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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 and (2) has been subject to such filing
requirements for the past 90 days.    Yes   x     No   ¨

Indicate by check mark whether the Registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
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Act).    Yes  ¨    No  x

State the aggregate market value of voting and non-voting common equity held by non-affiliates of the Registrant.
(The aggregate market value is computed by reference to the last reported sale on the New York Stock Exchange on
June 30, 2012): $593,424,846

Indicate the number of shares outstanding of each of the Registrant’s classes of common stock as of the latest
practicable date: 13,096,116 shares of Common Stock, $1.00 Par Value, as of February 28, 2013.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive Proxy Statement relating to the Annual Meeting of Shareholders to be held on
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PART I

As used in this Report, the terms “Quaker,” the “Company,” “we” and “our” refer to Quaker Chemical Corporation, its
subsidiaries, and associated companies, unless the context otherwise requires.

Item 1. Business.

General Description

Quaker develops, produces, and markets a broad range of formulated chemical specialty products for various heavy
industrial and manufacturing applications and, in addition, offers and markets chemical management services (“CMS”).
Quaker’s principal products and services include: (i) rolling lubricants (used by manufacturers of steel in the hot and
cold rolling of steel and by manufacturers of aluminum in the hot rolling of aluminum); (ii) corrosion preventives
(used by steel and metalworking customers to protect metal during manufacture, storage, and shipment); (iii) metal
finishing compounds (used to prepare metal surfaces for special treatments such as galvanizing and tin plating and to
prepare metal for further processing); (iv) machining and grinding compounds (used by metalworking customers in
cutting, shaping, and grinding metal parts which require special treatment to enable them to tolerate the manufacturing
process, achieve closer tolerance, and improve tool life); (v) forming compounds (used to facilitate the drawing and
extrusion of metal products); (vi) hydraulic fluids (used by steel, metalworking, and other customers to operate
hydraulically activated equipment); (vii) technology for the removal of hydrogen sulfide in various industrial
applications; (viii) chemical milling maskants for the aerospace industry and temporary and permanent coatings for
metal and concrete products; (ix) construction products, such as flexible sealants and protective coatings, for various
applications; (x) specialty greases; (xi) die casting lubricants and (xii) programs to provide chemical management
services. Individual product lines representing more than 10% of consolidated revenues for any of the past three years
are as follows:

2012 2011 2010 
Rolling Lubricants 20.7 % 22.0 % 21.2 %
Machining and
grinding compounds 17.6 % 18.8 % 20.3 %

Hydraulic fluids 13.5 % 12.9 % 13.7 %
Corrosion preventives 12.4 % 11.5 % 11.5 %

A substantial portion of Quaker’s sales worldwide are made directly through its own employees and its CMS programs
with the balance being handled through distributors and agents. Quaker employees visit the plants of customers
regularly and, through training and experience, identify production needs which can be resolved or alleviated either by
adapting Quaker’s existing products or by applying new formulations developed in Quaker’s laboratories. Quaker
makes little use of advertising but relies heavily upon its reputation in the markets which it serves. Generally, separate
manufacturing facilities of a single customer are served by different personnel. As part of the Company’s chemical
management services, certain third-party product sales to customers are managed by the Company. Where the
Company acts as principal, revenues are recognized on a gross reporting basis at the selling price negotiated with the
customers. Where the Company acts as an agent, such revenue is recorded using net reporting as service revenues at
the amount of the administrative fee earned by the Company for ordering the goods. Third-party products transferred
under arrangements resulting in net reporting totaled $39.3 million, $50.9 million and $56.5 million for 2012, 2011
and 2010, respectively. The Company recognizes revenue in accordance with the terms of the underlying agreements,
when title and risk of loss have been transferred, when collectability is reasonably assured, and when pricing is fixed
or determinable. This generally occurs for product sales when products are shipped to customers or, for
consignment-type arrangements, upon usage by the customer and, for services, when they are performed. License fees
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and royalties are included in other income when recognized in accordance with agreed-upon terms, when performance
obligations are satisfied, when the amount is fixed or determinable, and when collectability is reasonably assured.

