
Foreign exchange losses and related 

( 1 )  
5 Interest income 9 

Sales of real estate I1 5 
Sale of remaining interest in 

Eumoean Sak Business 8 - 

hedging costs (19) 

Other, llet 
Total 

' 2 0  24 (21) 
8' * $ 41 $ 7  

NOTE 5: FINANCIAL INSTRUMENTS 

We denominate our business transactions in a variety of foreign currencies, finance 
our operations through long. and short-term borrowings. and purchase raw 
materials at market prices. Accordingly. changing market prices for foreign 
currencies and commodities and changing interest rates materially impact our 
earnings, cash Rows and the fair values of our assets and liabilities. Our operating 
and financing plans include actions to  reduce, but not eliminate. the uncertainty 
associated with these changes including the use of derivative instruments. (See 
Note I to our Consolidated Financial Statements.) 

Currency Hedges - 
We enter into foreign exchange option and forward contracts in order to  reduce 
the risk associated with variability in our opehting resutts from foreign-currency- 
denominated earnings. cash flows, assets and liabilities. We direct these hedging 
efforts toward three distinct currency hedging objeaives: 

( I )  To preserve the dollar values of anticipated non-dollar cash flows and 
earnings, primarily with respect to transactions forecast t o  occur within a 
one-year period 

To prevent changes m the values of assets and liabilities denominated in 
currencies other than the legal entty's functional currency which may 
create undue earnings volatility (we refer to this hedging activity as 
"asset and liability hedging"); and 

To hedge the dollar values of our net  investments in operations outside 
the US. 

(2) 

(3) 

During 2005, non-dollar currencies in which we transacted business were stronger, 
on average, compared with the prior-year period. These currencies had a $20 
million favorable impact on our 2005 earnings compared with 2004. net of all 
currency hedging. At the beginning of 2005. the dollar was close to its weakest 
point and by the end of 2005 it had recovered somewhat against most currencies. 
At December 31, 2005. the basket of currencies in which our operations are 
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invested was weaker against the dollar than at December 3 I, 2004. This weakening 
was recorded as a $13 million cumulative translation adjustment loss during 2005, 
net of gains from net investment hedges. 

Hedges entered to preserve the dollar values 
of anticipated non-dollar cash flows and earnings 
We generally purchase options which give us the right but not the obligation, to  
sell the underlying currencies when the cash flows denominated in those currencies 
are forecast to occur. In this way, the premiums paid for the options represent the 
maximum cost of the hedge. If, when the forecast transactions occur, the 
underlying currencies have strengthened, the options become worthless and are 
expensed. In this case, the dollar values of the undetiying forecast non-dollar cash 
flows and earnings are higher than anticipated. If the undedying currencies have 
weakened, the options are exercised and the underlying currencies are sold at the 
stronger historical rate. thus preselving the dollar values of  the forecast non-dollar 
cash flows. 

These contracts are designated as foreign currency cash flow hedges covering 
portions of our twelve month forecasted non-dollar cash flows and mature when 
the underlying cash flows being hedged are forecast to occur. Because the options 
are considered highly effective hedges, the cash value less cost will be reflected in 
earnings when the contracts mature. These contracts are marked-to-market at  
each balance sheet date with changes in fair value prior to maturity recorded in 
accumulated other comprehensive income (loss). For the year ended December 
3 I, 2005. these contracts appreciated in value resulting in a $4 million after-tax gain, 
which is recorded in accumulated other comprehensive income (loss). In 2004, 
these contracts decreased in value resulting in a $5 million accumulated after-tax 
loss. which was recorded in accumulated other comprehensive income (loss). For 
the years ended December 3 I, 2005,2004 and 2003, after-tax losses of $ 1  million. 
$7 million and $8 million. respectively, were recorded in earnings related to foreign 
currency cash flow hedges that matured during the respective periods. Changing 
market conditions will impact the actual amounts recorded to  earnings during the 
following twelve-month periods. Both the effective and ineffective portions of 
foreign currency cash flow hedges recorded in the Consolidated Statemerrts of 
Operations are classified in other income, net. 

