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[   ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to             

Commission file number 001-12019

QUAKER CHEMICAL CORPORATION

(Exact name of Registrant as specified in its charter)

Pennsylvania 23-0993790
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

One Quaker Park, 901 E. Hector Street,

Conshohocken, Pennsylvania 19428 – 2380
(Address of principal executive offices) (Zip Code)
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Registrant’s telephone number, including area code: 610-832-4000

Not Applicable

Former name, former address and former fiscal year, if changed since last report.

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes      [X]
    No    [  ]     

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).            Yes    [X]     No   [  ]     

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
a smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,”
“accelerated filer”, “smaller reporting company”, and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer  [X] Accelerated filer  [  ]
Non-accelerated filer  [  ]  (Do not check if smaller reporting
company)

Smaller reporting
company [  ]

Emerging growth company  [  ]

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.   [  ]
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  [  ]    No  [X]

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date.

Number of Shares of Common Stock

Outstanding on June 30, 2018 13,330,845
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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 Months Ended June

30, Six Months Ended June 30,

2018 2017 2018 2017
Net sales $ 221,962 $ 201,183 $ 434,017 $ 396,092
Cost of goods sold 141,025 129,348 277,633 253,370

Gross profit 80,937 71,835 156,384 142,722
Selling, general and administrative expenses 54,083 49,594 104,090 97,648
Combination-related expenses 4,291 4,338 9,500 13,413

Operating income 22,563 17,903 42,794 31,661
Other income (expense), net 261 (1,571) (108) (1,676)
Interest expense (1,602) (780) (3,294) (1,436)
Interest income 571 540 1,060 1,063

Income before taxes and equity in net income
of associated
companies 21,793 16,092 40,452 29,612

Taxes on income before equity in net income of
associated

companies 3,668 4,224 9,224 11,089
Income before equity in net income of
associated companies 18,125 11,868 31,228 18,523

Equity in net income of associated companies 1,245 473 929 1,432
Net income 19,370 12,341 32,157 19,955

Less: Net income attributable to noncontrolling
interest 124 435 179 1,057

Net income attributable to Quaker Chemical
Corporation $ 19,246 $ 11,906 $ 31,978 $ 18,898

Per share data:
Net income attributable to Quaker Chemical
Corporation

Common Shareholders – basic $ 1.44 $ 0.90 $ 2.40 $ 1.42
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Net income attributable to Quaker Chemical
Corporation

Common Shareholders – diluted $ 1.44 $ 0.89 $ 2.40 $ 1.42
Dividends declared $ 0.370 $ 0.355 $ 0.725 $ 0.700

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

2
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Quaker Chemical Corporation

Condensed Consolidated Statements of Comprehensive Income

(Dollars in thousands)

Unaudited
Three Months Ended June

30,
Six Months Ended June

30,
2018 2017 2018 2017

Net income $ 19,370 $ 12,341 $ 32,157 $ 19,955

Other comprehensive (loss) income, net of tax
Currency translation adjustments (17,111) 7,316 (10,252) 12,764
Defined benefit retirement plans 1,496 1,791 1,580 2,109
Unrealized (loss) gain on available-for-sale
securities (169) (33) (655) 167

Other comprehensive (loss) income (15,784) 9,074 (9,327) 15,040

Comprehensive income 3,586 21,415 22,830 34,995
Less: Comprehensive loss (income) attributable to

noncontrolling interest 47 (486) (103) (1,628)
Comprehensive income attributable to Quaker Chemical

Corporation $ 3,633 $ 20,929 $ 22,727 $ 33,367

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

3
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Quaker Chemical Corporation

Condensed Consolidated Balance Sheets

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

Unaudited

June 30,
December

31,
2018 2017

ASSETS
Current assets

Cash and cash equivalents $ 90,220 $ 89,879
Accounts receivable, net 213,548 208,358
Inventories

Raw materials and supplies 48,247 44,439
Work-in-process and finished goods 47,683 42,782

Prepaid expenses and other current assets 22,225 21,128
Total current assets 421,923 406,586

Property, plant and equipment, at cost 255,342 255,990
Less accumulated depreciation (171,975) (169,286)

Net property, plant and equipment 83,367 86,704
Goodwill 84,230 86,034
Other intangible assets, net 67,650 71,603
Investments in associated companies 21,778 25,690
Non-current deferred tax assets 12,602 15,661
Other assets 32,075 30,049

