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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

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

For the fiscal year ended December 31, 2006
Commission file number 1-13879

INNOSPEC INC.

(Exact name of registrant as specified in its charter)

DELAWARE 98-0181725
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

Innospec Manufacturing Park

Oil Sites Road

Ellesmere Port

Cheshire

United Kingdom CH65 4EY
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code : 011-44-151-355-3611
Securities registered pursuant to Section 12(b) of the Act:
Name of each exchange on

Title of each class which registered

N/A N/A
Securities registered pursuant to Section 12 (g) of the Act: Common stock, par value $0.01 per share

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes —_—
No X

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes

No X

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to the filing requirements for the past 90 days.

Yes X

No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will
not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in
Part Ill of this Form 10-K or any amendment to this Form 10-K. [1]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer (as defined
in Rule 12b — 2 of the Act).

Large accelerated fil

Accelerated file X

Non-accelerated file

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).



Yes

No X

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant as of the most
recently completed second fiscal quarter (June 30, 2006) was approximately $135 million, based on the closing price of the
common shares on the NASDAQ Stock Market on June 30, 2006. Shares of common stock held by each officer and director and
by each beneficial owner who owns 5% or more of the outstanding common stock have been excluded in that such persons may
be deemed to be affiliates. This determination of affiliate status is not necessarily a conclusive determination for any other
purpose.

As of March 12, 2007, 11,917,461 shares of the registrant’'s common stock were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of Innospec Inc.’s Proxy Statement forAlneual Meeting of Stockholders to be held on Mag@07 are incorporated by reference
into Part Il of this Form 1-K.
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CAUTIONARY STATEMENT RELATIVE TO FORWARD-LOOKING ST ATEMENTS
FORWARD-LOOKING STATEMENTS

This Form 10-K contains “forward-looking statemémtgthin the meaning of the Private Securities ¢éttion Reform
Act of 1995. Forward-looking statements includestditements which address operating performaneateor
developments that we expect or anticipate will oaeuhe future. Although such statements are etieby
management to be reasonable when made, cautiotddieexercised not to place undue reliance ondaviooking
statements, which are subject to certain risksedamties and assumptions. If the risks or unadies ever
materialize or the assumptions prove incorrecyaaesults may differ materially from those exgezsor implied by
such forwardeooking statements and assumptions. Risks, assongpéind uncertainties include, without limitatitre
outcome of the Company’s disputes with Ethyl areithpact on the Company’s tetra ethyl lead busingased
thereto, changes in the terms of trading with $igant customers or gain or loss thereof, the ¢sfet changing
government regulations and economic and marketitons, competition and changes in demand and basiand
legal risks inherent in non-U.S. activities, indhgl political and economic uncertainty, import agbort limitations
and market risks related to changes in interessramd foreign exchange rates, government invéistnga material
fines or other penalties resulting from the Compamgluntary disclosure to the Office of Foreigns&ss Control of
the U.S. Department of the Treasury and other risksertainties and assumptions identified in tbenfanys Annua
Report on Form 10-K for the year ended Decembe2B@6 and those identified in the Company’s otlegorts filed
with the Securities and Exchange Commission. Thag2my undertakes no obligation to publicly updateswise an
forward-looking statements, whether as a resufteo¥ information, future events or otherwise.
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PART |
ltem 1 Business

When we use the terms the “Corporation,” “CompafiRégistrant,” “we,” “us” and “our,” unless otherse indicated
or the context otherwise requires, we are referaniginospec Inc. and its consolidated subsidigtiesnospec”).

General
Innospec Inc. is a Delaware corporation.

On March 21, 2006 the listing of the Company’s camratock was transferred from the New York StockHlange
(“NYSE”) to the Nasdag Stock Market (“NASDAQ”).

The Company changed its name from Octel Corp.nospec Inc. on January 30, 2006.

Until May 22, 1998, the Company had been a wholipwed subsidiary of Chemtura Corporation, previoksigwn as
Great Lakes Chemical Corporation (“GLCC”), a Delagveorporation. On May 22, 1998, GLCC consumméted t
spin-off of its petroleum additives business bytrdisiting shares in the Company to the stockholdéGLCC.

Description of the Business

The Company develops, manufactures, blends andedeliuel additives and other specialty chemicki® Company
serves global markets in the Americas, EuropeMidelle East, Africa and Asia Pacific. Its produate sold primaril
to oil refineries and other chemical and industt@ipanies.

Segmental Information

Innospec divides its business into three distiagnents for both management and reporting purpéses:
Specialties, Performance Chemicals and Octane ikdditThe Fuel Specialties and Performance Chemimadiness:
both operate in markets where we actively seek tr@pportunities albeit their end customers arg ddferent. The
Octane Additives business operates in markets wdrelmature with generally declining demand.

Fuel Specialties

The Fuel Specialties business develops, manufagtolends and delivers a range of specialty chdmroaucts used
as additives to a wide range of fuels. The busispssializes in supplying fuel additives that hefprove fuel
efficiency, boost engine performance and reducenfilremissions. The business’s products are us#tkiefficient
operation of automotive, marine and aviation engjip@wer station generators, and heating and diesgtulate filtel
systems.

Historically the business has grown through a @mogof mergers and acquisitions. This program helsdied the
establishment in 1999 of a 50% owned joint venwith Starreon
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LLC to sell fuel additives in the USA and the sulpsent acquisition of the remaining 50% of that jeenture in July
2004. In November 2004, the Company disposed e¢dicemanufacturing and other assets held by ourd&he

subsidiary, Innospec Bycosin AB. The Company has abtablished a joint venture in ValvemaSteimited.

More recently growth has been driven by new prodeeselopment to address what we believe are thelkegrs to
demand for fuel additives. These key drivers ageslation, population affluence, and energy priod availability.

Performance Chemicals

The Performance Chemicals business includes a @frgempanies who manufacture performance chemicsad in .
wide range of industrial processes and everydagiymts. Our products range from the well-known Fardirands of

surfactants and emollients to numerous synthetimas, including the widely used synthetic Liles¢réfragrance.

We also manufacture Octaqué@sta biodegradable chelating agent, Octdstdlhe anti-static additive, and the
successful Leuna Polymer branded waxes.

These additives are used in the manufacture of iseicts as personal care products through to hoigeletergents
and crop protection chemicals. They are also usdgei manufacture of plastics, paper and in thelhpddting and oil
industries. Many of our additives are key ingrethan our customers’ products, improving perforneaod
differentiating the customer’s product from its quetitors. Other additives are designed to provpkesic solutions
to common manufacturing problems such as statid logi during certain industrial processes.

Historically the business has grown through a @mogof mergers and acquisitions. This program helsdied the
acquisition of Finetex, Inc. in January 2005, Arofnkine Chemicals Limited in August 2004 and Letraymer
GmbH in June 2004. In December 2005, the Compaspoded of two non-core businesses, Octel Perforenanc
Chemicals Inc. and the Gamlen Industries SA wastemireatment business. Effective January 1, #0®businesses
of Finetex, Inc. and ProChem Chemicals, Inc. weeeged into Innospec Performance Chemicals U.SinCmrder to
realize potential significant benefits from theangplementary areas of expertise and competency.

The Performance Chemicals focus going forward teteelop high performance products from its techgplbase
complemented by selective acquisitions to achieNea mass in a number of markets.

Octane Additives

The Octane Additives business is the world’s ombtydpicer of tetra ethyl lead (“TEL"Yhe Octane Additives busine
comprises sales of TEL for use in automotive gasadind trading in respect of our environmental aiat@®n
business.
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TEL was first developed in 1928 and introduced ihi® European market for internal combustion ergytneéboost
octane levels in gasoline allowing it to burn meficiently and eliminating engine knock. It alsttsas a lubricity ai
reducing engine wear. Worldwide use of TEL hasided since 1973 following the enactment of the C&an Air
Act of 1970 and similar legislation in other coues$t The trend of countries exiting the leaded lj@sanarket has
resulted in a general rate of decline in volumengein the last few years of between 10% and 25%peum. The
decline experienced in 2006 was greater than #meigl range due to the decision of South Africexibthe market
for use of TEL in automotive gasoline from thatstd 2006.

The Company intends to manage the decrease iral® e TEL for use in automotive gasoline to mazerhe cash
flow through the decline. Continuous cost improvatmaeasures have been, and will continue to bentékrespond
to declining market demand.

Our environmental remediation business assist®rets to manage the clean up of the associateddadtplants as
refineries make the change to unleaded fuel.

Raw Materials and Product Supply

We use a variety of raw materials and chemicaimmanufacturing and blending processes and lgetlea’ sources
of these are adequate for our current operationsn@jor purchases are ethylene, sodium, leadneetamber
improvers, ethyl chloride, various solvents andahhoethane.

These purchases account for a substantial portidredCompany’s manufacturing costs. These maseaiad, with the
exception of ethylene in Germany, readily availdbden more than one source. We use long-term catstigenerally
with fixed prices and escalation terms) to helpueasvailability, continuity of supply and manage tisk of price
increases.

The chemical industry, in general, is experiengome tightness in the supply of certain commodityemals. We
continue to monitor the situation and adjust owcprement strategies as we deem appropriate.

I ntellectual Property

Our intellectual property, including trademarkstgpdis and licences, forms a significant part of@eenpany’s
competitive strengths particularly in the Fuel Sakies and Performance Chemicals businesses. dhgény does
not however consider its business as a whole tiependent on any one trademark, patent or licence.

The Company has a portfolio of trademarks and patgnanted and in the application stage, covarmogucts and
processes in several jurisdictions. The majorittheke patents were developed by the Company abjcs to
maintenance obligations including the payment néveal fees, have at least ten years’ life remaining

The Company also holds a license for the manufacififuel detergents. The trade mark Innospec lamdnnospec
device in Classes 1, 2 and 4 of the “Internati@laksification of
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Goods and Services for the Purposes of the Reistraf Marks”is registered in all countries/jurisdictions in wihiit

has a significant market presence. The Companyhtasarademark registrations for Octaqastall
countries/jurisdictions in which it has a signifitanarket presence.

Innospec International Limited, a subsidiary of @@mpany, has trademarks for Stefdjs conductivity improver, ar
Ocenol®, an antifoam for refinery use. Innospec Limiteldpaa subsidiary of the Company, has trademarks for
Valvemastef, a valve seat recession additive.

We actively protect our inventions, new technolsgend product developments by filing patent bussrapplications
or maintaining trade secrets. In addition, we vay®ly participate in patent opposition proceediagaind the world,
where necessary, to secure a technology baseffregingement. We believe our patent positionti®sg, well
managed, and sufficient for the conduct of our hess.

Customers

Fuel Specialtie:

Our customers are multinational oil companies amd ffetailers. Traditionally, a large portion oéttotal market was
captive to oil companies that had fuel additivesgsitbns providing supplies directly to their respee refinery
customers. As a result of various corporate regirings and arrangements, involving downstreammiagi and
marketing operations, the tied supply arrangemiesitseen oil companies and their captive fuel adelidivisions
have been weakened. Accordingly, many refineriesraareasingly looking to purchase their fuel asdit
requirements on the open market. This trend igioggaew opportunities for independent additive keéers such as
us.

Performance Chemica

Customers range from large multinationals and nmastufers of personal care and household prodacsgecialty
chemical manufacturers operating in niche industrie

Octane Additives

Sales of TEL for use in automotive gasoline areenathcipally to the retail refinery market whicbroprises
independent, state or major oil company owned eefs located throughout the world. Selling pritemajor
customers are usually negotiated under long-tepplglagreements with varying prices and terms ghpent. Our
environmental remediation business then serveg ttigstomers to manage the clean up of the assbcedandant
plants as refineries make the change to unleadsd fu

In 2006 and 2005 no single customer accounted @werthan 10% of net sales. In 2004 the Companyhad
significant customer in the Octane Additives buss@ho accounted for $65.7 million (13%) of negsaln the
second quarter of 2005 this customer permanerftlyhle market for TEL for use in automotive gaselin
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Competition

Fuel Specialtie

The Fuel Specialties market is fragmented and ckeniaed by a small number of competitors in eadinsarket. The
competitors in each submarket differ with no onmpany holding a dominant position. We consideranmpetitive
strengths to be our strong technical developmegraaty, independence from major oil companies drahg long-
term relationships with refinery customers.

Performance Chemica

We operate in a number of performance chemical etariches. Accordingly, there are a plethora of petitors who
also operate in some but not all of these markets.

Octane Additives

The Octane Additives business is the warldhly producer of TEL and accordingly is the osiypplier of TEL for us
in automotive gasoline. The business therefore edespwith marketers of products and processepthaide
alternative ways of enhancing octane performane@eiiomotive gasoline.

Agreementswith Ethyl Corporation

Innospec supplies TEL to Ethyl Corporation (“Ethyl subsidiary of NewMarket Corporation, on a vésale basis
under a long-term supply agreement for resale $tocoers in the United States.

On October 1, 1998, the Company entered into saldsnarketing agreements with Ethyl to market atidTE€L in

all areas of the world except North America andEbeopean Economic Area for the period lastinglibgicember 31
2009, subject to renewal thereafter. All marketamg sales effort made under the arrangement is malle name of
Innospec. Innospec continues to produce all TELketad under the agreements and also provide magkatid other
services. Ethyl continues to provide marketing atieer services. The net proceeds under the agregs@uenpaid to
Innospec and Ethyl as compensation for servicesaemtiased on an agreed-upon formuwéh Innospec receiving
68% of the total compensation for services providéds relationship was extended effective Janda000 when
OBOAdler entered into a similar agreement. Effectiuly 1, 2001 Ethyl agreed to participate in tiegitél agreement
(see Note 10 of the Notes to the Consolidated EiahBtatements) and the scope of the agreemestextanded to
include the European Economic Area. For a discassiditigation between Ethyl and the Company, 4emal
Proceedings” below.

Research, Development and Testing

Research, development and testing (“R&D”) provide basis for the growth of our Fuel Specialties BRadormance
Chemicals businesses. Accordingly, the Company’®R&
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activity has been, and will continue to be, focusedhe development of new products and formulation these.
Technical support is provided for all of our busises, including Octane Additives, to assure tatalamer
satisfaction.

The Company’s principal research and developmailities are located in Ellesmere Port, U.K. Expéumnes to
support research, product/application developmedttechnical support services to customers werel$tillion,
$11.2 million, and $10.1 million in 2006, 2005, a2@D4, respectively.

The Company considers that its strong technicadloidify provides it with a significant competitiaglvantage. In the
last three years, the Fuel Specialties businesddwadoped new detergent, lubricity and combustigorover
products, in addition to the introduction of severw cost effective fuel additive packages. A ptad process for
manufacturing Octaque8t a chelating agent, enabled the Company to emiei new market in the performance
chemicals area.

Health, Safety and Environmental Matters

The Company is subject to environmental laws ifthe countries in which it does business. Thegpal
environmental laws to which the Company is subjeah the U.K. are the Environmental Protection A800, the
Water Resources Act 1991, the Health and Safatyaak Act 1974 and regulations and amendments theret
Management believes that the Company is in mateoigpliance with all applicable environmental laavgl has mac
appropriate provision for the continued costs ahpbance with environmental laws. Neverthelessidttan be no
assurance that changes in existing environmemntal, lar the discovery of additional liabilities asgted with the
Company’s current or former operations, will novéa material adverse effect on the Company’s lessiresults of
operations or financial position.

The principal sites giving rise to environmentaheagliation liabilities are the former Octane Addesvmanufacturing
sites at Paimboeuf in France, Doberitz and BiehasheGermany, together with the Ellesmere Po# sitthe U.K.,
which is the last ongoing manufacturer of TEL. Rdrmton work is substantially complete at Paimbo&dberitz
and Biebesheim. At Ellesmere Port there is a camtqiremediation program related to those manufaxgwnits that
have been closed. The Company regularly review$utiuee costs of remediation and the current es@nsareflected
in Note 13 of the Notes to the Consolidated Finalrfstatements.

The Company records environmental liabilities iagto the retirement of assets and environmeialncup when
they are probable and costs can be estimated @algoii his involves anticipating the program of wand the
associated future costs, and so involves the eseeofijudgement by management.

Human Resources

The Company’s workforce at December 31, 2006 ctetsisft 774 employees, of which 377 were in the U.K.
Approximately 40% of the Company’s employees inthi. are represented by unions, including the $pant and
General Workers Union and AMICUS.
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The Company has in place an employee communicptimgram to help its employees understand the bssissues
surrounding the Company, the corporate restrugjuhat has been implemented to respond to declififigdemand
and to the developing Fuel Specialties and Perfocem&hemicals businesses. Regular briefings aucted by the
CEO and line managers where Company-wide and depatal issues are discussed. More formal commuaorcat
takes place with the trade unions recognized byCimpany for negotiating and consultative purposes.

Available | nformation

We file with the Securities and Exchange Commis$i&fC”) under the Securities Exchange Act of 19821,
amended (the “Exchange Act”) our annual report omF10-K, quarterly reports on Form 10-Q, curr@marts on
Form 8K, and any amendments to those reports, proxyrsttes and other documents. The public may readajpy
any materials that we file with the SEC at the SERXblic Reference Room at 100 F Street, N.E., Wgtin, D.C.
20549, United States of America. The public mayp alstain information on the operation of the PuBl&ference
Room by calling the SEC at 1-800-SEC-0330. In aaldithe SEC maintains an Internet website at wegvgovthat
contains reports, proxy and information statemantsother information that registrants, includihng Company, file
electronically with the SEC.

Our corporate website is www.innospecinc.cowle make available, free of charge, on or thraigghwebsite our
annual, quarterly and current reports, and any dments to those reports, as soon as reasonablycpide after
electronically filing such material with, or furhigg it to, the SEC. In addition, Innospec’s CogierGovernance
Guidelines, Code of Ethics and Director Independestandards, and the written charters for the cotees of
Innospec’s Board of Directors are available on Website under “About Us — Corporate Governance!’iarprint
upon request by writing to: Corporate Secretargpspec Inc., Innospec Manufacturing Park, Oil SRead,
Ellesmere Port, Cheshire, United Kingdom, CHE5 4EY.

None of the above available information forms éduhis filing on Form 1-K, unless specifically incorporated by
reference elsewhere in this Form 10-K.

Iltem 1A Risk Factors

Our business is subject to many factors that codterially adversely affect our future performanaoé cause our
actual results to differ materially from those exg@eced or implied by forwartboking statements made in this Ann
Report on Form 10-K.

Investing in our securities involves risks and adewly investors should carefully evaluate thasksrincluding the
factors discussed below before deciding to investur securities.

Competition and market conditions may adversely affect our operating results.

Certain product lines and markets in which the Canmyfs businesses operate are subject to signifa@anpetition.
The Company competes on the basis of a numbectar&including,
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but not limited to, product quality and propertiesstomer relationships and service, and regulatndytoxicological
expertise. For some products the competitors agelddhan us and may have greater access to fadatesthnological
and other resources. As a result these competitaysbe able to better withstand a change in canditwithin the
industries in which the Company operates, a change prices of raw materials or a change in dlelsanomic
conditions. Competitors may be able to introduocg peducts with enhanced features that may cadselae in the
demand and sales of the Company’s products. Calagiain of customers or competitors in the markeaaiin which
the Company operates may cause a loss of market &hvahe Company’s products or place downwardguee on
prices. Any of these risks could negatively impaat future revenues, gross margins and cash floovs dperating
activities.

Sharp and unexpected fluctuationsin the cost of our raw materials and energy could adversely affect our profit
margins.

We use a variety of raw materials, chemicals amatggnin our manufacturing and blending processeswbf the ra
materials that we use are derived from petrochdrbigsed feedstocks which can be subject to penbdspid and
significant price instability. These fluctuatiomsprice can be caused by political instability inppoducing nations
and elsewhere, or other factors influencing glaogply and demand over which we have no or litietiol. Innospe:
does not typically enter into hedging arrangemuiitis respect to raw materials, chemicals or eneagts. Should
costs of raw materials, chemicals or energy in@easd should Innospecbusinesses not be able to pass on thes
increases to our customers, then operating maagidsash flows from operating activities would legatively
impacted. Should raw material prices increase sogmitly, then the Company’s need for working calpaould
increase which would negatively impact cash flovesf operating activities.

A disruption in the supply of raw materials or transportation services would have a material adverse effect on our
results of operations.

The chemical industry and transportation industeyia a situation where the supply and demand tf transportatio
services and the supply and demand of raw matenialgh balance. Any significant disruption in slypgould affect
our ability to obtain raw materials or transpoxatservices. This could negatively impact our rssoil operations,
financial position and cash flows from operating\aites.

We could be adversely affected by technological changesin our industry.

Our ability to maintain or enhance our technoloboagpabilities, develop and market products andiegmons that
meet changing customer requirements, and succlysafuicipate or respond to technological changes ¢ost
effective and timely manner will likely impact ofuture business success. Technological changese sr all of our
customers’ products or processes may make our pi®adbsolete and accordingly adversely impact esults of
operations, financial position and cash flows.

10



Table of Contents

Our Octane Additives business will continue to decline.

Worldwide use of TEL has declined since 1973 follmythe enactment of the U.S. Clean Air Act of 1@r@ similar
legislation in other countries. The trend of coiggtrexiting the leaded gasoline market has resuitadyeneral rate of
decline in volume terms in recent years of betwHe¥ and 25% per annum. The predicted remaining sdlthe
Octane Additives business are now concentratedétatively small number of customers and may declith
unpredictable volatility and severity. Should omemmre of these customers choose for economicr@amwental,
political or other reasons to cease using TEL ascéane enhancer earlier than has been anticiphtea the
Company’s future operating income and cash flowsfoperating activities would be negatively impdctEhere
could also be an accelerated write-off of Octandithees business goodwill as the forecast discaliotesh flows
from that business would be reduced. The Compatipaites that eventually all countries in the wlaslill stop the
use of TEL in automotive gasoline. The Company etgthat it will cease all sales of TEL for useautomotive
gasoline at some time in the future.

We facerisks related to our foreign operations that may negatively affect our business.

We serve global markets and accordingly operas®me countries which do not have stable economies o
governments. Specifically, we trade in countriegegiencing political and economic instability iretMiddle East and
Asia Pacific. Our international operations are sabjo international business risks including, it limited to,
unsettled political conditions, expropriation, inmpand export restrictions, exchange controls,omat and regional
labor strikes, taxes, government royalties andiotisins on repatriation of earnings or proceedsftiquidated assets
of foreign subsidiaries. The occurrence of anyg ocombination, of these events could negativelyachpur results of
operations, financial position and cash flows froperating activities.

We are exposed to fluctuationsin foreign exchange rates, which may adversely affect our results of operations.

The Company generates revenues and incurs opecatstg) in currencies other than the U.S. dollaaddition, the
financial position and results of operations of sashour foreign subsidiaries are reported in #lewant local
currency and then translated to U.S. dollars aafi@icable currency exchange rate for inclusioaunconsolidated
financial statements. Changes in exchange ratesebatthese foreign currencies and the U.S. dolilhafiect the
recorded levels of our assets and liabilitieshtdxtent such figures reflect the inclusion oéfgn assets and
liabilities that are translated into U.S. dollaps presentation in our financial statements, as$ agebur results of
operations.

The primary foreign currencies in which we havehaxge rate fluctuation exposure are the Europeaonléuro and
British pound sterling. The Company cannot acclygieedict the nature or extent of future exchargge variability.
While the Company takes steps to manage currermysexe by entering into hedging transactions,damsot
eliminate all exposure to future exchange rateaslity. Exchange rates between these currenciéshtenU.S. dollar
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have fluctuated significantly in recent years aray/roontinue to do so in the future, which couldenatly impact our
results of operations and financial position.

Failureto protect our intellectual property rights could adversely affect our future performance and cash flows.

Our intellectual property, including trademarkstgpdis and licences, forms a significant part of@eenpany’s
competitive strengths. We therefore depend on bilityato develop and protect our intellectual peoty rights to
distinguish our products from those of our compesit Failure to do so may result in the loss ofi@hle technologies,
or our having to pay other companies for infringthgir intellectual property rights. Measures takgrus to protect
our intellectual property may be challenged, indaied, circumvented or rendered unenforceable. \Afeatso face
patent infringement claims from our competitors ethimay result in substantial litigation costs, miaifor damages or
a tarnishing of our reputation even if we are sasfid in defending these claims, which may causecostomers to
switch to our competitors. The occurrence of amyg combination, of these events could negativelyact our results
of operations, financial position and cash flowsriroperating activities.

We are subject to extensive government regulation.

We are subject to regulation by local, state, fald@nd foreign governmental authorities. In someurnstances these
authorities must approve our products, manufaajuosiocesses and facilities before we may sell ireptaducts.
Many of the Company’s products are required todggstered with the U.S. Environmental ProtectioreAcy

(“EPA") and with comparable governmental agencisswhere. We are also subject to ongoing reviewsiof
products, manufacturing processes and facilitiegdsernmental authorities including the requirentergroduce
product data.

In order to obtain regulatory approval of certagwrproducts we must, amongst other things, demetesto the
relevant authority that the product is safe andative for its intended uses, and that we are dagEbnmanufacturing
the product in accordance with current regulatidinss approval process can be costly, time consgnand subject t
unanticipated and significant delays. Accordingigre can be no assurance that approvals will &etga on a timely
basis, or at all. Any delay in obtaining, or anyuig to obtain or maintain, these approvals wadgersely affect our
ability to introduce new products and to generat®me from those products.

New laws and regulations may be introduced in titeré that could result in additional compliancsets@and prever
or inhibit the development, distribution and sdl®@ar products. The European Union has approvediaddl
legislation known as the Registration, Evaluatiod Authorization of Chemical Substances Regulat{tREACH”)
which requires most of the Company’s products toeggstered with EU Authorities. Under this legigla the
Company has to demonstrate the continuing safeitg pfoducts. During this registration period @empany will
incur expense to test and register its products.Jbmpany estimates that the cost of complying REACH will be
no more than $5 million
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incurred over the next 3 to 5 year period. Whike @ompany expects that its products will be apptdee registration
after testing it is possible that certain produmntsy not be registered if the test data proves igfigetory. In such an
outcome some of the Company’s products may beatstror prohibited in the EU. This could have aenal impact
on our results of operations, financial positiorcash flows.

The Company is currently the subject of an inqbiyythe SEC into potential violations of federals#ges law as a
result of transactions conducted by the Companyislly owned indirect subsidiary, Alcor Chemie Vegbs GmbH,
under the United Nations Oil for Food Program. 3afady, the Company has made a voluntary disclosutesS.
Office of Foreign Assets Control (“OFAC”) regardidgalings with Cuba by certain of the Company’senirand
former subsidiaries. The Company has made provisiolegal expenses and potential penalties ineetspf these
matters to the extent this is feasible. Howeveukhthe Company’s estimates prove to be inadegbatethis could
have a material impact upon the Company’s operatiogme and cash flows from operating activities.

Legal proceedings and other claims, including proceedings against Ethyl, could impose substantial costs on us.

We are occasionally involved in legal proceedirigs tesult from, and are incidental to, the conadictur business,
including product liability claims. We have insucancoverage to mitigate any potential damagesyrsaoh
proceedings, however if our insurance did not ceueh claims, then this could have a material a#dveffect on our
results of operations, financial position and cislvs.