As of December 3 I, 2005 and 2004, we mairrtained hedge positions of immaterial 
amounts that were effective as foreign currency cash flow hedges from an 
economic perspective but did not qualify for hedge accouhng under SFAS 
NO. 133, "Accounting for Denvotive Inmments ond Hedging Am'vitie&" as amended, 
Such hedges consisted primarily of emerging market foreign currency option and 
forward contncts. and have been marked-to-market through income, with an 
immaterial impact on earnings. 

Asset and liability hedging 
We contract with counter-parties to buy and sell foreign currencies to  offset the 
impact of exchange rate changes on recognized assets and liabilities denominated in 
non-functional currencies, including inter-company loans. These contracts generally 
require exchange of one foreign currency for another at a fixed rate at a future 
date, These contracts have maturities generally less than twelve months. All 
contracts are marked-to-market at each balance sheet date with changes in fair 
value recorded in other income, net For the year ended December 3 I, 2005, an 
after-tax loss of $23 million was recorded in eamings for these contracts. This loss 
was largely offset by gains resulting from the impact of changes in exchange fates on 
recogtized assets and liabilities denominated in non-functional currencies. In the 
years ended December 3 I, 2004 and 2003, after-tax gains of $6 million and $ I 3  
million. respectively, were recorded in earnings for these contracts These gains 
were largely offset by losses resulting from the impact of changes in exchange rates 
on recognized assets and liabilities denominated in non-functional currencies. 

Net investment hedging 
We utilize foreign exchange foward and currency collar contncts together with 
non-dollar bornwings to hedge the dollar values of our net investments in foreign 
operating units in Europe, japan and Canada These derivative instturnenis and 
non-dollar borrowings are designated as hedges of net investments. Accordingly, 
the effective portions of foreign exchange gains or losses on these hedges are 
recorded as part of the cumulative translation adjustment, which is part of 
accumulated other comprehensive income (loss). As of December 31. 2005, 
$66 million in after-tax losses were recorded in cumulative translation adjustment 
representing the effective portions of foreign exchange losses on these hedges. Of 
this amount $34 million in after-tax losses at December 3 I, 2005 was related to 
long-term Euro and Japanese Yen borrowings and the remainder was related to 
exchange f o d  and currency collar contracts. As of December 31. 2004, 
$140 million in after-tax losses were recorded in cumulative translation adjustment 
representing the effective portions of foreign exchange losses on these hedges. Of 
this amount $54 million in after-tax losses at December 3 I, 2004 was related to  
long-term Euro and Japanese Yen borrowings and the remainder was related to  
exchange forward and currency collar contracts. 

Total derivative and non-functional currency liabilities designated as hedges of net 
investmenis outstanding at December 31, 2005 were $1.259 million compared to 
$576 million outstanding at December 31. 2004. The majority of the increase is 
due to additional hedging to  reduce our exposure related to  our European net 
investments. 

Included in other comprehensive income as cumulauve translation adjustment were 
gains of $12 million and $25 mill!on for the years ended December 3 I, 2005 and 
2004, respectively. all net of related hedge gains and losses. 
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Foreign 
Currency 

Translation 
Hedger Impact on Cumulative 

Translation 
Gmsl(7mses) Investment Investment Adjustment 
Balance asofDecember 31.2003 $ (122) $ 144 $ 22 

0" mlllhlns) of Net Net 

The amounts that were considered ineffective on these net investment hedges 
were recorded in interest expense. Interest expense was decreased by $9 million. 
$ I  million and $I million for the years ended December 3 I, 2005,2004 and 2003. 
respectively. 

Commodity Hedges 
We use commodity swap, option and collar con- to reduce the effects of 
changing raw material prices. These contracts are designated and accounted for as 
cash flow hedges. The notional valw of commodity hedges outstanding at 
December 3 I, 2005 and 2004 was $25 million and $34 million. respectively. 