Total assets $ 723,625 $ 722,327

LIABILITIES AND EQUITY
Current liabilities

Short-term borrowings and current portion of long-term debt $ 5,689 $ 5,736
Accounts and other payables 96,815 97,732
Accrued compensation 17,648 22,846
Other current liabilities 31,556 29,384

Total current liabilities 151,708 155,698
Long-term debt 58,397 61,068
Non-current deferred tax liabilities 8,302 9,653
Other non-current liabilities 82,541 87,044

Total liabilities 300,948 313,463
Commitments and contingencies (Note 18)
Equity

Common stock, $1 par value; authorized 30,000,000 shares; issued and
outstanding 2018 – 13,330,845 shares; 2017 – 13,307,976 shares 13,331 13,308

Capital in excess of par value 94,984 93,528
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Retained earnings 387,498 365,182
Accumulated other comprehensive loss (74,351) (65,100)

Total Quaker shareholders’ equity 421,462 406,918
Noncontrolling interest 1,215 1,946
Total equity 422,677 408,864

Total liabilities and equity $ 723,625 $ 722,327

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

4

Edgar Filing: QUAKER CHEMICAL CORP - Form 10-Q

10



Quaker Chemical Corporation

Condensed Consolidated Statements of Cash Flows

(Dollars in thousands)

Unaudited
Six Months Ended June 30,

2018 2017
Cash flows from operating activities

Net income $ 32,157 $ 19,955
Adjustments to reconcile net income to net cash provided by operating
activities:

Depreciation 6,330 6,333
Amortization 3,698 3,604
Equity in undistributed earnings of associated companies, net of
dividends 3,352 (1,301)

Deferred compensation and other, net 177 268
Share-based compensation 1,975 2,245
Gain on disposal of property, plant, equipment and other assets (599) (28)
Insurance settlement realized (481) (446)
Combination-related expenses, net of payments (1,445) 3,306
Pension and other postretirement benefits (2,341) (439)

(Decrease) increase in cash from changes in current assets and current
liabilities, net of acquisitions:

Accounts receivable (10,873) 790
Inventories (11,301) (7,881)
Prepaid expenses and other current assets (2,323) (4,686)
Accounts payable and accrued liabilities 1,407 (213)
Restructuring liabilities — (675)

Net cash provided by operating activities 19,733 20,832

Cash flows from investing activities
Investments in property, plant and equipment (5,622) (5,242)
Payments related to acquisitions, net of cash acquired (500) (5,363)
Proceeds from disposition of assets 668 43
Insurance settlement interest earned 47 21

Net cash used in investing activities (5,407) (10,541)

Cash flows from financing activities
Proceeds from long-term debt — 6,753
Repayments of long-term debt (287) (373)
Dividends paid (9,453) (9,167)
Stock options exercised, other (496) (941)
Distributions to noncontrolling affiliate shareholders (834) —

Net cash used in financing activities (11,070) (3,728)
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Effect of foreign exchange rate changes on cash (3,346) 3,015

Net (decrease) increase in cash, cash equivalents and restricted cash (90) 9,578
Cash, cash equivalents and restricted cash at the beginning of the period 111,050 110,701
Cash, cash equivalents and restricted cash at the end of the period $ 110,960 $ 120,279

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

5
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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, 2018, 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, 2017.  

