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Exchange Act. [ ]



Edgar Filing: QUAKER CHEMICAL CORP - Form 10-Q

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
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Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date.
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PART I

FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited).

Quaker Chemical Corporation

Condensed Consolidated Statements of Income

(Dollars in thousands, except per share data)

Unaudited
Three Montgg’Ended June Six Months Ended June 30,
2017 2016 2017 2016

Net sales $ 201,183 $ 186,915 $ 396,092 $ 364,992
Cost of goods sold 129,348 115,514 253,370 225,610
Gross profit 71,835 71,401 142,722 139,382
Selling, general and administrative expenses 49,594 48,700 97,648 96,843
Combination-related expenses 4,338 — 13,413 —
Operating income 17,903 22,701 31,661 42,539
Other expense, net (1,571) (337) (1,676) (235)
Interest expense (780) (727) (1,436) (1,468)
Interest income 540 545 1,063 893
Income before taxes and equity in net income of
associated

companies 16,092 22,182 29,612 41,729
Taxes on income before equity in net income of
associated

companies 4,224 7,238 11,089 13,543
Income before equity in net income of associated 11,868 14,944 18,523 28.186
companies
Equity in net income of associated companies 473 461 1,432 563
Net income 12,341 15,405 19,955 28,749
Less: Net income attributable to noncontrolling 435 390 1,057 788
interest
Net income attributable to Quaker Chemical $ 11,906 $ 15015 $ 18.898  $ 27.961
Corporation

Per share data:
Net income attributable to Quaker Chemical
Corporation
Common Shareholders — basic $ 090 $ 1.13 % 142 $ 2.11
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Net income attributable to Quaker Chemical

Corporation
Common Shareholders — diluted $ 089 $ 1.13  $ 142 §$ 2.11
Dividends declared $ 0355 $ 0345 $ 0.700 $ 0.665

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Quaker Chemical Corporation

Condensed Consolidated Statements of Comprehensive Income

(Dollars in thousands)

Net income

Other comprehensive income (loss), net of tax
Currency translation adjustments
Defined benefit retirement plans
Unrealized (loss) gain on available-for-sale
securities
Other comprehensive income (loss)

Comprehensive income
Less: Comprehensive income attributable to
noncontrolling
interest
Comprehensive income attributable to Quaker Chemical
Corporation

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

$

3

Unaudited
Three Months Ended
June 30,
2017 2016
12,341  $ 15405 $
7,316 (5,092)
1,791 994
(33) 157
9,074 (3,941)
21,415 11,464
(486) (237)
20,929 $ 11,227  $

Six Months Ended
June 30,

2017 2016
19955 $ 28,749
12,764 (359)

2,109 1,181
167 613
15,040 1,435
34,995 30,184
(1,628) (697)
33367 $ 29,487
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Quaker Chemical Corporation
Condensed Consolidated Balance Sheets

(Dollars in thousands, except par value and share amounts)

ASSETS
Current assets
Cash and cash equivalents
Accounts receivable, net
Inventories
Raw materials and supplies
Work-in-process and finished goods
Prepaid expenses and other current assets
Total current assets
Property, plant and equipment, at cost
Less accumulated depreciation
Net property, plant and equipment
Goodwill
Other intangible assets, net
Investments in associated companies
Non-current deferred tax assets
Other assets
Total assets

LIABILITIES AND EQUITY
Current liabilities
Short-term borrowings and current portion of long-term debt
Accounts and other payables
Accrued compensation
Accrued restructuring
Other current liabilities
Total current liabilities
Long-term debt
Non-current deferred tax liabilities
Other non-current liabilities
Total liabilities
Commitments and contingencies (Note 16)
Equity

Common stock, $1 par value; authorized 30,000,000 shares; issued and
outstanding 2017 — 13,309,966 shares; 2016 — 13,277,832 shares

$

Unaudited
December
June 30, 31,
2017 2016
98,821 $ 88,818
201,529 195,225
42,684 37,772
45,198 39,310
21,466 15,343
409,698 376,468
248,468 236,006
(161,741) (150,272)
86,727 85,734
84,762 80,804
74,406 73,071
24,513 22,817
20,742 24,382
29,412 28,752
730,260 $ 692,028
736 $ 707
91,461 82,164
14,459 19,356
— 670
27,732 24,514
134,388 127,411
73,896 65,769
12,458 12,008
69,924 74,234
290,666 279,422
13,310 13,278
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Capital in excess of par value 113,747 112,475
Retained earnings 374,001 364,414
Accumulated other comprehensive loss (72,938) (87,407)

Total Quaker shareholders’ equity 428,120 402,760

Noncontrolling interest 11,474 9,846
Total equity 439,594 412,606
Total liabilities and equity $ 730,260 $ 692,028

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Quaker Chemical Corporation
Condensed Consolidated Statements of Cash Flows

(Dollars in thousands)

Unaudited
Six Months Ended June 30,
2017 2016
Cash flows from operating activities
Net income $ 19,955 $ 28,749
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation 6,333 6,331
Amortization 3,604 3,589
quity in undistributed earnings of associated companies, net of (1.301) (488)
dividends
Deferred compensation and other, net 268 3,609
Stock-based compensation 2,245 3,423
(Gain) loss on disposal of property, plant, equipment and other
(28) 45
assets
Insurance settlement realized (446) (614)
Combination-related expenses, net of payments 3,306 —
Pension and other postretirement benefits (439) (2,896)
Increase (decrease) in cash from changes in current assets and current
liabilities, net of acquisitions:
Accounts receivable 790 3,801
Inventories (7,881) (2,387)
Prepaid expenses and other current assets (4,686) (3,164)
Accounts payable and accrued liabilities (213) (1,642)
Restructuring liabilities (675) (2,330)
Net cash provided by operating activities 20,832 36,026
Cash flows from investing activities
Investments in property, plant and equipment (5,242) (4,377)
Payments related to acquisitions, net of cash acquired (5,363) (3,284)
Proceeds from disposition of assets 43 48
Insurance settlement interest earned 21 16
Change in restricted cash, net 425 598
Net cash used in investing activities (10,116) (6,999)
Cash flows from financing activities
Proceeds from long-term debt 6,753 1,736
Repayments of long-term debt (373) (286)
Dividends paid (9,167) (8,480)
Stock options exercised, other 941) 95)
Payments for repurchase of common stock — (5,859)