In July 2012, the Company acquired NP Coil Dexter Industries, S.r.l., for approximately $2.7 million.  NP Coil Dexter
is a European manufacturer and supplier of metal surface treatment products.  In July 2011, the Company acquired the
remaining 60% ownership interest in Tecniquimia Mexicana, S.A. de C.V., its Mexican affiliate, for approximately
$10.5 million.  The acquisition of Tecniquimia allowed the Company to further capitalize on the growing Mexican
market.  Also, in October 2011, the Company acquired G.W. Smith & Sons, Inc. for approximately $14.5
million.  G.W. Smith is a manufacturer and distributor of high quality die casting lubricants and metalworking fluids.

Competition

The chemical specialty industry comprises a number of companies of similar size as well as companies larger and
smaller than Quaker. Quaker cannot readily determine its precise position in every industry it serves. Based on
information available to Quaker, however, it is estimated that Quaker holds a leading global position (among a group
in excess of 25 other suppliers) in the market for process fluids to produce sheet steel. It is also believed that Quaker
holds significant global positions in the markets for process fluids in portions of the automotive and industrial
markets. The offerings of many of our competitors differ from Quaker, with some who offer a broad portfolio of fluids
including general lubricants to those who have a more specialized product range and all of whom provide different
levels of technical services to individual customers.  Competition in the industry is based primarily on the ability to
provide products that meet the needs of the customer and render technical services and laboratory assistance to
customers and, to a lesser extent, on price.

1
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Major Customers and Markets

In 2012, Quaker’s five largest customers (each composed of multiple subsidiaries or divisions with semi-autonomous
purchasing authority) accounted for approximately 19% of its consolidated net sales with the largest customer
(Arcelor-Mittal Group) accounting for approximately 9% of consolidated net sales. A significant portion of Quaker’s
revenues are realized from the sale of process fluids and services to manufacturers of steel, automobiles, appliances,
and durable goods, and, therefore, Quaker is subject to the same business cycles as those experienced by these
manufacturers and their customers. Furthermore, steel customers typically have limited manufacturing locations as
compared to metalworking customers and generally use higher volumes of products at a single location. Accordingly,
the loss or closure of a steel mill or other major customer site can have a material adverse effect on Quaker’s business.

Raw Materials

Quaker uses over 1,000 raw materials, including mineral oils and derivatives, animal fats and derivatives, vegetable
oils and derivatives, ethylene derivatives, solvents, surface active agents, chlorinated paraffinic compounds, and a
wide variety of other organic and inorganic compounds. In 2012, three raw material groups (mineral oils and
derivatives, animal fats and derivatives, and vegetable oils and derivatives) each accounted for as much as 10% of the
total cost of Quaker’s raw material purchases. The price of mineral oil can be affected by the price of crude oil and
refining capacity. In addition, animal fat and vegetable oil prices are impacted by increased biodiesel consumption.
Accordingly, significant fluctuations in the price of crude oil can have a material effect upon the Company’s business.
Many of the raw materials used by Quaker are “commodity” chemicals, and, therefore, Quaker’s earnings can be affected
by market changes in raw material prices. Reference is made to the disclosure contained in Item 7A of this Report.

Patents and Trademarks

Quaker has a limited number of patents and patent applications, including patents issued, applied for, or acquired in
the United States and in various foreign countries, some of which may prove to be material to its business. Principal
reliance is placed upon Quaker’s proprietary formulae and the application of its skills and experience to meet customer
needs. Quaker’s products are identified by trademarks that are registered throughout its marketing area.

Research and Development—Laboratories

Quaker’s research and development laboratories are directed primarily toward applied research and development since
the nature of Quaker’s business requires continual modification and improvement of formulations to provide chemical
specialties to satisfy customer requirements. Quaker maintains quality control laboratory facilities in each of its
manufacturing locations. In addition, Quaker maintains facilities in Conshohocken, Pennsylvania, Santa Fe Springs,
California, Batavia, New York, Uithoorn, The Netherlands, Rio De Janiero, Brazil and Qingpu, China that are devoted
primarily to applied research and development.