Additionally, we are involved in a number of arbtions in the London Court of International Arbiioa against
Ethyl. In the first of these proceedings, whichatelto supplies of TEL to the United States, wesaeking to increase
the price of TEL charged to Ethyl. In the furthébitration proceedings, we are seeking to termittaesales and
marketing agreements governing the global salesrarleting of TEL outside North America. We areitiddally
claiming in excess of $40 million damages becauséelieve Ethyl has violated the agreements. Weireoonfiden
in our position, however costs may be substardltipugh we do not believe they will have a matextiverse effect
on our results of operations, financial positiod aash flows.

Environmental matters could have a substantial negative impact on our results of operations.

The Company is subject to extensive federal, skatal and foreign environmental, health and salfatys and
regulations concerning emissions to the air, diggggto land and water and the generation, handliegtment and
disposal of hazardous waste and other materiaks Cldmpany is also required to obtain various emvrental permit
and licenses many of which require periodic nadtficn and renewal.

The Company operates on a number of manufactuites) §he Company’s historic operations, and tiséohic
operations of companies who have previously opératesites
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that the Company has acquired, entail the riskngirenmental contamination of the properties thatwns or has
owned. This may result in fines or criminal sanesi@gainst the Company or may entail the Companyaiterial cost
to remediate historic contamination.

The Company further anticipates that certain prédodacilities may cease production in the mediontong-term.
On closure of some of these production operatiorise future, the Company expects to be subjeettironmental
laws that will require production facilities to bafely decommissioned and a degree of environmesrtadiation to
be undertaken. The degree of environmental remediaitill depend upon the plans for the future usthe operating
sites that are affected and the environmentalleggis in force at the time. The Company has culyanade a
decommissioning and remediation provision basetherCompany’s current obligations, the current plm those
sites and current environmental legislation. ShaoladdCompany'’s future plans for the sites changshould
environmental legislation change then these prongsmay prove inadequate and this will have a negahpact on
future operating income and cash flows from opegadictivities.

The termsof our credit agreements may restrict our ability to incur additional indebtedness or to otherwise expand
our business.

The Company’s existing credit facilities contaistrective clauses which may constrain our actigited limit our
operational and financial flexibility. These claggenit our ability, among other matters, to incgeandebtedness, use
assets as security in other transactions, dispioagsets, acquire assets or investments, and pagdds or repurcha
common stock.

The current credit facilities require the Compamyrteet certain financial ratios including net debEBITDA (as
defined in the credit facility) and net interesperse to EBITA (as defined in the credit facilitfhe ability to meet
these financial covenants depends upon the fuppgeating performance of the businesses. If the Gomails to
meet target covenants then it would be in techrde&ult on the borrowing facility and the maturmtiythe outstandin
debt could be accelerated unless it were abletairotvaivers from the lenders.

The Company expects to need to refinance someeaxisting debt at the end of the remaining two ahalf year
term of the current borrowing facility. Should t@empany not be able to secure refinancing on satsfy terms at
that point this may adversely impact continuingragiens.

Our businessis subject to therisk of production or transportation interruptions, the occurrence of any of which
would adversely affect our results of operations.

We are subject to hazards common to chemical metwfag, blending, storage, handling and transpioriaincluding
fires, explosions, mechanical failure, transpootainterruptions, remediation, chemical spills #melrelease or
discharge of toxic or hazardous substances. Thesadis could result in loss of life, property damagnvironmental
contamination and temporary or permanent produdcéssation. Any, or a combination, of these factordd
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negatively impact our results of operations, finahgosition and cash flows from operating actesti

We may be required to make additional contributions to the defined benefit pension scheme that we operatein the
United Kingdom.

The Company operates a contributory defined bepkit in the United Kingdom. The plan is closeaéov entrants,
without trustee discretion, but has a large nunatbeleferred and current pensioners. Should futwestment returns
prove insufficient to meet future obligations, bosld future obligations increase due to actudaietiors or changes in
pension legislation, then the Company may be reduiv make additional cash contributions. This ddwlve a
material impact on future operating income and ¢ksts from operating activities.

Domestic or international natural disasters or terrorist attacks may disrupt our operations, decrease the demand for
our products or otherwise have a negative impact on our business.

Chemical related assets, and United States corposaguch as ourselves, may be at greater risktofd terrorist
attacks than other possible targets in the UnitateS, United Kingdom and throughout the world. ©heurrence of
such events cannot be predicted though they caxfected to continue to negatively impact the eognim general
and our specific markets. The resulting damage saoai an event could include loss of life, propedynage or site
closure. Any, or a combination, of these factorgldmegatively impact our results of operationsaficial position ar
cash flows from operating activities.

ltem 1B Unresolved Staff Comments
None.
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Item 2 Properties

A summary of the Company’s principal propertieshsewn in the following table. Each of these prapsris owned
by the Company except where otherwise noted:

Location Business and Business Segment Operations

Newark, Delaware, U.<® Innospec Inc. — Corporate Corporate Headquarters

Ellesmere Port, U.K. Innospec Inc. and Innospec Limited — Fuel Speeigti European Headquarters
Performance Chemicals and Octane Additives Business Teams

Manufacturing/Administration
Research & Development
Fuel Technology Centt

Widnes, U.K. Aroma Fine Chemicals Limite— Performance Chemica Manufacturing/Administratiol

Herne, German{)) Innospec Deutschland Gmt- Fuel Specialtie Manufacturing/Administration

Leuna, Germany Innospec Leuna GmbH — Fuel Specialties and Perfocmma  Manufacturing/Administration
Chemicals

Vernon, Franc Innospec France S- Fuel Specialtie Manufacturing/Administratio

Zug, SwitzerlandV Alcor Chemie Vertriebs Gmb= Octane Additive: Sales/Administration

Littleton, Coloradd? Innospec Fuel Specialties LL— Fuel Specialtie Sales/Administration

High Point, North Caroliné&) Innospec Performance Chemicals U.S. Co. — Perfamenan ~ Manufacturing/Administration
Chemicals

Spencer, North Carolin& Innospec Performance Chemicals U.S. Co. — Perfawenan ~ Manufacturing/Administration
Chemicals

@ Leased property
The headquarters of Innospec Inc. is located atG#fiinental Drive, Newark, DE 19713.
Production Capacity

We believe that our plants and supply agreemestsu#ficient to meet expected future sales lev@pserating rates of
the plants are generally flexible and varied witbduct mix and normal sales swings. Specificallg,velieve our
Octane Additives manufacturing site at Ellesmerg,RaK. can be managed in a flexible and costatiffe manner in
order to meet anticipated future demand. We belilkaeall of our facilities are well maintained andyood operating
condition.
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Item 3 Legal Proceedings
Bycosin Disposal

Voluntary disclosure of possible violations of @ban Assets Control Regulations to the Officeasélgn Assets
Control. Given the international scope of its operatidhs,Company is subject to laws of many differensplictions
including laws relating to the imposition of restions on trade and investment with various ergtitggersons and
countries, some of which laws are conflicting. 002 the Company reviewed, as it does periodicalipects of its
operations in respect of such restrictions, andrdehed to dispose of certain non-core, non-U.Bsisliaries of
Bycosin AB. Bycosin’s non-U.S. subsidiaries hadrbergaged in transactions and activities invol\@uipan persons
and entities before the acquisition of the Bycdsioup by the Company in June 2001, and such sasdiwere
continuing to engage in such transactions andites\at the time of the disposal of the non-caselFSpecialties
business and related assets in November 2004. @enNeer 15, 2004, Bycosin AB, a wholly-owned sulasigiof the
Company organized under the laws of Sweden (nowhres Innospec Sweden AB, the “Seller”), enteréal &
Business and Asset Purchase Agreement (the “Agma&nvath Pesdo Swedcap Holdings AB (the “Purchgser
Hakan Bystrom and others as the Purchaser’s guaisamind Octel Petroleum Specialties Limited (nmown as
Innospec Fuel Specialties Limited) as the Sellguarantor, and completed the all-cash transactioteeplated
thereby (together with related transactions, thefifaction”).The Agreement provided for, among other thingsth@
disposal of certain non-core Fuel Specialties mssrand related manufacturing and other assetg &dller; and

(ii) the supply and distribution of certain poweogucts to certain geographic regions. The netideration paid by
the Purchaser was approximately US$2.9 million.

Following completion of the Transaction, the Comparade a voluntary disclosure to the U.S. Offic&ofeign
Assets Control (OFAC) regarding transactions artiviies engaged in by certain non-U.S. subsidsaaéthe
Company. The Company conducted an internal reviesuch transactions and activities and, in Marcb32@lisclose
to OFAC the preliminary results of such review. idadter, OFAC requested certain additional infororatelating to
the Bycosin disclosure, and, in May 2005, the Camgpgaovided OFAC with such additional informatiduring the
course of its internal review, the Company obtaiaéditional details relating to the previously thsed Bycosin
business and information concerning a series aflated transactions involving the sale of TEL Isystibsidiary The
Associated Octel Company Limited (now known as Bpex Limited) to a Cuban entity. Such sales of €Bted in
1999. The Company informed OFAC of its receiptios additional information in June 2005. On Janufy2006,
the Company submitted additional information to @FAegarding this matter. The Company’s internalaev
identified, among other things, that: (i) Bycosin@n-U.S. subsidiaries maintained an office in Ciuben which they
conducted their fuel additive sales, and othetedlactivities; (ii) Innospec Limited employeesveted to Cuba for
business-related purposes with respect to the Bysades on two occasions and consulted with reptasives of
Bycosin’s non-U.S. subsidiaries regarding subssdntntracts with the Cuban customers; (iii) Ganttedustries,
S.A., a French company and an indirect subsidiatii@@Company, sold fuel additive products to a
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Bycosin subsidiary that were delivered to a Cuh#stamer on four occasions; (iv) Innospec Limitedevolved in
the direct and indirect sale of TEL products to priacipal Cuban customer between 1991 and 1998, athough th
last sale of TEL was in April 1999, certain ancilaspects primarily related to discontinuing thesenmercial
relationships continued until January 2002 andh&)aggregate monetary value of the transactiormvimg Cuban
persons and entities conducted by the Company’d_h8nsubsidiaries since January 1999 is approxin$26.6
million. The Company is continuing to cooperateaovoluntary basis with OFAC’s review of its voluntalisclosure.

The Cuban Assets Control Regulations (31 CFR P& ECACR”) were issued by the U.S. Governmentemitie
Trading With the Enemy Act as amended (50 U.S.(p.Afb)). These regulations, in conjunction with thelms-
Burton Act, generally prohibit “persons subjecthe jurisdiction of the United States”, which ind&s foreign
subsidiaries of U.S. companies, from engaging sirfess and transactions with Cuba. However cong®iavith the
CACR by European companies is prohibited by CouRedjulation No. 2271/96 adopted by the Councihef t
European Union in November 1996. The U.S. regutatend the European regulations conflict with ezttler in
certain respects. The Company cannot predict ho&@Will interpret the implementation of the CACR @ther
relevant laws or regulations with respect to theeercial activities involving Cuba of the Companfésmer non-
U.S. subsidiaries. While the Company believesithatno longer engaged in business with certatities, persons
and countries that are subject to restrictionssamttions under U.S. trade laws and regulationgtaatdt has taken
appropriate steps to achieve compliance with agpleU.S. laws and regulations relating to tradkiamestment, if
the Company or its subsidiaries (current or formezje found not to have complied with such lawsegulations, or
any other applicable laws or regulations, includimgse of jurisdictions the laws of which are cantithg, the
Company or its subsidiaries could be subject tediar other civil or criminal penalties which coble material.

At this time, however, management believes thabitld be speculative and potentially misleadingther Company 1
predict the specific nature or amount of penalties OFAC might eventually assess against it. Wdealties could
be assessed on different bases, if OFAC assessallipe against the Company on a “performance ofraots basis”,
the applicable regulations provide for penaltiaghie case of civil violations of the CACR, of tlesser of $65,000 p
violation or the value of the contract. Since Japnd®99, non-U.S. subsidiaries of the Company hemtered into 43
contracts with Cuban entities, each of which cdaddconsidered a separate violation of the CACR BRAO. OFAC
may take the position that the CACR should be preged or applied in a different manner, potentiailen to permit
the assessment of penalties equal to or greatethleavalue of the business conducted with Cubasops or entities.

As of the date hereof, the Company has not hadleyssions with OFAC regarding the nature or arhotin
penalties to which it might be subject, or how spehalties might be calculated, including whethEAG might
assess penalties for transactions performed bd&magary 1999. The Company has considered the cdrugessible
outcomes and potential penalties payable. In aecme with the Company’s accounting policies, prionisias been
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made for management’s current best estimate gdkential liability, including anticipated legal sts. However,
should the underlying assumptions prove incortéet actual outcome could differ materially from ragement’s
current expectations. Management is not able tmast the range of any additional loss, if any.

Management believes that at this time it is st able to predict with any certainty how OFAC vadliculate the
number of possible violations of the CACR that rhaye occurred or the nature or amount of penatiegich the
Company could be subject. First, while the Bycasiles occurred within the last five years, virtyall of Innospec
Limited’s TEL sales and transactions with Cuba occurrec riian five years ago and, thus, may be outsidst#tete
of limitations period established by the relevawd. Second, OFAC’s penalty guidelines permit ratt@n from the
maximum penalty amount based on a company havimg maoluntary disclosure. However, at this timhes not
possible to determine whether OFAC will agree thatCompany should qualify for mitigation becaukeéso
voluntary disclosure. Third, the regulations do indicate what approach OFAC might take in regandsssessing
penalties against a company whose options foreatinig its foreign subsidiaries from the commeroaddtionships
with Cuba were limited by the Council Regulation.!12871/96 adopted by the Council of the Europeamt/and the
Mexican blocking measures. Thus, we cannot spexakto how OFAC might characterize these posgiblations
nor can we predict the timing of further developiseor the final outcome of the voluntary disclostr®©FAC.
Management believes that if the Company or itsigidrses were found not to have complied with th&CR for past
activities, the Company could be subject to finestber civil or criminal penalties which could beterial, and the
Company’s reputation could be damaged. In addictyal or potential investors that object to tlenPany’s former
arrangements and contracts involving Cuba may adleaffect the price of the Company’s shares bpaking of or
deciding not to purchase the Company’s shares.

The Chief of the Office of Global Security Risk (83R”) of the Securities and Exchange CommissidiS&EC")
Division of Corporation Finance sent a letter te @ompany dated November 22, 2005 (“SEC commeet’let
regarding its Form 10-K for the fiscal year endezt®mber 31, 2004 and Form 10-Q for the quarterceddee 30,
2005. The SEC comment letter focused on mattessigrirom the Company’s voluntary disclosure to @=An
response to the SEC comment letter, the Companyitted a letter to OGSR on December 14, 2005 antiraoed to
be in correspondence with OGSR, regarding the ssgiam of further information concerning its volumytaisclosure
to OFAC during 2006. On November 13, 2006 the OG@&iirmed to the Company that it has no further cmnts
on the Company’s disclosure in this matter.

Patent actions

The Company is actively opposing certain third ypagtents in various regions of the world. Theawiare part of t
Company’s ongoing management of its intellectuapprty portfolio. The Company does not believe #rat of these
actions will have a material effect on the finahpiasition or results of operations of the Company.
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Oil For Food

On February 7, 2006, the SEC notified the Comphayit had commenced an inquiry to determine whethg
violations of federal securities law had occurnred@dnnection with transactions conducted by the @y, including
its wholly owned indirect subsidiary, Alcor ChenvMertriebs GmbH (“Alcor”), a Swiss company, undee thnited
Nations Oil for Food Program between June 1, 19@Becember 31, 2003. As part of its inquiry, tlEeC3ssued
subpoena requiring the production of certain docusencluding documents relating to these transast by the
Company and Alcor. The Company, and its officers dinectors, are cooperating with the SEC inquittythis time,
management is not able to predict whether the SHGeek to impose any fines or penalties in thatter if the
Company or its subsidiaries is found not to havamleed with the relevant laws.

Dispute with Ethyl Corp.

The Company is currently disputing the price tha entitled to charge for the supply of TEL infdfoAmerica to
Ethyl Corporation (“Ethyl”), a subsidiary of NewMaat Corporation. This dispute is the subject oftestbon
proceedings in the London Court of Internationabifkation (“LCIA”). Pursuant to these proceedings, an interim «
was made on September 29, 2006 requiring Ethyayotipe increased price claimed by the Companyantescrow
account pending final determination of the arbitrat The difference in prices that the Companyasaing is
equivalent to approximately $3 million on an animed basis. At December 31, 2006, Ethyl had plaggaoximately
$1.7 million into the escrow account in respecTBL product supplied by us during the nine monthdesl Septemb
30, 2006.

The Company has also commenced proceedings inGh& &gainst Ethyl regarding its marketing agreeradaot the
supply of TEL covering the rest of the world. Then@pany and Ethyl are parties to certain exclusiaeketing
agreements governing the global marketing andafal&L, except in North America. One obligation looth parties
is to refrain from conducting any business in tlogin interests that might defeat or damage theqserjpf these
agreements. The Company believes Ethyl has bredblseduty by actively marketing and selling areaiative
product. As a result, the Company is claiming dagsag excess of $40 million, as well as the rightetrminate these
agreements.

The Company is confident in its position on thesdters and believes that it will prevail. Regardlesthe outcome,
the Company does not believe that the disputedhwaite a material adverse effect on the financiaitjpm or results ¢
operations of the Company.

Other Matters

We are involved from time to time in claims anddkegroceedings that result from, and are incidetahe conduct
of our business including product liability clainfs. December 31, 2006 the only claim of any potritonsequence,
in which we are involved, is a potential claim, watnicould total up to approximately $4 million, indted by one
customer that we supplied them with products tichhdt meet their specifications. We have deniezhslaim and to
date legal proceedings have not been issued. Whigshot possible to predict the outcome of sachatter we are
confident in our position. In addition, we haveurence coverage to mitigate any potential damages.
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Except as described above, there are no otheriadgiending legal proceedings to which the Compamngny of its

subsidiaries is a party, or of which any of thewgerty is subject, other than ordinary, routitigdition incidental to
their respective businesses.

Item 4 Submission of Matters to a Vote of Security Holder:

No matter was submitted to a vote of security h@dkiring the quarter ended December 31, 2
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PART Il

Item 5 Market for Registrant’s Common Equity, Related Stockholder Matters, anddsuer
Purchases of Equity Securities

Market Information and Holders

The Company’s common stock is listed on NASDAQ (bgih- IOSP). As of March 12, 2007 there were
approximately 1,627 registered holders of the comstock. The following table shows the high and fmwes of our
common stock for each of the last eight quarters.

First Second Third Fourth

Quarter Quarter Quarter Quarter
2006

High $ 26.1C $ 27.21 $ 30.1¢ $ 48.4C

Low $ 16.7¢ $ 22.8i $ 22.47 $ 29.3¢
2005

High $ 20.5Z $ 19.7i $ 18.7¢ $ 17.8C

Low $ 17.9( $ 15.4: $ 16.0¢ $ 14.6(
Dividends

In line with its policy of sen-annual consideration of a dividend the Companyated|the following cash dividen
for the two years ended December 31, 2006.

Date declared Stockholders of record Date paid Amount per share
February 4, 200 February 18, 200 April 1, 7 cents
2005
August 12, 200! August 31, 200! Septembe 7 cents
30, 200&
February 16, 200 February 23, 200 April 1, 8 cents
2006
August 18, 2006 September 1, 2006 October 1 8 cents
2006

In addition, on February 26, 2007 the Company anoed that its Board of Directors had declared a-semual
dividend of 9 cents per share payable on Aprild)72to stockholders of record as of March 5, 2007.

The refinancing facility entered into on Decemb@y 2005 allows a maximum dividend of $2.5 millioer @nnum in
2005, plus 10% annual growth thereafter, provided ho default has occurred or would result frowhgoayment.
The Company may repurchase its own common stockded that this will not affect compliance with thieancial
covenants in the facility.
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ISSUER PURCHASES OF EQUITY SECURITIES

(a) Total (c) Total Number of
Number of Shares Purchased as P& (d) Approximate Dollar
(b) Average Value of Shares that Ma
Shares of the Publicly
Purchasec Price Paid Announced Plans or Yet Be Purchased Unde
Period per Share Programs the Plans or Programs
Carried forwarc — — — 0.3
December 4 additional
approval — — — 20.C
October 1- October 31 26,83: 29.8¢ 26,83: (0.8
November I-
November 3( — — — —
December 1 -
December 3: 2,947 44.07 2,94 0.2
Total 29,77¢ 31.52 29,77¢ 19.4

Repurchases of common stock are held as treasargsshnless reissued under equity compensatios.plan

On May 1, 2006 the Board of Directors of Innospsx konfirmed that the amount outstanding underagal share
buyback programs, all of which had no expiratiotedwas $11.9 million at March 31, 2006.

On May 2, 2006 the Company announced that the Bafdbdrectors of Innospec Inc. had authorized dhfeir stock re-
purchase plan. The plan commenced on May 8, 20@@ampleted on July 26, 2006. Under that plan tbegany
had the ability to re-purchase up to 420,000 shairesmmon stock.

On August 18, 2006 the Company announced that tlaedBof Directors of Innospec Inc. had authorizédréner
stock re-purchase plan under Rule 10b5-1 to repgichn additional $2.0 million of common stock.sTpian
commenced on August 28, 2006 and completed on @ctioh 2006.

On December 4, 2006 the Company announced th&daed of Directors of Innospec Inc. had authorittes
repurchase of up to $20.0 million of common statdpendent on market conditions, and a further steglurchase
plan under Rule 10b5-1 to repurchase an additi®2& million of common stock. This plan commenced o
December 5, 2006 and completed on February 9, 2007.

On February 26, 2007 the Company announced th&dhed of Directors of Innospec Inc. had authoriaddrther
stock re-purchase plan under Rule 10b5-1 to repgseehip to an additional $5.0 million of common ktddhis plan
commenced on February 28, 2007 and is scheduleahtplete on May 4, 2007.

The Company has authorized securities for issuander equity compensation plans. The informatiantaioed in
Item 12 under the heading “Shares Authorized fendsice under Equity Compensation Plans” is incatpdrherein
by reference.

The Company has not, within the last three yeasglerany sales of unregistered securities.
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ltem 6 Selected Financial Date
FINANCIAL HIGHLIGHTS

(dollar amounts in millions
except per share figures)

Summary of performance

Net sales?

Impairment of Octane Additives business good
Operating income/(los:

Income/(loss) before income taxes and minorityrat
Minority interest

Income taxe:

Income/(loss) after income taxes from continuingragions
Net income/(loss

Net cash provided by operating activit

Financial position at year end

Working capital®

Total asset

Long-term debt (including current portio
Stockholder' equity

Financial ratios

Net income/(loss) as a percent of si
Effective income tax rate as a percént
Current ratid®

Share data

(€3
@

Earnings per shal

— Basic

— Fully diluted

Earnings per share from continuing operati
— Basic

— Fully diluted

Dividend paid per shai

Shares outstanding (basic, thousai
— At year enc

— Average during yez

Stock price

— High

—Low

— At year enc

From January 1, 2002, the amortization of goodealised in accordance with FAS 142.
2005, 2004, 2003 and 2002 comparatives have betated in order to reflect discontinued operations.
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2005 @

2006 @ @
$ 532.1 $ 564.¢
(36.7) (134.)
31.¢ (97.7)
31.¢ (117.9
(0.1) (0.2)
(20.9) 4.2)
11.4 (122.9)
11.4 (123.7)
36. 43.¢
97.¢ 52.7
569.( 675.2
148.1 144.¢
$ 225.( $ 314.
2.1 (21.9
64.2 (3.5)
2.1 1.7
0.9¢ (10.00)
0.9¢ (10.00)
0.9¢ (9.89)
0.9¢ (9.8
0.1€ 0.1<
11,90: 12,32t
12,07: 12,36¢
48.4( 20.5-
16.7¢ 14.6(
46.5¢ 16.21

2004 ® 2003 @
(2) (2)
$ 496. $ 471.¢
(40.7) —
417 97.¢
34. 81.€
2.0 4.9)
(20.1) (23.2)
11.€ 54.1
6.2 51.¢
62.2 85.
54. 36.1
790.¢€ 7416
1247 104.¢€
$ 445.¢ $ 430.
1.2 11.C
62. 30.(
1.2 1.6
0.5¢ 4.3¢
0.4€ 4.1¢
0.9¢ 4.5¢
0.92 4.31
0.12 0.0¢
12,33" 12,05¢
12,34¢ 11,92¢
32.0( 20.4¢
18.67 12.5¢
20.81 19.6¢

2002

$ 467.¢

89.7
77.€
(3.0)
(23.0
51.€
52.1
100.(

40.¢
747.¢
159.2

$ 362.L

11.1
30.¢
0.8

4.41
4.1F

4.3¢€
4.11
0.0

11,84:
11,81;

26.0¢
15.8(
15.8(
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@) Net sales have been revised in order to reflectahised classification of certain shipping anddiany costs and commission charg
@ Working capital comprises accounts receivable, ribtmees, prepaid expenses, accounts payable andeakckabilities.

®)  The effective tax rate is calculated as a percentdigncome before income taxes.

®  Current ratio is defined as current assets divldedurrent liabilities.

QUARTERLY SUMMARY (UNAUDITED) (see Note 3 below)

(dollar amounts in millions First Second Third Fourth
except per share data) Quarter Quarter Quarter Quarter
2006
Net sales $124.: $119.¢ $143.7 $144.7
Gross profit 46.5 42.1 51.¢ 46.5
Operating income 6.€ 3.6 19.¢ 1.€
Net income/(loss 0.€ 1.C 10.5 (0.7)
Net cash (used)/provided by operating activitie $ 77 $ 84 $ 19.€ $ 16.1
Per common share:
Earnings/(loss)- basic $ 0.0 $ 0.0¢ $ 0.8¢ $ (0.0¢)
— fully diluted @ $ 0.0t $ 0.0¢ $ 0.84 $ (0.06€)
2005
Net sales $142.: $134.¢ $143.F $144.2
Gross profit 52.¢ 47.7 48.5 51.C
Operating income/(loss@ 1.C (99.2) 1.1 (0.6
Net (loss)/income (2.9 (104.¢) (9.2 (7.4
Net cash provided by operating activities $ 10.c $ (139 $ 19t $ 27.¢
Per common share:
Loss— basic $(0.19 $(84€ $(0.79 $(0.6))
— fully diluted $(0.19 $ (846 $(0.79 $(0.6]
NOTES

(1) Inview of the fact that a net loss of $0.7lioil was made in the fourth quarter, 2006, thedasd fully diluted loss per common share
are the same for that quarter. However, on an admasss the fully diluted earnings per common sheas $0.90, meaning that
effectively the impact of the fourth quarter lossfally diluted earnings was a loss of $0.

