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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

Some of the statements in this Annual Report on Form 10-K under the headings “Business,” “Risk Factors,” “Selected
Financial Data,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” ‘“Financial
Statements and Supplementary Data” and elsewhere contain forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995. We may also make written or oral forward-looking statements in
our periodic reports on Forms 10-Q and 8-K, in press releases and other written materials and in oral statements made
by our officers, directors or employees to third parties. Statements that are not historical facts, including statements
about our beliefs and expectations, are forward-looking statements. Forward-looking statements are often
characterized by the use of words such as “believes,” “estimates,” “expects,” “projects,” “may,” “intends,” “plans” or “anticipa
by discussions of strategy, plans or intentions; anticipated benefits of or performance of our products; beliefs
regarding opportunities for new, high-margin applications and other innovations; adequacy of cash flows to fund our
working capital requirements; our investment in the joint venture with Formosa Petrochemical Corporation (“FPCC”);
our expectations regarding indebtedness to be incurred by our joint venture with FPCC; our proposed combination
with the Styrenic Block Copolymer (“SBC”) business of LCY Chemical Corp. (“LCY”), the expectation that such
combination will close in the fourth quarter of 2014 and expected synergies and other benefits therefrom and costs
associated therewith; debt payments, interest payments, capital expenditures, benefit plan contributions, and income
tax obligations; our anticipated 2014 capital expenditures, compliance with the MACT rule, health, safety and
environmental and infrastructure and maintenance projects, projects to optimize the production capabilities of our
manufacturing assets and to support our innovation platform; our ability to meet conditions required to ensure full
access to our senior secured credit facilities; expectations regarding our counterparties’ ability to perform, including
with respect to trade receivables; estimates regarding the tax expense of repatriating certain cash and short-term
investments related to foreign operations; expectations regarding high-margin applications; our ability to realize
certain deferred tax assets and our beliefs with respect to tax positions; expectations regarding our full year effective
tax rate; our plans and expectations regarding our planned Asia expansion project; our expectations regarding the
startup of our semi-works facility in Belpre, Ohio during the first quarter of 2014; estimates related to the useful lives
of certain assets for tax purposes; expectations regarding our pension contributions for fiscal year 2014; estimates or
expectations related to monomer costs, ending inventory levels and related estimated charges; the outcome and
financial impact of legal proceedings; expectations regarding the spread between FIFO and ECRC in future periods;
the estimates and matters described under the caption “Item 7. Management’s Discussion and Analysis—Results of
Operations—Outlook;” and projections regarding environmental costs and capital expenditures and related operational
savings. Such forward-looking statements involve known and unknown risks, uncertainties, assumptions and other
important factors that could cause the actual results, performance or our achievements, or industry results, to differ
materially from historical results, any future results, or performance or achievements expressed or implied by such
forward-looking statements. There are a number of risks and uncertainties that could cause our actual results to differ
materially from the forward-looking statements contained in this report. Important factors that could cause our actual
results to differ materially from those expressed as forward-looking statements are set forth in this report, including
but not limited to those under the heading ‘“Risk Factors.” There may be other factors of which we are currently unaware
or deem immaterial that may cause our actual results to differ materially from the forward-looking statements.

29 ¢ LT3 EEINT3

Forward-looking statements are based on current plans, estimates and projections, and, therefore, you should not place
undue reliance on them. Forward-looking statements speak only as of the date they are made, and we undertake no
obligation to update them publicly in light of new information or future events.

Presentation of Financial Statements.

99 ¢ LR T3 29 ¢ LR INT3

The terms “Kraton,” “our company,” “we,” “our,” “ours” and “us” as used in this report refer collectively to Kraton Performan
Polymers, Inc. and its consolidated subsidiaries.
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This Form 10-K includes financial statements and related notes that present the consolidated financial position, results
of operations, comprehensive income and cash flows of Kraton, and its subsidiaries. Kraton is a holding company
whose only material asset is its investment in its wholly owned subsidiary, Kraton Polymers LLC. Kraton Polymers
LLC and its subsidiaries own all of our consolidated operating assets.
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PART I

Item 1. Business.
General

Our Company

We are a leading global producer of styrenic block copolymers (“SBCs”) and other engineered polymers. We market our
products under the Kraton®, Cariflex™, and NEXAR™ brands. SBCs are highly-engineered synthetic elastomers,
which we invented and commercialized almost 50 years ago, that enhance the performance of numerous end use
products by imparting greater flexibility, resilience, strength, durability and processability.