Included in accumulated other comprehensive income (loss) at December 3 I, 2005 
and 2004 are an immaterial amount and $ 1  million in after-tax gains, respectively, 
which represenk the accumulated market value changes in those outstanding 
commodity swap, option and collar contracts. These contracts are considered 
highly effective as hedges and will mature consistent with our purchases of the 
underlying commodities during the following twenty-four month period. The actual 
amounts to  be recorded in earnings when these contracts mature will depend upon 
spot market prices when these contracts mature For the years ended December 
3 I, 2005, 2004 and 2003, $4 million, $3 million and $5 million in gains, respectively, 
were recorded as components of costs of goods sold with the related tax effect 
recorded in tax expense with respect to those Commodity swap. option and collar 
contracts maturing during the same periods. 

Interest Rate Hedges 
To reach a desired level of floating rate debt we utilize interest rate swap 
agreements to  convert specific fixed rate debt issuances into variable rate debt 
These interest rate swaps are designated as fair value hedges. 

In 200 I, we entered into inter& rate swap agreements with a notional value of 
$950 million. which converted the fixed rate components of the $45 I million notes 
due July 15. 2004 and the $500 million notes due July 15. 2009 to a floating rate 
based on three-month LIBOR During December2003. we redeemed the 
$45 I million notes early. and terminated the related interest rate swap agreements 
with a $450 million notional value. During May2004, we terminated the 
$500 million notional value interest rate swap agreements and received $43 million 
in proceeds. These pmceeds were being amortized as reductions to  interest 
expeme over the remaining life of the $500 million notes. During March 2005, we 
redeemed $400 million of the notes maturing on July 15, 2009. The unamortized 
portion of the related interest rate swap proceeds reduced the early retirement 
loss that was recorded with respect to this redemption: 

During October2003 and May 2004. we entered into interest rate swap 
agreements with a notional value totaling 400 million Euro, which converted the 
fixed rate components of 400 million Euro notes due March 9, 2007 to  a floating 
rate based on six-month EURlBOR In September 2005, we terminated 240 million 
Euro of these interest rate swap conuacts in connection with an exchange whereby 
we retired 240 million Euro of the notes due March 9,2007 in exchange for newly 
issued notes due September 15,2012. The $3 million proceeds received from the 
termination of the interest rate swap contracts are being amortized as a reduction 
to interest expense over the 7-year life of the newly issued Euro-notes. 

The changes in fair value of interest rate swap agreements are marked-tomarket 
through income together with the offsetting changes in fair value of the underlying 
notes using the short cut method of measuring effectiveness. As a result the 
carrying amount of these notes was increased by $I million at December 3 I, 2005 
and $4 million at December 3 I, 2004. while the fair value of the swap agreements 
was reported as other assets in the same amount 

In September 2005. we entered into a LIBOR rate lock agreement with a bank to 
hedge against changes in long-term interest rates in anticipation of a long-term debt 
issuance, a cash flow hedge, As of December 3 I, 2005, $I million of atler-tax 
deferred net gains on the interest rate lock are accumulated in other 
comprehensive income (loss) and is expected to be reclassified into earnings upon 
issuance of the long-tern debt Changing market conditions Will impact the actual 
amounts recorded to  earnings upon issuance of the long-term debt 
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The following table sets forth the net fair 
foreign-denominated debt issuances outstanding as of December 3 I, 2005. 