Research and development costs are expensed as incurred. Research and development expenses during 2012, 2011
and 2010 were $20.0 million, $18.8 million and $15.7 million, respectively.

Most of Quaker’s subsidiaries and associated companies also have laboratory facilities. Although not as complete as
the Conshohocken, Santa Fe Springs, Batavia, Uithoorn, Rio De Janiero or Qingpu laboratories, these facilities are
generally sufficient for the requirements of the customers being served. If problems are encountered which cannot be
resolved by local laboratories, such problems may be referred to the laboratory staff in Conshohocken or Uithoorn.

Regulatory Matters
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In order to facilitate compliance with applicable Federal, state, and local statutes and regulations relating to
occupational health and safety and protection of the environment, the Company has an ongoing program of site
assessment for the purpose of identifying capital expenditures or other actions that may be necessary to comply with
such requirements. The program includes periodic inspections of each facility by Quaker and/or independent experts,
as well as ongoing inspections and training by on-site personnel. Such inspections address operational matters, record
keeping, reporting requirements and capital improvements. Capital expenditures directed solely or primarily to
regulatory compliance amounted to approximately $1.0 million, $1.0 million and $0.7 million in 2012, 2011 and
2010, respectively. In 2013, the Company expects to incur approximately $1.4 million for capital expenditures
directed primarily to regulatory compliance.

Number of Employees

On December 31, 2012, Quaker’s consolidated companies had 1,711 full-time employees of whom 546 were employed
by the parent company and its U.S. subsidiaries and 1,165 were employed by its non-U.S. subsidiaries. Associated
companies of Quaker (in which it owns less than 50% and has significant influence) employed 65 people on
December 31, 2012.

2
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Product Classification

The Company organizes its segments by the nature of the product sold.  The Company’s reportable segments are as
follows:

•  Metalworking process chemicals — generally includes industrial process fluids for various heavy industrial and
manufacturing applications.

•  Coatings — generally includes temporary and permanent coatings for metal and concrete products and chemical
milling maskants.

•  Other chemical products—other various chemical products.

Incorporated by reference is the segment information contained in Note 15 of Notes to Consolidated Financial
Statements included in Item 8 of this Report.

Non-U.S. Activities

Since significant revenues and earnings are generated by non-U.S. operations, Quaker’s financial results are affected
by currency fluctuations, particularly between the U.S. Dollar, the E.U. Euro, the Brazilian Real, and the Chinese
Renminbi, and the impact of those currency fluctuations on the underlying economies. Incorporated by reference is (i)
the foreign exchange risk information contained in Item 7A of this Report, (ii) the geographic information in Note 15
of Notes to Consolidated Financial Statements included in Item 8 of this Report and (iii) information regarding risks
attendant to foreign operations included in Item 1A of this Report.

 Quaker on the Internet

Financial results, news and other information about Quaker can be accessed from the Company’s Web site at
http://www.quakerchem.com. This site includes important information on products and services, financial reports,
news releases, and career opportunities. The Company’s periodic and current reports on Forms 10-K, 10-Q and 8-K,
including exhibits and supplemental schedules filed therewith, and amendments to those reports, filed with the
Securities and Exchange Commission (“SEC”) are available on the Company’s Web site, free of charge, as soon as
reasonably practicable after they are electronically filed with or furnished to the SEC.  Information contained on, or
that may be accessed through, the Company’s Web site is not incorporated by reference in this Report and,
accordingly, you should not consider that information part of this Report.