11
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Excess tax benefit related to stock option exercises
Net cash used in financing activities
Effect of foreign exchange rate changes on cash
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period $

(3,728)

3,015
10,003
88,818
98,821

136

(12,848)
(987)

15,192
81,053

$ 96,245

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Quaker Chemical Corporation
Notes to Condensed Consolidated Financial Statements
(Dollars in thousands, except share and per share amounts, unless otherwise stated)

(Unaudited)

Note 1 — Condensed Financial Information

The condensed consolidated financial statements included herein are unaudited and have been prepared in accordance
with generally accepted accounting principles in the United States (“U.S. GAAP”) for interim financial reporting and the
United States Securities and Exchange Commission (“SEC”) regulations. Certain information and footnote disclosures
normally included in financial statements prepared in accordance with U.S. GAAP have been condensed or omitted
pursuant to such rules and regulations. In the opinion of management, the financial statements reflect all adjustments
(consisting only of normal recurring adjustments, except certain material adjustments, as discussed below) which are
necessary for a fair statement of the financial position, results of operations and cash flows for the interim periods.

The results for the three and six months ended June 30, 2017, respectively, are not necessarily indicative of the results
to be expected for the full year. These financial statements should be read in conjunction with the Company’s Annual
Report filed on Form 10-K for the year ended December 31, 2016. During the first quarter of 2017, the Company
early adopted an accounting standard update regarding the classification of pension costs. The guidance in this
accounting standard update was required to be applied retrospectively, which resulted in a reclassification to the
Company’s Condensed Consolidated Statement of Income for the three and six months ended June 30, 2016,
respectively. See Note 3 of Notes to Condensed Consolidated Financial Statements.

Venezuela’s economy has been considered hyper inflationary under U.S. GAAP since 2010, at which time the
Company’s Venezuela equity affiliate, Kelko Quaker Chemical, S.A. (“Kelko Venezuela”), changed its functional
currency from the bolivar fuerte (“BsF”) to the U.S. dollar. Accordingly, all gains and losses resulting from the
remeasurement of Kelko Venezuela’s monetary assets and liabilities to published exchange rates are required to be
recorded directly to the Condensed Consolidated Statements of Income. During the first quarter of 2016, the
Venezuela government announced changes to its foreign exchange controls, including eliminating the CADIVI,
SICAD and SIMADI exchange rate mechanisms and replacing them with a dual exchange rate system, which consists
of a protected DIPRO exchange rate, with a rate fixed at 10 Bsf per U.S. dollars and, also, a floating exchange rate
known as the DICOM. The DIPRO rate is only available for payment of certain imports of essential goods in the food
and health sectors while the DICOM governs all other transactions not covered by the DIPRO. In light of these
changes to the foreign exchange controls, during the first quarter of 2016 the Company re-assessed Kelko Venezuela’s
access to U.S. dollars, the impact on the operations of Kelko Venezuela, and the impact on the Company’s equity
investment and other related assets. The Company did not believe it had access to the DIPRO and, therefore, believed
the DICOM to be the exchange rate system available to Kelko Venezuela, which resulted in a currency conversion
charge of $0.1 million, or $0.01 per diluted share, in the first quarter of 2016. Due to ongoing economic and political
instability in Venezuela, the DICOM BsF per U.S dollar exchange rate significantly devalued during the second
quarter of 2017. This resulted in the Company recording a currency conversion charge of $0.3 million, or $0.03 per
diluted share, in the second quarter of 2017, to write down the Company’s equity investment to the current DICOM
exchange rate. These currency conversion charges were recorded through equity in net income of associated
companies in the Company’s Condensed Consolidated Statement of Income for each period, respectively. As of June
30, 2017, the Company’s equity investment in Kelko Venezuela was $0.2 million, valued at the current DICOM
exchange rate of approximately 2,637 BsF per U.S. dollar.

13
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As part of the Company’s chemical management services, certain third-party product sales to customers are managed
by the Company. Where the Company acts as a principal, revenue is recognized on a gross reporting basis at the
selling price negotiated with customers. Where the Company acts as an agent, such revenue is recorded using net
reporting of service revenue, at the amount of the administrative fee earned by the Company for ordering the goods.
Third-party products transferred under arrangements resulting in net reporting totaled $11.4 million and $21.8 million
for the three and six months ended June 30, 2017, respectively. Comparatively, third-party products transferred under
arrangements resulting in net reporting totaled $11.0 million and $22.1 million for the three and six months ended
June 30, 2016, respectively.

Note 2 — Houghton Combination

On April 4, 2017, Quaker entered into a share purchase agreement with Gulf Houghton Lubricants, Ltd. to purchase

the entire issued and outstanding share capital of Houghton International, Inc. (“Houghton”) (herein referred to as “the
Combination”). The shares will be bought for aggregate purchase consideration consisting of: (i) $172.5 million in
cash; (ii) a number of shares of common stock, $1.00 par value per share, of the Company comprising 24.5% of the
common stock outstanding upon the closing of the Combination; and (iii) the Company’s assumption of Houghton’s net
indebtedness as of the closing of the Combination, which is estimated to be approximately $690 million. At closing,
the total aggregate purchase consideration is dependent on the Company’s stock price and the level of Houghton’s
indebtedness.