of hedges and the net fair value Of 

Currency $ -  $ 6  
Long term investments in 

foreign Subsidiaries 
- - I2 (net investments) - 

- - Interest rate hedges I 2 
Total derivatives I '4 8'b' I 2" - 
Debt 

Long tern investments in 
foreign subsidiaries 
(net investments) - - 454" - 

Total $ 1  $ 8  $ 466 $ - 

(a) Comprises assets of $ I million. 
(b) Comprises assets of $8 million. 
(c) Comprises assets of $ I 3  million and liabilities of $ I 'million. 
(d) Comprises assets of $7 million and liabilities of $7 million. 
(e) Represents fair .value of foreign denominated debt issuances formally 

designated as a hedge of net investment 

NOTE 6 FAIR VALUES AND CARRYING AMOUNTS 
OF FINANCIAL INSTRUMENTS 

In determining the fair value of our financial instrumerrts, we use a variety of 
methods and assumptions that are based on market conditions and risk, existing at 
each balance sheet date as follows: 

Cash and cash equivalents. restricted cash, accourrts rkeivable. accounts 
payable and notes payable-the canying amount approximates fair mlue due to  
the short m a t u e  of these instruments. 

Short- and long-term debt-quoted market prices for the same or similar issues 
at cumnt rates offered to us for debt with the same or similar remaining 
maturities and terms. 

Interest rate swap agreements-market prices of  the same or similar 
agreements quoted as of the balance sheet date. 

e Foreign currency option cont~cts-Black-Scholes calculation using market data 
as ofthe balance sheet date. 
Foreign cumncy fotward and swap agreements-application of market data as 
of the balance sheet date to contract terms. 
Commodity swap, option and collar Contractdounter-pXV quotes as of the 
balance sheet date. 

0 

All methods of assessing fair value resuk in a general approximation of value and 
such mlue may never actually be realized. 

The caving amounts and fair values of material financial instnrments at 
December 31,2005 and 2004 are as follows: 

Arretl(L(Liabil1ty) 

Interest rate swap agreements 4 4 
Interest late lock agreements - - 
Foreign currency opttons 4 4 
Foreign =change fotward and 

swap contractl 4 4 
Natural gar swap agreementr I I 

agreementr I I 
Natura gas opUon and collar 

NOTE 7 INCOME TAXES 

Earnings from continuing operations before income taxes, minonty interest and 
cumulative effect of accounting change eamed within or outside the Unted States 
from continuing operations are shown below 

Parent and Subsidlanes $ 377 $ 205 
ARiliates I 3 I 

Foreign 
Sobsidiaies 340 322 I95 ... -. 
Affliates 14 I2  14 

Earnings from continuing operations 
before income taxes, minonty 
interest and cumulative effect of 
accounting change $ 872 $ 714 8 415 



The provision r income 
of accounting change is composed 

ntinuing operations before cumulative effect 

(in millions) 2005, 2004 2003 
Income taxes on U 5 earnings 

Federal 
Current 
DeferEd 

State and other 
Total taxes on US. earnings 

Taxes on foreign earnings 
Current I07 I07 49 
Deferred (19) (12) 22 

Total taxe5 on foreign earnings 88 95 71 
Total Income Taxes $ 224 $ 207 $ 127 

The provision for income taxes attributable to  ttems other than continuing 
operations IS shown below 

fin millions) 2005 2004 2003 

(Loss) gain on disposal of 

Cumulative effect of accounting 
discontinued line of business (1) $ 1  $ (5) 

(3) change - - 

Deferred income taxes reflect temporary differences between the valuation of 
assets and llabilitles for financial and tax reporting. Details at December 31. 2065 
and 2004 were 

Deferred tax assets related to 

Compensation and benefit pmpmr $ 286 $ 254 
Asset impaimems and rrstructunng resewes 26 31 
Accruals far waste disposal stte remediation 38 26 
All other 88 43 

TOM defemd tax assets 438 354 

Defemd tax Ibab~lrties dated to' 
lmgible assets 
Deoreciabon and amortization 

564 56 I 
43 I 47 I 

PerLon programs 80 66 
All other I22 I39 

Total defemd tax liabiltbes 1.197 1.237 
Net deferred tax liabilny $ 759 $ 883 

At December 3 I, 2005, the company had foreign and state net operating losses of 
$I ,072 million, which substantially carry a full valuation allowance. Of  these, $25 I 
million have no expiration and the remaining will expire in future years as follows: 
$8 million in 2006, $28 million in 2007, $20 million in 2008. $33 million in 2009, 
$34million in 2010 and the remaining balance in other yean. 

