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Transforming the world over



Huntsman is among the world’s largest global manufacturers of differentiated chemical products. 

We also manufacture inorganic and commodity chemical products. We are a supplier to such 

essential industries as aerospace, agriculture, apparel, automotive, construction products, durable 

and non-durable consumer products, electronics, medical, packaging, paints and coatings, power 

generation, refining, synthetic fiber, technical and home textiles. Our employees’ dedication to the 

highest standards of safety, environmental stewardship, manufacturing excellence and customer 

service drive the success of our business.
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Global Focus
RENEWED DIRECTION

Over the course of the last few years we have reshaped our business to better 

serve our customers. We have aligned our business focus and the supporting 

infrastructure to meet the demands of the high-growth markets in which we 

compete. We believe that Huntsman is well positioned to take advantage of 

future business opportunities within the global chemical industry.

(1)Includes continuing and discontinued operations.
(2)For more information, see “Note 3. Discontinued Operations” and “Note 30. Subsequent Events” 

   to our consolidated inancial statememts included elsewhere in this report.
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Differentiated
Inorganic
Commodity
New Facility Construction

In February 2006, we announced our intent to separate our commodity  

businesses—which comprise our Base Chemicals and Polymers divisions 

—from our differentiated and inorganic business. To date, we have sold  

or announced our intent to sell these commodity assets for approximately 

$1.8 (2) billion in value to Huntsman.

During 2006, our differentiated and inorganic divisions comprised 63% of 
our revenues and 77% of our Adjusted EBITDA. These 

differentiated and inorganic businesses will form the core of our enterprise 

going forward.
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POLYURETHANES

We are a leading global manufacturer and marketer of a broad range of polyurethane chemicals, including MDI,  

propylene oxide, polyols and thermoplastic polyurethanes. Polyurethane chemicals are used to produce rigid and 

flexible foams, as well as coatings, adhesives, sealants and elastomers. We operate five primary Polyurethanes 

manufacturing facilities in the U.S., Europe and Asia. We also operate 12 Polyurethanes formulation facilities, which 

are located in close proximity to our customers worldwide.

MATERIALS AND EFFECTS

On June 30, 2006, we acquired Ciba’s Textile Effects business. Our Materials and Effects division is a leading global 

manufacturer and marketer of technologically advanced epoxy, acrylic and polyurethane-based polymer products  

and textile chemicals and dyes. We focus on formulations and systems that are used to address customer-specific 

needs in a wide variety of industrial and consumer applications. We operate 22 synthesis, formulating and production 

facilities worldwide.

PERFORMANCE PRODUCTS

Our Performance Products division is organized around three business groups: Performance Specialties; Performance 

Intermediates; and Maleic Anhydride and Commercial Licensing. We serve a wide variety of consumer and industrial 

end markets. We operate 15 Performance Products manufacturing facilities in North America, Europe and Australia.

PIGMENTS

We are a global leader in the manufacture and marketing of titanium dioxide, which is a white pigment used to impart  

whiteness, brightness and opacity to products such as paints, plastics, paper, printing inks, fibers and ceramics. We 

manufacture titanium dioxide pigments using both chloride-based and sulfate-based manufacturing processes. We 

have eight titanium dioxide manufacturing facilities located in North America, Europe, Asia and Africa.

BASE CHEMICALS AND POLYMERS

On June 27, 2006, we sold certain of our U.S. butadiene and MTBE assets. On December 29, 2006, we sold our European Base Chemicals 

and Polymers business. On February 15, 2007, we entered into a definitive agreement to sell our U.S. Base Chemicals and Polymers  

business. Following the completion of this transaction, we will have divested the vast majority of assets which have comprised our Base 

Chemical and Polymers divisions.
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Dear Fellow Stockholders

2006 was a remarkable year for Huntsman Corporation, 

one which I would describe as a year of “transforma-

tion,” as much of our corporate activity was focused on 

creating a truly global differentiated company. During 

the past few years, our industry and the global economy 

in general, has evolved more rapidly than at any time in 

our industry’s history. Products and geographic loca-

tions that we built our company around have radically 

changed as we have seen China, India, Russia, South 

America and other economy blocks emerge. Middle 

East capacity for commodity products that once were 

our foundation, will soon overtake the North American 

and European markets. This Middle East capacity will 

have greater scale and vastly lower production econom-

ics. While some may see a world of economic chaos, we 

see a global economy of boundless opportunity.

  Under the direction of our Board of Directors, we 

are moving quickly as a management team to capitalize 

on these global changes, and have acted boldly and 

decisively to put this company in a position to thrive 

and prosper in a changing global economy. By the end 

of 2006, we were well on our way to building one of the 

largest and geographically diverse differentiated compa-

nies in our industry. By the end of 2007, nearly 75% of 

our associates will be employed outside North America, 

more than 60% of our sales will be international and, 

we expect that all of our differentiated divisions will be 

growing faster than the global rate of GDP. At the same 

time, we have been able to continue to reduce the 

amount of debt on our balance sheet and have made a 

number of strategic investments that have positioned 

our company to take advantage of future growth oppor-

tunities in the rapidly evolving global marketplace.

Financial Review

In 2006, the total of revenues from continuing and dis-

continued operations, increased by 1% to a record $13.1 

billion, with increases being recorded in 2006 in each of 

our differentiated divisions.

  Adjusted EBITDA in 2006 was $1.2 billion, which 

was down about 14% compared to 2005 as profit mar-

gins softened in several of our product lines from the 

levels experienced in 2005. Approximately half of this 

decline took place in our commodity divisions that we 

have either sold or have a sale pending. As a result, 

adjusted diluted income per share from continuing and 

discontinued operations was $1.81 as compared to 

$2.04 in 2005.

Transformation

In June 2006, we expanded the size and scope of our 

differentiated portfolio by acquiring the global Textile 
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Effects business of Ciba Specialty Chemicals Inc. This 

business has approximately $1 billion in annual reve-

nues, 11 production facilities in 7 countries and approx-

imately 4,300 employees, and we have been extremely 

pleased with the exciting technology acquired with this 

business. We have initiated a $150 million restructuring 

program to align our Textile Effects products and ser-

vices with those of our customers, particularly as we 

enhance our presence in Asia and merge certain func-

tions to common service platforms. We expect the 

results of this program will improve the cost structure 

of this business unit by over $80 million annually as 

compared to 2006.

  In February 2006, we announced our intent to sep-

arate our Base Chemicals and Polymers assets from our 

portfolio of differentiated businesses. Following the 

completion of the sale of our U.S. Base Chemicals and 

Polymers business, together with our recent divestiture 

of our European commodities business to SABIC and 

the sale of certain U.S. MTBE and butadiene assets to 

Texas Petrochemicals, our differentiated and inorganic 

businesses will comprise nearly 100% of our portfolio. 

In addition, by completion we will have generated in 

excess of $1.8 billion  in value from the sale of these 

businesses, which has allowed us to dramatically 

improve our balance sheet. These transactions represent 

the fulfillment of management’s commitment to take 

aggressive action in an effort to create additional stock-

holder value.

  I expect our differentiated businesses to grow at 

rates well in excess of GDP growth and we expect to 

achieve an EBITDA-to-sales ratio of 15% over the 

course of the next several years. Following the sale of 

our U.S. Base Chemicals and Polymers business we will 

be a strong, vibrant differentiated chemical company 

with nearly 20,000 different products and formulations 

sold around the world. Going forward, we will be  

less dependant on volatile crude oil-based raw materials 

and more leveraged to products where we can capitalize 

on our technology, global marketing and low cost of 

manufacturing. We expect this to result in a more sta-

ble, and growing, earnings profile.

Major Initiatives

We have announced the following business initiatives:

polyurethanes

•  During 2006, we completed the construction of our 

world-scale MDI facility in Caojing, China, which 

will enable us to meet the growing demand for  

this valuable product within this vital market. In 

addition, together with our partners we are consider-

ing the construction of a second world-scale MDI 

facility in China, startup is expected in the 2010–2011 

time frame.

•  Formation of a new Russia-based joint venture with 

NMG to manufacture and sell polyurethane systems 

in Russia and other areas in the former Soviet Union.

materials and effects

•  $150 million, three year, plan to restructure and inte-

grate the Advanced Materials and Textile Effects 

businesses. This restructuring program is expected to 

improve our profitability in Textile Effects by over 

$80 million as compared to 2006.

performance products

•  Construction of a world-scale polyetheramine manu-

facturing facility in Singapore, expected to be opera-

tional mid-2007.

•  Construction of a new maleic anhydride manufactur-

ing facility in Geismar, Louisiana, expected to be 

complete in the fourth quarter of 2008.

•  Memorandum of understanding with the Al-Zamil 

Group to build a world-scale ethyleneamines manu-

facturing facility in Saudi Arabia, expected to be 

operational in 2008.
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pigments

•  Expansion to add 50,000 metric tons at our flagship 

titanium dioxide manufacturing facility in Greatham, 

U.K. We expect this investment will improve our cost 

structure by approximately $40 million.

Capital Structure

We will continue to be opportunistic with our capital 

structure and optimize its composition and cost. During 

2006, we took advantage of the strong conditions in the 

bond and institutional loan markets by refinancing 

approximately $800 million of debt. During 2006, our 

interest expense decreased to $350.7 million from 

$426.6 million in 2005. This occurred during a period 

of increasing interest rates in general. Interest expense 

in 2006 was 43% lower as compared to our pre-IPO 

interest expense of $612.6 million in 2004.

  The sound financial management of our balance 

sheet has enabled our Board of Directors to recently 

approve Huntsman’s first quarterly cash common stock 

dividend in March 2007 of $0.10 per share. I believe 

the timing and size of this dividend is appropriate con-

sidering the strength of our balance sheet and the stabil-

ity and growth in earnings and cash flow we are 

expecting from our differentiated portfolio.

Outlook

As I look forward into 2007, I expect that we will con-

tinue to experience many very positive trends across our  

businesses and the markets that we serve. Raw material 

and energy prices have declined, while at the same time, 

demand and selling prices for many of our products 

continue to improve. We anticipate that the earnings in 

each of our three differentiated divisions will be higher  

in 2007. The higher earnings in the differentiated divi-

sions, together with substantially lower interest expense, 

will have a positive impact on our bottom line in 2008.

  As a company, we will continue our commitment to 

be a responsible organization. The Huntsman Cancer 

Institute and Hospitals are now among the largest and 

most modern cancer facilities in the world thanks in 

part to the Jon and Karen Huntsman Foundation, many 

of our wonderful associates and thousands of concerned 

citizens throughout the world. During the past two 

years, four additional Huntsman Cancer Hospitals have 

been constructed and four new Huntsman Clinics have 

been opened in Wyoming, Montana and Idaho. The 

Huntsman Cancer Institute and Hospitals are now able 

to serve thousands of patients through well-trained 

oncologists using the latest and most modern technol-

ogy. We are also proud of our involvements with Aids 

Clinics in Africa, schools in Latin America and support 

of charities in locations where we manufacture our 

products. 

  Our investment in technology not only provides a 

means of growth in future applications but we are also 

producing better chemistry that will replace older  

formulations. We continue to increase our capacity of 

products that use non crude oil based raw materials, 

while also decreasing our energy consumption and  

CO
2
 emissions.

  We are very optimistic about the future and the 

direction of the business. I believe we have put in place 

an excellent platform for growth that will be fueled by 

ongoing innovation and creativity. We will continue to 

take full advantage of a world of opportunity.

Peter R. Huntsman 

president, chief executive officer

PG. 4

stockholdeR messaGe

Huntsman Corporation



PG. 5

stockholdeR messaGe

Huntsman Corporation

Special Note to Stockholders

It has now been 46 years since I first entered the plastics 

and petrochemical business. Clearly, it was during the 

early days of our industry. Throughout almost a half-

century, it has been a great honor to be associated with 

many talented and capable people. However, our Board 

of Directors and our management team in place today 

are the most professional and dedicated people I have 

ever known. Their combined interests are totally focused 

on enhancing stockholder value while maintaining quality 

and integrity with our associates and customers.

  The well-planned transformation that Huntsman 

Corporation has undergone recently with the divestiture 

of its butadiene and MTBE business, the sale of the 

European petrochemical business and the announce-

ment of an agreement to sell the U.S. Base Chemicals 

and Polymers business, coupled with the acquisition of 

Ciba’s Textile Effects business, is truly remarkable. This 

transition completed a commitment made to stockholders 

nearly one year ago.

  Upon the sale of the U.S. Base Chemicals and 

Polymers business, Huntsman will emerge with over 

50% less debt than two years ago. This, together with a 

portfolio of truly global businesses and much less depen-

dence on energy costs, will result in more stable growth 

in earnings and a substantially increased positive cash 

flow profile. This move better positions stockholders to 

receive a favorable return on their investment, together 

with expanding our base of potential investors. The 

strategic focus going forward is to enhance stockholder 

value through growth and innovation.

  The Board was pleased to recently approve the 

company’s first quarterly common stock cash dividend, 

return some value to the stockholders and expand our 

base of investors.

   On behalf of our very experienced Board and our 

talented management team, may I express our grateful 

appreciation to each stockholder.

Jon M. Huntsman

chairman and Founder

FRom the chaiRman
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41% of Huntsman Corporation  

Adjusted EBITDA—MDI Industry Demand Growth 7%



Polyurethanes

Our Polyurethanes division is a global market leader in providing MDI (diphenylmethane diisocyanate)-based poly-

urethanes solutions to customers across an extensive range of applications and market sectors. Due to their versatility, 

MDI products are the primary components used in a wide range of rigid, flexible and elastomeric foam products.

MDI-based polyurethane insulation is the most effective insulant available and, as such, is a major contributor to 

energy conservation. Produced in board, block and spray forms, rigid insulation foams are used extensively in residen-

tial, commercial and leisure construction as well as in appliances such as refrigerators and commercial cold storage.

Outstanding adhesive qualities make our Rubinate® and Suprasec® MDI products ideal for binding wood particles—

both from renewable, fast-growing timber and waste from other wood-based industries—into high-quality, durable 

composite wood products such as oriented strandboard, particleboard and fiberboard for use in both interior and 

exterior construction projects. 

In addition to binding wood products, our MDI products 

are used as an adhesive across a wide range of industrial 

applications, replacing traditional fasteners such as nails, 

screws and even welding. In coatings applications, our 

Rubinate® and Suprasec® MDI products provide 

protective, durable and aesthetic qualities for floors, roofs 

and other surfaces. 

In elastomeric form, our MDI products are used in a wide 

range of applications, providing performance benefits that 

include durability, impact strength, chemical and moisture 

resistance, high mechanical strength and excellent abrasion 

resistance. These properties as well as aesthetic qualities 

and design freedom make our Avalon® and smartLite® 

products the material of choice in leading-edge quality and 

fashion innovation for footwear soles. 
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10% Paints & Coatings

26% Insulation

10% Construction Materials

14% Energy

14% Chemicals

26% Consumer Durables & Non-Durables

Huntsman Polyurethanes End Markets

10% Automotive

9% Household Appliances

4% Home Furnishings
2% Footwear

1% Leisure Products



We recently announced the formation of a Russia-based joint 

venture, ZAO Huntsman-NMG, to manufacture and sell poly-

urethane systems to the adhesives, coatings, elastomers and 

insulation markets in Russia and other areas of the former 

Soviet Union. We are excited about the positive macroeconomic 

conditions in Eastern Europe and believe that this joint venture 

will be a vital factor in meeting the growth in demand for poly-

urethanes the region has experienced.

Comfort and durability are the key benefits provided by our flexible foams used for seat cushioning in the automo-

tive and furniture industries. Weight reduction is a priority for the automotive industry and our Acoustiflex® range 

of acoustic absorption foams deliver the ultimate in sound insulation performance, which allows our customers to 

use less material, reducing vehicle weight and thereby reducing energy consumption.

In furniture and bedding, our MDI-based viscoelastic “memory foams” are making strong gains in the mattress 

and pillow markets, displacing both traditional polyurethane slab foam and other products.

Global Growth

Global industry demand growth for MDI has averaged approximately 7% over the past 15 years. We plan to  

continue to invest in assets providing us with the materials needed in the right place to remain one of the market 

leaders in MDI. During 2006, we commissioned the start up of our new crude MDI and MDI finishing plants in 

Caojing, China, which were completed on time with an excellent safety record. The successful completion of these 

facilities reflects 10 years of planning and construction. The 530-million-pound crude MDI plant is a joint venture 

with BASF and several Chinese companies and provides us with a firm foothold in our industry’s most rapidly 

expanding market.
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mateRials and eFFects
Improved Value Through Business Restructuring
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Materials and Effects

The new Material and Effects division is the combination of our Advanced 

Materials business unit and the Textile Effects business unit that we recently 

acquired from Ciba Specialty Chemicals in June 2006. The combination of these 

two businesses makes us a leading global supplier of formulated chemistry ranging 

from advanced epoxy, acrylic and polyurethane-based polymers systems to a broad 

range of textile chemicals and dyes.

While targeting different markets, Advanced Materials and Textile Effects will 

benefit from numerous synergies. Both businesses are driven by innovation and 

customer focus, and core research will be shared for future product development. 

Operationally, these businesses share common sites, among the most important 

being Basel, Switzerland and Panyu, China.

Underpinning these commonalities, we believe that Materials and Effects is  

geographically well positioned, particularly in Asia, to support geographic shifts in 

manufacturing by our customers and the rapid development of those markets.

PG. 11

mateRials and eFFects

Huntsman Corporation

11% Construction Materials

16% Paints & Coatings

9% Energy

7% Aerospace

57% Consumer Durables & Non-Durables

Huntsman Materials and Effects End Markets

31% Apparel

11% Automotive

8% Home Furnishings

1% Household Products
5% Leisure Products

1% Footwear



MATERIALS AND EFFECTS = TWO BUSINESS UNITS GENERATING SALES IN MORE THAN 90 COUNTRIES
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Textile Effects

As the newest addition to Huntsman, the Textile Effects business focuses on 

providing innovative solutions to customers in apparel, home textile, techni-

cal textile and nonwoven applications.

Textile Effects is a well-established, global leader delivering high-value 

chemicals and dyes. Our broad product line includes colors for textiles,  

process chemicals to help optimize our customers’ manufacturing and effect 

chemicals to add performance or aesthetics to end articles. With over 40%  

of sales coming from either patented or new products, our Textile Effects 

business has a strong technology platform which creates value for our  

customers and provides us with a sustainable competitive advantage.

As part of Huntsman, Textile Effects is undergoing a comprehensive two-

year business restructuring plan, with an emphasis on re-aligning manufac-

turing assets and refocusing our resources in response to rapidly evolving 

market conditions.

Both businesses within the materials and effects division offer significant growth opportunities in the differentiated  

product category, serving a broad range of industry sectors, including aerospace, technical textiles, consumer goods  

manufacturers, mobile communications and apparel. Growth will be fueled both by our customer-driven innovation  

and our geographical footprint.

Materials and Effects Adjusted EBITDA
($ in millions)
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Advanced Materials

Enjoying a long heritage of pioneering technological excellence, we serve more than 4,500 customers in over 90 coun-

tries. Our products are virtually present in all aspects of daily life: in construction; in a wide variety of transportation 

equipment; in power generation and transmission; in sports and leisure; in consumer goods; and in industrial and profes-

sional equipment.

By providing tailor-made solutions to a number of diverse industry segments, we are building a strong platform for sustainable 

and profitable growth in differentiated products.



peRFoRmance pRoducts
Investing in Capacity Expansions
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Performance Products

Our Performance Products division is comprised of three 

businesses: Performance Specialties, Performance Inter-

mediates, and Maleic Anhydride and Commercial Licens-

ing. Performance Products manufacture and market  

more than 1,000 products, which are used to enhance the 

quality of life for people everywhere. From coatings in 

golf ball covers to solvents for LCD flat screen televisions 

and amines in professional soccer shoes to our additives 

in protective body armor, Huntsman’s specialty chemi-

cals and formulations make everyday products better and 

revolutionary products possible.

Our talented team of research and development pro-

fessionals, coupled with our best-in-class manufacturing 

and research capabilities, allow us to provide our custom-

ers with products that meet the most exacting specifica-

tions. Innovative examples include pigment dispersants, 

which are designed for use in printing inks, automotive, 

wood, furniture and industrial coatings, as well as new 

surfactants for liquid formulations in the personal care 

industry. We are one of the world’s largest producers  

of maleic anhydride and a leader in maleic anhydride 

manufacturing technology.
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15% Energy

25% Chemicals

11% Construction Materials

8% Paints & Coatings

7% Insulation

34% Consumer Durables & Non-Durables

Huntsman Performance Products End Markets

13% Personal Care Products

13% Household Products

7% Automotive

1% Leisure Products
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Together with our global comprehensive technical support facilities, we align ourselves closely with our customers 

and their industries and focus on customer solutions and product end effects in order to help them maximize value 

and drive profitable growth.

We continue to grow with our customers by expanding and improving our facilities, with major expansions in 

Singapore and Geismar, Louisiana, as well as significant capital reinvestment in our ethanolamine production 

facilities at Port Neches, Texas and the formation of a joint venture with the Al-Zamil group to build a world-scale 

ethyleneamines manufacturing facility in Saudi Arabia.
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piGments
Leading Market Position in Europe
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Pigments
We are a global leader in the manufacture and marketing of titanium 

dioxide, with the leading market share position in Europe. The division 

manufactures and markets a comprehensive portfolio of TIOXIDE® 

titanium dioxide pigments, a brand with an exceptional reputation  

for excellence and consistency renowned across the globe. TIOXIDE® 

titanium dioxide pigments add value to thousands of consumer products 

all over the world—from architectural paints in the home to industrial 

coatings on ocean liners, automobiles and steel-framed buildings, from 

diapers and toothpaste to printed circuit boards and computer housing, 

and from sportswear and sporting equipment to racing boat hulls.

We manufacture our products with foremost concern for the environ-

ment and the health and safety of our associates and have achieved  

an outstanding environmental health and safety record. The division 

has pioneered the conversion or recycling of the co-products that result 

from the manufacturing process into  

very useful products in their own right. 

For example, the gypsum produced as  

a result of the sulfate manufacturing  

process is used to enrich poor soils and  

in the manufacture of plasterboard and 

other construction materials. In addition, 

iron chemical co-products are used in 

water treatment, in agriculture and in 

animal feeds.
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In 2006, we launched a business strategy to further develop and strengthen our low-cost manufacturing platform. 

At the heart of this program is the 50% expansion of the division’s world-class facility at Greatham, U.K. which 

employs the chloride process to manufacture TIOXIDE® pigments. This expansion will build upon the unique and 

proprietary technology that our division has developed through intensive research and development over the past 

decade. Major commercial programs are underway that will enhance the division’s competitive position by focusing 

on the development of innovative offerings to create greater value for customers.

29% Construction Materials

61% Paints & Coatings

10% Consumer Durables & Non-Durables

Huntsman Pigments End Markets

3% Household Appliances

2% Household Products

2% Leisure Products

1% Home Furnishings
1% Automotive

1% Personal Care Products



huntsman advanced technoloGy centeR
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The Woodlands, Texas



Sustainable Chemistry

In April 2006, we formed a new strategic business unit dedicated to the enhancement of Sustainable Chemistry initiatives. 

We are committed to the design of products and processes that reduce or eliminate the use or generation of hazardous 

substances.

Our Sustainable Chemistry strategic business unit is working closely with our research and development professionals  

to expand our product offering in this exciting field. Examples of Huntsman’s existing green or sustainable chemistry 

products include propylene carbonate-based solvents that reduce toxicity in applications from agriculture to industrial 

cleaning agents, alkylene carbonates that reduce volatile organic compounds in paints, wood preservatives that replace  

older, more harmful products, waterborne paint primers, non-brominated flame retardants and catalysts that eliminate 

emissions from insulation foams.

We are encouraged by the business opportunities in this burgeoning field and look forward to strengthening our position 

through the use of bio-based feedstocks such as glycerin, natural alcohols, methylesters, carbohydrates and sugars.

Environment, Health and Safety

Huntsman is committed to ever greater levels of achieve-

ment in environmental excellence, employee safety, product 

quality, growth and bettering the human condition. We 

strive for continuous improvement toward the goal of no 

accidents, injuries or harm to the environment.

The safety of each Huntsman employee, as well as indepen-

dent contractors who work within our gates, is of the 

upmost importance. Our associates always have accepted 

the challenge to create and maintain a safe workplace.  

We have steadily improved our recordable incident rate. 

The improvement follows the implementation of proactive 

measures such as our uniform set of global standards,  

performance tracking and behavioral safety programs. 

Implementation of behavior-based safety observation  

programs at many of our sites helps associates recognize 

activities that could potentially lead to accident or injury and 

take steps to correct the situations before they happen.
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Improving Our Communities

We believe we have a duty to give back to society and to help those who are less fortunate. To that end, we 

sponsor and participate in initiatives to feed the hungry, house the homeless and fund educational programs 

around the world.

Further, we encourage each of our employees across the world to become involved in their communities, to 

give of their time and other resources to improve the quality of life in the cities and towns where Huntsman 

has a presence.

Combating Cancer

Company Founder and Chairman, Jon M. Huntsman, has created the Huntsman Cancer Institute and 

Hospital at the University of Utah in an unparalleled scientific quest to prevent, diagnose and treat cancer at 

its source. When the Company was privately held it provided a sizeable portion of the funds necessary to 

establish the Institute, whose mission is to make available the optimum in patient care, to make diagnosis 

and the latest treatment available to more people and, ultimately, to reduce the burden of cancer for patients 

and their families worldwide. Huntsman employees around the globe have voluntarily contributed hundreds 

of thousands of dollars to the Institute since its inception. We invite you to learn more about the Huntsman 

Cancer Institute and Hospital at www.hci.utah.edu.
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Stanutz—division president, performance products
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Year Ended December 31,

In millions, except per share amounts 2006 2005 2004

Revenues

 Continuing Operations $10,623.6 $10,676.9 $9,562.5

 Discontinued Operations 2,524.6 2,309.1 1,923.3

  Total 13,148.2 12,986.0 11,485.8

Gross profit 1,539.5 1,615.4 1,203.8

Interest expense, net 350.7 426.6 612.6

Net (loss)/income 229.8 (34.6) (227.7)

Adjusted EBITDA from continuing and discontinued operations(1) 1,237.1 1,437.2 1,239.7

Adjusted diluted income per share from continuing and  

discontinued operations(2) 1.81 2.04 0.16

Capital expenditures 549.9 338.7 226.6

Total assets 8,444.9 8,870.5 9,423.5

Net debt(3) 3,382.1 4,315.1 6,047.4

Revenues
(4)

($ in billions)

’04 ’05 ’06

0

3

6

9

12

$15

Adjusted EBITDA
(1,4)

($ in billions)

’04 ’05 ’06

0

.3

.6

.9

1.2

$1.5

Net Debt
(3)

($ in billions)

0

2

4

$6

’04 ’05 ’06

(1)For a reconciliation of Adjusted EBITDA from continuing and discontinued operations to Net Income (Loss), see page 109.
(2)For a reconciliation of Adjusted diluted income per share from continuing and discontinued operations to Net Income (Loss) 

   available to common stockholders, see page 110.
(3)Net debt calculated as Total debt less cash.
(4)Includes continuing and discontinued operations.

Financial hiGhliGhts
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selected Financial data
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The selected historical inancial data set forth below presents our historical inancial data and the historical inancial data of 

our predecessor Huntsman Holdings, LLC as of and for the dates and periods indicated. In such inancial data, Huntsman 

International Holdings is accounted for using the equity method of accounting through April 30, 2003. Effective May 1, 

2003, we have consolidated the inancial results of Huntsman International Holdings. Effective June 30, 2003, as a result of 

the Huntsman Advanced Materials Transaction, we have consolidated the inancial results of Huntsman Advanced Materials. 

As a result, the inancial information as of and for the years ended December 31, 2003 and 2002 is not comparable to the 

inancial information as of and for the years ended December 31, 2006, 2005 and 2004. You should read the selected inancial 

data in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and our 

consolidated inancial statements and accompanying notes included elsewhere in this report.

Year Ended December 31,

(in millions, except per share amounts) 2006 2005 2004 2003 2002

Statements of Operations Data:
Revenues $10,623.6 $10,676.9 $9,562.5 $6,188.9 $2,661.0
Gross proit 1,539.5 1,615.4 1,203.8 658.5 240.0
Restructuring, impairment and plant closing costs (credit) 20.0 114.1 282.9 37.9 (1.0)
Operating income 736.5 715.0 262.9 166.2 66.3
Income (loss) from continuing operations 393.6 (30.6) (320.0) (324.7) (191.9)
(Loss) income from discontinued operations, net of tax(a) (219.7) 23.7 92.3 4.9 —
Extraordinary gain on the acquisition of a business, net of tax of nil(b) 55.9 — — — —
Cumulative effect of changes in accounting principle, net of tax(c) — (27.7) — — 169.7
Net income (loss) 229.8 (34.6) (227.7) (319.8) (22.2)

Basic Income (Loss) Per Common Share(d):
Income (loss) from continuing operations $ 1.78 $  (0.33) $  (1.85) $  (1.81) $  (0.95)
(Loss) income from discontinued operations, net of tax (0.99) 0.11 0.42 0.02 —
Extraordinary gain on the acquisition of a business, net of tax 0.25 — — — —
Cumulative effect of changes in accounting principle, net of tax — (0.13) — — 0.77

Net income (loss) $ 1.04 $  (0.35) $  (1.43) $  (1.79) $  (0.18)

Diluted Income (Loss) Per Common Share(d):
Income (loss) from continuing operations $ 1.69 $  (0.33) $  (1.85) $  (1.81) $  (0.95)
(Loss) income from discontinued operations, net of tax (0.94) 0.11 0.42 0.02 —
Extraordinary gain on the acquisition of a business, net of tax 0.24 — — — —
Cumulative effect of changes in accounting principle, net of tax — (0.13) — — 0.77

Net income (loss) $ 0.99 $  (0.35) $  (1.43) $  (1.79) $  (0.18)

Other Data:
Depreciation and amortization $ 465.7 $ 500.8 $ 536.8 $   353.4 $ 152.7
Capital expenditures 549.9 338.7 226.6 191.0 70.2
Balance Sheet Data (at period end):
Total assets $ 8,444.9 $ 8,870.5 $9,423.5 $8,737.4 $2,747.2
Total debt 3,645.3 4,457.9 6,299.5 5,910.1 1,736.1
Total liabilities 6,678.9 7,329.5 9,065.2 8,278.8 2,532.0

(a) (loss) income from discontinued operations represents the operating results and loss on disposal of our european base chemicals and polymers business and 

our tdi business. the european base chemicals and polymers business was sold on december 29, 2006 and the tdi business was sold on July 6, 2005.

(b) on June 30, 2006, we completed the textile effects acquisition. the extraordinary gain on the acquisition of a business represents the fair value of the 

net assets acquired in excess of the purchase price paid for the textile effects business, after the values of all long-lived assets were reduced to zero.

(c) during the fourth quarter of 2005, we adopted Financial accounting standards Board (“FasB”) interpretation no. (“Fin”) 47, Accounting for 

Conditional Asset Retirement Obligations, and recorded a charge for the cumulative effect of accounting change, net of tax, of $31.7 million. also, in 

2005, we accelerated the date for actuarial measurement of our pension and postretirement beneit obligations from december 31 to november 30. the 

effect of the change in measurement date resulted in a cumulative effect of accounting change credit, net of tax, of $4.0 million. in 2002, we adopted 

statement of Financial accounting standards (“sFas”) no. 141, Business Combinations, resulting in an increase of $169.7 million in the carrying value 

of our investment in huntsman international holdings to relect the proportionate share of the underlying net assets.

(d) all per share information has been restated to give effect to the shares issued in connection with the Reorganization transaction and our initial public 

offering of common stock on February 16, 2005 and the shares issued in connection with the exchange of the hmp warrants on march 14, 2005.
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manaGement’s discussion and analysis 
oF Financial condition and Results oF opeRations
huntsman corporation

new detergent formulations have continued to keep margins 

under pressure. Ethylene glycol industry operating rates and 

proitability have declined since 2005 due to additional 

capacity coming on stream. Over time, demand for maleic 

anhydride has generally grown at rates that slightly exceed 

GDP growth. However, given its dependence on the UPR 

market, which is heavily inluenced by construction end 

markets, maleic anhydride demand can be cyclical.

Historically, demand for titanium dioxide pigments has 

grown at rates approximately equal to global GDP growth. 

Pigment prices have historically relected industry-wide oper-

ating rates but have typically lagged behind movements in 

these rates by up to twelve months due to the effects of prod-

uct stocking and destocking by customers and producers, 

contract arrangements and seasonality. The industry experi-

ences some seasonality in its sales because sales of paints, 

the largest end use for titanium dioxide, generally peak dur-

ing the spring and summer months in the northern hemi-

sphere. This results in greater sales volumes in the second 

and third quarters of the year.

The proitability of our Polymers and Base Chemicals 

segments has historically been cyclical in nature. The indus-

try has recently operated in an up cycle that resulted primar-

ily from strong demand relecting global economic conditions 

and the fact that there have been no recent capacity addi-

tions in our markets. However, volatile crude oil and natural 

gas-based raw materials costs and a recent weakening in 

demand could negatively impact the proitability of our 

Polymers and Base Chemicals segments. In addition, the 

proitability of our Base Chemicals segment has been nega-

tively impacted in 2006 and will be negatively impacted in 

2007 by the ire at our Port Arthur, Texas manufacturing 

plant. During 2006, we sold our U.S. butadiene and MTBE 

business and our European base chemicals and polymers 

business. On February 15, 2007, we announced the pending 

sale of our U.S. base chemicals and polymers business.

OuTLOOk

As we enter 2007, we continue to experience many positive 

trends across our businesses and the markets that we serve. 

Raw material and energy prices have declined, while at the 

same time, demand and selling prices for many of our prod-

ucts continue to improve. We anticipate that the earnings in 

our Polyurethanes, Materials and Effects and Performance 

Products segments—the differentiated segments that will 

remain following the expected completion of the Pending 

U.S. Petrochemicals Disposition—will be higher in the irst 

quarter of 2007 as compared to the fourth quarter of 2006 

OveRvIew

We are among the world’s largest global manufacturers of 

differentiated chemical products; we also manufacture inor-

ganic and commodity chemical products. Our products com-

prise a broad range of chemicals and formulations, which we 

market in more than 100 countries to a diversiied group of 

consumer and industrial customers. Our products are used 

in a wide range of applications, including those in the adhe-

sives, aerospace, automotive, construction products, durable 

and non-durable consumer products, electronics, medical, 

packaging, paints and coatings, power generation, reining, 

synthetic iber, textile chemicals and dye industries. We are a 

leading global producer in many of our key product lines, 

including MDI, amines, surfactants, epoxy-based polymer 

formulations, textile chemicals, dyes, maleic anhydride and 

titanium dioxide. Our administrative, research and develop-

ment and manufacturing operations are primarily conducted 

at the 75 facilities that we own or lease. Our facilities are 

located in 24 countries and we employ approximately 15,000 

associates worldwide. Our businesses beneit from vertical 

integration, large production scale in certain products and 

proprietary manufacturing technologies, which allow us to 

maintain a low-cost position.

Our business is organized around our six segments: 

Polyurethanes, Materials and Effects, Performance Products, 

Pigments, Polymers and Base Chemicals. These segments 

can be divided into three broad categories: differentiated, 

inorganic and commodity. Our Polyurethanes, Materials 

and Effects and Performance Products segments produce dif-

ferentiated products, our Pigments segment produces inor-

ganic products and our Polymers and Base Chemicals 

segments produce commodity chemicals.

Growth in our Polyurethanes and Materials and Effects 

segments has been driven by the continued substitution of 

our products for other materials across a broad range of 

applications, as well as by the level of global economic activ-

ity. Historically, demand for many of these products has 

grown at rates in excess of GDP growth. In Polyurethanes, 

this growth, particularly in Asia, has recently resulted in 

improved demand and higher industry capacity utilization 

rates for many of our key products, including MDI.

In our Performance Products segment, demand for our 

performance specialties has generally continued to grow at 

rates in excess of GDP as overall demand is signiicantly 

inluenced by new product and application development. 

Overall demand for most of our performance intermediates 

has generally been stable or improving, but excess surfactant 

manufacturing capacity and a decline in the use of LAB in 
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and also will be higher for the full year 2007 as compared to 

the full year 2006. In Pigments, we are guardedly optimistic 

in our outlook for the upcoming spring paint season in light 

of the softness in demand that we experienced in the fourth 

quarter of 2006. We believe that higher earnings in our dif-

ferentiated segments, together with substantially lower inter-

est expense, will have a positive impact on our earnings in 

the coming quarters.

ReSuLTS OF OPeRaTIOnS

The following table sets forth the condensed consolidated results of operations for the years ended December 31, 2006, 2005 

and 2004 (dollars in millions):

Year Ended December 31, Percent Change

2006 2005 2004 2006 vs 2005 2005 vs 2004

Revenues $ 10,623.6 $ 10,676.9 $ 9,562.5 —% 12%

Cost of goods sold 9,084.1 9,061.5 8,358.7 —% 8%

Gross proit 1,539.5 1,615.4 1,203.8 (5)% 34%

Operating expense 783.0 786.3 658.0 —% 19%

Restructuring, impairment and plant closing costs 20.0 114.1 282.9 (82)% (60)%

Operating income 736.5 715.0 262.9 3% 172%

Interest expense, net (350.7) (426.6) (612.6) (18)% (30)%

Loss on accounts receivable securitization program (16.1) (9.0) (13.3) 79% (32)%

Equity in income of unconsolidated afiliates 3.6 8.2 4.0 (56)% 105%

Loss on early extinguishment of debt (27.1) (322.5) (25.6) (92)% NM

Other income (expense) 1.3 (0.1) (0.2) NM (50)%

Income (loss) from continuing operations before income

 taxes and minority interest 347.5 (35.0) (384.8) NM (91)%

Income tax beneit 49.0 6.1 72.0 703% (92)%

Minority interests in subsidiaries’ income (2.9) (1.7) (7.2) 71% (76)%

Income (loss) from continuing operations 393.6 (30.6) (320.0) NM (90)%

(Loss) income from discontinued operations (including 

a loss on disposal of $301.8 in 2006 and $36.4 in 

2005), net of tax (219.7) 23.7 92.3 NM (74)%

Extraordinary gain on the acquisition of a business,  

net tax of nil 55.9 — — NM NM

Cumulative effect of changes in accounting principle, 

net of tax — (27.7) — NM NM

net income (loss) 229.8 (34.6) (227.7) NM (85)%

Interest expense, net 350.7 426.6 612.6 (18)% (30)%

Income tax beneit from continuing operations (49.0) (6.1) (72.0) 703% (92)%

Income tax expense from discontinued operations and 

cumulative effect of changes in accounting principle

34.0 26.7 42.9 27% (38)%

Depreciation and amortization 465.7 500.8 536.8 (7)% (7)%

eBITDa(1) $ 1,031.2 $ 913.4 $ 892.6 13% 2%

Net cash provided by operating activities $ 893.1 $ 968.6 $ 180.8 (8)% 436%

Net cash provided by (used in) investing activities 173.9 (463.7) (230.0) NM 102%

Net cash (used in) provided by inancing activities (961.2) (603.0) 83.5 59% NM

nm—not meaningful
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The following table sets forth certain items of (expense) income included in EBITDA (dollars in millions):

Year Ended December 31,

2006 2005 2004

Loss on early extinguishment of debt $  (27.1) $(322.5) $  (25.6)

Loss on accounts receivable securitization program (16.1) (9.0) (13.3)

Legal and contract settlement expense, net — — (6.6)

Amounts included in discontinued operations 161.8 150.8 197.1

Cumulative effect of changes in accounting principle — (30.6) —

Loss on sale of businesses/assets, net (209.4) (36.4) —

Recovery of property losses 8.8 — —

Extraordinary gain on the acquisition of a business 55.9 — —

Restructuring, impairment and plant closing (costs) credits:

 Polyurethanes 2.7 (13.4) (36.9)

 Materials and Effects (3.8) (0.5) (9.0)

 Performance Products (2.2) (11.1) (97.5)

 Pigments (3.8) (30.1) (123.3)

 Polymers (4.4) (51.6) (13.6)

 Base Chemicals (8.3) (6.2) (0.3)

 Corporate and other (0.2) (1.2) (2.3)

  Total restructuring, impairment and plant closing costs (20.0) (114.1) (282.9)

Total $  (46.1) $(361.8) $(131.3)

(1) eBitda is deined as net income (loss) before interest, income taxes, depreciation and amortization. we believe that eBitda enhances an investor’s 

understanding of our inancial performance and our ability to satisfy principal and interest obligations with respect to our indebtedness. however, 

eBitda should not be considered in isolation or viewed as a substitute for net income, cash low from operations or other measures of performance as 

deined by generally accepted accounting principles in the u.s. (“Gaap”). moreover, eBitda as used herein is not necessarily comparable to other 

similarly titled measures of other companies due to potential inconsistencies in the method of calculation. our management uses eBitda to assess inan-

cial performance and debt service capabilities. in assessing inancial performance, our management reviews eBitda as a general indicator of economic 

performance compared to prior periods. Because eBitda excludes interest, income taxes, depreciation and amortization, eBitda provides an indica-

tor of general economic performance that is not affected by debt restructurings, luctuations in interest rates or effective tax rates, or levels of depreciation 

and amortization. accordingly, our management believes this type of measurement is useful for comparing general operating performance from period to 

period and making certain related management decisions. eBitda is also used by securities analysts, lenders and others in their evaluation of different 

companies because it excludes certain items that can vary widely across different industries or among companies within the same industry. For example, 

interest expense can be highly dependent on a company’s capital structure, debt levels and credit ratings. therefore, the impact of interest expense on 

earnings can vary signiicantly among companies. in addition, the tax positions of companies can vary because of their differing abilities to take advantage 

of tax beneits and because of the tax policies of the various jurisdictions in which they operate. as a result, effective tax rates and tax expense can vary 

considerably among companies. Finally, companies employ productive assets of different ages and utilize different methods of acquiring and depreciating 

such assets. this can result in considerable variability in the relative costs of productive assets and the depreciation and amortization expense among 

companies. our management also believes that our investors use eBitda as a measure of our ability to service indebtedness as well as to fund capital 

expenditures and working capital requirements. nevertheless, our management recognizes that there are material limitations associated with the use of 

eBitda in the evaluation of our company as compared to net income, which relects overall inancial performance, including the effects of interest, 

income taxes, depreciation and amortization. eBitda excludes interest expense. Because we have borrowed money in order to inance our operations, 

interest expense is a necessary element of our costs and ability to generate revenue. therefore, any measure that excludes interest expense has material 

limitations. eBitda also excludes taxes. Because the payment of taxes is a necessary element of our operations, any measure that excludes tax expense 

has material limitations. Finally, eBitda excludes depreciation and amortization expense. Because we use capital assets, depreciation and amortization 

expense is a necessary element of our costs and ability to generate revenue. therefore, any measure that excludes depreciation and amortization expense 

has material limitations. our management compensates for the limitations of using eBitda by using it to supplement Gaap results to provide a more 

complete understanding of the factors and trends affecting the business than Gaap results alone. our management also uses other metrics to evaluate 

capital structure, tax planning and capital investment decisions. For example, our management uses credit ratings and net debt ratios to evaluate capital 

structure, effective tax rate by jurisdiction to evaluate tax planning, and payback period and internal rate of return to evaluate capital investments. our 

management also uses trade working capital to evaluate its investment in accounts receivable and inventory, net of accounts payable.
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We believe that net income (loss) is the performance measure calculated and presented in accordance with GAAP that is 

most directly comparable to EBITDA and that cash provided by operating activities is the liquidity measure calculated and 

presented in accordance with GAAP that is most directly comparable to EBITDA. The following table reconciles EBITDA to 

net income and to net cash provided by operations (dollars in millions):

Year Ended December 31, Percent Change

2006 2005 2004 2006 vs 2005 2005 vs 2004

EBITDA $ 1,031.2 $ 913.4 $ 892.6 13% 2%

Depreciation and amortization (465.7) (500.8) (536.8) (7)% (7)%

Interest expense, net (350.7) (426.6) (612.6) (18)% (30)%

Income tax beneit from continuing operations 49.0 6.1 72.0 703% (92)%

Income tax expense from discontinued operations and 

cumulative effect of changes in accounting principle,  

net of tax (34.0) (26.7) (42.9) 27% (38)%

Net income (loss) 229.8 (34.6) (227.7) NM (85)%

Cumulative effect of changes in accounting principle,  

net of tax — 27.7 — NM NM

Extraordinary gain on the acquisition of a business,  

net of tax (55.9) — — NM NM

Equity in income of investment in unconsolidated afiliates (3.6) (8.2) (4.0) (56)% 105%

Depreciation and amortization 465.7 500.8 536.8 (7)% (7)%

Loss on disposal of businesses/assets 209.4 35.4 2.4 492% NM

Noncash restructuring, impairment and plant closing costs 18.1 58.6 138.0 (69)% (58)%

Loss on early extinguishment of debt 27.1 322.5 25.6 92% NM

Noncash interest expense 5.1 49.8 166.0 (90)% (70)%

Deferred income taxes (82.4) (3.1) (64.5) NM (95)%

Net unrealized (gain) loss on foreign currency transactions (42.4) 15.3 (111.7) NM NM

Other, net 32.1 2.1 (6.1) NM NM

Changes in operating assets and liabilities 90.1 2.3 (274.0) NM NM

Net cash provided by operating activities $ 893.1 $ 968.6 $ 180.8 (8)% 436%

nm—not meaningful

YEAR ENDED DECEMBER 31, 2006 COMPARED TO  

YEAR ENDED DECEMBER 31, 2005

For the year ended December 31, 2006, we had net income 

of $229.8 million on revenues of $10,623.6 million com-

pared to a net loss of $34.6 million on revenues of $10,676.9 

million for 2005. The increase of $264.4 million in our net 

income was the result of the following items:

• Revenues for the year ended December 31, 2006 decreased 

by $53.3 million as compared to 2005 due principally 

to lower sales volumes in our Performance Products, 

Pigments, Polymers and Base Chemicals segments. This 

decrease was partially offset by increased sales vol-

umes in our Polyurethanes and Materials and Effects 

segments and increased average selling prices in our 

Polyurethanes, Performance Products, Polymers, Pigments 

and Base Chemicals segments. For more information, see 

“—Segment Analysis” below.