The Company secured $1.15 billion in commitments from Bank of America Merrill Lynch and Deutsche Bank to fund
the Combination and to provide additional liquidity. As of June 30, 2017, the Company replaced these commitments
with a syndicated bank agreement (“the New Credit Facility”) with a group of lenders for $1.15 billion. Funding of the
New Credit Facility is contingent upon closing of the Combination, and the Company will only incur interest costs to
maintain the banks’ committed capital until closing. The New Credit Facility will include a $400.0 million
multicurrency revolver, a $575.0 million USD term loan and a

6
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Quaker Chemical Corporation
Notes to Condensed Consolidated Financial Statements - Continued
(Dollars in thousands, except share and per share amounts, unless otherwise stated)

(Unaudited)

$175.0 million EUR equivalent term loan, each with a five year term from the date the New Credit Facility becomes
effective. The maximum amount available under the New Credit Facility can be increased by $200.0 million at the
Company’s option if the lenders agree and the Company satisfies certain conditions. Borrowings under the New Credit
Facility will generally bear interest at a base rate or LIBOR rate plus a margin, which the Company currently
estimates the annual floating rate cost will be in the 3.25% area based on current market interest rates. Access to the
New Credit Facility will be dependent on meeting certain financial and other covenants, but primarily depends on the
Company’s consolidated net debt to adjusted EBITDA ratio which cannot exceed 4.25 to 1 and the Company’s
consolidated adjusted EBITDA to interest expense ratio which cannot be lower than 3.0 to 1. Both the USD and EUR
equivalent term loans will have quarterly principal amortization during their respective five year terms, with 5%
amortization of the principal balance due in years 1 and 2, 7.5% in year 3, and 10% in years 4 and 5, with the
remaining principal amounts due at maturity.

In addition, the issuance of the Company’s shares at closing of the Combination is subject to approval by Quaker’s
shareholders under the rules of the New York Stock Exchange. The Company expects to seek approval of the share
issuance at a meeting of the Company’s shareholders in the third quarter of 2017. Also, the Combination is subject to
regulatory approval in the United States, Europe, China and Australia. During July 2017, the Company received
regulatory approval from China. Depending on the shareholder and regulatory approvals noted above, as well as other
customary terms and conditions set forth in the share purchase agreement, the Company currently estimates closing of
the Combination to occur either in the fourth quarter of 2017 or the first quarter of 2018.

The Company incurred costs of $4.3 million, or $0.27 per diluted share, and $13.4 million, or $0.95 per diluted share,
during the three and six months ending June 30, 2017, respectively, for certain legal, regulatory, environmental,
financial, and other advisory and consultant costs related to due diligence, as well as integration planning and
financing costs associated with the Combination. There were no similar costs incurred during the same periods of
2016. As of June 30, 2017 and December 31, 2016, the Company had current liabilities related to the Combination of
$3.8 million and $0.5 million, respectively, primarily recorded within other current liabilities on its Condensed
Consolidated Balance Sheets.

Note 3 Recently Issued Accounting Standards

The Financial Accounting Standards Board ("FASB") issued an accounting standard update in May 2017 to clarify
when changes to the terms or conditions of a share-based payment award must be accounted for as modifications.
This accounting standard update will reduce diversity in practice and result in fewer changes to the terms of an award
being accounted for as modifications. This accounting standard update will allow companies to make certain changes
to awards without accounting for them as modifications and an entity is not required to estimate the value of the award
immediately before and after the change if the change doesn’t affect any of the inputs to the model used to value the
award. The guidance within this accounting standard update is effective for annual and interim periods beginning
after December 15, 2017. The guidance within this accounting standard update should be applied prospectively to
awards modified on or after the adoption date. Early adoption is permitted including adoption in any interim period
for which financial statements have not been issued or made available for issuance. During the second quarter of
2017, the Company elected to early adopt this guidance with no impact to its financial statements.

15
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The FASB issued an accounting standard update in March 2017 to improve the presentation of net periodic pension
and postretirement benefit cost. Defined benefit pension and postretirement benefit costs (“net benefit cost”) comprise
several components that reflect different aspects of an employer’s financial arrangements as well as the cost of benefits
provided to employees. This accounting standard update requires that an employer disaggregate the service cost
component from the other components of net benefit cost, provides explicit guidance on how to present the service
cost component and the other components of net benefit cost in the income statement and allows only the service cost
component of net benefit cost to be eligible for capitalization. The guidance within this accounting standard update
should be applied retrospectively for the presentation of the service cost component and the other components of net
periodic benefit cost in the income statement and prospectively for the capitalization of the service cost component of
net periodic benefit in assets. This accounting standard update is effective for annual periods beginning after
December 15, 2017, including interim periods within those annual periods. Early adoption is permitted as of the
beginning of an annual period for which financial statements (interim or annual) have not been issued or made
available for issuance. During the first quarter of 2017, the Company elected to early adopt the guidance within this
accounting standard update, including the use of a practical expedient which allows the Company to use amounts
previously disclosed in its pension and other postretirement benefits note for the prior period as the estimation basis
for applying the required retrospective presentation. Adoption of this guidance resulted in a reclassification to the
Company’s Condensed Consolidated Statement of Income for the three and six months ended June 30, 2016, as
previously reported cost of goods sold (“COGS”’) were reduced by $0.2 and $0.3 million, respectively, and selling,
general and administrative expenses (“SG&A”) were reduced by $0.4 million and $0.9 million, respectively, with a
corresponding increase to other expense, net, of $0.6 million and $1.2 million, respectively. In addition, these
required retrospective reclassifications resulted in an immaterial adjustment to previously reported direct operating
earnings within the Company’s reportable operating

16
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Quaker Chemical Corporation
Notes to Condensed Consolidated Financial Statements - Continued
(Dollars in thousands, except share and per share amounts, unless otherwise stated)

(Unaudited)

segment disclosures for the three and six months ended June 30, 2016, respectively. See Note 4, Note 7 and Note 8 of
Notes to Condensed Consolidated Financial Statements.

The FASB issued an accounting standard update in January 2017 simplifying the test for goodwill impairment by
eliminating the Step 2 computation. The accounting standard update modifies the concept of impairment from the
condition that exists when the carrying amount of goodwill exceeds its implied fair value to the condition that exists
when the carrying amount of a reporting unit exceeds its fair value. The guidance removes the requirement to
determine a goodwill impairment by calculating the implied fair value of goodwill by assigning the fair value of a
reporting unit to all of its assets and liabilities as if that reporting unit had been acquired in a business combination.
The guidance within this accounting standard update should be applied on a prospective basis, and is effective for
annual or interim goodwill impairment tests in fiscal years beginning after December 15, 2019. Early adoption is
permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017. The
Company is still evaluating the guidance but currently anticipates early adoption of the accounting standard update for
its next annual goodwill impairment test during 2017, and does not expect a material impact to its financial
statements.