During the first quarter of 2018, the Company adopted guidance regarding the accounting for and disclosure of net
sales and revenue recognition.  The Company’s adoption, using the modified retrospective adoption approach, resulted
in certain adjustments to its Condensed Consolidated Balance Sheet as of December 31, 2017.  In addition, during the
first quarter of 2018, the Company adopted an accounting standard update requiring that the statement of cash flows
explain both the change in total cash and cash equivalents and also the amounts generally described as restricted cash
or restricted cash equivalents.  The guidance in this accounting standard update was required to be applied
retrospectively which resulted in certain adjustments to the Company’s Condensed Consolidated Statement of Cash
Flows for the six months ended June 30, 2017.  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.  The current Venezuelan exchange rate
system is 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 Company does not believe it has
access to the DIPRO and, therefore, believes the DICOM to be the exchange rate system available to Kelko
Venezuela.  Due to ongoing economic and political instability in Venezuela, the DICOM BsF per U.S. dollar
exchange rate significantly declined during both the first six months of 2018 and 2017.  This ongoing devaluation of
the DICOM BsF per U.S. dollar resulted in the Company recording a currency conversion charge of less than $0.1
million and $0.2 million in the three and six months ended June 30, 2018, respectively, and $0.3 million in both the
three and six months ended June 30, 2017, to remeasure its equity investment in Kelko Venezuela to the current
DICOM BsF per U.S. dollar exchange rate.  These currency conversion charges were recorded through equity in net
income of associated companies in the Company’s Condensed Consolidated Statements of Income for each period.  As
of June 30, 2018, the Company’s equity investment in Kelko Venezuela was less than $0.1 million, valued at the
current DICOM exchange rate of approximately 96,000 BsF per U.S. dollar.
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Based on various indices or index compilations currently being used to monitor inflation in Argentina as well as
recent economic instability, effective July 1, 2018, Argentina’s economy is now considered hyper-inflationary under
U.S. GAAP.  This determination had no impact on the Company’s results of operations as of and for the three and six
months ended June 30, 2018, but the Company does anticipate making the necessary functional currency changes for
its Argentina affiliate, Quaker Chemical S.A., during the third quarter of 2018. 

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 was approximately $690 million at signing.  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, and has since replaced these commitments with a syndicated bank
agreement (“the New Credit Facility”) with a group of lenders for $1.15 billion.  The New Credit Facility is contingent
upon and will not be effective until the closing of the Combination.  The Company anticipates extending the bank
commitment for the New Credit Facility through December 15, 2018 during the third quarter of 2018.  The New
Credit Facility is comprised of a $400.0 million multicurrency revolver, a $600.0 million USD term loan and a $150.0
million EUR equivalent term loan, each with a five-year term from the date 

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)

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 bear interest at a base rate or LIBOR rate plus a margin.  The
Company currently estimates the annual floating rate cost will be in the 3.50% to 3.75% range based on current
market interest rates.  The New Credit Facility will be subject to certain financial and other covenants, including
covenants that the Company’s consolidated net debt to adjusted EBITDA ratio cannot initially exceed 4.25 to 1 and the
Company’s consolidated adjusted EBITDA to interest expense ratio cannot be less 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.   Until closing, the Company will incur certain interest costs paid to
maintain the bank commitment (“ticking fees”), which began to accrue on September 29, 2017 and bear an interest rate
of 0.30% per annum.

The Company received regulatory approval for the Combination from China and Australia in 2017.  In addition, at a
shareholder meeting held during the third quarter of 2017, the Company’s shareholders approved the issuance of the
new shares of the Company’s common stock at closing of the Combination.  Currently, the closing of the Combination
is contingent upon customary closing conditions and the remaining regulatory approvals in the United States and
Europe.  The Company continues to be in productive discussions with the European Commission and Federal Trade
Commission regarding the Combination as well as potential buyers for the product lines to be divested and intends to
present a remedy that meets the needs of both regulatory authorities in the third quarter of 2018.  Based on the
information available to date, the Company expects to receive approval from the regulatory authorities and close the
Combination in the fourth quarter of 2018.

The Company incurred total costs of $4.5 million and $10.6 million during the three and six months ended June 30,
2018, and $4.3 million and $13.4 million during the three and six months ended June 30, 2017, respectively, related to
the Combination.  These costs included legal, environmental, financial, and other advisory and consultant costs related
to due diligence, regulatory and shareholder approvals and integration planning associated with the Combination, as
well as ticking fees and a gain on the sale of an available-for-sale asset specifically during the three and six months
ended June 30, 2018.  As of June 30, 2018 and December 31, 2017, the Company had current liabilities related to the
Combination of $4.0 million and $5.5 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 June 2018 to simplify the
accounting for share-based payment transactions with non-employees of the Company.  The guidance within this
accounting standard update generally requires that share-based payment transactions for acquiring goods or services
from non-employees of the Company be accounted for under the same guidance and model as all other share-based
payment transactions, including employees of the Company.  The guidance within this accounting standard update is
effective for annual and interim periods beginning after December 15, 2018.  Early adoption is permitted.  The
Company elected to early adopt the guidance within this accounting standard updated in the second quarter of 2018
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with no impact to its financial statements. 