(2) The figures for 2005 have been restated in ordezftect discontinued operations. This had no impaccash flows

(3) During the final quarter, 2006, the Companyigestt the classification of certain shipping anddiiaig costs and commission charges in
its results for 2006 and comparable informationZ005 and 2004. Previously, these charges werechett sales and are now charged
to cost of goods sold and selling expenses, reispdctThis has no impact on 2006 or any prior pési reported income before income
taxes, net income, earnings per share, net casidprbby operating activities or any balance sleagtgory. The classification of
charges of $28.6 million and $37.1 million for §ars ended December 31, 2006 and 2005, respgctiteith respect to shipping
and handling costs has been revised from a reduictinet
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sales to an increase in costs of goods sold ofl$28lion and $26.5 million, respectively, and {&ith respect to commission charges
has been revised from a reduction in net salea toaease in selling expenses of $5.5 million &h@.6 million, respectively. The
impact on net sales, gross profit and selling, gdrend administrative expenses for the previoteghorted quarters, and the 2006 fot
quarter, during the two years ended December 316 BOprovided below

First Second Third Fourth Full Year
Quarter Quarter Quarter Quarter
2006

Previously reportec
(in millions)
Net sales $ 117.¢ $ 112.¢ $ 135t $ 137.C $ 503t
Gross profit $ 45¢ $ 41C $ 49t $ 452 $ 181.
SG&A expense $ (21 $ (21.0 $ (22.9) $ (29.9 $ (939
Revised classificatior
(in millions)
Net sales $ 124 $ 119./ $ 143.% $ 144, $ 5321
Gross profit $ 46.L $ 421 $ 51.¢ $ 46.F $ 186.7
SG&A expense $ (22.) $ (22.)) $ (24.9) $ (30.5) $ (99.0

First Second Third Fourth Full Year

Quarter Quarter Quarter Quarter

2005

Previously reportec
(in millions)
Net sales $ 133.C $ 125.¢ $ 133.( $ 135.7 $ 527.7
Gross profit $ 50z $ 45:¢ $ 45.( $ 48t $ 189.
SG&A expense $ (25.9 $ (24.9 $ (20.)) $ (26.9 $ (97.9
Revised classificatior
Net sales $ 142.: $ 134.¢ $ 143:% $ 144: $ 564.¢
Gross profit $ b52.c¢ $ 477 $ 48t $ 51.c $ 200.
SG&A expense: $ (28.%) $ (26.) $ (23.€ $ (29.9 $ (108.9)
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Item 7 Managemen’s Discussion and Analysis of Financial Condition ahResults of
Operations

This discussion should be read in conjunction with consolidated Financial Statements and the ribézsto,
included elsewhere herein.

FACTORS AFFECTING OUR RESULTS

The primary factor affecting our results of opesas is the continuing transformation of the Compsbwysiness from
one which was focused on Octane Additives to onehiich the Fuel Specialties and Performance Chdsssgment
play an increasingly predominant role. For the yerated December 31, 2006, the combined operataugria of the
Fuel Specialties and Performance Chemicals segroéots business rose 89%, as compared with thegreded
December 31, 2005. By comparison, for the year @mrember 31, 2006, operating income for the @ctedditives
segment was $34.5 million, which represents a dedf approximately 50% from operating income far Octane
Additives segment of our business for the year ériglecember 31, 2005. We expect that the role oOittane
Additives segment of our business will continugéaline in the coming years. We expect that we ealise all sales
of TEL for use in automotive gasoline at some timthe future, and that we will continue to writé-the business
goodwill for our Octane Additives business untilpsior to that point. The Company’s strategic pkfor the growth
in the Fuel Specialties and Performance Chemiegments to off-set the decline in the Octane Adeltibusiness.

Revision to Classification of Certain ltems

During the final quarter, 2006, the Company revigezclassification of certain shipping and hamglibosts and
commission charges in its results for 2006 and @raige information for 2005 and 2004. Previoudigse charges
were netted off sales and are now charged to ¢ggianls sold and selling expenses, respectivelis fids no impact
on 2006 or any prior periods’ reported income befacome taxes, net income, earnings per shareashtprovided
by operating activities or any balance sheet cayego

The classification of charges of $28.6 million, $3ihillion and $28.8 million for the years endedcBmber 31, 2006,
2005 and 2004, respectively, (1) with respect tpmhg and handling costs has been revised froedaation in net
sales to an increase in costs of goods sold oft§28lion, $26.5 million and $21.8 million, respeely, and (2) with
respect to commission charges has been reviseddn@uuction in net sales to an increase in sedikpenses of $5.5
million, $10.6 million and $7.0 million, respectiye

The Company undertook an analysis of the aggrezgjtaet of these reclassifications on its gross nimgi@y each of
2006, 2005 and 2004. As originally reported, gmssgin for the year ended December 31, 2005 wa&9@%After
giving effect to the reclassifications, gross mangould decline by an absolute amount of 0.5 pdeggnpoints, to
35.4%, which represents a 1.3% reduction of thegmoeargin relative to what was originally report8ohilarly, for
the year ended December 31, 2004, the gross maiitgingiving effect to the reclassifications deetifrom 44.0% to
42.9%, an absolute reduction of 1.1 percentage
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points, which represents a 2.6% reduction in gneasyin relative to the gross margin under the oatly reported
financial statements.

RESULTS OF OPERATIONS
Results of Operations — Fiscal 2006 compared to &l 2005:

The following table showing operating income byading business, and also applies to the compara¢isults of
operations in 2005 and 2004.

Product Group Data

(in millions) 2006 2005 2004
Net sales

Fuel Specialtie $311.: $ 257.1 $208.¢
Performance Chemica 120.4 109.4 48.¢€
Octane Additive: 100.4 198.: 239.4

$532.1 $ 564.¢ $496.¢

Gross profit:

Fuel Specialtie $106.Z $ 83.L $ 70.1
Performance Chemica 22.7 17.€ 8.€
Octane Additive: 57.¢ 99.C 134.]

$186.7 $ 200.1 $213.(

Operating income

Fuel Specialtie $ 45.7 $ 26.2 $ 20.¢
Performance Chemica 5.8 1.C 0.2
Octane Additive: 34.t 69.2 104.<
FAS 87 pension (charge)/cre — 2.7 2.7
Corporate cost (22.1) (26.7) (33.0
Restructuring charg (4.5 (31.9) (8.3
Impairment of Octane Additive business good (36.7) (134.9 (40.%)
Profit/(loss) on disposals (ne 9.2 — (4.9
Operating income/(los: $ 31.¢ $(97.7) $ 417
Net sales
Change

(in millions) 2006 2005

Fuel Specialtie $311.2 $257.1 $54z +21%
Performance Chemica 120.¢ 109.4 11.C  +1C%
Octane Additive: 100.< 198.: (97.9 -49%

$532.1 $564.6 $(32.7) 6%

Fuel Specialties is now by far our largest busingssaccounting for well over half of our revenu&ke revenue
increase of 21% achieved by this business unitfe@ssed in the
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Europe, Middle East and Africa (“EMEA”) region atite Americas region, which delivered revenue growith7%
and 21%, respectively. There were also strong salg® Asia Pacific (“ASPAC”) region which deliwe revenue
growth of 60% albeit from a much lower base. Am&sisales were driven by our strong market-leadasitipn in
diesel fuel additives and the U.S. government’gpéida early in 2006 of new ultra low sulfur diesegulations.
Approximately half of the EMEA sales growth was doe one-off contract with a single customer. RSPAC
growth was due to the benefit generated from custa@ontracts entered into early in 2006.

The Performance Chemicals sales growth in 2006spweesad across each of the individual operationslwtomprise
this business. In absolute dollar terms howevergtiowth was focused in Aroma Fine Chemicals, ooma
fragrances business, and Finetex, our surfactadtgmollients business. Aroma Fine Chemicals betefrom price
increases throughout 2006 and greater productipacty which came on stream in the latter stagebefear.
During 2006 Finetex leveraged its customer baseci@ase both sales prices and volumes across edthos$ its
product range.

The Octane Additives sales decline was limited34n dollar terms despite volumes decreasing 63%s was
primarily due to the richer sales mix in 2006, camgul to 2005, and moderate price increases achdwety 2006.
Sales volumes were adversely impacted by Soutlt@feaving the market for TEL for use in automotiasoline at
the start of the year, and the absence in 200@oifisant shipments to South East Asia. Howevales to the Middle
East in 2006 remained resilient.

In aggregate terms the sales decline was limit&g&B&7 million (6%) as the combined sales growtbwfFuel
Specialties and Performance Chemicals businessk&5d? million (18%) went a long way in mitigatitite expected
continued sales decline in our Octane Additivesrass.

Gross profit

Change
(in millions) 2006 2005
Fuel Specialtie $106.2 $ 83t $ 227 +27%
Performance Chemica 22.1 17.€ 51 +2%
Octane Additive: 57.¢ 99.C (41.2) -42%

$186.7 $200.1 $(13.4)  -7%

Gross margin (%

Fuel Specialtie 34.1 32.5 +1.6
Performance Chemica 18.9 16.1 +2.8
Octane Additive: 57.6 49.9 +7.7
Aggregate 35.1 35.4 -0.3

The 27% increase in gross profit generated by oet Bpecialties business outstripped the 21% gatesth achieved
due to improved margins. The increase of 1.6 péagenpoints in
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the Fuel Specialties gross margin was focusedamthericas region and offset the lower margins sed¢ime EMEA
and ASPAC regions. The Americas gross margin bttefrom sales prices increases implemented ea@p96 and
tight control of material costs throughout the y@dre EMEA gross margin was diluted by the impda one-off
contract with a single customer and the ASPAC gnoasyin was impacted by product mix.

The Performance Chemicals business delivered ai2@%ase in gross profit which again was signiftaim excess
of the 10% sales growth. This increase was gertefeden a 2.8 percentage points improvement in gnosigins
spread across each of the individual operationstwbomprise this business segment. This gross mangirovement
was focused in Finetex, Innospec Leuna and ProGiémthe latter two businesses benefiting from picidnix
improvements.

The 42% decline in gross profit in our Octane Adds business compares favourably to the 49% dselieasales.
This is due to the 7.7 percentage points improvenmmegross margin which reflects the richer salés amd moderate
price increases achieved during 2006.

Overall gross profit declined 7% to $186.7 milli@empared to the sales decline of 6%, despite ebotrr businesses
actually managing to increase their gross mardihis is due to the fact that higher margin Octaneifives sales
formed a smaller proportion of total sales, redgdnom 35% to 19%, with this mix effect depressihg aggregate
gross margin by 0.3 percentage points.

Operating expenses

Change
(in millions) 2006 2005
Fuel Specialtie $(9.° $(6.1) $ (3.2 +6%
Performance Chemica (15.5) (15.2) (0.9 +2%
Octane Additive: (13.2) (29.7) 6.5 -33%
FAS 87 pension (charge)/cre -
— (1.7 1.7 10C(%
Corporate cost (22.7) (26.7) 4.€ -17%
$(110.)  $(119.9H) $ 9.2 -8%

Increases in operating expenses in our Fuel Spiesiand Performance Chemicals businesses havditretenl to 6%
and 2%, respectively, despite the sales growthl®é and 10%, respectively. This sales growth arid tigst control
has been achieved by leveraging the infrastructfrésese businesses.

The 33% reduction in operating expenses of Octaidithkkes compares to the 49% sales decline expmztem this
business. The majority of the savings were gengifaben reduced commission charges caused by tlenabof sales
to South East Asia.

In accordance with FAS 87, we were required togaca® a non-cash charge of $1.7 million in 2008mprily in
respect of the amortization of prior service cbki.similar charge was required to be recognize2Dio6.
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The reduction achieved in corporate costs resudta the restructuring of the corporate functiond eeduced costs in
relation to Sarbanes Oxley compliance. There wis@sagnificant costs recognized in 2005 for thecsal
investigation into the transfer of funds in Southiéa by the former CEO.

Restructuring charge

Restructuring costs of $4.5 million in 2006, substdly reduced from the $31.3 million incurred2005, were
comprised of severance and other restructuring ais¥2.4 million and $2.1 million, respectively.

The severance costs included $1.6 million in refspecost reduction programs in manufacturing amgpsrt activitie:
on the U.K. Octane Additives manufacturing site 6&@illion in respect of additional salary and ateenoluments to
be paid to the former CEO and $0.2 million in rielatto severance of corporate staff.

The other restructuring costs comprised $1.4 nnilliorespect of site clearance in the U.K., $0.4ioniin relation to
costs associated with a plan to consolidate matwrfag activities on to one site in one of our Ub8sinesses and
$0.3 million in respect of the relocation of ourr&pean Headquarters to the Ellesmere Port site.

Amortization of intangible assets

The amortization charge was $12.7 million in 2086 2005. In both years a charge of $10.1 milliols wexognized |
respect of the Veritel intangible asset that img@mortized on a straight-line basis and as ssichmparable year on
year. The remaining $2.6 million in both years tetao the amortization of intangible assets reizaghin the
acquisition accounting in respect of Finetex, Ardam@e Chemicals and Innospec Fuel Specialties @dgmknown as
Octel Starreon).

Impairment of Octane Additives business goodwill

The Company recognized a charge of $36.7 millioritie impairment of Octane Additives business gabdw2006.
This compares to a charge of $134.4 million in 2@&liBce the end of 2005 there have been no significhanges in
the estimates used in the detailed forecast modwltulate the impairment charges. The chargeswagicantly
higher in 2005 due to the loss of anticipated satesassociated cash flows from Venezuela, a nsagtomer, in the
second quarter of 2005.

The remaining balance of Octane Additives busigessiwill is now $24.8 million. The Company will ciimue to tes
the value of Octane Additives business goodwithatend of each quarter and expects to recogrsharge of
approximately $14 to $18 million for the 12 mon#rsling December 31, 2007, if actual cash flowsratiee with the
Company’s current forecasts. The charge remaitisally dependent upon developments that affecCbmpany’s
best estimates of future volumes of Octane Addstiveture revenue, gross margins, selling and adtrative costs &
well as the fixed and working capital requirements
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of the business, including the level of compensapiaid to Ethyl under the TEL marketing agreements.
Profits/(loss) on disposal (net)

The Company recognized $9.6 million profit followithe disposal of surplus real estate in the Ulkds Was partially
off-set by prepaid disposal costs of $0.4 million.

Interest expense (net)

Net interest expense in 2006 at $6.8 million was $dillion lower than the $7.6 million incurred 2005. This
reduction is primarily due to the fact that averagedebt was lower in 2006 when compared to 2808;also due to
the inclusion in the 2006 net charge of repayméinterest of $0.6 million charged on a tax balardet debt fell by
$25.2 million, between the end of 2005 and 200Bngrily due to the $36.4 million of cash flows frasperating
activities generated by our businesses and ther#lién of proceeds from the disposal of surplealrestate in the
U.K., offset by $15.6 million of common stock repbased. Moreover, this reduced net interest expsaseachieved
despite the fact that the U.S. base interest oste between the corresponding periods.

Other net income/(expense)

In 2006 other net income of $6.8 million was getentaf which $7.6 million related to foreign exclgargains offset
by $0.8 million of other sundry expenses.

In 2005 other net expense of $12.6 million compiaes5.5 million charge for the write-off of the @pany’s
investment in Stylacats in the third quarter, arghaf $1.2 million to fully provide against twohatr investments, a
$3.7 million charge for exchange losses on forwardign exchange contracts and $2.2 million of ogwndry
expenses.

Income taxes

The Company recognized a tax charge of $20.4 millio2006 which is $16.2 million greater than tHe2bmillion
incurred in 2005. The headline rate of income $64.2% compared to (3.5)% in 2005. However, thecafe rate of
tax for 2006 excluding the impairment of Octane Weds business goodwill was 29.8% compared to 26182005.
Tax relief is not available on this impairment deeand accordingly we believe that the effectite od tax is best
calculated by adjusting for this non-cash chardpes @djusted effective rate has increased 4.0 p&ge points
between the corresponding periods due to the disposf our profits, exhaustion of U.S. net opergtlosses and
increased profitability of our U.S. based Fuel $glées business which suffers the standard fedaratate of 35%,
together with state taxes.

Results of Operations — Fiscal 2005 Compared to [eial 2004:

The following table is presented to show the inaatal impact of the acquisitions of Leuna, AromaeFChemicals
(“AFC”) and Finetex in 2005.
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Effect of acquisitions on 2005 group results compad to 2004
2005 Before

2005 As Effect of 2004 As

Reported Acquisitions Acquisitions Reported
(in millions)
Net sales $ 564.¢ $ 62.2 $ 502t $ 496.¢
Gross profi 200.] 7.2 192.¢ 213.(
Selling general and administrative expe (108.7) (6.2) (102.0) (96.€)
Research and development expe (11.2) (0.7) (10.5) (20.7)
Amortization of intangible asse (12.7) (1.5) (11.2) (11.2)
Impairment of TEL business goodw (134.9) — (134.9) (40.7)
Restructuring charg (31.9) (0.9 (30.9) (8.9
Loss on disposa — — — (4.9
Operating Incom $ (97.9) $ (1.€) $ (96.]) $ 417

The table above includes the impact of the acdgoisif Leuna, the results of which were consoliddta six months
in 2004, and the results of AFC, the results ofatiiave been consolidated for four months in 20@#4thae results of
Finetex which was acquired in January 2005. Theathpf the acquisition of the remaining 50% of shares in
Innospec Fuel Specialties LLC (formerly known ageD8tarreon LLC) has not been included as theltest
Innospec Fuel Specialties LLC have been fully cbdated by the Company since the inception of thetjventure in
1999, with a corresponding charge in the minontgiiest line item. The minority interest chargetfe period to full
acquisition of Innospec Fuel Specialties LLC oryRj12004 was $1.9 million. Accordingly no tabletbé impact of
acquisitions is presented for the Fuel Specialiiesness.

The effect of acquisitions on 2005 Performance Gbalsbusiness results compared to 2004 is asisilo

Performance

Chemicals
2005 As Acquisitions Before 2004 As
Reported Acquisitions Reported

(in millions) Effect 2005

Net sales $ 109.4 $ 59.: $ 50.1 $ 48.€
Gross profi 17.€ 6.4 11.2 8.8
Selling general and administrative expe (13.2) (6.2) (7.2 (6.9
Research and developms (2.0 (0.€) (1.9 (1.6
Amortization of intangible asse (1.9 (1.7) (0.3 (0.2
Business operating incon $ 1.C $ (1.4 $ 2.4 $ 0.2

Net sales

Fuel Specialties sales of $257.1 million were $48ilion (23.1%) higher than in 2004. Sales in Amaericas grew b
36.2% due to higher sales of cetane number impraveéradditives for diesel ahead of new legislati®ales in the
EMEA region grew by 16.8% and sales in the AsiafiRagion grew by 11.6%.
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The subsidiaries acquired in 2004 and at the baggnof 2005 (AFC, Leuna and Finetex) contribute®.$5million of
the $60.8 million additional Performance Chemicakes in the year.

Octane Additives sales volumes were 25.7% belowt 2@0umes but sales value declined by only 17.2%npaue
to price increases. Sales volumes to the Amerias down 90.8% due to the loss of business in MexlazSales to
Asia Pacific have proved to be resilient and volswere actually 6.4% higher than in 2004. Shipmentee Middle
East were 95.7% ahead of shipments in 2004. Salggita fell by 19.9% from the 2004 level, and2@06 South
Africa left the market for use of TEL in automotigasoline.

Total net sales for 2005 of $564.8 million were $6million (13.7%) ahead of 2004 sales.
Gross profit

In Fuel Specialties gross profit increased by $13illon (19.1%) though the gross margin fell 1drgentage points
from 33.6% to 32.5%. The gross margin was impabtethe rapid growth in sales of relatively lowerrgia cetane
number improvers in the USA and the loss of martufaty margin as a result of the Bycosin dispos&(04.

In Performance Chemicals, the effect of the actjars on the gross margin can be seen above. Tss grofit
margin including the impact of acquisitions redu@eggercentage points to 16.1% from the 18.1% aeli@v 2004.
This is due to the fact that the acquisitions ofgeiramarkets that generate lower gross margins the previously
existing businesses in this business unit, howther also operate with lower overhead cost bases.

Gross profit in the Octane Additives business & @nillion was $35.1 million (26.2%) lower than2004 despite
sales declining 17.2% in the comparable periods&rargin decreased 6.1 percentage points fronyb. @9.9%.
Results in 2004 were boosted by the release ofdariflion surplus remediation provision relatirga former Octane
Additives manufacturing site at Doberitz in Germalmyaddition, in 2004 a $3.2 million provision a&dd to a take or
pay contract for materials was released followingvaew of the likely material requirements. Foliog the loss of
Venezuela volumes in 2005 a further review of tlwetract was performed and as a result a provigi@i.7 million
was recognized in the second quarter of 2005. Exafuthe impact of these items the gross margiindsticlined due
to a combination of higher unit production and raaterial costs.

Total gross profit for 2005 of $200.1 million was2$59 million (6.1%) below that in 2004. The oveglbss margin
declined 7.5 percentage points from 42.9% to 358is decline was caused by the lower margins geeerby all
three business units in 2005 compared to 2004aksadoy higher margin Octane Additives sales fograrsmaller
proportion of overall sales in 2005 compared to2(E85.1% down from 48.2%).
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Operating expenses
Operating expenses consist of selling, generabanainistrative expenses and research and develd@mxpenses.

Operating expenses increased within our Fuel Sipesidusiness unit due to the inclusion of legal ather costs
associated with the Company’s voluntary disclos@fa\C.

In Performance Chemicals the effect of the acqarston operating expenses can be seen from tleeahbve. This
impact represents the majority of increase in dpegaxpenses seen in this business unit sincérexisperations he
their cost bases.

In the Octane Additives business unit the operagxygenses were essentially flat as the benefiireadedrom reduced
selling expenses following the closure of certales offices was offset by additional commissioarges on sales to
South East Asia.

Due to the high proportion of inactive membershi@ Company’s principal defined benefit pension phathe U.K.,
the net pension charge or credit associated wighiglreported separately. The net pension cred0D4 was $2.7
million compared to a net pension charge of $1Ianiin 2005. This reversal from pension credip&nsion charge
was mainly due to the desking of the pension fund as a result of the sieai to invest in a higher proportion of boi
rather than equities.

Corporate costs declined $6.3 million (19.1%) fr$&38.0 million in 2004 to $26.7 million in 2005. Bhilecline
primarily reflects the effect of the relocation20805 of the European Headquarters to the Ellesertesite and the
streamlining of the executive structure.

Overall operating expenses increased by $12.7ami{lL1.9%) in 2005 to $119.4 million, $6.1 milliofthe increase
being due to the effect of acquisitions.

Restructuring charge

The Company incurred restructuring costs of $31ilBomin 2005. These costs comprised $2.2 milliomelation to a
cost reduction program in manufacturing and supgcivities on the U.K. Octane Additives manufartgrsite and
$1.6 million in respect of severance of corpor&adf sA charge of $1.4 million was recognized un8é&S 146 under
previous cost reduction program where the leavesged longer than their contractual notice periddsociated with
all of the 2005 severance programs a pension cludi$E2.5 million was recognized under FAS 88 asdthad been
curtailment event due to the significant restruaiactivity in the U.K. in 2005.

A charge of $1.2 million was recognized in relattorthe closure of the European Headquarters indilester, U.K.
This charge represented a write-off of fixed asa#tsre the value had been impaired by the closuwleoéher costs of
closure. A charge of $0.9 million was recognizddtieg to fixed asset writeffs resulting from the closure of the F
Technology Centre in Bletchley, U.K. A charge ofBnillion was recognized relating
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to severance costs arising from the decision ticege the research and technology activities thdtdneviously been
carried out at that site to the Ellesmere Port,.3it€. A charge of $2.0 million was recognizedaetation to the
decision to dispose of the Adastra diesel partteuitters business. This included $1.6 millionfiskd asset and other
write-offs and $0.4 million of severance costs.laige of $0.4 million was recognized in relatioriite severance
costs associated with a plan to consolidate matwurfag activities on to one site in one of our Ub8sinesses. Other
charges relate to the costs of site clearanceeitVtK. ($3.4 million) and non U.K. severance in hesl Specialties
business ($0.6 million).

A charge of $4.0 million was recognized relatinghe costs of salary, additional costs of professiadvice and oth
emoluments to be paid to the former CEO pursuaahtagreement governing the terms of the former’ € EO
resignation dated April 8, 2005.

Amortization of intangible assets

The amortization charge in 2005 of $12.7 millionsvid..5 million higher than the $11.2 million recamgd in 2004. I
both years a charge of $10.1 million was recogninedspect of the Veritel intangible asset thdtésg amortized on
a straight-line basis and as such is comparablegregear. The remaining $2.6 million relates te #mortization of
intangible assets recognized in the acquisitiomacting in respect of Finetex, Aroma & Fine Chertsand Octel
Starreon (now called Innospec Fuel Specialties).

Impairment of Octane Additives business goodwill

The Company recognized a charge of $134.4 millartHe impairment of Octane Additives business golbéh
2005. The loss of anticipated sales from Venezweakathe principal reason for this unexpectedly ltigarge and
reflects the loss of the anticipated future castvél that had previously been assumed in the détitecast model
that supported the value of Octane Additives bissirgoodwill at the end of 2004. The charge in 2084

$40.7 million.

Interest expense and interest income

At $7.6 million the net interest expense was $2ildan higher than in 2004. This was principallydaeise of the
higher average level of net debt in 2005 when cophto the equivalent period in 2004 following #eguisition
outflows in the second half of 2004 and early 2808 the increase in U.S. base interest rate. |16 BQ6rest expense
was $9.5 million and interest income was $1.9 onilliin 2004 interest expense was $6.4 million aterést income
was $0.8 million.

Other expense (net)

Other income and expense of $12.6 million consigmly of a $5.5 million charge for the write-off the Company’s
investment in Stylacats in the third quarter, arghaf $1.2 million to fully provide against twohetr investments, $2
million sundry other charges and a $3.7 millionrgeafor exchange losses on forward foreign exchaongéacts.
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Income taxes

The headline rate of income tax was (3.5)% in 28@Bpared to 62.8% in 2004. The change in the efetax rate
and the reason why the Company is paying taxeslassamaking operation is that the charge for tingairment of

Octane Additives business goodwill is not an allbleadeduction for tax purposes. The effective ddtax for 2005
excluding the impact of the Octane Additives bussngoodwill impairment charge was 25.8% comparetVt6% in
2004.

Discontinued operations

The loss of $1.4 million relates to the disposaDefel Performance Chemicals Inc. and the Gamlest&\\&/ater
Treatment business.

CASH FLOWS DISCUSSION

We generated cash from operating activities of 4&dillion, $43.8 million and $62.4 million in 2008005 and 2004,
respectively.

In 2006 net cash provided by operating activitieslided $7.4 million from $43.8 million in 2005 $36.4 million in
2006 despite our return to profitability. The primmaeason for this decline was the $39.5 milliooréase in working
capital requirement discussed more fully under “Mifay Capital”. This was offset by a $20.9 million movement in
creditor due to a cash receipt from the U.K. tatharities related to a tax reclaim in the first geaof 2006 and the
increased tax charge for 2006. The $3.9 millionmevement on plant closure provisions primarilyresents the $7.
million severance payments made largely at therimixgg of 2006. The $3.0 million movement in the gien
prepayment relates to the cash contributions madagithe year to the U.K. contributory defined éfnpension
plan. We generated $9.6 million from the disposadroperty, plant and equipment, primarily followithe disposal «
surplus real estate in the U.K., of which $7.6 imillwas re-invested in capital expenditures to suppur Fuel
Specialties and Performance Chemicals growth bssaseand corporate IT structure. The disposalOPa stake in
Deurex Micro Technologies GmbH resulted in an wflof $2.6 million. The Company drew down an addaitib$18.(
million of revolving credit facility and repaid d@8.0 million instalment on the term loan. On Adriand October 1 tf
Company paid a semi-annual dividend of 8 centshare aggregating to 16 cents for the year andriilli®n in
total. In addition we repurchased $15.6 millioroaf own common stock and raised $3.0 million byitisee of
Treasury stock to holders of options who chosexerase their stock options.