The FASB issued an accounting standard update in January 2017 to clarify the definition of a business with the
objective of adding guidance to assist companies with evaluating whether transactions should be accounted for as
acquisitions (or disposals) of assets or businesses. The amendments in this accounting standard update provide a more
robust framework to use in determining when a set of assets and activities is a business. The guidance within this
accounting standard update is effective for annual and interim periods beginning after December 15, 2017. Early
adoption is permitted in limited circumstances, and the amendments in this accounting standard update should be
applied prospectively, with no disclosures required at transition. The Company does not currently meet the criteria for
early application of the amendments and therefore has not early adopted the guidance. The Company will evaluate the
potential impact of this guidance on future transactions, as applicable.

The FASB issued an accounting standard update in November 2016 requiring that the statement of cash flows explain
both the change in the total cash and cash equivalents, and, also, the amounts generally described as restricted cash or
restricted cash equivalents. This will require amounts generally described as restricted cash or restricted cash
equivalents be included with cash and cash equivalents when reconciling the beginning and ending amounts shown on
the statement of cash flows. The guidance within this accounting standard update is effective for annual and interim
periods beginning after December 15, 2017. Early adoption is permitted and the guidance requires application using a
retrospective transition method to each period presented when adopted. While permitted, the Company has not early
adopted the guidance and is currently evaluating the appropriate implementation strategy. Adoption of the guidance
will not have an impact on the Company’s earnings or balance sheet but will result in changes to certain disclosures
within the statement of cash flows, notably cash flows from investing activities.

The FASB issued an accounting standard update in August 2016 to standardize how certain transactions are classified
in the statement of cash flows. Specific transactions covered by the accounting standard update include debt
prepayment or debt extinguishment costs, settlement of zero-coupon debt instruments, contingent consideration
payments made after a business combination, proceeds from the settlement of insurance claims, proceeds from the
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settlement of corporate and bank owned life insurance policies, distributions received from equity method investments
and beneficial interest in securitization transactions. The guidance within this accounting standard update is effective
for annual and interim periods beginning after December 15, 2017. Early adoption is permitted, provided that all of
the amendments are adopted in the same period. The guidance requires application using a retrospective transition
method. While permitted, the Company has not early adopted the guidance and is currently evaluating the appropriate
implementation strategy. Adoption of the guidance will not have an impact on the Company’s earnings or balance
sheet but may result in certain reclassifications on the statement of cash flows, including reclassifications between
cash flows from operating activities, investing activities and financing activities, respectively.

The FASB issued an accounting standard update in March 2016 involving several aspects of the accounting for
share-based payment transactions, including the income tax consequences, classification of awards as either equity or
liabilities, use of a forfeiture rate, and classification on the statement of cash flows. The guidance within this
accounting standard update was effective for annual and interim periods beginning after December 15, 2016. When
adopted, application of the guidance will vary based on each aspect of the update, including adoption under
retrospective, modified retrospective or prospective approaches. Early adoption was permitted. During the first
quarter of 2017, the Company adopted the guidance within the accounting standard update as required. The impact of
adoption for the Company included the elimination of recording the tax effects of deductions in excess of
compensation cost through equity as the guidance in this accounting standard update requires all tax effects related to
share-based payments to now be recorded through the income statement. The tax effects of awards are required to be
treated as discrete items in the interim reporting period in which the stock compensation-related tax benefits occur. In
addition, when applying the treasury stock method for computing diluted earnings per share, there are no longer
assumed proceeds from the stock compensation-related tax benefits and as a result, there are fewer shares considered
to be repurchased in the calculation. This results in an assumption of more incremental shares being issued upon the
exercise of share-based payment awards; therefore, equity awards will have a more dilutive effect on earnings per
share. As required, the Company has applied these changes in the guidance prospectively, beginning in the first
quarter of 2017. The result of
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Quaker Chemical Corporation
Notes to Condensed Consolidated Financial Statements - Continued
(Dollars in thousands, except share and per share amounts, unless otherwise stated)

(Unaudited)

these changes was a tax benefit of $0.5 million and $0.8 million recorded during the three and six months ended June
30, 2017, respectively, and an immaterial number of dilutive shares added to the Company’s earnings per share
calculation for the three and six months ended June 30, 2017, respectively. In addition, all tax-related cash flows
resulting from share-based payments are now required to be reported as operating activities in the statement of cash
flows under this new guidance. Either prospective or retrospective transition of this provision was permitted, and the
Company has elected to apply the cash flow classification guidance on a prospective basis, consistent with the
prospective transition for the treatment of excess tax benefits in the income statement. Lastly, the accounting standard
update permitted Companies to make an accounting policy election to account for forfeitures as they occur for service
condition aspects of certain share-based awards, rather than estimating forfeitures each period. While permitted, the
Company has not elected to make this accounting policy decision, and instead has elected to continue utilizing a
forfeiture rate assumption. Based on historical experience, the Company has assumed a forfeiture rate of 13% on
certain of its nonvested stock awards. See Note 6, Note 9 and Note 10 of Notes to Condensed Consolidated Financial
Statements.

The FASB issued an accounting standard update in February 2016 regarding the accounting and disclosure for leases.
Specifically, the update will require entities that lease assets to recognize the assets and liabilities for the rights and
obligations created by those leases on the balance sheet, in most instances. The guidance within this accounting
standard update is effective for annual and interim periods beginning after December 15, 2018, and should be applied
on a modified retrospective basis for the reporting periods presented. Early adoption is permitted. The Company has
not early adopted and is currently evaluating the potential impact of this guidance and an appropriate implementation
strategy. The Company has begun its impact assessment, including taking an inventory of its outstanding leases
globally. While the Company’s evaluation of this guidance is in the early stages, the Company currently expects
adoption of this guidance to have an impact on its balance sheet.