The FASB issued an accounting standard update in February 2018 that allows a reclassification from accumulated
other comprehensive income (“AOCI”) to retained earnings for stranded tax effects resulting from the Tax Cuts and Jobs
Act enacted in December 2017.  The guidance within this accounting standard update is effective for annual and
interim periods beginning after December 15, 2018, and should be applied either in the period of adoption or
retrospectively to each period in which the effect of the change in the U.S. federal corporate income tax rate in the Tax
Cuts and Jobs Act is recognized.  Early adoption is permitted.  The Company has not early adopted the guidance and
is currently evaluating its implementation.

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 was permitted in limited circumstances, and the amendments in this accounting standard update should be
applied prospectively, with no disclosures required at transition.  The Company adopted the guidance in the first
quarter of 2018, as required, with no impact to its financial statements.

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 was permitted and the guidance requires application
using a retrospective transition method to each period presented when adopted.  The 

7
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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)

Company adopted the guidance in the first quarter of 2018, as required.  Adoption of the guidance did not have an
impact on the Company’s earnings or balance sheet but did result in changes to certain disclosures within the statement
of cash flows, including cash flows from investing activities and total cash, cash equivalents and restricted cash.  See
Note 12 of Notes to Condensed Consolidated Financial Statements.

The FASB issued an accounting standard update in October 2016 to improve the accounting for the income tax
consequences of intra-entity transfers of assets other than inventory.  The provisions in this update will allow an entity
to recognize current and deferred income taxes of an intra-entity transfer of an asset other than inventory when the
transfer occurs rather than when the asset has been sold to an outside party.  The guidance within this accounting
standard update is effective for annual and interim periods beginning after December 15, 2017.  Early adoption was
permitted and the guidance requires application on a modified retrospective basis through a cumulative-effect
adjustment directly to retained earnings as of the beginning of the period of adoption.  The Company adopted the
guidance in the first quarter of 2018, as required, with no impact to its financial statements.

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
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 was permitted, provided that all of
the amendments are adopted in the same period.  The guidance requires application using a retrospective transition
method.  The Company adopted the guidance in the first quarter of 2018 as required, with no impact to its 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, but the Company
has not early adopted.  As of June 30, 2018, the Company has begun its impact assessment and implementation
planning, including taking an inventory of its outstanding leases globally, establishing a cross functional project team
and evaluating software solutions that could potentially assist in facilitating the end-to-end leasing process, including
adoption of this lease accounting guidance.  While the Company’s implementation of this guidance is in its early
stages, the Company anticipates adoption of this guidance to have an impact on its balance sheet as it expects the
majority of its operating leases will be recorded on its balance sheet by establishing right of use assets and associated
lease liabilities.

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
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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 were permitted to adopt the new revenue standard early but not before the original
effective date.  During 2016 and 2017, 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 and 2017 updates did not change the core principles of the guidance previously issued in May 2014.

As part of the Company’s impact assessment for the implementation of the new revenue recognition guidance, 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. 
In addition, the impact assessment and work performed included global and 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 has also
begun a preliminary assessment of how the new revenue recognition guidance may impact Houghton, as it pertains to
the pending Combination.

The Company adopted the guidance in the first quarter of 2018 as required, electing to use a modified retrospective
adoption approach applied to those contracts which were not completed as of January 1, 2018.  Comparative
information has not been restated and continues to be reported under the accounting standards in effect for those
periods.  In addition, the Company elected to apply certain of the permitted practical expedients within the revenue
recognition guidance and make certain accounting policy elections including those related to significant financing
components, sales taxes and shipping and handling activities.  Adoption of the revenue 

8
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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)

recognition guidance did not have a material impact on the Company’s reported earnings or cash flows, however,
adoption did increase the amount and level of disclosures concerning the Company’s net sales and did result in one
adjustment to the Company’s balance sheet.  As a result of the Company’s impact assessment and adoption using the
modified retrospective adoption approach, the Company recorded an adjustment to its Condensed Consolidated
Balance Sheet as of December 31, 2017 to adjust the Company’s estimate of variable consideration relating to
customers’ expected rights to return product.  This adjustment resulted in an increase to other current liabilities of $1.0
million, an increase to non-current deferred tax assets of $0.2 million and a decrease to retained earnings of $0.8
million.  There were no other impacts recorded as a result of adopting the revenue recognition guidance.  The impact
of adoption of the new revenue recognition guidance was immaterial for the three and six months ended June 30, 2018
and the Company expects the impact to be immaterial on an ongoing basis.  See Note 4 of Notes to Condensed
Consolidated Financial Statements.