During 2005 large tax payments relating to tax gharfrom prior periods, and a low 2005 tax charggylted in a
significant $22.5 million reduction in the accrdiat income taxes and other liabilities. The $10i0iom reduction in
the pension prepayment was mainly due to the dongait charge of $12.5 million, relating to highengion liabilities
arising from restructuring, that was not concutseoash funded to the U.K. contributory defined &i@pension plan.
The $22.3 million business combinations outflow mharepresented the $21.2 million acquisition aidtex, net of
cash. In January $51.0 million of the former
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revolving credit facility was drawn down to finanae30.0 million scheduled loan repayment on otmér term loan
and the acquisition of Finetex, resulting in a$2t.0 million increase in borrowings. In Decemlier Company
agreed a new financing facility and drew down tee/ierm loan of $100.0 million and $40.0 milliontbé new
revolving credit facility, repaying $140.0 milliamwed under the old financing facility. On April héhSeptember 30
the Company paid a semi-annual dividend of 7 ceatshare aggregating to 14 cents for the yeaantimillion in
total. The issue of Treasury stock to holders dioms who chose to exercise their stock optionsechi$1.4 million
and $2.5 million was spent on the repurchase of8bBshares at an average price of $16.99.

In 2004 business combinations accounted for ar24®@lion outflow. Of this $43.8 million related tte cash outlay
to acquire the 50% share in Octel Starreon LLCipresly held by Starreon Corporation LLC, $30.8 millrelated to
the acquisition of Aroma & Fine Chemicals LimitédFC”), $5.2 million was expended to acquire cohwbLeuna
Polymer GmbH, $2.6 million was spent to acquird®Zhareholding in Deurex Micro Technologies Gminid 1.8
million was used on sundry investments in assogidtbese outflows were offset by the $4.2 millienaived from th
sale of our 49% interest in Joss Holdings BV. Ttegarity of the $5.2 million proceeds on disposapodperty, plant
and equipment related to the $4.7 million salewf@ctane Additives Paris office. The $4.8 millioerease in
restricted cash related t@.£ million placed into escrow to secure and mateén Notes issued by the Company to
vendors as part of the consideration for AFC. muday $97.5 million of the previous borrowing fétgilhad been
repaid and $100.0 million of the new borrowing fgidrawn down. On April 1 and October 1 the Compaaid a
semi-annual dividend of 6 cents per share aggmeg&ti 12 cents for the year and $1.5 million irakot

LIQUIDITY AND FINANCIAL CONDITION
Working Capital

In 2006 our working capital requirement increasg®89.5 million. The $11.1 million increase in aoats receivable
and prepaid expenses was spread across our trsiegaiunits as a result of the increased tradiogii Fuel
Specialties and Performance Chemicals growth bssaseand the impact of the timing of Octane Adeg#ishipments
compared to the corresponding period last yeaertories increased by $21.0 million also in alethbusiness units
though it was focused in Fuel Specialties and Grteaiditives, the latter being due to our Octane ifides
manufacturing strategy implemented at Ellesmeré. Fbe $7.4 million increase in accounts payablt @&crued
liabilities was limited to a moderate increase witRerformance Chemicals due to increased traéwgld and a
somewhat larger increase within Octane Additivéiecténg the non-cash release in the first quartex $4.5 million
retrospective pricing provision and correspondieduction in accrued liabilities.

Cash

At December 31, 2006 and 2005 we had cash andecpstalents of $101.9 million and $68.9 milliongpectively. It
addition, at December 31, 2005 we had $4.3 mikibn
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restricted cash. The restricted cash relate®16 fillion placed into escrow to secure and maizén Notes issued t
the Company to the vendors as part of the congidartor AFC. One tranche of £1.25 million was paidlanuary
2006 and the remaining tranche of £1.25 million waisl in October 2006.

Debt

The loss of Venezuela as a major Octane Additivssotner in the second quarter of 2005 requirecCthapany to
review its current and projected operational fléikypand liquidity. The Company therefore initigteliscussions with
its senior lenders in the third quarter of 2005.aA®sult of those discussions the Company agreetétms of a new
three and one half year financing facility more r@mpiate to the Company’s needs. The facility corstderms which,
if breached, would result in the loan becoming yaiide on demand. It requires, among other maitterapliance witt
two financial covenant ratios. These ratios ardl{g¢)ratio of net debt to EBITDA and (2) the rationet interest to
EBITA. EBITDA and EBITA are non U.S. GAAP measurddiquidity defined in the finance facility. In ¢hevent the
the ratio of net debt to EBITDA exceeds 2.0 theaddition to these covenants, the facility alsanexs a “look
forward” test and an additional financial coveniaatio in the form of net operating cash flow beférance costs to
scheduled debt amortization and interest costs Tdwk forward” test was not applicable to the Gmany during
2006 due to such ratio not being exceeded.

As of December 31, 2006, the Company had $148anithf debt outstanding under its new senior crieditity
agreement and was in compliance with all financtalenants therein. The debt profile as at Decer@bgeP006,
including the principal facility and other groupldeis set out below:

(in millions)

2007 15.C

2008 20.C

2009 113.(
$ 148.(

Current portion of lon-term debr $ (15.0

Long-term debt, net of current portic $133.0(

In January 2007 the Company repaid $73.0 milliodeurihe principal facility consisting of the schitL$15.0
million term loan repayment and $58.0 million oe tievolving credit facility. The revolving credddility can be
drawn down upon again until the financing faciktypires on June 12, 2009 or later if the facilgyektended.

Pension Plans and Other Post-Employment Benefits

Effective for fiscal year 2006, the Company adopteriprovisions of FAS 15&mployers’ Accounting for Defined
Benefit Pension and Other Postretirement Pl. FAS 158 requires that the funded status of ddfimenefit
postretirement plans be recognized on the Company’s
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consolidated balance sheets, and changes in tdedwstatus be reflected in comprehensive incom&. B28 also
requires the measurement date of the plan’s fustigds to be the same as the Company’s fiscalgm@rAlthough
the measurement date provision was not requirée tdopted until fiscal year 2008 the Company eadlypted this
provision for fiscal year 2006. The effect of apply FAS 158 was to record a total reduction to ggtirough
recognition in Accumulated Other Comprehensive Lafsk97.0 million on an after-tax basis.

Contractual Commitments

The following represents contractual commitmentiSetember 31, 2006 and the effect of those obbgaton future
cash flows:-

Less than : Over 5
1to3 4t05

(in millions) Total year Years years years
Long-term debt obligation $148.(C $ 15.C $133.C $— $—
Remediation paymen 23,7 2.2 7.3 2.1 12.1
Severance paymer 3.€ 3.1 0.7 — —
Unconditional purchase obligatio 0.2 0.2 0.1 — —
Capital commitment 3.1 3.1 — — —
Operating lease commitmer 6.1 1.4 1.€ 1.t 1.2
Interest payments on de 11.C 5.5 5.5 — —
Planned funding of pension obligatic 28.2 7.1 14.1 7.1 —
Total $224.2 $ 37.6 $162.¢ $10.7 $13.4

At December 31, 2006 long-term debt comprised $80lidon term loan and $58.0 million drawn undee tfrevolving
credit facility. At the same date long-term debligdtions represent scheduled term loan repaynsrsamounts
drawn under the revolving credit facility repaidevhthe financing facility expires on June 12, 2Q08ess extended.
In January 2007 the Company repaid $73.0 milliodeurihe principal facility consisting of the schitl$15.0
million term loan repayment and $58.0 million oe tievolving credit facility.

Remediation payments represent those cash flowsht& ompany is currently obligated to pay in exgmf current
and former facilities. It does not include any ditionary remediation costs that the Company maysé to incur.

Unconditional purchase obligations relate to cartaiv material take or pay contracts which haventesgered into by
the Company.

Capital commitments relate to certain capital ptgehat the Company has committed to undertake.

Operating lease commitments relate primarily tacefspace, motor vehicles and items of office eapaipt which are
expected to be renewed and replaced in the normuase of business.
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The Company is subject to interest at variablesratecertain elements of its long-term debt. Thieneged payments
included in the table above assume a constantdds® interest rate of 5.8% to 6.5% on the mainitciadlity.
Estimated commitment fees are also included, isténeome is excluded and the impact of the Compapgying
$58.0 million on the revolving credit facility imduary 2007 is included.

The amounts related to the pension plan referdadikiely levels of Company funding of the U.K. cobtitory defined
benefit pension plan and certain pension commiteiensenior employees. It is not meaningful to foteah amount
after five years since there are numerous uncégaimcluding future return on assets, pay escalapension
increases, inflation and employment levels.

Environmental Matters and Plant Closures

The Company is subject to environmental laws irfthe countries in which it operates. Under deréavironmental
laws the Company is responsible for the remediadfdmazardous substances or wastes at currentbroerly owned
or operated properties.

Most of our manufacturing operations have been gotedl outside the U.S. and, therefore, any lighiértaining to
the investigation and remediation of contaminatexgerties is likely to be determined under non-Ua&.

We evaluate costs for remediation, decontaminatimhdemolition projects on a regular basis. Fugion is made
for those costs to which we are committed undeirenmental laws. Full provision has been made lierdaommitted
costs of $23.7 million. Expenditure against pramis was $1.3 million, $2.2 million and $2.0 millionthe years
2006, 2005 and 2004, respectively.

We have also incurred personnel severance costaiion to the management of the decline in thia@e Additives
market and the restructuring of the Fuel Specmligsiness. Total severance expenditure was $Hi0m$9.7
million, $6.0 million in the years 2006, 2005 ar@D2, respectively. Provision is made for severamsts under the
conditions of FAS 146 and FAS 112. The provisioDatember 31, 2003 was $3.8 million.

Inflation

Inflation has not been a significant factor for ®@mpany over the last several years. Manageméirt/bs that
inflation will continue to be moderate over the nggveral years.

FUTURE OUTLOOK

We undertook a detailed strategic review in 200% @ncluded that with the Octane Additives marketgally
disappearing we needed to get to the position wier€ompany was solidly profitable even withow gofit
contribution of the Octane Additives business WMe measure our progress towards achieving, améssing, this
objective through the concept of ongoing operagirgjitability.
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Ongoing operating profitability

Change
(in millions) 2006 2005
Fuel Specialties operating incor $457 $26.z $19.t +74%
Performance Chemicals operating incc 5.8 1.C 4.6  +48(%
FAS 87 pension (charge)/cre — (1.7) 1.7 -10C%
Corporate cost (22.]) (26.7) 4.€ -17%

$294 $ (12 $30¢

In 2005 the combined operating income of our gromtkinesses of Fuel Specialties and PerformanceiCals did
not cover the corporate costs and FAS 87 pensiargehHowever, with the significant improvementhie operating
incomes of these business and substantial reductithe corporate cost base our ongoing operatiafgtability was
nearly $30.0 million in 2006.

We believe we are in a strong financial positiothetp and our overall objective remains unchangedwileontinue
to leverage and organically grow the Fuel Speeialéind Performance Chemicals businesses. We haweimearnal
opportunities for growth in the near term from bg#ographical and product line extensions. Acquisstin these
businesses are also a primary focus for us. We\methe industries in which these businesses appravide the
greatest opportunities for a good return on invesiisy including associated synergies, while minimgizisk by
investing in those markets where we have oper&inogvledge and experience.

We expect our ongoing operating profitability toprave further in 2007. There are however many Wégwhich
will determine the ultimate profitability of the @gpany. The impact of raw material prices, and Sjpadly their
continued volatility, remain difficult to predidi addition, the newly approved REACH legislationBurope will
impact our cost base and efforts in 2007.

Fuel Specialties

2006 has been an outstanding year for our Fueli@pes business with net sales increasing $54lomi(21%) to
$311.3 million and operating income increasing $18illion (74%) to $45.7 million. This sales growchmes on top
of the 23% organic growth already experienced D52@ross margins increased to 34.1% from 32.52005. Fuel
Specialties is now our largest business unit adoogifior well over half of our revenues.

It is widely recognized that it will be increasigdglifficult to sustain these levels of growth. Wietefore expect sales
growth in 2007 to approximate to 8% to 12% per amtaund gross margin to be in the 32% to 36% regibis
organic growth will be pursued in the Company'sthkey regions, Europe, Middle East and Africa (‘FEM),
Americas and Asia-Pacific.
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Performance Chemicals

This was the first year in recent times which akoWike-for-like comparisons with the previous yé&altowing the
acquisitions in 2004, and very early in 2005, iis thusiness segment. We reorganized this busingks isecond
guarter of 2006 and the benefits started to flammfthere with improved sales and profitability lgedemonstrated in
the last two quarters of the year. In 2006 netssimlereased $11.0 million (10%) to $120.4 milliordaperating
income increased $4.8 million (480%) to $5.8 miiliGross margins increased by 2.8 percentage ffoams16.1% it
2005 to 18.9% in 2006.

We believe the Performance Chemicals businessuilh#xperience an acceleration in its growth. Qrigesales
growth of 10% to 14% will be pursued across theower operations which comprise this business urdtwaith
improved operating efficiencies and pricing ourggranargins should range between 18% to 22%.

Octane Additives

Over the last three years Octane Additives sales taclined 58% from $239.4 million to $100.4 noiliand now
represent 19% of the Company’s total sales comparéd8% in 2004. However, continued cost contral #exible
management of manufacturing capacity have deliveesafits and accordingly the reduction in grosdipover the
equivalent three year period has been limited &.57

The Octane Additives market has been in declineesine 1970s and this trend is expected to contiMoeeover,
following the exit from this market in 2006 and Z06f the significant customers of South Africa &fehezuela,
respectively, world market decline in 2007 is likéb be limited to the 15% to 25% range. We wilhtioue to manag
costs within this business unit and price the pobtiureflect its economic value to our customéve. expect the
Octane Additives business to continue to be casbrgéive and gross margins to range between 33%%0

Following our adoption of FAS 142 in 2002 the arlraraortization charge on goodwill has been repldnedn
impairment review process. The continued declinthéOctane Additives market will inevitably resumtmpairment
charges in future years. Our latest review hasaledea need to recognize further impairment chaigeSctane
Additives business goodwill impairment in each pénintil the Octane Additives business cash flovesexhausted.
An annual impairment review of the goodwill rel@tito the Fuel Specialties and Performance Chemizamess
segments indicates that there is no requiremengicimgnize an impairment charge in respect of thadwill.

CRITICAL ACCOUNTING ESTIMATES

Our objective is to clearly present our financrdbrmation in a manner that enhances the undetisiguod our source
of earnings and cash flows together with our finanosition. We aim to achieve this by disclosinfprmation
required by the SEC together with further informatthat provides insight into our businesses.
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Management’s Discussion and Analysis of Financ@dition and Results of Operations discusses Irewsp
consolidated financial statements which have beepgsed in accordance with accounting principlesegaly
accepted in the United States of America. The pedjma of these financial statements requires mamagt to make
estimates and assumptions that affect the repartedints of assets and liabilities and the discisiicontingent
assets and liabilities at the date of the finanstialements and the reported amounts of revenaesx@enses during
the reporting period. On an on-going basis managemaluates its estimates and judgments. Managdrasas its
estimates and judgments on historical experiendeoarvarious other factors that are believed tcelasonable under
the circumstances, the results of which form thedfor making judgments about the carrying vahfesssets and
liabilities that are not readily apparent from atBeurces. Actual results may differ from thesénestes under
different assumptions or conditions. Note 2 of Nates to the Consolidated Financial Statementsid®d a summary
of the significant accounting policies and methosgsd in the preparation of the Financial Statements

Our consolidated financial statements and suppléangdata disclose our accounting principles ardniethods and
estimates used in the preparation of those corselidfinancial statements. We believe those stattsaad
disclosures represent fairly the operating resuits financial position of the Company. The purpaofsehis portion of
our report is to further emphasize some of the mateal areas where a significant change in facis circumstances
in our operating and financial environment couldsma change in results of operations or finampwaition. The
policies and estimates that the Company consitierabst critical in terms of subjectivity and judgm of assessme
are provided below.

Environmental Liabilities

Remediation provisions at December 31, 2006 amdunt&23.7 million and relate principally to ourkU site. The
Company records environmental liabilities when they probable and costs can be estimated reasofidiay
Company has to anticipate the program of work meguand the associated future costs, and has tplgawth
environmental legislation in the relevant countrilse Company views the costs of vacating our rblif site as a
contingent liability because there is no preset@nton to exit the site. The Company has furthetednined that, due
to the uncertain product life of Octane Additivparticularly in the market for aviation gas, thergsts such
uncertainty as to the timing of such cash flows thia not possible to estimate these flows sidfitly reliably to
recognize a provision.

Goodwill

The Company adopted FAS 142oodwill and Other Intangible Assetffective January 1, 2002. This requires that
goodwill deemed to have an indefinite life shoutdlonger be amortized, but subject to an annuahimpent review,
or between years if events occur or circumstanbasge which suggest that an impairment may havercaxt.
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The Company elected to perform its annual testespect of Fuel Specialties and Performance Chésrgomdwill as
of December 31 each year. In reviewing for any immpant charge the fair value of the reporting unitslerlying the
segments is estimated using an after tax cashrflethodology based on management’s best estimatiestdime.

During 2002 and 2003, the goodwill impairment festthe Octane Additives business was performedialiyat
December 31. Both these reviews showed that thedhie of the reporting unit based on after tashcdows at the
Company’s weighted average cost of capital excedtedarrying value of Octane Additives assets andordingly,
no indicator of impairment existed and step 2 efIAS 142 impairment test was not performed.

In light of the continuing decline in the Octaneditdres market globally, as the Company makes sal€xctane
Additives in each quarter, the remaining salesa@mdesponding cash flows that can be derived fizenQctane
Additives business are reduced, and accordinglydine’alue of the Octane Additives reporting usiteduced. Based
on the Company'’s detailed forecast model, assumptd December 31, 2003 indicated that the reduatiforecast
future cash flows during 2004 would reduce the Vaiue of the reporting unit below the carryingueabf Octane
Additives assets and, accordingly, there was likelge a significant goodwill impairment chargeidgrthe year
ended December 31, 2004. As a result the Compaeyndi@ed that quarterly impairment reviews be panted from
January 1, 2004 and any impairment charge arisengtognized in the relevant quarter.

The value of the remaining cash flows from the @etAdditives business is calculated at any reviate thy referenc
to the best available estimates for future revengiess margins, selling and administrative costeall as the fixed
and working capital requirements of the businesg. fEsulting cash flows are then discounted antbtiaédiscounted
cash flows of the Octane Additives business are #llecated to the fair value of the Octane Ad@it\business unit at
that date. The Company uses this information tovdem implied goodwill value which is then compte the
carrying value to determine what impairment is reed

Using this methodology and the assumptions undeglthe detailed forecast model the Company belithagst is
possible to predict the pattern of likely futurep@irment charges of Octane Additives business gdlbodwis method
reflects the relatively unique nature of the OctAdditives business.

As a result of the reviews performed during 20@®)2and 2004, respectively, impairment charges36f&million,
$134.4 million and $40.7 million, respectively, weecognized. The Company expects to recognizejeban
subsequent years as the Octane Additives markéhaes to decline. There is $24.8 million of goollwémaining
which relates to the Octane Additives business.

At December 31, 2006 we had $139.0 million of gotidelating to our Fuel Specialties and Performau@hemicals
businesses. At this date we performed annual immgait reviews and concluded that there has beempaiiment of
goodwill in respect of those reporting segments.
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Intangible Assets, Net of Amortization

At December 31, 2006 we had $30.2 million of inflates that are discussed in Note 10 of the Notdékdo
Consolidated Financial Statements. These intangsdets relate to all of our businesses and ang laenortized
straightline over periods of up to 13 years. We continuagess the markets and products related to thasgibles
as well as their specific carrying values, and hawgcluded that these carrying values and amanizgieriods remai
appropriate. We also evaluate these intangiblearfgrmpotential impairment when events occur onuirstances
change which suggest that an impairment may haserad. If events occur or circumstances chang®it possibly
cause a reduction in periods over which these giltdes are amortized or result in a non-cash woftesf a portion of
the intangibles’ carrying value. A reduction in atigation periods would have no effect on cash #ow

Pensions

The Companys principal pension arrangement is a contribut@fynéd benefit pension plan in the U.K. thoughaes
also have other much smaller pension arrangemeti® iU.K. and overseas. The Company account$ifopension
plan in accordance with FAS 8#Zmployers’ Accounting for PensiongAS 88,Employers’ Accounting for
Settlements and Curtailments of Defined BenefisPanPlansand FAS 158Employers’ Accounting for Defined
Benefit Pension and Other Postretirement PIl. At December 31, 2006 the underlying plan assketevand projected
benefit obligation were $875.4 million and $897.8lion, respectively, resulting in a deficit of $2Z2million. This
deficit, net of tax, was recognized on adoptiofrAS 158 on December 31, 2006 and the prepaid pecsit, net of
tax, transferred to accumulated other compreherssge Further disclosure is provided in Note éhaf Notes to the
Consolidated Financial Statements

Movements in the underlying plan asset value angepted benefit obligation are dependent on acttatn on
investments and pay awards as well as our assumsptiaespect of the discount rate, annual memioetafity rates,
future return on assets, future pay escalationyéupension increases and future inflation. We lbgvihese
assumptions after considering advice from a mdmsaj actuarial consulting firm. A change in anyeaf these
assumptions could impact the plan asset valuegge] benefit obligation and pension cost recoghizéhe income
statement. Such changes could impact our operasgts and financial position.

A full actuarial valuation of the pension plan vwaasried out as at December 31, 2005. The resuttsiof/aluation
have been reflected in these consolidated finastaéments.

Sales and Marketing Agreements

The Company has entered into a number of salesanketing agreements with Ethyl Corporation (“Ethyb marke
and sell TEL in all areas of the world except Ndktherica for the period to December 31, 2009, sttbderenewal
thereafter. All marketing and sales effort madeaurile arrangement is made in the name of Inno$pegspec
continues to
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produce all TEL marketed under the agreements Bodoaovide marketing and other services. Ethyticoes to
provide marketing and other services. The net mdseinder the agreements are paid to Innospecthgbas
compensation for services and are based on andagpea formulg with Innospec receiving 68% of the total
compensation for services provided. No separat gty or joint venture has been established esnsequence of
the agreements. Sales and expenses incurred nedagiteements are included within Innospec’s incstaiement.
These comprise all revenues and costs incurredtljifey Innospec, together with costs rechargeé&thy! for
marketing and other services provided under thegef the agreements. Ethyl's share of the netgads for services
is charged within cost of goods sold. The majooitpet proceeds are calculated and settled on d@htydmasis but
there is an element receivable by the Company tmgl which is computed annually in arrears. lropgiears the
amounts involved were not significant but due weases in the value of this retrospective elewendecided
effective January 1, 2002 that it was more appabdprio recognize an appropriate accrual durinyéae based on be
current estimates of the expected outcome.

Cautionary Statement for Safe Harbor Purposes

Certain written and oral statements made by our g2y and subsidiaries or with the approval of ahanzed
executive officer of our Company, including statemsemade in the Management’s Discussion and Argbyfsi
Financial Condition and Results of Operations sewhere in this report and in other filings witle Becurities and
Exchange Commission, may constitute “forward-logkstatements” as defined in the Private Secuifiiggation
Reform Act of 1995. Forward-looking statementsuigle all statements which address operating perfocenaevents
or developments that we expect or anticipate veiiuz in the future. Although such statements alieved by
management to be reasonable when made, cautiofddfeexercised not to place undue reliance ondaviooking
statements, which are subject to certain risksedamties and assumptions. If the risks or una#rés ever
materialize or the assumptions prove incorrecyaaesults may differ materially from those exgessor implied by
such forwardeooking statements and assumptions. Risks, assongaéind uncertainties include, without limitatitme
outcome of the Company’s disputes with Ethyl arelithpact on the Company’s tetra ethyl lead busingased
thereto, changes in the terms of trading with $igamt customers or gain or loss thereof, the éffet changing
government regulations and economic and marketigons, competition and changes in demand and basiand
legal risks inherent in non-U.S. activities, indhgl political and economic uncertainty, import agort limitations
and market risks related to changes in interessramd foreign exchange rates, government invéistnga material
fines or other penalties resulting from the Compangluntary disclosure to the Office of Foreigns&ss Control of
the U.S. Department of the Treasury and other risksertainties and assumptions identified in toen@anys Annua
Report on Form 10-K for the year ended DecembeRBQ6 and those identified in the Company’s otkeeorts filed
with the Securities and Exchange Commission. Thagamy undertakes no obligation to publicly updateswise an'
forward-looking statements, whether as a resuttest information, future events or otherwise.
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ltem 7A Quantitative and Qualitative Disclosures About Market Risk

The Company operates manufacturing and blendinbities; offices and laboratories around the wotlthugh the
largest manufacturing facility is located in th&kUThe Company sells a range of Fuel SpecialtiesfoPmance
Chemicals and Octane Additives to customers artluimavorld. The Company uses floating rate debintanfce these
global operations. Consequently, the Company igestito business risks inherent in non-U.S. aaéisjtincluding
political and economic uncertainty, import and expionitations, and market risk related to changemterest rates
and foreign exchange rates. The political and esonoisks are mitigated by the stability of the nties in which the
Company’s largest operations are located. Craditdj ongoing credit evaluation and account momtpprocedures
are used to minimize bad debt risk. Collateralasgenerally required.

The Company uses derivatives, including intergst savaps and foreign currency forward exchangeraotst in the
normal course of business to manage market rigies dérivatives used in hedging activities are amred risk
management tools and are not used for trading pegydn addition, the Company enters into derieatistruments
with a diversified group of major financial instiions in order to monitor the exposure to non-penfance of such
instruments. The Company’s objective in managirgpsure to changes in interest rates is to limitrigact of such
changes on earnings and cash flow and to lowerdJu®rrowing costs. The Company’s objective in aging the
exposure to changes in foreign exchange ratesreltgce volatility on earnings and cash flow asaed with such
changes.

Interest Rate Risk

The Company uses interest swaps to manage intatesgxposure. As of December 31, 2006 the Compadycash
and cash equivalents of $101.9 million, no bankdradt and long-term debt of $148.1 million. Thadeterm debt

comprised $90.0 million senior term loan, $58.0lomil revolving credit and $0.1 million capital lesss In

January 2007 the Company repaid $73.0 million utigeprincipal facility consisting of the schedul&thb.0 million
senior term loan repayment and $58.0 million onrdwlving credit facility.

In 2005 the Company entered into interest swapeageats that cover $50.0 million of the remainimgntéoan as at
December 31, 2006 of $90.0 million. On the basis $50.0 million of the $148.0 million long-termhteexcluding
capital leases, is hedged against interest movenaglt that the Company would receive interest er$fto1.9 million
positive cash balances, then unhedged debt of $8ilibn is more than covered by the positive chalances. On a
gross basis, assuming no additional interest ordbh balances, a hypothetical absolute chang&ah 1J.S. base
interest rate on the gross amount of these balarfc&®8.0 million for a one-year period would impaet income and
cash flows by approximately $1.0 million before.tax

The above does not consider the effect of inteneskchange rate changes on overall activity naragament action
to mitigate such changes.
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Exchange Rate Risk

Approximately 50% of the Company’s forecast satg2D07 are denominated in U.S. dollars with tharze mainly
comprising euros (over 40%) and sterling (aroung)L(rhe reporting currency of the Company is th8.ollar. The
Company evaluates the functional currency of eapbnting unit according to the economic environmenthich it
operates. Several major subsidiaries of the Comppayating outside of the U.S. have the U.S. dalatheir
functional currency due to the nature of the marketvhich they operate.