Factors that May Affect Our Future Results

(Cautionary Statements under the Private Securities Litigation Reform Act of 1995)

Certain information included in this Report and other materials filed or to be filed by Quaker with the SEC (as well as
information included in oral statements or other written statements made or to be made by us) contain or may contain
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended. These statements can be identified by the fact that
they do not relate strictly to historical or current facts. We have based these forward-looking statements on our current
expectations about future events. These forward-looking statements include statements with respect to our beliefs,
plans, objectives, goals, expectations, anticipations, intentions, financial condition, results of operations, future
performance, and business, including:
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• statements relating to our business strategy;

• our current and future results and plans; and

• statements that include the words “may,” “could,” “should,” “would,” “believe,” “expect,” “anticipate,” “estimate,” “intend,”
“plan” or similar expressions.

Such statements include information relating to current and future business activities, operational matters, capital
spending, and financing sources. From time to time, oral or written forward-looking statements are also included in
Quaker’s periodic reports on Forms 10-K, 10-Q and 8-K, press releases, and other materials released to, or statements
made to, the public.

Any or all of the forward-looking statements in this Report, in Quaker’s Annual Report to Shareholders for 2012, and
in any other public statements we make may turn out to be wrong. This can occur as a result of inaccurate assumptions
or as a consequence of known or unknown risks and uncertainties. Many factors will be important in determining our
future performance. Consequently, actual results may differ materially from those that might be anticipated from our
forward-looking statements.

We undertake no obligation to publicly update any forward-looking statements, whether as a result of new
information, future events or otherwise. However, any further disclosures made on related subjects in Quaker’s
subsequent reports on Forms 10-K, 10-Q and 8-K should be consulted. These forward-looking statements are subject
to risks, uncertainties and assumptions about us and our operations that are subject to change based on various
important factors, some of which are beyond our control. A major risk is that the demand for the Company’s products
and services is largely derived from the demand for its customers’ products, which subjects

3

Edgar Filing: QUAKER CHEMICAL CORP - Form 10-K

9



the Company to uncertainties related to downturns in a customer’s business and unanticipated customer production
shutdowns. Other major risks and uncertainties include, but are not limited to, significant increases in raw material
costs, worldwide economic and political conditions, foreign currency fluctuations, terrorist attacks and other acts of
violence, each of which is discussed in greater detail in Item 1A of this Report. Furthermore, the Company is subject
to the same business cycles as those experienced by steel, automobile, aircraft, appliance, and durable goods
manufacturers. These risks, uncertainties, and possible inaccurate assumptions relevant to our business could cause
our actual results to differ materially from expected and historical results. Other factors beyond those discussed in this
Report could also adversely affect us. Therefore, we caution you not to place undue reliance on our forward-looking
statements. This discussion is provided as permitted by the Private Securities Litigation Reform Act of 1995.

Item 1A. Risk Factors.

Changes to the industries and markets that Quaker serves could have a material adverse effect on the Company’s
liquidity, financial position and results of operations.

The chemical specialty industry comprises a number of companies of similar size as well as companies larger and
smaller than Quaker. It is estimated that Quaker holds a leading and significant global position in the markets for
process fluids to produce sheet steel and significant global positions in portions of the automotive and industrial
markets. The industry is highly competitive, and a number of companies with significant financial resources and/or
customer relationships compete with us to provide similar products and services. Our competitors may be positioned
to offer more favorable pricing and service terms, resulting in reduced profitability and loss of market share for us.
Historically, competition in the industry has been based primarily on the ability to provide products that meet the
needs of the customer and render technical services and laboratory assistance to the customer and, to a lesser extent,
on price. Factors critical to the Company’s business include successfully differentiating the Company’s offering from
its competition, operating efficiently and profitably as a globally integrated whole, and increasing market share and
customer penetration through internally developed business programs and strategic acquisitions.

The business environment in which the Company operates remains uncertain. The Company is subject to the same
business cycles as those experienced by steel, automobile, aircraft, appliance, and durable goods manufacturers. A
major risk is that the Company’s demand is largely derived from the demand for its customers’ products, which subjects
the Company to uncertainties related to downturns in our customers’ business and unanticipated customer production
shutdowns or curtailments.  The Company has limited ability to adjust its cost level contemporaneously with changes
in sales and gross margins. Thus, a significant downturn in sales or gross margins due to weak end-user markets, loss
of a significant customer, and/or rising raw material costs could have a material adverse effect on the Company’s
liquidity, financial position, and results of operations.