Note 4 –Net Sales and Revenue Recognition

Business Description

The Company develops, produces, and markets a broad range of formulated chemical specialty products and offers
chemical management services (“CMS”) for various heavy industrial and manufacturing applications in a global
portfolio throughout its four regions: North America, Europe, Middle East and Africa (“EMEA”), Asia/Pacific and
South America.  The major product lines in the Company’s global portfolio include: (i) rolling lubricants (used by
manufacturers of steel in the hot and cold rolling of steel and by manufacturers of aluminum in the hot rolling of
aluminum); (ii) machining and grinding compounds (used by metalworking customers in cutting, shaping, and
grinding metal parts which require special treatment to enable them to tolerate the manufacturing process, achieve
closer tolerance, and improve tool life); (iii) corrosion preventives (used by steel and metalworking customers to
protect metal during manufacture, storage, and shipment); (iv) hydraulic fluids (used by steel, metalworking, and other
customers to operate hydraulic equipment); (v) specialty greases (used in automotive and aerospace production
processes and applications, the manufacturing of steel, and various other applications); and (vi) metal finishing
compounds (used to prepare metal surfaces for special treatments such as galvanizing and tin plating and to prepare
metal for further processing).

A substantial portion of the Company’s sales worldwide are made directly through its own employees and its CMS
programs, with the balance being handled through distributors and agents.  The Company’s employees visit the plants
of customers regularly, work on site, and, through training and experience, identify production needs which can be
resolved or alleviated either by adapting the Company’s existing products or by applying new formulations developed
in its laboratories.  The chemical specialty industry comprises many companies of similar size as well as companies
larger and smaller than Quaker.  The offerings of many of the Company’s competitors differ from those of Quaker;
some offer a broad portfolio of fluids, including general lubricants, while others have a more specialized product
range.  All competitors provide different levels of technical services to individual customers. Competition in the
industry is based primarily on the ability to provide products that meet the needs of the customer, render technical
services and laboratory assistance to the customer and, to a lesser extent, on price.
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As part of the Company’s CMS, certain third-party product sales to customers are managed by the Company.  Where
the Company acts as a principal, revenues are recognized on a gross reporting basis at the selling price negotiated with
its customers.  Where the Company acts as an agent, revenue is recognized on a net reporting basis at the amount of
the administrative fee earned by the Company for ordering the goods.  In determining whether the Company is acting
as a principal or an agent in each arrangement, the Company considers whether it is primarily responsible for fulfilling
the promise to provide the specified good, has inventory risk before the specified good has been transferred to the
customer and has discretion in establishing the prices for the specified goods.  Third-party products transferred under
arrangements resulting in net reporting totaled $12.5 million and $24.1 million for the three and six months ended
June 30, 2018, respectively, and $11.4 million and $21.8 million for the three and six months ended June 30, 2017,
respectively.

A significant portion of the Company’s revenues are realized from the sale of process fluids and services to
manufacturers of steel, automobiles, aircraft, appliances, and durable goods, and, therefore, the Company is subject to
the same business cycles as those experienced by these manufacturers and their customers.  The Company’s financial
performance is generally correlated to the volume of global production within the industries it serves, rather than
discretely related to financial performance of such industries. Furthermore, steel customers typically have limited
manufacturing locations compared to other metalworking customers and generally use higher volumes of products at a
single location.  As previously disclosed in its Annual Report filed on Form 10-K for the year ended December 31,
2017, during 2017 the Company’s five largest customers (each composed of multiple subsidiaries or divisions with
semiautonomous purchasing authority) accounted for approximately 18% of consolidated net sales, with its largest
customer accounting for approximately 8% of consolidated net sales.
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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)

Revenue Recognition Model

The Company applies the FASB’s guidance on revenue recognition which requires the Company to recognize revenue
in an amount that reflects the consideration to which the Company expects to be entitled in exchange for goods or
services transferred to its customers.  To do this, the Company applies the five-step model in the FASB’s guidance,
which requires the Company to: (i) identify the contract with a customer; (ii) identify the performance obligations in
the contract; (iii) determine the transaction price; (iv) allocate the transaction price to the performance obligations in
the contract; and (v) recognize revenue when, or as, the Company satisfies a performance obligation.