The FASB issued an accounting standard update in May 2014 regarding the accounting for and disclosure of revenue
recognition. Specifically, the update outlined a single comprehensive model for entities to use in accounting for
revenue arising from contracts with customers, which will be common to both U.S. GAAP and International Financial
Reporting Standards. The guidance was effective for annual and interim periods beginning after December 15, 2016,
and allowed for full retrospective adoption of prior period data or a modified retrospective adoption. Early adoption
was not permitted. In August 2015, the FASB issued an accounting standard update to delay the effective date of the
new revenue standard by one year, or, in other words, to be effective for annual and interim periods beginning after
December 15, 2017. Entities are permitted to adopt the new revenue standard early but not before the original
effective date. During 2016, the FASB issued a series of accounting standard updates to clarify and expand on the
implementation guidance, including principal versus agent considerations, identification of performance obligations,
licensing, other technical corrections and adding certain practical expedients. The amendments in these 2016 updates
did not change the core principles of the guidance previously issued in May 2014.

During 2016, the Company reviewed its historical accounting policies and practices to identify potential differences
with the requirements of the new revenue recognition standard, as it related to the Company’s contracts and sales
arrangements. As of June 30, 2017, the Company has nearly completed its impact assessment for the implementation
of the new revenue recognition guidance. This impact assessment and work performed to date included global and

19



Edgar Filing: QUAKER CHEMICAL CORP - Form 10-Q

cross functional interviews and questionnaires, sales agreement and other sales document reviews, as well as technical
considerations for the Company’s future transactional accounting, financial reporting and disclosure requirements. The
Company expects to adopt the guidance in the first quarter of 2018, as required, using a modified retrospective
adoption approach. Also, the Company has begun preliminary considerations for how the new revenue recognition
guidance may impact Houghton, as it pertains to the potential Combination. The Company anticipates using the
second half of 2017 to finalize all aspects of its impact assessment, including its materiality assessment for accounting
requirements specific to certain of the Company’s sales arrangements, as well as further develop its considerations for
the potential Houghton Combination. Based on information reviewed to date and the draft impact assessment
conclusions reached, the Company does not expect its adoption of this revenue recognition guidance to have a
material impact on its reported earnings, cash flows, or balance sheet; however, the Company does expect its adoption
to increase the amount and level of disclosures concerning the Company’s net sales.

Note 4 — Business Segments

The Company’s reportable operating segments are organized by geography as follows: (i) North America, (ii) Europe,
Middle East and Africa (“EMEA”), (iii) Asia/Pacific and (iv) South America. Operating earnings, excluding indirect
operating expenses, for the Company’s reportable operating segments is comprised of revenues less COGS and SG&A
directly related to the respective region’s product sales. The indirect operating expenses consist of SG&A not directly
attributable to the product sales of each respective reportable operating segment. Other items not specifically
identified with the Company’s reportable operating segments include interest expense, interest income, license fees
from non-consolidated affiliates, amortization expense and other expense, net.
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(Unaudited)

The following table presents information about the performance of the Company’s reportable operating segments for
the three and six months ended June 30, 2017 and 2016:

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016

Net sales

North America $ 90,331 $ 83,088 $ 177,672  $ 165,460

EMEA 54,507 53,108 108,434 100,757

Asia/Pacific 47,724 43,151 92,874 84,663

South America 8,621 7,568 17,112 14,112
Total net sales $ 201,183  $ 186,915 $ 396,092 $ 364,992
Operating earnings, excluding indirect operating
expenses

North America $ 19,621 $ 20,255 $ 40,258 $ 38,937

EMEA 8,217 8,936 17,463 17,045

Asia/Pacific 11,812 11,080 22,055 22,128

South America 1,064 338 1,861 23
Total Qperatlng earnings, excluding indirect 40714 40,609 81,637 78.133
operating expenses
Combination-related expenses (4,338) — (13,413) —
Nonoperating charges (16,642) (16,096) (32,959) (32,005)
Amortization expense (1,831) (1,812) (3,604) (3,589)
Consolidated operating income 17,903 22,701 31,661 42,539
Other expense, net (1,571) (337) (1,676) (235)
Interest expense (780) (727) (1,436) (1,468)
Interest income 540 545 1,063 893
Consolidated income before taxes and equity in
net income of

associated companies $ 16,092  $ 22,182 % 20612 $ 41,729

Inter-segment revenues for the three and six months ended June 30, 2017 were $2.5 million and $4.6 million for North
America, $5.0 million and $9.8 million for EMEA, less than $0.1 million and $0.1 million for Asia/Pacific,
respectively, and less than $0.1 million for South America in both periods. Inter-segment revenues for the three and
six months ended June 30, 2016 were $1.9 million and $3.8 million for North America, $3.9 million and $7.8 million
for EMEA, less than $0.1 million and $0.3 million for Asia/Pacific, respectively, and less than $0.1 million for South
America in both periods. However, all inter-segment transactions have been eliminated from each reportable
operating segment’s net sales and earnings for all periods presented above.

Note 5 Restructuring and Related Activities
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In response to weak economic conditions and market declines in many regions, Quaker’s management approved a
global restructuring plan in the fourth quarter of 2015 (the “2015 Program”) to reduce its operating costs. The 2015
Program included the re-organization of certain commercial functions, the consolidation of certain distribution,
laboratory and administrative offices, and other related severance charges. The 2015 Program included provisions for
the reduction of total headcount of approximately 65 employees globally. Employee separation benefits varied
depending on local regulations within certain foreign countries and included severance and other benefits. The
Company completed all of the remaining initiatives under the 2015 Program during the second quarter of 2017 and
does not expect to incur further restructuring charges under this program.

10
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(Unaudited)

Restructuring activity recognized by reportable operating segment in connection with the 2015 Program during the six
months ended June 30, 2017 is as follows:

North
America EMEA Total

Accrued restructuring as of December 31,2016  $ 196 $ 474 $ 670

Restructuring charges and

adjustments (126) 126 —

Cash payments (70) (605) (675)

Currency translation adjustments — 5 5
Accrued restructuring as of June 30, 2017 $ -3 —$ —

Note 6 — Stock-Based Compensation

The Company recognized the following stock-based compensation expense in SG&A in its Condensed Consolidated
Statements of Income for the three and six months ended June 30, 2017 and 2016:

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016

Stock options $ 244 $ 216 $ 471 417
Nonvested stock awards and restricted stock

units 795 745 1,597 1,593
Employee stock purchase plan 21 20 44 43
Non-elective and elective 401(k) matching

contribution in stock — 587 64 1,276
Director stock ownership plan 32 57 69 94
Total stock-based compensation expense $ 1,092 $ 1,625 $ 2,245  $ 3,423

During the first quarter of 2017, the Company began matching non-elective and elective 401(k) contributions in cash
rather than stock. The Company’s estimated taxes payable as of June 30, 2016 was sufficient to fully recognize $0.1
million of excess tax benefits related to stock option exercises as cash inflows from financing activities in its
Condensed Consolidated Statements of Cash Flows, for the six months ended June 30, 2016.