In the Fuel Specialties business more than 50%r retast sales are denominated in U.S. dollars amd than 45% in
euros. The Fuel Specialties business is reasoma#ljhedged against a 5% strengthening in the dofar against th
euro. For this reason such a shift in exchange ratkeile reducing net sales, would increase opegaticome by
around $0.2 million for this business.

In the Performance Chemicals business approxim&@ly of forecast sales are denominated in eurdsti
remainder split between U.S. dollars (around 2084) sterling (around 30%). Due mainly to the largerating profit:
denominated in euros a 5% strengthening in the dbfar against both sterling and the euro wouttlioe operating
profit by approximately $0.3 million.

The Octane Additives market is predominantly a d@lar market although sales to certain territoaee transacted
in euros. TEL raw materials are purchased in aumexof U.S. dollars, sterling and euros. Ethyl cemgation
payments are denominated in U.S. dollars. Selfjegeral and administrative expenses are genenatheicurrency c
the legal entity with the majority being denomirthie sterling. A 5% strengthening in the U.S. do#gainst both
sterling and the euro would result in additiona¢i@ting income of $0.3 million due mainly to thever burden of the
sterling denominated cost of goods sold and opeya&xpenses.

Corporate costs are largely denominated in sterhng% strengthening in the U.S. dollar againshlibe euro and
sterling would increase reported operating incomegproximately $1.3 million.

In all cases where a 5% strengthening of the WoBardhas been used as an illustration, a 5% weagemould be
expected to have the opposite effect on operatiognme.
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Item 8 Financial Statements and Supplementary Dat

Financial statements — see below.

Supplementary data — see Quarterly Summary (ure)ditformation in Item 6 above.
Report of Independent Registered Public Accourtfeimg

To the Board of Directors and Stockholders of Innggec Inc:

We have completed integrated audits of Innospecsioonsolidated financial statements and of iterimal control
over financial reporting as of December 31, 206&dcordance with the standards of the Public Compacounting
Oversight Board (United States). Our opinions, Haseour audits, are presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated badasheets and the related consolidated statemieintsome,
stockholdersequity and cash flows present fairly, in all matkrespects, the financial position of Innospec ara it:
subsidiaries at December 31, 2006 and 2005, ancksodts of their operations and their cash flowrssfach of the
three years in the period ended December 31, 2006riformity with accounting principles generaliycapted in the
United States of America. These financial statesiang the responsibility of the Company’s managenur
responsibility is to express an opinion on thesaricial statements based on our audits. We cordiocteaudits of
these statements in accordance with the standéatlds Bublic Company Accounting Oversight Board i(elth States).
Those standards require that we plan and perfoemadlklit to obtain reasonable assurance about when&nancial
statements are free of material misstatement. Alit afifinancial statements includes examining adest basis,
evidence supporting the amounts and disclosurifinancial statements, assessing the accouptingiples used
and significant estimates made by management, \zaldating the overall financial statement preseotatVe believe
that our audits provide a reasonable basis foopurion.

As discussed in Note 2 to the Consolidated Findistatements, the Company changed the manner ichvithi
accounts for share based compensation on adofgtieA® 123R,Share-Based Paymeneffective January 1, 2006,
and defined benefit pension plans on adoption d BRA8,Employers’ Accounting for Defined Benefit Pensiad a
Other Postretirement Planseffective December 31, 2006.

Internal control over financial reporting

Also, in our opinion, management’s assessmentyded in Management’s Report on Internal Controlr@areancial
Reporting appearing under Item 9A, that the Compuaaintained effective internal control over finaalagieporting as
of December 31, 2006, based on criteria establishkdernal Control — Integrated Frameworksued by the
Committee of Sponsoring Organizations of the Tred®@ommission (COSO), is fairly stated, in all
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material respects, based on those criteria. Fumibie, in our opinion, the Company maintained, inedterial
respects, effective internal control over financegorting as of December 31, 2006, based on ieriéstablished in
Internal Control— Integrated Frameworissued by COSO. The Company’s management is reigpener
maintaining effective internal control over finaalcieporting and for its assessment of the effec&ss of internal
control over financial reporting. Our responsililis to express opinions on management’s assessmerdn the
effectiveness of the Company’s internal controlrdugancial reporting based on our audit.

We conducted our audit of internal control oveafinial reporting in accordance with the standafdsePublic
Company Accounting Oversight Board (United Stat€lpse standards require that we plan and perfoenaadit to
obtain reasonable assurance about whether effeotemmal control over financial reporting was ntained in all
material respects. An audit of internal control rofil@ancial reporting includes obtaining an undansting of internal
control over financial reporting, evaluating managat’'s assessment, testing and evaluating therdasidj operating
effectiveness of internal control, and performinglsother procedures as we consider necessarg rirtumstances.
We believe that our audit provides a reasonables f@sour opinions.

A company’s internal control over financial repnogiis a process designed to provide reasonableaass

the reliability of financial reporting and the pexption of financial statements for external pugsois accordance wi
generally accepted accounting principles. A comfsmmgernal control over financial reporting inckeglthose policies
and procedures that (i) pertain to the maintenafcecords that, in reasonable detail, accurateti/fairly reflect the
transactions and dispositions of the assets afdh@any; (ii) provide reasonable assurance thaséeions are
recorded as necessary to permit preparation afiiahstatements in accordance with generally aede@ccounting
principles, and that receipts and expenditures@cbmpany are being made only in accordance withoazations of
management and directors of the company; and(imyide reasonable assurance regarding preventiomely
detection of unauthorized acquisition, use, or @kgjn of the company’s assets that could havanal effect on
the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or détmisstatements.
Also, projections of any evaluation of effectivesés future periods are subject to the risk thatrmds may become
inadequate because of changes in conditions, tthtbalegree of compliance with the policies orcpaures may
deteriorate.

PricewaterhouseCoopers LLP
London, United Kingdom
March 16, 2007
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CONSOLIDATED STATEMENTS OF INCOME
(in millions, except per share data)

Net sales (Note &
Cost of goods sol

Gross profit (Note 3

Operating expense
Selling, general and administrati
Research and developme
Restructuring charg
Amortization of intangible asse
Impairment of Octane Additives business goodwilb{&9)
Profit/(loss) on disposals, net (Note :

Operating income/(los:
Interest expens

Interest incom

Other net income/(expens

Income/(loss) before income taxes and minorityrast
Minority interest

Income/(loss) before income tax
Income taxe:

Income/(loss) before share of affiliated compamyiegs from continuing

operations
Share of affiliated company earnir
Discontinued operations, net of tax (Note
Net income/(loss
Earnings/(loss) per sha
Basic

Diluted

Earnings/(loss) per sha- continuing operations
Basic

Diluted

Weighted average shares outstanding (in thous~ Basic

— Diluted

The accompanying notes are an integral part obteegements.
52

Years ended December 3

2006 2005 2004
$ 5321 $564.6 $ 496.¢
(345.2) (364.7) (283.9)
186.7 200.1 213.(
(99.0) (108.2) (96.6)
(11.1) (11.2) (10.1)
(4.5) (31.9) (8.9
(12.7) (12.7) (11.2)
(36.7) (134.2) (40.7)
9.2 — (4.4)
(154.¢) (297.9) (171.9)
31.¢ (97.7) 41.7
(12.7) (9.5) (6.4)
5.3 1.¢ 0.8
6.€ (12.6) (2.1)
31.¢ (117.9) 34.(
(0.7) (0.2) (2.0)
31.¢ (118.2) 32.C
(20.4) (4.2) (20.1)
11.£ (122.%) 11.¢
— — (1.0)
— (1.4) (4.7)
$ 112 $(12375) $ 6.2
$ 09/  $(10.00 $ 0.5C
$ 09C $(10.00 $ 0.4¢
$ 09/ $ (989 $ 0.9¢
$ 09C $ (989 $ 0.9
12,07: 12,36¢ 12,34¢
12,67( 12,36¢ 12,98¢
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CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

Assets

Current assel
Cash and cash equivalel
Restricted cash (Note 2

Accounts receivable (less allowance of $2.5 and,$2spectively

Inventories
Finished good
Work in progres:
Raw materials

Total Inventories
Prepaid expenst

Total current asse

Property, plant and equipment (Note
Goodwill - Octane Additives (Note ¢
Gooduwill - Other (Note 9

Intangible assets (Note 1

Prepaid pension cost (Note
Deferred finance costs (Note 1
Deferred income taxes (Note

Other assets (Note 2

Liabilities and Stockholde’ Equity
Current liabilities
Accounts payabl
Accrued liabilities
Accrued income taxe
Shor-term borrowings (Note 1¢
Current portion of plant closure provisions (No8)
Current portion of deferred income (Note !

Total current liabilities

Long-term debt, net of current portion (Note :

Plant closure provisions, net of current portiomig13)
Deferred income taxes (Note

Pension liability (Note 6

Other liabilities

Deferred income, net of current portion (Note
Minority interest

Commitments and contingenci

Stockholder’ Equity (Note 16)

Common stock, $0.01 par value, authori

40,000,000 shares, issued 14,777,250 st

Additional paic-in capital

Treasury stock (2,874,747 and 2,452,249 sharessatrespectively
Retained earning

Accumulated other comprehensive |

Total stockholdel equity

At December 31

2006 2005
$ 101.¢  $ 68
— 4.3
78.2 64.€
83.7 63.¢
25.2 21.€
11.1 10.€
120.( 96.5
5.1 5.3
305. 239.¢
66.5 67.2
24.€ 61.5
139.C 138.¢
30.2 43.C
— 113.(
1.6 2.1
1.6 —
— 9.7
$ 569.0  $675.1
$ 500 $ 54.F
55.E 59.4
14.7 —_
15.1 14.F
5.6 10.1
2.0 2.C
142 € 140.5
133.C 130.1
22.2 21.C
— 41.¢
22 —_
22.4 24.
0.9 2.9
0.1 0.2
0.1 0.1
281.7 276.:
(44.7) (32.0
97.¢ 88.4
(110.0 (18.9
225.( 314..
$ 569.0  $675.5




The accompanying notes are an integral part obtedement:
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

Cash Flows from Operating Activiti¢
Net income/(loss
Adjustments to reconcile net income/(loss) to reesthcprovided by operating activitie
Depreciation and amortizatic
Impairment of Octane Additives business good
Deferred income taxe
(Profit)/loss on disposal of property, plant andipgent
Loss on disposal of busine
Changes in working capite
Accounts receivable and prepaid exper
Inventories
Accounts payable and accrued liabilit
Income taxes and other current liabilit
Impairment in carrying value of unconsolidated istveents
Movement on plant closure provisia
Movement in pension prepayme
Stock option compensation chai
Movements in other n«-current liabilities
Movement in deferred incon

Net cash provided by operating activit

Cash Flows from Investing Activitie

Capital expenditure

Proceeds on disposal of property, plant and equipmet
Business combinations, net of cash acqu

Increase in restricted ca

Proceeds from disposal of subsidi

Disposal of unconsolidated investmi

Net cash provided by/(used in) investing activi

Cash Flows from Financing Activitie
Receipt of sho-term borrowing
Repayment of shc-term borrowing
Receipt of lon-term borrowings
Repayment of lor-term borrowings
Payments on capital leas
Refinancing cost

Dividends paic

Issue of treasury stoc

Repurchase of common stock (Note
Minority interest dividends (paic

Net cash (used in)/provided by financing activi
Effect of exchange rate changes on ¢

Net change in cash and cash equival
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

Years ended December 3

2006
2005 2004
$ 114  $(1237) $ 6.2
27.4 28.7 24.4
36.7 134.4 40.7
2.0 (5.0 (0.8)
(9.2) 2.6 4.3
— — 13.7
(11.3) 15. (2.2)
(21.0 (20.9) (11.9)
(7.4) 6.C 3.C
20.¢ (22.5) 11.4
— 6.6 —
(3.9 2.1 (6.9)
(3.0 10.C (7.0)
1.6 — —
2.0 11.2 (4.6)
2.0) 2.2) —
36. 43.¢ 62.4
(7.6) 8.9 (9.6)
9.6 — 5.2
— (22.9) (80.2)
— — (4.8)
— 2.8 —
2.6 — —
4.6 (27.9) (89.4)
1.0 — —
(1.0 — —
18.C 190.¢ 119.C
(10.0 (170.0) (107.5)
0.2) — 0.
(0.E) 2.0 2.7)
(1.9 (1.7) (1.5)
3.C 1.4 5.5
(15.6) (2.5 (4.5
(0.2) — (0.
(7.4) 15.F 8.3
(0.€) 4.1 5.
33.C 35.¢ (12.6)
68.¢ 33.2 46.1
$101. 68< $ 33.:

Amortization of deferred finance costs of $1.1mQ20$1.3m) for the year are included in depreciatind amortization in the cash flow

statement but in interest in the income statement.



The accompanying notes are an integral part obtedement:
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(in millions)

Balance at December 31, 2C

Net loss

Dividend ($0.14 per shar

Net CTA changé?

Treasury stock -issued

Treasury stock repurchas

Redemption of treasury
stock

Balance at December 31, 2C

Net income
Dividend ($0.16 per shar

Derivatives®

Net CTA changé?

Treasury stock ~issued

Treasury stock repurchas

Stock option compensation
charge®

Adjustment for initially
applying FAS 158, net
of tax

Balance at December 31, 20C

()]

Accumulated

@) Changes in cumulative translation adjustment.

®)

Changes in unrealized exchange gains/(losses)rbratiee instruments, net of tax.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in millions)

Total comprehensive income for the years ended Deunber 31

Net income/(loss) for the ye
Changes in cumulative translation adjustrn
Unrealized exchange gains on derivative instrumergisof tax

Total comprehensive income/(los

ACCUMULATED OTHER COMPREHENSIVE LOSS
(in millions)

Accumulated other comprehensive loss for the yeaended December 3.

Additional Retainec Other Total
Common Treasury ) Comprehensive Stockholders’
Paid-In Earnings
Stock Capital Stock Loss Equity

$ 0.1 $ 276t $ (319 $ 213:¢ $ (13.9) $ 445.¢
— — — (123.7%) — (123.7)

— — — 2.7 — a.7)

— — — — (4.¢ 4.9

— — 1.7 — — 1.7

— — (2.5) — — (2.5)

— (0.9) — — — (0.3

$ 0.1 $ 276.C $ (32.0 $ 88.4 $ (18.9) $ 314.4
— — — 11.4 — 11.4

— — — 1.9 — (1.9

— — — — 0.2 0.3

— — — — 5.C 5.C

— 0.1 2.8 — — 3.C

— — (15.€) — — (15.€)

— 5.4 — — — 5.4

— — — — (97.0) (97.0)

$ 0.1 $ 2817 $ (449 $ 97.¢ $ (110.0 $ 225.(

Following adoption of FAS 123R a stock option lidpiof $3.0 million accrued under APB 25 was rexdéied.

2006 2005 2004

Cumulative translation adjustme
Unrealized gains on derivativ
Adjustment for initially applying FAS 158, net afx

Accumulated other comprehensive i

$11.4  $(123.7) $ 6.2
5.0 (4.9) 9.4
0.3 — 0.€

$16.7  $(128.6  $16.2

2006 2005
$ (134  $(18.9
0.4 0.1
(97.0) —
$(110.0  $(18.9)




The accompanying notes are an integral part obtedement:
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Nature of operations

The Company develops, manufactures, blends andedeliuel additives and other specialty chemicki® Company
serves global markets in the Americas, EuropeMidelle East, Africa and Asia Pacific. Its produate sold primaril
to oil refineries and other chemical and industt@hpanies. Principal product lines and reportabfgments are Fuel
Specialties, Performance Chemicals and Octane ikddit

On October 1, 1998, the Company entered into saldsnarketing agreements with Ethyl Corporationtif{fE) to
market and sell TEL in all areas of the world exdeprth America and the European Economic AredHlerperiod
lasting until December 31, 2009, subject to rendghadeafter. All marketing and sales effort maddeurthe
arrangement is made in the name of Innospec. Imwospntinues to produce all TEL marketed undeatireements
and also provide marketing and other services.|Ethiytinues to provide marketing and other servicée net
proceeds under the agreements are paid to InnaspkeEthyl as compensation for services and aredb@san agreed-
upon formula with Innospec receiving 68% of the total compermsator services provided. No separate legal eot
joint venture has been established as a conseqoétioe agreements. Sales and expenses incurred tha
agreements are included within Innospec’s incomtestent. These comprise all revenues and costséacdirectly
by Innospec, together with costs recharged by Huryinarketing and other services provided undertéinms of the
agreements. Ethyl’s share of the net proceedsefoices is charged within cost of goods sold. Telationship was
extended effective January 1, 2000 when OBOAdI&red into a similar agreement. Effective July@Q2 Ethyl
agreed to participate in the Veritel agreement [$ate 10) and the scope of the agreements wasdeddn include
the European Economic Area.

Refer to Note 3 for financial information on ther@oany’s reportable segments.
Note 2. Accounting Policies

Basis of Preparation

The consolidated financial statements have beqmaped in accordance with generally accepted acowuptinciples
in the United States of America and include allssdiaries of the Company where the Company hastalbng
financial interest. All significant intercompanycatints and balances have been eliminated upon labatsm.

All acquisitions are accounted for as purchaseslamdesults of operations of the acquired busesease included in
the consolidated financial statements from the dagequisition.

The results of discontinued operations are showarsgely in the income statement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Con tinued)

Use of Estimates

The preparation of the consolidated financial statets, in accordance with generally accepted adtmuprinciples
in the United States of America, requires manageénoemake estimates and assumptions that affecrtieints
reported in the consolidated financial statementsaccompanying notes. Actual results could diifem those
estimates.

Cash Equivalents

Investment securities with maturities of three rhardr less when purchased are considered to beegashalents.

Accounts Receivable

The Company records accounts receivable at netabéd value and maintains an allowance for custemet making
required payments. The Company determines the adgai the allowance by periodically evaluatingheaastomer
receivable considering our customer’s financialdibon, credit history and current economic corais.

Inventories

Inventories are stated at the lower of cost (FIF€hod) or market price. Cost includes materialspdaand an
appropriate proportion of plant overheads.

The Company accrues volume discounts where itobglle that the required volume will be attained #re amount
can be reasonably estimated. The discounts aredestas a reduction in the cost of materials basgarojected
purchases over the period of the agreement.

Provision is made for slow-moving or obsolete irneeies as appropriate.

Property, Plant and Equipment

Property, plant and equipment are stated at cestdecumulated depreciation. Depreciation is pexvalver the
estimated useful lives of the assets using thetréine method. The cost of additions and improeats are
capitalized. Maintenance and repairs are chargeapgenses. When assets are sold or retired theiat&sbcost and
accumulated depreciation is removed from the cafestgld financial statements and any related galossris include
in earnings.

The estimated useful lives of the major classefepfeciable assets are as follows:

Buildings 7 to 25 yeal
Equipment 3to 10 yeat
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Con tinued)

Goodwill and Other Intangible Assets

Goodwill and other intangible assets deemed to halefinite lives are no longer amortized but arbjsct to at least
annual impairment tests. Other intangible asseatirage to be amortized using the straight-line radtbver their
estimated useful lives.

The annual measurement date for impairment tesfifigiel Specialties and Performance Chemicals gdbogw
December 31. Octane Additives business goodwittviewed for impairment at the end of each quarter.

The Company regularly reviews goodwill and the oth&angible assets for impairment based on pregepbst-tax
cash flows discounted at the Company’s weightedaaeecost of capital. As expected the decline enQlatane
Additives market has resulted in quarterly impaintngharges being incurred from the first quarte2@®4 onwards. It
is highly likely that further quarterly charges Mak incurred in future years as the market comtsnio decline. The
impairment reviews of the goodwill relating to theel Specialties and Performance Chemicals bussesdicates
that there is no requirement to recognize an impaiit charge in respect of this goodwiill.

Deferred Finance Costs

The costs relating to debt financing are capitdlized separately disclosed in the balance sheeteswAfinancing
arrangement was entered into on December 13, A0@5costs from those financing arrangements of Bllén
were capitalized and are being amortized usin@#eeage interest method over the expected lifeebgreement.

Impairment of LoneLived Assets

The Company reviews the carrying value of its Itimge assets, including buildings and equipmenteméver
changes in circumstances suggest that the carvgilngs may be impaired. In order to facilitate teist the Company
groups together assets at the lowest possible flevelhich cash flow information is available. Usdounted future
cash flows expected to result from the assetsargared with the carrying value of the assets atiky are lower a
impairment loss may be recognized. The amountefrtipairment loss is the difference between theviaiue and the
carrying value of the assets. Fair values are ohtexd using post-tax cash flows discounted at the@ny’s
weighted average cost of capital.

Derivative Financial Instruments

The Company uses various derivative instrumentsidimag forward currency contracts and options artdrest rate
swaps to manage certain exposures. These instramenentered into under the Company’s corporsie ri
management policy to minimize exposure and ardancpeculative trading purposes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Con tinued)

FAS 133,Accounting for Derivative Instruments and Hedgirgjivities establishes accounting and reporting stanc
for derivative instruments and, requires that atityerecognize all derivatives as either assetsadilities in the
consolidated balance sheet and measure thosenmesits at fair value. Changes in the fair valueesf\étives that are
not designated as hedges, or do not meet the eageints for hedge accounting under FAS 133, arggrened in
earnings. Derivatives are tested for effectivermesa quarterly basis. The ineffective portion & trerivatives change
in value is recognized in earnings. The effectigdipn is recognized in other comprehensive lods the hedged
item is recognized in earnings.

The Company employs interest rate swaps which coraeable rate debt on $50.0 million of the reniag $90.0
million senior term loan to fixed rate. These hheen designated as cash flow hedges of the undgnhariable rate
obligation. These have been tested for effectivenssg the dollar offset method. At the end oftdéren of the swap
arrangements the cumulative gain or loss will ldassified to the income statement. The interdstsaaps have be
recorded as a non-current liability in the balasiceet.

Environmental Compliance and Remediation

Environmental compliance costs include ongoing mtesiance, monitoring and similar costs. Environmlestaats are
accrued when environmental assessments or rensgfiists are probable and the cost can be reasoesbipated.
Such accruals are adjusted as further informatemeldps or circumstances change. Costs of futurgations are
discounted to their present values using the Cowipaveighted average cost of capital.

Revenue Recognition

The Company supplies products to customers fromaiti®us manufacturing sites, and in some instafroes
containers held on customer sites, under a vaofetyandard shipping terms and conditions. In eade revenue is
recognized when the transfer of legal title, whkkdefined and generally accepted in the standaindst and
conditions, arises between the Company and themest

The Company recognizes the total revenue from @ctalditive sales under the Ethyl agreements. TBé 32
compensation which is paid to Ethyl is recognizedast of goods sold.

A component of Ethyl's share of net proceeds (set M) is an amount recoverable from Ethyl thagisulated
annually in arrears. The Company recognizes thastgrly based on best current estimates of theateg@utcome.

Provisions for sales discounts and rebates to nustare based upon the terms of sales contrati@ramecorded in
the same period as the related sales as a dedéraionmevenue. The Company estimates the provigiosales
discounts and rebates based on the terms of eaebnagnt at the time of shipping.
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Components of Net Sales

All amounts billed to customers relating to shigpand handling are classified as net sales. Shapia handling
costs incurred by the Company are classified asaf@gods sold.

Components of Cost of Goods Sold

Cost of goods sold is comprised of raw materiatcogluding inbound freight, duty and non-recoweaaxes,
inbound handling costs associated with the readipgaw materials, packaging materials, productiostg including
labor costs, maintenance and utility costs, pladtengineering overhead, warehousing and outbduipg@iag costs
and handling costs. Inventory losses and provisionsthe costs of customer claims are also recednizthe cost of
goods line item.

The 32% compensation which is paid to Ethyl is ggtped in cost of goods sold.

Components of Selling, General and Administrativeemses

Selling expenses comprise the costs of the diedesdorce and the sales management and custonaeese
departments required to support them. It also c@aprcommission charges, the costs of sales comkeseand trade
shows, the cost of advertising and promotions Aedtbst of bad and doubtful debts. General andrastrative
expenses comprise the cost of support functiodadimgy accounting, human resources, informatiohrietogy and
the cost of group functions including corporate agament, finance, tax, treasury, investor relatalegal
departments. Provision of management’s best ediofdegal costs for litigation in which the Compgas involved is
made and reported in the administrative expengetém.

Research and Development expenses

Research, development and testing costs are expen#ige income statement as incurred.

Earnings Per Share

Basic earnings per share is based on the weightedge number of common shares outstanding dunmgeriod.
Diluted earnings per share includes the effectptibos that are dilutive and outstanding duringpgkdod.

Foreign Currencies

The Company’s policy is that exchange differengesray on the translation of the balance sheeentifies that have
functional currencies other than the U.S. dollartaken to a separate equity reserve, the cumelatinslation
adjustment. In entities where the U.S. dollar esfimctional currency no gains or losses on traiesiaccur. In these
entities gains or losses on monetary assets rglatiourrencies other than the U.S. dollar arerta&ehe income
statement. Gains or losses on foreign currencygéietions are included in other net income/(expeinsie income
statement.
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Stock Option Plans

Effective January 1, 2006 the Company adopted treigions of FAS 123RShare-Based Paymewhich requires
employee stock options to be accounted for undefain value method. Accordingly sharased compensation is n
measured at the grant date based on the fair vélilhe options.

Prior to January 1, 2006 the Company accountedrfggloyee stock options using the intrinsic valu¢hoe
prescribed by Accounting Principles Board Opiniam R5,Accounting for Stock Issued to Employg€é$B 25”) and
related interpretations, and provided the requmedforma disclosures prescribed by FAS 1&&ounting for Stock-
Based Compensaticand FAS 148Accounting for Stock-Based Compensation — Tramséind Disclosure Under
APB 25, for fixed awards, when the exercise pricermployee stock options was equal to the markee f the
underlying stock on the date of the grant, no camspBon expense was recorded.

The Company adopted FAS 123R using the modifiedg@ctive transition method. Under this method the
compensation cost recognized by the Company bewirini2006 includes (a) compensation cost fortaltls options
granted prior to, but not yet vested as of JantiaB006, based on the grant-date fair value estidniat accordance
with the original provisions of FAS 123, and (bymmensation cost for all stock options granted syibset to
January 1, 2006, based on the grant-date fair \edtimated in accordance with the provisions of E&3R. The
Company uses the straight-line attribution metloetognize share-based compensation costs oveetiee period
of the option.