Our polymers are typically formulated or compounded with other products to achieve improved, customer-specific
performance characteristics in a variety of applications. We seek to maximize the value of our product portfolio by
emphasizing complex or specialized polymers and innovations that yield higher margins than more commoditized
products. We sometimes refer to these complex or specialized polymers or innovations as being more “differentiated.”

Our products are found in many everyday applications, including personal care products such as disposable diapers
and the rubberized grips of toothbrushes, razor blades and power tools. Our products are also used to impart tack and
shear properties in a wide variety of adhesive products and to impart characteristics such as flexibility and durability
in sealants and corrosion resistance in coatings. Our paving and roofing applications provide durability, extending
road and roof life.

We also produce Cariflex isoprene rubber and isoprene rubber latex. Our Cariflex products are highly-engineered,
non-SBC synthetic substitutes for natural rubber and natural rubber latex. Our Cariflex products, which have not been
found to contain the proteins present in natural rubber latex and are, therefore, not known to cause allergies, are used
in applications such as surgical gloves and condoms. We believe the versatility of Cariflex provides opportunities for
new, high margin applications.

We have a portfolio of innovations at various stages of development and commercialization, including

-polyvinyl chloride alternatives for wire and cable, and medical applications;

-polymers and compounds for soft skin and coated fabric applications for transportation and consumer markets;

-our NEXAR family of membrane polymers for water filtration, heating, ventilation, air conditioning and breathable
fabrics; and

-synthetic cement formulations and other oilfield applications.

Our total SBC production capacity as of December 31, 2013 was approximately 420 kilotons. Production capacity at

our facilities can vary greatly depending upon feedstock, product mix and operating conditions. We generated

approximately $1,292.1 million of sales revenue and 313.5 kilotons of sales volume for the year ended December 31,

2013. In 2013, we generated 14.7% and 38.5% of our sales revenue from innovation-driven and differentiated

products, respectively. Our customers are diversified by industry and geography with more than 800 customers in over

60 countries. We manufacture our polymers at five manufacturing facilities globally, including our flagship facility in

Belpre, Ohio, as well as facilities in Germany, France, Brazil, and Japan. The facility in Japan is operated by an

unconsolidated manufacturing joint venture.

We have had a long-standing relationship with many of our customers and work closely with our customers to design
products that meet application-specific performance and quality requirements. We have a diverse customer base, with
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no single customer accounting for more than 10.0% of our sales revenue in 2013 and our top 10 customers together
representing approximately 28.3% of our sales revenue in 2013. Because of the technical expertise and investment
required to develop many of our product formulations and the lead times required to replace them, we believe our
customers would likely incur additional costs by changing to an alternative vendor.

4
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Over the past several years, we have implemented a range of strategic initiatives designed to enhance our profitability
and end use market position, with a focus on increasing our scale and global footprint, particularly in Asia. These
include fixed asset investments to expand our capacity in specialized products and enhance productivity at our

existing facilities, our 50% investment in our joint venture, Kraton Formosa Polymers Corporation (“KFPC”), located in
Mailiao, Taiwan, and fixed costs management through headcount reductions, production line closures at our facility in
Pernis, Netherlands, and system upgrades. During this period, we shifted our focus from lower margin business, and

we implemented pricing strategies designed to enhance our overall margins and return on invested capital. With the
commercialization of newer innovations such as NEXAR and HiMA and increasing sales of Cariflex and products for
oilfield service applications, our strategy is focused on continuing to advance our portfolio of higher-value, higher
margin products, while, at the same time, expanding sales of our core product grades.

Corporate History

Prior to our initial public offering and related reorganization transactions in December 2009, we were an indirect
wholly-owned subsidiary of TJ Chemical Holdings LL.C and were indirectly owned by certain affiliates of TPG
Capital, L.P., which we refer to collectively as “TPG,” and certain affiliates of J.P. Morgan Partners, LLC, which we
refer to collectively as “JPMP,” and certain members of our management. We conduct our business through Kraton
Polymers LLC and its consolidated subsidiaries. Prior to our initial public offering, Kraton Polymers LLC’s parent
company was Polymer Holdings LL.C, a Delaware limited liability company. On December 16, 2009, Polymer
Holdings LLC was converted from a Delaware limited liability company to a Delaware corporation and renamed
Kraton Performance Polymers, Inc., which remains Kraton Polymers LLC’s parent company. In addition, prior to the
closing of the initial public offering, TJ Chemical was merged into (and did not survive the merger with) Kraton
Polymers LLC. Our initial public offering was completed, and trading in our common stock on the New York Stock
Exchange commenced, in December 2009. TPG and JPMP collectively owned a majority of our common stock
following the initial public offering, and through two secondary public offerings conducted in September 2010 and
April 2011, sold all of their holdings in our common stock.