During the first quarter of 2017, the Company granted stock options under its long-term incentive plan (“LTIP”) that are
subject only to time vesting over a three-year period. For the purposes of determining the fair value of stock option
awards, the Company used the Black-Scholes option pricing model and the assumptions set forth in the table below:

Number of options granted 42,477
Dividend yield 1.49%
Expected volatility 25.52%
Risk-free interest rate 1.67%
Expected term (years) 4.0

23



Edgar Filing: QUAKER CHEMICAL CORP - Form 10-Q

The fair value of these options is amortized on a straight-line basis over the vesting period. As of June 30, 2017,
unrecognized compensation expense related to options granted was $1.7 million, to be recognized over a weighted
average remaining period of 2.1 years. There were no stock options granted in the second quarter of 2017.

During the first six months of 2017, the Company granted 17,315 nonvested restricted shares and 1,332 nonvested
restricted stock units under its LTIP plan that are subject only to time vesting, generally over a three-year period. The
fair value of these awards is based on the trading price of the Company’s common stock on the date of grant. The
Company adjusts the grant date fair value of these awards for expected forfeitures based on historical experience. As
of June 30, 2017, unrecognized compensation expense related to the nonvested shares was $3.4 million, to be
recognized over a weighted average remaining period of 1.8 years, and unrecognized compensation expense related to
nonvested restricted stock units was $0.2 million, to be recognized over a weighted average remaining period of 2.1
years.

11
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Note 7 — Pension and Other Postretirement Benefits

(Unaudited)

The components of net periodic benefit cost for the three and six months ended June 30, 2017 and 2016 are as

Three Months Ended June 30,

follows:

Pension Benefits

2017 2016

Service cost $ 871 $ 683 $
Interest cost 1,003 1,122
Expected return on
plan assets (1,255) (1,354)
Settlement charge 1,860 —
Actuarial loss
amortization 792 812
Prior service cost
amortization (25) (26)
Net periodic
benefit cost $ 3,246 $ 1,237  $

2017

Postretirement

Other
Benefits
1 3

39
22
62 $

2016
43

39

15

58 $

Six Months Ended June 30,

2017
1,789 $
2,011

(2,581)
1,860

1,661
(43)

4,692 $

Pension Benefits

2016

1,353 $

2,233

(2,698)

1,620

(5D

2457 $

2017

Other
Postretirement
Benefits
2016
4 $ 8
72 78
27 30
103 $ 116

During the second quarter of 2017, the Company’s U.S. pension plan offered a cash settlement to its vested terminated

participants, which allowed them to receive the value of their pension benefits as a single lump sum payment. As
payments from the U.S. pension plan for this cash out offering exceeded the service and interest cost components of

the U.S. pension plan expense for 2017, the Company recorded a settlement charge of approximately $1.9 million, or
$0.09 per diluted share. This settlement charge represents the immediate recognition into expense of a portion of the

unrecognized loss within accumulated other comprehensive loss (“AOCI”) on the balance sheet in proportion to the

share of the projected benefit obligation that was settled by these payments. The gross pension benefit obligation was
reduced by approximately $4.0 million as a result of these payments. The settlement charge was recognized through

other expense, net, on the Company’s Condensed Consolidated Statement of Income for the three and six months

ended June 30, 2017.

Employer Contributions

The Company previously disclosed in its financial statements for the year ended December 31, 2016, that it expected

to make minimum cash contributions of $7.8 million to its pension plans and $0.5 million to its other postretirement
benefit plans in 2017. As of June 30, 2017, $4.8 million and $0.2 million of contributions have been made to the

Company’s pension plans and its postretirement benefit plans, respectively.

Note 8 — Other Expense, Net
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The components of other expense, net, for the three and six months ended June 30, 2017 and 2016 are as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016

Income from third party license fees $ 202§ 177 $ 471 % 449
Foreign exchange gains, net 249 2 35 314
Gain (loss) on fixed asset disposals, net 13 (D) 28 4
Non-income tax refunds and other related

credits 324 40 618 61
Pension and postretirement benefit costs,

non-service components (2,436) (608) (3,002) (1,212)
Other non-operating income 110 87 241 211
Other non-operating expense (33) (34) 67) (62)
Other expense, net $ 1,571) % (337 $ (1,676) $ (235)

12
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(Unaudited)

Note 9 — Income Taxes and Uncertain Income Tax Positions

The Company’s effective tax rate for the three months ended June 30, 2017 was 26.2% compared to 32.6% for the
three months ended June 30, 2016. The Company’s effective tax rate for the six months ended June 30, 2017 was
37.4% compared to 32.5% for the six months ended June 30, 2016. The Company’s effective tax rates for the three
and six months ended June 30, 2017, respectively, include the impact of certain non-deductible Houghton
combination-related expenses, as well as tax benefits for deductions in excess of compensation cost associated with
stock option exercises and restricted stock vesting. There were no comparable non-deductible combination-related
expenses or stock compensation-related tax benefits recorded through tax expense during the three or six months
ended June 30, 2016. The Company’s effective tax rates for the three and six months ended June 30, 2016,
respectively, reflect earnings taxed at one of the Company’s subsidiaries at a statutory rate of 25% while awaiting
recertification of a concessionary 15% tax rate, which the Company received and recorded the full year benefit of
during the fourth quarter of 2016. This concessionary tax rate was available to the Company during the three and six
months ended June 30, 2017.