Pension Plans and Other R&shployment Benefits

Effective for fiscal year 2006, the Company adopteiprovisions of FAS 15&mployers’ Accounting for Defined
Benefit Pension and Other Postretirement Pl. FAS 158 requires that the funded status of ddfimenefit
postretirement plans be recognized on the Compamyisolidated balance sheets, and changes innlkedwstatus be
reflected in comprehensive income. FAS 158 alsaireg the measurement date of the plan’s fundedssta be the
same as the Company’s fiscal year-end. Althoughmbasurement date provision was not required tdbeted until
fiscal year 2008 the Company eadglopted this provision for fiscal year 2006. Therémental effect of applying F/
158 on individual line items on the consolidatethbee sheet as of December 31, 2006 was as follows:

Before After
application application
of FAS 15¢ Adjustments of FAS 15¢

Prepaid pension co $ 116.C $ (116.0 $ —

Deferred tax (liability)/asse (39.9 41.5 1.6
Pension liability — (22.5) (22.5)
Accumulated other comprehensive | $ (13.0 $ (97.0) $ (110.0
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Pension plans are accounted for in accordanceRbith 87 ,Employers’ Accounting for PensiorsAS 158,
Employer’ Accounting for Defined Benefit Pension and OtRestretirement Planand FAS 88Employers’
Accounting for Settlements and Curtailments of m@efiBenefit Pension Plans and for Termination B&s

Revision to Classification of Certain Iltems

During the final quarter, 2006, the Company revigexclassification of certain shipping and hamglibosts and
commission charges in its results for 2006 and @ratge information for 2005 and 2004. Previousigse charges
were netted off sales and are now charged to ¢ggians sold and selling expenses, respectivelis f&s no impact
on 2006 or any prior periods’ reported income befacome taxes, net income, earnings per shareashtprovided
by operating activities or any balance sheet cayego

The classification of charges of $28.6 million &8¥.1 million for the years ended December 31, 20062005,
respectively, (1) with respect to shipping and hiagdcosts has been revised from a reduction irsakds to an
increase in costs of goods sold of $23.1 milliod $86.5 million, respectively, and (2) with respectommission
charges has been revised from a reduction in et s@an increase in selling expenses of $5.5anind $10.6
million, respectively.

The impact on net sales, gross profit and seltjegieral and administrative expenses for the preilyaeported
guarters, and the 2006 fourth quarter, duringweeytears ended December 31, 2006 is provided in @&e
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Note 3. Business Segment and Geographical Areat@

The Company divides its business into three dissagments for both management and reporting paspéaiel
Specialties, Performance Chemicals and Octane ikdditThe Fuel Specialties and Performance Chesimadiness:
both operate in markets where we actively seek tir@pportunities albeit their end customers arg dferent. The
Octane Additives business operates in markets wdrielmature with generally declining demand.

In 2006 and 2005 no single customer accounted @rerthan 10% of net sales. In 2004 the Companyhad
significant customer in the Octane Additives busg@ho accounted for $65.7 million (13%) of neesaln the
second quarter of 2005 this customer permaneritlyhle market for TEL for use in automotive gaselin

The following table analyzes sales and other firncformation by product group:

Product Group Data

(in millions) 2006 2005 2004
Net sales

Fuel Specialtie $311.c $ 257.1 $208.¢
Performance Chemica 120.¢ 109.4 48.¢€
Octane Additive: 100.¢ 198.c 239.¢

$532.1 $ 564.¢ $496.¢

Gross profit:

Fuel Specialtie $106.2 $ 83t $ 70.1
Performance Chemica 22.7 17.€ 8.8
Octane Additive: 57.¢ 99.(C 134.1

$186.7 $ 200.1 $213.(

Operating income

Fuel Specialtie $ 45.7 $ 26.2 $ 20.¢
Performance Chemica 5.8 1.C 0.2
Octane Additive: 34.5 69.2 104.4
FAS 87 pension (charge)/cre — (1.7 2.7
Corporate cost (22.7) (26.7) (33.0
Restructuring charg (4.5 (31.9) 8.3
Impairment of Octane Additives business good (36.7) (134.9 (40.7)
Profit/(loss) on disposals (ne 9.2 — (4.4
Operating income/(los: $ 31.¢ $(97.7) $ 417
Identifiable assets at year el

Fuel Specialtie $221.¢ $237.C
Performance Chemica 121.C 101.C

Octane Additive: 224.; 224.(

Corporate 2.C 113.C

$569.( $ 675.<
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The Company includes within the corporate costs iiem the costs of:

managing the Group as a company with securitiesdlisn NASDAQ and registered with the St

the President/CEQ'’s office, group finance, groumphn resources, corporate secretary, legal feegaastor
relations;

running the corporate offices in the USA and Eurt

the corporate development function since they doelate to the current trading activities of otieyr
business segments; a

the corporate share of the information technolaggounting and human resources departm

Sales by geographic area are reported by sourcaréwhe transaction originates) and by destingtidrere the final
sale to customers is made). Intercompany salgsrigned to recover cost plus an appropriate marKer profit and ar
eliminated in the consolidated financial statements

Identifiable assets are those directly associaiédtive operations of the geographical area.

Goodwill has not been allocated by geographicatioa on the grounds that it would be impracticabldo so.
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Geographical Area Data

(in millions)

Net sales by source
United State:
United Kingdom
Rest of Europt
Other

Sales between are

Net sales by destination
United State:

United Kingdom

Rest of Europt

Other

Income/(loss) before income taxe:

United State:

United Kingdom

Rest of Europt

Other

Impairment of Octane Additives business good

Long-lived assets at year enc
United State:

United Kingdom

Rest of Europt

Other

Goodwill

Identifiable assets at year end
United State:

United Kingdom

Rest of Europt

Other

Goodwill
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2006 2005 2004
$167.1 $135F  $ 86.€
307.¢ 285 301.
144.€ 223.: 188.
2.1 17.2 19.¢
(89.6) (96.7) (99.6)
$532.1  $564.f  $496.¢
$173.7 $126.¢  $ 92.C
22.¢€ 24 33.1
189.( 172.7 123.2
146.€ 241.( 248.¢
$532.1  $564.f  $496.¢
$388 $ 922 $ (8.2
13.7 51.¢€ 47.¢
17.4 (126.)) 28.(
(1.4) (1.6) 5.C
(36.7)  (134.) (40.7)
$ 318 $118.) $ 32
$237 $ 25
32.1 178.¢
19.¢ 30.€
— 0.1
163.¢ 200.2
$239.F  $435¢
$102.7 $ 66.C
216.: 319.]
84.7 85.¢
1.6 3.1
163.¢ 200.2
$569.0  $675.
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Note 4. Stock Option Plans

The Company has five active stock option plans; &which provide for grants of options to key doyges and nc-
employee directors. One other plan provides st@tions on an equal basis to all U.K. employees. dureent limit
for the number of shares of common stock whichkmissued or awarded under the plans is 3,043J0@0stock
options issued have a vesting period of three o years and expire within ten years of the datgraht. All grants al
at the sole discretion of the Compensation Commitfehe Board of Directors which administers thenp. Grants
may be priced at market value or at a premium sratint.

On January 1, 2006 the Company adopted FAS 123B.F28R requires a company to estimate the number of
forfeitures expected to occur and record expensedapon the number of awards expected to vest. Bradoption,
the Company accounted for forfeitures as they aeduais permitted under previous accounting stasdaite
cumulative effect of adopting the change in estingaforfeitures was not material to the Companyiaicial
statements for year ended December 31, 2006.

The majority of options granted by the Companydaeendent upon internally focused factors sucheéinancial
performance of the Company’s reporting units. Tdievalue of these options is calculated usingBlaek-Scholes
model. In some cases certain performance relateonspare dependent upon external factors sudnea€dmpany’s
share price. The fair value of these options isudated using a Monte Carlo model.

The following assumptions were used to determieddir value of options calculated using the Bl&wdtioles model:

2006 2005 2004
Dividend yield 0.4% 0.4% 0.5%
Expected life 4 year: 4 year: 4 year:
Volatility 43.5% 43.(% 38.1%
Risk free interest rai 4.26% 4.2% 3.4%

66



Table of Contents

NOTES ON CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

The following table summarizes the transactionthefCompany’s stock option plans for the three ypeaiod ended

December 31, 2006:

Weighted Weighted
Number of Average Average Fair
Exercise Price
Shares Value
Options outstanding December 31, 2! 1,483,41 $ 10.31
Granted - at discoun 74,07( $ — $  22.6¢
— at premiurnr 18,85( $ 23.0( $ 6.7C
Exercisec (483,49 $ 10.62
Cancellec (87,56%) $ 7.12
Options outstanding December 31, 2( 1,005,27: $ 10.2¢
Granted - at discoun 141,39 $ 11.5¢ $ 9.6%
— at market valu 94,06( $ 19.77 $ 10.52
Exercisec (130,70 $ 9.01
Cancellec (151,98 $ 5.14
Options outstanding December 31, 2! 958,04 $ 10.1C
Granted —at discoun 108,70: $ 5.3t $ 12.97
Exercisec (192,169 $ 12.7:
Cancellec (67,895 $ 8.4(
Options outstanding December 31, 2! 806,68 $ 8.9¢
The following table summarizes information aboutiaps outstanding at December 31, 2006:
Weighted
. Weighted Number Weighted Average
Number Weighted Exercisable a Remaining
Outstanding at Average Average December 31 Average
Range of Exercise December 31, Remaining Life Exercise Exercise Life in
Price 2006 Price Price Years
$0-$5 322,09! 7.2C $ — 18,62] $ — 3.7¢4
$5-$10 37,15¢ 3.3¢€ $ 7.81 37,15¢ $ 7.81 3.3¢€
$1C-$15 254,96: 3.61 $ 13.4] 254,96: $ 13.41] 3.61
$1E-$20 178,02 6.67 $ 17.92 47,42¢ $ 17.9¢ 3.7¢€
$2(-$25 14,45( 7.31 $ 23.0C — $ — —
806,68 358,17:

The aggregate intrinsic value of fully vested stopkions at December 31, 2006 is $271,168. Of 8&131 stock
options that are exercisable, 15,607 have perfoceaanditions attached. The 2006 total FAS 123Rpaomeation
cost was $1,618,000 gross of tax and $1,052,00@friex. The total compensation cost related tovested stock
options not yet recognized is $1,708,000 and thés is expected to be recognized over the weigatedage period ¢
1.06 years.
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We have not modified any stock option awards in&@D05 or 2004. The total intrinsic value of opsaexercised in
2006 was $875,603. The amount of cash received thhenexercise of stock option awards in 2006 wa8 &8llion.
The Company’s policy is to issue shares from Treastock to holders of stock options who exercigese options.
During 2006 the new total fair value of shares egstas $887,135 respectively.

The Company adopted FAS 123R using the modifiedg@ctive transition method beginning January 16200e
Company previously recorded a charge for stockooptbased on the intrinsic value method outline@RB 25. The
following table summarizes the effect on net incand earnings per share for the year ended Dece3ibe005 and
2004 if the Company had adopted FAS 123R. As afidgnl, 2006 compensation expense has been recartheal
the financial statements and calculated consistevith the method prescribed in the standard:

Net income
Basic Diluted

2005
As disclosec $ (123.) $(10.00) $(10.00)
Compensation expense, net of tax, included inneetme 0.¢
Compensation expense, net of tax, that would haea iIncluded had F#£

123 been adopte (1.5)
Proforma net incom $ (124.9) $(10.05) $(10.05)
2004
As disclosec $ 6.2 $ 0.5C $ 0.4¢
Compensation expense, net of tax, included inneetme 1.1
Compensation expense, net of tax, that would haea iIncluded had F#£

123 been adopte 1.3
Proforma net incom $ 6.C $ 0.4¢ $ 0.4¢€
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Note 5. Earnings per share

Basic earnings per share is based on the weighttzdge number of common shares outstanding dunmgdar,
while diluted earnings per share includes the efféoptions that are dilutive and outstanding dgrihe year. Per
share amounts are computed as follows:

2006 2005 2004

Numerator (millions of dollars):

Income/(loss) from continuing operatic $ 114 $(122.7) $ 11.¢

Share of affiliated company earnir — — (2.0

Discontinued operations, net of t — (1.9 4.7

Net income/(loss) available to common stockhol $ 114 $(123.7) $ 6.2
Denominator (in thousands):

Weighted average common shares outstar 12,07 12,36¢ 12,34¢

Dilutive effect of stock options and awat 59¢ — 644

Denominator for diluted earnings per sh 12,67( 12,36¢ 12,98¢
Net income per share

Income/(loss) before affiliated company earningsrfrcontinuing

operations $ 0.94 $ (9.89) $ 0.9¢

Share of affiliated company earnir — — (0.0¢)

Discontinued operations, net of t — (0.1]) (0.3¢)

Net income/(loss) available to common sh: $ 0.94 $(20.00) $ 0.5C
Net income per share, diluted

Income/(loss) before affiliated company earningsrfrcontinuing

operations $ 0.9C $ (9.89 $ 0.92

Share of affiliated company earnir — — (0.0¢)

Discontinued operations, net of t — (0.1]) (0.3¢)

Net income/(loss) available to common sh: $ 0.9C $(20.00) $ 0.4¢

In 2006, 2005 and 2004, respectively, the averageber of anti-dilutive options excluded from thdccdation of
diluted earnings per share were 4,125, 127,7181&6#5, respectively.

Note 6. Pension Plans

The Company maintains a contributory defined beémpefnsion plan covering a number of its U.K. empksgy/ (“the
Plan”). The Projected Benefit Obligation (“PBO”)hased on final salary and years of credited semaduced by
social security benefits according to a plan foamdormal retirement age is 65 but provisions aaeefor early
retirement.

The Company is contributing amounts to the Placoicer service costs to date. Employee and employ@ributions
since January 1, 2004 were at 5% and 22.6%, regelgctof
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pensionable pay. The Plan’s assets are investsilipvestment management companies in funds hgldikK. and
overseas equities, U.K. and overseas fixed inteessirities, index linked securities, property winists and cash or
cash equivalents. A full actuarial valuation of flan was carried out during 2006 and an updateedasut as at
January 19, 2007, the results of both of whichraflected in the calculations below.

Effective for fiscal year 2006, the Company adopteiprovisions of FAS 15&mployers’ Accounting for Defined
Benefit Pension and Other Postretirement Pl. FAS 158 requires that the funded status of ddfimenefit
postretirement plans be recognized on the Compamyisolidated balance sheets, and changes innlkedwstatus be
reflected in comprehensive income. FAS 158 alsaireq the measurement date of the plan’s fundedssta be the
same as the Company’s fiscal year-end. Althougmteasurement date provision was not required tdoeted until
fiscal year 2008 the Company early-adopted thigipion for fiscal year 2006. The effect of applyiR4S 158 was to

record a total reduction to equity through recagniin Accumulated Other Comprehensive Loss of @9illion on

an after-tax basis.

The Company had previously used a measuremenoti@tetober 5. Accordingly, accounting and disclestar the
Plan had been as at and for the 12 months enditap€rc5. In accordance with FAS 158 the net pensi@nge of
$1.5 million for the transition period of three ntlbsito December 31, 2006 has been included irothéreduction to
equity of $97.0 million and disclosures for 2005 2904 have not been modified from those previoteghprted.

12 months tc

12 months tc

12 months tc

3 months to
December 3. October 5 October 5 October 5
(in millions) 2006 2006 2005 2004
Plan net pension charge/(crec:
Service cos $ 1.2 $ 5.C $ 6.C $ 6.2
Interest cost on PB 10.5 39.7 39.¢ 37.2
Expected return on plan ass (11.2) (44.9) (45.9) (47.9)
Net amortization and deferr 0.€ — 1.1 1.1
$ 1E $ — $ 1.7 $ (2.7
Plan assumptior:
Discount rate 5.1(% 5.0(% 5.0(% 5.6(%
Rate of increase in compensat
levels 3.55% 3.55% 3.6(% 3.6(%
Rate of return on plan ass: 5.25% 5.25% 5.3(% 5.4(%
Plan asset allocation by cateqr:
Equity securitie: 32% 29% 32% 31%
Debt securitie: 67% 70% 67% 68%
Other 1% 1% 1% 1%
10C% 10C% 10C% 10C%
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The discount rate used represents the annualis&tign medium and longer term AA rated corporatedsan the
U.K. A 0.25% reduction in the discount rate wouldrease the Projected Benefit Obligation by ards@i million
and increase the net periodic pension cost for 290#2.0 million. The rate of increase in compeiesalevels
assumes that real salary growth in Innospec wikhwgrage be restricted to 0.75% above an assumeldolieprice
inflation of 2.8%.

The current investment strategy of the Plan isoaio an asset allocation of 70% in favour of dedaturities and 30%
equity securities in order to achieve a more ptabie return on assets. The overall assumptiotheoexpected return
on the market-related value of assets for the thmeseth period to December 31, 2006 was 5.25% paunran12
month period to October 5, 2006 — 5.30% per anniiimy.assumed rate of return (based on fair valn&quity
securities was 7.6% per annum (12 month periodctolé2r 5, 2006 — 8.50% per annum) and on debt ilesuvas
4.6% per annum (12 month period to October 5, 20860% per annum). The overall return for theehrenth
period to December 31, 2006 and 12 month peridddiober 5, 2006 was adjusted to allow for the d#ifiee between
the market-related value and the fair value ofRlaa’s assets.

The projected net pension cost for the year enDiecember 31, 2007 is as follows:

(in millions)

Service cos $ 5.C
Interest cost on PB 44
Expected return on plan ass (47.5)
Net amortization and deferr 2.C

$ 4E

The estimated level of Company contributions i@ Plan for 2007 is $7.1 million. The following ledih payments,
which reflect expected future service as approgyiate expected to be made:

(in millions)

2007 $ 47.€
2008 $ 49.C
2009 $ 50.2
2010 $ 51.7
2011 $ 53.1
2012- 2016 $288.t

Company contributions to defined contribution sckerduring 2006 were $1.7 million (2005 — $1.5 roid).
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Movements in PBO and fair value of Plan assetaarellows:

3 months to 12 months tc 12 months tc
December 3: October 5 October 5
(in millions) 2006 2006 2005
Change in PBC
Opening balanc $ 909.t $ 725 $ 647.¢
Interest cos 10.5 39.7 39.€
Service cos 1.2 5.C 6.C
Contributions by participan 0.2 0.7 0.€
Benefits paic (11.2) (43.5) (42.7)
Curtailment los: — — 12.5
Actuarial (gains)/losse (11.¢) 38.7 60.¢
Exchange varianc (0.9 143.7 —
Closing balanct 897.¢ 909.t 725.2
Fair value of plan asse
Opening balanc 872.¢ 710.7 654.¢
Actual benefits pai (11.2) (43.5) (42.7)
Actual contributions by employ:t 0.7 4.4 5.1
Actual contributions by participan 0.2 0.7 0.€
Actual return on asse 12.7 56.2 92.¢
Exchange varianc 0.1 144.¢ —
Closing balanct 875.¢ 872.¢ 710.7
Plan assets (deficit)/excess over P (22.5) (36.€) (14.5)
Unrecognized net los 138.t 179.¢ 127.7
Unrecognized prior service (credit)/ct — — (0.2)
Amount recognized in Accumulated Other Comprehensiv
Loss (138.5) — —
(Pension liability)/prepaid pension cc $ (22.5) $ 143« $ 113«

The underlying PBO and fair value of Plan assesdeanominated in sterling and were previously teded at historic
exchange rates. On adoption of FAS 158 at DeceBhe2006, the underlying PBO and fair value of Rlasets were
translated at the 2006 year end exchange rate.

The accumulated benefit obligation for the Plan $&81.7 million and $695.6 million at December 2006 and
2005, respectively.

The curtailment loss of $12.5 million has been regbin restructuring costs in 2005.
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Note 7. Income Taxes

Income taxes are accounted for using the assdtadmlity method pursuant to FAS 108¢ccounting for Income
Taxes. Deferred taxes are recognized for the tax coresszps of “temporary differences” by applying endcte
statutory rates applicable to future years to diffiees between the financial statements carryimguats and the tax
bases of existing assets and liabilities. The efiacddeferred taxes of a change in tax rates mgr@zed in income in
the period that includes the enactment date. litiaddFAS 109 requires the recognition of futua& benefits to the

extent that realization of such benefits is mdkelyi than not.
The sources of income/(loss) before income taxes ag follows:
(in millions)

Domestic

Foreign

The components of income tax charges are summaaizéallows:

(in millions)

Current:
Federa
Foreign

Deferred:

Federa
Foreign

2006 2005
$202  $ 1.7
11.€ (119.5)
$31.€  $(118.))
2006 2005
$55  $0.2
15. (1.9
$21.2  $(1.6)

$ 0.5 $—
(1.5) 5.8
(1.0 5.8
$20.2  $4.2

$(1.5)
(3.0)

(4.5)

$20.1

Cash (receipts)/payments for income taxes wer& J(0illion, $21.4 million and $13.7 million durir@p06, 2005 and

2004, respectively.
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The effective tax rate varies from the U.S. fedstatutory rate because of the factors indicatéalnbe

2006 2005 2004
Statutory rate 35.(% 35.(% 35.(%
Foreign tax rate differenti (5.0 8.4 (28.9)
Amortization (0.9 — (3.5
Foreign tax credi (29.5) — —
Dividend inclusior 47.1 — —
Impairment of Octane Additives business good 40.£ (39.9) 51.4
Unrecognized net operating los: (31.€) 2.€ 7.€
Tax charge/(credit) from previous ye: 4.2 3.C (5.9
Discontinued operatior — (0.€) 2.4
Investment writ-off — (3.9 —
Other (net 4.C (8.2) 3.€

64.2%  (3E)%  62.8%

The $36.7 million charge in respect of the impaintnaf Octane Additives business goodwill has ndaarstaxation
impact and represents a significant factor in theation from the U.S. federal statutory rate. @#ignificant factors
affecting the variation to the statutory rate isugstream loan, treated as a dividend under UxSutas, net of foreign
tax credits and the use of tax losses for whickeferred tax asset had been recognized. The ntaxable profits
generated in the different geographical localitreghich the Group operates had a positive impadhe effective tax
rate in 2006.

Details of deferred tax assets and liabilitiesam¢ollows:

(in millions) 2006 2005
Deferred tax assets
Excess of tax over book basis in property, pladt@uipmen $ 3.2 $ 10.€
Net operating loss carry forwar 1.8 9.7
Pension liability 6.8 —
Other 2.7 —
14.¢ 20.2
Valuation allowanct (2.0 (8.9
Total deferred tax asse 13.€ 11.£

Deferred tax liabilities:

Prepaid pension co — (33.9)
Intangible assel (6.9 (7.5)
Other (5.2 (11.9)

(12.0 (53.9)
Total net deferred tax asset/(liabili $ 1€ $(41.9)
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As a result of the Company’s assessment of itslefetrred tax assets at December 31, 2006, the Gongoasiders it
more likely than not that no valuation allowanceeiquired for $0.8 million (2005 - $0.8 million) @ net operating
loss carry forwards. These net operating loss darwyards in 2004 and 2003 were generated in Fraa@result of
restructuring activity in Europe. It is expectedttBufficient taxable profits will be generated iagawhich the net
operating loss carry forwards can be relieved leefloeir usage expires in approximately two yeang fi

Should it be determined in the future that it idowger more likely than not that these assetsheltealized an
additional valuation allowance would be required #re Company’s operating results would be advgsiécted
during the period in which such a determination \ddae made.

The Company has not made provision for unremitgediags from overseas subsidiaries on the grouratghey will
not be remitted as they are required in the est@@cerned or will continue to be used to funthierrinvestment into
other territories. Any determination of the potahtimount of unrecognized deferred taxes is nattigable due to the
complexities associated with its hypothetical cittan.

Note 8. Acquisitions

On January 14, 2005, the Company acquired a 10@%est in Finetex, Inc. (“Finetex”) for consideaatiof $21.2
million. The Company purchased 234 common sharéshwiere valued at $17.4 million. The balance ef filnds
was used to separately acquire the two propertieghich the business operates and to pay coskeddquisition.
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Finetex is a manufacturer and supplier of specmltyactants and emollients to the personal casmetics and other
industrial markets. The results of Finetex haventmmnsolidated since the acquisition date and baea reported in
the Performance Chemicals business segment. In 20@® its acquisition by the Company, Finetextcbated $18.:
million of net sales and a net profit of $0.2 noitlito the consolidated net loss ($0.02 profit @eidshare). During t
third quarter of 2005 the inventory standard caspirocess at Finetex was updated. This led to@ease of $0.5
million in the fair value of inventory acquired aadorresponding reduction in goodwill. The follogyivalues have
been assigned to the major classes of assetsadnildiés in the balance sheets of the acquiredienat acquisition
date:

Finetex
Cash $ 0.2
Receivable: 2.2
Inventories 4.C
Prepayment 0.1
Property, plant and equipme 7.2
Goodwill 3.6
Intangible assel 7.1
Total asset 24.¢
Current liabilities (0.9
Deferred taxe (2.9
Other noi-current liabilities (0.2
Total liabilities (3.9
Net assets acquire $21.2

The goodwill recognized in respect of Finetex hesrbincluded within the Performance Chemicals lmssrsegment
(see Note 9).

The following intangible assets were recognizerespect of Finetex.

Finetex Useful Life
(in millions)
Customer relationshig $ 4.2 13 year
Patent: 2.8 10 year
Total asset $ 7.1

The following unaudited information illustrates ttessults of operations for the years ended Dece®hbe2005 and
2004 as if all the acquisitions had occurred orudanl, 2003. It has been adjusted to reflect amation of goodwill
on acquisitions and financing transactions andelaed interest expense. This information is fastrative purposes
only and is not meant to be indicative of actualtes that might have been achieved or resultsniigtit be attained
the future.
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Unaudited Proforma Information

(in millions except per share data) 2005 2004
Net sales $ 564.¢ $515.¢
Net (loss)/income $(123.7%) $ 7.7
Earnings per shar~ basic $(10.00) $ 0.6z

—diluted $(10.00 $ 0.5¢

On June 30, 2004, the Company acquired a 100%esttar Leuna Polymer GmbH (“Leund9r consideration of $8
million. The Company purchased one common sharetwhias valued at €1. Leuna is a manufacturer cetlieel
additives and specialty waxes. Leuna was released feceivership in late June 2004 and consequéstigsults hav
only been consolidated since the beginning of 201§4.

On July 8, 2004, the Company purchased the 50% sh&dctel Starreon LLC (now called Innospec Fym&alties
LLC) which had previously been held by Starreongooation LLC for total consideration of $43.8 nuolti. The value
of the partnership interest acquired from Star@orporation LLC was $0.6 million. The results ohtspec Fuel
Specialties LLC were already consolidated pricadquisition of the remaining 50%, though from J2004 there has
been no charge in the income statement for minorigrests in relation to Innospec Fuel SpecialtieS.

On August 26, 2004, the Company acquired a 100étest in Aroma & Fine Chemicals Limited (“AFC”) f684.5
million. The results of AFC have been consolidatete September 1, 2004. 1.3 million common shaszs
purchased at a value of $0.2 million. Of the totaisideration $4.8 million is in the form of Loamtds, half of which
were repaid in January 2006 with the remaining tegfid in October 2006. AFC manufactures aromanateds
which are principally sold into the household, iingional, industrial and personal care markets.

The following unaudited information illustrates ttesults of operations for the year ended Decer@bg2004 as if th
2004 acquisitions had been made on January 1, 2004.