Recent Developments

Entry into Definitive Agreement to Combine with the SBC Business of LCY. As previously announced, on January
28, 2014, we and two wholly-owned subsidiaries entered into a definitive agreement with LCY Chemical Corp.
(“LCY”’) and a wholly-owned subsidiary of LCY (together with LCY, the “LCY Parties”) to combine with the SBC
business of LCY. LCY’s SBC business operates through facilities located in Taiwan, Huizhou, China and Baytown,
Texas. LCY will remain as a separate company following the combination and continue to operate its other lines of
business following the closing.

Prior to the execution of the combination agreement, we formed a new holding company organized under the laws of
England (“UK Holdco™). Pursuant to a merger contemplated in the combination agreement, each outstanding share of
common stock of our company will be converted into the right to receive one ordinary share of UK Holdco, and we
will become a wholly-owned subsidiary of UK Holdco. In addition, UK Holdco will issue ordinary shares to the LCY
Parties in exchange for LCY’s SBC business, which will be contributed to UK Holdco through the contribution of the
equity interests in a group of LCY’s subsidiaries (the “LCY Combination”).

The shares to be issued to LCY at closing will constitute 50% of the shares of UK Holdco that will be outstanding
immediately after the closing of the transactions contemplated by the combination agreement. The other 50% of the
shares of UK Holdco will be owned by the stockholders of our company immediately prior to such closing. UK

Holdco and LCY have also agreed to enter into a shareholder agreement (the “Shareholder Agreement”) at the closing of
the transactions. The Shareholder Agreement will set forth certain rights and limitations relating to LCY’s ownership

of the UK Holdco shares, including provisions relating to, among other things, representation on UK Holdco’s board of

9
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directors (“UK Holdco Board”), standstill restrictions on certain actions (including the acquisition by LCY of additional
UK Holdco shares), UK Holdco Board approval requirements on certain significant actions by UK Holdco,

preemptive rights for LCY to purchase additional UK Holdco shares, restrictions on the direct or indirect transfer of

the UK Holdco shares to be owned by LCY, arrangements regarding the voting of the UK Holdco shares held by

LCY, restrictions on competition with UK Holdco on the part of LCY and registration rights for the UK Holdco

shares to be held by LCY.

The closing of the transactions is subject to approval by the stockholders of both our company and LCY, receipt of
certain regulatory approvals and other conditions. Closing of the transactions is expected to occur in the fourth quarter
of 2014. Upon and after closing, the name of UK Holdco will be Kraton Performance Polymers plc, and the shares
will be listed on the NYSE.

After the closing of the transactions, the UK Holdco Board will consist of fourteen directors, consisting of seven
LCY-designated directors and seven directors that currently serve on our board of directors. Our chairman of the
board of directors, Dan Smith, will be the initial chairman of the UK Holdco Board upon the closing, and it is
anticipated he will serve in that position for two years following the closing. The chairman for the next two years will
be selected by the LCY designees on the UK Holdco Board, and thereafter the chairman will be selected by the full
UK Holdco Board. Kevin M. Fogarty, our current chief executive officer, will serve

5
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as chief executive officer of UK Holdco upon the closing. See “Part I, Item 1A. Risk Factors” below for a discussion of
certain risks and uncertainties relating to the LCY Combination.

Products

Our Kraton polymer products are high performance elastomers that are engineered for a wide range of end use
applications. Our products possess a combination of high strength and low viscosity, which facilitates ease of
processing at elevated temperatures and high processing speeds. Our products can be processed in a variety of
manufacturing applications, including injection molding, blow molding, compression molding, extrusion and hot melt,
and solution applied coatings.

Our products are manufactured along the following primary product lines based upon polymer chemistry and process
technologies:

-un-hydrogenated SBCs (“USBCs”);

-hydrogenated SBCs (“HSBCs”);

-Cariflex™ isoprene rubber (“IR”) and isoprene rubber latex (“IRL”); and

-compounds.

The majority of worldwide SBC production is dedicated to USBCs, which are primarily used in paving and roofing,
adhesives, sealants and coatings, and footwear applications. HSBCs, which are significantly more complex and
capital-intensive to manufacture than USBCs, are used in applications such as soft touch and flexible materials,
personal hygiene products, medical products, automotive components and certain adhesives and sealant applications.
Below is an overview of our four primary product lines.