Deferred taxes. which are classified into a net current and non-current balance by 
tax jurisdiction, are presented in the balance sheet as follows: 

fin millions) 2005 2004 
Prepaid expenses and other current assets $ 202 5 172 
Other assets 
Accrued liabilities 
Deferred income taxes 

Net deferred tax liabilrty 

28 8 
2 4 

987 1,059 
$ 759 $ 883 

For the year ended December 3 I, 2004. we recorded an adjustment of $60 million, 
of which $30 million relates to  prior periods to properly reflect deferred taxes on 
the cumulative translation adjustment We determined this adjustment was not 
material to prior periods and as a resuk recorded the prior period items as an 
adjustment to accumulate other comprehensive income in 2004. 

The effective tax rate on pre-tax income differs from the US. statutory tax rate due 
to the following: 

Foreign, including credits 
Change in tax contingencies 

Other, net 
Effective tax rate 

During the second quarter of 2005, we recorded net tax reserve and valuation 
allowance reversals resulting from the favorable resolution of prior periods' tax 
contingencies due to the completion of prior years' tax audits. In addition, we 
recorded changes in valuation allowances and increases in tax reserves for other 
contingencies. The decrease in the effective tax rate was primarily due to  the 
impact of the changes described above, which total a net $28 million, as well as 
lower taxes on foreign earnings. 
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Defefred income taxes have been provided for the unremitted earnings of foreign 
subsidiaries and affiliates which have not been reinvested abroad indefinitely. 
Unremitted foreign earnings reinvested abroad permanerrtly upon which United 
States income taxes have not been provided aggregated approximately $76 million. 
$ I2  million and zero at December 3 I, 2005. 2 W  and 2003, respectively. Due to  
the timing and circumstances of repatriation of such earnings. if any, it is not 
practicable to determine the unrecognized deferred tax l iabi l i  relating to such 
amounts No accrual of United States income tax has been made for year end 
2005 related to these permanently reinvested earnings as there was no plan in 
place to repatriate any of these foreign earnings to the United States as of the end 
of the yew. 

NOTE 8 SEGMENT INFORMATION 

Rohm and Haas Company is a diversified, worldwide manufacturer and supplier of 
technically advanced products and services that enable the creation of leading-edge 
consumer goods, W e  serve many different end-use markets. the largest of which 
include: building and construction, electronics. food and retail, household and 
personal care, industrial processes. packaging, transpotidtion and water. 

We conduct our worldwide operations through global businesses, which are 
aggregated into reportable segmentr. based on the nature of the products and 
production processes, end-use markets. channels of distribution and regulatory 
environment The operating segments reported below are the segments of our 
company for which separate financial information is available and for which 
operating resub are evaluated regularly by the Chief Executive Officer in deciding 
how to allocate resources and in assessing performance. 

We operate six reportable segments: Coatings, Monomer;, Performance 
Chemicals, Electronic Materials. Salt and Adhesives and Sealants, as described 
below. The Coatings. Performance Chemicals and Electronic Materials segments 
aggregate business units. 

During the first quarter of 2005. we adopted a streamlined and consistent 
methodology for allocating s h e d  Service costs across all business units and 
redefined corporate expenses to provide improved management reporting. 
Therefore, we have modified certain of our disclosures for 2004 and 2003 to  
conform to  this change. We filed a Form 8-K with the Securities and Exchange 

Commission on August IS, 2005 related to these mlassifications. (See Note I to 
the Consolidated Financial Statements, "Reclassifications". for further discussion.) 