• Gross profit for the year ended December 31, 2006 

decreased by $75.9 million, or 5%, as compared to 2005. 

This decrease in gross proit, which occurred in all of our 

segments except Performance Products, was mainly due to 

lower margins, as raw material and energy costs increased 

more than average selling prices during the year ended 

December 31, 2006 as compared to 2005. For more infor-

mation, see “—Segment Analysis” below.

• Operating expenses for the year ended December 31, 2006  

remained relatively unchanged at $783.0 million, as com-

pared to $786.3 million for 2005. Higher operating expenses 

related to the Textile Effects Acquisition on June 30, 2006 

were offset in part by a $90.3 million gain on the sale of 

our U.S. butadiene and MTBE business on June 27, 2006 

and a resulting reduction in operating expenses.

• Restructuring, impairment and plant closing costs for the 

year ended December 31, 2006 decreased to $20.0 mil-

lion from $114.1 million in 2005. For further informa-

tion concerning restructuring activities, see “Note 11. 

Restructuring, Impairment and Plant Closing Costs” to 

our consolidated inancial statements included elsewhere 

in this report.

• Net interest expense for the year ended December 31, 

2006 decreased by $75.9 million, or 18%, as compared to 

2005. This decrease was primarily due to lower average 

debt balances which resulted from the repayment of debt 

and from lower average interest rates despite higher under-

lying interest rates on variable rate borrowings.

• Loss on early extinguishment of debt decreased for the 

year ended December 31, 2006 by $295.4 million, or 
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92%, as compared to 2005, resulting from higher repay-

ment of debt during 2005 primarily from the proceeds of 

our initial public offering and operating cash lows.

• Income tax beneit increased by $42.9 million to a beneit 

of $49.0 million for the year ended December 31, 2006 as 

compared with a beneit of $6.1 million for the same 

period in 2005. Our tax obligations are affected by the 

mix of income and losses in the tax jurisdictions in which 

we operate. Our tax expense decreased while pre-tax 

income increased largely due to the reversal of accruals for 

tax contingencies resulting from tax authority examina-

tion settlements and the favorable precedent from a court 

decision for another taxpayer, the release of valuation 

allowances in the U.K. resulting from a change in judg-

ment about the realizability of deferred tax assets, net 

decreases in operating income in jurisdictions that record 

a tax beneit, and net increases in operating income in 

jurisdictions with a full valuation allowance. For further 

information concerning taxes, see “Note 19. Income 

Taxes” to our consolidated inancial statements included 

elsewhere in this report.

• The loss from discontinued operations represents the oper-

ating results and loss on disposal of our European base 

chemicals and polymers business and our TDI business. 

Our 2006 loss from discontinued operations included a 

loss on disposal of $301.8 million, related to the U.K. 

Petrochemicals Disposition. The income from discontin-

ued operations in 2005 included a loss on disposal of our 

TDI business of $36.4 million. For further information, 

see “Note 3. Discontinued Operations” to our consolidated 

inancial statements included elsewhere in this report.

• The extraordinary gain on the acquisition of a business 

represents the fair value of the net assets acquired in excess 

of the purchase price paid for the textile effects business, 

after the values of all long-lived assets were reduced to 

zero. For more information, see “Note 4. Business Dis-

positions and Combinations—Textile Effects Acquisition” 

to our consolidated inancial statements included else-

where in this report.

• During the fourth quarter of 2005, we adopted FIN 47, 

accounting for conditional asset Retirement obligations, 

and recorded a charge for the cumulative effect of this 

change in accounting principle of $31.7 million ($0.14 per 

diluted share), net of tax of $4.8 million. Also in 2005, we 

accelerated the date of the actuarial measurement for our 

pension and postretirement benefit obligations from 

December 31 to November 30. The effect of the change in 

measurement date on the respective obligations and assets 

of the plan resulted in a cumulative effect of a change in 

accounting principle credit of $4.0 million ($0.02 per 

diluted share), net of tax of $1.9 million, recorded effec-

tive January 1, 2005.

SEGMENT ANALYSIS

In the fourth quarter of 2006, our Port Neches oleins facil-

ity was transferred from our Base Chemicals segment to our 

Performance Products segment. All segment information for 

prior periods has been restated to relect this transfer.

YEAR ENDED DECEMBER 31, 2006 COMPARED TO  

YEAR ENDED DECEMBER 31, 2005

The following tables set forth the revenues and EBITDA for 

each of our operating segments (dollars in millions):

Year Ended December 31,

Percent

2006 2005 Change

Revenues

Polyurethanes $ 3,457.2 $ 3,396.3 2%

Materials and Effects 1,734.6 1,185.3 46%

Performance Products 2,036.8 2,025.4 1%

Pigments 1,057.8 1,052.8 —%

Polymers 1,756.8 1,702.0 3%

Base Chemicals 963.1 1,775.5 (46)%

Eliminations (382.7) (460.4) (17)%

Total $10,623.6 $10,676.9 —%

Year Ended December 31,

Percent

2006 2005 Change

Segment eBITDa

Polyurethanes $ 582.5 $ 676.3 (14)%

Materials and Effects 153.2 154.1 (1)%

Performance Products 207.8 164.9 26%

Pigments 112.8 115.3 (2)%

Polymers 112.8 102.7 10%

Base Chemicals 11.9 256.7 (95)%

Corporate and other (149.8) (556.6) (73)%

Total $ 1,031.2 $ 913.4 13%

POLYURETHANES

For the year ended December 31, 2006, Polyurethanes seg-

ment revenues increased by $60.9 million, or 2%, as com-

pared to 2005. This increase was primarily a result of 5% 

growth in MDI sales volumes, partially offset by lower vol-

umes in MTBE and a decline in MDI average selling prices. 

Lower average MDI selling prices were due to pricing pres-

sures in Asia and Europe in response to the expectation of 

new industry capacity. The increase in MDI sales volumes 

was driven mainly by strong growth in insulation-related 

applications. MTBE revenues declined as a result of a 3% 

reduction in sales volumes as we improved PO/MTBE plant 
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optimization by reducing our production of byproduct 

MTBE.

For the year ended December 31, 2006, Polyurethanes 

segment EBITDA decreased to $582.5 million as compared 

to $676.3 million for 2005. The decrease was a result of 

lower sales volumes, largely MTBE and trade sales, coupled 

with lower contribution margins from both MDI and MTBE. 

MDI margins were lower due to downward pricing pressure 

and record raw material costs. MTBE margins were lower as 

our sales of MTBE moved from the U.S. to markets outside 

the U.S. Polyurethanes segment EBITDA was also impacted, 

in part, by lower losses in 2006 from the discontinued TDI 

operations of $42.0 million, as compared to 2005, a gain of 

$8.8 million in 2006 related to property loss recoveries and 

lower year-on-year restructuring, impairment and plant clos-

ing costs. During the year ended December 31, 2006, our 

Polyurethanes segment recorded a restructuring, impairment 

and plant closing credit of $2.7 million as compared to a 

charge of $13.4 million in 2005. For further information 

concerning restructuring activities, see “Note 11. Restruc-

turing, Impairment and Plant Closing Costs” to our consoli-

dated inancial statements included elsewhere in this report.

MATERIALS AND EFFECTS

Materials and Effects revenues for the year ended Decem-

ber 31, 2006 increased by $549.3 million, or 46%, as com-

pared to 2005. This increase is primarily due to the Textile 

Effects Acquisition on June 30, 2006. The textile effects 

business contributed $461.6 million of revenue for the year 

ended December 31, 2006, while advanced materials reve-

nues for the same period increased by $87.7 million, or 7%, 

as compared to 2005. The increase in advanced materials 

revenues was primarily attributable to higher sales volumes. 

Average selling prices were lower in Europe and Asia in 

response to price competition in the irst half of 2006, but 

these lower average selling prices were offset by higher aver-

age selling prices in the Americas. Sales volumes increased in 

all regions and in most markets as a result of improved 

demand and the introduction of additional product lines.

Materials and Effects EBITDA for the year ended Decem-

ber 31, 2006 decreased by $0.9 million, as compared to 

2005. The textile effects business contributed $11.8 million 

to segment EBITDA for the year ended December 31, 2006, 

while advanced materials EBITDA for the same period 

decreased by $12.7 million, or 8%, as compared to 2005. 

Advanced materials EBITDA decreased primarily due to 

increased manufacturing and energy costs of $14.2 million 

and higher operating expenses of $14.1 million, partially in 

support of new business development initiatives and a result 

of a negative foreign currency exchange impact. During the 

year ended December 31, 2006, our Materials and Effects 

segment recorded restructuring, impairment and plant clos-

ing costs of $3.8 million as compared to $0.5 million in 

2005. For further information concerning restructuring 

activities, see “Note 11. Restructuring, Impairment and 

Plant Closing Costs” to our consolidated inancial state-

ments included elsewhere in this report.

PERFORMANCE PRODUCTS

For the year ended December 31, 2006, Performance 

Products revenues increased by $11.4 million, or 1%, as 

compared with 2005, primarily as the result of higher aver-

age selling prices for all major product lines partially offset 

by lower sales volume in certain product lines. Average sell-

ing prices increased 9% in response to higher raw material 

and energy costs. The 8% decline in sales volumes was prin-

cipally due to lower sales of glycols and other intermediates, 

partially offset by improved sales volumes in our specialties 

product group.

For the year ended December 31, 2006, Performance 

Products segment EBITDA increased by $42.9 million, or 

26%, as compared with 2005. This increase was primarily 

due to proitable growth in our specialties product group, 

the receipt of insurance proceeds and reduced repair costs 

associated with the 2005 U.S. Gulf Coast storms and lower 

restructuring, impairment and plant closing costs. These 

increases were partially offset by lower glycol earnings. 

During the years ended December 31, 2006 and 2005, the 

Performance Product segment recorded restructuring, 

impairment and plant closing charges of $2.2 million and 

$11.1 million, respectively. For further information concern-

ing restructuring activities, see “Note 11. Restructuring, 

Impairment and Plant Closing Costs” to our consolidated 

inancial statements included elsewhere in this report.

PIGMENTS

For the year ended December 31, 2006, Pigments revenues 

increased slightly to $1,057.8 million, as compared to 

$1,052.8 million for 2005. The increase resulted principally 

from a 1% increase in average selling prices, offset by a 1% 

decrease in sales volumes. Average selling prices increased in 

Europe primarily as a result of positive foreign currency 

exchange impacts on selling prices. Sales volumes decreased 

primarily due to lower customer demand in North America.

Pigments segment EBITDA for the year ended Decem-

ber 31, 2006 decreased by $2.5 million, or 2%, as compared 

to 2005, resulting primarily from lower contribution mar-

gins related to higher raw material and energy costs, offset 

in part by lower restructuring, impairment and plant closing 

costs. During the years ended December 31, 2006 and 2005, 

our Pigments segment recorded restructuring, impairment 

and plant closing charges of $3.8 million and $30.1 million, 

respectively. For further information concerning restructur-

ing activities, see “Note 11. Restructuring, Impairment and 

Plant Closing Costs” to our consolidated inancial state-

ments included elsewhere in this report.

POLYMERS

For the year ended December 31, 2006, Polymers revenues 

increased by $54.8 million, or 3%, as compared to 2005, 

mainly due to a 7% increase in average selling prices, offset 
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in part by a 3% decrease in sales volumes. Average selling 

prices were higher primarily due to tighter market conditions 

and in response to an increase in raw material and energy 

costs. Sales volumes decreased as a result of continued weak 

demand for our Australian styrenics and expandable poly-

styrene products.

For the year ended December 31, 2006, Polymers seg-

ment EBITDA increased by $10.1 million, or 10%, as com-

pared to 2005. This increase in segment EBITDA resulted 

principally from lower restructuring, impairment, and plant 

closing costs, offset somewhat by lower contribution mar-

gins as raw materials and energy costs increased more than 

average selling prices. During the years ended December 31, 

2006 and 2005, our Polymers segment recorded restructur-

ing, impairment and plant closing charges of $4.4 million 

and $51.6 million, respectively. For further information con-

cerning restructuring activities, see “Note 11. Restructuring, 

Impairment and Plant Closing Costs” to our consolidated 

inancial statements included elsewhere in this report.

BASE CHEMICALS

Beginning in the third quarter of 2006, the operating results 

of our European base chemicals and polymers business were 

classiied as discontinued operations and, accordingly, the 

revenues of this business are excluded from the Base 

Chemicals segment revenues for all periods presented. The 

EBITDA of our European base chemicals and polymers busi-

ness is included in the Base Chemicals segment EBITDA for 

all periods presented.

For the year ended December 31, 2006, Base Chemicals 

revenues decreased by $812.4 million, or 46%, as compared 

to 2005. This decrease was mainly due to a 50% decrease in 

sales volumes, partially offset by a 7% increase in average 

selling prices. The sales volume decrease was driven princi-

pally by 48% lower sales volumes of oleins which resulted 

from the ire at our Port Arthur, Texas manufacturing plant, 

the unplanned outages at our Jefferson County, Texas pro-

duction facilities that resulted from the 2005 U.S. Gulf Coast 

storms and the divestiture of our U.S. butadiene and MTBE 

business on June 27, 2006. Higher average selling prices 

resulted primarily in response to higher raw material and 

energy costs.

For the year ended December 31, 2006, Base Chemicals 

segment EBITDA decreased by $244.8 million, or 95%, as 

compared to 2005. The decrease in segment EBITDA was 

due to lost sales volumes related to the ire at our Port 

Arthur, Texas manufacturing plant and lower contribution 

margins as raw material and energy costs increased more 

than average selling prices. We estimate that segment 

EBITDA was negatively impacted by approximately $166 

million in 2006 due to lost oleins sales volumes and damage 

related to the ire at our Port Arthur, Texas plant. For fur-

ther information, see “Note 22. Casualty Losses and 

Insurance Recoveries—Port Arthur, Texas Plant Fire” to our  

consolidated inancial statements included elsewhere in this 

report. A $280.1 million loss on the U.K. Petrochemical 

Disposition also contributed to the lower segment EBITDA. 

See “Note 3. Discontinued Operations” to our consolidated 

inancial statements included elsewhere in this report. This 

decrease in segment EBITDA was partially offset by a $90.3 

million gain on the sale of our U.S. butadiene and MTBE 

business in 2006. During the year ended December 31, 2006 

and 2005, our Base Chemicals segment recorded restructur-

ing, impairment and plant closing charges of $8.3 million 

and $6.2 million, respectively. For further information con-

cerning restructuring activities, see “Note 11. Restructuring, 

Impairment and Plant Closing Costs” to our consolidated 

financial statements included elsewhere in this report. 

Excluding impairment, EBITDA from our European base 

chemicals business was $165.1 million for the year ended 

December 31, 2006 compared to $176.1 million for the year 

ended December 31, 2005.

CORPORATE AND OTHER

Corporate and other items includes unallocated corporate 

overhead, foreign exchange gains and losses, loss on accounts 

receivable securitization program, loss on the early extin-

guishment of debt, other non-operating income and expense, 

minority interest in subsidiaries’ (income) loss, the extraor-

dinary gain on acquisition of a business, cumulative effect of 

changes in accounting principle and the impact of purchase 

accounting adjustments. For the year ended December 31, 

2006, EBITDA from corporate and other items improved by 

$406.8 million to a loss of $149.8 million from a loss of 

$556.6 million for 2005. The improvement primarily resulted 

from a decrease in expenses of $295.4 million related to the 

loss on early extinguishment of debt, an increase of $42.1 

million in unallocated foreign currency gains, an extraordi-

nary gain of $55.9 million related to the Textile Effects 

Acquisition and a $30.6 million cumulative effect of changes 

in accounting principle charge in 2005, partially offset by a 

$21.7 million loss attributable to the U.K. Petrochemicals 

Disposition.

YEAR ENDED DECEMBER 31, 2005 COMPARED TO 

YEAR ENDED DECEMBER 31, 2004

For the year ended December 31, 2005, we had a net loss of 

$34.6 million on revenues of $10,676.9 million compared to 

a net loss of $227.7 million on revenues of $9,562.5 million 

for 2004. The improvement of $193.1 million in our net loss 

was the result of the following items:

• Revenues for the year ended December 31, 2005 increased 

by $1,114.4 million, or 12%, as compared with 2004 due 

principally to higher average selling prices in all of our 

operating segments, primarily in response to higher raw 

materials and energy costs. For further information, see 

“—Segment Analysis” below.
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• Gross profit for the year ended December 31, 2005 

increased by $411.6 million, or 34%, as compared to 

2004. This increase in gross proit, which occurred in our 

Polyurethanes, Pigments and Polymers segments, was 

mainly due to higher margins as average selling prices 

increased more than raw material and energy costs in 

2005 as compared with 2004. The decrease in gross proit 

in our Materials and Effects, Performance Products and 

Base Chemicals segments resulted from the impact of the 

2005 U.S. Gulf Coast storms, which resulted in a loss of 

sales, repair costs and higher raw material costs. For fur-

ther information, see “—Segment Analysis” below.

• Operating expenses for the year ended December 31, 2005 

increased by $128.3 million, or 19%, as compared with 

2004, primarily due to higher foreign currency losses.

• Restructuring, impairment and plant closing costs for 

the year ended December 31, 2005 decreased to $114.1 

million from $282.9 million in 2004. For further informa-

tion concerning restructuring activities, see “Note 11. 

Restructuring, Impairment and Plant Closing Costs” to 

our consolidated inancial statements included elsewhere 

in this report.

• Net interest expense for the year ended December 31, 

2005 decreased by $186.0 million, or 30%, as compared 

with 2004, primarily due to lower average debt balances 

resulting from the repayment of debt from the proceeds  

of our initial public offering on February 16, 2005 and 

operating cash lows, and from lower average interest 

rates despite higher underlying interest rates on variable 

rate borrowings.

• Income tax expense decreased by $65.9 million to a ben-

eit of $6.1 million for the year ended December 31, 2005 

as compared with a beneit of $72.0 million for the same 

period in 2004. Increased tax expense was largely due to 

reduced pre-tax loss. Our tax obligations are affected by 

the mix of income and losses in the tax jurisdictions in 

which we operate. The change in income tax expense 

includes changes in our mix of income and losses, as well 

as non-recurring items of expense and beneit recognized 

each year.

• The loss from discontinued operations represents the oper-

ating results of our European base chemicals and polymers 

business and the operating results and loss on disposal of 

our TDI business. For further information, see “Note 3. 

Discontinued Operations” to our consolidated inancial 

statements included elsewhere in this report.

• During the fourth quarter of 2005, we adopted FIN 47, 

accounting for conditional asset Retirement obligations, 

and recorded a charge for the cumulative effect of this 

change in accounting principle of $31.7 million ($0.14 per 

diluted share), net of tax of $4.8 million. Also in 2005, we 

accelerated the date of the actuarial measurement for our 

pension and postretirement benefit obligations from 

December 31 to November 30. The effect of the change in 

measurement date on the respective obligations and assets 

of the plan resulted in a cumulative effect of a change  

in accounting principle credit of $4.0 million ($0.02 per 

diluted share), net of tax of $1.9 million, recorded effective 

January 1, 2005.

SEGMENT ANALYSIS

YEAR ENDED DECEMBER 31, 2005 COMPARED TO  

YEAR ENDED DECEMBER 31, 2004

The following tables set forth the revenues and EBITDA for 

each of our operating segments (dollars in millions):

Year Ended December 31,

Percent

2005 2004 Change

Revenues

Polyurethanes $ 3,396.3 $2,818.0 21%

Materials and Effects 1,185.3 1,162.4 2%

Performance Products 2,025.4 1,945.5 4%

Pigments 1,052.8 1,048.1 —

Polymers 1,702.0 1,451.8 17%

Base Chemicals 1,775.5 1,715.3 4%

Eliminations (460.4) (578.6) (20)%

Total $10,676.9 $9,562.5 12%

Year Ended December 31,

Percent

2005 2004 Change

Segment eBITDa

Polyurethanes $676.3 $364.0 86%

Materials and Effects 154.1 151.0 2%

Performance Products 164.9 88.5 86%

Pigments 115.3 (30.0) NM

Polymers 102.7 77.6 32%

Base Chemicals 256.7 278.7 (8)%

Corporate and other (556.6) (37.2) NM

Total $913.4 $892.6 2%

nm—not meaningful
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POLYURETHANES

For the year ended December 31, 2005, Polyurethanes seg-

ment revenues increased by $578.3 million, or 21%, as com-

pared with 2004, primarily as a result of increased MDI and 

MTBE revenues. MDI revenues increased by 25% due to 

29% higher average selling prices. The increase in MDI sell-

ing prices was driven by improved market conditions, stron-

ger growth in higher value applications, and in response to 

higher raw material and energy costs. MDI sales volumes 

were 3% lower principally due to product availability limita-

tions and the effects of unplanned outages related to the U.S. 

Gulf Coast storms. MTBE revenues increased by 28% as a 

result of 38% higher average selling prices. The increase in 

MTBE average selling prices was principally due to strong 

demand and tight supplies in the market. MTBE sales vol-

umes decreased by 8% primarily due to loss of production 

related to unplanned outages for maintenance and the U.S. 

Gulf Coast storms.

For the year ended December 31, 2005, Polyurethanes 

segment EBITDA increased by $312.3 million, or 86%, as 

compared with 2004. Segment EBITDA increased primarily 

as a result of higher contribution margins, with average sell-

ing prices more than offsetting increases in raw material and 

energy costs. Margin improvements were partially offset by 

higher losses from discontinued operations and the negative 

impact of the U.S. Gulf Coast storms. During the years 

ended December 31, 2005 and 2004, our Polyurethanes seg-

ment recorded a loss from discontinued operations of its TDI 

business of $43.9 million and $7.8 million, respectively. In 

addition, our Polyurethanes segment recorded restructuring, 

impairment and plant closing costs of $13.4 million in the 

year ended December 31, 2005 as compared with $36.9 mil-

lion in 2004. For further information concerning restructur-

ing activities, see “Note 11. Restructuring, Impairment and 

Plant Closing Costs” to our consolidated inancial state-

ments included elsewhere in this report.

MATERIALS AND EFFECTS

Materials and Effects revenues for the year ended Decem-

ber 31, 2005 increased by $22.9 million, or 2%, as com-

pared with 2004, primarily attributable to an 8% increase in 

average selling prices, with sales volumes down 6%. Average 

selling prices were higher due to price increase initiatives in 

certain markets in response to higher raw material costs and 

due to a higher value product mix. Our ongoing portfolio 

re-alignment activities resulted in higher sales volumes in 

some of our markets, which were more than offset by lower 

sales volumes of basic epoxy resins in the coatings, construc-

tion and adhesives markets and reduced volumes of elec-

tronic laminates products.

Materials and Effects segment EBITDA for the year 

ended December 31, 2005 increased by $3.1 million, or 2%, 

as compared with 2004. Segment EBITDA improved on 

higher revenues and an improved product mix, resulting 

from increased sales volumes of higher margin adhesives and 

power and composite engineering applications. These 

improvements more than offset higher raw material costs 

caused principally by decreased supplies of materials and 

higher energy prices related to the U.S. Gulf Coast storms 

and a reduction of $8.7 million in legal and contract settle-

ment gains. In addition, our Materials and Effects segment 

recorded restructuring, impairment and plant closing costs 

of $0.5 million and $9.0 million during the years ended 

December 31, 2005 and 2004, respectively. For further 

information concerning restructuring activities, see “Note 

11. Restructuring, Impairment and Plant Closing Costs” to 

our consolidated inancial statements included elsewhere in 

this report.

PERFORMANCE PRODUCTS

For the year ended December 31, 2005, Performance 

Products revenues increased by $79.9 million, or 4%, as 

compared with 2004, primarily as a result of higher average 

selling prices for all major product lines, offset by lower sales 

volumes in certain product lines. Overall, average selling 

prices increased by 17% in response to higher raw material 

and energy costs and improved market conditions for certain 

products. Sales volumes declined by 11% principally due 

to the loss of production volume in the U.S. related to the 

U.S. Gulf Coast storms and the unplanned outage at our PO 

facility, together with lower sales of glycols and certain 

 surfactants.

For the year ended December 31, 2005, Performance 

Products segment EBITDA increased by $76.4 million, or 

86%, as compared with 2004, resulting primarily from 

lower restructuring, impairment and plant closing costs and 

higher margins, partially offset by lower sales volumes and 

the negative impact of the U.S. Gulf Coast storms. During 

the years ended December 31, 2005 and 2004, the Perfor-

mance Products segment recorded restructuring, impairment 

and plant closing charges of $11.1 million and $97.5 million, 

respectively. For further information concerning restructur-

ing activities, see “Note 11. Restructuring, Impairment and 

Plant Closing Costs” to our consolidated inancial state-

ments included elsewhere in this report.

PIGMENTS

For the year ended December 31, 2005, Pigments revenues 

remained relatively unchanged at $1,052.8 million, as com-

pared with revenues of $1,048.1 million in 2004, resulting 

principally from a 6% increase in average selling prices, off-

set in part by a 5% reduction in sales volumes. Sales volumes 

were lower due to the restructuring of our Grimsby, U.K. 

and Umbogintwini, South Africa facilities during 2004 and 
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due to lower end-use demand across all regions. Average sell-

ing prices increased in all regions and beneited from price 

increase initiatives implemented during late 2004 and 2005.

Pigments segment EBITDA for the year ended Decem-

ber 31, 2005 increased by $145.3 million to $115.3 million 

from negative $30.0 million for 2004. During the years 

ended December 31, 2005 and 2004, our Pigments segment 

recorded restructuring, impairment and plant closing charges 

of $30.1 million and $123.3 million, respectively. For fur-

ther information concerning restructuring activities, see 

“Note 11. Restructuring, Impairment and Plant Closing 

Costs” to our consolidated inancial statements included 

elsewhere in this report. This increase in segment EBITDA 

during 2005 was due primarily to the combination of lower 

restructuring, impairment and plant closing costs, $15.1 

million of lower legal settlement costs related to Discoloration 

Claims and higher margins during 2005.

POLYMERS

For the year ended December 31, 2005, Polymers revenues 

increased by $250.2 million, or 17%, as compared with 

2004, due mainly to 22% higher average selling prices, off-

set somewhat by lower sales volumes. Average selling prices 

were higher primarily due to tighter market conditions and 

in response to an increase in raw material and energy costs. 

Sales volumes decreased by 4% as a result of soft demand in 

our Australian styrenics business and raw materials supply 

shortages in our polypropylene business.

For the year ended December 31, 2005, Polymers seg-

ment EBITDA increased by $25.1 million, or 32%, as com-

pared to 2004. This increase in segment EBITDA resulted 

from higher contribution margins, as average selling prices 

increased more than raw material and energy costs, and was 

partially offset by higher restructuring, impairment and 

plant closing costs. During the years ended December 31, 

2005 and 2004, our Polymers segment recorded restructur-

ing, impairment and plant closing charges of $51.6 million 

and $13.6 million, respectively. For further information con-

cerning restructuring activities, see “Note 11. Restructuring, 

Impairment and Plant Closing Costs” to our consolidated 

inancial statements included elsewhere in this report.

BASE CHEMICALS

Beginning in the third quarter of 2006, the operating results 

of our European base chemicals and polymers business were 

classiied as discontinued operations and, accordingly, the 

revenues of this business are excluded from the Base 

Chemicals segment revenues for all periods presented. The 

EBITDA of our European base chemicals and polymers busi-

ness is included in the Base Chemicals segment EBITDA for 

all periods presented.

For the year ended December 31, 2005, Base Chemicals 

revenues increased by $60.2 million, or 4%, as compared 

with 2004. This increase was due mainly to a 29% increase 

in average selling prices, partially offset by a 19% decrease 

in sales volumes. Higher average selling prices were primar-

ily due to improved market conditions and in response to 

higher raw material and energy costs. The sales volume 

decrease was driven principally by a loss of production vol-

ume in the U.S. related to the U.S. Gulf Coast storms.

For the year ended December 31, 2005, Base Chemicals 

segment EBITDA decreased by $22.0 million, or 8%, as 

compared with 2004. This decrease in segment EBITDA was 

primarily due to slightly lower contribution margins, as 

higher average selling prices were more than offset by higher 

raw materials and energy costs. The increase in raw materi-

als and energy costs during 2005 were caused principally by 

decreased supplies of materials and energy sources related to 

the U.S. Gulf Coast storms. EBITDA was also lower due to 

lost production in the U.S. related to the U.S. Gulf Coast 

storms. During the years ended December 31, 2005 and 

2004, our Base Chemicals segment recorded restructuring, 

impairment and plant closing charges of $6.2 million and 

$0.3 million, respectively. For further information concern-

ing restructuring activities, see “Note 11. Restructuring, 

Impairment and Plant Closing Costs” to our consolidated 

financial statements included elsewhere in this report. 

EBITDA from our European base chemicals business was 

$176.1 million for the year ended December 31, 2005 and 

$223.6 million for the year ended December 31, 2004.

CORPORATE AND OTHER

Corporate and other items includes unallocated corporate 

overhead, foreign exchange gains and losses, loss on the sale 

of accounts receivable, loss on the early extinguishment of 

debt, other non-operating income and expense and minority 

interest in subsidiaries’ (income) loss. For the year ended 

December 31, 2005, EBITDA from corporate and other 

items decreased by $519.4 million to a loss of $556.6 million 

from a loss of $37.2 million for 2004. The decrease in 2005 

period EBITDA resulted primarily from a $296.9 million 

increase in losses on early extinguishment of debt, a $147.6 

million increase in unallocated foreign currency losses, 

$28.3 million higher incentive compensation and $30.6 mil-

lion on cumulative effect of changes in accounting principle.

LIquIDITy anD CaPITaL ReSOuRCeS

CASH FOR THE YEAR ENDED DECEMBER 31, 2006  

COMPARED TO THE YEAR ENDED DECEMBER 31, 2005

Net cash provided by operating activities for the years ended 

December 31, 2006 and 2005 was $893.1 million and 

$968.6 million, respectively. The decrease in cash provided 

by operations was primarily attributable to lower operating 

results from our business operations as described in “Results 

of Operations” above.
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Net cash provided by (used in) investing activities for the 

year ended December 31, 2006 and 2005 was $173.9 million 

and $(463.7) million, respectively. During the years ended 

December 31, 2006 and 2005, we invested $549.9 million 

and $338.7 million, respectively, in capital expenditures. The 

increase in 2006 capital expenditures was largely attribut-

able to increased spending on the Wilton, U.K. LDPE facility 

that we sold in the U.K. Petrochemical Disposition. During 

the year ended December 31, 2006, we spent approximately 

$176 million on the construction of the Wilton, U.K. LDPE 

facility as compared to approximately $37 million in 2005. 

In addition, during 2006, we spent approximately $23 mil-

lion relating to the construction of our polyetheramine man-

ufacturing facility in Jurong Island, Singapore, in addition 

to other expansionary capital projects. Also during the year 

ended December 31, 2006, we acquired the textile effects 

business for $176.9 million, net of cash acquired, and sold 

our U.S. butadiene and MTBE business for $274.0 million 

(of which $204.0 million was collected during 2006, while 

the additional $70.0 million will be payable upon the restart 

of our Port Arthur oleins facility, if certain conditions are 

met). In 2006, we also sold our European base chemicals and 

polymers business for $685.0 million in cash. During 2005, 

we acquired the minority interest in Huntsman Advanced 

Materials for $124.8 million. For more information, see 

“Note 4. Business Dispositions and Combinations” to our 

consolidated inancial statements included elsewhere in this 

report. In 2005, in connection with the initial public offer-

ing of our 5% mandatory convertible preferred stock, we 

prefunded our dividend obligations through the mandatory 

conversion date of February 16, 2008 with investments 

in government securities of $40.9 million. As relected in 

inancing activities, we used $14.4 million and $10.8 million 

of these government securities to pay dividends during the 

years ended December 31, 2006 and 2005, respectively.

Net cash used in inancing activities for the year ended 

December 31, 2006 was $961.2 million as compared to 

$603.0 million in 2005. This change in net cash used by 

inancing activities is mainly a result of net repayments of 

debt during the year ended December 31, 2005 of $1,928.3 

million, primarily as a result of our initial public offering of 

common stock and mandatory convertible preferred stock in 

the irst quarter of 2005. As a result of our initial public 

offering, we received $1,491.9 million of net proceeds. Also, 

during the year ended December 31, 2005, we used approxi-

mately $146.0 million to pay premiums associated with 

repayment of indebtedness. During the year ended Decem-

ber 31, 2006, we had net repayments under our debt arrange-

ments of $913.8 million and used $30.4 million to pay 

premiums associated with repayment of indebtedness. 

Included in the 2006 debt repayments were $650.0 million 

in principal repayments from the proceeds of our U.K. 

Petrochemicals Disposition.

CASH FOR THE YEAR ENDED DECEMBER 31, 2005  

COMPARED TO THE YEAR ENDED DECEMBER 31, 2004

Net cash provided by operating activities for the years ended 

December 31, 2005 and 2004 was $968.6 million and 

$180.8 million, respectively. The increase in cash provided 

by operations was primarily attributable to a signiicant 

improvement in operating results and a decrease in interest 

paid as described in “Results of Operations” above.

Net cash used in investing activities for the years ended 

December 31, 2005 and 2004 was $463.7 million and 

$230.0 million, respectively. The increase in cash used in 

investing activities was largely attributable to our 2005 

acquisition of the minority interest of Huntsman Advanced 

Materials for $124.8 million and higher capital expenditures 

of $112.1 million resulting partly from increased capital 

expenditures in HPS, our consolidated Chinese splitting 

joint venture of $38 million, and in our LDPE facility under 

construction at Wilton, U.K. of approximately $37 million. 

In addition, in connection with our initial public offering of 

the 5% mandatory convertible preferred stock on 

February 16, 2005, we prefunded our dividends through the 

mandatory conversion date of February 16, 2008 with 

investments in government securities of $40.9 million, of 

which approximately $10.8 million were used to pay divi-

dends during the year ended December 31, 2005.

Net cash (used in) provided by inancing activities in the 

year ended December 31, 2005 was $(603.0) million as com-

pared with $83.5 million in 2004. This increase in net cash 

used in inancing activities is mainly a result of net repay-

ments of debt during the year ended December 31, 2005 of 

approximately $1,928.3 million. Furthermore, as a result of 

our initial public offering of common and preferred stock in 

the irst quarter of 2005, we received $1,491.9 million of net 

proceeds. During the year ended December 31, 2005, we 

used $146.0 million to pay premiums associated with repay-

ment of indebtedness.
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CHANGES IN FINANCIAL CONDITION

The following information summarizes our working capital position as of December 31, 2006 (after giving effect to the sale 

of our U.S. butadiene and MTBE business, the U.K. Petrochemicals Disposition and the Textile Effects Acquisition) and 

December 31, 2005 (dollars in millions):

adjusted

December 31,

December 31, 2006 December 31, Increase Percent

2006 Dispositions Acquisition Subtotal 2005 (Decrease) Change

Cash and cash equivalents $  263.2 $    — $  (26.7) $  236.5 $  142.8 $  93.7 66%

Accounts receivable, net 1,257.3 212.4 (234.6) 1,235.1 1,482.6 (247.5) (17)%

Inventories, net 1,520.1 181.7 (232.6) 1,469.2 1,309.2 160.0 12%

Prepaid expenses 55.7 16.6 (2.5) 69.8 46.2 23.6 51%

Deferred income taxes 64.6 — (4.8) 59.8 31.2 28.6 92%

Other current assets 175.7 — (66.4) 109.3 84.0 25.3 30%

Total current assets 3,336.6 410.7 (567.6) 3,179.7 3,096.0 83.7 3%

Accounts payable 1,018.2 179.2 (110.8) 1,086.6 1,093.5 (6.9) (1)%

Accrued liabilities 857.6 37.9 (147.5) 748.0 747.2 0.8 —%

Deferred income taxes 9.4 — (3.4) 6.0 2.4 3.6 150%

Current portion of long-term debt 187.9 — — 187.9 44.6 143.3 321%

Total current liabilities 2,073.1 217.1 (261.7) 2,028.5 1,887.7 140.8 7%

Working capital $1,263.5 $193.6 $(305.9) $1,151.2 $1,208.3 $ (57.1) (5)%

During the year ended December 31, 2006, our working 

capital position was signiicantly impacted by the three 

transactions referenced above. Excluding these dispositions 

and acquisitions, our working capital decreased by $57.1 

million as a result of the net impact of the following signii-

cant changes:

• The increase in cash and cash equivalents of $93.7 million 

resulted from the matters identiied in the Consolidated 

Statements of Cash Flows contained in our consolidated 

inancial statements included elsewhere in this report.

• Accounts receivable decreased by $247.5 million primarily 

due to an increase in outstanding receivables sold under 

our A/R Securitization Program of approximately $141 

million and to lower accounts receivable from our U.S. 

base chemicals business resulting from lost sales at our 

Port Arthur oleins manufacturing plant that was dam-

aged by ire. For more information see “Note 22. Casualty 

Losses and Insurance Recoveries” to our consolidated 

inancial statements included elsewhere in this report.

• Inventories increased $160.0 million primarily due to an 

increase in inventory volumes and the effect of changes in 

foreign currency exchange rates.

• The increase in prepaid expenses of $23.6 million was 

mainly attributable to an increase in prepaid insurance 

resulting from higher premiums associated with our recent 

insurance claims.

• The $28.6 million increase in deferred income taxes was 

primarily due to insurance recoveries that were deferred 

for inancial reporting purposes but included in taxable 

income. For further information, see “Note 22. Casualty 

Losses and Insurance Recoveries” to our consolidated 

inancial statements included elsewhere in this report.

• Other current assets increased by $25.3 million primarily 

due to an increase in spare parts expected to be used 

within one year.

• Current portion of long-term debt increased by $143.3 

million primarily due to an increase in the current classii-

cation of $58.2 million of non-recourse debt in our 

Australian subsidiaries that becomes due in August 2007, 

an increase of $16.2 million of insurance premium inanc-

ing and $75.0 million of Term Loan debt voluntarily 

repaid in January 2007.

DeBT anD LIquIDITy

SENIOR CREDIT FACILITIES

As of December 31, 2006, our senior secured credit facilities 

(the “Senior Credit Facilities”) consisted of our (i) $650 mil-

lion revolving facility (the “Revolving Facility”), (ii) $1,614.2 

million term loan B facility (the “Dollar Term Loan”), and 

(iii) €73.9 million ($97.0 million) term loan B facility (the 

“Euro Term Loan” and, collectively with the Dollar Term 

Loan, the “Term Loans”). As of December 31, 2006, there 

were no borrowings outstanding under the Revolving Facility, 

and we had $43.5 million in U.S. dollar equivalents of let-

ters of credit and bank guarantees issued and outstanding 

under the Revolving Facility. The Revolving Facility matures 

in 2010 and the Term Loans mature in 2012; provided, how-

ever, that the maturities of the Revolving Facility and the 

Term Loans will accelerate if we do not repay all but $100 

million of our outstanding debt securities on or before three 

months prior to the maturity dates of such debt securities.

At the present time, borrowings under the Revolving 

Facility and the Dollar Term Loan bear interest at LIBOR 

plus 1.75% and borrowings under the Euro Term Loan 
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 currently bear interest at EURIBOR plus 2.00%. At our 

option, the Revolving Facility may bear interest at a rate 

equal to: (i) a LIBOR-based eurocurrency rate plus an appli-

cable margin ranging between 1.25% and 1.75%, depending 

on our applicable leverage ratio; and (ii) a prime-based rate 

plus an applicable margin ranging between 0.25% and 

0.75%, depending on our applicable leverage ratio. At our 

option, the Term Loans may bear interest at a rate equal to: 

(i) LIBOR plus an applicable margin ranging between 1.50% 

and 1.75%, depending on our applicable leverage ratio or, 

with respect to the Euro Term Loan only, at EURIBOR plus 

an applicable margin ranging between 1.75% and 2.00%; 

and (ii) a prime-based rate plus an applicable margin ranging 

between 0.50% and 0.75%, depending on our applicable 

leverage ratio.

As of December 31, 2006, the weighted average interest 

rate on the Senior Credit Facilities was approximately 7.0%. 

Our obligations under the Senior Credit Facilities are guar-

anteed by our guarantor subsidiaries, which consist of sub-

stantially all of our domestic subsidiaries and certain of our 

foreign subsidiaries (the “Guarantors”), and are secured by 

a irst priority lien (generally shared with the holders of the 

2010 Secured Notes) on substantially all of our domestic 

property, plant and equipment, the stock of all of or our 

material domestic subsidiaries and certain foreign subsidiar-

ies and pledges of intercompany notes between various of 

our subsidiaries. The agreements governing the Senior Credit 

Facilities contain inancial covenants typical for these types 

of agreements, including a minimum interest rate coverage 

ratio, a maximum debt-to-EBITDA ratio and a limit on cap-

ital expenditures. The credit agreements also contain cus-

tomary restrictions or limitations on our ability to incur 

liens, incur additional debt, merge or sell assets, make cer-

tain restricted payments, prepay other indebtedness, make 

investments or engage in transactions with afiliates and 

other customary default provisions.