As of June 30, 2017, the Company’s cumulative liability for gross unrecognized tax benefits was $6.9 million. As of
December 31, 2016, the Company’s cumulative liability for gross unrecognized tax benefits was $6.2 million.

The Company continues to recognize interest and penalties associated with uncertain tax positions as a component of
taxes on income before equity in net income of associated companies in its Condensed Consolidated Statements of
Income. The Company recognized an expense of $0.1 million and a credit of $0.1 million for interest, and an expense
of $0.1 million and $0.1 million for penalties in its Condensed Consolidated Statement of Income for the three and six
months ended June 30, 2017, respectively. The Company recognized expense of $0.1 million and $0.1 million for
interest and expense of $0.2 million and $0.2 million for penalties in its Condensed Consolidated Statement of Income
for the three and six months ended June 30, 2016, respectively. As of June 30, 2017, the Company had accrued $0.7
million for cumulative interest and $1.9 million for cumulative penalties in its Condensed Consolidated Balance
Sheets, compared to $0.7 million for cumulative interest and $1.6 million for cumulative penalties accrued at
December 31, 2016.

During the six months ended June 30, 2017 and 2016, the Company recognized a decrease of $0.4 million and $0.8
million, respectively, in its cumulative liability for gross unrecognized tax benefits due to the expiration of the
applicable statutes of limitations for certain tax years.

The Company estimates that during the year ending December 31, 2017 it will reduce its cumulative liability for gross
unrecognized tax benefits by approximately $1.2 to $1.3 million due to the expiration of the statute of limitations with
regard to certain tax positions. This estimated reduction in the cumulative liability for unrecognized tax benefits does
not consider any increase in liability for unrecognized tax benefits with regard to existing tax positions or any increase
in cumulative liability for unrecognized tax benefits with regard to new tax positions for the year ending December
31, 2017.
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The Company and its subsidiaries are subject to U.S. Federal income tax, as well as the income tax of various state
and foreign tax jurisdictions. Tax years that remain subject to examination by major tax jurisdictions include Brazil
from 2000, Italy from 2007, the Netherlands and the United Kingdom from 2011, Spain and China from 2012, the
United States from 2013, and various domestic state tax jurisdictions from 2007.

As previously reported, the Italian tax authorities have assessed additional tax due from the Company’s subsidiary,
Quaker Italia S.r.1., relating to the tax years 2007 through 2013. The Company has filed for competent authority
relief from these assessments under the Mutual Agreement Procedures of the Organization for Economic
Co-Operation and Development for all years except 2007. As of June 30, 2017, the Company believes it has adequate
reserves, where merited, for uncertain tax positions with respect to all of these audits.

13
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Note 10 — Earnings Per Share

The following table summarizes earnings per share calculations for the three and six months ended June 30, 2017 and
2016:

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016
Basic earnings per common share
Net income attributable to Quaker Chemical Corporation $ 11,906 $ 15,015 $ 18,898 $ 27,961

Less: income allocated to participating securities (82) (130) (145) (243)
Net income available to common shareholders $ 11,824 $ 14,885 $ 18,753 $ 27,718
Basic weighted average common shares outstanding 13,195,053 13,126,134 13,185,627 13,121,470
Basic earnings per common share $ 0.90 $ 1.13 $ 1423 2.11

Diluted earnings per common share
Net income attributable to Quaker Chemical Corporation $ 11,906 $ 15,015 $ 18,898 $ 27,961

Less: income allocated to participating securities (82) (130) (145) (243)
Net income available to common shareholders $ 11,824 $ 14,885 $ 18,753 $ 27,718
Basic weighted average common shares outstanding 13,195,053 13,126,134 13,185,627 13,121,470
Effect of dilutive securities 45,226 18,579 45,310 15,183
Diluted weighted average common shares outstanding 13,240,279 13,144,713 13,230,937 13,136,653
Diluted earnings per common share $ 0.89 $ 1.13 $ 1423 2.11

Certain stock options and restricted stock units are not included in the diluted earnings per share calculation since the
effect would have been anti-dilutive. The calculated amount of anti-diluted shares not included were 5,278 and 4,894
for the three and six months ended June 30, 2017, respectively, and 3,506 and 7,667 for the three and six months
ended June 30, 2016, respectively.

Note 11 — Goodwill and Other Intangible Assets

The Company has historically completed its annual goodwill impairment test as of the end of the third quarter of each
year, or more frequently if triggering events indicate a possible impairment in one or more of its reporting units. The
Company continually evaluates financial performance, economic conditions and other relevant developments in
assessing if an interim period impairment test for one or more of its reporting units is necessary. The Company has
recorded no impairment charges in its past.

Changes in the carrying amount of goodwill for the six months ended June 30, 2017 were as follows:

North South
America EMEA Asia/Pacific America Total
Balance as of December 31, 2016 $ 45490 $ 18,189 $ 14,566 $ 2,559 $ 80,804
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Goodwill additions 1,832 — — — 1,832
Currency translation adjustments 255 1,465 447 41 2,126
Balance as of June 30, 2017 $ 47577 $ 19,654 $ 15,013 $ 2,518 $ 84,762

Gross carrying amounts and accumulated amortization for definite-lived intangible assets as of June 30, 2017 and
December 31, 2016 were as follows:

Gross Carrying Accumulated
Amount Amortization
2017 2016 2017 2016
Customer lists and rights to sell $ 75,844 $ 71,454 $ 22,764 $ 20,043
Trademarks, formulations and product 32,618 31.436 13,143 11,748
technology
Other 6,090 6,023 5,339 5,151
Total definite-lived intangible assets $ 114,552 $ 108913 $ 41,246 $ 36,942
14
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The Company recorded $1.8 million and $3.6 million of amortization expense for the three and six months ended June
30, 2017, respectively. Comparatively, the Company recorded $1.8 million and $3.6 million of amortization expense
for the three and six months ended June 30, 2016, respectively. Estimated annual aggregate amortization expense for
the current year and subsequent five years is as follows:

For the year ended December 31, 2017 $ 7,387
For the year ended December 31, 2018 7,246
For the year ended December 31, 2019 7,144
For the year ended December 31, 2020 6,862
For the year ended December 31, 2021 6,491
For the year ended December 31, 2022 6,370

The Company has two indefinite-lived intangible assets totaling $1.1 million for trademarks at June 30, 2017 and
December 31, 2016.