Unaudited Proforma Information

(in millions except per share data 2004
Net sales $537.4
Net income $ 8E
Earnings per shar- basic $ 0.6¢

— diluted $ 4.8¢

Innospec Fuel Specialties LLC was fully consoliddby the Company prior to the acquisition of theaeing 50%
held by Starreon Corporation LLC, with the appraf#i50% proportion of its net income and balanestshecognize
as minority interest.
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The goodwill recognized in respect of Innospec Bpcialties LLC has been included within the Retnm
Specialties business segment and the goodwillspeae of AFC has been included within Performanicendicals (se
Note 9).

Note 9. Goodwill

Goodwill comprises the following:

Fuel Performance Octane
Specialtie: Additives
(in millions) Chemicals Total
Gross cos- at January 1, 20C $ 117t $ 27.2 $ 485t $ 630.:
Acquisitions — 3.6 — 3.€
Disposals — (0.5 — (0.5
Exchange effec (0.9 — (0.7 (0.5
Impairment — — (134.9 (134.9
Gross cos— at December 31, 20( 117.1 30.4 351.C 498.t
Amortization— at January 1, 20C (8.9 (0.3 (289.5) (298.7)
Amortization— at December 31, 20( (8.9 (0.3 (289.5) (298.7)
Net book amour- at December 31, 20( $ 108.¢ $ 30.1 $ 61.E $ 200.<
Gross cost — at January 1, 2006 $ 1171 $ 30.4 $ 351.( $ 498.t
Exchange effec 0.1 — — 0.1
Impairment — — (36.7) (36.7)
Gross cos- at December 31, 20( 117.2 30.4 314.: 461.¢
Amortization— at January 1, 20C (8.2 (0.3 (289.5 (298.))
Amortization— at December 31, 20( (8.9 (0.3 (289.5 (298.])
Net book amour- at December 31, 20( $ 108« $ 30.1 $ 24k $ 163.¢

The Companys reporting units are generally consistent withdperating segments underlying the segments ideoh
in Note 3.

The Company adopted FAS 14zoodwill and Other Intangible Assetsffective January 1, 2002. This requires that
goodwill deemed to have an indefinite life shoutdlonger be amortized, but subject to an annuahimpent review,
or between years if events occur or circumstanbasge which suggest that an impairment may haver et

Due to the continuing decline in the world marlat®ctane Additives, goodwill in respect of the &t Additives
business segment is reviewed for impairment onaategrly basis.

The Company has elected to perform its annual testspect of Fuel Specialties and Performancertads
goodwill as of December 31 each year.
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In reviewing for any impairment charge the fairn@abf the impaired reporting units underlying tbgraents is
estimated using an after tax cash flow methodolmgged on management’s best estimates at that time.

Based on the impairment reviews conducted in reésigebe Octane Additives business during 2006 20@b
impairment charges of $36.7 million and $134.4 i) respectively, were recognized. These chargea@n-cash in
nature and have no impact on taxation. The Compalhgontinue to perform impairment reviews in resp of the
Octane Additives business segment on a quartesig laad will recognize further charges as apprégria

At the end of the fourth quarter of 2006 the Conypaerformed its annual impairment review for godtfar Fuel
Specialties and Performance Chemicals and beltbagshere has been no impairment of goodwill spest of those
reporting segments.

Note 10. Intangible Assets

Intangible assets comprise the following:

(in millions) 2006 2005
Gross cos
— Veritel $ 60.€ $ 60.€
— Technology 7.1 7.1
— Customer relationshig 16.C 16.C
— Patents 2.8 2.8
— Other 0.3 0.3
86.¢ 86.¢
Accumulated amortizatio
— Veritel (50.6) (40.9
— Technology 2.7 (2.0
— Customer relationshig (3.6) (2.7
— Patents (0.6) 0.3
— Other (0.2 (0.7
(56.7) (43.9
$ 30.2 $43.C

Veritel

An intangible asset was recognized in 2001 inieab amounts payable to Veritel Chemicals BV by 8wiss
subsidiary pursuant to a marketing agreement éffeduly 1, 2001. An initial signing fee of $5.0llein was paid on
entering into the agreement. In December 2001¢c@atas given of a permanent source interruptiorchvtriggered
further payments due to Veritel of $70.0 milliomdér the terms of a separate marketing agreemém&thyl, $24.5
million was recoverable from Ethyl, and the Comparshare of $50.5 million was capitalized by ouri&w
subsidiary. The asset is being amortized on agstidine basis over the six years ending DecembeB07.
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Technology

Following the acquisition of the remaining 50% aftél Starreon LLC (now called Innospec Fuel SpéemlLLC) on
July 8, 2004, the Company recognized an intangibtet of $2.3 million in respect of various tecbgatal approvals
the business has received from certain military @mdlan authorities. The approvals act as a learto entry to any
potential competitor in the market who would wishstipply these products.

An intangible asset of $4.8 million was recognizedespect of a number of specialized manufactupitgesses
carried out by Aroma & Fine Chemicals Limited fallmg the acquisition of that entity in August 2004.

Both of these assets have an expected life oféarnsyand will be amortized on a straight-line baser this period.
No residual value is anticipate

Customer relationships

Following the acquisition of Finetex, the Compaagagnized an intangible asset totalling $7.1 milli$4.2 million o
which was in relation to customer lists acquiredisTasset has an expected life of thirteen yeatsvalhbe amortised
on a straight line basis over this period. No resid/alue is anticipated.

Intangible assets were recognized in 2004 in résyddaoth the Octel Starreon LLC ($9.0 million),waealled
Innospec Fuel Specialties LLC, and Aroma & Fine @ivals Limited ($2.8 million) acquisitions. Thessate to
ongoing customer relationships. These have an &qghdite of ten years and will be amortized onraight-line basis
over that period. No residual value is anticipated.

Patents

Following the acquisition of Finetex, the Compaagagnized an intangible asset of $2.9 million spext of patents
and trade marks. These have an expected life ofdars and will be amortized on a straifjhé basis over that peric

Other
The remaining balance relates chiefly to softwargtcwhich are amortized over 3 years.

The Company adopted FAS 14z¢oodwill and Other Intangible Assetsffective January 1, 2002. This requires that
intangible assets should be subject to an annysinment review, or between years if events occuiroumstances
change which suggest that an impairment may haserad. The Company has elected to perform its artests in
respect of its intangible assets as of Decembea8h year. At the end of the fourth quarter of 2006 Company
performed its annual impairment review of intangibksets and believes that no impairment exists.
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Intangible asset amortization expense was $12libmi$12.7 million and $11.2 million in 2006, 2088d 2004,
respectively.

Future estimated amortization expense is $12.7amifjer annum for 2007 and $2.6 million per annom2008
through to 2011.

Note 11. Deferred Finance Costs

The Company entered into a three and one halffyearcing facility on December 13, 2005 (see Natg This
replaced the previous Company debt facility whiglsted at December 31, 2004. The net book amouithieofleferre:
finance costs which had been capitalized as atrebthie refinancing in January 2004, some $1.4ionilat the
beginning of 2005, was amortized in full during 3Gk a consequence of the refinancing.

During 2006 and 2005, $0.5 million and $2.1 milliwirefinancing costs have been capitalized, respdyg. These
were incurred in relation to the refinancing entieiréo on December 13, 2005. These will be amadteer the
expected life of the agreement using the averagedst method.

200¢
(in millions) 2006
Gross cos $2.€ $2.1
Accumulated amortizatio —
(1.0)
$1.¢€ $2.1

Amortization expense was $1.1 million, $1.3 milliand $1.4 million in 2006, 2005 and 2004, respetyivThe
charge is included in interest payable (see Nate 2)

Note 12. Property, Plant and Equipment
Property, plant and equipment consists of the ¥ahg:

(in millions) 2006 2005
Land $ 8.2 $ 7.¢
Buildings 4.€ 5.C
Equipment 89.: 67.5
Work in progres: 3.4 5.5
105.t 85.¢
Less accumulated depreciati (39.0 (18.€)

$ 66.5 $ 67.<

Of the total net book value of equipment at Decen3tie 2006, $0.1 million (2005 — $0.3 million) isriespect of
assets held under capital leases. These assetprvaipally computer hardware in both 2006 and2200
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Depreciation charges were $13.6 million, $14.7ionlland $11.9 million in 2006, 2005 and 2004, refigely.
The estimated additional cost to complete workrigpess is $3.1 million (2005 — $2.6 million).
Note 13. Plant Closure Provisions

The liability for estimated closure costs of Innesjg Octane Additives manufacturing facilities umbés costs for
personnel reductions (severance) and decontamimnatio environmental remediation activities (remiaiig when
demand for TEL diminishes. Severance provision®ladso been made in relation to the Fuel Specadinel the
Performance Chemicals businesses.

Movements in the provisions are summarized asvalio

2006 2006 2006 2006 2005
Other
Severanci Restructuring Remediatior

(millions of dollars) Total Total
Total at January $ 7€ $ 0.1 $ 23.2 $31.1 $ 28.¢
Charge for the perio 2.4 2.1 1.€ 6.1 21.¢
Acquisitions — — — — 0.€
Expenditure (7.0 (1.9 (1.9 (10.2) (18.9)
Exchange effec 0.€ — 0.2 0.8 1.3
Total at December 3 3.8 0.2 23.7 27.¢ 31.1
Due within one yea (3.7) (0.9 (2.2) (5.6 (20.7)

Balance at December : $ 0.7 $ — $ 21.F $22.2 $21.C

Severance charges are recognized in the Incomen8tat as restructuring costs along with otheruegiring costs.
Remediation costs are recognized in cost of goolds s

Severance

A charge of $1.5 million was recognized in resp#atost reduction programs in manufacturing angsupactivities
on the U.K. Octane Additives manufacturing sit&llesmere Port. $0.6 million was recognized in essof
additional salary and other emoluments to be pat¢ former CEO pursuant to an agreement govethmgerms of
the former CEQO'’s resignation dated April 8, 200t (tResignation Agreement’lt is expected that $0.7 million of t
salary and other emoluments to be paid to the fofd&O pursuant to the Resignation Agreement wilpaiel after
more than one year. In addition, $0.2 million wasagnized in relation to severance of corporatié sta
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Other Restructuring

These costs comprise $1.5 million in respect ef diéarance in the U.K., $0.4 million in relatiendosts associated
with a plan to consolidate manufacturing activitiesto one site in one of our U.S. businesses ar®irillion in
respect of the relocation of our European Headgtgtb the Ellesmere Port site.

Remediation

Total costs for remediation are evaluated on alaednasis to take account of expenditure incurretita amend the
scope of future activities in the light of findinffem projects carried out. A detailed review of #xpected future
costs of decontamination and remediation at thesElere Port site was concluded in December 20Grd3ults wer
summarized in a discounted cash flow model andeabelts are reflected herein.

Remediation expenditure against provisions in 2Q065, and 2004 was $1.3 million, $2.2 million, &&0 million,
respectively.

The remediation provision represents the fair valugne Company’s liability recognized under FAS31Accounting
for Asset Retirement Obligatio. The accretion expense recognized under FAS 12806 was $1.6 million.

The Company records environmental liabilities whegy are probable and costs can be estimated &algoiihe
Company has to anticipate the program of work meguand the associated future costs, and has tplgawth
environmental legislation in the relevant countriise Company views the costs of vacating our rhlak site as a
contingent liability because there is no preset@nton to exit the site. The Company has furtfetednined that, due
to the uncertain product life of TEL, particulanythe market for aviation gas, there exists suantedainty as to the
timing of such cash flows that it is not possildeestimate these flows sufficiently reliably to@gaize a provision.

Note 14. Long-Term Debt

Long-term debt consists of the following:

(in millions) 2006 2005
Senior term loal $ 90.C $100.(
Revolving credi 58.C 40.C
Loan Notes — <
Capital lease 0.1 3
148.1 144.¢
Less current portio (15.]) (14.5)

$133.( $130.1
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Payments of interest on long-term debt were $91Bomj $7.6 million and $4.7 million in 2006, 20@Hd 2004,
respectively.

The net cash outflow in respect of refinancing segs $0.5 million, $2.0 million and $2.7 milliom 2006, 2005 and
2004, respectively.

The financing package agreed in January 2004, srahded in August 2004 comprised a term loan of $aliibn
and a revolving credit facility of $110 million. €term loan was repayable in annual instalmentstbvee and one
half years. The revolving facility was availableahghout the loan period until July 2007. There %A%9 million
outstanding under the terms of this facility at Baber 31, 2004.

On December 13, 2005 the Company entered into eeagnt with a syndicate of banks for a new term lof $100
million repayable over three and one half year§. $illion of this term loan was repaid on July 2006. Further
repayments of the term loan are due of $15m onalsr81 of 2007, $20 million on January 31 of 2068 a final
repayment of $55 million on June 12 of 2009. Anitiddal revolving credit facility was also agreedhish will expire
on June 12, 2009, or later if the facility is exted. This revolving credit facility was initiallyg$.1 million but was
then increased by $32.9 million to $100 millionhme 12, 2006 when The Royal Bank of Scotland RidCNational
Australia Bank Limited joined the syndicate of lemglbanks.

There was $148.0 million outstanding under the $eofithe new facility at December 31, 2006. In &ap2007 the
Company repaid $73 million under the principal liaciconsisting of the scheduled $15 million teroah repayment
and $58 million on the revolving credit facilityh& revolving credit facility can be drawn down uggain until the
financing facility expires on June 12, 2009, oetaf the facility is extended.

The facility contains terms which, if breached, Wabresult in the loan becoming repayable on demtmdquires,
among other matters, compliance with two financ@ienant ratios. These ratios are (1) the ratizedfebt to
EBITDA and (2) the ratio of net interest to EBITBBITDA and EBITA are non U.S. GAAP measures of idjty
defined in the finance facility. In the event thiz ratio of net debt to EBITDA exceeds 2.0 theaddition to these
covenants, the facility also requires a “look ford/atest and an additional financial covenant ratithe form of net
operating cash flow before finance costs to sclesidebt amortization and interest costs. This “lfwolvard” test wa:
not applicable to the Company during 2006 due th satio not being exceeded.

Management believes that the Company has not bedablese covenants throughout 2006. The faciliseaured by
number of fixed and floating charges over certaisess of the Company and its subsidiaries.

On acquisition of Aroma & Fine Chemicals Limited Angust 26, 2004, the Company issued £2.5 millih3
million) of Loan Notes to the vendors. These Loatdd were secured by an equal amount of restraztskl in escrow
and were repaid in two equal tranches in JanuadtyCatober 2006.
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No assets held under capital leases were capilalizeng 2006 (200- $nil). In 2004, leases were capitalized
primarily in respect of items of computer hardwheased in the U.K. which expire in 2007. $0.2 miiliof capital
repayments were made during both 2006 and 2005.

The following table presents the projected annuatiunities for the next four years after 2006:

(in millions)

2007
2008
2009
2010

Revolving
Capital
Term credit
loan facility leases Total
$15.C $ — $ 0.1 $ 15.1
20.C — — 20.C
55.C 58.( — 113.C

$90.C $ 58.(

$ 0.1 $148.1

The weighted average rate of interest on borrowmas 6.6% at December 31, 2006 and 6.1% at Decedihe005.

Note 15. Deferred Income

Movements in deferred income are summarized asvist

(in millions)

Receivec
Amortized

Less: current portio

2006 2005

$39.1 $39.1

(36.9) (34.2)
2.¢ 4.
(2.0) (2.0)

$ 0.¢ $ 2¢

Deferred income of $38.6m relates to amounts reckikom Ethyl relating to a prepayment for servittebe providet
under the sales and marketing agreement with OB&Adffective January 1, 2000.

The remaining $0.5m relates to post acquisitionegoment grants received in Leuna Polymer GmbH.

Note 16. Stockholders’ Equity

(number of shares in thousands

Common Stock

Treasury Stock

2006 2005 2004

2006 2005 2004

At January 1
Exercise of option
Stock purchase

At December 3:

14,770 14,77 14,77,

2,45; 2,440 2,71¢
(202)  (135) (489
625 147  20F

14,770 14,77 14,77,

2,87t  2,45: 2,44(
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Note 17. Fair Value of Financial Instruments

The following table presents the carrying amourt fair values of the Company’s financial instrunseat
December 31, 2006 and 2005:

2006 2005
Carrying Carrying
Fair Fair
(in millions) Amount Value Amount Value
Non-derivatives:
Cash and cash equivale $ 101.¢ $101.¢ $ 68.C $ 68.¢
Restricted cas — — 4.3 4.2
Long-term debr 148.] 148.1 140.< 140.c
Derivatives:
Interest rate sway 04 0.4 0.1 0.1
Interest rate swap optic (0.2 (0.7) (0.2 (0.2
Foreign exchange contrac $ 04 $ 04 $ (0.6 $ (0.6

The following methods and assumptions were usedtimate the fair values of financial instruments:

Cash and cash equivalents and restricted caste carrying amount approximates fair value becatisiee short-term
maturities of such instruments.

Lonc-term debt:The carrying amount of long-term borrowings at &ake interest rates approximates fair value.

Derivatives:The fair value of derivatives that relates to iagtrate swaps and interest rate swap options stiasagec
based on current settlement prices and comparahteacts using current assumptions.

The cumulative gains and losses on the intereststaaps are summarized as follows:

200€  200E
(in millions)
Balance at January $0.1  $0.1
Change in fair valu —
0.2
Balance at December : $0.4  $0.1

The interest rate swaps have been designatedashdlow hedge against $50.0 million of underlyirzgiable rate
debt obligations that stood at $90.0 million at &maber 31, 2006. $20.0 million of the swaps matur®ecember 14,
2007 and the remaining $30.0 million on June 12920

The hedges were determined to be effective andecesitly the unrealized gain of $0.4 million in 8q@005 — $0.1
million) has been recorded in accumulated otherpgrefrensive income. Ineffectiveness was determinde t
immaterial in 2006 and 2005
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and accordingly no gain or loss was recognizedrmiags in either period. The Company does not ebqey
significant portion of the gain to be reclassifiatb earnings in the next 12 months.

Foreign exchange contracts primarily relate to i@mot$ entered into to hedge future known transastar hedge
balance sheet net cash positions. The movemettis icarrying and fair values of these contraclarigely due to
changes in exchange rates against the U.S. dobarards the end of 2005 the U.S. dollar strengtiemainst other
major currencies, however, by the end of 2006 dtWwaakened against these same currencies.

Note 18. Financial Instruments and Risk Managenré

The Company has limited involvement with derivativeancial instruments and does not trade them.Jtmpany
does use derivatives to manage certain interestrat foreign exchange exposures.

The Company uses interest rate swaps, floors,redlad cap agreements to reduce the impact of esangnterest
rates on its floating rate debt. The swap agreesremeat contracts to exchange floating rate for fixeerest payments
periodically over the life of the agreements withthe exchange of the underlying notional amouht® notional
amounts of interest rate agreements are used teumeeiterest to be paid or received and do notesgmt the amount
of exposure to credit loss.

The Company has determined to hedge a proportitmeadutstanding variable rate debt obligationoAs
December 31, 2006 the Company had the followingrést rate instruments in effect (notional amoumtsillions):

Notional
Strike
Amount
(in millions) Rate Expiry date
Interest sway $ 30.C 4.765% June 12, 20C

$ 20.C 4.37(% December 14, 20(

The Company sells a range of Fuel SpecialtiespRagnce Chemicals and Octane Additives to majarediheries
and chemical companies throughout the world. Ciedits, ongoing credit evaluation and account nhanimg
procedures are used to minimize bad debt risk a&ohl is not generally required.
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Note 19. Commitments and contingencies
Operating Leases

The Company has commitments under operating |lgaswearily for office space, motor vehicles and was items of
computer and office equipment. The leases are txgpén be renewed and replaced in the normal cairsesiness.
Rental expense was $1.9 million in 2006, $2.4 onllin 2005 and $2.7 million in 2004. Future comnahts under
non-cancellable operating leases are as follows:

(in millions)

2007 $1.4
2008 1.1
2009 0.8
2010 0.€
2011 0.
Thereaftel 1.3

$6.1

Commitments in respect of environmental remediatibligations are disclosed in Note 13.
Contingencies
Bycosin Disposal

Voluntary disclosure of possible violations of @ban Assets Control Regulations to the Officeaséign Assets
Control. Given the international scope of its operatidhe,Company is subject to laws of many differensplictions
including laws relating to the imposition of restions on trade and investment with various ersgtitggersons and
countries, some of which laws are conflicting. 002 the Company reviewed, as it does periodicalipects of its
operations in respect of such restrictions, andrdghed to dispose of certain non-core, non-U.Bsisliaries of
Bycosin AB. Bycosin’s non-U.S. subsidiaries hadrbergaged in transactions and activities invol@uipan persons
and entities before the acquisition of the Bycdaioup by the Company in June 2001, and such sabsdiwere
continuing to engage in such transactions andities\at the time of the disposal of the non-caselFSpecialties
business and related assets in November 2004. @enNeer 15, 2004, Bycosin AB, a wholly-owned sulasigiof the
Company organized under the laws of Sweden (nowhres Innospec Sweden AB, the “Seller”), enteréal &
Business and Asset Purchase Agreement (the “Agma@nvath Pesdo Swedcap Holdings AB (the “Purchgser
Hakan Bystrom and others as the Purchaser’s guaisamind Octel Petroleum Specialities Limited (nmwwn as
Innospec Fuel Specialties Limited) as the Sellguarantor, and completed the all-cash transactioteeplated
thereby (together with related transactions, theafiaction”).The Agreement provided for, among other thingsth@
disposal of certain
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Con tinued)

non-core Fuel Specialties business and related faetoving and other assets of the Seller; andh@)supply and
distribution of certain power products to certagographic regions. The net consideration paid byPilrchaser was
approximately US$2.9 million.

Following completion of the Transaction, the Comparade a voluntary disclosure to the U.S. Offic&offeign
Assets Control (OFAC) regarding transactions artiviies engaged in by certain non-U.S. subsidsaaéthe
Company. Disclosures, amongst other items, inclubdatthe aggregate monetary value of the trarmactnvolving
Cuban persons and entities conducted by the Congaag-U.S. subsidiaries since January 1999 wasoappately
$26.6 million.

At this time, however, management believes thabitld be speculative and potentially misleadingtha Company 1
predict the specific nature or amount of penalties OFAC might eventually assess against it. Widlealties could
be assessed on different bases, if OFAC assessallige against the Company on a “performance ofraots basis”,
the applicable regulations provide for penaltiaghie case of civil violations of the Cuban Assetsitrol Regulations
(31 CFR. Part 515) (“CACR"), of the lesser of $6H)@er violation or the value of the contract. 8idanuary 1999,
non-U.S. subsidiaries of the Company have entet®ddi3 contracts with Cuban entities, each of wiciohld be
considered a separate violation of the CACR by OFBEAC may take the position that the CACR showd b
interpreted or applied in a different manner, po&dlly even to permit the assessment of penaltigskto or greater
than the value of the business conducted with Cpleasons or entities.

The Company has considered the range of possiltermes and potential penalties payable. In accaelaith the
Company’s accounting policies, provision has beaderfor management’s current best estimate ofdbenpal
liability, including anticipated legal costs. Hoveryshould the underlying assumptions prove incbrtbe actual
outcome could differ materially from managemsrdurrent expectations. Management is not ablstimate the ranc
of any additional loss, if any.

If the Company or its subsidiaries (current or ferjrwere found not to have complied with the CA@#, Company
believes that it could be subject to fines or ottieit or criminal penalties which could be matéria

The Chief of the Office of Global Security Risk (@33R”) of the Securities and Exchange CommissiciS&EC”)
Division of Corporation Finance sent a letter te @ompany dated November 22, 2005 (“SEC commeet’let
regarding its Form 10-K for the fiscal year endezt®mber 31, 2004 and Form 10-Q for the quarterceddee 30,
2005. The SEC comment letter focused on mattessigrirom the Company’s voluntary disclosure to @kAn
response to the SEC comment letter, the Companyitteld a letter to OGSR on December 14, 2005 antiraged to
be in correspondence with OGSR, regarding the ssgiom of further information concerning its volumtaisclosure
to OFAC during 2006. On November 13, 2006 the OG&iirmed to the Company that it has no further c@nts
on the Company’s disclosure in this matter.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Con tinued)
Oil For Food

On February 7, 2006, the SEC notified the Comphayit had commenced an inquiry to determine whredhg
violations of federal securities law had occurnre@dnnection with transactions conducted by the @y, including
its wholly owned indirect subsidiary, Alcor ChenvMertriebs GmbH (“Alcor”), a Swiss company, undee thnited
Nations Oil for Food Program between June 1, 19@PRecember 31, 2003. As part of its inquiry, tiEC3ssued i
subpoena requiring the production of certain docusyencluding documents relating to these transast by the
Company and Alcor. The Company, and its officers dinectors, are cooperating with the SEC inquittythis time,
management is not able to predict whether the SHGeek to impose any fines or penalties in thatter if the
Company or its subsidiaries is found not to havaleed with the relevant laws.

Dispute with Ethyl Corp.

The Company is currently disputing the price tha entitled to charge for the supply of TEL inrfdoAmerica to
Ethyl Corporation (“Ethyl”), a subsidiary of NewMaat Corporation. This dispute is the subject oftestbon
proceedings in the London Court of Internationabifation (“LCIA”). Pursuant to these proceedings, an interim «
was made on September 29, 2006 requiring Ethyayotipe increased price claimed by the Companyantescrow
account pending final determination of the arbitrat The difference in prices that the Companyasaing is
equivalent to approximately $3 million on an animed basis. At December 31, 2006, Ethyl had plaggatoximately
$1.7 million into the escrow account in respecTBL product supplied by us during the nine monthdesl Septemb
30, 2006.

The Company has also commenced proceedings inGh& &gainst Ethyl regarding its marketing agreeradaot the
supply of TEL covering the rest of the world. Then@pany and Ethyl are parties to certain exclusiaeketing
agreements governing the global marketing anddfal&L, except in North America. One obligation looth parties
is to refrain from conducting any business in tlogin interests that might defeat or damage thegserf these
agreements. The Company believes Ethyl has bredblseduty by actively marketing and selling areaiative
product. As a result, the Company is claiming dagsag excess of $40 million, as well as the rightetrminate these
agreements.

The Company is confident in its position on thesdters and believes that it will prevail. Regardlesthe outcome,
the Company does not believe that the disputeshaite a material adverse effect on the financiaitjpm or results c
the Company.

Other legal matters

We are involved from time to time in claims anddkgroceedings that result from, and are incidetahe conduct
of our business including product liability clainfs. December 31, 2006 the only claim of any potrtonsequence
in which we are involved is a potential claim, whimould total up to approximately $4 million, indted by one
customer that we supplied them with products tichhdt meet their specifications. We have deniathsiiaim
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and to date legal proceedings have not been is¥dleitkt it is not possible to predict the outconiesiach a matter we
are confident in our position. In addition, we ha@awgurance coverage to mitigate any potential dasag

Guarantees

The Company and certain of its consolidated suasal were contingently liable as of December 8062 for $7.8
million, primarily relating to guarantees of delbtadfiliated companies and performance under catgrantered into
a normal business practice. This included guarardgéaon-U.S. excise taxes and customs duties.

Under the terms of the guarantee arrangementsrajgnthe Company would be required to perform dtidle
affiliated company fail to fulfil its obligationsndaler the arrangements. In some cases, the guasma@gements have
recourse provisions that would enable the Compamgdover any payments made under the terms gfuhmntees
from securities held of the guaranteed partiestass

The Company and its affiliates have numerous l@ngitsales and purchase commitments in their vabaasess
activities, which are expected to be fulfilled with adverse consequences material to the Company.