The Company identifies a contract with a customer when a sales agreement indicates approval and commitment of the
parties; identifies the rights of the parties; identifies the payment terms; has commercial substance; and it is probable
that the Company will collect the consideration to which it will be entitled in exchange for the goods or services that
will be transferred to the customer.  In most instances, the Company’s contract with a customer is the customer’s
purchase order.  For certain customers, the Company may also enter into a sales agreement which outlines a
framework of terms and conditions which apply to all future and subsequent purchase orders for that customer.  In
these situations, the Company’s contract with the customer is both the sales agreement as well as the specific customer
purchase order.  Because the Company’s contract with a customer is typically for a single transaction or customer
purchase order, the duration of the contract is almost always one year or less.  As a result, the Company has elected to
apply certain practical expedients and omit certain disclosures of remaining performance obligations for contracts
which have an initial term of one year or less as permitted by the FASB.

The Company identifies a performance obligation in a contract for each promised good or service that is separately
identifiable from other promises in the contract and for which the customer can benefit from the good or service either
on its own or together with other resources that are readily available to the customer.  The Company determines the
transaction price as the amount of consideration it expects to be entitled to in exchange for fulfilling the performance
obligations, including the effects of any variable consideration, significant financing elements, amounts payable to the
customer or noncash consideration.  For any contracts that have more than one performance obligation, the Company
allocates the transaction price to each performance obligation in an amount that depicts the amount of consideration to
which the Company expects to be entitled in exchange for satisfying each performance obligation.

In accordance with the last step of the FASB’s guidance, the Company recognizes revenue when, or as, it satisfies the
performance obligation in a contract by transferring control of a promised good or service to the customer.  The
Company recognizes revenue over time whenever the customer simultaneously receives and consumes the benefits
provided by the Company’s performance; the Company’s performance creates or enhances an asset that the customer
controls as the asset is created or enhanced; or the Company’s performance does not create an asset with an alternative
use to the entity, and the entity has an enforceable right to payment, including a profit margin, for performance
completed to date.  For performance obligations not satisfied over time, the Company determines the point in time at
which a customer obtains control of a promised asset and the Company satisfies a performance obligation by
considering when the Company has a right to payment for the asset; the customer has legal title to the asset; the
Company has transferred physical possession of the asset; the customer has the significant risks and rewards of
ownership of the asset; or the customer has accepted the asset.
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The Company typically satisfies its performance obligations and recognizes revenue at a point in time for product
sales, generally when products are shipped or delivered to the customer, depending on the terms underlying each
arrangement.  In circumstances where the Company’s products are on consignment, revenue is generally recognized
upon usage or consumption by the customer.  For any CMS or other services provided by the Company to the
customer, the Company typically satisfies its performance obligations and recognizes revenue over time, as the
promised services are performed.  The Company uses input methods to recognize revenue over time related to these
services, including labor costs and time incurred.  The Company believes that these input methods represent the most
indicative measure of the CMS or other service work performed by the Company.

Other Considerations

The Company does not have standard payment terms for all customers globally, however the Company’s general
payment terms require customers to pay for products or services provided after the performance obligation is
satisfied.  The Company does not have significant financing arrangements with its customers.  The Company does not
have significant amounts of variable consideration in its contracts with customers and where applicable, the
Company’s estimates of variable consideration are not constrained.  The Company records certain third-party license
fees in other income (expense), net, in its Condensed Consolidated Statement of Income, which generally include
sales-based royalties in exchange for the license of intellectual property.  These license fees are recognized in
accordance with their agreed-upon terms and when performance obligations are satisfied, which is generally when the
third party has a subsequent sale.
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(Unaudited)

Practical Expedients and Accounting Policy Elections

The Company has made certain accounting policy elections and elected to use certain practical expedients as
permitted by the FASB in applying the guidance on revenue recognition.  It is the Company’s policy to not adjust the
promised amount of consideration for the effects of a significant financing component as the Company expects, at
contract inception, that the period between when the Company transfers a promised good or service to the customer
and when the customer pays for that good or service will be one year or less.  In addition, it is the Company’s policy to
expense costs to obtain a contract as incurred when the expected period of benefit, and therefore the amortization
period, is one year or less.  It is also the Company’s accounting policy to exclude from the measurement of the
transaction price all taxes assessed by a governmental authority that are both imposed on and concurrent with a
specific revenue-producing transaction and collected by the entity from a customer, including sales, use, value added,
excise and various other taxes.  Lastly, the Company has elected to account for shipping and handling activities that
occur after the customer has obtained control of a good as a fulfilment cost rather than an additional promised service.