Our business depends on attracting and retaining qualified management personnel.

The unanticipated departure of any key member of our management team could have an adverse effect on our
business. Given the relative size of the Company and the breadth of its global operations, there are a limited number
of qualified management personnel to assume the responsibilities of management level employees should there be
management turnover. In addition, because of the specialized and technical nature of our business, our future
performance is dependent on the continued service of, and our ability to attract and retain, qualified management,
commercial and technical personnel. Competition for such personnel is intense, and we may be unable to continue to
attract or retain such personnel.  In an effort to mitigate such risks, the Company utilizes retention bonuses, offers
competitive pay and maintains continued succession planning, but there can be no assurance that these mitigating
factors will be adequate to attract or retain qualified management personnel.

Inability to obtain sufficient price increases or contract concessions to offset increases in the costs of raw material
could have a material adverse effect on the Company’s liquidity, financial position and results of operations. Price
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increases implemented could result in the loss of sales.

Quaker uses over 1,000 raw materials, including mineral oils and derivatives, animal fats and derivatives, vegetable
oils and derivatives, ethylene derivatives, solvents, surface active agents, chlorinated paraffinic compounds, and a
wide variety of other organic and inorganic compounds. In 2012, three raw material groups (mineral oils and
derivatives, animal fats and derivatives, and vegetable oils and derivatives) each accounted for as much as 10% of the
total cost of Quaker’s raw material purchases. The price of mineral oil can be affected by the price of crude oil and
refining capacity.  In addition, many of the raw materials used by Quaker are “commodity” chemicals. Accordingly,
Quaker’s earnings can be affected by market changes in raw material prices.

Over the past three years, Quaker has experienced significant volatility in its raw material costs, particularly crude oil
derivatives. In addition, refining capacity has also been constrained by various factors, which further contributed to
volatile raw material costs and negatively impacted margins. Animal fat and vegetable oil prices have been impacted
by increased biodiesel consumption. In response, the Company has aggressively pursued price increases to offset the
increased raw material costs. Although the Company has been successful in recovering a substantial amount of the
raw material cost increases while retaining customers, there can be no assurance that the Company can continue to
recover raw material costs or retain customers in the future. As a result of the Company’s pricing actions, customers
may become more likely to consider competitors’ products, some of which may be available at a lower cost.
Significant loss of customers could result in a material adverse effect on the Company’s results of operations.

4
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Availability of raw materials, including sourcing from some single suppliers and some suppliers in volatile economic
environments, could have a material adverse effect on the Company’s liquidity, financial position and results of
operations.

The chemical specialty industry can experience some tightness of supply of certain raw materials. In addition, in some
cases, we choose to source from a single supplier and/or suppliers in economies that have experienced instability. Any
significant disruption in supply could affect our ability to obtain raw materials, which could have a material adverse
effect on our liquidity, financial position and results of operations.  In addition, the Company’s raw materials are
subject to various regulatory laws, and a change in the ability to legally use such raw materials may impact Quaker’s
liquidity, financial position and results of operations.

Loss of a significant manufacturing facility may materially and adversely affect the Company’s liquidity, financial
position and results of operations.

Quaker has multiple manufacturing facilities throughout the world.  In certain countries such as Brazil and China,
there is only one such facility.  If one of the Company’s facilities was damaged to such extent that production was
halted for an extended period, the Company may not be able to timely supply affected customers. This could result in
a loss of sales over an extended period or permanently.  The Company does take steps to mitigate against this risk
including contingency planning and procuring property and casualty insurance (including business interruption
insurance).  Nevertheless, the loss of sales in any one region over any extended period of time could have a significant
material adverse effect on Quaker’s liquidity, financial position and results of operations.

Bankruptcy of a significant customer could have a material adverse effect on our liquidity, financial position and
results of operations.