Coatings 
This segment is comprised of three businesses: Architectural and Functional 
Coatings; Powder Coatings; and Automoh'e Coatings. Architecturn1 and Funmonal 
Coatings produces acrylic emulsions and additives that are used to make 
industrial and decorative coatings, varnishes and specialty finishes. This segment 
also offers products that serve a wide variety of coatings to: industrial markets 
for use on metal, wood and in trafic paint: the building industry for use in 
roofing materials, insulation and cement make%; and consumer make% for use 
in paper, textiles and non-woven fibers graphic arts and leather makets. 
Powder Coating5 produces a comprehensive line of powder coatings that are 
spcayed onto consumer and industrial products and parts in a solid form. Our 
powder coatings are used on a wide varieiy of products, ranging from door 
handles to  patio and deck furniture, t o  windshield wipers, televisions and 
industrial shelving. AutomothF Coo@ formulates and manufactures decorative 
and functional coatings for plastic automotive parts such as bumper cover; and 
interior and exterior trim of c m  and trucks. 

Performance Chemicals 
This segment includes the sales and operating resub of Pla*a Additives. Process 
Chemicols (which was formed in 2003 by combining Inorganic and Specialty 
Solutions and Ion Exchange Resins). Consumer and lndustiial Specialties and 
other smaller business groups. These businesses provlde products that serve a 
diverse set of markets, from consumer products. to additives used to 
manufacture plastic and ving products. to water treatment and purification 
processes for food and pharmaceutical markets. t o  newsprint processing. 

Monomers 
This segment produces methyl methacrylate, acrylic acid and associated esters 
as well as specialty monomer products. Monomers serve as the building block 
for many of  the acrylic technologies in our other business segments and are sold 
externally for applications such as super absorbent polymen and acrylic sheet 



Electronic Materials 
This segment provides cutting-edge technology for use in telecommunications, 
consumer electronics and household appliances. The Circuit &urd Technologies 
business develops and delivers the technology. materials and fabrication services 
for increasingly powerful, high-density printed circuit boards in computers. cell 
phones, automobiles and many other electronic devices. Our Packogng and 
Finishing Technolq'es develops and delivers innovative materials and processes 
that boost the performance of a diverse range of electronic optoelectronic and 
industrial packaging and finishing business. Semiconductor Technologies develop 
and supply integrated products and technologies on a global basis enabling our 
customers to drive leading edge semiconductor desigr t o  boost performance of 
semiconductor devices powered by smaller and faster chips. This business also 
develops and delivers materials used for chemical mechanical planarization 
("CMP"), the process used to create the flawless surfaces required to allow 
manufacturers to make faster and more powerful integrated circuits and 
electronic substrates. 

Adhesives and Sealants 

The Adhesives and Sealants segment provides a vast m y  of formulated, value- 
adding products derived from a broad range of technologies including our 
world-class acryic technology. This segment offers various products including 
packaging, pressure sensitive. construction. and transportation adhesives based 
on numerous chemistries and technologies, including acrylic emulsion polymers 
markets. 

Salt 

Some of the most recognized consumer brand names and product symbols are 
found here, including the leading bland of table salt in the United State- 
Morton Salt, with its "liele Salt Girl." and Windsor Salt Canada's leading brand. 
Even though the consumer salt business is best known. this segment extends 
well beyond this market and includes salt used for water conditioning. ice 
control. food processing and chemical/industrial use. 

The table below presents net sales by business segment Segment eliminations are 
presented for intercompany sales between segments 

Performance Chemicals- 

Adhesives and Sealants 
Elimination of 
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The table below presents summarized financial information about our reportable segments: 

Earnings (loss) from continuing 
operations I"' $ 214 $ 197 $ 167 $ 143 $ 55 $ 19 $ (157) $ 638 

Share of affiliate earnings, net 7 - - 7 - I - 15 

Depreciation 
Amortization 

94 
I I  

64 
I 

79 
13 

51 
17 

71 
7 

37 
8 

26 
2 

422 
59 

Segment assets 1,793 829 1,350 1,566 I ,64 I 1.017 I .53 I 9,727 
%ita1 additions 62 76 40 62 40 8 45 333 

Notes: 
(I) Earnings (loss] fmm continuing operations before cumulative effecf of accounting change. 
(2) Earnings from continuing operations were taxed using our overall consolidated effective tax rate. 
(3) Corporate includes items such as corporate governance costs, interest income and expense. environmental remediation expense, insurance recoveries, explorator/ 

research and development expense, balance sheet cunency translation gains and losses, any unallocated portion of shared sewices and certain discrete period tax 
items. 