We entered into an amendment to our Senior Credit 

Facilities on June 30, 2006 to provide for an additional $100 

million of borrowings under the Dollar Term Loan. We bor-

rowed the additional amounts under the Dollar Term Loan 

in July and used the proceeds to redeem all of our $100 mil-

lion outstanding senior loating rate notes due 2011 at a call 

price of 104.0% of the aggregate principal amount thereof. 

The June 30, 2006 amendment also modiied certain other 

provisions in our Senior Credit Facilities, including certain 

inancial covenants. During the 2006 we made several vol-

untary repayments under our Senior Credit Facilities from 

available liquidity, including payments of $50 million in 

April 2006 and $50 million in August 2006.

On January 16, 2007, we made a voluntary repayment 

of $75.0 million U.S. dollar equivalents on our Term Loans 

($70.8 million on the Dollar Term Loan and €3.25 million 

on the Euro Term Loan) with available liquidity. In addition, 

on December 29, 2006 we used a portion of the net proceeds 

from the U.K. Petrochemicals Disposition to repay $400 

million U.S. dollar equivalents on our Term Loans ($377.3 

million on the Dollar Term Loan and €17.3 million on the 

Euro Term Loan).

SECURED NOTES

As of December 31, 2006, Huntsman International had out-

standing $296.0 million aggregate principal amount ($294.0 

million book value and $455.4 million original aggregate 

principal amount) under its 11.625% senior secured notes 

due 2010 (the “2010 Secured Notes”). The 2010 Secured 

Notes are redeemable after October 15, 2007 at 105.813% 

of the principal amount plus accrued interest, declining rat-

ably to par on and after October 15, 2009. Interest on the 

2010 Secured Notes is payable semiannually in April and 

October of each year. The 2010 Secured Notes are secured 

by a irst priority lien on all collateral securing the Senior 

Credit Facilities as described above (other than capital stock 

of Huntsman International’s subsidiaries), shared equally 

with the lenders on the Senior Credit Facilities, subject to 

certain intercreditor arrangements.

The 2010 Secured Notes contain covenants relating to 

the incurrence of debt and limitations on distributions, cer-

tain restricted payments, asset sales and afiliate transactions 

and are guaranteed by the Guarantors. The indentures gov-

erning the 2010 Secured Notes also contain provisions 

requiring us to offer to repurchase the notes upon a change 

of control.

SENIOR NOTES

As of December 31, 2006, Huntsman International had out-

standing $198.0 million ($300 million original aggregate 

principal amount) of 11.5% senior notes due 2012 (the 

“2012 Senior Notes”). Interest on the 2012 Senior Notes is 

payable semiannually in January and July of each year. The 

2012 Senior Notes are redeemable after July 15, 2008 at 

105.75% of the principal amount plus accrued interest, 

declining ratably to par on and after July 15, 2010.

The 2012 Senior Notes are unsecured obligations. The 

indentures governing Huntsman International’s 9.875% 

senior notes due 2009 (the “2009 Senior Notes”) and the 

2012 Senior Notes contain covenants, among other things, 

relating to the incurrence of debt and limitations on distribu-

tions and certain restricted payments, asset sales and afili-

ate transactions and are guaranteed by the Guarantors. The 

indentures governing the 2012 Senior Notes contain provi-

sions requiring us to offer to repurchase the notes upon a 

change of control.

On December 29, 2006, we used a portion of the net 

proceeds from the U.K. Petrochemicals Disposition to legally 

defease the outstanding $250 million of our 2009 Senior 

Notes. We deposited suficient funds with the trustee for 

redemption and irrevocably assigned all rights and title to 

these funds to the trustee for the beneit of the note holders. 

The notes are scheduled for redemption by the trustee on 
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March 1, 2007 at a price of 102.468% of the aggregate prin-

cipal amount plus accrued interest. On July 13, 2006, we 

entered into a transaction to repurchase $37.5 million of the 

2009 Senior Notes at a price of approximately 105% of the 

aggregate principal amount plus accrued interest. In addi-

tion, on August 14, 2006 and on September 20, 2006,  

we completed redemptions of $62.5 million and $100.0  

million, respectively, of the 2009 Senior Notes at a call  

price of 104.937% of the aggregate principal amount plus 

accrued interest.

In accordance with an amendment to our Senior Credit 

Facilities, on July 14, 2006, we borrowed an additional $100 

million under the Dollar Term Loan and, on July 24, 2006, 

redeemed in full our senior loating rate notes due 2011 at 

104.0% of the principal amount plus accrued interest.

SUBORDINATED NOTES

As of December 31, 2006, we had outstanding $175.0 mil-

lion 7.375% senior subordinated notes due 2015 and €135.0 

million ($177.2 million) 7.5% senior subordinated notes due 

2015 (collectively, the “2015 Subordinated Notes”). The 

2015 Subordinated Notes are redeemable on or after Janu-

ary 1, 2010 at 103.688% and 103.750%, respectively, of the 

principal amount plus accrued interest, declining ratably to 

par on and after January 1, 2013. Under the terms of a reg-

istration rights agreement among Huntsman International, 

the Guarantors and the initial purchasers of the 2015 Sub-

ordinated Notes, we were required to complete an exchange 

offer for the 2015 Subordinated Notes on or before Septem-

ber 11, 2005. Because we did not complete the exchange 

offer by this date, we were required to pay additional inter-

est on the 2015 Subordinated Notes. As of December 31, 

2006, we had paid a total of $1.6 million and €1.2 million 

in additional interest. Additional interest ceased to accrue on 

December 17, 2006. Since we were not able to complete the 

exchange offer before this date, we withdrew the registration 

statement relating to the exchange offer.

As of December 31, 2006, we had outstanding €114.0 

million ($149.6 million) (€450 million original aggregate 

principal amount) 10.125% senior subordinated notes due 

2009 (the “2009 Subordinated Notes”). As of December 31, 

2006, the 2009 Subordinated Notes have an unamortized 

premium of $1.4 million and are currently redeemable at 

101.688% of the principal amount plus accrued interest, 

declining to par on or after July 1, 2007.

On November 13, 2006, we completed an offering of 

new subordinated notes consisting of €400 million (approxi-

mately $508 million on or about the offering date; $525.1 

million as of December 31, 2006) 6.875% senior subordi-

nated notes due 2013 (the “2013 Subordinated Notes”) and 

$200 million 7.875% senior subordinated notes due 2014 

(the “2014 Subordinated Notes”). We used the net proceeds 

of approximately $699 million to redeem all ($366.1 mil-

lion) of our outstanding U.S. dollar-denominated 10.125% 

2009 Subordinated Notes and a portion (€258.0 million) of 

our outstanding euro-denominated 10.125% 2009 Subordi-

nated Notes. The call price of the 2009 Subordinated Notes 

was 101.688% of the principal amount plus accrued interest. 

The 2013 Subordinated Notes are redeemable on or after 

November 15, 2009 at 105.156% of the principal amount 

plus accrued interest, declining ratably to par on or after 

November 15, 2012. The 2014 Subordinated Notes are 

redeemable on or after November 15, 2010 at 103.938% of 

the principal amount plus accrued interest, declining ratably 

to par on or after November 15, 2012.

Interest on the 2015 Subordinated Notes and the 2009 

Subordinated Notes is payable semiannually in January and 

July of each year. Interest on the 2013 Subordinated Notes 

and the 2014 Subordinated Notes is payable semiannually in 

November and May of each year. All of our subordinated 

notes are unsecured. The indentures governing our subordi-

nated notes contain covenants relating, among other things, 

to the incurrence of debt and limitations on distributions, 

certain restricted payments, asset sales and afiliate transac-

tions. Our subordinated notes are guaranteed by the Guaran-

tors. The indentures also contain provisions requiring us to 

offer to repurchase the notes upon a change of control.

At the end of February 2007, we closed on substantially 

all of a direct private placement of $147.0 million in aggre-

gate principal amount of U.S. dollar denominated 7.875% 

senior subordinated notes due November 15, 2014. These 

notes were issued at a premium of 104% of principal amount 

for a yield of 7.01% and were issued under the same inden-

ture and are of the same series as an original placement of 

dollar denominated notes issued by us in November 2006. 

We intend to use the expected net proceeds of approximately 

$151.7 million to redeem all (approximately €114 million) of 

our remaining outstanding 2009 Subordinated Notes, which 

are being called for redemption on March 27, 2007, at a call 

price of 101.688% plus accrued interest. This reinancing is 

expected to reduce our annual interest expense by approxi-

mately $5 million.

OTHER DEBT

We maintain a $25.0 million multicurrency overdraft facil-

ity used for the working capital needs for our European 

 subsidiaries (the “European Overdraft Facility”). As of 

December 31, 2006, we had no borrowings outstanding 

under the European Overdraft Facility.

In January 2003, Huntsman International entered into 

two related joint venture agreements to build MDI produc-

tion facilities near Shanghai, China. SLIC, our manufactur-

ing joint venture with BASF AG and three Chinese chemical 

companies, operates three plants that manufacture MNB, 

aniline and crude MDI. We effectively own 35% of SLIC 

and it is an unconsolidated afiliate. HPS, our splitting joint 

venture with Shanghai Chlor-Alkali Chemical Company, 

Ltd, operates a plant that manufactures pure MDI, poly-

meric MDI and MDI variants. We own 70% of HPS and it is 

a consolidated afiliate.
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HPS obtained secured loans for the construction of its 

MDI production facility. This debt consists of various com-

mitted loans in the aggregate amount of approximately $121 

million. As of December 31, 2006, HPS had $28.9 million 

outstanding in U.S. dollar borrowings and 480 million in 

RMB borrowings ($61.4 million) under these facilities. The 

interest rate on these facilities is LIBOR plus 0.48% for U.S. 

dollar borrowings and 90% of the Peoples Bank of China 

rate for RMB borrowings. As of December 31, 2006, the 

interest rate was approximately 5.8% for U.S. dollar bor-

rowings and 6.2% for RMB borrowings. The loans are 

secured by substantially all the assets of HPS and will be 

repaid in 16 semiannual installments beginning on June 30, 

2007. We have guaranteed 70% of any amount due and 

unpaid by HPS under the loans described above (except for 

the VAT facility, which is not guaranteed). Our guarantees 

remain in effect until HPS has commenced production of at 

least 70% of capacity for at least 30 days and achieved a 

debt service cost ratio of at least 1.5:1. Our Chinese MDI 

joint ventures are unrestricted subsidiaries under the Senior 

Credit Facilities and under the indentures governing our out-

standing notes. HPS commenced operations during 2006.

Our Australian subsidiaries maintain credit facilities 

that had an aggregate outstanding balance of A$78.0 mil-

lion ($61.4 million) as of December 31, 2006. These facili-

ties are non-recourse to Huntsman International and bear 

interest at the Australian index rate plus a margin of 2.9%. 

As of December 31, 2006, the interest rate for these facilities 

was 9.3%. The Australian credit facilities mature in 

August 2007 and all borrowings under such facilities have 

been classiied as current portion of debt.

In July 2006, in conjunction with our annual renewal of 

property and liability insurance programs, we inanced sub-

stantially all of our premiums for the 2006/2007 renewal 

period and, at that time, Huntsman International entered 

into notes payable in the amount of $65.6 million due in the 

next twelve months. As of December 31, 2006, the outstand-

ing amount due under these notes is $36.8 million. Insurance 

premium inancings are generally secured by the unearned 

premiums under such policies.

COMPLIanCe wITh COvenanTS

Our management believes that we are in compliance with 

the covenants contained in the agreements governing the 

Senior Credit Facilities, the A/R Securitization Program and 

the indentures governing our notes.

ShORT-TeRM anD LOnG-TeRM LIquIDITy

We depend upon our credit facilities and other debt instru-

ments to provide liquidity for our operations and working 

capital needs. As of December 31, 2006, we had approxi-

mately $887.7 million of combined cash and combined 

unused borrowing capacity, consisting of $263.2 million in 

cash, $606.5 million in availability under our Revolving 

Facility, $15.0 million attributable to our European Over-

draft Facility and approximately $3 million in availability 

under our A/R Securitization Program. In January 2007, we 

voluntarily repaid $75.0 million of Term Loan debt with 

available liquidity.

Our liquidity has been signiicantly impacted by the 

closing of the U.K. Petrochemicals Disposition on Decem-

ber 29, 2006. We sold our European base chemicals and 

polymers business for an aggregate purchase price of $685 

million in cash, plus the assumption by the purchaser of 

approximately $126 million in unfunded pension liabilities. 

We used the net proceeds to defease the remaining $250 mil-

lion outstanding principal amount of our 9.875% 2009 

Senior Notes and to repay $400 million of the debt under 

our Senior Credit Facilities.

We anticipate that, going forward, our liquidity will be 

impacted by the following:

• As a result of the U.K. Petrochemicals Disposition, avail-

ability under the A/R Securitization Program is being 

negatively impacted during certain periods of the year 

when our receivables are seasonally low, such as near 

year-end and late summer. We anticipate this impact to 

be approximately $60 million during such periods; for 

example, at December 31, 2006, our capacity under the 

A/R Securitization Program was limited to approximately 

$446 million.

• In connection with the U.K. Petrochemical Disposition, 

we agreed to make payments to SABIC of approximately 

$35 million (£18 million) related to the transfer of pension 

plan assets and liabilities. We accrued this liability in con-

nection with the sale transaction and expect to fund the 

obligation in the irst half of 2007. The inal sales price of 

the U.K. Petrochemical Disposition is also subject to 

adjustments relating to working capital and investment in 

the LDPE plant currently under construction in Wilton 

U.K. We have accrued a liability relating to these adjust-

ments of $14.5 million and expect to fund this obligation 

in the irst half of 2007.

• As a result of the ire damage at our Port Arthur, Texas 

facility that occurred on April 29, 2006, we have received 

and anticipate receiving additional settlements of insur-

ance claims, as well as incurring signiicant expenditures 

to rebuild the facility (see “—Casualty Losses and Insur-

ance Recoveries” below).

• In connection with the sale of our U.S. butadiene and 

MTBE business, $70 million of the purchase price will be 

payable to us after the restart of our Port Arthur, Texas 

facility that was damaged by ire and the related resump-

tion of crude butadiene supply, provided that we achieve 

certain intermediate steps toward restarting the facility 

within 30 months of the sale.
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• We are currently inalizing the working capital settlement 

related to the Textile Effects Acquisition. As of Decem-

ber 31, 2006, we had recorded a receivable for the work-

ing capital settlement of $21.4 million related to the 

Textile Effects Acquisition. We expect the working capital 

settlement amounts to be inalized and collected during 

the irst half of 2007.

• We expect to realize a total value from the Pending U.S. 

Petrochemicals Dispositions of approximately $761 mil-

lion. Under the agreement, Flint Hills Resources will 

acquire our U.S. base chemicals and polymers manufac-

turing assets for approximately $456 million in cash, plus 

the value of inventory on the date of closing (approxi-

mately $286 million at December 31, 2006). We will 

retain other elements of working capital, including 

accounts receivable, accounts payable and certain accrued 

liabilities (net, approximately $19 million at December 31, 

2006), which will be liquidated for cash in the ordinary 

course of business following the closing. Subject to cus-

tomary regulatory approvals and other closing conditions, 

the transaction is expected to close during the third quar-

ter of 2007, following the re-start of our Port Arthur, 

Texas, oleins manufacturing facility. For more informa-

tion, see “Note 22. Casualty Losses and Insurance 

Recoveries—Port Arthur, Texas Plant Fire” to our con-

solidated inancial statements included elsewhere in this 

report. We expect to use the net proceeds from this trans-

action to repay debt.

We believe our current liquidity, together with funds 

generated by our businesses, is suficient to meet the short-

term and long-term needs of our businesses, including fund-

ing operations, making capital expenditures and servicing 

our debt obligations in the ordinary course.

CaPITaL exPenDITuReS

Excluding capital expenditures relating to the ire damage at 

our Port Arthur, Texas facility discussed below, we expect to 

spend approximately $525 million on capital projects in 

2007. We expect to inance our capital expenditure commit-

ments through a combination of cash lows from operations 

and inancing arrangements.

We currently estimate that we will incur approximately 

$100 million of capital expenditures in 2007 related to the 

ire damage at our Port Arthur, Texas facility. In addition, 

we currently estimate that repair and maintenance expenses 

and other non-capital costs associated with the ire damage 

will be approximately $65 million during 2007.

Capital expenditures for the year ended December 31, 

2006 were $549.9 million as compared to $338.7 million in 

2005. The increase in capital expenditures in 2006 was 

largely attributable to increased capital expenditures at the 

Wilton, U.K. LDPE project which had approximately $176 

million in capital spending during the year ended 

December 31, 2006 as compared to approximately $37 mil-

lion spent in 2005. As noted, the Wilton, U.K. LDPE project 

was sold as part of the U.K. Petrochemicals Disposition. In 

addition, during 2006, we spent approximately $23 million 

relating to construction of our polyetheramine manufactur-

ing facility in Jurong Island, Singapore, in addition to other 

expansionary capital projects. During the year ended Decem-

ber 31, 2006, we also completed our equity investments in 

HPS, our consolidated Chinese joint venture, and SLIC, our 

unconsolidated Chinese joint venture, and during 2006, 

funded approximately $15 million as equity in HPS and $14 

million as equity in SLIC. HPS and SLIC commenced opera-

tions during 2006.

COnTRaCTuaL OBLIGaTIOnS anD  

COMMeRCIaL COMMITMenTS

Our obligations under long-term debt (including the current 

portion), lease agreements and other contractual commit-

ments as of December 31, 2006 are summarized below (dol-

lars in millions):

2007

2008–

2009

2010–

2011

After 

2011 Total

Long-term debt, 

including 

current portion $ 187.9 $ 211.2 $ 358.8 $2,887.4 $3,645.3

Interest(1) 284.9 551.6 476.9 298.3 1,611.7

Operating leases 53.1 92.7 68.6 104.5 318.9

Purchase 

commitments(2) 1,425.3 626.8 141.3 140.3 2,333.7

Total(3) $1,951.2 $1,482.3 $1,045.6 $3,430.5 $7,909.6

(1) interest calculated using interest rates as of december 31, 2006.

(2) we have various purchase commitments extending through 2023 for 

materials, supplies and services entered into in the ordinary course of 

business. included in the purchase commitments table above are con-

tracts which require minimum volume purchases that extend beyond 

one year or are renewable annually and have been renewed for 2006. 

certain contracts allow for changes in minimum required purchase vol-

umes in the event of a temporary or permanent shutdown of a facility. 

to the extent the contract requires a minimum notice period, such notice 

period has been included in the above table. the contractual purchase 

price for substantially all of these contracts is variable based upon mar-

ket prices, subject to annual negotiations. we have estimated our con-

tractual obligations by using the terms of our 2006 pricing for each 

contract. we also have a limited number of contracts which require a 

minimum payment, even if no volume is purchased. we believe that all 

of our purchase obligations will be utilized in our normal operations.

(3) totals do not include expected tax payments. totals also do not include 

commitments pertaining to our pension and other postretirement obli-

gations. our estimated future contributions to our pension and post-

retirement plans are as follows (dollars in millions):

2007

2008–

2009

2010–

2011

5-Year 

Average 

Annual

Pension plans $158.6 $251.7 $266.6 135.4

Other postretirement  

obligations 12.4 24.6 24.2 12.3
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OFF-BaLanCe SheeT aRRanGeMenTS

RECEIVABLES SECURITIZATION

For a discussion of our A/R Securitization Program, see 

“Note 16. Securitization of Accounts Receivable” to our 

consolidated financial statements included elsewhere in  

this report.

FINANCING OF CHINESE MDI FACILITIES

On September 19, 2003, our Chinese joint ventures, HPS 

and SLIC, obtained secured inancing for the construction of 

production facilities. Details concerning HPS’ inancing are 

described in “—Debt and Liquidity—Other Debt” above. 

SLIC obtained various committed loans in the aggregate 

amount of approximately $229 million in U.S. dollar equiv-

alents. As of December 31, 2006, there were $87.7 million 

and RMB 1,095 million ($140.2 million) in outstanding 

borrowings under these facilities. The interest rate on these 

facilities is LIBOR plus 0.48% for U.S. dollar borrowings 

and 90% of the Peoples Bank of China rate for RMB bor-

rowings. The loans are secured by substantially all the assets 

of SLIC and will be paid in 16 semiannual installments, 

beginning on June 30, 2007. We unconditionally guarantee 

35% of any amounts due and unpaid by SLIC under the 

loans described above (except for a $1.5 million VAT facility 

which is not guaranteed). Our guarantee remains in effect 

until SLIC has commenced production of at least 70% of 

capacity for at least 30 days and achieved a debt service cov-

erage ratio of at least 1:1. SLIC commenced operations in the 

third quarter of 2006.

ReSTRuCTuRInG, IMPaIRMenT anD  

PLanT CLOSInG COSTS

For a discussion of restructuring, impairment and plant 

 closing costs, see “Note 11. Restructuring, Impairment and 

Plant Closing Costs” to our consolidated inancial statements 

included elsewhere in this report.

LeGaL PROCeeDInGS

For a discussion of legal proceedings, see “Note 20. Commit-

ments and Contingencies—Legal Matters” to our consoli-

dated inancial statements included elsewhere in this report.

envIROnMenTaL, heaLTh anD SaFeTy MaTTeRS

We are committed to achieving and maintaining compliance 

with all applicable EHS legal requirements, and we have 

developed policies and management systems that are intended 

to identify the multitude of EHS legal requirements applica-

ble to our operations, enhance compliance with applicable 

legal requirements, ensure the safety of our employees, con-

tractors, community neighbors and customers and minimize 

the production and emission of wastes and other pollutants. 

Although EHS legal requirements are constantly changing 

and are frequently dificult to comply with, these EHS man-

agement systems are designed to assist us in our compliance 

goals while also fostering eficiency and improvement and 

minimizing overall risk to us.

For a further discussion of environmental, health and 

safety matters, see “Note 21. Environmental, Health and 

Safety Matters” to our consolidated inancial statements 

included elsewhere in this report.

ReCenTLy ISSueD aCCOunTInG PROnOunCeMenTS

For a discussion of recently issued accounting pronounce-

ments, see “Note 2. Summary of Signiicant Accounting 

Policies—Recently Issued Accounting Pronouncements” to 

our consolidated inancial statements included elsewhere in 

this report.

CRITICaL aCCOunTInG POLICIeS

The preparation of inancial statements and related disclo-

sures in conformity with accounting principles generally 

accepted in the U.S. requires management to make judg-

ments, estimates and assumptions that affect the reported 

amounts in the consolidated inancial statements. Our sig-

niicant accounting policies are summarized in “Note 2. 

Summary of Signiicant Accounting Policies” to our consoli-

dated inancial statements included elsewhere in this report. 

Summarized below are our critical accounting policies:

CASUALTY LOSSES AND INSURANCE RECOVERIES

2005 U.S. GULF COAST STORMS

On September 22, 2005, we suspended operations at our 

Gulf Coast facilities in Texas and Louisiana as a result of 

hurricane Rita. In addition, we sustained property damage 

at our Port Neches and Port Arthur, Texas facilities as a 

result of the hurricane. We maintain customary insurance 

coverage for property damage and business interruption. 

With respect to coverage of these losses, the deductible for 

property damage was $10 million per site, while business 

interruption coverage does not apply for the irst 60 days.

In connection with the losses incurred from hurricane 

Rita, we are in the process of completing insurance claims 

for property damage and business interruption. During 

2006, we received insurance recovery advances of $12.5 mil-

lion, and, on January 23, 2007, we executed a sworn state-

ment in proof of loss with the insurance companies to receive 

additional insurance recovery advances of $14.0 million to 

be received during the irst quarter of 2007. The $26.5 mil-

lion of insurance recoveries are recorded in “Other operat-

ing income (expense)” on the accompanying consolidated 

statements of operations as they represent the recovery of 

losses previously recognized in prior periods, of which $13.3 

million was allocated to the Performance Products segment 

and $13.2 million was allocated to the Base Chemicals seg-

ment. The insurance receivable of $14.0 million is recorded 

within “Other current assets” on the accompanying consoli-

dated balance sheets. We and our insurers are working to 

reach a settlement on the remainder of the insurance claim 
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and we can provide no assurance with respect to the ulti-

mate resolution of this matter.

PORT ARTHUR, TEXAS PLANT FIRE

On April 29, 2006, our Port Arthur, Texas oleins manufac-

turing plant experienced a major ire. With the exception of 

cyclohexane operations at the site, which were restarted in 

June 2006, the remaining operations at the site remain shut-

down. The damage is signiicant and, while no assurances 

can be made, preliminary indications are that we expect to 

restart the facility early in the third quarter of 2007. The 

Port Arthur manufacturing plant is covered by property 

damage and business interruption insurance. With respect to 

coverage for this outage, the deductible for property damage 

is $10 million and business interruption coverage does not 

apply for the irst 60 days.

During 2006 we incurred expenditures and losses for 

both property damage and business interruption as a result 

of the Port Arthur ire. Net of the $10 million deductible, we 

incurred approximately $17.2 million in property damages, 

including the write-off of damaged assets, costs to respond 

and clean up the facility and costs for the repair and mainte-

nance of damaged equipment, all of which were accrued for 

recovery by insurance, as recovery from our insurers was 

considered probable. In addition, we spent approximately 

$18.3 million in capital to rebuild the facility.

With respect to lost proits due to business interruption, 

we estimate lost margins during 2006 to be approximately 

$195 million. Partially offsetting these lost margins, during 

2006 we accrued for the recovery of costs during the non-

deductible business interruption period from our insurance 

policies of approximately $39.2 million, as recovery from 

our insurers was considered probable. We estimate the lost 

margins for business interruption attributed to the 60 day 

deductible period to be approximately $50 million.

During the fourth quarter of 2006, we received insur-

ance recovery advances of $150.0 million, of which $56.4 

million was applied to our insurance receivables related to 

recovery of costs incurred and $93.6 million has been 

recorded as a deferred gain and is included in “Accrued lia-

bilities” on the accompanying consolidated balance sheets.

The incurrence of future ixed costs during the business 

interruption period and the future repair and maintenance 

expense of the damaged equipment will be offset against the 

deferred gain. Any such amounts incurred above the deferred 

gain will be recorded as an insurance receivable if realization 

is deemed probable. Future insurance recovery advances, if 

any, in excess of accrued ixed costs and other expenses 

relating to the damaged facilities will be recorded as a 

deferred gain, and any remaining deferred gain will not be 

recognized in our consolidated statements of operations until 

inal settlement with our insurance carriers.

We currently estimate the total cost to repair and replace 

the damaged equipment in order to restart the facility to be 

approximately $200 million. We expect to collect nearly all 

of this amount less a $10 million deductible as property 

damage claimed under our insurance. The total estimable 

loss for business interruption will depend greatly upon such 

factors as future market conditions and the inal duration of 

the outage. We continue to work with our insurance carriers 

on the scope of our insurance claim and we can provide  

no assurance with respect to the ultimate resolution of  

this matter.

REVENUE RECOGNITION

We generate substantially all of our revenues through sales 

in the open market and long-term supply agreements. We 

recognize revenue when it is realized or realizable and 

earned. Revenue for product sales is recognized when a sales 

arrangement exists, risk and title to the product transfer to 

the customer, collectibility is reasonably assured and pricing 

is ixed or determinable.

Revenue arrangements that contain multiple deliver-

ables, which relate primarily to the licensing of technology, 

are evaluated in accordance with EITF Issue No. 00-21 

Revenue arrangements with multiple deliverables to deter-

mine whether the arrangements should be divided into sepa-

rate units of accounting and how the arrangement 

consideration should be measured and allocated among the 

separate units of accounting.

LONG-LIVED ASSETS

The determination of useful lives of our property, plant and 

equipment is considered a critical accounting estimate. Such 

lives are estimated based upon our historical experience, 

engineering estimates and industry information and are 

reviewed when economic events indicate that we may not be 

able to recover the carrying value of the assets. The esti-

mated lives of our property range from 3 to 60 years and 

depreciation is recorded on the straight-line method. Inherent 

in our estimates of useful lives is the assumption that peri-

odic maintenance and an appropriate level of annual capital 

expenditures will be performed. Without on-going capital 

improvements and maintenance, the productivity and cost 

eficiency declines and the useful lives of our assets would 

be shorter.

Management uses judgment to estimate the useful lives 

of our long-lived assets. If the useful lives of our property, 

plant and equipment as of December 31, 2006 were to have 

been estimated to be one year greater or one year less, then 

depreciation expense for the year ended December 31, 2006 

would have been approximately $32 million less or $28 mil-

lion greater, respectively.

We are required to evaluate our plant assets whenever 

events indicate that the carrying value may not be recover-

able in the future or when management’s plans change 

regarding those assets, such as idling or closing a plant. We 

evaluate impairment by comparing undiscounted cash lows 

of the related asset groups to the carrying value. Key assump-

tions in determining the future cash lows include the useful 
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life, technology, competitive pressures, raw material pricing 

and regulations. During the third quarter of 2006, we con-

cluded that the long-lived assets of our European base chem-

icals and polymers business were impaired based upon the 

expected sales price less cost to sell. Accordingly, we recorded 

impairment charges of $280.2 million during the third quar-

ter of 2006. During the fourth quarter of 2006, we tested 

the PO/MTBE assets for recoverability and concluded that 

these assets were not impaired.

On February 15, 2007, we entered into an agreement to 

sell our U.S. based chemicals and polymers business and 

expect to realize a total value from the sale of approximately 

$761 million. See “Note 31. Subsequent Events” to our con-

solidated inancial statements included elsewhere in this 

report. We expect to incur a loss in connection with the 

anticipated 2007 sale of our U.S. base chemicals and poly-

mers business. As of December 31, 2006, these assets were 

classiied as held and used in accordance with SFAS No. 144, 

accounting for the impairment or disposal of long-lived 

assets, because these assets were not immediately available 

for sale in their present condition due to the required repair 

and restart of the Port Arthur facility. We tested these assets 

for recoverability using expected future cash lows together 

with expected proceeds from the Port Arthur ire insurance 

recovery and concluded that these expected future cash lows 

were in excess of the carrying value of the business expected 

to be sold. Therefore, we did not recognize an impairment 

charge as of December 31, 2006. We will continue to assess 

these assets for recoverability during 2007. As the date of 

sale completion nears and insurance proceeds are received, 

future cash lows associated with these assets will diminish 

and, at some point in 2007, we expect that future cash lows 

will no longer be suficient to recover the carrying value of 

the business to be sold, which will increase as the plant is 

rebuilt, and we expect to recognize an impairment charge.

RESTRUCTURING AND PLANT CLOSING COSTS

We have recorded restructuring charges in recent periods in 

connection with closing certain plant locations, work force 

reductions and other cost savings programs. These charges 

are recorded when management has committed to a plan and 

incurred a liability related to the plan. Also in connection 

with the Textile Effects Acquisition, we recorded liabilities 

for workforce reduction, non-cancelable lease termination 

costs and demolition, decommissioning and other restruc-

turing costs. Estimates for plant closing include the write-off 

of the carrying value of the plant, any necessary environ-

mental and/or regulatory costs, contract termination and 

demolition costs. Estimates for work force reductions and 

other costs savings are recorded based upon estimates of the 

number of positions to be terminated, termination beneits 

to be provided and other information as necessary. While 

management evaluates the estimates on a quarterly basis and 

will adjust the reserve when information indicates that the 

estimate is above or below the initial estimate, management’s 

estimates on a project-by-project basis have not varied to a 

material degree. For further discussion of our restructuring 

activities, see “Note 11. Restructuring, Impairment and 

Plant Closing Costs” to our consolidated inancial state-

ments included elsewhere in this report.

INCOME TAXES

We use the asset and liability method of accounting for 

income taxes. Deferred income taxes relect the net tax 

effects of temporary differences between the carrying 

amounts of assets and liabilities for inancial and tax report-

ing purposes. We evaluate deferred tax assets to determine 

whether it is more likely than not that they will be realized. 

Valuation allowances are reviewed each period on a tax 

jurisdiction by tax jurisdiction basis to analyze whether 

there is suficient positive or negative evidence to support a 

change in judgment about the realizability of the related 

deferred tax assets.

Subsequent to acquiring Huntsman Advanced Materials 

in June 2003 and through December 31, 2005, substantially 

all non-U.S. operations of Huntsman Advanced Materials 

were treated as our branches for U.S. income tax purposes 

and were, therefore, subject to both U.S. and non-U.S. 

income tax. Effective January 1, 2006, Huntsman Advanced 

Materials foreign operations are no longer being treated as 

our branches and are not subject to U.S. taxation on their 

earnings until those earnings are repatriated to the U.S., 

similar to our other non-U.S. entities.

For non-U.S. entities that are not treated as branches for 

U.S. tax purposes, we do not provide for income taxes on 

the undistributed earnings of these subsidiaries as earnings 

are reinvested and, in the opinion of management, will con-

tinue to be reinvested indeinitely.

As a matter of course, our subsidiaries are regularly 

audited by various taxing authorities in both the U.S. and 

numerous non-U.S. jurisdictions. We believe adequate 

 provision has been made for all outstanding issues for all 

open years.

EMPLOYEE BENEFIT PROGRAMS

We sponsor several contributory and non-contributory 

deined beneit plans, covering employees primarily in the 

U.S., the U.K., Netherlands, Belgium and- Canada but also 

covering employees in a number of other countries. We fund 

the material plans through trust arrangements (or local 

equivalents) where the assets are held separately from us. We 

also sponsor unfunded postretirement plans which provide 

medical and life insurance beneits covering certain employ-

ees in the U.S. and Canada. Amounts recorded in the con-

solidated financial statements are recorded based upon 

actuarial valuations performed by various independent actu-

aries. Inherent in these valuations are numerous assumptions 

regarding expected return on assets, discount rates, compen-
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sation increases, mortality rates and health care costs trends. 

These assumptions are disclosed in “Note 18. Employee 

Benefit Plans” to our consolidated financial statements 

included elsewhere in this report.

Management, with the advice of its actuaries, uses judg-

ment to make assumptions on which our employee beneit 

plan liabilities and expenses are based. The effect of a 1% 

change in three key assumptions is summarized as follows 

(dollars in millions):

Assumptions

Statement of 

Operations(1)

Balance 

Sheet 

Impact(2)

Discount rate

—1% increase $(35.0) $(489.6)

—1% decrease 44.9 620.4

Expected return on assets

—1% increase (23.0) —

—1% decrease 23.0 —

Rate of compensation increase

—1% increase 16.7 125.5

—1% decrease (17.1) (125.5)

(1) estimated impact on 2006 net periodic beneit cost.

(2) estimated impact on december 31, 2006 funded status.

STOCK-BASED COMPENSATION PLANS

Management uses judgment in determining assumptions 

used in the Black-Scholes valuation model to estimate fair 

value of its stock-based compensation plans. Because we did 

not have stock-based compensation plans prior to our initial 

public offering of common stock in February 2005, our ability  

to use historical experience for assumptions related to  

stock-based compensation plans has been limited. The effect 

of a 10% change in two key assumptions is summarized as 

follows (dollars in millions):

Assumptions

Statement of 

Operations(1)

Balance Sheet 

Impact(2)

Expected volatility

—10% increase $  2.2 $  2.2

—10% decrease (2.0) (2.0)

Expected life of stock options granted 

during the period

—10% increase 0.6 0.6

—10% decrease (0.6) (0.6)

(1) estimated impact on 2006 compensation expense.

(2) estimated impact on december 31, 2006 additional paid-in capital.

ENVIRONMENTAL RESERVES

Environmental remediation costs for our facilities are accrued 

when it is probable that a liability has been incurred and the 

amount can be reasonably estimated. Estimates of environ-

mental reserves require evaluating government regulation, 

available technology, site-speciic information and remedia-

tion alternatives. We accrue an amount equal to our best 

estimate of the costs to remediate based upon the available 

information. Adjustments to our estimates are made periodi-

cally based upon additional information received as reme-

diation progresses. For further information see “Note 21. 

Environmental, Health and Safety Matters” to our consoli-

dated inancial statements included elsewhere in this report.



PG. 51

Huntsman Corporation

Quantitative and Qualitative disclosuRes 
aBout maRket Risk
huntsman corporation

As of December 31, 2006 and 2005, we had entered 

into various types of interest rate contracts to manage our 

interest rate risk on our long-term debt as indicated below 

(dollars in millions):

2006 2005

Notional amount $75.0 $83.3

Fair value

 Cash low hedges 0.4 —

 Non-designated derivatives 0.3 0.4

Maturity 2007 – 2010 2006 – 2010

For the years ended December 31, 2006 and 2005, the 

changes in accumulated other comprehensive (loss) income 

associated with cash low hedging activities is indicated 

below:

2006 2005

Balance at January 1 $ 2.1 $ 5.2

Current period change in fair value (0.4) (1.9)

Reclassiications to earnings (1.6) (1.2)

Balance at December 31 $ 0.1 $ 2.1

During the twelve months ending December 31, 2007, 

accumulated other comprehensive income of approximately 

$0.1 million is expected to be reclassiied to earnings. The 

actual amount that will be reclassiied to earnings over the 

next twelve months may vary from this amount due to 

changing market conditions. We are exposed to credit losses 

in the event of nonperformance by a counterparty to the 

derivative inancial instruments. We anticipate, however, 

that the counterparties will be able to fully satisfy obliga-

tions under the contracts. Market risk arises from changes in 

interest rates.

FOReIGn exChanGe RaTe RISk

Our cash lows and earnings are subject to luctuations due 

to exchange rate variation. Our sales prices are typically 

denominated in U.S. dollars, euros, Swiss francs, British 

pounds and certain Asian currencies. From time to time, we 

may enter into foreign currency derivative instruments to 

minimize the short-term impact of movements in foreign 

currency rates. Where practicable, we generally net multi-

currency cash balances among our subsidiaries to help reduce 

exposure to foreign currency exchange rates. Certain other 

exposures may be managed from time to time through inan-

cial market transactions, principally through the purchase of 

spot or forward foreign exchange contracts (generally with 

maturities of one year or less). We do not hedge our cur-

rency exposures in a manner that would eliminate the effect 

We are exposed to market risks, such as changes in interest 

rates, foreign exchange rates and commodity pricing risks. 

From time to time, we enter into transactions, including 

transactions involving derivative instruments, to manage 

certain of these exposures.

All derivatives, whether designed in hedging relation-

ships or not, are recorded on the balance sheet at fair value. 

If the derivative is designated as a fair value hedge, the 

changes in the fair value of the derivative and the hedged 

items are recognized in earnings. If the derivative is desig-

nated as a cash low hedge, changes in the fair value of the 

derivative are recorded in accumulated other comprehensive 

(loss) income, to the extent effective, and will be recognized 

in the income statement when the hedged item affects earn-

ings. We perform effectiveness assessments in order to use 

hedge accounting at each reporting period. For a derivative 

that does not qualify as a hedge, changes in fair value are 

recognized in earnings.

We have also participated in some derivatives that were 

not designated as hedges and we hedge our net investment in 

certain European operations. Changes in the fair value of 

any non-designated derivative instruments and any ineffec-

tiveness in cash low hedges are reported in current period 

earnings. Changes in the fair value of the hedge in the net 

investment of certain European operations are recorded in 

accumulated other comprehensive (loss) income.

InTeReST RaTe RISk

Through our borrowing activities, we are exposed to interest 

rate risk. Such risk arises due to the structure of our debt 

portfolio, including the duration of the portfolio and the 

mix of ixed and loating interest rates. Actions taken to 

reduce interest rate risk include managing the mix and rate 

characteristics of various interest bearing liabilities, as well 

as entering into interest rate derivative instruments.

As of December 31, 2006, we had combined outstand-

ing variable rate borrowings of approximately $1.9 billion. 

Assuming a 1% increase in interest rates, without giving 

effect to any interest rate hedges, our annual interest rate 

exposure would increase by approximately $19 million.

From time to time, we may purchase interest rate swaps 

and/or interest rate collars to reduce the impact of changes 

in interest rates on our loating-rate long-term debt.

Interest rate contracts were recorded as a component of 

other non-current liabilities as of December 31, 2006 and 

2005. The effective portion of the changes in the fair value 

of the swaps are recorded in accumulated other comprehen-

sive loss as they are cash low hedges, with any ineffective-

ness recorded in interest expense.
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of changes in exchange rates on our cash lows and earnings. 

Our A/R Securitization Program in certain circumstances 

requires that we enter into forward foreign currency hedges 

intended to hedge currency exposures.

During the year ended December 31, 2006, we entered 

into foreign currency instruments to minimize the foreign 

currency impact on forecasted capital expenditures payable 

in Singapore Dollars associated with the construction of our 

polyetheramine manufacturing facility in Singapore. As of 

December 31, 2006, the notional amount of these derivative 

instruments is approximately 13 million Singapore dollars, 

and these instruments extend through April of 2007. These 

contracts are not designated as hedges for inancial report-

ing purposes and are recorded at market value. Subsequent 

to December 31, 2006, we have entered into additional for-

eign currency derivatives with a notional amount of approx-

imately 9 million Singapore dollars extending through 

July, 2007.

A signiicant portion of our debt is denominated in 

euros. We also inance certain of our non-U.S. subsidiaries 

with intercompany loans that are, in some cases, denomi-

nated in currencies other than the entities’ functional cur-

rency. We manage the net foreign currency exposure created 

by this debt through various means, including cross-currency 

swaps, the designation of certain intercompany loans as per-

manent loans because they are not expected to be repaid in 

the foreseeable future (“Permanent Loans”) and the designa-

tion of certain debt and swaps as net investment hedges.

Foreign currency transaction gains and losses on inter-

company loans that are not designated as Permanent Loans 

are recorded in earnings. Foreign currency transaction gains 

and losses on intercompany loans that are designated as 

Permanent Loans are recorded in other comprehensive 

income. From time to time, we review such designation of 

intercompany loans.

From time to time, we review our non-U.S. dollar 

denominated debt and swaps to determine the appropriate 

amounts designated as hedges. As of December 31, 2006, 

we have designated approximately €525 million of euro-

denominated debt as a hedge of our net investments. As of 

December 31, 2006, we had approximately €1,061 million 

in net euro assets.

In conjunction with the November 13, 2006 offering of 

the 2013 Subordinated Notes and the 2014 Subordinated 

Notes, we redeemed a substantial portion of our U.S. dollar-

denominated subordinated debt with newly issued euro-

denominated subordinated debt and unwound certain 

existing cross-currency interest rate swaps. As of Decem-

ber 31, 2006, we have outstanding one cross-currency inter-

est rate swap pursuant to which we have agreed to swap 

$31.1 million of 11.0% ixed rate debt payments for €25.0 

million of 9.4% ixed rate debt payments. At maturity, 

July 15, 2007, we are required to pay principal of €25.0 mil-

lion and will receive principal of $31.1 million. This swap is 

not designated as a hedge for inancial reporting purposes. 

As of December 31, 2006, the fair value of this swap was 

$1.5 million and was recorded in other noncurrent assets in 

our balance sheet.