A significant portion of Quaker’s revenues is derived from sales to customers in the steel and automotive industries,
including some of our larger customers, where a number of bankruptcies have occurred in the past and companies
have experienced financial difficulties. As part of the bankruptcy process, the Company’s pre-petition receivables may
not be realized, customer manufacturing sites may be closed or contracts voided. The bankruptcy of a major customer
could have a material adverse effect on the Company’s liquidity, financial position, and results of operations. Steel
customers typically have limited manufacturing locations as compared to metalworking customers and generally use
higher volumes of products at a single location. The loss or closure of a steel mill or other major site of a significant
customer could have a material adverse effect on Quaker’s business.

During 2012, our five largest customers (each composed of multiple subsidiaries or divisions with semi-autonomous
purchasing authority) together accounted for approximately 19% of our consolidated net sales, with the largest
customer (Arcelor-Mittal Group) accounting for approximately 9% of consolidated net sales.

Failure to comply with any material provision of our credit facility or other debt agreements could have a material
adverse effect on our liquidity, financial position and results of operations.

The Company maintains a $175.0 million unsecured credit facility (the “Credit Facility”) with a group of lenders, which
can be increased to $225.0 million at the Company’s option if lenders agree to increase their commitments and the
Company satisfies certain conditions. The Credit Facility, which matures in 2014, provides the availability of
revolving credit borrowings. In general, the borrowings under the Credit Facility bear interest at either a base rate or
LIBOR rate plus a margin based on the Company’s consolidated leverage ratio.

The Credit Facility contains limitations on capital expenditures, investments, acquisitions and liens, as well as default
provisions customary for facilities of its type. While these covenants and restrictions are not currently considered to be
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overly restrictive, they could become more difficult to comply with as our business or financial conditions change. In
addition, deterioration in the Company’s results of operations or financial position could significantly increase
borrowing costs.

Quaker is exposed to market rate risk for changes in interest rates, due to the variable interest rate applied to the
Company’s borrowings under its Credit Facility. Accordingly, if interest rates rise significantly, the cost of debt to
Quaker will increase, perhaps significantly, depending on the extent of Quaker’s borrowings under the Credit Facility.
At December 31, 2012, the Company had $12.2 million outstanding under its credit facilities. The Company had, in
previous years, entered into interest rate swaps in order to fix a portion of its variable rate debt and mitigate the risks
associated with higher interest rates, which matured during 2012.

Failure to generate taxable income could have a material adverse effect on our financial position and results of
operations.

At December 31, 2012, the Company had net U.S. deferred tax assets totaling $13.9 million, excluding deferred tax
assets relating to additional minimum pension liabilities. In addition, at that date, the Company had $12.6 million in
operating loss carryforwards primarily related to certain of its foreign operations. The Company records valuation
allowances when necessary to reduce its deferred tax assets to the amount that is more likely than not to be realized.
The Company considers future taxable income and ongoing prudent and feasible tax planning strategies in assessing
the need for a valuation allowance. However, in the event the Company were to determine that it would not be able to
realize all or part of its net deferred tax assets in the future, an adjustment to the deferred tax asset would be a
non-cash charge to income in the period such determination was made, which could have a material adverse effect on
the Company’s financial statements. The Company continues to closely monitor this situation as it relates to its net
deferred tax assets and the assessment of valuation allowances.

5
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Environmental laws and regulations and pending legal proceedings may materially and adversely affect the Company’s
liquidity, financial position and results of operations.

The Company is a party to proceedings, cases, and requests for information from, and negotiations with, various
claimants and Federal and state agencies relating to various matters, including environmental matters. An adverse
result in one or more matters could materially and adversely affect the Company’s liquidity, financial position and
results of operations. Incorporated herein by reference is the information concerning pending asbestos-related
litigation against an inactive subsidiary and amounts accrued associated with certain environmental non-capital
remediation costs in Note 20 of Notes to Consolidated Financial Statements which appears in Item 8 of this Report.

Climate change and greenhouse gas restrictions may materially affect the Company’s liquidity, financial position and
results of operations.