Earnings [lass) from continuing 
operations ""' $ 212 $ 95 $ 151 $ 127 $ 49 $ 37 $ (175) $ 496 

Share of affiliate earnings, net 8 - - 3 - 3 - 14 

DepreciatNon 
Amoruzation 

87 62 86 51 70 38 25 419 
l l  I 13 21 7 8 I 62 

Segment assets 1,874 823 1,450 1,697 1,663 1,153 1.435 10,095 
Capital additions 63 74 34 49 35 I I  56 322 

Notes: 
( I  ) In accordance with FIN 46R "Consolidation of Variable Interest Entities," an interpretation of ARB 5 I, effective January I ,  2004. we have consolidated the assets, 

liabilities, and results of operations of a joint venture accourrted for within the Electronic Materials segment As a result assets for this segment have increased, and 
share of affiliate earnings has been reduced on a comparative basis, 

(2) Corporate includes kerns such as corporate governance costs. interest income and expense, environmental remediation expense, insurance recoveries, explorator/ 
research and development expense, balance sheet currency translation gains and losses. any unallocated ponion of shared services and certain discrete period tax 
items. 

(3) Earnings (loss) from continuing operations before cumulative effect of accounting change. 
(4) Eamings from continuing operations were taxed using our overall consolidated effective tax rate. 
(5) Prior year reclassifications have been made to  conform to current year presentation. 



Eammgs (lass) from continuing 
operations *'" $ 134 $ 76 $ 61 $ 9 2 $ 5 4  $ 9 8 (138) $ 288 

- - 5 - 2 - 15 Share of affiliate earnings, net 8 

Depreciation 
Amortization 

Segment assets "' 
Caprtal addrtions 

82 
14 

61 
- 

90 
14 

46 
21 

71 
8 

35 
8 

26 
2 

41 I 
67 

1.834 71 I 1,500 1,604 1,673 1,170 1,019 9.51 I 
54 67 40 38 27 16 97 339 

Notes: 
( I )  Corporate includes items such as corporate governance costs, interest income and expense, environmental remediation expense, insurance recoveries. exploratory 

research and development expense, balance sheet c-ncy translation gains and losses, any unallocated portion of shared sewices and certain discrete petiod tax items. 
(2) Earnings (loss) from corrtinuing operations before cumulative effect of accourrting change. 
(3) Earnings from continuing operations were taxed using our overall consolidated effective tax rate. 
(4) Prior year reclassifications have been made to confonr to current year presentation. 

The table below presents sales by geographic area. Sales are attiibuted to the geographic location based on customer location and not on the geographic location from which 
goods were shipped, Long-lived asses are attributed to geographic areas based on asset location. We define long-lived assets as Land, Buildings and Equipment, Goodwill and 
Other Intangible Assets 

European Asia-Pacific 
(in millions) U.S. Region Region Other Total 

200s Net hles 3 3,803 $ 2,010 8 13s9 $ 722 B 7994 
Long-INed Assets 4.483 715 314 388 5 900 

2004 Net Sales 
Long-lived Assets"' 

$ 3.373 $ 1.917 $ 1.342 $ 668 $ 7.300 
4,976 75 I 304 287 6.318 

2003 Net Sales $ 3,029 $ 1.721 3 1,089 $ 582 $ 6,421 
Long-lived Assets'" 5,003 720 324 290 6.337 

Notes 
(I) Cemn pnor year reclassiiicat~ons have been made to conform to current year presentations 
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