COMMODITy PRICe RISk

Our exposure to changing commodity prices is somewhat 

limited since the majority of our raw materials are acquired 

at posted or market related prices, and sales prices for many 

of our inished products are at market related prices which 

are largely set on a monthly or quarterly basis in line with 

industry practice. In order to reduce overall raw material 

cost volatility, from time to time we may enter into various 

commodity contracts to hedge our purchase of commodity 

products. We do not attempt to hedge our commodity expo-

sure in a manner that would eliminate the effects of changes 

in commodity prices on our cash lows and earnings.
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• provide reasonable assurance regarding prevention or 

timely detection of unauthorized acquisition, use or dispo-

sition of assets that could have a material effect on the 

consolidated inancial statements; and

• provide reasonable assurance as to the detection of fraud.

Because of its inherent limitations, a system of internal 

control over inancial reporting can provide only reasonable 

assurance and may not prevent or detect misstatements. 

Further, because of changing conditions, effectiveness of 

internal control over inancial reporting may vary over time.

Our management assessed the effectiveness of internal 

control over inancial reporting for our Company and con-

cluded that because of the material weakness described 

below, as of December 31, 2006, such internal control is not 

effective. In making this assessment, management used the 

criteria set forth by the Committee of Sponsoring Organiza-

tions of the Treadway Commission in internal control—

integrated Framework (“COSO”). Our assessment and 

conclusion was and is limited to the businesses we owned as 

of January 1, 2006, and does not pertain to the textile effects 

business we acquired during the year. The textile effects 

business, which was acquired on June 30, 2006, constituted 

5% and 9% of the net assets and total assets, respectively, 

and 4% and 5% of the revenues and net income, respectively, 

of our consolidated inancial statements as of and for the 

year ended December 31, 2006. We are currently in the pro-

cess of assessing internal controls for our textile effects 

 business which will be subject to the requirements of the 

Sarbanes-Oxley Act of 2002 beginning in 2007.

As of December 31, 2006, we had a material weakness 

in the inancial reporting process related to the accounting 

for a complex, non-routine transaction. This control dei-

ciency resulted in errors in the third quarter calculation of 

an impairment loss on the sale of our European base chemi-

cals and polymers business and the corresponding recording 

of the sale transaction, which closed on December 29, 2006. 

We iled an amended quarterly report on Form 10-Q/A for 

the quarterly period ended September 30, 2006 to relect an 

additional non-cash impairment charge of $99.0 million.

Our independent auditors, Deloitte & Touche LLP, with 

direct access to our Board of Directors through our Audit 

Committee, have audited the consolidated inancial state-

ments prepared by our Company. Their report on the con-

solidated financial statements is included in “Financial 

Statements and Supplementary Data.” Management’s assess-

ment of internal control over inancial reporting has been 

audited by Deloitte & Touche LLP, as stated in their reports 

included herein.

evaLuaTIOn OF DISCLOSuRe COnTROLS 

anD PROCeDuReS

Our management, with the participation of our chief execu-

tive oficer and chief inancial oficer, has evaluated the 

effectiveness of the disclosure controls and procedures (as 

deined in Rules 13a-15(e) and 15d-15(e) under the Securities 

Exchange Act of 1934 (the “Exchange Act”)) as of Decem-

ber 31, 2006. Based on this evaluation and the material 

weakness described below in “Management’s Report on 

Internal Control Over Financial Reporting,” our chief exec-

utive oficer and chief inancial oficer have concluded that, 

as of December 31, 2006, the disclosure controls and proce-

dures of our Company were not effective in ensuring that 

information required to be disclosed in the reports that we 

ile or submit under the Exchange Act is (1) recorded, pro-

cessed, summarized and reported within the time periods 

speciied in the SEC’s rules and forms, and (2) accumulated 

and communicated to our management, including our chief 

executive oficer and chief inancial oficer, as appropriate to 

allow timely decisions regarding required disclosure.

ChanGeS In InTeRnaL COnTROL OveR 

FInanCIaL RePORTInG

No changes to our internal control over inancial reporting 

occurred during the quarter ended December 31, 2006  

that have materially affected, or are reasonably likely to 

materially affect, the internal control over inancial report-

ing (as deined in Rules 13a-15(f) and 15d-15(f) under the 

Exchange Act).

ManaGeMenT’S RePORT On InTeRnaL COnTROL 

OveR FInanCIaL RePORTInG

Management is responsible for establishing and maintaining 

adequate internal control over inancial reporting. The inter-

nal control framework and processes for our Company are 

designed to provide reasonable assurance to management 

and our Board of Directors regarding the reliability of inan-

cial reporting and the preparation of consolidated inancial 

statements in accordance with GAAP.

Internal control over inancial reporting for our Com-

pany includes those policies and procedures that:

• pertain to the maintenance of records that, in reasonable 

detail, accurately and fairly relect the transactions and 

dispositions of the assets;

• provide reasonable assurance that transactions are recorded 

properly to allow for the preparation of inancial statements 

in accordance with GAAP, and that receipts and expendi-

tures are being made only in accordance with authoriza-

tions of management and our Board of Directors;
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ManaGeMenT’S ReMeDIaTIOn PLan

Management takes its role in establishing, maintaining and 

evaluating internal controls over inancial reporting seriously 

and has identiied and is implementing the following steps 

necessary to address and remediate the material weakness 

described in “—Management’s Report on Internal Controls 

over Financial Reporting” above:

• Involve accounting personnel with appropriate technical 

accounting expertise early in evaluation of complex, non-

routine transactions to determine how such transactions 

will effect our inancial statements;

• Reorganize the accounting and inance departments to 

ensure that accounting management with adequate techni-

cal expertise, skills and knowledge of the complex, non-

routine transactions are directly involved in the review 

and accounting evaluation of such transactions;

• Our internal audit department will review the accounting 

for all material, complex and non-routine transactions; 

and

• Properly document and evidence the reviews performed by 

management and our internal audit department.

ManaGeMenT’S PROCeSS TO aSSeSS The 

eFFeCTIveneSS OF InTeRnaL COnTROL OveR 

FInanCIaL RePORTInG

To comply with the requirements of Section 404 of the 

Sarbanes-Oxley Act of 2002, we completed a comprehensive 

compliance process to evaluate our internal control over 

inancial reporting. We involved employees at all levels of 

our Company during 2006 in training, performing and eval-

uating our internal controls.

Our management’s conclusion on the effectiveness of 

internal control over inancial reporting is based on a com-

prehensive evaluation and analysis of the ive elements of 

COSO. Our management considered information from  

multiple sources as the basis for its conclusion—including 

self-assessments of the control activities within each work 

process, assessments of entity-level controls and internal 

control attestations from signiicant nonconsolidated joint 

ventures and external service providers, as well as from key 

management. In addition, our internal control processes 

contain self-monitoring mechanisms, and proactive steps are 

taken to correct deiciencies as they are identiied. We also 

maintain an internal auditing program that independently 

assesses the effectiveness of internal control over inancial 

reporting within each of the ive COSO elements.

Huntsman Corporation 

Peter R. Huntsman J. Kimo Esplin

president and  executive vice president and 

chief executive oficer chief Financial oficer

L. Russell Healy

vice president and controller

February 27, 2007
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statements for external purposes in accordance with gener-

ally accepted accounting principles. A company’s internal 

control over inancial reporting includes those policies and 

procedures that (1) pertain to the maintenance of records 

that, in reasonable detail, accurately and fairly relect the 

transactions and dispositions of the assets of the company; 

(2) provide reasonable assurance that transactions are 

recorded as necessary to permit preparation of inancial 

statements in accordance with generally accepted accounting 

principles, and that receipts and expenditures of the com-

pany are being made only in accordance with authorizations 

of management and directors of the company; and (3) pro-

vide reasonable assurance regarding prevention or timely 

detection of unauthorized acquisition, use, or disposition of 

the company’s assets that could have a material effect on the 

inancial statements.

Because of the inherent limitations of internal control 

over inancial reporting, including the possibility of collu-

sion or improper management override of controls, material 

misstatements due to error or fraud may not be prevented or 

detected on a timely basis. Also, projections of any evalua-

tion of the effectiveness of the internal control over inancial 

reporting to future periods are subject to the risk that the 

controls may become inadequate because of changes in con-

ditions, or that the degree of compliance with the policies or 

procedures may deteriorate.

A material weakness is a signiicant deiciency, or com-

bination of signiicant deiciencies, that results in more than 

a remote likelihood that a material misstatement of the 

annual or interim inancial statements will not be prevented 

or detected. The following material weakness has been iden-

tiied and included in management’s assessment:

The Company’s internal controls over complex, non-

routine transactions were not appropriately designed, result-

ing in more than a remote likelihood that a material 

misstatement would not be prevented or detected. Our audit 

procedures identiied a material misstatement related to the 

impairment and related loss on disposal of the Company’s 

European base chemicals and polymers business which 

understated the impairment loss recorded in the quarter and 

nine months ended September 30, 2006 by $99 million and 

understated the total loss on disposal of this business for the 

year ended December 31, 2006 by $99 million. The exis-

tence of this deiciency could cause other misstatements in 

the recording of complex, non-routine transactions and such 

potential misstatements could be material.

To the Board of Directors and Stockholders of 

Huntsman Corporation and subsidiaries

We have audited management’s assessment, included in the 

accompanying management’s report on internal control over 

inancial reporting, that Huntsman Corporation and subsid-

iaries (the “Company”) did not maintain effective internal 

control over inancial reporting as of December 31, 2006, 

because of the effect of the material weakness identiied in 

management’s assessment, based on criteria established in 

internal control—integrated Framework issued by the 

Committee of Sponsoring Organizations of the Treadway 

Commission. As described in management’s report on inter-

nal control over inancial reporting, management excluded 

from its assessment the internal control over inancial report-

ing related to the Textile Effects business, which was acquired 

on June 30, 2006, which business constitutes 5 percent and 

9 percent of net and total assets, respectively, 4 percent of 

revenues, and 5 percent of net income of the consolidated 

inancial statement amounts as of and for the year ended 

December 31, 2006. Accordingly, our audit did not include 

the internal control over inancial reporting related to the 

Textile Effects business. The Company’s management is 

responsible for maintaining effective internal control over 

inancial reporting and for its assessment of the effectiveness 

of internal control over inancial reporting. Our responsibil-

ity is to express an opinion on management’s assessment and 

an opinion on the effectiveness of the Company’s internal 

control over inancial reporting based on our audit.

We conducted our audit in accordance with the stan-

dards of the Public Company Accounting Oversight Board 

(United States). Those standards require that we plan and 

perform the audit to obtain reasonable assurance about 

whether effective internal control over inancial reporting 

was maintained in all material respects. Our audit included 

obtaining an understanding of internal control over inancial 

reporting, evaluating management’s assessment, testing and 

evaluating the design and operating effectiveness of internal 

control, and performing such other procedures as we consid-

ered necessary in the circumstances. We believe that our 

audit provides a reasonable basis for our opinions.

A company’s internal control over inancial reporting is 

a process designed by, or under the supervision of, the com-

pany’s principal executive and principal inancial oficers, or 

persons performing similar functions, and effected by the 

company’s board of directors, management, and other per-

sonnel to provide reasonable assurance regarding the reli-

ability of inancial reporting and the preparation of inancial 
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This material weakness was considered in determining 

the nature, timing, and extent of audit tests applied in  

our audit of the consolidated inancial statements as of and 

for the year ended December 31, 2006, of the Company  

and this report does not affect our report on such inancial 

statements.

In our opinion, management’s assessment that the 

Company did not maintain effective internal control over 

inancial reporting as of December 31, 2006, is fairly stated, 

in all material respects, based on the criteria established 

in internal control—integrated Framework issued by the 

Committee of Sponsoring Organizations of the Treadway 

Commission. Also in our opinion, because of the effect of 

the material weakness described above on the achievement 

of the objectives of the control criteria, the Company has not 

maintained effective internal control over inancial reporting 

as of December 31, 2006, based on the criteria established  

in internal control—integrated Framework issued by the 

Committee of Sponsoring Organizations of the Treadway 

Commission.

We have also audited, in accordance with the standards 

of the Public Company Accounting Oversight Board (United 

States), the consolidated inancial statements of the Company 

as of and for the year ended December 31, 2006 and our report 

dated February 28, 2007 expressed an unqualiied opinion 

on those inancial statements and included an explanatory 

paragraph regarding the adoption of FASB Statement No. 158 

during 2006.

 

Houston, Texas

February 28, 2007
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To the Board of Directors and Stockholders of 

Huntsman Corporation and subsidiaries

We have audited the accompanying consolidated balance 

sheets of Huntsman Corporation and subsidiaries (the “Com-

pany”) as of December 31, 2006 and 2005, and the related 

consolidated statements of operations and comprehensive 

income (loss), stockholders’ equity (deicit), and cash lows 

for each of the three years in the period ended December 31, 

2006. These inancial statements are the responsibility of the 

Company’s management. Our responsibility is to express an 

opinion on the inancial statements based on our audits.

We conducted our audits in accordance with the stan-

dards of the Public Company Accounting Oversight Board 

(United States). Those standards require that we plan and 

perform the audit to obtain reasonable assurance about 

whether the inancial statements are free of material mis-

statement. An audit includes examining, on a test basis, evi-

dence supporting the amounts and disclosures in the inancial 

statements. An audit also includes assessing the accounting 

principles used and signiicant estimates made by manage-

ment, as well as evaluating the overall inancial statement 

presentation. We believe that our audits provide a reasonable 

basis for our opinion.

In our opinion, such consolidated inancial statements 

present fairly, in all material respects, the inancial position 

of Huntsman Corporation and subsidiaries as of December 31, 

2006 and 2005, and the results of their operations and their 

cash lows for each of the three years in the period ended 

December 31, 2006, in conformity with accounting princi-

ples generally accepted in the United States of America.

As discussed in Note 1 to the consolidated inancial 

statements, the consolidated inancial statements relect the 

inancial position and results of operations and cash lows as  

if Huntsman Holdings LLC and Huntsman Corporation 

were combined for all periods presented.

As discussed in Note 2 to the consolidated inancial 

statements, the Company adopted FASB Interpretation 

No. 46R, consolidation of variable interest entities, on 

January 1, 2005; FASB Interpretation No. 47, accounting 

for conditional asset Retirement obligations, on Decem-

ber 31, 2005; and FASB Statement No. 158, employers’ 

accounting for deined Beneit pensions and other post-

retirement plans, on December 31, 2006.

As discussed in Note 2 to the consolidated inancial 

statements, the Company changed the measurement date for 

its pension and other postretirement beneit plans from 

December 31 to November 30 during 2005.

We have also audited, in accordance with the standards 

of the Public Company Accounting Oversight Board (United 

States), the effectiveness of the Company’s internal control 

over inancial reporting as of December 31, 2006, based 

on the criteria established in internal control—integrated 

Framework issued by the Committee of Sponsoring Organi-

zations of the Treadway Commission and our report dated 

February 28, 2007 expressed an unqualiied opinion on man-

agement’s assessment of the effectiveness of the Company’s 

internal control over inancial reporting and an adverse opin-

ion on the effectiveness of the Company’s internal control 

over inancial reporting because of a material weakness.

 

Houston, Texas

February 28, 2007

RepoRt oF independent ReGisteRed 
puBlic accountinG FiRm
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December 31,

(dollars in millions) 2006 2005

aSSeTS

Current assets:

 Cash and cash equivalents $ 263.2 $ 142.8

 Accounts and notes receivables (net of allowance for doubtful accounts of  

  $39.0 and $33.7, respectively) 1,243.2 1,475.2

 Accounts receivable from afiliates 14.1 7.4

 Inventories, net 1,520.1 1,309.2

 Prepaid expenses 55.7 46.2

 Deferred income taxes 64.6 31.2

 Other current assets 175.7 84.0

   Total current assets 3,336.6 3,096.0

 Property, plant and equipment, net 4,059.4 4,643.2

 Investment in unconsolidated afiliates 201.0 175.6

 Intangible assets, net 187.6 216.3

 Goodwill 90.2 91.2

 Deferred income taxes 190.4 94.2

 Notes receivable from afiliates — 3.0

 Other noncurrent assets 379.7 551.0

   Total assets $ 8,444.9 $ 8,870.5

LIaBILITIeS anD STOCkhOLDeRS’ equITy

Current liabilities:

Accounts payable $ 1,006.2 $ 1,093.5

Accounts payable to afiliates 12.0 —

Accrued liabilities 857.6 747.2

Deferred income taxes 9.4 2.4

Current portion of long-term debt 187.9 44.6

   Total current liabilities 2,073.1 1,887.7

Long-term debt 3,457.4 4,413.3

Deferred income taxes 192.6 258.3

Other noncurrent liabilities 955.8 770.2

   Total liabilities 6,678.9 7,329.5

Minority interests in common stock of consolidated subsidiaries 29.4 20.4

Commitments and contingencies (notes 20 and 21)

Stockholders’ equity:

Common stock $0.01 par value, 1,200,000,000 shares authorized,  

221,549,461 and 221,200,997 issued and 220,652,429 and  

220,451,484 outstanding in 2006 and 2005, respectively 2.2 2.2

Mandatory convertible preferred stock $0.01 par value,  

100,000,000 shares authorized, 5,750,000 issued and outstanding 287.5 287.5

Additional paid-in capital 2,798.4 2,779.8

Unearned stock-based compensation (12.5) (11.8)

Accumulated deicit (1,277.6) (1,505.8)

Accumulated other comprehensive loss (61.4) (31.3)

   Total stockholders’ equity 1,736.6 1,520.6

   Total liabilities and stockholders’ equity $ 8,444.9 $ 8,870.5

see accompanying notes to consolidated inancial statements.
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opeRations and compRehensive income (loss)
huntsman corporation

Year Ended December 31,

(dollars in millions) 2006 2005 2004

Revenues:
Trade sales, services and fees $10,543.7 $10,570.7 $9,506.9
Related party sales 79.9 106.2 55.6

   Total revenues 10,623.6 10,676.9 9,562.5
Cost of goods sold 9,084.1 9,061.5 8,358.7

Gross proit 1,539.5 1,615.4 1,203.8
Operating expenses:

Selling, general and administrative 795.3 660.6 638.8
Research and development 115.4 95.5 96.2
Other operating (income) expense (127.7) 30.2 (77.0)
Restructuring, impairment and plant closing costs 20.0 114.1 282.9

  Total expenses 803.0 900.4 940.9

Operating income 736.5 715.0 262.9
Interest expense, net (350.7) (426.6) (607.2)
Interest expense—afiliate — — (5.4)
Loss on accounts receivable securitization program (16.1) (9.0) (13.3)
Equity in income of investment in unconsolidated afiliates 3.6 8.2 4.0
Loss on early extinguishment of debt (27.1) (322.5) (25.6)
Other income (expense) 1.3 (0.1) (0.2)

Income (loss) from continuing operations before income taxes and minority interest 347.5 (35.0) (384.8)
Income tax beneit 49.0 6.1 72.0
Minority interest in subsidiaries’ income (2.9) (1.7) (7.2)

Income (loss) from continuing operations 393.6 (30.6) (320.0)
(Loss) income from discontinued operations (including loss on disposal of  
 $301.8 in 2006 and $36.4 in 2005), net of tax (219.7) 23.7 92.3

Income (loss) before extraordinary gain and accounting changes 173.9 (6.9) (227.7)
Extraordinary gain on the acquisition of a business, net of tax of nil 55.9 — —
Cumulative effect of changes in accounting principle, net of tax of $2.9 — (27.7) —

net income (loss) 229.8 (34.6) (227.7)
Preferred stock dividends — (43.1) (87.7)

net income (loss) available to common stockholders $ 229.8 $   (77.7) $ (315.4)

net income (loss) $ 229.8 $   (34.6) $ (227.7)
Other comprehensive income (loss) 149.0 (212.3) 70.5

Comprehensive income (loss) $ 378.8 $  (246.9) $ (157.2)

Basic income (loss) per share:
Income (loss) from continuing operations $ 1.78 $   (0.33) $  (1.85)
(Loss) income from discontinued operations, net of tax (0.99) 0.11 0.42
Extraordinary gain on the acquisition of a business, net of tax 0.25 — —
Cumulative effect of changes in accounting principle, net of tax — (0.13) —

Net income (loss) $ 1.04 $   (0.35) $  (1.43)

Weighted average shares 220.6 220.5 220.5

Diluted income (loss) per share:
Income (loss) from continuing operations $ 1.69 $   (0.33) $  (1.85)
(Loss) income from discontinued operations, net of tax (0.94) 0.11 0.42
Extraordinary gain on the acquisition of a business, net of tax 0.24 — —
Cumulative effect of changes in accounting principle, net of tax — (0.13) —

Net income (loss) $ 0.99 $   (0.35) $ (1.43)

Weighted average shares 233.1 220.5 220.5

see accompanying notes to consolidated inancial statements.
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stockholdeRs’ eQuity (deFicit)
huntsman corporation

Shares

(dollars in millions) Common Stock

Mandatory 

Convertible 

Preferred  

Stock

Common 

Stock

Preferred 

Members’ 

Interest

Mandatory 

Convertible 

Preferred  

Stock

Additional 

Paid-In  

Capital

Unearned  

Stock-Based  

Compensation

Accumulated 

Deicit

Accumulated  

Other 

Comprehensive 

(Loss) Income Total

Balance, January 1, 2004 — — $ — $ 194.4 $  — $ 800.2 $   — $(1,243.5) $  61.2 $ (187.7)

Net loss — — — — — — — (227.7) — (227.7)

Purchase accounting adjustment — — — 1.3 — — — — 49.3 50.6

Other comprehensive income — — — — — — — — 70.5 70.5

Dividends accrued on redeemable  

preferred member’s interest — — — — — (87.7) — — — (87.7)

Balance, December 31, 2004 — — — 195.7 — 712.5 — (1,471.2) 181.0 (382.0)

Net loss — — — — — — — (34.6) — (34.6)

Other comprehensive loss — — — — — — — — (212.3) (212.3)

Exchange of previous common and 

preferred members’ interest and 

warrants for common stock 164,769,665 — 1.6 (195.7) — 885.5 — — — 691.4

Issuance of common stock and 

mandatory convertible preferred stock 55,681,819 5,750,000 0.6 — 287.5 1,203.8 — — — 1,491.9

Issuance of nonvested stock awards — — — — — 16.3 (16.3) — — —

Recognition of stock-based 

compensation — — — — — 4.8 4.5 — — 9.3

Dividends declared on mandatory 

convertible preferred stock — — — — — (43.1) — — — (43.1)

Balance, December 31, 2005 220,451,484 5,750,000 2.2 — 287.5 2,779.8 (11.8) (1,505.8) (31.3) 1,520.6

Net income — — — — — — — 229.8 — 229.8

Other comprehensive income — — — — — — — — 149.0 149.0

Issuance of nonvested stock awards — — — — — 9.0 (9.0) — — —

Vesting of stock awards 278,531 — — — — 0.2 — — — 0.2

Recognition of stock-based 

compensation — — — — — 9.4 8.3 — — 17.7

Cumulative effect of adoption of  

SFAS No. 158, net of tax — — — — — — — — (179.1) (179.1)

Repurchase and cancellation of stock 

awards (77,586) — — — — — — (1.6) — (1.6)

Balance, December 31, 2006 220,652,429 5,750,000 $2.2 $ — $287.5 $2,798.4 $(12.5) $(1,277.6) $  (61.4) $1,736.6

see accompanying notes to consolidated inancial statements.
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cash Flows
huntsman corporation

Year Ended December 31,

(dollars in millions) 2006 2005 2004

Operating activities:

Net income (loss) $ 229.8 $   (34.6) $   (227.7)

Adjustments to reconcile net income (loss) to net cash provided by  

 operating activities:

Extraordinary gain on the acquisition of a business, net of tax (55.9) — —

Cumulative effect of changes in accounting principle, net of tax — 27.7 —

Equity in income of unconsolidated afiliates (3.6) (8.2) (4.0)

Depreciation and amortization 465.7 500.8 536.8

Provision for losses on accounts receivable 6.4 4.2 0.7

Loss on disposal of businesses/assets, net 209.4 35.4 2.4

Loss on early extinguishment of debt 27.1 322.5 25.6

Noncash interest expense 5.1 49.8 166.0

Noncash restructuring, impairment and plant closing costs 18.1 58.6 138.0

Deferred income taxes (82.4) (3.1) (64.5)

Net unrealized (gain) loss on foreign currency transactions (42.4) 15.3 (111.7)

Stock-based compensation 18.4 9.5 —

Minority interest in subsidiaries’ income 2.9 1.7 7.2

Other, net 4.4 (13.3) (14.0)

Changes in operating assets and liabilities:

Accounts and notes receivables 228.1 61.3 (348.1)

Inventories, net (58.8) (96.9) (158.9)

Prepaid expenses (14.5) 45.8 31.0

Other current assets (50.6) (38.1) 116.0

Other noncurrent assets 162.8 (78.6) (48.9)

Accounts payable 21.5 68.6 28.1

Accrued liabilities 22.0 (19.5) 88.3

Other noncurrent liabilities (220.4) 59.7 18.5

net cash provided by operating activities 893.1 968.6 180.8

Investing activities:

Capital expenditures (549.9) (338.7) (226.6)

Acquisition of business, net of cash acquired (176.9) — —

Acquisition of minority interest — (124.8) —

Proceeds from sale of businesses/assets 894.5 23.7 5.2

Investment in unconsolidated afiliates, net (11.9) (1.8) (13.3)

Net investment in government securities, restricted as to use 14.4 (30.1) —

Change in restricted cash — 8.9 1.6

Other, net 3.7 (0.9) 3.1

net cash provided by (used in) investing activities 173.9 (463.7) (230.0)

continued on the following page.
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Year Ended December 31,

(dollars in millions) 2006 2005 2004

Financing activities:

Net (repayments) borrowings under revolving loan facilities $  (6.3) $   (118.7) $ 113.8

Net repayments of overdraft and other short-term debt (6.8) — (10.6)

Repayments of long-term debt (1,784.0) (4,010.7) (2,822.8)

Proceeds from long-term debt 872.4 2,235.0 2,869.8

Net borrowings (repayments) on notes payable 10.9 (33.9) (19.6)

Debt issuance costs paid (12.8) (17.3) (35.5)

Call premiums related to early extinguishment of debt (30.4) (146.0) (17.0)

Dividend paid to preferred stockholders (14.4) (10.8) —

Net proceeds from issuance of common and preferred stock — 1,491.9 —

Contribution from minority shareholder 6.2 3.6 —

Other, net 4.0 3.9 5.4

net cash (used in) provided by inancing activities (961.2) (603.0) 83.5

Effect of exchange rate changes on cash 14.6 (2.3) 11.1

Increase (decrease) in cash and cash equivalents 120.4 (100.4) 45.4

Cash and cash equivalents at beginning of period 142.8 243.2 197.8

Cash and cash equivalents at end of period $ 263.2 $ 142.8 $ 243.2

Supplemental cash low information:

Cash paid for interest $ 396.5 $ 411.9 $ 455.6

Cash paid for income taxes 40.3 27.6 29.2
see accompanying notes to consolidated inancial statements.
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huntsman corporation

1. GeneRaL

CERTAIN DEFINITIONS

For convenience in this report, the terms “Company,” “our,” 

“us,” or “we” may be used to refer to Huntsman Corporation 

and, unless the context otherwise requires, its subsidiaries 

and predecessors. Any references to our “Company,” “we,” 

“us” or “our” as of a date prior to October 19, 2004 (the 

date of our formation) are to Huntsman Holdings, LLC and 

its subsidiaries (including their respective predecessors). In 

this report, “Huntsman International Holdings” refers to 

Huntsman International Holdings LLC (our 100% owned 

subsidiary that merged into Huntsman International LLC on 

August 16, 2005) and, unless the context otherwise requires, 

its subsidiaries; “Huntsman International” refers to 

Huntsman International LLC (our 100% owned subsidiary) 

and, unless the context otherwise requires, its subsidiaries; 

“Huntsman Advanced Materials” refers to Huntsman 

Advanced Materials Holdings LLC (our 100% owned indi-

rect subsidiary, the membership interests of which we con-

tributed to Huntsman International on December 20, 2005) 

and, unless the context otherwise requires, its subsidiaries; 

“Huntsman LLC” refers to Huntsman LLC (our 100% 

owned subsidiary that merged into Huntsman International 

on August 16, 2005); “HPS” refers to Huntsman Polyure-

thanes Shanghai Ltd. (our consolidated splitting joint ven-

ture with Shanghai Chlor-Alkali Chemical Company, Ltd); 

“SLIC” refers to Shanghai Liengheng Isocyanate Investment 

BV (our unconsolidated manufacturing joint venture with 

BASF AG and three Chinese chemical companies); “HMP” 

refers to HMP Equity Holdings Corporation (our 100% 

owned subsidiary that merged into us on March 17, 2005); 

“HMP Equity Trust” refers to HMP Equity Trust (the holder 

of approximately 59% of our common stock); and “Matlin-

Patterson” refers to MatlinPatterson Global Opportunities 

Partners L.P., MatlinPatterson Global Opportunities 

Partners (Bermuda) L.P. and MatlinPatterson Global Oppor-

tunities Partners B, L.P. (collectively, an owner of HMP 

Equity Trust).

DESCRIPTION OF BUSINESS

We are among the world’s largest global manufacturers of 

differentiated chemical products; we also manufacture inor-

ganic and commodity chemical products. Our products com-

prise a broad range of chemicals and formulations, which we 

market in more than 100 countries to a diversiied group of 

consumer and industrial customers. Our products are used 

in a wide range of applications, including those in the adhe-

sives, aerospace, automotive, construction products, durable 

and non-durable consumer products, electronics, medical, 

packaging, paints and coatings, power generation, reining, 

synthetic iber, textile chemicals and dye industries. We are a 

leading global producer in many of our key product lines, 

including MDI, amines, surfactants, epoxy-based polymer 

formulations, textile chemicals, dyes, maleic anhydride and 

titanium dioxide.

COMPANY

We were formed in 2004 to hold, among other things, the 

equity interests of Huntsman International, Huntsman 

Advanced Materials and Huntsman LLC.

In February 2005, we completed an initial public offer-

ing of common stock and mandatory convertible preferred 

stock. In connection with our initial public offering, we 

completed the Reorganization Transaction, in which our 

predecessor, Huntsman Holdings, LLC, became our wholly 

owned subsidiary and the existing beneicial holders of the 

common and preferred members’ interests of Huntsman 

Holdings, LLC received shares of our common stock in 

exchange for their interests. Also during 2005, we completed 

a series of transactions designed to simplify our consolidated 

group’s inancing and public reporting structure, to reduce 

our cost of inancing and to facilitate other organizational 

eficiencies, including the following:

• On August 16, 2005, we completed the Afiliate Mergers, 

pursuant to which Huntsman LLC and Huntsman 

International Holdings were merged into Huntsman 

International. As a result of the Huntsman LLC Merger, 

Huntsman International succeeded to the assets, rights 

and obligations of Huntsman LLC. Huntsman International 

entered into supplemental indentures under which it 

assumed the obligations of Huntsman LLC under its out-

standing debt securities. The Huntsman International sub-

sidiaries that guarantee Huntsman International’s 

outstanding debt securities now provide guarantees with 

respect to these securities, and all of Huntsman LLC’s 

subsidiaries that guaranteed its debt securities continue to 

provide guarantees with respect to these debt securities. In 

addition, Huntsman LLC’s guarantor subsidiaries exe-

cuted supplemental indentures to guarantee all of 

Huntsman International’s outstanding debt securities.

• In December 2005, we completed the Huntsman Advanced 

Materials Minority Interest Transaction, pursuant to 

which:

• we agreed to pay $125 million to afiliates of SISU 

Capital Limited and other third parties to acquire the 

9.7% of the equity of Huntsman Advanced Materials 

that we did not already own;
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• we amended our senior secured credit facilities and 

increased our existing Dollar Term Loan by $350 million;

• we used proceeds from the increased Dollar Term Loan, 

together with approximately $74 million of cash on 

hand, to acquire the equity interest in Huntsman 

Advanced Materials, to redeem Huntsman Advanced 

Materials’ $250 million of outstanding 11% senior 

secured notes due 2010, to pay $35.6 million in call pre-

miums plus accrued interest, and to pay other related 

costs; and

• we then contributed our 100% ownership interest in 

Huntsman Advanced Materials to Huntsman 

International.

As a result of these transactions, we now operate all of 

our businesses through Huntsman International and sub-

stantially all of our debt obligations are obligations of 

Huntsman International and/or its subsidiaries.

On June 27, 2006, we sold the assets comprising our 

U.S. butadiene and MTBE business operated by our Base 

Chemicals segment. On June 30, 2006, we completed the 

Textile Effects Acquisition pursuant to which we acquired 

Ciba’s global textile effects business. On December 29, 2006, 

we sold our European base chemicals and polymers business 

to SABIC. For more information concerning these transac-

tions, see “Note 3. Discontinued Operations” and “Note 4. 

Business Dispositions and Combination.”

HMP Equity Trust holds approximately 59% of our 

common stock. Jon M. Huntsman and Peter R. Huntsman 

control the voting of the shares of our common stock held by 

HMP Equity Trust. However, the shares of our common 

stock held by HMP Equity Trust will not be voted in favor 

of certain fundamental corporate actions without the con-

sent of MatlinPatterson, through its representatives David J. 

Matlin or Christopher R. Pechock, and Jon M. Huntsman 

and Peter R. Huntsman have agreed to cause all of the shares 

of our common stock held by HMP Equity Trust to be voted 

in favor of the election to our board of directors of two nom-

inees designated by MatlinPatterson.

ACCOUNTING FOR CERTAIN TRANSACTIONS

The Reorganization Transaction was accounted for as an 

exchange of shares between entities under common control 

similar to the pooling method. Our consolidated inancial 

statements presented herein relect the results of operations 

and cash lows as if Huntsman Holdings, LLC and our 

Company were combined for all periods presented.

2. SuMMaRy OF SIGnIFICanT aCCOunTInG POLICIeS

PRINCIPLES OF CONSOLIDATION

Our consolidated inancial statements include the accounts 

of our wholly-owned and majority-owned subsidiaries and 

any variable interest entities for which we are the primary 

beneiciary. All intercompany accounts and transactions 

have been eliminated, except for intercompany sales between 

continuing and discontinued operations.

USE OF ESTIMATES

The preparation of inancial statements in conformity with 

GAAP requires management to make estimates and assump-

tions that affect the reported amounts of assets and liabili-

ties and disclosure of contingent assets and liabilities at the 

date of the inancial statements and the reported amounts of 

revenues and expenses during the reporting period. Actual 

results could differ from those estimates.

RECLASSIFICATIONS

Certain amounts in the consolidated inancial statements for 

prior periods have been reclassiied to conform with the cur-

rent presentation.

REVENUE RECOGNITION

We generate substantially all of our revenues through sales 

in the open market and long-term supply agreements. We 

recognize revenue when it is realized or realizable and 

earned. Revenue for product sales is recognized when a sales 

arrangement exists, risk and title to the product transfer to 

the customer, collectibility is reasonably assured and pricing 

is ixed or determinable. The transfer of risk and title to the 

product to the customer usually occurs at the time shipment 

is made.

Revenue arrangements that contain multiple deliver-

ables, which relate primarily to licensing of technology, are 

evaluated in accordance with EITF Issue No. 00-21 Revenue 

arrangements with multiple deliverables to determine 

whether the arrangements should be divided into separate 

units of accounting and how the arrangement consideration 

should be measured and allocated among the separate units 

of accounting.

COST OF GOODS SOLD

We classify the costs of manufacturing and distributing our 

products as cost of goods sold. Manufacturing costs include 

variable costs, primarily raw materials and energy, and ixed 

expenses directly associated with production. Manufacturing 

costs also include, among other things, plant site operating 

costs and overhead, production planning and logistics costs, 

repair and maintenance costs, plant site purchasing costs, 

engineering and technical support costs, and depreciation 

and amortization expense. Distribution, freight and ware-

housing costs are also included in cost of goods sold.

CASH AND CASH EQUIVALENTS

We consider cash in checking accounts and cash in short-

term highly liquid investments with an original maturity 

of three months or less to be cash and cash equivalents. 

Cash lows from discontinued operations are not presented 

 separately in the accompanying consolidated statements of 

cash lows.
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SECURITIZATION OF ACCOUNTS RECEIVABLE

In connection with our A/R Securitization Program, we 

securitize certain trade receivables. The A/R Securitization 

Program is structured so that we grant a participating undi-

vided interest in certain of our trade receivables to a quali-

ied off-balance sheet entity, which is recognized as a sale of 

accounts receivable. We retain the servicing rights and a 

retained interest in the securitized receivables. Losses are 

recorded on the sale and are based on the carrying value of 

the receivables as allocated between the receivables sold 

and the retained interests and their relative fair value at the 

date of the transfer. Retained interests are subsequently car-

ried at fair value which is estimated based on the present 

value of expected cash lows, calculated using management’s 

best estimates of key assumptions including credit losses and 

discount rates commensurate with the risks involved. For 

more information, see “Note 16. Securitization of Accounts 

Receivable.”

INVENTORIES

Inventories are stated at the lower of cost or market, with 

cost determined using last-in irst-out, irst-in irst-out, and 

average costs methods for different components of inventory.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is stated at cost less accumu-

lated depreciation. Depreciation is computed using the 

straight-line method over the estimated useful lives or lease 

term as follows:

Buildings and equipment 10 – 60 years

Plant and equipment 3 – 25 years

Furniture, ixtures and leasehold improvements 5 – 20 years

Interest expense capitalized as part of plant and equipment 

was $16.4 million, $9.3 million and $6.7 million for the years 

ended December 31, 2006, 2005 and 2004, respectively.

Periodic maintenance and repairs applicable to major 

units of manufacturing facilities (a “turnaround”) are 

accounted for on the deferral basis by capitalizing the costs 

of the turnaround and amortizing the costs over the esti-

mated period until the next turnaround. Normal mainte-

nance and repairs of plant and equipment are charged to 

expense as incurred. Renewals, betterments and major 

repairs that materially extend the useful life of the assets are 

capitalized, and the assets replaced, if any, are retired.

INVESTMENT IN UNCONSOLIDATED AFFILIATES

Investments in companies in which we exercise signiicant 

management inluence, but do not control, are accounted for 

using the equity method. Investments in companies in which 

we do not exercise signiicant inluence are accounted for 

using the cost method.

INTANGIBLE ASSETS AND GOODWILL

Intangible assets are stated at cost (fair value at the time of 

acquisition) and are amortized using the straight-line method 

over the estimated useful lives or the life of the related agree-

ment as follows:

Patents and technology 5–30 years

Trademarks 15–30 years

Licenses and other agreements 5–15 years

Other intangibles 5–15 years

Goodwill represents costs in excess of fair values 

assigned to the underlying net assets of acquired businesses. 

Goodwill is not subject to any method of amortization, but 

is tested for impairment annually (at the beginning of the 

third quarter) and when events and circumstances indicate 

that an impairment may have occurred. When the fair value 

is less than the related carrying value of the related reporting 

unit, we are required to reduce the amount of goodwill 

through a charge to earnings. Fair value is estimated based 

on projected discounted cash lows.

OTHER NON-CURRENT ASSETS

Other non-current assets consist primarily of spare parts, 

deferred debt issuance costs, the overfunded portion related 

to deined beneit plans for employees and capitalized turn-

around costs. Debt issuance costs are amortized using the 

interest method over the term of the related debt.

CARRYING VALUE OF LONG-LIVED ASSETS

We review long-lived assets and all amortizable intan-

gible assets, other than goodwill, for impairment when-

ever events or changes in circumstances indicate that the 

carrying amount of these assets may not be recoverable. 

Recoverability is based upon current and anticipated undis-

counted cash lows, and we recognize an impairment when 

such estimated cash lows are less than the carrying value 

of the asset. Measurement of the amount of impairment, if 

any, is based upon the difference between carrying value and 

fair value. Fair value is generally estimated by discounting 

estimated future cash lows using a discount rate commen-

surate with the risks involved. See “Note 3. Discontinued 

Operations” and “Note 11. Restructuring, Impairment and 

Plant Closing Costs.”

FINANCIAL INSTRUMENTS

The carrying amount reported in the balance sheet for cash 

and cash equivalents, accounts receivable and accounts pay-

able approximates fair value because of the immediate or 

short-term maturity of these inancial instruments. The car-

rying value of the senior secured credit facilities of our sub-

sidiaries approximates fair value since they bear interest at a 

variable rate plus an applicable margin. The fair value of the 

ixed rate and loating rate notes of our subsidiaries is esti-

mated based on interest rates that are currently available to 

us for issuance of debt with similar terms and remaining 

maturities. The fair value of government securities is esti-

mated using prevailing market prices. See “Note 17. Fair 

Value of Financial Instruments.”
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INCOME TAXES

We use the asset and liability method of accounting for 

income taxes. Deferred income taxes relect the net tax 

effects of temporary differences between the carrying 

amounts of assets and liabilities for inancial and tax report-

ing purposes. We evaluate deferred tax assets to determine 

whether it is more likely than not that they will be realized. 

Valuation allowances have been established against the entire 

U.S., and a material portion of the non-U.S., deferred tax 

assets due to an uncertainty of realization. Valuation allow-

ances are reviewed each period on a tax jurisdiction by tax 

jurisdiction basis to analyze whether there is suficient posi-

tive or negative evidence to support a change in judgment 

about the realizability of the related deferred tax assets.

Subsequent to acquiring Huntsman Advanced Materials 

in June 2003 and through December 2005, substantially all 

non-U.S. operations of Huntsman Advanced Materials were 

treated as our branches for U.S. income tax purposes and 

were, therefore, subject to both U.S. and non-U.S. income 

tax. Effective January 1, 2006, Huntsman Advanced Materi-

als foreign operations are no longer being treated as our 

branches and are not subject to U.S. taxation on their earn-

ings until those earnings are repatriated to the U.S., similar 

to our other non-U.S. entities.

For non-U.S. entities that are not treated as branches for 

U.S. tax purposes, we do not provide for income taxes on 

the undistributed earnings of these subsidiaries as earnings 

are reinvested and, in the opinion of management, will con-

tinue to be reinvested indeinitely.

DERIVATIVES AND HEDGING ACTIVITIES

All derivatives, whether designated in hedging relationships 

or not, are recorded on the balance sheet at fair value. If the 

derivative is designated as a fair value hedge, the changes in 

the fair value of the derivative and the hedged items are rec-

ognized in earnings. If the derivative is designated as a cash 

low hedge, changes in the fair value of the derivative are 

recorded in other comprehensive income, to the extent effec-

tive, and will be recognized in the income statement when 

the hedged item affects earnings. Changes in the fair value of 

the hedge in the net investment of certain international oper-

ations are recorded in other comprehensive income, to the 

extent effective. We perform effectiveness assessments in 

order to use hedge accounting at each reporting period. For 

a derivative that does not qualify or has not been designated 

as a hedge, changes in fair value are recognized in earnings.

ENVIRONMENTAL EXPENDITURES

Environmental related restoration and remediation costs are 

recorded as liabilities when site restoration and environmen-

tal remediation and clean-up obligations are either known or 

considered probable and the related costs can be reasonably 

estimated. Other environmental expenditures that are prin-

cipally maintenance or preventative in nature are recorded 

when incurred are expensed or capitalized as appropriate. 

See “Note 21. Environmental, Health and Safety Matters.”

ASSET RETIREMENT OBLIGATIONS

We accrue for asset retirement obligations, which consist 

primarily of landill closure costs and asbestos abatement 

costs, in the period in which the obligations are incurred. 

Asset retirement obligations are accrued at estimated fair 

value. When the liability is initially recorded, we capitalize 

the cost by increasing the carrying amount of the related 

long-lived asset. Over time, the liability is accreted to its set-

tlement value and the capitalized cost is depreciated over the 

useful life of the related asset. Upon settlement of the liabil-

ity, we will recognize a gain or loss for any difference 

between the settlement amount and the liability recorded. 