The Company is subject to various regulations regarding its emission of greenhouse gases in its manufacturing
facilities.  In addition, a number of countries have adopted, or are considering the adoption of regulatory frameworks
to reduce greenhouse gas emissions.  These include adoption of cap and trade regimes, carbon taxes, increased
efficiency standards and incentives or mandates for renewable energy.  These requirements could make our products
more expensive and reduce demand for our products.  Current and pending greenhouse gas regulations may also
increase our compliance costs.

We might not be able to timely develop, manufacture and gain market acceptance of new and enhanced products
required to maintain or expand our business.

We believe that our continued success depends on our ability to continuously develop and manufacture new products
and product enhancements on a timely and cost-effective basis, in response to customers’ demands for higher
performance process chemicals, coatings and other chemical products. Our competitors may develop new products or
enhancements to their products that offer performance, features and lower prices that may render our products less
competitive or obsolete and, as a consequence, we may lose business and/or significant market share. The
development and commercialization of new products require significant expenditures over an extended period of time,
and some products that we seek to develop may never become profitable. In addition, we may not be able to develop
and introduce products incorporating new technologies in a timely manner that will satisfy our customers’ future needs
or achieve market acceptance.

An inability to capitalize on prior or future acquisitions may adversely affect the Company’s liquidity, financial
position and results of operations.

 Quaker has completed several acquisitions in the past and may continue to seek acquisitions to grow
business.  Success of the acquisitions depends on the Company’s ability to:

• successfully execute the integration or consolidation of the acquired operations into existing businesses,
• develop or modify the financial reporting and information systems of the acquired entity to ensure overall
financial integrity and adequacy of internal control procedures,

• identify and take advantage of cost reduction opportunities, and
• further penetrate existing markets with the product capabilities acquired.

The Company may fail to derive significant benefits from such transactions, which could have a material adverse
affect on liquidity, financial position and results of operations.  Also, if the Company fails to achieve sufficient
financial performance from an acquisition, certain long-lived assets, such as property, plant and equipment and
goodwill and other intangible assets, could become impaired and result in the recognition of an impairment loss.
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The scope of our international operations subjects the Company to risks, including risks from changes in trade
regulations, currency fluctuations, and political and economic instability.

Since significant revenues and earnings are generated by non-U.S. operations, Quaker’s financial results are affected
by currency fluctuations, particularly between the U.S. Dollar, the E.U. Euro, the Brazilian Real, and the Chinese
Renminbi, and the impact of those currency fluctuations on the underlying economies. During the past three years,
sales by non-U.S. subsidiaries accounted for approximately 60% to 65% of our annual consolidated net sales. All of
these operations use the local currency as their functional currency. The Company generally does not use financial
instruments that expose it to significant risk involving foreign currency transactions; however, the size of non-U.S.
activities has a significant impact on reported operating results and attendant net assets. Therefore, as exchange rates
vary, Quaker’s results can be materially affected. Incorporated by reference is the foreign exchange risk information
contained in Item 7A of this Report and the geographic information in Note 15 of Notes to Consolidated Financial
Statements included in Item 8 of this Report.
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The Company often sources inventory among its worldwide operations. This practice can give rise to foreign
exchange risk resulting from the varying cost of inventory to the receiving location, as well as from the revaluation of
intercompany balances. The Company mitigates this risk through local sourcing efforts.

Additional risks associated with the Company’s international operations include, but are not limited to, the following:

• changes in economic conditions from country to country, similar to the recent instability in certain European
economies,

• changes in a country’s political condition, such as the current political unrest in the Middle East,
• trade protection measures,
• longer payment cycles,
• licensing and other legal requirements,
• restrictions on the repatriation of our assets, including cash,
• the difficulties of staffing and managing dispersed international operations,
• less protective foreign intellectual property laws,
• legal systems that may be less developed and predictable than those in the United States, and
• local tax issues.