Indemnities and warranties

In connection with the disposal of Octel Waste Mgrmaent Limited (“OWM”) on June 26, 2003, the Comypan
indemnified the purchaser in respect of the envirental liability arising from the possible histodontamination of
its leased site at Ellesmere Port, U.K. up to aimam of £2.0 million ($3.9 million). In general,glenvironmental
conditions or events that are subject to this indgmmust have arisen prior to June 26, 2003 ardktls no time limit
on when claims must be asserted. This potentiailitiais included in the Company’s remediation yigion.

In addition, the Company provided certain warranirerespect of the disposal of OWM. The Companyldde
required to perform should the contingent lialsktin respect of the warranties become actual anid e required to
make maximum future payments of £3.7 million ($niflion).

There are no recourse provisions enabling recavkeayny amounts from third parties nor are any adseld as
collateral in respect of the indemnity or warrastie

Note 20. Profit/(loss) on disposals

(in millions) 2006 2005 2004
Profit on disposal of surplus U.K. real est $9.€ $— $—
Prepaid disposal cos (0.9

Profit on disposal of French offic — — 4.7
Loss on disposal of Swedish manufactui — — (9.2

$92  $— $(4.4)
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The profit on disposal of surplus U.K. real estafates to the sale in August of the Company’s tarfuel
Technology Centre in Bletchley and sale in Julyhef Company’s former sports and social club.

Prepaid disposal costs relate to expenditure bamgred in respect of one of our U.S. former mastiring sites, in
advance of it being marketed and disposed of.

In November 2004, our French subsidiary disposétsdbrmer offices in Paris for consideration df$ million. The
offices were unoccupied as the business’s opesatiad moved to another site in Vernon. The net vadke of the
property was $nil but the sale incurred costs o2 $aillion.

On November 15, 2004, the Company disposed ofinartanufacturing and other assets held by our Sshedi
subsidiary, Bycosin AB, for consideration of $2.2lion. The net assets disposed of were $11.3 omillvhich
comprised:

(millions of dollars)

Inventories $1.1
Property, plant and equipme 2.2
Goodwill 5.€
Intercompany balance 2.€
Plant closure provisior (0.7)

$11.2

The net loss on disposal was $9.1 million. No taarge or credit for the loss is anticipated.

As part of the sale of the Swedish manufacturirgdy@her assets, Bycosin de Mexico SA de CV and Biyc8BA de
CV, non-core subsidiaries of Octel Sweden AB, wase disposed of in their entirety. As there wélitro ongoing
involvement with this business, this element ofttla@saction has been included within discontinogerations (see
Note 21). As the Company will continue to sourcedoct to support the marine and power markets Baaden, th
sale of the Swedish manufacturing and other ageets not meet the criteria laid down in FAS 14dcounting for the
Impairment or Disposal of Lor-lived Asset$or inclusion within discontinued operations.
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Note 21. Discontinued operations

On December 31, 2005, the Company disposed of tbmecore businesses, Octel Performance Chemicalaiacthe
Gamlen Industries SA waste water treatment busiféssconsideration received was $1.2 million ah® $nillion,
respectively. The net assets disposed of wererfiBlibn which comprised:

Gamlen

Octel Industries SA
Performance

waste water

Chemicals treatment

(millions of dollars) Inc. business
Accounts receivabl $ 1.C $ 0.4
Inventories 0.¢ 0.t
Property, plant and equipme 0.t 0.1

Goodwill 0.t —
Accounts payabl (0.9 (0.3

Intercompany balance 04 —
$ 2.4 $ 0.7

The net loss on disposal for Octel Performance Gtaminc. was $1.6 million which includes the teets for the yee
of $0.4 million.

The net profit on disposal of the Gamlen IndustB8&swaste water treatment business was $0.2 millioich include:
the net loss for the year of $0.3 million, professil fees of $0.2 million and a tax charge of $ilion.

On November 15, 2004, the Company disposed of ecoombusiness, Bycosin Mexico, for consideratibf9
million. The net assets disposed of were $4.8 omillivhich comprised:

(millions of dollars)

Cash $0.E
Accounts receivabl 3.4
Inventories 0.€
Prepaid expense¢ 0.€
Property, plant and equipme 0.2
Goodwill 2.7
Accounts payabl (0.3
Intercompany balance (3.2

$4.€

The net loss on disposal was $3.9 million whicHudes the net income of Bycosin Mexico for 2004aithe date of
disposal of $0.4 million, professional fees of $iflion and a tax charge of $0.2 million.
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Note 22. Other balance sheet information
Restricted cash

During 2004 the Company acquired Aroma & Fine CloasiLimited (see Note 8). Of the total considemt$4.8
million (£2.5 million) was in the form of Loan Naghalf of which were repaid in January 2006 wit& temaining
half repaid in October 2006.

Other assets

Included within other assets are investments tieahat consolidated by the Company on the groumaisthe
Company does not have a controlling financial méerThese investments are held at cost less provier
impairment. The principal affiliates are as follows

Ownership interest

Ferrous Cory 47.1%
PotatoPak Limite« 27.5%

All of the unconsolidated affiliates are privatélgld companies and as such quoted market pricasaee/ailable. No
dividends were received during 2006, 2005 and 2004.

In 2006 the Company sold its 20% share of Deurek=h0% share of Octel Chemay (Pty) Limited, bathrfo profit
or loss. During the year the Company made sal€4 & million ($1.6 million) to Deurex Micro Techragies GmbH
(Deurex). At December 31, 2006, the balance oweadgdompany by Deurex was €0.1 million ($0.2 roii).

Note 23. Recently Issued Accounting Pronouncemsn

In July 2006, the FASB issued Interpretation Nq.“48ccounting for Uncertainty in Income TaxXe$-IN 48). This
interpretation prescribes a recognition threshaldl measurement attribute for the financial statémagognition and
measurement of a tax position taken or expectée tiaken in a tax return. Under FIN 48, a contingax asset will
only be recognized if it is more likely than noatla tax position ultimately will be sustained upudit. After this
threshold is met, management’s best estimate cdskeciated benefit will be recorded. FIN 48 alsiviges guidance
on de-recognition, classification, interest andghges, accounting in interim periods, disclosund &ansition. FIN 48
will be effective for fiscal years beginning afieecember 15, 2006. The Company is currently evialgdhe impact
of FIN 48 on its financial statements.

In September 2006, the FASB issued FAS 157ait Value Measurementswhich defines fair value, establishes a
framework for measuring fair value and expandslossoes about fair value measurements. The Comigaeyguired
to adopt FAS 157 effective the first quarter of 2@Md is currently evaluating the impact on itaficial statements.
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In February 2007, the FASB issued FAS 15%h¢é Fair Value Option for Financial Assets and Foal Liabilities”.
FAS 159 expands the scope of what entities may edfiair value by offering an irrevocable opti@récord many
types of financial assets and liabilities at fatue. Changes in fair value would be recorded iergity’s income
statement. This accounting standard also establgtesentation and disclosure requirements thahtmeded to
facilitate comparisons between entities that chali$erent measurement attributes for similar typeassets and
liabilities. FAS 159 will be effective for fiscalears beginning after November 15, 2007 thougheraapplication is
permitted under certain circumstances. The Compalhyegin to assess the impact, if any, that ttiepdion of

FAS 159 will have on its financial statements.
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Item 9 Changes in and Disagreements With Accountants on Aounting and Financial
Disclosure

None.

Item 9A Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this regoetCompany carried out an evaluation under thersigilon and
with the participation of our management, including Chief Executive Officer and the Chief FinahC#icer, of the
effectiveness of the design and operation of the@amy’s “disclosure controls and procedures” (dsdd in

Rules 13a-15(e) and 15d-15(e) of the Securitiestaqathange Act of 1934).

Based upon this evaluation of disclosure controts@ocedures, the Company’s Chief Executive Offesed Chief
Financial Officer have concluded that the Companysslosure controls and procedures were effectsvef
December 31, 2006, in timely making known matdritdrmation relating to the Company and the Comfmny
consolidated subsidiaries required to be disclasélde Company'’s reports filed or submitted undher Exchange Act.

Management’s Report On Internal Control Over Finanaal Reporting

The Company’s management is responsible for estaby and maintaining adequate internal controt éimancial
reporting. The Company’s internal control over finel reporting is a process designed to providsasrable
assurance regarding the reliability of financigaging and the preparation of financial statemémt&xternal
purposes in accordance with accounting principtagecally accepted in the United States of America.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. In
addition, projections of any evaluation of effeetiess to future periods are subject to the riskdatrols may
become inadequate because of changes in conditiotisat the degree of compliance with the policeprocedures
may deteriorate.

The Company’s management assessed the effectivehtesCompany’s internal control over financigporting as
of December 31, 2006. In making this assessmentaganent used the criterialimernal Control—Integrated
Frameworkissued by the Committee of Sponsoring Organizatudrite Treadway Commission (“COSQ”).

Based on the evaluation the Company concludedliea€ompany maintained effective internal contr@rdinancial
reporting as of December 31, 2006, based on @&iterihelnternal Control—Integrated Framewoiksued by the
COSO.

Management’s assessment of the effectivenesserhaltcontrol over financial reporting as of DecemB1, 2006 has
been audited by PricewaterhouseCoopers LLP, Ukiblegdom (PwC), an independent registered publioanting
firm, as stated in their report that is includedpaiges 50 and 51 of this Annual Report.
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Changes in Internal Controls over Financial Reportng

The Company is continuously seeking to improveetfieiency and effectiveness of its operations ahits internal
controls. This results in refinements to procesisemighout the Company. However, there has bearmange in the
Companys internal control over financial reporting durithgg most recent fiscal quarter that has materédfiycted, o
is reasonably likely to materially affect, the Caang’s internal control over financial reporting.

Item 9B Other Information
None.
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PART IlI
Item 10 Directors, Executive Officers and Corporate Governace

Information under the heading “Management” setiotihe Proxy Statement for the Annual Meeting aicRholders
to be held on May 8, 2007 (“the Proxy Statemerg'incorporated herein by reference.

At its Board Meeting on February 24, 2004 the Conydarmally adopted a Code of Ethics. Any stockleola/ho
requires a copy of the Code of Ethics, Corporatee@mance Guidelines or any of the Board Committearters may
obtain one by writing to the General Counsel, Ijpsasinc., Innospec Manufacturing Park, Oil SiteadRdllesmere
Port, Cheshire, CH65 4EY, e-mail investor@innospecom. These documents can also be accessed via the
Company’s website, www.innospecinc.com.

Information regarding the composition and the wagki of the Audit Committee are included under tbadings
“Corporate Governance — Committees of the Boafdidctors — Audit Committee” and “Audit Committee@port” in
the Proxy Statement and is incorporated hereirefgrence.

ltem 11 Executive Compensatior

The information under the heading “Compensatiorcission and Analysis” in the Proxy Statement i®iporated
herein by reference.

Item 12 Security Ownership of Certain Beneficial Owners andlanagement and Relatec
Stockholder Matters

The information under the heading “Security Owngrsti Certain Beneficial Owners and Managementhia Proxy
Statement is incorporated herein by reference.

Shares Authorized for |1 ssuance under Equity Compensation Plans

The information contained in the table entitled tifg Compensation Plan Information” under the hegdiEquity
Compensation Plans” in the Proxy Statement is pa@ted herein by reference.

The current limit for the total amount of sharedakihcan be issued or awarded under the Companyshsire option
plans is 3,043,000.

Item 13 Certain Relationships and Related Transactions, an®irector Independence

The information under the headings “Transactiorth &ixecutives, Officers, Directors and Others” &@drtain Other
Transactions and Relationships” in the Proxy Stataris incorporated herein by reference.
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Item 14 Principal Accountant Fees and Service

Information with respect to fees and services eeldb the Company’s independent registered pubtiounting firm,
PricewaterhouseCoopers LLP, is contained in theitATmmmittee Report under the heading “Principat&untant
Fees and Services” in the Proxy Statement andaporated herein by reference.
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PART IV
Item 15 Exhibits and Financial Statement Schedule
@ D Financial Statements
The Consolidated Financial Statements of Innospecand its subsidiaries and related notes the
together with the report thereon of Pricewatern@aspers LLP dated March 16, 2007, appear on
pages 50 through 95 of the 2006 Form 10-K to stolcldrs, are incorporated in Item 8.
2 Financial Statement Schedules
All financial statement schedules have been omstede the information required to be submitted
has been included in the financial statements calme they are either not applicable or not require
under the Rules of Regulations S-X.
(3) Exhibits
2.1 Transfer and Distribution Agreement, dated as afil&4#, 1998, between Great Lakes Chem
Corporation “GLCC") and the Registrant. (.
3.1 Amended and Restated Certificate of Incorporatiothe Registrant. (1
3.2 Amended and Restated -laws of the Registrant. (:
4.1 Form of Common Stock Certificate. (
4.2 Form of Rights Agreement between the Registrantrarsd Chicago Trust Company of New York,
Rights Agent. (2
4.2 Form of Certificate of Designations, Rights andf@mences of Series A Junior Participating Prefe8tmtk
of the Registrant. (2
4.4 Indenture dated as of May 1, 1998 among the RegistOctel Developments PLC and the IBJ Schr
Bank and Trust Company, as trustee.
4.5 Form of 10% Senior Notes (contained in Exhibit ds4Exhibit A). (4)
4.€ Registration Rights Agreement dated as of April 398 among the Registrant, Octel Developments PLC
and the initial purchasers. (
4.7 Purchase Agreement dated as of April 30, 1998 anttonénitial Purchasers, Octel Developments PLC

the Registrant. (4
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4.8

Share purchase agreement between OBOAdIer Holdingged and The Associated Octel Comp:
Limited relating to the sale and purchase of thele/of the issued share capital of OBOAdler Company
Limited, dated June 1, 1999. {

Amendment to Rights Agreement. (2

Share Repurchase Plan between the Company anMdrégan Securities Inc. dated February 16, 2006.
(23)

Share Repurchase Plan between the Company antdrgan Securities Inc. dated August 21, 2(
(25)

Tax Disaffiliation Agreement between GLCC and thegRtrant. (1
Corporate Services Transition Agreement betweenGha@d the Registrant. (
Supply Agreement between GLCC and the Registrarthtosupply of ethylene dibromide. |

Supply Agreement between GLCC and the Registrartht®oSupply of anhydrous hydrogen bromi
1)

Supply Agreement for the Supply of 10% sodium hydte solution. (1.

Ethyl Corporation Market and Sales Agreement

Innospec Inc. Non Employee Directors Stock OptitanP(4)

Employment Agreement between Associated Octel kidh#nd Steve W Williams, Geoff J Higne
Graham M Leathes and Robert A Lee.

Employment Agreement between Associated Octel kidh#nd Dennis J Kerrison. (
Agreement between GLCC and the Registrant for tiileManufacturing of Stadis Product. (
Innospec Inc. Time Restricted Stock Option Plah

Innospec Inc. Performance Related Stock Option.R&

Associated Octel Savin-Related Stock Option Plan. (

Form of Innospec Inc. Approved Company Share Ogfilam. (8)

Form of Innospec Inc. Profit Sharing Share ScheBje

Employment Agreement between The Associated Oasigany Limited and Alan G Jarvis. (
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10.1%
10.1¢
10.1¢
10.2(
10.21
10.2%
10.2¢
10.2¢
10.2¢
10.2¢
10.27
10.2¢

10.2¢

10.3(

10.31

10.3-

10.3¢
10.3¢

Employment offer letter from The Associated Octeh@pany Limited to John P Tayler. (
Consultancy Agreement between Innospec Inc. angéR&Bew. (9

Employment offer letter from The Associated Octeh@pany Limited to lan A Watling. (1:
Employment offer letter from The Associated Octehpany Limited to Philip J Boon. (1
Executive Services agreement, Richard Shone

Contract of Employment, Sharon Todd. (

Contract of Employment, lan McRobbie. (Z

Contract of Employment, Paul Jennings. (

Contract of Employment, Alexander Dobbie. (.

Contract of Employment, Dr. Catherine Hessner.

Contract of Employment, Andrew Hartley. (1

$100,000,000 term loan agreement between Innospecdctel Associates, Barclays Capital, Barc
Bank plc and others, dated June 3, 1999

US$250,000,000 Facilities Agreement dated 29 Oct2b@1 for Innospec Inc. with Barclays Cap
acting as mandated Lead Arranger and Barclays BEn#cting as Agent and Security Agent. (

Amendment and Restatement Agreement, dated 301Ja2@@4, relating to a Facilities Agreeme
dated 29 October 2001 (as amended), by and amerfgdbistrant, Barclays Bank plc, Lloyds TSB
Bank plc, The Governor and Company of The Bankaaftl@nd, and certain other parties thereto.

Business and Asset Purchase Agreement, dated Nevelrip2004, between Bycosin AB, Hal
Bystrom and others, and Octel Petroleum Specidliraged. (16)

Supply Agreement, dated November 15, 2004, betBgensin AB and Pesdo Swedcap Holdings ,
(16)

Resignation Agreement of Mr. D. Kerrison, datediAp2, 2005. (18
Contract of Employment, Paul W. Jennings, datede®eiper 21, 2005. (1¢
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10.3¢
10.3¢
10.3:

10.3¢
12.1
13.1
14
21.1
23.1
24.1
31.1

31.2

32.1

32.2

99.1

Contract of Employment, Patrick Williams, dated @er 11, 2005. (2C
Fixed term agreement, James F. Lawler, dated DezemI2005. (21

Amendment and Restatement Agreement, dated 13 ece@005, relating to a Facilities Agreeme
dated 29 October 2001 (as amended), by and amerfgdbistrant, Barclays Bank plc, Lloyds TSB
Bank plc, The Governor and Company of The Bankaaftlend, and certain other parties ther

Contract of Employment, lan Cleminson, dated Juhe2B806. (24
Statement Regarding Computation of Financial Rdfitel herewith).
Opinion of Ernst & Young LLP on 1997 Combined Fingh Statements. (¢
The Innospec Inc. Code of Ethics. (:

Principal Subsidiaries of the Registrant (fileddweith).

Consent of Independent Registered Public Accouriing (filed herewith)
Powers of Attorney of Directors and Officers of fRegistrant. (4

Certification of the Chief Executive Officer pursuido Section 302 of the Sarba-Oxley Act of 200z
(filed herewith).

Certification of the Chief Financial Officer pursudo Section 302 of the Sarba-Oxley Act of 200z
(filed herewith).

Certification of the Chief Executive Officer pursiido 18 U.S.C. Section 1350, as adopted pursoe
Section 906 of the Sarbal-Oxley Act of 2002 (filed herewith

Certification of the Chief Financial Officer pursudo 18 U.S.C. Section 1350, as adopted pursot
Section 906 of the Sarbal-Oxley Act of 2002 (filed herewith

Consolidated Financial Statements of OBOAdler Camgdamited as of June 30, 1999 and for the \
then ended. (7

Notes

(2) Incorporated by reference to the Company’s aimemt dated April 21, 1998, to a
previously filed Form 1-/A.

(2)  Incorporated by reference to the Comg’s Form 1-/A previously filed on April
10, 1998

(3) Incorporated by reference to the Comf’s amendment dated May 4, 1998 i
previously filed Form 1-/A.
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(4) Incorporated by reference to the Comg’s Form 4 previously filed on Octobe
1,1998.

(5)  Filed with the Compar’s Form 1-Q on November 10, 199
(6)  Filed with the Compar’s Form -K on November 12, 199!
(7)  Filed with the Compar’s Form &K/A on January 20, 200!
(8)  Filed with the Compar’s Form 1-K on March 26, 199¢
(9)  Filed with the Compar’s Form 1-K on March 27, 200C
(10) Filed with the Compar’s Form K on July 21, 200C
(11) Filed with the Compar’'s Form 1+-K on March 26, 2001
(12) Filed with the Compar’s Form 1i-K on March 25, 200z
(13) Filed with the Compar’s Form 1i-K on March 28, 200
(14) Filed with the Compar’s Form &K on February 9, 200:
(15) Filed with the Compar’s Proxy Statement on March 15, 20
(16) Filed with the Compar’s Form K on November 19, 200:
(17) Filed with the Compar’s Form 1-K on March 31, 200=
(18) Filed with the Compar’s Form &K on April 12, 2005
(19) Filed with the Compar’s Form K on September 27, 200
(20) Filed with the Compar’s Form &K on October 12, 200!
(21) Filed with the Compar’s Form K on December 7, 200.
(22) Filed with the Compar’s Form K on December 19, 200
(23) Filed with the Compar’s Form &K on February 17, 200!
(24) Filed with the Compar’s Form K on June 30, 200t
(25) Filed with the Compar’s Form K on August 21, 200¢
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&i(the Securities Exchange Act of 1934, the Regigthas duly
caused this report to be signed on its behalf byutidersigned, thereunto duly authorized.

INNOSPEC INC. /sl Paul W. Jenning
By:
(Registrant PAUL W. JENNINGS
Date: President and Chief Executive Offic

March 16, 200"

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belpthe
following persons on behalf of the Registrant anthie capacities indicated as of March 16, 2007:

/s/ lan P. Cleminson Executive Vice President and Chief Financial
Officer

lan P. Cleminsol

/s/ Robert E. Bev Chairman and Directc

Dr Robert E. Bev

/s/ Hugh G. C. Aldou Director
Hugh Aldous

/sl Charles M. Hale Director
Charles M. Hale

/sl Martin M. Hale Director
Martin M. Hale

/sl Samuel A. Haubol Director

Samuel A. Haubol

/sl James Puckridg Director

James Puckridg
105



EXHIBIT 12.1 —STATEMENT REGARDING COMPUTATION OF FINANCIAL RATIOS

(dollar amounts in millions except per share figurs)

1. NET INCOME/(LOSS) AS A PERCENT OF SALES

A Net income/(loss
B Net sales
A% of B
2. EFFECTIVE INCOME TAX RATE ASA PERCENT
C Income taxe:
D Income/(loss) before income tax
C% of D
3. CURRENT RATIO
E Current assetl
F Current liabilities
E:F
4. EARNINGS PER SHARE
G Net income/(loss
H Basic shares outstandil
I Diluted shares outstandi
G/H Basic earnings per she
G/l Diluted earnings per sha

Shares in thousands, earnings per share in dc

5. WORKING CAPITAL

J Accounts receivabl
K Inventories

L Prepaid expenst

M Accounts payabl

N Accrued liabilities

J+K+L+M+N  Working Capital

2006

2005

2004

2003

2002

$ 114 $(1237) $ 62 $ 51 $ 52.1
$ 5321 $5646  $496¢ $471€ $ 467.¢
2.1%  (21.9% 1.2% 11.0% 11.1%
$ 204 $ 4z $ 201 $ 23z $ 23C
$ 316 $(118) $ 32 $ 77.C $ 74¢
64.2% (3.5% 62.5% 30.(% 30.6%
$ 3052 $239.6  $199€ $178¢  $ 171¢
$142¢  $140F  $169.< $ 112€  $ 187.¢
2.1 1.7 1.2 1.6 0.
$ 114 $(1237) $ 62 $ 51 $ 52.1
12,07 12,36¢ 12,34 11,92t 11,817
12,67 12,36¢ 12,98¢ 12,55¢ 12,55’
$ 094 $(1000) $ 05 $ 432 $ 4.41
$ 09C $(1000) $ 04 $ 41 $ 4.1F
$ 782 $ 646 $ 84. $ 717 $ 80.7
120.( 96. 76.¢ 56. 55.7
5.1 5.2 5.C 4.6 5.5
(50.0) (54.5) (49.7) (53.0) (55.2)
(55.5) (59.4) (62.1) (43.7) (45.9)
$ 97¢ $ 527 $ 54F $ 361 $ 40



EXHIBIT 21.1 PRINCIPAL SUBSIDIARIES OF THE REGISTRA NT

AK Chemie GmbH (Germany)

Alcor Chemie AG (Switzerland)

Alcor Chemie Vertriebs GmbH (Switzerland)
Aroma Fine Chemicals Limited (U.K.)
Associated Octel Company (South Africa) (PTY) Liadit(South Africa)
Innospec Developments Limited (U.K.)

Innospec Environmental Limited (U.K.)

Innospec Finance Limited (U.K.)

Innospec France SA (France)

Innospec Fuel Specialties LLC (USA)

Innospec International Limited (U.K.)

Innospec Leuna GmbH (Germany)

Innospec Limited (U.K.)

Innospec Performance Chemicals US Co. (USA)
Innospec Sweden AB (Sweden)

Innospec Valvemaster Limited (U.K.)

Novoktan GmbH (Germany

Octel Innovations Limited (U.K.)

Octel Italia SRL (Italy)

Exhibit 21.1



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtlee Registration Statement on Form S-8 (No-B838687/ 333-124139) of Innospec

Inc. of our report dated March 16, 2007 relatinght® financial statements, management’s assesshtd effectiveness of internal control
over financial reporting and the effectivenessnééiinal control over financial reporting, which apps in this Form 10-K.

PricewaterhouseCoopers LLP
London, United Kingdom
March 16, 2007



Exhibit 31.1

CERTIFICATION OF PAUL W. JENNINGS PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Paul W. Jennings, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Innospec Inc

Based on my knowledge, this report does notatoriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) analre responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

a) designed such disclosure controls and procedaresiused such disclosure controls and procedorss designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

b) designed such internal control over financigomting, or caused such internal control over fgiahreporting to be designed under
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

c) evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation; an

d) disclosed in this report any change in the tegyig's internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weases in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpanhcial information; an

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

/s/ PauL W. JENNINGS

Paul W. Jennings
President and Chief Executive Officer

March 16, 200°



Exhibit 31.2

CERTIFICATION OF IAN P. CLEMINSON PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, lan P.Cleminson, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Innospec Inc

Based on my knowledge, this report does notatoriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) analre responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

a) designed such disclosure controls and procedaresiused such disclosure controls and procedorss designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

b) designed such internal control over financigomting, or caused such internal control over fgiahreporting to be designed under
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

c) evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation; an

d) disclosed in this report any change in the tegyig's internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weases in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpanhcial information; an

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

/sl 1AN P. CLEMINSON

lan P. Cleminson
Executive Vice President and Chief Financial Office

March 16, 200°



Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fKdrmospec Inc. (the “Company”) for the period edd®ecember 31, 2006 as filed with
the Securities and Exchange Commission on thelsatof (the “Report”), I, Paul W. Jennings, Prestdnd Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Gdspted pursuant to 8§ 906 of the Sarbanes-Oxley®2002, that:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities and Exgkafct of 1934, an
2) The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of the
Company

/s/ PauL W. JENNINGS

Paul W. Jennings
President and Chief Executive Officer

March 16, 200°



Exhibit 32.2

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fKdrmospec Inc. (the “Company”) for the period edd®ecember 31, 2006 as filed with
the Securities and Exchange Commission on thelsatof (the “Report”), I, lan P. Cleminson, ExeeeatVice President and Chief Financial
Officer of the Company, certify, pursuant to 18 IC S8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities and Exgkafct of 1934, an
2) The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of the
Company

/sl 1AN P. CLEMINSON

lan P. Cleminson
Executive Vice President and Chief Financial Office

March 16, 200°