See “Note 12. Asset Retirement Obligations.”

PENSIONS AND POSTRETIREMENT BENEFITS

In 2005, we changed the measurement date of our pension 

and postretirement beneit obligations from December 31 

to November 30. We believe the one-month change of the 

measurement date improves internal control procedures by 

allowing more time to review the completeness and accuracy 

of the actuarial beneit information. The effect of the change 

in measurement date on the respective obligations and assets 

of the plan resulted in a cumulative effect of a change in 

accounting principle credit, net of tax of $1.9 million, of 

$4.0 million ($0.02 decrease in loss per share) recorded as  

of January 1, 2005. See “Note 18. Employee Beneit Plans.”

RESEARCH AND DEVELOPMENT

Research and development costs are expensed as incurred.

FOREIGN CURRENCY TRANSLATION

The accounts of our operating subsidiaries outside of the 

U.S., except for those operating in highly inlationary eco-

nomic environments, consider local currency to be the func-

tional currency. Accordingly, assets and liabilities are 

translated at rates prevailing at the balance sheet date. 

Revenues, expenses, gains and losses are translated at a 

weighted average rate for the period. Cumulative translation 

adjustments are recorded to stockholders’ equity as a com-

ponent of accumulated other comprehensive income (loss).

Subsidiaries that operate in economic environments that 

are highly inlationary consider the U.S. dollar to be the 

functional currency and include gains and losses from remea-

surement to the U.S. dollar from the local currency in the 

statement of operations. The accounts of certain inance sub-

sidiaries outside of the U.S. also consider the U.S. dollar to 

be the functional currency.

Transaction gains and losses are recorded in the state-

ment of operations and were a net loss of $0.5 million, a 

net loss of $29.1 million and a net gain of $116.1 million 

for the years ended December 31, 2006, 2005 and 2004, 

respectively.
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STOCK-BASED COMPENSATION

We adopted SFAS No. 123R, share-Based payment, on Janu-

ary 1, 2005. SFAS No. 123R requires entities to measure the 

cost of employee services received in exchange for an award 

of equity instruments based on the grant-date fair value of 

the award. That cost will be recognized over the period dur-

ing which the employee is required to provide services in 

exchange for the award. We have applied this standard pro-

spectively to share-based awards. See “Note 24. Stock-Based 

Compensation Plan.” We did not have share-based awards 

prior to the awards issued in connection with our initial 

public offering in 2005.

NET INCOME (LOSS) PER SHARE

Basic income (loss) per share excludes dilution and is com-

puted by dividing net income (loss) available to common 

stockholders by the weighted average number of shares out-

standing during the period. Diluted income (loss) per share 

relects potential dilution and is computed by dividing net 

income (loss) available to common stockholders by the 

weighted average number of shares outstanding during the 

period increased by the number of additional shares that 

would have been outstanding as dilutive securities.

In connection with our Reorganization Transaction and 

initial public offering of common stock on February 16, 

2005, we issued 203,604,545 shares of common stock. On 

March 14, 2005, we issued 16,846,939 shares of common 

stock in exchange for the HMP Warrants. Also on Febru-

ary 16, 2005, we issued 5,750,000 shares of 5% mandatory 

convertible preferred stock. This preferred stock is convert-

ible into between 10,162,550 shares and 12,499,925 shares 

of our common stock, subject to anti-dilution adjustments, 

depending on the average market price of our common stock 

over the 20 trading-day period ending on the third trading 

day prior to conversion. All share and per share data relected 

in these consolidated inancial statements have been retroac-

tively restated to give effect to the shares issued in connec-

tion with the Reorganization Transaction and our initial 

public offering of common stock on February 16, 2005 and 

the shares issued in connection with the exchange of the 

HMP Warrants on March 14, 2005, as if such shares had 

been issued at the beginning of the period. As a result of the 

change in our corporate structure in connection with the 

Reorganization Transaction and our initial public offering, 

per share results for 2006 and 2005 are not comparable with 

those of 2004.

Basic and diluted income (loss) per share is calculated as 

follows (in millions, except share amounts):

Year Ended December 31,

2006 2005 2004

numerator:

Basic and diluted income (loss) from continuing operations available to common 

stockholders (numerator):

Income (loss) from continuing operations $393.6 $(30.6) $(320.0)

Preferred stock dividends — (43.1) (87.7)

Income (loss) from continuing operations available to common stockholders $393.6 $(73.7) $(407.7)

Basic and diluted net income (loss) available to common stockholders (numerator):

Net income (loss) $229.8 $(34.6) $(227.7)

Preferred stock dividends — (43.1) (87.7)

Net income (loss) available to common stockholders $229.8 $(77.7) $(315.4)

Shares (denominator):

Weighted average shares outstanding 220,618,478 220,451,484 220,451,484

Dilutive securities:

Stock-based awards 23,970 — —

Preferred stock conversion 12,499,925 — —

Total dilutive shares outstanding assuming conversion 233,142,373 220,451,484 220,451,484

Additional stock-based awards of 4,320,784 and 

2,773,093 weighted average equivalent shares of stock were 

outstanding during the years ended December 31, 2006 and 

2005, respectively. In addition, the preferred stock would 

have converted into 12,499,925 shares of common stock for 

the year ended December 31, 2005. However, these stock-

based awards and preferred stock conversion were not 

included in the computation of diluted earnings per share 

because the effect would be anti-dilutive.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

We adopted SFAS No. 151, inventory costs—an amend-

ment of aRB no. 43, on January 1, 2006. SFAS No. 151 

requires abnormal amounts of idle facility expense, freight 

costs, handling costs and wasted material expense to be rec-

ognized as current-period charges. It also requires that allo-

cation of ixed production overhead to the costs of conversion 

be based on the normal capacity of the production facilities. 
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The adoption of SFAS No. 151 did not have an impact on 

our consolidated inancial statements.

We adopted SFAS No. 154, accounting changes and 

error corrections—a replacement of apB opinion no. 20 

and FasB statement no. 3, on January 1, 2006. SFAS No. 

154 requires retrospective application to prior periods’ inan-

cial statements of changes in accounting principle, unless it 

is impracticable to determine either the period-speciic effects 

or the cumulative effect of the change or unless speciic tran-

sition provisions are proscribed in the accounting pronounce-

ments. SFAS No. 154 does not change the accounting 

guidance for reporting a correction of an error in previously 

issued inancial statements or a change in accounting esti-

mate. We will apply this standard prospectively.

In September 2005, the EITF reached a consensus on 

Issue No. 04-13, accounting for purchase and sales of 

inventory with the same counterparty, which requires com-

panies to recognize an exchange of inished goods for raw 

materials or work-in-process within the same line of busi-

ness at fair value. All other exchanges of inventory should be 

relected at the carrying amounts. This pronouncement is 

effective for transactions entered into or modiied after 

March 31, 2006. The adoption of EITF Issue No. 04-13 did 

not have a signiicant impact on our consolidated inancial 

statements.

In June 2006, the EITF reached a consensus on Issue 

No. 06-2, accounting for sabbatical leave and other 

similar Beneits pursuant to FasB statement no. 43, that 

concludes that an employee’s right to a compensated absence 

under a sabbatical or other similar beneit arrangement accu-

mulates; therefore, such beneits should be accrued over the 

required service period. This pronouncement is effective for 

iscal years beginning after December 15, 2006. The adop-

tion of this pronouncement is not expected to have a signii-

cant impact on our consolidated inancial statements.

In June 2006, the FASB issued FIN 48, accounting for 

uncertainty in income taxes—an interpretation of FasB 

statement no. 109. FIN 48 clariies the accounting for 

uncertainty in income taxes recognized in accordance with 

SFAS No. 109 by prescribing a recognition threshold and 

measurement attribute for the inancial statement recogni-

tion and measurement of a tax position taken or expected 

to be taken in a tax return. This interpretation is effective 

for iscal years beginning after December 15, 2006. We 

expect the cumulative effect of changes in accounting prin-

ciple for adoption of FIN 48 in the irst quarter 2007 to 

be immaterial.

In June 2006, the EITF reached a consensus on Issue 

06-3, how taxes collected from customers and Remitted 

to Governmental authorities should Be presented in the 

income statement (that is, Gross versus net presentation), 

that concludes that the presentation of taxes within the 

Issue’s scope is an accounting policy decision that should be 

disclosed. If the taxes are reported on a gross basis, compa-

nies are required to disclose the amounts of those taxes if 

such amounts are deemed signiicant. This pronouncement is 

effective for interim and annual reporting periods beginning 

after December 15, 2006. We currently present taxes within 

the scope of this Issue on a net basis.

In September 2006, the FASB issued SFAS No. 157, Fair 

value measurements. SFAS No. 157 deines fair value, estab-

lishes a framework for measuring fair value, and expands 

disclosures about fair value measurements. This statement 

is effective for inancial statements issued for iscal years 

beginning after November 15, 2007, and interim periods 

within those iscal years. We are reviewing SFAS No. 157 to 

determine the statement’s impact on our consolidated inan-

cial statements.

In September 2006, the FASB issued SFAS No. 158, 

employers’ accounting for deined Beneit pension and 

other postretirement plans—an amendment of FasB 

statements No. 87, 88, 106, and 132(R). SFAS No. 158 

requires us to recognize the overfunded or underfunded sta-

tus of our deined beneit postretirement plan(s) (other than 

multiemployer plans) as an asset or liability in our statement 

of inancial position and to recognize changes in the funded 

status in the year in which the changes occur through com-

prehensive income. In addition, effective for iscal years 

 ending after December 15, 2008, SFAS No. 158 requires a 

company to measure the funded status of a plan as of the 

date of its year-end statement of inancial position. As of the 

end of 2008, we will be required to measure the funded sta-

tus of our plans as of December 31. For further information 

regarding the impact of adopting this accounting standard, 

see “Note 18. Employee Beneit Plans.”

In September 2006, the Securities and Exchange Com-

mission released Staff Accounting Bulletin No. 108 (“SAB 

108”) which provides guidance on how the effects of the car-

ryover or reversal of prior year misstatements should be con-

sidered in quantifying a current year misstatement. SAB 108 

requires entities to quantify the effects of unadjusted errors 

using both a balance sheet and an income statement 

approach. Entities are required to evaluate whether either 

approach results in a quantifying misstatement that is mate-

rial. We adopted SAB 108 effective 2006. The adoption of 

SAB 108 did not have an impact on our consolidated inan-

cial statements.

In September 2006, the FASB issued FAS Staff Position 

(“FSP”) No. AUG AIR-1, accounting for planned major 

maintenance activities. This FSP prohibits the use of the 

accrue-in-advance method of accounting for planned major 

maintenance activities and is effective for iscal years begin-

ning after December 15, 2006. We do not expect the adop-

tion of this FSP to have a significant impact on our 

consolidated inancial statements.
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In December 2006, the FASB issued FSP EITF 00-19-2, 

accounting for Registration payment arrangements. This 

FSP requires that the contingent obligation to make future 

payments or otherwise transfer consideration under a registra-

tion payment arrangement should be separately recognized 

and measured in accordance with SFAS No. 5, accounting 

for contingencies. This FSP is effective immediately for reg-

istration payment arrangements that are entered into or 

modiied subsequent to the FSP issuance date. For registra-

tion statements that were entered into prior to the issuance 

date, this guidance is effective for inancial statements issued 

for iscal years beginning after December 15, 2006, and 

interim periods within that iscal year. On November 13, 

2006, we completed an offering of subordinated notes which 

contains a registration payment arrangement. See “Note 14. 

Debt.” We are evaluating the impact of this FSP as it relates 

to our November 13, 2006 note offering but do not believe 

the adoption of this FSP will have a signiicant impact on 

our consolidated inancial statements.

In February 2007, the FASB issued SFAS No. 159, the 

Fair value option for Financial assets and Financial 

liabilities—including an amendment of FasB statement 

no. 115. SFAS No. 159 permits companies to choose to 

measure many inancial instruments and certain other items 

at fair value in order to mitigate volatility in reported earn-

ings caused by measuring related assets and liabilities differ-

ently without having to apply complex hedge accounting 

provisions. SFAS No. 159 is effective as of the beginning of 

the irst iscal year that begins after November 15, 2007. We 

are evaluating SFAS No. 159 to determine the statement’s 

impact on our consolidated inancial statements.

3. DISCOnTInueD OPeRaTIOnS

EUROPEAN BASE CHEMICALS AND POLYMERS BUSINESS

On December 29, 2006, we completed the U.K. Petro-

chemicals Disposition in which we sold all of the outstand-

ing equity interests of Huntsman Petrochemicals (UK) 

Limited for an aggregate purchase price of $685 million in 

cash plus the assumption by the purchaser of approximately 

$126 million in unfunded pension liabilities. The inal sales 

price is subject to agreement by SABIC on adjustments relat-

ing to working capital, investment in our LDPE plant cur-

rently under construction in Wilton, U.K. and unfunded 

pension liabilities. As a result of this transaction, SABIC 

acquired our European base chemicals and polymers busi-

ness. The transaction did not include our Teesside, U.K.-based 

Pigments operations or the Wilton, U.K.-based aniline and 

nitrobenzene operations of our Polyurethanes segment. We 

used the net proceeds from the transaction to legally defease 

the remaining $250 million outstanding principal amount of 

our 9.875% senior notes due 2009 and to repay $400 mil-

lion of the debt under our Senior Credit Facilities.

The results of operations of our European base chemi-

cals and polymers business for current and prior periods 

have been classiied as discontinued operations in our inan-

cial statements in accordance with SFAS No. 144, accounting 

for the impairment or disposal of long-lived assets. The 

carrying value of assets and liabilities sold at December 29, 

2006 was as follows (dollars in millions):

aSSeTS

Accounts and notes receivable, net $ 264.1

Inventories, net 162.4

Other current assets 12.7

Property, plant and equipment, net 568.1

Other noncurrent assets 57.9

 Total assets 1,065.2

LIaBILITIeS

Accounts payable 190.5

Other current liabilities 120.8

Other noncurrent liabilities 61.4

 Total liabilities 372.7

 net assets $ 692.5

The following results of our European base chemicals 

and polymers business have been presented as discontinued 

operations in the accompanying consolidated statements of 

operations (dollars in millions):

Year Ended December 31,

2006 2005 2004

Revenues $ 2,524.6 $ 2,284.7 $ 1,863.9

Costs and expenses (2,406.6) (2,187.5) (1,720.9)

Loss on disposal (301.8) — —

Operating (loss) income (183.8) 97.2 143.0

Income tax expense (34.0) (29.6) (42.9)

(Loss) income from 

discontinued operations, 

net of tax $   (217.8) $ 67.6 $ 100.1

The loss on disposal in 2006 includes the third quarter 

2006 impairment of long-lived assets of $280.2 million 

resulting from the write-down of these assets to the selling 

price, less estimated cost to sell. In connection with the U.K. 

Petrochemical Disposition, we agreed to make payments to 

SABIC of approximately $35 million (£18 million) related to 

the transfer of pension plan assets and liabilities. We accrued 

this liability in connection with the sale transaction and 

expect to fund the obligation in the irst half of 2007. The 

inal sales price of the U.K. Petrochemical Disposition is also 

subject to adjustments relating to working capital and invest-

ment in the LDPE plant currently under construction in 

Wilton U.K. We have accrued a liability relating to these 

adjustments of $14.5 million and expect to fund this obliga-

tion in the irst half of 2007. In addition, we expect to incur 

a pension settlement loss of approximately $16 million dur-

ing 2007. The European base chemicals and polymers busi-

ness is reported in our Base Chemicals operating segment in 

the accompanying consolidated inancial statements.
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In connection with the sale, we agreed to indemnify 

the buyer with respect to any losses resulting from any 

environmental liability related to the pre-sale operations 

of the assets sold. These indemnities have various payment 

thresholds and time limits depending on the site and type 

of claim. Generally, we are not required to pay under these 

indemniication obligations until claims against us exceed 

£0.1 million (approximately $0.2 million at December 31, 

2006) individually or £1.0 million (approximately $2.0 mil-

lion at December 31, 2006) in the aggregate. We also agreed 

to indemnify the buyer with respect to certain tax liabilities. 

Our maximum exposure generally shall not exceed $600 

million in the aggregate. We believe that there is a remote 

likelihood that we will be required to pay any signiicant 

amounts under the indemnity provision. As a result, we have 

estimated that the fair value of this indemnity at the date 

of the closing of the sale is minimal, and accordingly, no 

amounts have been recorded.

TDI BUSINESS

On July 6, 2005, we sold our TDI business. The sale involved 

the transfer of our TDI customer list and sales contracts. We 

discontinued the use of our remaining TDI assets. TDI has 

been accounted for as a discontinued operation under SFAS 

No. 144, accounting for the impairment or disposal of 

long-lived assets. Accordingly, the following results of 

TDI have been presented as discontinued operations in the 

accompanying consolidated statements of operations (dol-

lars in millions):

Year Ended December 31,

2006 2005 2004

Revenues $ — $ 24.4 $ 59.4

Costs and expenses (1.9) (31.9) (67.2)

Loss on disposal — (36.4) —

Operating loss (1.9) (43.9) (7.8)

Income tax (expense) beneit — — —

Loss from discontinued operations, 

net of tax $(1.9) $(43.9) $   (7.8)

The loss on disposal of $36.4 million for the year ended 

December 31, 2005 included an impairment of long-lived 

assets of $24.7 million. We expect to incur approximately 

$0.4 million of additional costs related to the TDI transac-

tion through the irst quarter of 2007. The TDI business is 

reported in our Polyurethanes segment.

4. BuSIneSS DISPOSITIOnS anD COMBInaTIOnS

SALE OF U.S. BUTADIENE AND MTBE BUSINESS

On June 27, 2006, we sold the assets comprising our U.S. 

butadiene and MTBE business operated by our Base 

Chemicals segment. The total sales price was approximately 

$274 million, of which $204.0 million was paid to us during 

2006. The additional $70 million will be payable to us after 

the restart of our Port Arthur, Texas oleins unit that was 

damaged in a ire (see “Note 22. Casualty Losses and 

Insurance Recoveries—Port Arthur, Texas Plant Fire”) and 

the related resumption of crude butadiene supply; provided 

that we achieve certain intermediate steps toward restarting 

the plant and the restart occurs within 30 months of this 

sale. In connection with this sale, we recognized a pre-tax 

gain of $90.3 million, of which $9.5 million was due to the 

liquidation of LIFO reserves. We expect to recognize an 

additional pre-tax gain of $70 million upon completion of 

the conditions referenced above.

The carrying values of the major assets and liabilities 

sold at June 27, 2006 were as follows (dollars in millions):

aSSeTS

Accounts and notes receivable, net $ 80.3

Inventories, net 12.7

Other current assets 2.6

Property, plant and equipment, net 83.2

Other noncurrent assets 2.0

 Total assets 180.8

LIaBILITIeS

Accounts payable 65.7

Accrued liabilities 0.1

Other noncurrent liabilities 1.3

 Total liabilities 67.1

 net assets $113.7

The results of operations of this business were not clas-

siied as a discontinued operation under applicable account-

ing rules because of the expected continuing cash lows from 

the MTBE business we continue to operate in our Poly-

urethanes segment.

In connection with the sale, we indemniied the buyer 

with respect to any losses resulting from (i) the breach of 

representations and warranties contained in the asset pur-

chase agreement, (ii) any pre-sale liabilities related to the 

pre-sale operations of the assets sold not assumed by the 

buyer, and (iii) any environmental liability related to the pre-

sale operations of the assets sold. We are not required to pay 

under these indemniication obligations until claims against 

us exceed $5 million. Upon exceeding this $5 million thresh-

old, we generally are obligated to provide indemniication 

for any losses in excess of $5 million, up to a limit of $137.5 

million. We believe that there is a remote likelihood that we 

will be required to pay any signiicant amounts under the 

indemnity provision. As a result, we have estimated that 

the fair value of this indemnity at the date of the closing of 

the sale is minimal, and accordingly, no amounts have 

been recorded.

TEXTILE EFFECTS ACQUISITION

On June 30, 2006, we acquired Ciba’s textile effects busi-

ness for approximately $172.1 million (CHF 215 million) in 

cash, of which $139.2 million was paid on June 30, 2006 

and $32.9 million was paid on July 3, 2006. This purchase 

price is subject to inalization of post-closing working capital 
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adjustments, which are currently estimated to be $21.4 mil-

lion. The operating results of the textile effects business have 

been consolidated with our operating results beginning on 

July 1, 2006 and are reported with our advanced materials 

operations as part of our Materials and Effects segment.

We have accounted for the Textile Effects Acquisition 

using the purchase method in accordance with SFAS No. 

141, Business combinations. As such, we analyzed the fair 

value of tangible and intangible assets acquired and liabili-

ties assumed, and we determined the excess of fair value of 

net assets acquired over cost. Because the fair value of the 

acquired assets and liabilities assumed exceeded the acquisi-

tion price, the valuation of the long-lived assets acquired was 

reduced to zero in accordance with SFAS No. 141. Accord-

ingly, no basis was assigned to property, plant and equip-

ment or any other non-current assets and the remaining 

excess was recorded as an extraordinary gain, net of taxes 

(which were not applicable because the gain was recorded in 

purchase accounting). The preliminary allocation of the pur-

chase price to the assets and liabilities acquired is summa-

rized as follows (dollars in millions):

Acquisition cost:

Acquisition payment, exclusive of post-closing 

working capital adjustment $ 172.1

Estimated post-closing working capital adjustment (21.4)

Direct costs of acquisition 12.5

Total acquisition costs 163.2

Fair value of assets acquired and liabilities assumed:

Cash 7.7

Accounts receivable 253.7

Inventories 233.6

Prepaid expenses and other current assets 12.6

Deferred taxes 2.3

Accounts payable (95.8)

Accrued liabilities (34.3)

Short-term debt (5.0)

Noncurrent liabilities (155.7)

Total fair value of net assets acquired 219.1

Extraordinary gain on the acquisition of a business—

excess of fair value of net assets acquired over cost $ 55.9

This purchase price allocation is preliminary pending 

inalization of the determination of the fair value of assets 

acquired and liabilities assumed, including inal valuation of 

working capital acquired, inalization of restructuring plans, 

estimates of asset retirement obligations and determination 

of related deferred taxes. We are assessing and formulating 

plans to exit certain activities of the textile effects business 

and expect to involuntarily terminate the employment of, or 

relocate, certain textile effects employees. We estimate that 

we will eliminate up to 650 positions and will create approx-

imately 300 new positions, globally. These plans include the 

exit of various manufacturing, sales and administrative 

activities throughout the business through 2009. This pre-

liminary purchase price allocation includes recorded liabili-

ties for workforce reduction, non-cancelable lease termination 

costs, demolition and decommissioning and other restruc-

turing costs of $65.4 million, $3.4 million, $1.5 million and 

$4.8 million, respectively. We have not yet inalized plans to 

exit certain business activities and may record additional 

liabilities for workforce reduction, or other restructuring 

costs as these plans are inalized. We expect that it is reason-

ably possible that material changes to the allocation could 

occur. Any changes to our purchase price allocation will 

be recorded as an adjustment to the extraordinary gain in 

future periods.

The following table relects our results of operations on 

an unaudited pro forma basis as if the Textile Effects 

Acquisition had been completed at the beginning of each period 

presented utilizing historical results (dollars in millions, 

except per share amounts):

For the years ended December 31,

2006 2005 2004

Revenues $11,142.1 $11,699.9 $10,602.8

Income (loss) before 

extraordinary gain and 

accounting change 193.1 44.1 (230.9)

Net income (loss) 249.0 72.3 (175.0)

Basic income (loss) per share 1.13 0.13 (1.19)

Diluted income (loss) per share 1.07 0.13 (1.19)

Our pro forma net income (loss) relects an extraordi-

nary gain on the Textile Effects Acquisition of $55.9 million 

for the years ended December 31, 2006, 2005 and 2004.

HUNTSMAN ADVANCED MATERIALS ACQUISITION

On June 30, 2003, we acquired 88.2% of the equity of 

Huntsman Advanced Materials for total consideration of 

$521.8 million and began reporting Huntsman Advanced 

Materials as a consolidated subsidiary. On March 19, 2004, 

we acquired an additional 2.1% equity in Huntsman 

Advanced Materials for $7.2 million. On December 20, 

2005, we acquired the remaining 9.7% ownership interest in 

Huntsman Advanced Materials for $124.8 million. Subse-

quent to December 20, 2005, we own 100% of Huntsman 

Advanced Materials. We have accounted for this step acqui-

sition using the purchase method. The allocation of the 

December 20, 2005 purchase price to the assets and liabili-

ties of Huntsman Advanced Materials is summarized as fol-

lows (dollars in millions):

Cash $ 2.3

Property, plant and equipment 10.9

Goodwill 88.0

Intangible assets 3.2

Deferred taxes (0.3)

Noncurrent liabilities (0.6)

Accumulated other comprehensive income (2.3)

Total fair value of net assets acquired 101.2

Reversal of minority interest 23.6

Cash paid for acquisition $124.8
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The acquired intangible assets represent trademarks and 

patents which have a weighted-average useful life of approx-

imately 15–30 years. The goodwill, none of which is deduct-

ible for tax purposes, was assigned to the Materials and 

Effects segment.

5. InvenTORIeS

Inventories consisted of the following (dollars in millions):

December 31,

2006 2005

Raw materials and supplies $ 320.1 $ 374.1

Work in progress 109.8 82.1

Finished goods 1,204.3 972.7

Total 1,634.2 1,428.9

LIFO reserves (114.1) (119.7)

net $1,520.1 $1,309.2

As of December 31, 2006 and 2005, approximately 

16% and 15%, respectively, of inventories were recorded 

using the LIFO cost method. At December 31, 2006 and 

2005, the excess of current cost over the stated LIFO value 

was $114.1 million and $119.7 million, respectively.

For the years ended December 31, 2006, 2005, and 

2004, inventory quantities were reduced, resulting in a liqui-

dation of certain LIFO inventory layers carried at costs that 

were lower than the cost of current purchases, the effect of 

which reduced cost of sales by approximately $0.1 million, 

$0.8 million and $2.0 million, respectively.

In the normal course of operations, we at times exchange 

raw materials and inished goods with other companies for 

similar inventories for the purpose of reducing transporta-

tion costs. The net open exchange positions are valued at our 

cost. Net amounts deducted from or added to inventory 

under open exchange agreements, which represent the net 

amounts payable or receivable by us under open exchange 

agreements, were approximately $9.7 million receivable and 

$3.8 million payable (30.9 million and 8.8 million pounds of 

feedstock and products) at December 31, 2006 and 2005, 

respectively.

6. PROPeRTy, PLanT anD equIPMenT

The cost and accumulated depreciation of property, plant 

and equipment were as follows (dollars in millions):

December 31,

2006 2005

Land $ 121.1 $ 139.0

Buildings 571.5 516.9

Plant and equipment 5,644.6 6,254.1

Construction in progress 303.5 321.5

Total 6,640.7 7,231.5

Less accumulated depreciation (2,581.3) (2,588.3)

net $ 4,059.4 $ 4,643.2

Depreciation expense for the years ended December 31, 

2006, 2005 and 2004 was $430.3 million, $464.5 million 

and $491.2 million, respectively, of which $45.7 million, 

$61.1 million and $62.0 million related to discontinued 

operations, respectively.

Property, plant and equipment includes gross assets 

acquired under capital leases of $20.3 million and $21.6 

million at December 31, 2006 and 2005, respectively; related 

amounts included in accumulated depreciation were $10.0 

million and $8.5 million at December 31, 2006 and 2005, 

respectively.

7. InveSTMenT In unCOnSOLIDaTeD aFFILIaTeS

Our ownership percentage and investment in unconsolidated 

afiliates were as follows (dollars in millions):

December 31,

2006 2005

Equity Method:

Polystyrene Australia Pty Ltd. (50%) $ 3.3 $ 3.3

Arabian Polyol Ltd (40)% 3.9 3.5

Sasol-Huntsman GmbH and Co. KG (50%) 28.9 22.6

Louisiana Pigment Company, L.P. (50%) 115.0 116.8

BASF Huntsman Shanghai Isocyanate 

Investment BV (50%)(1) 46.1 25.9

Others 1.3 1.0

Total equity method investments 198.5 173.1

Cost Method:

Gulf Advanced Chemicals Industry 

Corporation (4.35%) 2.5 2.5

Total investments $201.0 $175.6

(1) we own 50% of BasF huntsman shanghai isocyanate investment Bv. 

BasF huntsman shanghai isocyanate investment Bv owns a 70% inter-

est in slic, thus giving us an indirect 35% interest in slic.

SUMMARIZED FINANCIAL INFORMATION OF 

UNCONSOLIDATED AFFILIATES

Summarized applicable financial information of Sasol-

Huntsman GmbH and Co KG as of December 31, 2006 and 

2005 and for the years ended December 31, 2006, 2005 and 

2004 is presented below (dollars in millions):

2006 2005 2004

Current assets $26.9 $19.3

Noncurrent assets 46.6 74.7

Current liabilities 3.6 7.6

Noncurrent liabilities 8.5 41.2

Revenues 91.3 58.9 $58.1

Gross proit 22.8 12.1 11.9

Net income 7.3 15.9 5.3
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Summarized applicable inancial information of our 

remaining unconsolidated affiliates, Louisiana Pigment 

Company, Rubicon LLC (for periods prior to its consolida-

tion on January 1, 2005), BASF Huntsman Shanghai 

Isocyanate Investment BV and Polystyrene Australia Pty Ltd. 

as of December 31, 2006 and 2005 and for the years ended 

December 31, 2006, 2005 and 2004 is presented below (dol-

lars in millions):

2006 2005 2004

Assets $357.7 $337.1

Liabilities 37.7 44.8

Revenues 334.1 299.8 $1,055.5

Net income 0.1 0.4 2.9

8. InTanGIBLe aSSeTS

The gross carrying amount and accumulated amortization of intangible assets were as follows (dollars in millions):

December 31, 2006 December 31, 2005

Carrying accumulated Carrying Accumulated

amount amortization net Amount Amortization Net

Patents, trademarks, and technology $356.2 $195.0 $161.2 $367.8 $172.1 $195.7

Licenses and other agreements 39.4 13.3 26.1 29.2 14.5 14.7

Non-compete agreements 17.7 17.4 0.3 17.8 15.6 2.2

Other intangibles 10.0 10.0 — 13.3 9.6 3.7

Total $423.3 $235.7 $187.6 $428.1 $211.8 $216.3

During 2006 and 2005, we reversed certain valuation 

allowances on deferred tax assets related to prior acquisi-

tions and recorded a corresponding reduction to intangible 

assets of approximately $1.1 million and $0.8 million, 

respectively.

Amortization expense was $28.2 million, $27.6 million 

and $35.8 million for the years ended December 31, 2006, 

2005 and 2004, respectively.

Estimated future amortization expense for intangible assets 

over the next ive years is as follows (dollars in millions):

Year Ending December 31:

2007 $27.5

2008 26.3

2009 25.9

2010 25.6

2011 19.6

9. OTheR nOnCuRRenT aSSeTS

Other noncurrent assets consisted of the following (dollars 

in millions):

December 31,

2006 2005

Prepaid pension costs $ 69.4 $149.1

Debt issuance costs 34.6 27.7

Capitalized turnaround costs 40.4 83.5

Spare parts inventory 89.9 121.5

Catalyst assets 14.7 16.6

Deposits 17.7 15.2

Investment in government securities (restricted 

as to use)

3.5 17.0

Other noncurrent assets 109.5 120.4

Total $379.7 $551.0

Amortization expense of catalyst assets for the years 

ended December 31, 2006, 2005 and 2004 was $7.2 million, 

$8.7 million and $9.8 million, respectively.

10. aCCRueD LIaBILITIeS

Accrued liabilities consisted of the following (dollars in 

 millions):

December 31,

2006 2005

Payroll, severance and related costs $120.1 $108.8

Interest 50.8 93.9

Volume and rebate accruals 97.0 88.1

Income taxes 74.2 64.9

Taxes (property and VAT) 80.4 87.3

Restructuring and plant closing costs 47.0 55.2

Environmental accruals 6.1 7.1

Deferred gain on insurance recovery 93.6 —

Pension liabilities 9.8 21.8

Self-insured casualty loss reserves 19.2 16.6

Other miscellaneous accruals 259.4 203.5

Total $857.6 $747.2
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11. ReSTRuCTuRInG, IMPaIRMenT anD PLanT CLOSInG COSTS

While we continuously focus on identifying opportunities to reduce our operating costs and maximize our operating eficiency, 

we have substantially implemented our comprehensive global cost reduction program, referred to as “Project Coronado.” 

Project Coronado was a program designed to reduce our annual ixed manufacturing and selling, general and administra-

tive costs, as measured at 2002 levels, by $200 million. In connection with Project Coronado, we announced the closure of 

eight smaller, less competitive manufacturing units in our Polyurethanes, Materials and Effects, Performance Products and 

Pigments segments. These and other actions have resulted in the reduction of approximately 1,500 positions in these busi-

nesses since 2000.

As of December 31, 2006, 2005 and 2004, accrued restructuring, impairment and plant closing costs by type of cost and 

initiative consisted of the following (dollars in millions):

Workforce 

Reductions(1)

Demolition and 

Decommissioning

Non-Cancelable 

Lease Costs

Other 

Restructuring 

Costs Total(2)

Accrued liabilities as of January 1, 2004 $  66.4 $ 4.1 $ 0.2 $  6.1 $ 76.8

Partial reversal of Advanced Materials opening 

balance sheet liabilities (2.9) — (0.6) 0.7 (2.8)

2004 charges for 2003 initiatives 25.1 — — 0.4 25.5

2004 charges for 2004 initiatives 90.1 4.9 6.4 18.0 119.4

2004 payments for 2003 initiatives (48.0) — (0.4) (3.0) (51.4)

2004 payments for 2004 initiatives (29.2) (0.6) — (4.6) (34.4)

Non-cash settlements — — (0.5) — (0.5)

Net activity of discontinued operations 14.8 — — — 14.8

Foreign currency effect on reserve balance 5.7 — — — 5.7

Accrued liabilities as of December 31, 2004 122.0 8.4 5.1 17.6 153.1

2005 charges for 2003 initiatives 11.8 — 2.5 0.1 14.4

2005 charges for 2004 initiatives 21.2 0.5 0.6 13.4 35.7

2005 charges for 2005 initiatives 13.6 — — 0.2 13.8

Reversal of reserves no longer required (6.3) (0.1) (0.8) (1.2) (8.4)

Partial reversal of Advanced Materials opening 

balance sheet liabilities (3.7) (0.8) — (0.8) (5.3)

2005 payments for 2001 initiatives (0.4) — — — (0.4)

2005 payments for 2003 initiatives (22.1) (0.2) (0.2) (1.0) (23.5)

2005 payments for 2004 initiatives (60.8) (1.7) (0.4) (11.8) (74.7)

2005 payments for 2005 initiatives (1.0) — — (0.9) (1.9)

Net activity of discontinued operations (8.2) — — — (8.2)

Foreign currency effect on reserve balance (11.9) (0.3) (0.3) (3.8) (16.3)

Accrued liabilities as of December 31, 2005 54.2 5.8 6.5 11.8 78.3

Textile Effects opening balance sheet liabilities at 

June 30, 2006 65.4 1.5 3.4 4.8 75.1

2006 charges for 2003 initiatives 3.0 — — 0.1 3.1

2006 charges for 2004 initiatives 4.1 0.2 — 0.2 4.5

2006 charges for 2005 initiatives 1.4 — — 0.2 1.6

2006 charges for 2006 initiatives 2.1 — — — 2.1

Reversal of reserves no longer required and liability 

reclassiications (10.0) (4.7) (0.6) — (15.3)

Partial reversal of Advanced Materials opening 

balance sheet liabilities (2.9) — — — (2.9)

2006 payments for 2003 initiatives (8.6) — (0.2) (0.3) (9.1)

2006 payments for 2004 initiatives (17.5) (2.8) (0.7) (0.4) (21.4)

2006 payments for 2005 initiatives (9.8) — — (0.9) (10.7)

2006 payments for 2006 initiatives (1.4) — — — (1.4)

Net activity of discontinued operations (7.1) — — — (7.1)

Foreign currency effect on reserve balance 3.5 0.3 0.3 1.2 5.3

accrued liabilities as of December 31, 2006 $  76.4 $ 0.3 $ 8.7 $ 16.7 $102.1
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(1) with the exception of liabilities recorded in connection with business combinations, accrued liabilities classiied as workforce reductions consist primarily 

of restructuring programs involving ongoing termination beneit arrangements and restructuring programs involving special termination beneits. 

accordingly, the related liabilities were accrued as a one-time charge to earnings in accordance with sFas no. 112, Employers’ Accounting for 

Postemployment Beneits and with sFas no. 88, Employers’ Accounting for Settlements and Curtailments of Deined Beneit Pension Plans and for 

Termination Beneits, respectively. the remaining accrued liabilities related to these charges of $11.4 million represent workforce reductions to be paid by 

the end of 2011. liabilities for workforce reductions recorded in connection with business combinations were accrued in accordance with eitF 95-3, 

Recognition of Liabilities in Connection with a Purchase Business Combination, and are expected to be paid through 2009. of the total workforce reduc-

tion reserves of $76.4 million, $64.3 million relates to 654 positions that have not been terminated as of december 31, 2006.

(2) accrued liabilities by initiatives were as follows (dollars in millions):

December 31,

2006 2005

2001 initiatives $ 1.4 $ 1.4

2003 initiatives 15.8 28.4

2004 initiatives 12.2 47.7

2005 initiatives 1.4 11.6

2006 initiatives 76.2 —

Foreign currency effect on reserve balance (4.9) (10.8)

Total $102.1 $ 78.3
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Details with respect to our reserves for restructuring, impairment and plant closing costs are provided below by segment 

and initiative (dollars in millions):

Polyurethanes

Materials 

and Effects

Performance 

Products Pigments Polymers

Base 

Chemicals

Corporate 

& Other Total

Accrued liabilities as of January 1, 2004 $ 15.8 $ 51.5 $   2.4 $   4.3 $  2.8 $  — $   — $ 76.8

Partial reversal of Advanced Materials opening 

balance sheet liabilities — (2.8) — — — — — (2.8)

2004 charges for 2003 initiatives 10.0 — 0.4 14.5 0.6 — — 25.5

2004 charges for 2004 initiatives 16.4 9.0 56.6 27.3 9.4 0.3 0.4 119.4

2004 payments for 2003 initiatives (11.5) (26.0) (2.4) (10.9) (0.6) — — (51.4)

2004 payments for 2004 initiatives (11.8) (0.1) (1.4) (14.3) (6.4) — (0.4) (34.4)

Non-cash settlements — (0.5) — — — — — (0.5)

Net activity of discontinued operations — — — — — 14.8 — 14.8

Foreign currency effect on reserve balance 0.1 1.9 2.6 1.1 — — — 5.7

Accrued liabilities as of December 31, 2004 19.0 33.0 58.2 22.0 5.8 15.1 — 153.1

2005 charges for 2003 initiatives 4.1 0.2 — 10.1 — — — 14.4

2005 charges for 2004 initiatives 4.4 0.3 6.9 18.8 3.4 0.7 1.2 35.7

2005 charges for 2005 initiatives — 0.4 4.0 2.6 — 6.8 — 13.8

Reversal of reserves no longer required (2.1) (2.9) (0.4) (2.8) (0.1) (0.1) — (8.4)

Partial reversal of Advanced Materials opening 

balance sheet liabilities — (5.3) — — — — — (5.3)

2005 payments for 2001 initiatives (0.4) — — — — — — (0.4)

2005 payments for 2003 initiatives (4.5) (8.1) (0.8) (10.1) — — — (23.5)

2005 payments for 2004 initiatives (6.3) (7.7) (33.6) (20.7) (5.2) — (1.2) (74.7)

2005 payments for 2005 initiatives — (0.6) (0.1) (0.9) — (0.3) — (1.9)

Net activity of discontinued operations — — — — — (8.2) — (8.2)

Foreign currency effect on reserve balance (3.3) (1.5) (8.6) (2.4) (0.5) — — (16.3)

Accrued liabilities as of December 31, 2005 10.9 7.8 25.6 16.6 3.4 14.0 — 78.3

Textile Effects opening balance sheet liabilities 

at June 30, 2006 — 75.1 — — — — — 75.1

2006 charges for 2003 initiatives — 0.3 — 2.8 — — — 3.1

2006 charges for 2004 initiatives 0.2 0.2 0.8 3.3 — — — 4.5

2006 charges for 2005 initiatives — — 1.3 0.3 — — — 1.6

2006 charges for 2006 initiatives — 2.1 — — — — — 2.1

Reversal of reserves no longer required and 

liability reclassiications (0.9) (0.7) (6.9) (2.6) (3.1) (1.1) — (15.3)

Partial reversal of Advanced Materials opening 

balance sheet liabilities — (2.9) — — — — — (2.9)

2006 payments for 2003 initiatives (2.8) (1.9) — (4.4) — — — (9.1)

2006 payments for 2004 initiatives (1.2) (0.5) (11.0) (8.4) (0.3) — — (21.4)

2006 payments for 2005 initiatives (0.4) (1.1) (4.3) (0.8) — (4.1) — (10.7)

2006 payments for 2006 initiatives — (1.4) — — — — — (1.4)

Net activity of discontinued operations — — — — — (7.1) — (7.1)

Foreign currency effect on reserve balance 0.8 1.5 1.9 1.1 — — — 5.3

accrued liabilities as of December 31, 2006 $   6.6 $   78.5 $   7.4 $   7.9 $ — $  1.7 $   — $102.1

Current portion of restructuring reserve $   2.7 $   32.2 $   6.2 $   4.2 $ — $  1.7 $   — $ 47.0

Long-term portion of restructuring reserve 3.9 46.3 1.2 3.7 — — — 55.1

Estimated additional future charges for current 

restructuring projects:

Estimated additional charges within one year $  — $ 0.3 $  — $   4.1 $17.3 $ — $   — $ 21.7

Estimated additional charges beyond one year — — — 4.0 8.0 — — 12.0
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the closure of our Shepton Mallet, U.K. site (as announced 

in 2001).

As of December 31, 2005, our Materials and Effects seg-

ment restructuring reserve consisted of $7.8 million related 

to the restructuring programs implemented in association 

with the Huntsman Advanced Materials Transaction, the 

realignment and simpliication of the commercial and tech-

nical organization and the closure of our Kaohsiung, Taiwan 

production facility. During 2005, we assessed the remain-

ing restructuring reserves established in association with 

the Huntsman Advanced Materials Transaction and other 

2004 initiatives and concluded that $5.3 million and $2.9 

million, respectively, were no longer necessary. Accordingly, 

we reversed these restructuring reserves during 2005. The 

Huntsman Advanced Materials Transaction reserve reversal 

was recorded as a reduction to property, plant and equip-

ment in accordance with EITF 95-3, “Recognition of Liabili-

ties in Connection with a Purchase Business Combination.” 

The reversal of the workforce reduction reserves for the 

other 2004 initiatives was recorded as a credit to earnings, 

and was primarily a result of the redeployment of employees 

whose positions were originally expected to be terminated 

in connection with the realignment of the commercial and 

technical organization.

As of December 31, 2005, our Performance Products 

segment reserve consisted of $25.6 million related to various 

restructuring programs across our European surfactants 

business, including the closure of substantially all of our 

Whitehaven, U.K. surfactants facility, and the realignment 

of our Jefferson County, Texas operations.