USBCs. We developed the first USBC polymers in 1964 and built the first dedicated block copolymer facility in
Belpre, Ohio, in 1971. As of December 31, 2013, our USBC product portfolio included 101 core commercial grades
of products. Sales of USBC products comprised approximately 58.3%, 59.1% and 59.3% of our sales revenue in 2013,
2012 and 2011, respectively.

USBCs are used in three of our core end use markets (Advanced Materials; Adhesives, Sealants and Coatings; and
Paving and Roofing) in a range of products to impart performance characteristics such as:

-resistance to temperature and weather extremes in roads and roofing;

-resistance to cracking, reduced sound transmission and better drainage in porous road surfaces;

-impact resistance for consumer plastics; and

-increased processing flexibility in adhesive applications, such as packaging tapes and labels, and materials used in
disposable diapers.

HSBCs. We developed the first HSBC polymers in the late 1960s for use in production of soft, strong compounds for

handles and grips and elastic components in diapers. As of December 31, 2013, our HSBC product portfolio included

77 core commercial grades of products. HSBC products are significantly more complex to produce than USBC

products and, as a result generate higher margins than USBCs. Sales of HSBC products comprised 30.3%, 31.2% and
31.6% of our sales revenue in 2013, 2012 and 2011, respectively.

HSBCs are primarily used in our Advanced Materials and Adhesives, Sealants and Coatings end use markets to impart
performance characteristics such as:

-stretch properties in disposable diapers and adult incontinence products;

-soft feel in numerous consumer products such as razor blades, power tools, and automobile internals;
-impact resistance for demanding engineering plastic applications;

11
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-flexibility for wire and cable plastic outer layers;

-improved flow characteristics for many industrial and consumer sealant and lubricating fluids;
-resistance to ultraviolet light;

-processing stability and viscosity; and

-elevated temperature resistance.

6
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Cariflex. We market our IR and IRL products under the Cariflex brand name. These products combine the key
qualities of natural rubber, such as good mechanical properties and hysteresis, with purity and clarity enhancements,
good flow, low gel content, and absence of nitrosamines and natural rubber proteins. As of December 31, 2013, our
Cariflex product portfolio included 9 core commercial grades of products. Cariflex comprised 9.0%, 7.4% and 6.9%
of our sales revenue in 2013, 2012 and 2011, respectively.

Isoprene rubber (formed from polymerizing isoprene) is a high purity, non-SBC product. Our IR polymers are
available as bales of rubber or as latex. We focus our IR polymers, which are produced using nanotechnology, in
demanding applications such as medical products, adhesives and tackifiers, paints, coatings and photo-resistors.
Isoprene rubber latex (emulsion of IR in water) is a substitute for natural rubber latex, particularly in applications with
high purity requirements, such as medical, healthcare, personal care and food contact operations. Our IRL is
specialized polyisoprene latex with a controlled structure and low chemical impurity levels obtained through an
anionic polymerization process followed by a proprietary latex processing step, both of which were first developed by
us. IRL is durable, tear resistant, soft, transparent and odorless. In addition, the synthetic material is non-allergenic
and has superior consistency and other advantages to natural rubber latex. IRL is predominately used in the synthetic
surgical gloves and condoms.

We have undertaken several projects to support anticipated continued growth in demand for our Cariflex products. In
2011, we commissioned a line conversion project at our Belpre, Ohio, facility, which now provides for production of
IR and replaces production capacity at our former manufacturing facility in Netherlands, which was closed in

2009. During 2011, we also successfully completed the expansion of our IRL capacity at our Paulinia, Brazil, facility.
Further, we executed a contract with a supplier in Japan to expand manufacturing capacity for IRL. This expansion
was completed in January 2013 and effectively doubled our existing capacity in Japan.

Compounds. Our Compounds are a mixture of Kraton polymers and other polymers, resins, oils or fillers and cover a
wide range of polymers used in consumer and industrial applications. Compounds can be formulated so that they meet
the specific requirements of our customers. These products are primarily used in soft-touch grips, sporting equipment,
automotive components and personal care products. As of December 31, 2013, our Compounds product portfolio
included 19 core commercial grades of products. Compounds comprised 2.3%, 2.1% and 1.9% of our sales revenue in
2013, 2012 and 2011, respectively.

7
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Our End Use Markets

Our commercial activities are aligned to serve our four core end use markets: (1) Advanced Materials; (2) Adhesives,
Sealants and Coatings; (3) Paving and Roofing; and (4) Cariflex.