Note 12 — Debt

The Company’s primary credit facility (“the Credit Facility”) is a $300.0 million syndicated multicurrency credit
agreement with a group of lenders. During the second quarter of 2017, the Credit Facility was amended and restated
to extend the maturity date from June 2018 to June 2019. All other key terms of the Credit Facility agreement
remained the same. The maximum amount available under the Credit Facility can be increased to $400.0 million at
the Company’s option if the lenders agree and the Company satisfies certain conditions. Borrowings under the Credit
Facility generally bear interest at a base rate or LIBOR rate plus a margin. Access to the Credit Facility is dependent
on meeting certain financial and other covenants, but primarily depends on the Company’s consolidated net debt to
adjusted EBITDA ratio, which cannot exceed 3.50 to 1. As of June 30, 2017 and December 31, 2016, the Company’s
consolidated net debt to adjusted EBITDA ratio was below 1.0 to 1, and the Company was also in compliance with all
of its other covenants. As of June 30, 2017 and December 31, 2016, the Company had total credit facility borrowings
of $56.1 million and $47.9 million, respectively, primarily under the Credit Facility. The Company’s other outstanding
debt obligations as of June 30, 2017 and December 31, 2016 were primarily industrial development bonds and
municipality-related loans.

Note 13 — Equity

In May 2015, the Company’s Board of Directors authorized a share repurchase program for the repurchase of up to
$100.0 million of Quaker Chemical Corporation common stock (the “2015 Share Repurchase Program™). The 2015
Share Repurchase Program has no expiration date. The 2015 Share Repurchase Program provides a framework of
conditions under which management can repurchase shares of the Company’s common stock. These purchases may be
made in the open market or in private and negotiated transactions and will be in accordance with applicable laws,

rules and regulations. In connection with the 2015 Share Repurchase Program, the Company acquired 83,879 shares
of common stock for $5.9 million during the six months ended June 30, 2016. There were no share repurchases under
the 2015 Share Repurchase Program during the six months ended June 30, 2017. The Company has elected not to
hold treasury shares, and, therefore, has retired the shares as they are repurchased. It is the Company’s accounting
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policy to record the excess paid over par value as a reduction in retained earnings for all shares repurchased.
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The following tables present the changes in equity, net of tax, for the three and six months ended June 30, 2017 and

2016:
Accumulated
Capital in Other
Common Excess of Retained ComprehensiviNoncontrolling
Stock  Par Value Earnings Loss Interest Total
Balance at March 31, 2017 $ 13291 $ 112,838 $ 366,819 $ (81,961) $ 10,988 $ 421,975
Net income — — 11,906 — 435 12,341
Amounts reported in other
comprehensive
income — — — 9,023 51 9,074
Dividends ($0.355 per share) — — 4,724) — — 4,724)
Share issuance and equity-based
compensation plans 19 909 — — — 928
Balance at June 30, 2017 $ 13,310 $ 113,747 $ 374,001 $ (72,938) $ 11,474 $ 439,594
Balance at March 31, 2016 $ 13,236 $ 107,950 $ 329,684 $ (68,002) $ 8,658 $ 391,526
Net income — — 15,015 — 390 15,405
Amounts reported in other
comprehensive
loss — — — (3,788) (153) (3,941)
Dividends ($0.345 per share) — — 4,572 — — 4,572
Share issuance and equity-based
compensation plans 14 1,769 — — — 1,783
Excess tax benefit from stock
option exercises — 32 — — — 32
Balance at June 30, 2016 $ 13,250 $ 109,751 $ 340,127 $ (71,790) $ 8,895 $ 400,233
Accumulated
Capital in Other
Common Excess of Retained ComprehensiviNoncontrolling
Stock  Par Value Earnings Loss Interest Total
Balance at December 31, 2016 $ 13278 $ 112,475 $ 364,414 $ (87,407) $ 9,846 $ 412,606
Net income — — 18,898 — 1,057 19,955
Amounts reported in other
comprehensive
income — — — 14,469 571 15,040
Dividends ($0.70 per share) — — (9,311 — — (9,311

Share issuance and equity-based
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compensation plans
Balance at June 30, 2017

Balance at December 31, 2015
Net income
Amounts reported in other
comprehensive
income (loss)
Repurchases of common stock
Dividends ($0.665 per share)
Share issuance and equity-based
compensation plans
Excess tax benefit from stock
option exercises
Balance at June 30, 2016

32
13,310 $

13,288 $

(84)

46

13,250 $

1,272

113,747 $ 374,001 $

106,333 $ 326,740 $

3,282

136

27,961

(5,775)
(8,799)

109,751 $ 340,127 $

16

(72,938) $

(73,316) $

1,526

(71,790) $

— 1,304
11,474 § 439,594

8,198 $ 381,243
788 28,749

91) 1,435
— (5,859)
— (8,799)

— 3,328

— 136
8,895 $ 400,233
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The following tables show the reclassifications from and resulting balances of accumulated other comprehensive loss
(“AOCT”) for the three and six months ended June 30, 2017 and 2016:

Balance at March 31, 2017
Other comprehensive income before
reclassifications
Amounts reclassified from AOCI
Current period other comprehensive income
(loss)
Related tax amounts
Net current period other comprehensive
income (loss)
Balance at June 30, 2017

Balance at March 31, 2016
Other comprehensive (loss) income before
reclassifications
Amounts reclassified from AOCI

Currency
Translation

Defined
Benefit

Adjustments Pension Plans

$ (47,327) $

7,265

7,265

7,265
$ (40,062) $

$ (33,873) $

(4,939)
&#t

Unrealized
Gain (Loss)
Available-for-
Sale
Securities Total
(35,850) $ 1,216 $ (81,961)
268 225 7,758
2,650 (275) 2,375
2,918 (50) 10,133
(1,127) 17 (1,110)
1,791 (33) 9,023
(34,059) $ 1,183 $ (72,938)
(35,064) $ 935 $ (68,002)
590 320 (4,029)
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