As of December 31, 2005, our Pigments segment reserve 

consisted of $16.6 million related to the global workforce 

reductions announced in 2003, the reduction of our TiO2 

production capacity announced in 2004, and the announce-

ment in July 2005 that our Pigments and Base Chemicals 

segments would establish a single U.K. headquarters in 

Teesside, U.K. The reversal of workforce reduction reserves 

recorded by our Pigments segment during 2005 was the 

result of revisions to original estimates based on newly avail-

able information and revisions to the scope and costs of two 

different ongoing restructuring projects following the com-

bination of the two projects.

As of December 31, 2005, our Polymers segment reserve 

consisted of $3.4 million related primarily to the closure of 

our phenol manufacturing unit in Australia and restruc-

turing initiatives at Odessa, Texas. During the third quar-

ter of 2005, we concluded that the long-lived assets of our 

Australian styrenics business were impaired as a result of dis-

appointing performance and the lack of anticipated strength-

ening of the styrenics market. Accordingly, our Polymers 

segment recorded an impairment charge of $48.2 million 

during 2005 related to the Australian styrenics assets. The 

fair value of the Australian styrenics assets was determined 

based on estimated market prices.

As of December 31, 2005, our Base Chemicals segment 

reserve consisted of $14.0 million related primarily to the 

restructuring of our Jefferson County, Texas operations, 

which was announced in August 2005, and workforce reduc-

tions arising from the announced changes in work shift 

schedules and in the engineering and support functions at 

our Wilton and North Tees, U.K. facilities. Also included in 

the reserve are amounts related to an announcement in 

July 2005 that our Pigments and Base Chemicals segments 

would establish a single U.K. headquarters in Teesside, U.K.

2004 RESTRUCTURING ACTIVITIES

As of December 31, 2004, our Polyurethanes segment reserve 

consisted of $19.0 million related to various restructuring 

programs, including the closure of our West Deptford, New 

Jersey site (as announced in 2004), restructuring initiatives 

at the Rozenburg, Netherlands site (as announced in 2003), 

workforce reductions throughout our Polyurethanes segment 

(as announced in 2003), and the closure of our Shepton 

Mallet, U.K. site (as announced in 2002). During 2004, we 

recorded asset impairment charges of $10.5 million related 

to the closure of our West Deptford site.

As of December 31, 2004, the Materials and Effects 

segment reserve consisted of $33.0 million related to the 

restructuring program implemented in association with the 

Huntsman Advanced Materials Transaction, the realignment 

and simpliication of our commercial and technical organi-

zation and the closure of our Kaohsiung, Taiwan production 

facility. The restructuring program initiated with the 

Huntsman Advanced Materials Transaction included reduc-

tions in costs of the global supply chain, reductions in gen-

eral and administrative costs across the business and the 

centralization of operations where eficiencies could be 

achieved. During 2004, the Materials and Effects segment 

reversed $2.8 million of restructuring reserves recorded in 

the Huntsman Advanced Materials Transaction that were no 

longer required and recorded a corresponding reduction to 

intangible assets.

As of December 31, 2004, the Performance Products 

segment reserve consisted of $58.2 million primarily related 

to various restructuring programs primarily across our 

European surfactants business and North American opera-

tions. During 2004, we adopted a plan to reduce the work-

force across all locations in our European surfactants 

business by approximately 320 positions over a period of 15 

months, including the closure of substantially all of our 

Whitehaven, U.K. surfactants facility. We also announced a 

plan to close our Guelph, Ontario manufacturing facility, 

maleic anhydride briquette facility in St. Louis, Missouri, 

and technical facility in Austin, Texas. During 2004, we 

recorded asset impairment charges totaling $40.5 million 

related to the closure of the Whitehaven, U.K. facility, the 

Guelph, Ontario facility and the maleic anhydride briquette 

facility in St. Louis, Missouri.
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As of December 31, 2004, the Pigments segment reserve 

consisted of $22.0 million related to its global workforce 

reductions announced in 2003 and the reduction of our 

TiO2 production capacity announced in 2004. During 2004, 

the Pigments segment announced that, following a review of 

the Pigments business, we would idle approximately 55,000 

tonnes, or about 10%, of our total TiO2 production capac-

ity in the third and fourth quarter of 2004. In connection 

with this reduction of our TiO
2
 production capacity, we 

recorded a $77.2 million asset impairment charge and a $4.3 

million charge for the write-off of spare parts inventory and 

other assets.

As of December 31, 2004, the Polymers segment reserve 

consisted of $5.8 million related primarily to the closure of 

our phenol manufacturing unit in Australia and to the demo-

lition and decommissioning of the Odessa, Texas styrene 

manufacturing facility. During 2004, we recorded asset 

impairment charges of $3.6 million in connection with the 

closure of our phenol manufacturing unit in Australia.

As of December 31, 2004, the Base Chemicals segment 

reserve consisted of $15.1 million related to workforce reduc-

tions arising from the announced change in work shift sched-

ules and in the engineering and support functions at the 

Wilton and North Tees, U.K. facilities.

During 2004, we recorded a restructuring charge in 

corporate and other of $2.3 million, of which $1.9 million 

related to non-cash charges and $0.4 million related to relo-

cation costs.

For purposes of measuring impairment charges in 2004, 

the fair value of the assets has been determined by using the 

present value of expected cash lows.

12. aSSeT ReTIReMenT OBLIGaTIOnS

Upon initial adoption of SFAS No. 143, accounting for 

asset Retirement obligations, we identiied certain legal 

obligations with indeterminate settlement dates; therefore, 

the fair value of these obligations could not be reasonably 

estimated and we did not record a liability. On December 31, 

2005, we adopted FIN 47. FIN 47 clariies the term condi-

tional asset retirement obligation used in SFAS No. 143 and 

clariies when an entity would have suficient information to 

reasonably estimate the fair value of an asset retirement 

 obligation.

Asset retirement obligations consist primarily of landill 

capping and closure and post-closure costs and asbestos 

abatement costs. We are legally required to perform capping 

and closure and post-closure care on the landills and asbes-

tos abatement on certain of our premises. In accordance 

with SFAS No. 143 and FIN 47, for each asset retirement 

obligation we recognized the estimated fair value of a liabil-

ity and capitalized the cost as part of the cost basis of the 

related asset.

The following table describes changes to our asset retire-

ment obligation liability (dollars in millions):

2006 2005

Asset retirement obligation at beginning of year $ 46.6 $ 7.2

FIN 47 net transition adjustment — 38.9

Liabilities incurred related to Textile Effects 

Acquisition 0.3 —

Accretion expense 1.4 0.5

Revisions in timing and estimated cash lows (1.4) —

Payments (0.1) —

Liabilities transferred in business dispositions (29.9) —

Foreign currency effect on reserve balance 1.2 —

Asset retirement obligation at end of year $ 18.1 $46.6

The cumulative effect of adopting FIN 47 resulted in an 

after-tax charge to earnings of $31.7 million (net of income 

taxes of $4.8 million), or $0.14 diluted loss per share for the 

year ended December 31, 2005.

The pro forma effects of the application of FIN 47 as if 

the statement had been adopted on January 1, 2004 (instead 

of on December 31, 2005) are presented below (pro forma 

amounts assuming the accounting change is applied retroac-

tively, net of tax) (dollars in millions):

Year Ended December 31,

2006 2005 2004

(actual)

(pro 

forma)

(pro 

forma)

Income (loss) from continuing 

operations, as reported $393.6 $(30.6) $(320.0)

Pro forma adjustments:

Depreciation expense — (0.1) (0.1)

Accretion expense — (0.8) (0.8)

Income (loss) from continuing 

operations $393.6 $(31.5) $(320.9)

Basic income (loss) from  

continuing operations,  

per share $ 1.78 $(0.34) $  (1.85)

Diluted income (loss) from 

continuing operations,  

per share $ 1.69 $(0.34) $  (1.85)

The actual and pro forma asset retirement obligation 

liability balances as if FIN 47 had been adopted on January 1, 

2004 (instead of on December 31, 2005) are presented below 

(dollars in millions).

2006 2005

(actual) (pro 

forma)

Liability for asset retirement obligations at 

beginning of period $46.6 $43.1

Liability for asset retirement obligations at 

end of period 18.1 46.6
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13. OTheR nOnCuRRenT LIaBILITIeS

Other noncurrent liabilities consisted of the following (dol-

lars in millions):

December 31,

2006 2005

Pension liabilities $536.7 $380.8

Other postretirement beneits 162.2 129.9

Environmental accruals 7.6 18.1

Restructuring and plant closing costs 55.1 23.1

Asset retirement obligation 17.9 46.6

Other noncurrent liabilities 176.3 171.7

Total $955.8 $770.2

14. DeBT

Outstanding debt consisted of the following (dollars in 

 millions):

December 31,

2006 2005

Senior Credit Facilities:

Revolving Facility $ — $ —

Term Loans 1,711.2 2,099.3

Secured Notes 294.0 293.6

Senior Notes 198.0 752.7

Subordinated Notes 1,228.3 1,145.2

Australian Credit Facilities 61.4 63.8

HPS (China) debt 90.3 42.6

Other 62.1 60.7

Total debt $3,645.3 $4,457.9

Current portion $187.9 $44.6

Long-term portion 3,457.4 4,413.3

Total debt $3,645.3 $4,457.9

SUBSIDIARY DEBT

With the exception of our guarantees of certain debt of HPS 

and SLIC, our Chinese MDI joint ventures, and certain 

indebtedness incurred from time to time to inance certain 

insurance premiums, we have no direct debt or guarantee 

obligations. Substantially all of our debt has been incurred 

by our subsidiaries (primarily Huntsman International); 

such debt is non-recourse to us and we have no contractual 

obligation to fund our subsidiaries’ respective operations.

SENIOR CREDIT FACILITIES

As of December 31, 2006, our Senior Credit Facilities con-

sisted of our (i) $650 million Revolving Facility, (ii) $1,614.2 

million Dollar Term Loan, and (iii) €73.9 million ($97.0 

million) Euro Term Loan. As of December 31, 2006, there 

were no borrowings outstanding under the Revolving 

Facility, and we had $43.5 million in U.S. dollar equivalents 

of letters of credit and bank guarantees issued and outstand-

ing under the Revolving Facility. The Revolving Facility 

matures in 2010 and the Term Loans mature in 2012; pro-

vided, however, that the maturities of the Revolving Facility 

and the Term Loans will accelerate if we do not repay all  

but $100 million of our outstanding debt securities on or 

before three months prior to the maturity dates of such debt 

securities.

At the present time, borrowings under the Revolving 

Facility and the Dollar Term Loan bear interest at LIBOR 

plus 1.75% and borrowings under the Euro Term Loan cur-

rently bear interest at EURIBOR plus 2.00%. At our option, 

the Revolving Facility may bear interest at a rate equal to: (i) 

a LIBOR-based eurocurrency rate plus an applicable margin 

ranging between 1.25% and 1.75%, depending on our appli-

cable leverage ratio; and (ii) a prime-based rate plus an appli-

cable margin ranging between 0.25% and 0.75%, depending 

on our applicable leverage ratio. At our option, the Term 

Loans may bear interest at a rate equal to: (i) LIBOR plus an 

applicable margin ranging between 1.50% and 1.75%, 

depending on our applicable leverage ratio or, with respect 

to the Euro Term Loan only, at EURIBOR plus an applicable 

margin ranging between 1.75% and 2.00%; and (ii) a prime-

based rate plus an applicable margin ranging between 0.50% 

and 0.75%, depending on our applicable leverage ratio.

As of December 31, 2006, the weighted average interest 

rate on the Senior Credit Facilities was approximately 7.0%. 

Our obligations under the Senior Credit Facilities are guar-

anteed by our Guarantors, which consist of substantially all 

of our domestic subsidiaries and certain of our foreign sub-

sidiaries, and are secured by a irst priority lien (generally 

shared with the holders of the 2010 Secured Notes) on sub-

stantially all of our domestic property, plant and equipment, 

the stock of all of or our material domestic subsidiaries and 

certain foreign subsidiaries and pledges of intercompany 

notes between various of our subsidiaries. The agreements 

governing the Senior Credit Facilities contain inancial cov-

enants typical for these types of agreements, including a 

minimum interest rate coverage ratio, a maximum debt-to-

EBITDA ratio and a limit on capital expenditures. The credit 

agreements also contain customary restrictions or limitations 

on our ability to incur liens, incur additional debt, merge or 

sell assets, make certain restricted payments, prepay other 

indebtedness, make investments or engage in transactions 

with afiliates and other customary default provisions.

We entered into an amendment to our Senior Credit 

Facilities on June 30, 2006 to provide for an additional $100 

million of borrowings under the Dollar Term Loan. We bor-

rowed the additional amounts under the Dollar Term Loan 

in July and used the proceeds to redeem all of our $100 mil-

lion outstanding senior loating rate notes due 2011 at a call 

price of 104.0% of the aggregate principal amount thereof. 

The June 30, 2006 amendment also modiied certain other 

provisions in our Senior Credit Facilities, including certain 

inancial covenants. During 2006 we made several voluntary 

repayments under our Senior Credit Facilities from available 
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liquidity, including payments of $50 million in April 2006 

and $50 million in August 2006.

On January 16, 2007, we made a voluntary repayment 

of $75.0 million U.S. dollar equivalents on our Term Loans 

($70.8 million on the Dollar Term Loan and €3.25 million 

on the Euro Term Loan) with available liquidity. In addition, 

on December 29, 2006 we used a portion of the net proceeds 

from the U.K. Petrochemicals Disposition to repay $400 

million U.S. dollar equivalents on our Term Loans ($377.3 

million on the Dollar Term Loan and €17.3 million on the 

Euro Term Loan).

SECURED NOTES

As of December 31, 2006, Huntsman International had out-

standing $296.0 million aggregate principal amount ($294.0 

million book value and $455.4 million original aggregate 

principal amount) under its 11.625% 2010 Secured Notes. 

The 2010 Secured Notes are redeemable after October 15, 

2007 at 105.813% of the principal amount plus accrued 

interest, declining ratably to par on and after October 15, 

2009. Interest on the 2010 Secured Notes is payable semian-

nually in April and October of each year. The 2010 Secured 

Notes are secured by a irst priority lien on all collateral 

securing the Senior Credit Facilities as described above (other 

than capital stock of Huntsman International’s subsidiaries), 

shared equally with the lenders on the Senior Credit Facilities, 

subject to certain intercreditor arrangements.

The 2010 Secured Notes contain covenants relating to 

the incurrence of debt and limitations on distributions, cer-

tain restricted payments, asset sales and afiliate transactions 

and are guaranteed by the Guarantors. The indentures gov-

erning the 2010 Secured Notes also contain provisions 

requiring us to offer to repurchase the notes upon a change 

of control.

SENIOR NOTES

As of December 31, 2006, Huntsman International had out-

standing $198.0 million ($300 million original aggregate 

principal amount) of 11.5% 2012 Senior Notes. Interest on 

the 2012 Senior Notes is payable semiannually in January 

and July of each year. The 2012 Senior Notes are redeem-

able after July 15, 2008 at 105.75% of the principal amount 

plus accrued interest, declining ratably to par on and after 

July 15, 2010.

The 2012 Senior Notes are unsecured obligations. The 

indentures governing the 2012 Senior Notes contain cove-

nants, among other things, relating to the incurrence of debt 

and limitations on distributions and certain restricted pay-

ments, asset sales and afiliate transactions and are guaran-

teed by the Guarantors. The indentures governing the 2012 

Senior Notes contain provisions requiring us to offer to 

repurchase the notes upon a change of control.

On December 29, 2006, we used a portion of the net 

proceeds from the U.K. Petrochemicals Disposition to legally 

defease the outstanding $250 million of our 9.875% 2009 

Senior Notes. We deposited suficient funds with the trustee 

for redemption and irrevocably assigned all rights and title 

to these funds to the trustee for the beneit of the note hold-

ers. The notes are scheduled for redemption by the trustee 

on March 1, 2007 at a price of 102.468% of the aggregate 

principal amount plus accrued interest. On July 13, 2006, 

we entered into a transaction to repurchase $37.5 million of 

the 2009 Senior Notes at a price of approximately 105% of 

the aggregate principal amount plus accrued interest. In 

addition, on August 14, 2006 and on September 20, 2006, 

we completed redemptions of $62.5 million and $100.0 mil-

lion, respectively, of the 2009 Senior Notes at a call price of 

104.937% of the aggregate principal amount plus accrued 

interest.

In accordance with an amendment to our Senior Credit 

Facilities, on July 14, 2006, we borrowed an additional $100 

million under the Dollar Term Loan and, on July 24, 2006, 

redeemed in full our senior loating rate notes due 2011 at 

104.0% of the principal amount plus accrued interest.

SUBORDINATED NOTES

As of December 31, 2006, we had outstanding $175.0 mil-

lion 7.375% 2015 Subordinated Notes and €135.0 million 

($177.2 million) 7.5% 2015 Subordinated Notes. The 2015 

Subordinated Notes are redeemable on or after January 1, 

2010 at 103.688% and 103.750%, respectively, of the prin-

cipal amount plus accrued interest, declining ratably to par 

on and after January 1, 2013. Under the terms of a registra-

tion rights agreement among Huntsman International, the 

Guarantors and the initial purchasers of the 2015 Subordi-

nated Notes, we were required to complete an exchange offer 

for the 2015 Subordinated Notes on or before September 11, 

2005. Because we did not complete the exchange offer by 

this date, we were required to pay additional interest on the 

2015 Subordinated Notes. As of December 31, 2006, we had 

paid a total of $1.6 million and €1.2 million in additional 

interest. Additional interest ceased to accrue on Decem-

ber 17, 2006. Since we were not able to complete the 

exchange offer before this date, we withdrew the registration 

statement relating to the exchange offer.

As of December 31, 2006, we had outstanding €114.0 

million ($149.6 million) (€450 million original aggregate 

principal amount) 10.125% 2009 Subordinated Notes. As of 

December 31, 2006, the 2009 Subordinated Notes have an 

unamortized premium of $1.4 million and are currently 

redeemable at 101.688% of the principal amount plus 

accrued interest, declining to par on or after July 1, 2007.

On November 13, 2006, we completed an offering of 

new subordinated notes consisting of €400 million (approxi-

mately $508 million on or about the offering date; $525.1 

million as of December 31, 2006) 6.875% 2013 Subordinated 

Notes and $200 million 7.875% 2014 Subordinated Notes. 

We used the net proceeds of approximately $699 million 

to redeem all ($366.1 million) of our outstanding U.S.  

dollar-denominated 10.125% Subordinated Notes and 
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a portion (€258.0 million) of our outstanding euro- 

denominated 10.125% 2009 Subordinated Notes. The 

call price of the 2009 Subordinated Notes was 101.688% 

of the principal amount plus accrued interest. The 2013 

Subordinated Notes are redeemable on or after November 15, 

2009 at 105.156% of the principal amount plus accrued 

interest, declining ratably to par on or after November 15, 

2012. The 2014 Subordinated Notes are redeemable on 

or after November 15, 2010 at 103.938% of the principal 

amount plus accrued interest, declining ratably to par on or 

after November 15, 2012.

Interest on the 2015 Subordinated Notes and the 2009 

Subordinated Notes is payable semiannually in January and 

July of each year. Interest on the 2013 Subordinated Notes 

and the 2014 Subordinated Notes is payable semiannually 

in November and May of each year. All of our subordi-

nated notes are unsecured. The indentures governing our 

subordinated notes contain covenants relating, among other 

things, to the incurrence of debt and limitations on distri-

butions, certain restricted payments, asset sales and afili-

ate transactions. Our subordinated notes are guaranteed 

by the Guarantors. The indentures also contain provisions 

requiring us to offer to repurchase the notes upon a change 

of control.

At the end of February 2007, we closed on substantially 

all of a direct private placement of $147.0 million in aggre-

gate principal amount of U.S. dollar denominated 7.875% 

senior subordinated notes due November 15, 2014. These 

notes were issued at a premium of 104% of principal amount 

for a yield of 7.01% and were issued under the same inden-

ture and are of the same series as an original placement of 

dollar denominated notes issued by us in November 2006. 

We intend to use the expected net proceeds of approximately 

$151.7 million to redeem all (approximately €114 million) of 

our remaining outstanding 2009 Subordinated Notes, which 

are being called for redemption on March 27, 2007, at a call 

price of 101.688% plus accrued interest.

OTHER DEBT

We maintain a $25.0 million multicurrency European Over-

draft Facility used for the working capital needs for our 

European subsidiaries. As of December 31, 2006, we had no 

borrowings outstanding under the European Overdraft 

Facility.

In January 2003, Huntsman International entered into 

two related joint venture agreements to build MDI produc-

tion facilities near Shanghai, China. SLIC, our manufactur-

ing joint venture with BASF AG and three Chinese chemical 

companies, operates three plants that manufacture MNB, 

aniline and crude MDI. We effectively own 35% of SLIC 

and it is an unconsolidated afiliate. HPS, our splitting joint 

venture with Shanghai Chlor-Alkali Chemical Company, 

Ltd, operates a plant that manufactures pure MDI, poly-

meric MDI and MDI variants. We own 70% of HPS and it is 

a consolidated afiliate.

HPS obtained secured loans for the construction of its 

MDI production facility. This debt consists of various com-

mitted loans in the aggregate amount of approximately $121 

million. As of December 31, 2006, HPS had $28.9 million 

outstanding in U.S. dollar borrowings and 480 million in 

RMB borrowings ($61.4 million) under these facilities. The 

interest rate on these facilities is LIBOR plus 0.48% for U.S. 

dollar borrowings and 90% of the Peoples Bank of China 

rate for RMB borrowings. As of December 31, 2006, the 

interest rate was approximately 5.8% for U.S. dollar bor-

rowings and 6.2% for RMB borrowings. The loans are 

secured by substantially all the assets of HPS and will be 

repaid in 16 semiannual installments beginning on June 30, 

2007. We have guaranteed 70% of any amount due and 

unpaid by HPS under the loans described above (except for 

the VAT facility, which is not guaranteed). Our guarantees 

remain in effect until HPS has commenced production of at 

least 70% of capacity for at least 30 days and achieved a 

debt service cost ratio of at least 1.5:1. Our Chinese MDI 

joint ventures are unrestricted subsidiaries under the Senior 

Credit Facilities and under the indentures governing our out-

standing notes. HPS commenced operations during 2006.

Our Australian subsidiaries maintain credit facilities 

that had an aggregate outstanding balance of A$78.0 mil-

lion ($61.4 million) as of December 31, 2006. These facili-

ties are non-recourse to Huntsman International and bear 

interest at the Australian index rate plus a margin of 2.9%. 

As of December 31, 2006, the interest rate for these facilities 

was 9.3%. The Australian credit facilities mature in 

August 2007 and all borrowings under such facilities have 

been classiied as current portion of debt.

In July 2006, in conjunction with our annual renewal of 

property and liability insurance programs, we inanced sub-

stantially all of our premiums for the 2006/2007 renewal 

period and, at that time, Huntsman International entered 

into notes payable in the amount of $65.6 million due in the 

next twelve months. As of December 31, 2006, the outstand-

ing amount due under these notes is $36.8 million. Insurance 

premium inancings are generally secured by the unearned 

premiums under such policies.

COMPLIANCE WITH COVENANTS

Our management believes that we are in compliance with 

the covenants contained in the agreements governing the 

Senior Credit Facilities, the A/R Securitization Program and 

the indentures governing our notes.
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MATURITIES

The scheduled maturities of our debt by year as of 

December 31, 2006 are as follows (dollars in millions):

Year Ending December 31:

2007 $    187.9

2008 26.8

2009 184.4

2010 327.3

2011 31.5

Thereafter 2,887.4

$3,645.3

We also have lease obligations accounted for as capital 

leases which are included in other long-term debt. The sched-

uled maturities of our commitments under capital leases are 

as follows (dollars in millions):

Year Ending December 31:

2007 $  3.3

2008 3.3

2009 3.2

2010 2.6

2011 0.8

Total minimum payments 13.2

Less: Amounts representing interest (2.7)

Present value of minimum lease payments 10.5

Less: Current portion of capital leases (2.2)

Long-term portion of capital leases $  8.3

15. DeRIvaTIve InSTRuMenTS anD 

heDGInG aCTIvITIeS

We are exposed to market risks, such as changes in interest 

rates, foreign exchange rates and commodity pricing risks. 

From time to time, we enter into transactions, including 

transactions involving derivative instruments, to manage 

certain of these exposures.

INTEREST RATE HEDGING

Through our borrowing activities, we are exposed to interest 

rate risk. Such risk arises due to the structure of our debt 

portfolio, including the duration of the portfolio and the 

mix of ixed and loating interest rates. Actions taken to 

reduce interest rate risk include managing the mix and rate 

characteristics of various interest bearing liabilities, as well 

as entering into interest rate derivative instruments.

Interest rate contracts were recorded as a component of 

other non-current liabilities as of December 31, 2006 and 

2005. The effective portion of the changes in the fair value of 

the swaps are recorded in accumulated other comprehensive 

loss, with any ineffectiveness recorded in interest expense.

As of December 31, 2006 and 2005, we had entered 

into various types of interest rate contracts to manage our 

interest rate risk on our long-term debt as indicated below 

(dollars in millions):

2006 2005

Notional amount $75.0 $83.3

Fair value

Cash low hedges 0.4 —

Non-designated derivatives 0.3 0.4

Maturity 2007 – 2010 2006 – 2010

For the years ended December 31, 2006 and 2005, the 

changes in accumulated other comprehensive (loss) income 

associated with cash low hedging activities is indicated 

below:

2006 2005

Balance at January 1 $ 2.1 $ 5.2

Current period change in fair value (0.4) (1.9)

Reclassiications to earnings (1.6) (1.2)

Balance at December 31 $ 0.1 $ 2.1

During the twelve months ending December 31, 2007, 

accumulated comprehensive income of approximately $0.1 

million is expected to be reclassiied to interest expense. The 

actual amount that will be reclassiied to earnings over the 

next twelve months may vary from this amount due to 

changing market conditions. We are exposed to credit losses 

in the event of nonperformance by a counterparty to the 

derivative inancial instruments. We anticipate, however, 

that the counterparties will be able to fully satisfy obliga-

tions under the contracts. Market risk arises from changes in 

interest rates.

FOREIGN EXCHANGE RATES

Our cash lows and earnings are subject to luctuations due 

to exchange rate variation. Our sales prices are typically 

denominated in U.S. dollars, euros, francs, British pounds 

and certain Asian currencies. From time to time, we may 

enter into foreign currency derivative instruments to mini-

mize the short-term impact of movements in foreign currency 

rates. Where practicable, we generally net multicurrency 

cash balances among our subsidiaries to help reduce expo-

sure to foreign currency exchange rates. Certain other expo-

sures may be managed from time to time through inancial 

market transactions, principally through the purchase of 

spot or forward foreign exchange contracts (generally with 

maturities of one year or less). We do not hedge our cur-

rency exposures in a manner that would eliminate the effect 

of changes in exchange rates on our cash lows and earnings. 

Our A/R Securitization Program in certain circumstances 

requires that we enter into forward foreign currency hedges 

intended to hedge currency exposures.

During the year ended December 31, 2006, we entered 

into foreign currency instruments to minimize the foreign 

currency impact on forecasted capital expenditures payable 

in Singapore Dollars associated with the construction of our 

polyetheramine manufacturing facility in Singapore. As of 
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December 31, 2006, the notional amount of these derivative 

instruments is approximately 13 million Singapore dollars, 

and these instruments extend through April of 2007. These 

contracts are not designated as hedges for inancial reporting 

purposes and are recorded at market value. Subsequent to 

December 31, 2006, we have entered into additional foreign 

currency derivatives with a notional amount of approximately 

9 million Singapore dollars extending through July, 2007.

A signiicant portion of our debt is denominated in 

euros. We also inance certain of our non-U.S. subsidiaries 

with intercompany loans that are, in some cases, denomi-

nated in currencies other than the entities’ functional cur-

rency. We manage the net foreign currency exposure created 

by this debt through various means, including cross-currency 

swaps, the designation of certain intercompany loans as per-

manent loans because they are not expected to be repaid in 

the foreseeable future (“Permanent Loans”) and the designa-

tion of certain debt and swaps as net investment hedges.

Currency effects of net investment hedges resulted in a 

loss of $43.1 million, a gain of $55.0 million and a loss of 

$51.5 million in other comprehensive income (loss) (foreign 

currency translation adjustments) for the years ended 

December 31, 2006, 2005 and 2004, respectively.

Foreign currency transaction gains and losses on inter-

company loans that are not designated as Permanent Loans 

are recorded in earnings. Foreign currency transaction gains 

and losses on intercompany loans that are designated as 

Permanent Loans are recorded in other comprehensive 

income. From time to time, we review such designation of 

intercompany loans.

From time to time, we review our non-U.S. dollar 

denominated debt and swaps to determine the appropriate 

amounts designated as hedges. As of December 31, 2006, 

we have designated approximately €525 million of euro-

 denominated debt as a hedge of our net investments. As of 

December 31, 2006 we had approximately $1,061.1 million 

in net euro assets.

In conjunction with the November 13, 2006 offering of 

the 2013 Subordinated Notes and the 2014 Subordinated 

Notes, we redeemed a substantial portion of our U.S. dollar-

denominated subordinated debt with newly issued euro-

denominated subordinated debt and unwound certain 

existing cross-currency interest rate swaps. As of Decem-

ber 31, 2006, we have outstanding one cross-currency inter-

est rate swap pursuant to which we have agreed to swap 

$31.1 million of 11.0% ixed rate debt for €25.0 million of 

9.4% ixed rate debt. At maturity, July 15, 2007, we are 

required to pay principal of €25.0 million and will receive 

principal of $31.1 million. This swap is not designated as a 

hedge for inancial reporting purposes. As of December 31, 

2006, the fair value of this swap was $1.5 million and was 

recorded in other noncurrent assets in our balance sheet.

COMMODITY PRICES

Our exposure to changing commodity prices is somewhat 

limited since the majority of our raw materials are acquired 

at posted or market related prices, and sales prices for many 

of our inished products are at market related prices which 

are largely set on a monthly or quarterly basis in line with 

industry practice. In order to reduce overall raw material 

cost volatility, from time to time we may enter into various 

commodity contracts to hedge our purchase of commodity 

products. We do not attempt to hedge our commodity expo-

sure in a manner that would eliminate the effects of changes 

in commodity prices on our cash lows and earnings.

16. SeCuRITIZaTIOn OF aCCOunTS ReCeIvaBLe

Under our A/R Securitization Program, we grant an undi-

vided interest in certain of our trade receivables to the 

Receivables Trust, a qualiied off-balance sheet entity, at a 

discount. This undivided interest serves as security for the 

issuance by the Receivables Trust of commercial paper. The 

A/R Securitization Program currently provides for inancing 

through a commercial paper conduit program (in both U.S. 

dollars and euros). On April 18, 2006, we completed an 

amendment and expansion of our A/R Securitization 

Program and added certain additional U.S. subsidiaries as 

additional receivables originators under the A/R Securitiza-

tion Program. In connection with this amendment and 

expansion, the Receivables Trust redeemed in full all of the 

€90.5 million ($109.8 million) and $85.0 million in princi-

pal amount of the medium-term notes outstanding under the 

A/R Securitization Program. The amended A/R Securitization 

Program currently provides for inancing through a commer-

cial paper conduit program (in both U.S. dollars and euros). 

We expanded the size of the commercial paper conduit pro-

gram to a committed amount of approximately $500 million 

U.S. dollar equivalents for three years. Interest costs to the 

Receivables Trust on amounts drawn under the commercial 

paper conduit are LIBOR and/or EURIBOR, as applicable, 

plus 60 basis points per annum based upon a pricing grid 

(which is dependent upon our credit rating). Transfers of 

accounts receivable to the Receivables Trust continue to be 

accounted for as sales under the amended A/R Securitization 

Program. At December 31, 2006, our capacity under the A/R 

Securitization Program was approximately $446 million.

As of December 31, 2006, the Receivables Trust had 

approximately $220 million and approximately €170 million 

($223.2 million) in commercial paper outstanding. As of 

December 31, 2005, the Receivables Trust had approxi-

mately $192 million in U.S. dollar equivalents in medium-

term notes outstanding and approximately $110.1 million in 

U.S. dollar equivalents in commercial paper outstanding. As 

of December 31, 2006 and 2005, the weighted average inter-

est rate for the commercial paper was approximately 4.4% 

and 3.5%, respectively.
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As of December 31, 2006 and 2005, our retained inter-

est in receivables (including servicing assets) subject to the 

program was approximately $157.9 million and $164 mil-

lion, respectively. The value of the retained interest is subject 

to credit and interest rate risk. For the years ended 

December 31, 2006, 2005 and 2004, new sales of accounts 

receivable sold into the program totaled approximately 

$7,492 million, $5,585 million and $5,071 million, respec-

tively, and cash collections from receivables sold into the 

program that were reinvested totaled approximately $7,395 

million, $5,589 million and $5,017 million, respectively. 

Servicing fees received during the years ended December 31, 

2006, 2005 and 2004 were approximately $8 million, $6 

million and $6 million, respectively.

We incur losses on the A/R Securitization Program for 

the discount on receivables sold into the program and fees 

and expenses associated with the program. For the years 

ended December 31, 2006, 2005 and 2004, losses on the 

A/R Securitization Program were $16.1 million, $9.0 million 

and $13.3 million, respectively. We also retain responsibility 

for the economic gains and losses on forward contracts man-

dated by the terms of the program to hedge the currency 

exposures on the collateral supporting the off-balance sheet 

debt issued. Gains and losses on forward contracts included 

as a component of the loss on the A/R Securitization Program 

were nil, nil and a loss of $2.4 million for the years ended 

December 31, 2006, 2005 and 2004, respectively. As of each 

of December 31, 2006 and 2005, the fair value of the open 

forward currency contracts was nil.

The key economic assumptions used in valuing the 

residual interest are presented below:

December 31,

2006 2005

Weighted average life (in days) 35 – 40 35 to 40

Credit losses (annual rate) Less than 1% Less than 1%

Discount rate (weighted average life) Less than 1% Less than 1%

A 10% and 20% adverse change in any of the key eco-

nomic assumptions would not have a material impact on the 

fair value of the retained interest. Total receivables over 60 

days past due as of December 31, 2006 and 2005 were $24.7 

million and $22.5 million, respectively.

17. FaIR vaLue OF FInanCIaL InSTRuMenTS

December 31,

2006 2005

(dollars in millions)

Carrying 

amount

estimated 

Fair value

Carrying 

Amount

Estimated 

Fair Value

Non-qualiied employee beneit plan investments $   7.6 $    7.6 $    5.4 $     5.4

Government securities 17.6 17.6 31.2 31.2

Long-term debt (including current portion) 3,645.3 3,714.9 4,457.9 4,593.2

Notes receivable from afiliates — — 3.0 3.0

The carrying amount reported in the balance sheets for 

cash and cash equivalents, accounts receivable, and accounts 

payable approximates fair value because of the immediate or 

short-term maturity of these inancial instruments. The fair 

value of government securities and non-qualiied employee 

beneit plan investments are estimated using prevailing mar-

ket prices. Interest rates that are currently available to us for 

issuance of debt with similar terms and remaining maturities 

are used to estimate fair value for debt issues that are not 

quoted on an exchange.

The fair value estimates presented herein are based on 

pertinent information available to management as of 

December 31, 2006 and 2005. Although management is not 

aware of any factors that would signiicantly affect the 

 estimated fair value amounts, such amounts have not been 

comprehensively revalued for purposes of these inancial 

statements since December 31, 2006, and current estimates 

of fair value may differ signiicantly from the amounts pre-

sented herein.

18. eMPLOyee BeneFIT PLanS

DEFINED BENEFIT AND OTHER POSTRETIREMENT 

BENEFIT PLANS

Our employees participate in a trusteed, non-contributory 

deined beneit pension plan (the “Plan”) that covers sub-

stantially all of our full-time U.S. employees. Effective 

July 1, 2004, the Plan formula for employees not covered by 

a collective bargaining agreement was converted to a cash 

balance design. For represented employees, participation in 

the cash balance design is subject to the terms of negotiated 

contracts. Between July 1, 2004 and September 1, 2005, 

thirteen collectively bargained units had negotiated to par-

ticipate. For participating employees, beneits accrued under 

the prior formula were converted to opening cash balance 

accounts. The new cash balance beneit formula provides 

annual pay credits from 4% to 12% of eligible pay, depend-

ing on age and service, plus accrued interest. Participants 

in the plan on July 1, 2004 may be eligible for additional 

annual pay credits from 1% to 8%, depending on their age 

and service as of that date, for up to ive years. The con-

version to the cash balance plan did not have a signiicant 
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impact on the accrued beneit liability, the funded status or 

ongoing pension expense.

We sponsor deined beneit plans in a number of coun-

tries outside of the U.S. The availability of these plans, and 

their speciic design provisions, are consistent with local 

competitive practices and regulations.

We also sponsor two unfunded postretirement beneit 

plans other than pensions, which provide medical and life 

insurance beneits.

In May 2004, the FASB issued FSP No. 106-2, account-

ing and disclosure Requirements Related to the medicare 

prescription drug, improvement and modernization act 

of 2003. The FSP provides accounting guidance for the 

effects of the Medicare Prescription Drug, Improvement and 

Modernization Act of 2003 (the “Act”) to a sponsor of a 

postretirement health care plan. On July 1, 2004 we adopted 

the provisions of FSP No. 106-2. The adoption of FSP No. 

106-2 reduced our non-pension postretirement accumulated 

beneit obligation by approximately $4.7 million, which has 

been recognized as a change in our unrecognized actuar-

ial gain/loss. The adoption of FSP No. 106-2 reduced the 

net periodic postretirement beneit cost recognized dur-

ing the year ended December 31, 2005 by approximately 

$0.5 million.

In 2005, we changed the measurement date of our pen-

sion and postretirement beneit plans from December 31 to  

November 30. We believe the one-month change of the mea-

surement date is preferable because it provides us more time 

to review the completeness and accuracy of the actuarial 

beneit information which results in an improvement in  

our internal control procedures. The effect of the change in 

measurement date on the respective obligations and assets of 

the plan resulted in a cumulative effect of a change in 

accounting principle credit, net of tax of $1.9 million, of 

$4.0 million ($0.02 decrease in loss per share) recorded  

in the year ended December 31, 2005. The pro forma impact 

of changing this accounting policy is to reduce net loss by 

approximately $0.2 million ($0.00 per share) for the year 

ended December 31, 2004.

The following table summarizes the impact of the initial 

adoption of SFAS No. 158 (dollars in millions):

December 31, 

2006  

Prior to 

SFAS No. 158 

Adjustments

SFAS No. 158 

Adjustment

December 31, 

2006 

Post 

SFAS No. 158 

Adjustments

Prepaid pension costs $ 143.1 $ (73.7) $  69.4

Intangible assets 6.8 (6.8) —

Pension liabilities (460.3) (86.2) (546.5)

Postretirement beneit 

liabilities (135.4) (39.2) (174.6)

Accumulated other 

comprehensive income (162.0) (205.9) (367.9)

The amounts in accumulated other comprehensive income that are expected to be recognized as components of net peri-

odic beneit cost (credit) during the next iscal year are as follows (dollars in millions):

U.S. Non-U.S.

Pension Beneits

Other 

Postretirement 

Beneits Pension Beneits

Other 

Postretirement 

Beneits

Actuarial loss $ 5.4 $ 3.5 $ 7.3 $0.1

Prior service (credit) cost (5.5) (2.5) (1.2) —

Transition obligation 1.1 — 0.7 —

Total $ 1.0 $ 1.0 $ 6.8 $0.1
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The following table sets forth the funded status of the plans and the amounts recognized in the consolidated balance 

sheets at December 31, 2006 and 2005 (dollars in millions):

Deined Beneit Plans Other Postretirement Beneit Plans

2006 2005 2006 2005

u.S. 

Plans

non-u.S. 

Plans

U.S. 

Plans

Non-U.S. 

Plans

u.S. 

Plans

non-u.S. 

Plans

U.S. 

Plans

Non-U.S. 

Plans

Change in beneit obligation

Beneit obligation at beginning of year $ 625.5 $1,941.2 $ 489.6 $2,020.7 $ 155.9 $ 4.8 $ 126.9 $ 4.3

Adjustment due to change in  

measurement date — — (2.1) (11.5) — — (0.1) —

Service cost 34.1 53.2 30.6 48.3 4.3 — 4.1 —

Interest cost 37.5 98.0 35.9 90.3 8.7 0.2 9.3 0.2

Participant contributions — 8.7 — 5.8 — — — —

Plan amendments 1.0 2.6 (21.4) (15.4) 0.1 — (8.4) —

Exchange rate changes — 247.3 — (242.3) — — — 0.2

Divestitures/acquisitions (15.9) 313.1 — 0.3 4.0 — — —

Settlements/transfers — (1.4) — (2.7) — — — —

Other 2.0 (1.5) — (0.3) — — — —

Curtailments — (123.0) — (2.6) — — — —

Special termination beneits — 2.6 — 11.4 — — — —

Actuarial loss (gain) 24.7 120.2 13.2 108.5 9.5 (0.1) (0.4) 0.4

Consolidation of Rubicon — — 116.5 — — — 34.2 —

Beneits paid (45.7) (75.9) (36.8) (69.3) (11.4) (0.4) (9.7) (0.3)

Beneit obligation at end of year $ 663.2 $2,585.1 $ 625.5 $1,941.2 $ 171.1 $ 4.5 $ 155.9 $ 4.8

Change in plan assets

Fair value of plan assets at beginning of year $ 416.9 $1,626.3 $ 297.8 $1,607.4 $ — $   — $ — $  —

Adjustment due to change in  

measurement date — — (8.8) (8.8) — — — —

Actual return on plan assets 60.5 202.2 36.5 236.1 — — — —

Exchange rate changes — 211.5 — (200.0) — — — —

Divestitures/acquisitions — 245.2 — 0.2 — — — —

Participant contributions — 8.7 — 5.8 — — — —

Other — (0.9) — 4.3 — — — —

Administrative expenses — (1.1) — (1.3) — — — —

Company contributions 58.1 57.5 50.8 55.8 11.4 0.4 9.7 0.3

Settlements/transfers — (2.3) — (3.9) — — — —

Consolidation of Rubicon — — 77.4 — — — — —

Beneits paid (45.7) (75.9) (36.8) (69.3) (11.4) (0.4) (9.7) (0.3)

Fair value of plan assets at end of year $ 489.8 $2,271.2 $ 416.9 $1,626.3 $ — $   — $ — $  —

Funded status

Fair value of plan assets $ 489.8 $2,271.2 $ 416.9 $1,626.3 $ — $   — $ — $  —

Beneit obligations 663.2 2,585.1 625.5 1,941.2 171.1 4.5 155.9 4.8

Funded status (173.4) (313.9) (208.6) (314.9) (171.1) (4.5) (155.9) (4.8)

Unrecognized net actuarial loss — — 153.5 318.4 — — 55.4 1.4

Unrecognized prior service credit — — (68.3) (6.5) — — (26.9) —

Unrecognized transition obligation — — 2.8 2.5 — — — 0.2

Contributions paid December 1 through 

December 31 3.9 6.3 3.3 3.7 0.9 0.1 0.7 —

Accrued beneit cost $(169.5) $ (307.6) $(117.3) $ 3.2 $(170.2) $(4.4) $(126.7) $(3.2)
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Deined Beneit Plans Other Postretirement Beneit Plans

2006 2005 2006 2005

u.S. 

Plans

non-u.S. 

Plans

U.S. 

Plans

Non-U.S. 

Plans

u.S. 

Plans

non-u.S. 

Plans

U.S. 