The breadth of Quaker’s international operations subjects the Company to various local non-income taxes, including
value-added-taxes (“VAT”).  With VAT, the Company essentially operates as an agent for various jurisdictions by
collecting VAT from customers and remitting those amounts to the taxing authorities on the goods it sells.  The laws
and regulations regarding VAT can be complex and vary widely among countries as well as among individual states
within a given country for the same products, making full compliance difficult.  As VAT is often charged as a
percentage of the selling price of the goods sold, the amounts involved can be material.  Should there be
non-compliance by the Company, it may need to remit funds to the tax authorities prior to collecting the appropriate
amounts from customers or jurisdictions which may have been incorrectly paid.  In addition, the Company may
choose for commercial reasons not to seek repayment from certain customers. This could have a material adverse
affect on the Company’s liquidity, financial position and results of operations.    See Note 20 of Notes to Consolidated
Financial Statements, included in Item 8 of this Report, which is incorporated herein by this reference, for further
discussion.

Terrorist attacks, other acts of violence or war, natural disasters, cybersecurity incidents or other uncommon global
events may affect the markets in which we operate and our profitability.

Terrorist attacks, other acts of violence or war, natural disasters, cybersecurity incidents or other uncommon global
events may negatively affect our operations. There can be no assurance that there will not be further terrorist attacks
against the U.S. or other locations where we do business. Also, other uncommon global events, such as earthquakes,
fires and tsunami, cannot be predicted.  Terrorist attacks, other acts of violence or armed conflicts, and natural
disasters may directly impact our physical facilities or those of our suppliers or customers. Additional terrorist attacks
or natural disasters may disrupt the global insurance and reinsurance industries with the result that we may not be able
to obtain insurance at historical terms and levels for all of our facilities. Furthermore, any of these events may make
travel and the transportation of our supplies and products more difficult and more expensive and ultimately affect the
sales of our products.  Failure to effectively prevent, detect and recover from breaches in the Company’s cybersecurity
infrastructure could also negatively impact the Company’s results of operation through the loss of Company assets,
business disruptions or other adverse consequences resulting from other misuses of the Company’s information
technology.  The consequences of terrorist attacks, other acts of violence or armed conflicts, natural disasters,
cybersecurity incidents or other uncommon global events can be unpredictable, and we may not be able to foresee
events, such as these, that could have an adverse effect on our business.
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Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

Quaker’s corporate headquarters and a laboratory facility are located in Conshohocken, Pennsylvania. Quaker’s other
principal facilities are located in Detroit, Michigan; Middletown, Ohio; Santa Fe Springs, California; Batavia, New
York; Dayton, Ohio; Monterrey, N.L., Mexico; Uithoorn, The Netherlands; Santa Perpetua de Mogoda, Spain; Rio de
Janeiro, Brazil; Tradate, Italy; Gorgonzola, Italy and Qingpu, China. All of the properties, except Santa Fe Springs,
California, are used by the metalworking process chemicals segment. The Santa Fe Springs, California property is
used by the coatings segment. With the exception of the Conshohocken, Santa Fe Springs and Gorgonzola sites, which
are leased, all of these principal facilities are owned by Quaker and, as of December 31, 2012, were mortgage free.
Quaker also leases sales, laboratory, manufacturing, and warehouse facilities in other locations.
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Quaker’s principal facilities (excluding Conshohocken) consist of various manufacturing, administrative, warehouse,
and laboratory buildings. Substantially all of the buildings (including Conshohocken) are of fire-resistant construction
and are equipped with sprinkler systems. All facilities are primarily of masonry and/or steel construction and are
adequate and suitable for Quaker’s present operations. The Company has a program to identify needed capital
improvements that are implemented as management considers necessary or desirable. Most locations have various
numbers of raw material storage tanks ranging from 2 to 58 at each location with a capacity ranging from 1,000 to
82,000 gallons and processing or manufacturing vessels ranging in capacity from 7 to 16,000 gallons.

Each of Quaker’s non-U.S. associated companies (in which it owns a less than 50% interest and has significant
influence) owns or leases a plant and/or sales facilities in various locations, with the exception of Primex, Ltd.

Item 3. Legal Proceedings.

The Company is a party to proceedings, cases, and reque
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