Contract Assets and Liabilities

The Company recognizes a contract asset or receivable on its Condensed Consolidated Balance Sheet when the
Company performs a service or transfers a good in advance of receiving consideration.  A receivable is the Company’s
right to consideration that is unconditional and only the passage of time is required before payment of that
consideration is due.  A contract asset is the Company’s right to consideration in exchange for goods or services that
the Company has transferred to a customer.  The Company had no contract assets recorded on its Condensed
Consolidated Balance Sheets as of June 30, 2018 or December 31, 2017.

A contract liability is recognized when the Company receives consideration, or if it has the unconditional right to
receive consideration, in advance of performance.  A contract liability is the Company’s obligation to transfer goods or
services to a customer for which the Company has received consideration, or a specified amount of consideration is
due, from the customer.  The Company’s contract liabilities primarily represent deferred revenue recorded for customer
payments received by the Company prior to the Company satisfying the associated performance obligation.  Deferred
revenues are presented within other current liabilities in the Company’s Condensed Consolidated Balance Sheets.  The
Company had approximately $1.6 million and $1.5 million of deferred revenue as of June 30, 2018 and December 31,
2017, respectively.  During the three and six months ended June 30, 2018 the Company satisfied the associated
performance obligations and recognized revenue of $1.3 million and $2.8 million, respectively, related to advance
customer payments previously received.

Disaggregated Revenue

The Company sells its various industrial process fluids, its chemical specialties and its technical expertise as a global
product portfolio.  The Company generally manages and evaluates its performance by geography first, and then by
customer industry, rather than by individual product lines.  The Company has provided annual net sales information
for its product lines greater than 10% in its previously filed Form 10-K for the year ended December 31, 2017, and
those annual percentages are generally consistent with the current year’s net sales by product line.  Also, net sales of
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each of the Company’s major product lines are generally spread throughout all four of the Company’s regions, and in
most cases, are relatively proportionate to the level of total sales in each region.
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The following disaggregates the Company’s net sales by region, customer industry, and timing of revenue recognized
for the three and six months ended June 30, 2018:

Three Months Ended June 30, 2018
North South Consolidated

America EMEA Asia/Pacific America Total
Net sales $ 97,392 $ 60,166 $ 55,348 $ 9,056 $ 221,962

Customer Industries
Primary metals $ 35,453 $ 26,187 $ 35,040 $ 5,035 $ 101,715
Metalworking 46,646 29,762 19,328 3,865 99,601
Coatings and other 15,293 4,217 980 156 20,646

$ 97,392 $ 60,166 $ 55,348 $ 9,056 $ 221,962

Timing of Revenue
Recognized
Product sales at a point in
time $ 94,562 $ 60,110 $ 53,017 $ 8,987 $ 216,676
Services transferred over
time 2,830 56 2,331 69 5,286

$ 97,392 $ 60,166 $ 55,348 $ 9,056 $ 221,962

Six Months Ended June 30, 2018
North South Consolidated

America EMEA Asia/Pacific America Total
Net sales $ 189,212 $ 122,221 $ 104,125 $ 18,459 $ 434,017

Customer Industries
Primary metals $ 76,726 $ 53,504 $ 65,918 $ 10,334 $ 206,482
Metalworking 83,520 60,923 36,901 7,648 188,992
Coatings and other 28,966 7,794 1,306 477 38,543

$ 189,212 $ 122,221 $ 104,125 $ 18,459 $ 434,017

Timing of Revenue
Recognized
Product sales at a point in
time $ 183,548 $ 122,109 $ 99,865 $ 18,306 $ 423,828
Services transferred over
time 5,664 112 4,260 153 10,189

$ 189,212 $ 122,221 $ 104,125 $ 18,459 $ 434,017
Note 5 – Business Segments
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The Company’s reportable operating segments are organized by geography as follows: (i) North America, (ii) 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 cost of goods sold (“COGS”) and selling,
general and administrative expenses (“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 income
(expense), net.
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The following table presents information about the performance of the Company’s reportable operating segments for
the three and six months ended June 30, 2018 and 2017:

Three Months Ended Six Months Ended
June 30, June 30,

2018 2017 2018 2017
Net sales

North America $ 97,392 $ 90,331 $ 189,212 $ 177,672
EMEA 60,166 54,507 122,221 108,434
Asia/Pacific 55,348 47,724 104,125 92,874
South America 9,056 8,621 18,459 17,112

Total net sales $ 221,962 $ 201,183 $ 434,017 $ 396,092

Operating earnings, excluding indirect operating
expenses

North America $ 23,237 $ 19,621 $ 43,602 $ 40,258
EMEA 9,096 8,217 19,389 17,463
Asia/Pacific 14,621 11,812 26,763 22,055
South America 1,114 1,064 1,749 1,861

Total operating earnings, excluding indirect
operating expenses 48,068 40,714 91,503 81,637

Combination-related expenses (4,291) (4,338) (9,500) (13,413)
Indirect operating expenses (19,369) (16,642) (35,511) (32,959)
Amortization expense (1,845) (1,831) (3,698) (3,604)
Consolidated operating income 22,563 17,903 42,794 31,661
Other income (expense), net 261 (1,571) (108) (1,676)
Interest expense (1,602) (780) (3,294) (1,436)
Interest income 571 540 1,060 1,063
Consolidated income before taxes and equity in
net income of

associated companies $ 21,793 $ 16,092 $ 40,452 $ 29,612
Inter-segment revenues for the three and six months ended June 30, 2018 were $1.8 million and $4.8 million for North
America, $5.4 million and $11.0 million for EMEA, $0.1 million and $0.4 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, 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.  However, all inter-segment transactions have been eliminated from each reportable operating segment’s net
sales and earnings for all periods presented above.

Note 6 –Restructuring and Related Activities
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As previously disclosed in its Annual Report filed on Form 10-K for the year ended December 31, 2017, in the fourth
quarter of 2015 Quaker’s management approved a global restructuring plan (the “2015 Program”) to reduce its operating
costs.  The 2015 Program included provisions for the reduction of total headcount of approximately 65 employees
globally.  The Company completed all of the remaining initiatives under the 2015 Program during the first half of
2017 and does not expect to incur further restructuring charges under this program.  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 $ —$ —$ —
There were no accrued restructuring liabilities as of December 31, 2017 and no associated cash payments or other
restructuring activity during the six months ended June 30, 2018.
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Note 7 – Share-Based Compensation

The Company recognized the following share-based compensation expense in SG&A in its Condensed Consolidated
Statements of Income for the three and six months ended June 30, 2018 and 2017: 

Three Months Ended Six Months Ended
June 30, June 30,

2018 2017 2018 2017
Stock options $ 266 $ 244 $ 518 $ 471
Nonvested stock awards and restricted stock
units 576 795 1,351 1,597
Employee stock purchase plan 22 21 44 44
Non-elective and elective 401(k) matching
contribution in stock — — — 64
Director stock ownership plan 28 32 62 69
Total share-based compensation expense $ 892 $ 1,092 $ 1,975 $ 2,245
During the first quarter of 2018, 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 35,842
Dividend yield 1.37%
Expected volatility 24.73%
Risk-free interest rate 2.54%
Expected term (years) 4.0

The fair value of these options is amortized on a straight-line basis over the vesting period.  As of June 30, 2018,
unrecognized compensation expense related to options granted was $1.8 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 2018.

During the first six months of 2018, the Company granted 15,544 nonvested restricted shares and 1,480 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, 2018, unrecognized compensation expense related to the nonvested shares was $3.1 million, to be
recognized over a weighted average remaining period of 1.9 years, and unrecognized compensation expense related to
nonvested restricted stock units was $0.3 million, to be recognized over a weighted average remaining period of 2.2
years.

Note 8 – Pension and Other Postretirement Benefits
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The components of net periodic benefit cost for the three and six months ended June 30, 2018 and 2017 are as
follows:

Three Months Ended June 30, Six Months Ended June 30,
Other Other

Postretirement Postretirement
Pension Benefits Benefits Pension Benefits Benefits
2018 2017 2018 2017 2018 2017 2018 2017

Service cost $ 960 $ 871 $ 3 $ 1 $ 1,948 $ 1,789 $ 5 $ 4
Interest cost 1,032 1,003 33 39 2,081 2,011 66 72
Expected return
on plan assets (1,274) (1,255) — — (2,564) (2,581) — —
Settlement charge — 1,860 — — — 1,860 — —
Actuarial loss
amortization 793
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