Plans

Non-U.S. 

Plans

amounts recognized in balance sheet:

Noncurrent asset $ 1.7 $ 67.7 $ — $ — $ — $  — $ — $   —

Current liability (4.7) (5.1) — — (12.0) (0.4) — —

Noncurrent liability (166.5) (370.2) — — (158.2) (4.0) — —

Prepaid beneit cost — — 1.0 148.1 — — — —

Accrued beneit cost — — (185.7) (216.9) — — (126.7) (3.2)

Intangible asset — — 3.6 3.7 — — — —

Accumulated other comprehensive income — — 63.8 68.3 — — — —

$(169.5) $  (307.6) $(117.3) $ 3.2 $(170.2) $(4.4) $(126.7) $(3.2)

amounts recognized in accumulated other 

comprehensive income:

Net actuarial loss $ 128.0 $ 261.6 $ — $ — $ 61.4 $  1.1 $ — $   —

Prior service credit (62.7) (2.9) — — (23.5) — — —

Transition obligation 2.6 2.1 — — — 0.2 — —

$ 67.9 $ 260.8 $ — $ — $ 37.9 $  1.3 $ — $   —

Components of the net periodic beneit costs for the years ended December 31, 2006, 2005 and 2004 were as follows 

(dollars in millions):

Deined Beneit Plans

U.S. Plans Non-U.S. Plans

2006 2005 2004 2006 2005 2004

Service cost $ 34.1 $ 30.6 $ 19.0 $ 53.2 $ 48.3 $ 45.1

Interest cost 37.5 35.9 30.7 98.0 90.3 86.9

Expected return on assets (34.4) (31.0) (22.1) (125.3) (105.8) (96.4)

Amortization of transition obligation 1.2 1.1 1.1 0.7 0.7 0.7

Amortization of prior service cost (5.6) (4.0) 1.0 (1.0) (1.2) 0.5

Amortization of actuarial loss 8.7 7.4 4.8 10.8 15.4 5.8

Curtailment gain — — — (18.2) (1.2) —

Settlement loss — — — 0.8 1.3 —

Special termination beneits — — — 2.1 11.4 4.7

Net periodic beneit cost 41.5 40.0 34.5 21.1 59.2 47.3

Less discontinued operations — — — (1.9) (21.0) (18.7)

Net periodic beneit cost from continuing operations $ 41.5 $ 40.0 $ 34.5 $ 19.2 $ 38.2 $ 28.6

Other Postretirement Beneit Plans

U.S. Plans Non-U.S. Plans

2006 2005 2004 2006 2005 2004

Service cost $ 4.3 $ 4.1 $ 3.3 $ — $ — $ —

Interest cost 8.7 9.3 7.5 0.2 0.2 0.2

Amortization of prior service cost (3.0) (2.4) (1.9) — — —

Amortization of actuarial loss 3.1 3.3 3.5 0.1 0.1 0.1

Acquisition/divestiture — — — 0.1 — 0.1

Net periodic beneit cost $ 13.1 $ 14.3 $ 12.4 $ 0.4 $ 0.3 $ 0.4
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The following weighted-average assumptions were used to determine the projected beneit obligation at the measurement 

date and the net periodic pension cost for the year:

Deined Beneit Plans

U.S. Plans Non-U.S. Plans

2006 2005 2004 2006 2005 2004

Projected beneit obligation:

Discount rate 5.67% 5.75% 5.75% 4.39% 4.61% 4.85%

Rate of compensation increase 3.89% 3.90% 4.00% 3.22% 3.33% 3.65%

Net periodic pension cost:

Discount rate 5.75% 5.75% 6.00% 4.61% 4.85% 5.30%

Rate of compensation increase 3.90% 4.00% 4.00% 3.33% 3.65% 3.51%

Expected return on plan assets 8.25% 8.25% 8.25% 6.89% 7.06% 7.11%

Other Postretirement Beneit Plans

U.S. Plans Non-U.S. Plans

2006 2005 2004 2006 2005 2004

Projected beneit obligation:

Discount rate 5.63% 5.71% 5.75% 5.00% 5.00% 5.77%

Net periodic pension cost:

Discount rate 5.71% 5.75% 6.00% 5.00% 5.77% 6.25%

The projected beneit obligation and fair value of plan 

assets for the deined beneit plans with projected beneit 

obligations in excess of plan assets were as follows (dollars 

in millions):

U.S. Plans Non-U.S. Plans

2006 2005 2006 2005

Projected beneit 

obligation, end of year $649.6 $625.5 $2,286.1 $1,430.5

Fair value of plan assets, 

end of year 474.5 416.9 1,839.3 1,089.6

The projected beneit obligation, accumulated beneit 

obligation and fair value of plan assets for pension plans 

with an accumulated beneit obligation in excess of plan 

assets at December 31, 2006 and 2005 were as follows (dol-

lars in millions):

U.S. Plans Non-U.S. Plans

2006 2005 2006 2005

accumulated beneit 

obligation in excess of 

plan assets

Projected beneit 

obligation, year end $645.8 $625.5 $2,233.0 $1,430.5

Accumulated beneit 

obligation, year end 621.2 605.0 2,048.3 1,220.8

Fair value of plan assets, 

year end 470.8 416.9 1,794.0 1,089.6
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Expected future contributions and beneit payments are as follows (dollars in millions):

U.S. Plans Non-U.S. Plans

Deined 

Beneit Plans

Other 

Postretirement 

Beneit Plans

Deined 

Beneit Plans

Other 

Postretirement 

Beneit Plans

2007 expected employer contributions:

To plan trusts $57.7 $ — $108.3 $  —

expected beneit payments:

2007 $48.0 $12.0 $ 86.2 $0.4

2008 37.6 11.9 87.3 0.4

2009 41.6 11.8 89.7 0.4

2010 42.8 11.6 93.5 0.4

2011 47.0 11.7 99.6 0.4

2012–2016 281.4 55.9 497.6 1.7

In 2006 and 2005, the health care trend rate used to measure the expected increase in the cost of beneits was assumed to 

be 10% and 9%, respectively, decreasing to 5% after 2009. Assumed health care cost trend rates have a signiicant effect on 

the amounts reported for the postretirement beneit plans. A one-percent-point change in assumed health care cost trend rates 

would have the following effects (dollars in millions):

One-Percentage One-Percentage

Asset category Point Increase Point Decrease

Effect on total of service and interest cost $2.1 $ (2.1)

Effect on postretirement beneit obligation 9.6 (10.3)

The asset allocation for our pension plans at the end of 2006 and 2005 and the target allocation for 2007, by asset cate-

gory, follows. The fair value of plan assets for these plans was $2,761.0 million at the end of 2006. Based upon historical 

returns, the expectations of our investment committee and outside advisors, the expected long term rate of return on these 

assets is estimated to be between 6.9% to 8.25%.

Asset category Target Allocation 2007

allocation at  

December 31, 2006

Allocation at  

December 31, 2005

U.S. pension plans:

Large Cap Equities 30% 29% 31%

Small/Mid Cap Equities 18% 17% 19%

International Equities 17% 18% 16%

Fixed Income 20% 18% 17%

Real Estate/Other 15% 15% 14%

Cash 0% 3% 3%

 Total U.S. pension plans 100% 100% 100%

Non-U.S. pension plans:

Equities 57% 58% 60%

Fixed Income 38% 37% 35%

Real estate 4% 4% 4%

Cash 1% 1% 1%

 Total non-U.S. pension plans 100% 100% 100%
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Equity securities in our pension plans did not include 

any equity securities of our Company or our afiliates at the 

end of 2006.

Our pension plan assets are managed by outside invest-

ment managers; assets are rebalanced based upon market 

opportunities and the consideration of transactions costs. 

Our strategy with respect to pension assets is to pursue an 

investment plan that, over the long term is expected to pro-

tect the funded status of the plan, enhance the real purchas-

ing power of plan assets, and not threaten the plan’s ability 

to meet currently committed obligations.

DEFINED CONTRIBUTION PLANS

We have a money purchase pension plan covering substan-

tially all of our domestic employees who have completed at 

least two years of service. Employer contributions are made 

based on a percentage of employees’ earnings (ranging up 

to 8%).

We also have a salary deferral plan covering substan-

tially all domestic employees. Plan participants may elect to 

make voluntary contributions to this plan up to a speciied 

amount of their compensation. We contribute an amount 

equal to one-half of the participant’s contribution, not to 

exceed 2% of the participant’s compensation.

Beginning January 1, 2004, the money purchase pen-

sion plan was closed to new hires. At the same time, the 

company match in the salary deferral plan was increased, for 

new hires, to a 100% match, not to exceed 4% of the partic-

ipant’s compensation, once the participant has achieved six 

years of service with the Company.

Our total combined expense for the above deined con-

tribution plans for the years ended December 31, 2006, 

2005, and 2004 was $15.2 million, $15.9 million and $20.7 

million, respectively.

SUPPLEMENTAL SALARY DEFERRAL PLAN AND SUPPLEMENTAL 

EXECUTIVE RETIREMENT PLAN

The Huntsman Supplemental Savings Plan (“SSP”) is a non-

qualiied plan covering key management employees and 

allows participants to defer amounts that would otherwise 

be paid as compensation. The participant can defer up to 

75% of their salary and bonus each year. This plan also pro-

vides beneits that would be provided under the Huntsman 

Salary Deferral Plan if that plan were not subject to legal 

limits on the amount of contributions that can be allocated 

to an individual in a single year. The SSP was amended and 

restated effective as of January 1, 2005 to allow eligible 

executive employees to comply with Section 409A of the 

Internal Revenue Code of 1986 (“Section 409A”).

The Huntsman Supplemental Executive Retirement Plan 

(the “SERP”) is an unfunded nonqualiied pension plan 

established to provide certain executive employees with ben-

eits that could not be provided, due to legal limitations, 

under the Huntsman Deined Beneit Pension Plan, a quali-

ied deined beneit pension plan, and the Huntsman Money 

Purchase Pension Plan, a qualiied money purchase pension 

plan. On December 23, 2005, the SERP was amended and 

restated for four purposes: (1) to transfer certain liabilities 

related to beneits for eligible executive employees to the 

newly-established Huntsman Supplemental Executive MPP 

Plan (the “SEMPP”), (2) to relect a change in the beneit 

formula in the Huntsman Deined Beneit Pension Plan, (3) 

to provide for the merger of the Polyurethanes Executive 

Pension Plan and the Polyurethanes Excess Beneit Plan (each 

an unfunded nonqualiied pension plan) into the SERP, and 

(4) to allow eligible executive employees to comply with 

Section 409A. The effective date of the amendment and 

restatement of the SERP with respect to items (1)–(3) is 

July 1, 2004 because each of these items relates to the amend-

ment of the Huntsman Deined Beneit Pension Plan which 

was effective on such date. The effective date of the amend-

ment and restatement of the SERP with respect to item (4) is 

January 1, 2005 in accordance with Section 409A.

Assets of these plans are included in other assets and 

were $7.6 million and $5.3 million at December 31, 2006 

and 2005. During the year ended December 31, 2006, 2005 

and 2004, we expensed $0.6 million, $0.5 million and $0.5 

million for the SSP and the SERP, respectively.

STOCK-BASED INCENTIVE PLAN

In connection with the initial public offering of common 

and preferred stock on February 16, 2005, we adopted the 

Huntsman Stock Incentive Plan (the “Stock Incentive Plan”). 

The Stock Incentive Plan permits the grant of non-qualiied 

stock options, incentive stock options, stock appreciation 

rights, nonvested stock, phantom stock, performance awards 

and other stock-based awards (“Awards”) to our employees, 

directors and consultants and to employees and consultants 

of our subsidiaries, provided that incentive stock options may 

be granted solely to employees. A maximum of 21,590,909 

shares of common stock may be delivered pursuant to the 

Awards under the Stock Incentive Plan. See “Note 24. Stock-

Based Compensation Plans.”

INTERNATIONAL PLAN

International employees are covered by various post employ-

ment arrangements consistent with local practices and regu-

lations. Such obligations are included in the consolidated 

inancial statements in other non-current liabilities.
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19. InCOMe TaxeS

The following is a summary of U.S. and non-U.S. provisions 

for current and deferred income taxes (dollars in millions):

For the Year Ended December 31,

2006 2005 2004

Income tax beneit (expense):

U.S.

Current $ 15.4 $  (1.5) $(11.1)

Deferred 3.9 19.1 2.2

Non-U.S.

Current (48.8) (25.1) (24.3)

Deferred 78.5 13.6 105.2

Total $ 49.0 $ 6.1 $ 72.0

The following schedule reconciles the differences between 

U.S. federal income taxes at the U.S. statutory rate to the 

(provision) beneit for income taxes (dollars in millions):

For the Year Ended December 31,

2006 2005 2004

Income (loss) from continuing 

operations before income taxes 

and minority interests $ 347.5 $(35.0) $(384.8)

Expected tax at U.S. statutory  

rate of 35% $(121.6) $ 12.3 $ 134.6

Change resulting from:

State (taxes) beneit net of  

federal beneit (0.9) 2.3 (2.6)

Effects of non-U.S. operations  

and tax rate differential(1) (8.7) (14.1) 30.3

Incremental U.S. tax on non-U.S. 

income — (18.1) (28.4)

Effect of AdMat consolidation 

transaction(2) — (88.4) —

U.S. and U.K. tax authority  

dispute resolutions 54.0 0.7 —

Change in valuation allowance 125.7 113.4 (69.7)

Other—net 0.5 (2.0) 7.8

Total income tax beneit $ 49.0 $ 6.1 $ 72.0

(1) during the year ended december 31, 2006, included in the $8.7 million 
in “effects of non-u.s. operations and tax rate differential” above are 
non-recurring items including amounts associated with enacted changes 
in tax rates ($6.8 million) and the establishment of contingency reserves 
($5.5 million).

(2) the 2005 “effect of admat consolidation transaction” above is approx-
imately $88.4 million of tax expense fully offset by changes in valuation 
allowances. the components of the $88.4 million are as follows: $30.7 
million associated with loss recapture income related to non-u.s. losses 
that had previously been deducted for u.s. taxation purposes; $6.2 mil-
lion associated with current year non-u.s. losses not deducted for u.s. 
tax purposes; and $51.5 million associated with the write-down of net 
deferred tax assets, with a full valuation allowance, related to the u.s. 
taxation of huntsman advanced materials non-u.s. entities. effective 
January 1, 2006, certain of huntsman advanced materials’s non-u.s. 
operations previously treated as branches will no longer be treated as 
branches and will only be subject to u.s. taxation on future earnings to 
the extent those earnings are repatriated. this eliminates current double 
taxation of foreign earnings that are inherent in the huntsman advanced 
materials tax structure.

The components of income (loss) from continuing oper-

ations before income taxes and minority interests were as 

follows (dollars in millions):

For the Year Ended December 31,

2006 2005 2004

U.S. $290.7 $(111.3) $(155.4)

Non-U.S. 56.8 76.3 (229.4)

Total $347.5 $ (35.0) $(384.8)

Subsequent to acquiring Huntsman Advanced Materials 

in June 2003 and through December 31, 2005, substantially 

all non-U.S. operations of Huntsman Advanced Materials 

were treated as branches of our Company for U.S. income 

tax purposes and were, therefore, subject to both U.S. and 

non-U.S. income tax. The pre-tax income in the table above 

and the preceding U.S. and non-U.S. allocation of the income 

tax provision by taxing jurisdiction may, therefore, not be 

directly related.

Components of deferred income tax assets and liabili-

ties were as follows (dollars in millions):

December 31,

2006 2005

Deferred income tax assets:

Net operating loss and AMT credit 

carryforwards $ 869.3 $ 1,020.6

Pension and other employee 

compensation 234.4 167.5

Property, plant and equipment 82.3 44.8

Intangible assets 92.3 113.7

Foreign tax credits 50.2 13.2

Other, net 133.1 57.0

  Total 1,461.6 1,416.8

Deferred income tax liabilities:

Property, plant and equipment (701.1) (881.1)

Pension and other employee 

compensation (14.6) (39.2)

Other, net (121.4) (82.5)

  Total (837.1) (1,002.8)

Net deferred tax asset before valuation 

allowance 624.5 414.0

Valuation allowance (571.5) (549.3)

Net deferred tax asset (liability) $ 53.0 $  (135.3)

Current tax asset $ 64.6 $     31.2

Current tax liability (9.4) (2.4)

Non-current tax asset 190.4 94.2

Non-current tax liability (192.6) (258.3)

Total $ 53.0 $  (135.3)
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As of December 31, 2006, we have U.S. federal net 

operating loss carryforwards (“NOLs”) of $743.4 million. 

The U.S. NOLs begin to expire in 2009 and fully expire in 

2025. We also have NOLs of $1,910.0 million in various 

non-U.S. jurisdictions. While the majority of the non-U.S. 

NOLs have no expiration date, $493.2 million have a lim-

ited life and $26.9 million are scheduled to expire in 2007.

Included in the $1,910 million of non-U.S. NOLs is 

$1,059.1 million attributable to Huntsman Advanced 

Materials’ Luxembourg entities. As of December 31, 2006, 

there is a valuation allowance of $307.2 million against these 

net tax-effected NOLs of $313.8 million. Due to the uncer-

tainty surrounding the realization of the beneits of these 

losses that may result from future dissolution or restructur-

ing of the Luxembourg entities, we have reduced the related 

deferred tax asset with a valuation allowance.

We are subject to the “ownership change” rules of 

Section 382 of the Internal Revenue Code. Under these rules, 

our use of the NOLs could be limited in tax periods follow-

ing the date of an ownership change. Based upon the exis-

tence of signiicant tax “built-in income” items, the effect of 

the ownership change rules on the ability to utilize the NOLs 

is not anticipated to be material.

We have a valuation allowance against our entire U.S. 

and a material portion of our non-U.S. net deferred tax 

assets. We have speciic valuation allowances of $38.2 mil-

lion that, when reversed, will reduce goodwill and other 

non-current intangibles. Additionally, included in the 

deferred tax assets at December 31, 2006 is approximately 

$7.7 million of cumulative tax beneit related to equity  

transactions which will be credited to stockholders’ equity 

when realized, after all other valuation allowances have  

been reversed.

The following is a summary of changes in the valuation 

allowance (dollars in millions):

2006 2005 2004

Valuation allowance as of January 1 $549.3 $842.1 $ 603.2

Valuation allowance as of  

December 31 571.5 549.3 842.1

Net change (22.2) 292.8 (238.9)

Foreign currency movements 6.5 (81.1) 52.5

Deferred tax liabilities recorded in 

purchase accounting which reduced 

the need for valuation allowances (7.8) (2.9) —

Recognition of net operating losses 

based on inal settlement with U.S. 

and U.K. tax authorities, with a 

corresponding increase to valuation 

allowance 53.0 — —

Adjustments to deferred tax assets  

with an offsetting adjustment to 

valuation allowance 72.3 (99.8) 68.6

Movement of net deferred tax assets 

unrelated to income or loss from 

continuing operations 25.0 5.2 73.9

Reversal of valuation allowances on 

deferred tax assets related to prior 

acquisitions, with a corresponding 

reduction to goodwill or  

intangible assets (1.1) (0.8) (25.8)

Change in valuation allowance per 

rate reconciliation $125.7 $113.4 $ (69.7)

Components of change in valuation 

allowance:

Effects of pre-tax income and  

pre-tax losses in jurisdictions  

with valuation allowances $104.8 $ (20.7) $ (77.3)

Effects of AdMat consolidation 

transaction — 88.4 —

Releases of valuation allowances  

in various jurisdictions 29.1 56.5 10.8

Establishments of valuation 

allowances in various  

jurisdictions (8.2) (10.8) (3.2)

Change in valuation allowance per 

rate reconciliation $125.7 $113.4 $ (69.7)

For non-U.S. entities that are not treated as branches for 

U.S. tax purposes, we do not provide for income taxes on 

the undistributed earnings of these subsidiaries as earnings 

are reinvested and, in the opinion of management, will con-

tinue to be reinvested indeinitely. The undistributed earn-

ings of foreign subsidiaries that are deemed to be permanently 

invested were $175.9 million at December 31, 2006. It is not 

practicable to determine the unrecognized deferred tax lia-

bility on those earnings.
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As a matter of course, our subsidiaries are regularly 

audited by various taxing authorities in both the U.S. and 

numerous non-U.S. jurisdictions. We believe adequate provi-

sion has been made for all outstanding issues for all open 

years. Signiicant judgments and estimates are required in 

determining the global provision for income taxes, including 

judgments and estimates regarding the realization of deferred 

tax assets and the ultimate outcome of tax-related contin-

gencies. During the ordinary course of business, there are 

many transactions and calculations for which the ultimate 

tax determination is uncertain. We either recognize a liabil-

ity, including related interest, or reduce a tax asset, for the 

anticipated outcome of tax audits. We adjust these amounts 

in light of changing facts and circumstances, such as the 

closing of a tax audit or the expiration of a statute of limita-

tions in the period in which the change occurs. If our tax 

positions are ultimately upheld under audits by respective 

taxing authorities, it is possible that the provision for income 

taxes in future years may relect signiicant favorable adjust-

ments. During 2006, the remaining unresolved issues of the 

IRS Exam for the years ended 1998 through 2001 were 

 settled. The net increase to our net operating losses was 

approximately $134 million, which was offset by a corre-

sponding change in valuation allowance. Accruals for U.S. 

tax contingencies of $30.2 million were reversed as a beneit 

to current tax beneit. We also successfully settled disputes 

in non-U.S. jurisdictions which resulted in the reversal of 

accruals for tax contingencies of $23.8 million to current 

tax beneit. The non-U.S. dispute resolutions also resulted in 

increases in deferred tax assets, offset by a corresponding 

increase in valuation allowances.

20. COMMITMenTS anD COnTInGenCIeS

PURCHASE COMMITMENTS

We have various purchase commitments extending through 

2023 for materials and supplies entered into in the ordinary 

course of business. The purchase commitments are contracts 

that require minimum volume purchases. Certain contracts 

allow for changes in minimum required purchase volumes in 

the event of a temporary or permanent shutdown of a facil-

ity. The contractual purchase prices for substantially all of 

these contracts require minimum payments, even if no vol-

ume is purchased. Historically, we have not made any mini-

mum payments under such take or pay contracts without 

taking the product.

Total purchase commitments as of December 31, 2006 

are as follows (dollars in millions):

Year Ending December 31:

2007 $1,432.2

2008 510.0

2009 131.4

2010 96.9

2011 59.0

Thereafter 147.6

$2,377.1

OPERATING LEASES

We lease certain railcars, aircraft, equipment and facilities 

under long-term lease agreements. The total expense 

recorded under operating lease agreements in the accompa-

nying consolidated statements of operations is approximately 

$52.1 million, $71.6 million and $55.2 million for the years 

ended December 31, 2006, 2005 and 2004, respectively.

Future minimum lease payments under operating leases 

as of December 31, 2006 are as follows (dollars in millions):

Year Ending December 31:

2007 $  53.1

2008 50.2

2009 42.5

2010 37.9

2011 30.7

Thereafter 104.5

$318.9

LEGAL MATTERS

Discoloration Claims—Certain claims have been filed 

against us relating to discoloration of unplasticized polyvi-

nyl chloride products allegedly caused by our titanium diox-

ide. Substantially all of the titanium dioxide that is the 

subject of these claims was manufactured prior to our acqui-

sition of our titanium dioxide business from ICI in 1999. 

Net of amounts we have received from insurers and pursuant 

to contracts of indemnity, we have paid an aggregate of 

approximately $16 million in costs and settlement amounts 

for Discoloration Claims through December 31, 2006.

The following table presents information about the 

number of Discoloration Claims for the periods indicated. 

Claims include all claims for which service has been received 

by us, and each such claim represents a plaintiff who is pur-

suing a claim against us.

Year Ended December 31,

2006 2005 2004

Claims unresolved at beginning of period 2 3 4

Claims iled during period — — 1

Claims resolved during period — 1 2

Claims unresolved at end of period 2 2 3
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During the year ended December 31, 2004, we settled 

claims for approximately $45 million, approximately $30 

million of which was paid by our insurers or ICI and approx-

imately $15 million of which was paid by us. During 2004, 

we recorded charges of $15.1 million relating to Discoloration 

claims. During the year ended December 31, 2005, we settled 

a claim for approximately $1.0 million, all of which was 

paid by ICI. The two Discoloration Claims unresolved as of 

December 31, 2006, asserted aggregate damages of approxi-

mately $70 million. An appropriate liability has been accrued 

for these claims. Based on our understanding of the merits 

of these claims and our rights under contracts of indemnity 

and insurance, we do not believe that the net impact on 

our inancial condition, results of operations or liquidity will 

be material.

While additional Discoloration Claims may be made in 

the future, we cannot reasonably estimate the amount of loss 

related to such claims. Although we may incur additional 

costs as a result of future claims (including settlement costs), 

based on our history with Discoloration Claims to date, the 

fact that substantially all of the titanium dioxide that has 

been the subject of these Discoloration Claims was manufac-

tured and sold more than six years ago, and the fact that we 

have rights under contract to indemnity, including from ICI, 

we do not believe that any unasserted Discoloration Claims 

will have a material impact on our inancial condition, 

results of operations, or liquidity. Based on this conclusion 

and our inability to reasonably estimate our expected costs 

with respect to these unasserted claims, we have made no 

accruals in our inancial statements as of December 31, 2006 

for costs associated with unasserted Discoloration Claims.

Environmental Litigation—On occasion, we receive notices 

of violation, enforcement and other complaints from regula-

tory agencies alleging non-compliance with applicable EHS 

laws. Based on currently available information and our past 

experience, we do not believe that the resolution of any 

pending or threatened environmental enforcement proceed-

ings, will have a material impact on our inancial condition, 

results of operations or cash lows.

Beginning in the third quarter of 2004 and extending 

through December 2005, we received notifications of 

approximately eight separate enforcement actions from the 

TCEQ for alleged violations related to air emissions at our 

Port Neches and Port Arthur plants. These alleged violations 

primarily relate to speciic upset emissions, emissions from 

cooling towers, or lare operations occurring at particular 

times and at particular operating units during 2004 and 

2005. These notices of violation appear to be part of a larger 

enforcement initiative by the TCEQ regional ofice focused 

on upset emissions at chemical and reining industry plants 

located within the Beaumont/Port Arthur region. On 

November 13, 2006, the TCEQ approved a settlement under 

which we paid approximately $0.4 million in the aggregate 

to settle these matters.

During the irst quarter of 2006, we disclosed to the 

TCEQ that our Conroe, Texas, facility has been out of com-

pliance with HAP regulations. On August 25, 2006, the 

TCEQ issued a Notice of Enforcement and on October 20, 

2006 issued a proposed penalty of approximately $0.1 mil-

lion. Subsequently, because of mitigating factors, we reached 

an agreement with TCEQ staff to settle the case for consid-

erably less than $0.1 million. The settlement agreement is 

awaiting approval of the TCEQ.

In May 2003, the State of Texas settled an air enforce-

ment case with us relating to our Port Arthur plant. Under 

the settlement, we are required to pay a civil penalty of $7.5 

million over more than four years, undertake environmental 

monitoring projects totaling about $1.5 million in costs, and 

pay $0.4 million in attorneys’ fees to the Texas Attorney 

General. As of December 31, 2006, we have paid $5.5 mil-

lion toward the penalty and $0.4 million for attorneys’ fees. 

The monitoring projects are underway and on schedule. We 

do not anticipate that this settlement will have a material 

adverse effect on our inancial condition, results of opera-

tions or cash lows.

On April 29, 2006, there was a release of hydrocarbons 

followed by a signiicant ire in the ethylene refrigeration 

area of our Base Chemicals Light Oleins Unit located in 

Port Arthur, Texas. See “Note 22. Casualty Losses and Insur-

ance Recoveries—Port Arthur, Texas, Plant Fire.” There 

were no fatalities or serious injuries from the ire. An inci-

dent investigation team was formed immediately. The cause 

of the ire was determined to be a sudden rupture of a pipe-

line which had been weakened by undetected external corro-

sion. The TCEQ has proposed, and we have accepted, a 

penalty of approximately $0.1 million for alleged excessive 

environmental releases occurring as a consequence of the 

ire. The settlement is awaiting approval of the TCEQ.

We have been named as a “premises defendant” in a 

number of asbestos exposure cases, typically a claim by a 

non-employee of exposure to asbestos while at a facility. In 

the past, these cases typically have involved multiple plain-

tiffs bringing actions against multiple defendants, and the 

complaint has not indicated which plaintiffs were making 

claims against which defendants, where or how the alleged 

injuries occurred, or what injuries each plaintiff claimed. 

These facts, which would be central to any estimate of prob-

able loss, generally have been learned only through discovery. 

Recent changes in Texas tort procedures have required many 

pending cases to be split into multiple cases, one for each 

claimant, increasing the number of pending cases reported 

below for the year ended December 31, 2006. Nevertheless, 

the complaints in these cases provide little additional infor-

mation. We do not believe that the increased number of cases 

resulting from the changes in Texas tort procedure relects 

an increase in the number of underlying claims.
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Where the alleged exposure occurred prior to our own-

ership of the relevant “premises,” the prior owners generally 

have contractually agreed to retain liability for, and to 

indemnify us against, asbestos exposure claims. This indem-

niication is not subject to any time or dollar amount limita-

tions. Upon service of a complaint in one of these cases, we 

tender it to the prior owner. None of the complaints in these 

cases state the amount of damages being sought. The prior 

owner accepts responsibility for the conduct of the defense 

of the cases and payment of any amounts due to the claim-

ants. In our twelve-year experience with tendering these 

cases, we have not made any payment with respect to any 

tendered asbestos cases. We believe that the prior owners 

have the intention and ability to continue to honor their 

indemnity obligations, although we cannot assure you that 

they will continue to do so or that we will not be liable for 

these cases if they do not.

The following table presents for the periods indicated 

certain information about cases for which service has been 

received that we have tendered to the prior owner, all of 

which have been accepted.

Year Ended December 31,

2006 2005 2004

Cases unresolved at beginning of period 576 398 369

Cases tendered during period 998 284 94

Cases resolved during period(1) 207 106 65

Cases unresolved at end of period 1,367 576 398

(1) although the indemnifying party informs us when tendered cases have 

been resolved, it generally does not inform us of the settlement amounts 

relating to such cases, if any. the indemnifying party has informed us 

that it typically manages our defense together with the defense of other 

entities in such cases and resolves multiple claims involving multiple 

defendants simultaneously, and that it considers the allocation of 

 settlement amounts, if any, among defendants to be conidential and 

proprietary. consequently, we are not able to provide the number of 

cases resolved with payment by the indemnifying party or the amount 

of such payments.

We have never made any payments with respect to these 

cases. As of December 31, 2006, we had an accrued liability 

of $12.5 million relating to these cases and a corresponding 

receivable of $12.5 million relating to our indemnity protec-

tion with respect to these cases. We cannot assure you that 

our liability will not exceed our accruals or that our liability 

associated with these cases would not be material to our 

inancial condition, results of operations or liquidity; how-

ever, we are not able to estimate the amount or range of loss 

in excess of our accruals. Additional asbestos exposure 

claims may be made against us in the future, and such claims 

could be material. However, because we are not able to esti-

mate the amount or range of losses associated with such 

claims, we have made no accruals with respect to unasserted 

asbestos exposure claims as of December 31, 2006.

Certain cases in which we are a “premises defendant” 

are not subject to indemniication by prior owners or opera-

tors. The following table presents for the periods indicated 

certain information about these cases. Cases include all 

cases for which service has been received by us, other than 

a number of cases that were erroneously iled against us due 

to a clerical error. The cases iled in error are subject to a 

voluntary dismissal agreement and are in the process of 

being dismissed.

Year Ended December 31,

2006 2005 2004

Cases unresolved at beginning of period 34 29 48

Cases iled during period 19 55 23

Cases resolved during period 11 56 42

Cases unresolved at end of period 42 34 29

We paid gross settlement costs for asbestos exposure 

cases that are not subject to indemniication of approxi-

mately $10,000, $0.1 million and $1.0 million during the 

twelve months ended December 31, 2006, 2005 and 2004, 

respectively. The cases for the year ended December 31, 2005 

include cases iled against Rubicon LLC, which became our 

consolidated subsidiary on January 1, 2005, as follows: one 

case iled during the period, one case resolved during the 

period and six cases unresolved at the end of the period. As 

of December 31, 2006, we had an accrual of approximately 

$0.6 million relating to these cases. We cannot assure you 

that our liability will not exceed our accruals or that our 

liability associated with these cases would not be material to 

our inancial condition, results of operations or liquidity; 

however, we are not able to estimate the amount or range of 

loss in excess of our accruals. Additional asbestos exposure 

claims may be made against us in the future, and such claims 

could be material. However, because we are not able to esti-

mate the amount or range of losses associated with such 

claims, we have made no accruals with respect to unasserted 

asbestos exposure claims as of December 31, 2006.

Antitrust Matters—We have been named as a defendant in 

putative class action antitrust suits alleging a conspiracy to 

ix prices in the MDI, TDI, and polyether polyols industries 

that are now consolidated as the “Polyether Polyols” cases in 

multidistrict litigation known as In re Urethane Antitrust 

Litigation, MDL No. 1616, Civil No. 2:04-md-01616-JWL-

DJW, United States District Court, District of Kansas, initial 

order transferring and consolidating cases iled August 23, 

2004. Other defendants named in the Polyether Polyols cases 

are Bayer, BASF, Dow and Lyondell. Bayer entered into a 

settlement agreement with the plaintiffs that was approved 

by the court. Class certiication discovery is underway in 

these consolidated cases.

We have also been named as a defendant in putative 

class action antitrust suits alleging a conspiracy to ix prices 

in the MDI, TDI, and polyether polyols industries iled in 

the Superior Court of Justice, Ontario, Canada on May 5, 

2006 and in Superior Court, Quebec, Canada on May 17, 

2006. The other defendants named above in the Polyether 

Polyols cases are also defendants in these Canadian cases.
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The pleadings of the plaintiffs in these antitrust suits 

provide few speciics about any alleged illegal conduct of the 

defendants, and we are not aware of any evidence of illegal 

conduct by us or any of our employees. For these reasons, we 

cannot estimate the possible loss or range of loss relating to 

these claims, and therefore we have not accrued a liability for 

these claims. Nevertheless, we could incur losses due to these 

claims in the future and those losses could be material.

In addition, on February 16, 2006, the Antitrust 

Division of the U.S. Department of Justice served us with a 

grand jury subpoena requesting production of documents 

relating to the businesses of TDI, MDI, polyether polyols 

and related systems. The other defendants in the Polyether 

Polyols cases have conirmed that they have also been served 

with subpoenas in this matter. We are cooperating fully with 

the investigation.

Tax Dispute—In connection with an audit of our income 

tax returns for the years ended 1998 through 2001, we 

received a Notice of Proposed Adjustment from the Internal 

Revenue Service. We initiated an administrative appeal 

before the Internal Revenue Service with respect to the pro-

posed adjustment in 2005 and resolved these matters during 

the fourth quarter of 2006. The impact of the resolution on 

our U.S. net operating losses, and our related accrued tax 

contingency liability, are discussed in “Note 19. Income 

Taxes.”

Other Proceedings—We are a party to various other pro-

ceedings instituted by private plaintiffs, governmental 

authorities and others arising under provisions of applicable 

laws, including various environmental, products liability and 

other laws. Except as otherwise disclosed in this report, we 

do not believe that the outcome of any of these matters will 

have a material adverse effect on our inancial condition, 

results of operations or liquidity. For more information, see 

“Note 21. Environmental, Health and Safety Matters—

Remediation Liabilities.”

GUARANTEE

In January 2003, Huntsman International entered into two 

related joint venture agreements to build MDI production 

facilities near Shanghai, China. SLIC, our manufacturing 

joint venture with BASF AG and three Chinese chemical 

companies, operates three plants that manufacture MNB, 

aniline and crude MDI. We effectively own 35% of SLIC 

and it is an unconsolidated afiliate.

On September 19, 2003, SLIC obtained secured inanc-

ing for the construction of production facilities. SLIC 

obtained various committed loans in the aggregate amount 

of approximately $229 million in U.S. dollar equivalents. As 

of December 31, 2006, there were $87.7 million and RMB 

1,095 million ($140.2 million) in outstanding borrowings 

under these facilities. The interest rate on these facilities is 

LIBOR plus 0.48% for U.S. dollar borrowings and 90% of 

the Peoples Bank of China rate for RMB borrowings. The 

loans are secured by substantially all the assets of SLIC and 

will be paid in 16 semiannual installments, beginning on 

June 30, 2007. We unconditionally guarantee 35% of any 

amounts due and unpaid by SLIC under the loans described 

above (except for a $1.5 million VAT facility which is not 

guaranteed). Our guarantee remains in effect until SLIC has 

commenced production of at least 70% of capacity for at 

least 30 days and achieved a debt service coverage ratio of at 

least 1:1. SLIC commenced operations in the third quarter of 

2006. We have estimated that the fair value of this guarantee 

is nil as of the closing of the transaction and, accordingly, no 

amounts have been recorded.

21. envIROnMenTaL, heaLTh anD SaFeTy MaTTeRS

GENERAL

We are subject to extensive federal, state, local and foreign 

laws, regulations, rules and ordinances relating to safety, 

pollution, protection of the environment and the generation, 

storage, handling, transportation, treatment, disposal and 

remediation of hazardous substances and waste materials. In 

the ordinary course of business, we are subject to frequent 

environmental inspections and monitoring and occasional 

investigations by governmental enforcement authorities. In 

addition, our production facilities require operating permits 

that are subject to renewal, modiication and, in certain cir-

cumstances, revocation. Actual or alleged violations of safety 

laws, environmental laws or permit requirements could 

result in restrictions or prohibitions on plant operations, 

substantial civil or criminal sanctions, as well as, under some 

environmental laws, the assessment of strict liability and/or 

joint and several liability. Moreover, changes in environmen-

tal regulations could inhibit or interrupt our operations, or 

require us to modify our facilities or operations. Accordingly, 

environmental or regulatory matters may cause us to incur 

signiicant unanticipated losses, costs or liabilities.

EHS CAPITAL EXPENDITURES

We may incur future costs for capital improvements and gen-

eral compliance under EHS laws, including costs to acquire, 

maintain and repair pollution control equipment. For the 

years ended December 31, 2006 and 2005, our capital 

expenditures for EHS matters totaled $53.3 million and 

$48.9 million, respectively. Since capital expenditures for 

these matters are subject to evolving regulatory requirements 

and depend, in part, on the timing, promulgation and 

enforcement of speciic requirements, we cannot provide 

assurance that our recent expenditures will be indicative of 

future amounts required under EHS laws.
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REMEDIATION LIABILITIES

We have incurred, and we may in the future incur, liability 

to investigate and clean up waste or contamination at our 

current or former facilities or facilities operated by third 

parties at which we may have disposed of waste or other 

materials. Similarly, we may incur costs for the cleanup of 

wastes that were disposed of prior to the purchase of our 

businesses. Under some circumstances, the scope of our lia-

bility may extend to damages to natural resources.

Under CERCLA, and similar state laws, a current or 

former owner or operator of real property may be liable for 

remediation costs regardless of whether the release or dis-

posal of hazardous substances was in compliance with law 

at the time it occurred, and a current owner or operator may 

be liable regardless of whether it owned or operated the 

facility at the time of the release. We have been notiied by 

third parties of claims against us for cleanup liabilities at 

approximately 12 former facilities or third party sites, 

including, but not limited to, sites listed under CERCLA. 

Based on current information and past experiences at other 

CERCLA sites, we do not expect any of these third party 

claims to result in material liability to us.

In addition, under RCRA, and similar state laws, we 

may be required to remediate contamination originating 

from our properties as a condition to our hazardous waste 

permit. Some of our manufacturing sites have an extended 

history of industrial chemical manufacturing and use, includ-

ing on-site waste disposal. We are aware of soil, groundwater 

or surface contamination from past operations at some of 

our sites, and we may ind contamination at other sites in the 

future. For example, our Odessa, Port Arthur and Port 

Neches facilities in Texas, and our Geismar facility in Louisi-

ana, are the subject of ongoing remediation requirements 

under RCRA authority.

In many cases, our potential liability arising from his-

torical contamination is based on operations and other 

events occurring prior to our ownership of a business or spe-

ciic facility. In these situations, we frequently obtained an 

indemnity agreement from the prior owner addressing reme-

diation liabilities arising from pre-closing conditions. We 

have successfully exercised our rights under these contrac-

tual covenants for a number of sites, and where applicable, 

mitigated our ultimate remediation liability. We cannot 

assure you, however, that all of such matters will be subject 

to indemnity or that our existing indemnities will be sufi-

cient to cover our liabilities for such matters.

Based on available information and the indemniication 

rights we believe are likely to be available, we believe that 

the costs to investigate and remediate known contamination 

will not have a material adverse effect on our inancial con-

dition, results of operations or cash lows. However, if such 

indemnities are unavailable or do not fully cover the costs of 

investigation and remediation or we are required to contrib-

ute to such costs, and if such costs are material, then such 

expenditures may have a material adverse effect on our 

inancial condition, results of operations or cash lows. At 

the current time, we are unable to estimate the full cost, 

exclusive of indemniication beneits, to remediate any of the 

known contamination sites.

ENVIRONMENTAL RESERVES

We have accrued liabilities relating to anticipated environ-

mental cleanup obligations, site reclamation and closure 

costs and known penalties. Liabilities are recorded when 

potential liabilities are either known or considered probable 

and can be reasonably estimated. Our liability estimates are 

based upon available facts, existing technology and past 

experience. The environmental liabilities do not include 

amounts recorded as asset retirement obligations. We have 

accrued approximately $14 million and $25 million for envi-

ronmental liabilities as of December 31, 2006 and 2005, 

respectively. Of these amounts, approximately $6 million 

and $7 million are classiied as accrued liabilities on our 

consolidated balance sheets as of December 31, 2006 and 

2005, respectively, and approximately $8 million and $18 

million are classiied as other noncurrent liabilities on our 

consolidated balance sheets as of December 31, 2006 and 

2005, respectively. In certain cases, our remediation liabili-

ties are payable over periods of up to 30 years. We may incur 

losses for environmental remediation in excess of the 

amounts accrued; however, we are not able to estimate the 

amount or range of such potential excess.

REGULATORY DEVELOPMENTS

Under IPPC, EU member governments are to adopt rules and 

implement a cross media (air, water and waste) environmen-

tal permitting program for individual facilities. While the 

EU countries are at varying stages in their respective imple-

mentation of the IPPC permit program, we have submitted 

all necessary IPPC permit applications required to date, and 

in some cases received completed permits from the applicable 

government agency. We expect to submit all other IPPC 

applications and related documents on a timely basis as the 

various countries implement the IPPC permit program. 

Although we do not know with certainty what each IPPC 

permit will require, we believe, based upon our experience 

with the permits received to date, that the costs of compli-

ance with the IPPC permit program will not be material to 

our inancial condition, results of operations or cash lows.

In December 2006, the EU parliament and EU council 

approved a new EU regulatory framework for chemicals 

called “REACH” (Registration, Evaluation and Authorization 

of Chemicals). REACH will take effect in June 2007, and 

the program it establishes will be phased in over 11 years. 

Under the regulation companies that manufacture or import 
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more than one ton of a chemical substance per year will be 

required to register such chemical substances, and isolated 

intermediates, in a central database. Use authorizations will 

be granted for a speciic chemical if the applicants can show 

that any risk in using the chemical can be adequately con-

trolled or, where there are no suitable alternatives available, 

if the applicant can demonstrate that the social and eco-

nomic beneits of using the chemical outweigh the risks. 

Specified uses of some hazardous substances may be 

restricted. In addition, all applicants will have to study the 

availability of alternative chemicals. If alternatives are avail-

able, a “substitution” plan will have to be submitted to the 

regulatory agency. Persistent bio-accumulative and toxic 

substances will only be authorized if an alternative chemical 

is not available. The registration, evaluation and authoriza-

tion phases of the program will require expenditures and 

resource commitments in order to, for example, develop 

information technology tools, generate data, prepare and 

submit dossiers for substance registration, participate in 

consortia, obtain legal advice, and reformulate products if 

necessary. We have established a cross-business European 

REACH team that is working closely with our businesses to 

identify and list all substances manufactured or imported by 

us into the European Union. Currently, it is not possible to 

estimate the likely inancial impact of these regulations on 

any of our sites.

GREENHOUSE GAS REGULATION

In the EU and other jurisdictions committed to compliance 

with the Kyoto Protocol to the United Nations Framework 

Convention on Climate Change (the “Convention”), there is 

an increasing likelihood that our manufacturing sites will be 

affected in some way over the next few years by taxation of 

greenhouse gas (“GHG”) emissions. In addition, although 

the U.S. is not a signatory to the Convention, several states, 

including California, are implementing their own GHG reg-

ulatory programs, and a federal program in the U.S. is a pos-

sibility for the future. While only a very small number of our 

sites are currently affected by existing GHG legislation, and 

none have experienced or anticipate signiicant cost increases 

as a result, it is likely that GHG emission restrictions will 

increase over time. Potential consequences of such restric-

tions include increases in energy costs above the level of gen-

eral inlation, as well as direct compliance costs. Currently, 

however, it is not possible to estimate the likely inancial 

impact of potential future regulation on any of our sites.

CHEMICAL FACILITY ANTI-TERRORISM RULEMAKING

On December 28, 2006, the U.S. Department of Homeland 

Security published an advanced notice of proposed rule-

making seeking public comment on proposed regulations 

for securing high risk chemical facilities from potential 

terrorist attacks, as required by the Homeland Security 

Appropriations Act of 2006. The target date set by the act 

for issuing the regulations is April 4, 2007. If adopted, the 

regulations will immediately implement the security program 

at the nation’s highest risk facilities, and a phased implemen-

tation at other chemical facilities that present security risks 

addressed by the statute, beginning in 2007 and continuing 

through 2008.

Since 2003, we have conducted security vulnerability 

assessments at all of our higher risk manufacturing facilities 

in the U.S. Those assessments led to changes in our opera-

tions in certain instances to ensure greater security. Whether 

the assessments and resulting improvements will fully satisfy 

the requirements of the inal regulations, and whether addi-

tional costly changes will have to be made, is unclear to us at 

this time. Currently, it is not possible to estimate the likely 

inancial impact of these regulations on any of our sites.

MTBE DEVELOPMENTS

We produce MTBE, an oxygenate that is blended with gaso-

line to reduce vehicle air emissions and to enhance the octane 

rating of gasoline. Existing or future litigation or legislative 

initiatives restricting the use of MTBE in gasoline may sub-

ject us or our products to environmental liability or materi-

ally adversely affect our sales and costs. Because MTBE has 

contaminated some water supplies, its use has become con-

troversial in the U.S. and elsewhere, and its use has been 

effectively eliminated in the U.S. market.

As a result of these developments, we currently market, 

either directly or through third parties, MTBE to customers 

located outside the U.S. for use as a gasoline additive, which 

has produced a lower level of cash low than the previous 

sale of MTBE in the U.S. We may also elect to use all or a 

portion of our precursor TBA to produce saleable products 

other than MTBE. If we opt to produce products other than 

MTBE, necessary modiications to our facilities will require 

signiicant capital expenditures and the sale of such other 

products may produce a lower level of cash low than that 

historically produced from the sale of MTBE.

A number of lawsuits have been iled, primarily against 

gasoline manufacturers, marketers and distributors, by per-

sons seeking to recover damages allegedly arising from the 

presence of MTBE in groundwater. While we have not been 

named as a defendant in any litigation concerning the envi-

ronmental effects of MTBE, we cannot provide assurances 

that we will not be involved in any such litigation or that 

such litigation will not have a material adverse effect on our 

business, results of operations and financial condition. 

However, because we are not able to estimate the amount or 

range of losses that would be associated with such litigation, 

we have made no accruals with respect to unasserted  

claims concerning the environmental effects of MTBE as of 

December 31, 2006.
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22. CaSuaLTy LOSSeS anD InSuRanCe ReCOveRIeS

2005 U.S. GULF COAST STORMS

On September 22, 2005, we suspended operations at our 

Gulf Coast facilities in Texas and Louisiana as a result of 

hurricane Rita. In addition, we sustained property damage 

at our Port Neches and Port Arthur, Texas facilities as a 

result of the hurricane. We maintain customary insurance 

coverage for property damage and business interruption. 

With respect to coverage of these losses, the deductible for 

property damage was $10 million per site, while business 

interruption coverage does not apply for the irst 60 days.

In connection with the losses incurred from hurricane 

Rita, we are in the process of completing insurance claims 

for property damage and business interruption. During 

2006, we received insurance recovery advances of $12.5 mil-

lion, and, on January 23, 2007, we executed a sworn state-

ment in proof of loss with the insurance companies to receive 

additional insurance recovery advances of $14.0 million to 

be received during the irst quarter of 2007. The $26.5 mil-

lion of insurance recoveries are recorded in “Other operat-

ing income (expense)” on the accompanying consolidated 

statements of operations, as they represent the recovery of 

losses previously recognized in prior periods, of which $13.3 

million was allocated to the Performance Products segment 

and $13.2 million was allocated to the Base Chemicals seg-

ment. The insurance receivable of $14.0 million is recorded 

within “Other current assets” on the accompanying consoli-

dated balance sheets. We and our insurers are working to 

reach a settlement on the remainder of the insurance claim 

and we can provide no assurance with respect to the ulti-

mate resolution of this matter.

PORT ARTHUR, TEXAS PLANT FIRE

On April 29, 2006, our Port Arthur, Texas oleins manufac-

turing plant experienced a major ire. With the exception of 

cyclohexane operations at the site, which were restarted in 

June 2006, the remaining operations at the site remain shut-

down. The damage is signiicant and, while no assurances 

can be made, preliminary indications are that we expect to 

restart the facility early in the third quarter of 2007. The 

Port Arthur manufacturing plant is covered by property 

damage and business interruption insurance. With respect to 

coverage for this outage, the deductible for property damage 

is $10 million and business interruption coverage does not 

apply for the irst 60 days.

During 2006 we incurred expenditures and losses for 

both property damage and business interruption as a result 

of the Port Arthur ire. Net of the $10 million deductible, we 

incurred approximately $17.2 million in property damages, 

including the write-off of damaged assets, costs to respond 

and clean up the facility and costs for the repair and mainte-

nance of damaged equipment, all of which were accrued for 

recovery by insurance, as recovery from our insurers was 

considered probable.

During 2006 we also accrued for the recovery of costs 

during the non-deductible business interruption period from 

our insurance policies of approximately $39.2 million, as 

recovery from our insurers was considered probable.

During the fourth quarter of 2006, we received insur-

ance recovery advances of $150.0 million, of which $56.4 

million was applied to our insurance receivables related to 

recovery of costs incurred and $93.6 million has been 

recorded as a deferred gain and is included in “Accrued lia-

bilities” on the accompanying consolidated balance sheets.

The incurrence of future ixed costs during the business 

interruption period and the future repair and maintenance 

expense of the damaged equipment will be offset against the 

deferred gain. Any such amounts incurred above the deferred 

gain will be recorded as an insurance receivable if realization 

is deemed probable. Future insurance recovery advances, if 

any, in excess of accrued ixed costs and other expenses 

relating to the damaged facilities will be recorded as a 

deferred gain, and any remaining deferred gains associated 

with this event will not be recognized in our consolidated 

statements of operations until inal settlement with our 

insurance carriers.

23. STOCkhOLDeRS’ equITy

On February 16, 2005, we completed an initial public offer-

ing of 55,681,819 shares of our common stock sold by us 

and 13,579,546 share of our common stock sold by a selling 

stockholder, in each case at a price to the public of $23 per 

share, and 5,750,000 shares of our mandatory convertible 

preferred stock sold by us at a price to the public of $50 per 

share. Each share of preferred stock will be convertible into 

between approximately 1.77 and approximately 2.17 shares 

of our common stock, subject to anti-dilution adjustments, 

depending upon the trading price of our common stock prior 

to the third anniversary of our initial public offering. This 

will result in between approximately 10.2 million and 12.5 

million additional shares of our common stock outstanding 

upon conversion. See “Note 2. Summary of Signiicant 

Accounting Policies—Net Income (Loss) per Share.”

The net proceeds to us from our initial public offering 

of common and preferred stock were approximately $1.5 bil-

lion, substantially all of which has been used to repay out-

standing indebtedness of certain of our subsidiaries.

DIVIDENDS ON MANDATORY CONVERTIBLE PREFERRED STOCK

In connection with the initial public offering of our 5% 

mandatory convertible preferred stock on February 16, 2005, 

we declared all dividends that will be payable on such 

 preferred stock from the issuance through the mandatory 

conversion date, which is February 16, 2008. Accordingly, 

we recorded dividends payable of $43.1 million and a corre-

sponding charge to net loss available to common stock-

holders during the year ended December 31, 2005. As of 

December 31, 2006, we had $17.6 million invested in gov-

ernment securities that are restricted to be used to satisfy 



PG. 101

Huntsman Corporation

our dividend payment obligations through the mandatory 

conversion date. We expect to pay dividends in cash on 

February 16, May 16, August 16 and November 16 of each 

year prior to February 16, 2008. Under certain circum-

stances, we may not be allowed to pay dividends in cash. If 

this were to occur, any unpaid dividend would be payable in 

shares of common stock on February 16, 2008 based on the 

market value of common stock at that time.

REDEEMABLE PREFERRED MEMBER’S INTEREST

On September 30, 2002, we authorized the issuance of 18% 

cumulative preferred members’ interest. The preferred mem-

bers’ interest had a liquidation preference of $395.0 million 

and was entitled to a cumulative preferred return equal to 

18% per annum, compounded annually. As of December 31, 

2004 the accumulated liquidation preference was $574.8 

million. In connection with our initial public offering of 

common and preferred stock, we redeemed the preferred 

members’ interest on February 16, 2005.

COMMON INTERESTS

On September 30, 2002, we authorized and issued 

10,000,000 Class A Common Units and 10,000,000 Class B 

Common Units. Both Class A Common Units and Class B 

Common Units had equal rights in our management and 

shared ordinary proits and losses equally. There were, how-

ever, special provisions governing distributions of proceeds 

until a certain speciied level of proceeds had been distrib-

uted after which proceeds were distributed equally. All com-

mon interests were exchanged for common stock in 

connection with the initial public offering of common stock 

on February 16, 2005.

TRACKING PREFERRED INTERESTS

On June 30, 2003, one of our subsidiaries authorized and 

issued four series of tracking preferred interests (Series A, B, 

C, and D), that tracked the performance of the Huntsman 

Advanced Materials business (collectively, “Tracking Pre-

ferred Interests”). The Series A Tracking Preferred Interests 

had a liquidation preference equal to $128.3 million. The 

Series B Tracking Preferred Interests had a liquidation pref-

erence equal to $77.0 million, reduced by the amount of cer-

tain distributions to the holders of certain Class A Common 

Units. The Series C Tracking Preferred Interests had a liqui-

dation preference equal to $231.0 million. The Series D 

Tracking Preferred Interests had a liquidation preference 

equal to $77.0 million, reduced by the amount of certain 

distributions to the holders of certain Class A Common 

Units. The Tracking Preferred Interests were not entitled to 

any return other than their liquidation preferences. The liq-

uidation preferences were limited to the underlying invest-

ment in the Huntsman Advanced Materials business. The 

Tracking Preferred Interests did not have voting rights, and 

could be redeemed by us in connection with certain sale 

transactions for an amount equal to their unpaid liquidation 

preferences. All tracking preferred interests were exchanged 

for common stock in connection with the initial public offer-

ing of common stock on February 16, 2005.

24. STOCk-BaSeD COMPenSaTIOn PLan

Under the Huntsman Stock Incentive Plan (the “Stock 

Incentive Plan”), a plan approved by stockholders, we may 

grant non-qualiied stock options, incentive stock options, 

stock appreciation rights, restricted stock, phantom stock, 

performance awards and other stock-based awards to our 

employees and directors and to employees and directors of 

our subsidiaries, provided that incentive stock options may 

be granted solely to employees. The terms of the grants are 

ixed at the grant date. As of December 31, 2006, we were 

authorized to grant up to 21,590,909 shares under the Stock 

Incentive Plan. Option awards have a maximum contractual 

term of 10 years and generally must have an exercise price at 

least equal to the market price of our common stock on the 

date the option award is granted. Stock-based awards gener-

ally vest over a three-year period.

The compensation cost for the Stock Incentive Plan was 

$18.4 million and $9.5 million for the years ended Decem-

ber 31, 2006 and 2005, respectively. The total income tax 

beneit recognized in the statement of operations for stock-

based compensation arrangements was nil for each of years 

ended December 31, 2006 and 2005. We did not have any 

stock-based compensation plans prior to 2005.

The fair value of each stock option award is estimated 

on the date of grant using the Black-Scholes valuation model 

that uses the assumptions noted in the following table. 

Because we only became a publicly-held company in Febru-

ary 2005, we based our assumption of expected volatility on 

implied volatilities from the stock of comparable companies. 

The expected term of options granted is estimated based on 

the contractual term of the instruments and employees’ 

expected exercise and post-vesting employment termination 

behavior. The risk-free rate for periods within the contrac-

tual life of the option is based on the U.S. Treasury yield 

curve in effect at the time of grant.

Year Ended December 31,

2006 2005

Dividend yield 0% 0%

Expected volatility 23.1% 22.4%

Risk-free interest rate 4.6% 3.9%

Expected life of stock options granted 

during the period 6.6 years 6.6 years
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STOCK OPTIONS

A summary of stock option activity under the Stock Incentive Plan as of December 31, 2006 and changes during the year then 

ended is presented below:

Option Awards

Shares 

(000)

Weighted 

Average 

Exercise 

Price

Weighted 

Average 

Remaining 

Contractual 

Term  

(Years)

Aggregate 

Intrinsic 

Value  

($000)

Outstanding at January 1, 2006 2,579 $22.56

Granted 1,687 20.46

Exercised — —

Forfeited (115) 22.08

Outstanding at December 31, 2006 4,151 21.72 8.59 $34

exercisable at December 31, 2006 932 22.48 8.24 —

The weighted-average grant-date fair value of stock options granted during the years ended December 31, 2006 and 2005 

was $7.27 and $7.49 per option, respectively. As of December 31 2006, there was $15.8 million of total unrecognized com-

pensation cost related to nonvested stock option arrangements granted under the Stock Incentive Plan. That cost is expected 

to be recognized over a weighted-average period of approximately 1.6 years. No option awards were exercised during the 

years ended December 31, 2006 or 2005.

NONVESTED SHARES

Nonvested shares granted under the Stock Incentive Plan consist of restricted stock, which is accounted for as an equity award, 

and phantom stock, which is accounted for as a liability award because it can be settled in either stock or cash. A summary of 

the status of our nonvested shares as of December 31, 2006 and changes during the years then ended is presented below:

 

Equity Awards Liability Awards

Shares  

(000)

Weighted 

Average  

Grant-Date 

Fair Value

Shares  

(000)

Weighted 

Average  

Grant-Date  

Fair Value

Nonvested at January 1, 2006 737 $22.99 33 $23.00

Granted 467 20.46 24 20.50

Vested (267) 22.88 (11) 23.00

Forfeited (28) 22.65 — —

nonvested at December 31, 2006 909 21.73 46 21.72

As of December 31, 2006, there was $13.1 million of total unrecognized compensation cost related to nonvested share 

compensation arrangements granted under the Stock Incentive Plan. That cost is expected to be recognized over a weighted-

average period of approximately 1.6 years. The total fair value of shares that vested during the year ended December 31, 2006 

and 2005 was $6.3 million and nil, respectively.
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25. OTheR COMPRehenSIve InCOMe (LOSS)

Other comprehensive income consisted of the following (dollars in millions):

December 31,

2006 2005 2004

accumulated Income Accumulated Income Income

income (loss) (loss) income (loss) (loss) (loss)

Foreign currency translation adjustments, net of tax of $31.8  

as of December 31, 2006 and 2005

$ 228.3 $165.9 $   62.4 $(233.6) $119.3

Pension related adjustments, net of tax of $63.8 and $30.0  

as of December 31, 2006 and 2005, respectively

(304.1) (22.9) (102.1) 15.0 (56.9)

Other comprehensive income (loss) of unconsolidated afiliates 7.3 — 7.3 (0.7) (1.2)

Other 7.1 6.0 1.1 7.0 9.3

Total $  (61.4) $149.0 $  (31.3) $(212.3) $ 70.5

During 2006, $49.4 million of foreign currency transla-

tion adjustments were reclassiied to loss on disposal of dis-

continued operations related to the U.K. Petrochemicals 

Disposition.

The adoption of SFAS No. 158 and related pension 

adjustments include the effect of the calculation of the addi-

tional minimum pension liability prior to the adoption of 

SFAS No. 158, which is included in other comprehensive 

income, as well as the net effect of the adoption of SFAS 

No. 158, which is a direct adjustment to accumulated other 

comprehensive income.

Items of other comprehensive (loss) income of our 

Company and our consolidated afiliates have been recorded 

net of tax, with the exception of the foreign currency trans-

lation adjustments related to subsidiaries with earnings per-

manently reinvested. The tax effect is determined based 

upon the jurisdiction where the income or loss was recog-

nized and is net of valuation allowances that have been 

recorded.

26. ReLaTeD PaRTy TRanSaCTIOnS

Our accompanying consolidated inancial statements include 

the following transactions with our afiliates not otherwise 

disclosed (dollars in millions):

Year Ended December 31,

2006 2005 2004

Sales to:

 Unconsolidated afiliates $ 79.9 $106.2 $ 55.6

Inventory purchases from:

 Unconsolidated afiliates 145.3 119.1 403.9

We have agreed with the Jon and Karen Huntsman 

Foundation, a private charitable foundation established by 

Jon M. and Karen H. Huntsman to further the charitable 

interests of the Huntsman family, that we will donate our 

Salt Lake City ofice building and our option to acquire an 

adjacent undeveloped parcel of land to the foundation free of 

debt. We have agreed to complete this donation on the ear-

lier of November 30, 2009 or the date on which we occupy 

less than 20% of the two main loors of the Salt Lake City 

ofice building. Under certain circumstances, after we make 

this donation we will have the right, but not the obligation, 

to lease space in the Salt Lake City ofice building from the 

foundation.

Through May 2002, we paid the premiums on various 

life insurance policies for Jon M. Huntsman. These policies 

have been liquidated, and the cash values have been paid to 

Mr. Huntsman. Mr. Huntsman is indebted to us in the 

amount of approximately $1.5 million, which represents the 

insurance premiums paid on his behalf through May 2002. 

This amount is included in other noncurrent assets on the 

accompanying balance sheets.

Wayne A. Reaud, a member of our board of directors, is 

of counsel to the law irm of Reaud, Morgan & Quinn. We 

pay the irm $200,000 per year for legal services. Mr. Reaud 

has no interest in the irm or in the proceeds for current 

work done at the irm. As of counsel, the law irm provides 

Mr. Reaud with an ofice and certain secretarial services.
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27. OTheR OPeRaTInG (InCOMe) exPenSe

Other operating (income) expense consisted of the following 

(dollars in millions):

Year Ended December 31,

2006 2005 2004

(Gain) loss on sale of business/asset $   (92.4) $  (1.0) $ 2.4

Foreign exchange losses (gains) 0.5 29.1 (116.1)

Bad debts 6.4 4.2 2.0

Legal and contract settlements—net — — 6.6

Property loss recoveries (35.3) — —

Other, net (6.9) (2.1) 28.1

Total other operating (income) 

expense $(127.7) $30.2 $ (77.0)

28. OPeRaTInG SeGMenT InFORMaTIOn

We derive our revenues, earnings and cash lows from the 

manufacture and sale of a wide variety of differentiated and 

commodity chemical products. We report our operations 

through six segments: Polyurethanes, Materials and Effects, 

Performance Products, Pigments, Polymers and Base 

Chemicals. We have organized our business and derived our 

operating segments around differences in product lines.

The major products of each reportable operating seg-

ment are as follows:

Segment Products

Polyurethanes MDI, PO, polyols, PG, TPU, aniline and MTBE

Materials and 

Effects

epoxy resin compounds and formulations;  

cross-linking, matting and curing agents;  

epoxy, acrylic and polyurethane-based adhesives, 

tooling resin formulations, textile chemicals  

and dyes

Performance 

Products(1)

amines, surfactants, LAB, maleic anhydride, 

other performance chemicals, EG and technology 

licenses

Pigments titanium dioxide

Polymers(2) LDPE and LLDPE, polypropylene, EPS, styrene 

and APAO

Base 

Chemicals(1)(2)

ethylene, propylene and cyclohexane

(1) in the fourth quarter of 2006, our port neches, texas oleins facility 

was transferred from our Base chemicals segment to our performance 

products segment. all segment information for prior periods has been 

restated to relect this transfer.

(2) on February 15, 2007, we entered into an agreement to sell our u.s. 

base chemicals and polymers assets. see “note 31. subsequent events—

agreement to sell u.s. Base chemicals and polymers Business.” on 

december 29, 2006, we sold our european base chemicals and poly-

mers business. the operating results of our european base chemicals 

and polymers business have been classiied as discontinued operations 

and, accordingly, the revenues of this business are excluded from the 

Base chemicals segment revenues for all periods presented. the 

eBitda of our european base chemicals and polymers business is 

included in the Base chemicals segment eBitda for all periods pre-

sented. see “note 3. discontinued operations—sale of european Base 

chemicals and polymers Business.” on June 27, 2006, we sold our u.s. 

butadiene and mtBe business operated in our Base chemicals segment. 

see “note 4. Business dispositions and combinations—sale of u.s. 

Butadiene and mtBe Business.” the po/mtBe operations in our 

polyurethanes segment were not included in this sale.
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Sales between segments are generally recognized at 

external market prices and are eliminated in consolidation. 

We use EBITDA to measure the inancial performance of 

our global business units and for reporting the results of 

our operating segments. This measure includes all operat-

ing items relating to the businesses. The EBITDA of oper-

ating segments excludes items that principally apply to our 

company as a whole. The revenues and EBITDA for each 

of our reportable operating segments are as follows (dollars 

in millions):

December 31,

2006 2005 2004

net Sales:

Polyurethanes $ 3,457.2 $ 3,396.3 $ 2,818.0

Materials and Effects 1,734.6 1,185.3 1,162.4

Performance Products 2,036.8 2,025.4 1,945.5

Pigments 1,057.8 1,052.8 1,048.1

Polymers 1,756.8 1,702.0 1,451.8

Base Chemicals 963.1 1,775.5 1,715.3

Eliminations (382.7) (460.4) (578.6)

 Total $ 10,623.6 $ 10,676.9 $ 9,562.5

Segment eBITDa(1):

Polyurethanes $ 582.5 $ 676.3 $ 364.0

Materials and Effects 153.2 154.1 151.0

Performance Products 207.8 164.9 88.5

Pigments 112.8 115.3 (30.0)

Polymers 112.8 102.7 77.6

Base Chemicals 11.9 256.7 278.7

Corporate and other(2) (149.8) (556.6) (37.2)

 Total 1,031.2 913.4 892.6

Interest expense, net (350.7) (426.6) (612.6)

Income tax beneit—

continuing operations 49.0 6.1 72.0

Income tax expense—

discontinued operations (34.0) (26.7) (42.9)

Depreciation and 

amortization (465.7) (500.8) (536.8)

 Net income (loss) $ 229.8 $ (34.6) $ (227.7)

Depreciation and 

amortization:

Polyurethanes $ 142.1 $ 147.4 $ 147.8

Materials and Effects 46.1 46.5 53.8

Performance Products 54.1 56.6 56.6

Pigments 79.7 77.0 83.2

Polymers 47.5 56.2 59.5

Base Chemicals(3) 59.1 80.7 87.6

Corporate and other 37.1 36.4 48.3

 Total $ 465.7 $ 500.8 $ 536.8

December 31,

2006 2005 2004

Capital expenditures:

Polyurethanes $ 81.6 $ 106.6 $ 45.8

Materials and Effects 52.3 27.4 17.4

Performance Products 89.3 44.2 43.8

Pigments 40.5 38.4 42.7

Polymers(4) 218.1 63.7 14.5

Base Chemicals(4) 58.4 45.6 56.7

Corporate and other 9.7 12.8 5.7

 Total $ 549.9 $ 338.7 $ 226.6

Total assets:

Polyurethanes

$ 4,598.7 $ 4,074.5

Materials and Effects 1,747.8 896.7

Performance Products 1,882.5 1,465.1

Pigments 1,601.0 1,659.7

Polymers 835.8 955.4

Base Chemicals 500.0 1,968.9

Corporate and other  (2,720.9) (2,149.8)

 Total $ 8,444.9 $ 8,870.5

(1) segment eBitda is deined as net income (loss) before interest, income 

tax, depreciation and amortization, and certain corporate and other 

items.

(2) corporate and other items includes unallocated corporate overhead, 

foreign exchange gains and losses, loss on accounts receivable securitiza-

tion program, loss on the early extinguishment of debt, other non-

 operating income and expense, minority interest in subsidiaries’ 

(income) loss, the extraordinary gain on acquisition of a business, 

cumulative effect of changes in accounting principle and the impact of 

purchase accounting adjustments.

(3) includes depreciation and amortization from discontinued operations of 

$45.7 million, $61.1 million and $60.6 million for the years ended 

december 31, 2006, 2005 and 2004, respectively.

(4) includes capital expenditures from discontinued operations of $203.6 

million, $65.1 million and $40.4 million for the years ended decem-

ber 31, 2006, 2005 and 2004, respectively.

December 31,

2006 2005 2004

By Geographic area

net sales:

United States $ 6,970.3 $ 7,447.5 $ 6,385.1

Netherlands 1,946.8 1,838.9 1,274.6

Other nations 4,295.4 3,576.9 3,703.9

Eliminations (2,588.9) (2,186.4) (1,801.1)

 Total $ 10,623.6 $ 10,676.9 $ 9,562.5

Long-lived assets(1):

United States $ 2,078.2 $ 2,267.0

Netherlands 349.3 326.8

Other nations 1,631.9 2,049.4

 Total $ 4,059.4 $ 4,643.2

(1) long lived assets are made up of property, plant and equipment.
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29. SeLeCTeD unauDITeD quaRTeRLy FInanCIaL DaTa

A summary of selected unaudited quarterly inancial data for the years ended December 31, 2006 and 2005 is as follows 

 (dollars in millions):

Three Months ended

March 31, 

2006

June 30, 

2006

September 30, 

2006

December 31, 

2006

Revenues $2,656.7 $2,745.0 $2,686.0 $2,535.9

Gross proit 393.8 427.3 372.9 345.5

Restructuring, impairment and plant closing costs 7.7 8.8 3.5 —

Income from continuing operations 86.1 193.2 69.9 44.4

Income (loss) before extraordinary gain and accounting changes 69.0 212.4 (189.5) 82.0

Net income (loss) 69.0 262.9 (182.3) 80.2

Basic income (loss) per share:

Income from continuing operations 0.39 0.88 0.32 0.20

Income (loss) before extraordinary gain and accounting changes 0.31 0.96 (0.86) 0.37

Net income (loss) 0.31 1.19 (0.83) 0.36

Diluted income (loss) per share:

Income from continuing operations 0.37 0.83 0.30 0.19

Income (loss) before extraordinary gain and accounting changes 0.30 0.91 (0.81) 0.35

Net income (loss) 0.30 1.13 (0.78) 0.34

Three Months Ended

March 31, 

2005

June 30, 

2005

September 30, 

2005

December 31, 

2005

Revenues $2,746.7 $2,786.4 $2,587.9 $2,555.9

Gross proit 488.1 457.3 403.7 266.3

Restructuring, impairment and plant closing costs 8.3 16.7 66.6 22.5

(Loss) income from continuing operations (113.7) 124.8 (15.4) (26.3)

(Loss) income before accounting changes (56.4) 112.7 (29.9) (33.3)

Net (loss) income (52.4) 112.7 (29.9) (65.0)

Basic income (loss) per share:

(Loss) income from continuing operations (0.71) 0.57 (0.07) (0.12)

(Loss) income before accounting changes (0.45) 0.51 (0.14) (0.15)

Net (loss) income (0.43) 0.51 (0.14) (0.29)

Diluted income (loss) per share:

(Loss) income from continuing operations (0.71) 0.54 (0.07) (0.12)

(Loss) income before accounting changes (0.45) 0.48 (0.14) (0.15)

Net (loss) income (0.43) 0.48 (0.14) (0.29)

On December 29, 2006, we sold our European base 

chemicals and polymers business. The results of operations 

of our European base chemicals and polymers business for 

current and prior periods have been classiied as discontin-

ued operations. For further information, see “Note 3. 

Discontinued Operations.”

On June 27, 2006, we sold the assets comprising our 

U.S. butadiene and MTBE operations operated by our Base 

Chemicals segment. On June 30, 2006, we completed the 

Textile Effects Acquisition. For further information, see 

“Note 4. Business Dispositions and Combinations.”
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30. SuBSequenT evenTS

AGREEMENT TO SELL U.S. BASE CHEMICALS AND  

POLYMERS BUSINESS

On February 15, 2007, we entered into the Pending U.S. 

Petrochemicals Disposition, pursuant to which Flint Hills 

Resources, a wholly owned subsidiary of Koch, will acquire 

our U.S. base chemicals and polymers business. Under the 

agreement, Flint Hills Resources will acquire our U.S. base 

chemicals and polymers manufacturing assets for approxi-

mately $456 million in cash, plus the value of inventory 

(approximately $286 million at December 31, 2006) on the 

date of closing. We will retain other elements of working 

capital, including accounts receivables, accounts payable and 

certain accrued liabilities (net, approximately $19 million 

at December 31, 2006), which will be liquidated for cash in 

the ordinary course of business. Subject to customary regu-

latory approvals and other closing conditions, the transac-

tion is expected to close during the third quarter of 2007, 

following the re-start of our Port Arthur, Texas, oleins 

manufacturing facility. For more information, see “Note 22. 

Casualty Losses and Insurance Recoveries—Port Arthur, 

Texas Plant Fire.”

We expect to incur a loss in connection with the antici-

pated 2007 sale of our U.S. base chemicals and polymers 

business. As of December 31, 2006, these assets were classi-

ied as held and used in accordance with SFAS No. 144, 

accounting for the impairment or disposal of long-lived 

assets, because these assets were not immediately available 

for sale in their present condition due to the required repair 

and restart of the Port Arthur facility. We tested these assets 

for recoverability using expected future cash lows together 

with expected proceeds from the Port Arthur ire insurance 

recovery and concluded that these expected future cash lows 

were in excess of the carrying value of the business expected 

to be sold. Therefore, we did not recognize an impairment 

charge as of December 31, 2006. We will continue to assess 

these assets for recoverability during 2007. As the date of 

sale completion nears and insurance proceeds are received, 

future cash lows associated with these assets will diminish 

and, at some point in 2007, we expect that future cash lows 

will no longer be suficient to recover the carrying value of 

the business to be sold, which will increase as the plant is 

rebuilt, and we expect to recognize an impairment charge.

The transaction includes our oleins and polymers man-

ufacturing assets located at ive U.S. sites: Port Arthur, 

Odessa and Longview, Texas; Peru, Illinois; and Marysville, 

Michigan. The business employs about 900 associates. The 

captive ethylene unit at our retained Port Neches, Texas, site 

of our Performance Products segment operations is not 

included in the sale. This asset, along with a long-term post-

closing arrangement for the supply of ethylene and propylene 

from Flint Hills to us, will continue to provide feedstock for 

our downstream derivative units.

DECLARATION OF DIVIDEND

On February 14, 2007, our board of directors approved ini-

tiation of a quarterly cash dividend on our common stock, 

and declared a $0.10 per share cash dividend, payable on 

March 30, 2007, to shareholders of record as of March 15, 

2007. We have not previously paid dividends on our com-

mon stock.

SALE OF AUSTRALIAN POLYESTER RESINS ASSETS

On January 4, 2007, we completed the sale of our Australian 

polyester resins assets to Nuplex for A$9.6 million (approxi-

mately $7.5 million) in cash, plus the value of inventory at 

the sale date, for a total transaction value of A$20.3 million 

(approximately $15.8 million), subject to post closing adjust-

ments. The transaction further includes additional consider-

ation to be received over a three year period upon achieving 

certain associated earnings targets. The sale includes our 

Australian polyesters, vinylesters and gelcoats manufactur-

ing assets. In connection with the sale agreement, we also 

entered into a tolling agreement with Nuplex whereby we 

will continue to manufacture product using the Australian 

polyester resins assets. Nuplex will own the assets located on 

our site. The tolling agreement expires January 2009.

The results of operations of these assets were not classi-

ied as a discontinued operation under applicable accounting 

rules because we expect signiicant continuing cash lows 

from the Australian polyester resins assets through the toll-

ing arrangement with Nuplex.

* * * * *
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maRket FoR ReGistRant’s common eQuity, 
Related stockholdeR matteRs and issueR puRchases oF eQuity secuRities
huntsman corporation

DIVIDENDS

On February 14, 2007, we announced that our board of 

directors had approved initiation of a quarterly cash divi-

dend on our common stock, and further announced the dec-

laration of a $0.10 per share cash dividend, payable on 

March 30, 2007, to shareholders of record as of March 15, 

2007. We have not previously paid dividends on our com-

mon stock.

MaRkeT InFORMaTIOn anD hOLDeRS

Our common stock is listed on the New York Stock Exchange 

under the symbol “HUN.” As of February 21, 2007, there 

were approximately 159 stockholders of record and the clos-

ing price of our common stock on the New York Stock 

Exchange was $21.59 per share.

The reported high and low sale prices of our common 

stock on the New York Stock Exchange for each of the peri-

ods set forth below are as follows:

Period high Low

2006

First Quarter $23.62 $16.99

Second Quarter 19.98 16.34

Third Quarter 18.86 15.62

Fourth Quarter 19.24 16.81

Period High Low

2005

First Quarter $29.99 $22.00

Second Quarter 23.77 18.15

Third Quarter 24.44 16.50

Fourth Quarter 20.45 17.03
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Reconciliation oF adJusted eBitda to net income (loss)
huntsman corporation

Year Ended December 31,

(dollars in millions) 2006 2005 2004

net income (loss) $ 229.8 $ (34.6) $  (227.7)

Interest expense, net 350.7 426.6 612.6

Income tax beneit (49.0) (9.0) (72.0)

Depreciation and amortization 420.0 439.7 474.8

Income taxes, depreciation and amortization included in discontinued operations 79.7 90.7 104.9

eBITDa 1,031.2  913.4  892.6

Loss on sale of accounts receivable 16.1 9.0 13.3

Legal and contract settlements, net (8.8) — 6.6

Loss on early extinguishment of debt 27.1 322.5 25.6

Restructuring, impairment and plant closing costs 20.0 114.1 282.9

Gain on dispositions of assets (92.4) — —

Loss (income) from discontinued operations 140.0 (114.4) (197.1)

Extraordinary gain on the acquisition of a business (55.9) — —

Cumulative effect of changes in accounting principle — 30.6 —

adjusted eBITDa from continuing operations 1,077.3 1,275.2 1,023.9

(Loss) income from discontinued operations (219.7) 23.7 92.3

 Income tax expense (beneit) 34.0 29.6 42.9

 Depreciation and amortization 45.7 61.1 61.9

eBITDa from discontinued operations (140.0) 114.4 197.1

Restructuring, impairment and plant closing (credits) costs (4.5) 9.5 16.4

Loss on sale 301.8 36.4 —

Loss on sale of accounts receivable 2.5 1.7 2.3

adjusted eBITDa from discontinued operations  159.8  162.0  215.8

Total adjusted eBITDa from continuing and discontinued operations $1,237.1 $1,437.2 $1,239.7

Segment adjusted eBITDa

Polyurethanes $ 572.9 $ 733.6 $ 408.7

Materials and Effects 157.0 154.6 151.4

Performance Products 208.5 176.0 186.0

Pigments 116.6 145.4 108.4

Polymers 121.1 154.3 91.2

Base Chemicals 40.6 96.3 71.8

Corporate and other (139.4) (185.0) 6.4

Total from continuing operations 1,077.3 1,275.2 1,023.9

Discontinued operations 159.8 162.0 215.8

Total $1,237.1 $1,437.2 $1,239.7
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The annual report includes “non-GAAP inancial mea-

sures.” Speciically, the annual report refers to:

• EBITDA

• Adjusted EBITDA from continuing operations

• Adjusted EBITDA from discontinued operations

• Adjusted net income from continuing operations

• Adjusted net income from discontinued operations

We believe net income (loss) available to common 

stockholders is the performance measure calculated and 

presented in accordance with generally accepted accounting 

principles in the U.S. (“GAAP”) that is most directly 

comparable to EBITDA, adjusted EBITDA from continuing 

operations and adjusted net income from continuing 

operations. We believe income (loss) from discontinued 

operations is the performance measure calculated and 

presented in accordance with GAAP that is most directly 

comparable to adjusted EBITDA from discontinued opera-

tions and adjusted net income from discontinued operations. 

Additional information with respect to our use of these 

inancial measures follows.

• EBITDA is deined as net income (loss) before interest, 

income taxes, depreciation and amortization. We believe 

that EBITDA enhances an investor’s understanding of our 

inancial performance and our ability to satisfy principal 

and interest obligations with respect to our indebtedness. 

However, EBITDA should not be considered in isolation 

or viewed as a substitute for net income, cash low from 

operations or other measures of performance as deined by 

GAAP. Moreover, EBITDA as used herein is not necessar-

ily comparable to other similarly titled measures of other 

companies due to potential inconsistencies in the method 

of calculation. Our management uses EBITDA to assess 

inancial performance and debt service capabilities. In 

assessing inancial performance, our management reviews 

EBITDA as a general indicator of economic performance 

compared to prior periods. Because EBITDA excludes 

interest, income taxes, depreciation and amortization, 

EBITDA provides an indicator of general economic per-

formance that is not affected by debt restructurings, luc-

tuations in interest rates or effective tax rates, or levels of 

depreciation and amortization. Accordingly, our manage-

ment believes this type of measurement is useful for com-

paring general operating performance from period to 

period and making certain related management decisions. 

EBITDA is also used by securities analysts, lenders and 

others in their evaluation of different companies because it 

excludes certain items that can vary widely across differ-

ent industries or among companies within the same indus-

try. For example, interest expense can be highly dependent 

on a company’s capital structure, debt levels and credit 

ratings. Therefore, the impact of interest expense on earn-

ings can vary signiicantly among companies. In addition, 

the tax positions of companies can vary because of their 

differing abilities to take advantage of tax beneits and 

because of the tax policies of the various jurisdictions in 

which they operate. As a result, effective tax rates and tax 

expense can vary considerably among companies. Finally, 

companies employ productive assets of different ages and 

utilize different methods of acquiring and depreciating 

such assets. This can result in considerable variability in 

the relative costs of productive assets and the depreciation 

and amortization expense among companies. Our man-

agement also believes that our investors use EBITDA as a 

measure of our ability to service indebtedness as well as to 

fund capital expenditures and working capital require-

ments. Nevertheless, our management recognizes that 

there are material limitations associated with the use of 

EBITDA in the evaluation of our Company as compared 

to net income, which relects overall inancial perfor-

mance, including the effects of interest, income taxes, 

depreciation and amortization. EBITDA excludes interest 

expense. Because we have borrowed money in order to 

inance our operations, interest expense is a necessary  

element of our costs and ability to generate revenue. 

Therefore, any measure that excludes interest expense has 

material limitations. EBITDA also excludes taxes. Because 

the payment of taxes is a necessary element of our opera-

tions, any measure that excludes tax expense has mate-

rial limitations. Finally, EBITDA excludes depreciation 

and amortization expense. Because we use capital assets, 

depreciation and amortization expense is a necessary  

element of our costs and ability to generate revenue. 

Therefore, any measure that excludes depreciation and 

amortization expense has material limitations. Our man-

agement compensates for the limitations of using EBITDA 

by using it to supplement GAAP results to provide a more 

complete understanding of the factors and trends affecting 

the business than GAAP results alone. Our management 

also uses other metrics to evaluate capital structure, tax 

planning and capital investment decisions. For example, 

our management uses credit ratings and net debt ratios to 

evaluate capital structure, effective tax rate by jurisdiction 





Headquarters

10003 Woodloch Forest Drive

The Woodlands, Texas 77380

Tel.: +1-713-235-6000

500 Huntsman Way

Salt Lake City, Utah 84108

Tel.: +1-801-584-5700

Independent Registered Public Accounting Firm

Deloitte & Touche LLP

Stockholders Inquiries

Inquiries from stockholders and other interested parties 

regarding our company are always welcome. Please direct 

your requests for information to:

Investor Relations

500 Huntsman Way

Salt Lake City, Utah 84108

Tel.: +1-801-584-5860

Fax: +1-801-584-5788

Email: ir@huntsman.com

Stock Listing

Our common stock is listed on the New York Stock 

Exchange under the symbol HUN.

Our mandatory convertible preferred stock is listed on the 

New York Stock Exchange under the symbol HUNPr.

Stock Transfer Agent

The Bank of New York

Shareholder Relations Department

P.O. Box 11258

Church Street Station

New York, New York 10286-1258

Tel.: +1-800-524-4458

Hearing impaired—TDD: +1-888-269-5521

Email: shareowners@bankofny.com

Send certificates for transfer and address changes to:

The Bank of New York

Receive and Deliver Department

P.O. Box 11002

Church Street Station

New York, New York 10286-1002

Annual Meeting

The 2007 annual meeting of stockholders will be held on 

Thursday, May 3, 2007 at 10:00 a.m. (CT) at The Woodlands 

Waterway Marriott Hotel and Convention Center, 1601 

Lake Robbins Drive, The Woodlands, Texas U.S.A.

Website

www.huntsman.com

Certifications

We have submitted to the NYSE the annual CEO certifica-

tion for 2006 required under Section 303A.12(a) of the 

NYSE Listed Company Manual. In addition, we filed with 

the SEC as exhibits to our Annual Report on Form 

10-K for the year ended December 31, 2006 the CEO and 

CFO certifications required under Section 302 of the 

Sarbanes-Oxley Act.

Forward-Looking Statements

Statements in this report that are not historical are forward-looking statements. These statements are based on manage-

ment’s current belief and expectations. The forward-looking statements in this report are subject to uncertainty and 

changes in circumstances and involve risks and uncertainties that may affect our operations, markets, products, services, 

prices and other factors as discussed in our filings with the Securities and Exchange Commission. Significant risks and 

uncertainties may relate to, but are not limited to, financial, economic, competitive, environmental, political, legal, regu-

latory and technological factors. In addition, completion of transactions of the type described in this report are subject to 

a number of uncertainties and to negotiation and execution of definitive agreements among the parties and closing will be 

subject to approvals and other customary conditions. Accordingly, there can be no assurance that the transactions will be 

completed or that our expectations will be realized. We assume no obligation to provide revisions to any forward-looking 

statements should circumstances change, except as otherwise required by securities and other applicable laws.d
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