Revenue Mix
($ in millions)

End Use Markets 2013 2012 2011 Selected Applications/Products
Advanced 26.8% $346.3 26.9% $382.8 28.0% $402.6 Consumer disposable and consumer
Materials durable soft touch

Engineering thermoplastics compatibilization
and impact modification

Personal care

PVC alternatives for medical, wire and cable
Disposable food packaging and closures
Highly engineered polymer modification
Skin care products and lotions

Automotive interior and exterior

Stoppers for medical/pharmaceutical

Adhesives, 37.0% $477.6 359% $510.8 34.8% $499.7 Tapes and labels
Sealants and Non-woven and industrial adhesives
Coatings

Clear sealants
Lubricant additives
Paving and 27.1% $350.9 29.6% $421.4 29.9% $429.3 Asphalt modification for performance
Roofing roadways, bridges and airports
Asphalt modification for roofing felts and
shingles
Cariflex 9.0 % $116.0 7.4 % $1059 6.9 % $99.3 Surgical gloves
Condoms
Other 0.1 % $1.2 02 % $2.2 04 % $6.6  High styrenics packaging
Footwear
Other
Advanced Materials. We sell HSBC, USBC, and customized SBC based compounds, across multiple markets as part
of the Advanced Materials end use market.

Our products primarily compete against a variety of chemical and non-chemical alternatives including, but not limited
to, thermoplastic vulcanizate, thermoplastic polyurethane, PVC, thermoplastic polyolefin, polyethylene terephthalate,
polycarbonate, polyamide, and ethylene-propylene-diene-monomer (“EPDM”) based products. We believe the ability to
balance performance characteristics such as ease of use, desired aesthetics, haptics, and managing total end product
costs are principal factors influencing final product decisions of our customers in this end use market.

Many of our products in this core end use market are customized formulations that are highly engineered to address
specific customer needs, such as improved stretch and resilience characteristics in elastic film applications. As such,
they require specialized product testing and validation, production and process evaluation. This results in long lead
time to achieve customer and industry established approvals.

14
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We believe demand for products in this end use market is principally driven by customer-specific needs and cost. Our
innovation led growth strategy focuses on translating the inherent strengths of our product technologies such as
flexibility, resilience, impact and moisture resistance, and aesthetics (clarity and haptics), and target opportunities
where we can expand and/or have the potential to create new market spaces for our solutions.

Adhesives, Sealants and Coatings. We sell HSBC and USBC products in the Adhesives, Sealants and Coatings end
use market.

Our products primarily compete with acrylics, silicones, solvent-based rubber systems and thermoplastic polyolefin
elastomers. The choice between these materials is influenced by bond strength, specific adhesion, consistent
performance to specification, processing speed, hot-melt application, resistance to water and total end-product cost.

8
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Our SBCs are used in applications such as adhesives for diapers and hygiene products, sealants and coatings for
construction and automotive applications, viscosity modification in lubricants as well as in health and beauty and
cable gels and adhesives for tapes and labels. Our SBCs in this end use market are compatible with many other
formulating ingredients. We have expanded our offering of formulated compounds for adhesives for protective films
that provide improved adhesive performance with no residue or haze after removal. Furthermore our highly
specialized grades are used in various combinations for the manufacturing of printing plates. One of our newest
applications for functionalized SBC’s can be found in sprayable coatings and sealing products.

We believe demand for products in this end use market is driven largely by the consumption of disposable hygiene
products that contain adhesives, particularly in elastic attachment. Further, we believe that cost reduction and
consumer market appeal are principal factors driving increasing use of SBC based adhesives relative to paper labels in
the pressure sensitive label market. The trend towards utilization of SBC based adhesives is primarily driven by cost
reduction and higher performance.

Paving and Roofing. We sell USBC products in the Paving and Roofing end use markets.

Our products primarily compete with chemicals such as styrene-butadiene rubber latex, acetates, polyphosphoric
acids, and thermoplastic materials like EPDM, polyethylene, atactic polypropylene and unmodified asphalts. We
believe that customer choice in this end use market is driven principally by total end-product cost, temperature
performance, bitumen source, and application.

Styrene-butadiene-styrene (“SBS”)-modified asphalt pavements enhance the strength and elasticity of asphalt-based
paving compositions over an extended temperature range, thus increasing resistance to wear, rutting and cracking and
therefore extending service life. In roofing applications, SBS-modified asphalt produces stronger and more durable
felts and shingles, thus reducing the possibility of damage from weather, ice and water build-up and again extending
service life.

We believe the ability to maintain roads in an environment where traffic demands are rising and repair budgets are
decreasing is the primary issue facing governments and other road owners in every region and a principal driver of
demand in this end use market. Our Highly Modified Asphalt Technology (“HiMA”) polymers provide better rut and
cracking resistance than other elastic binders, while achieving 25-40% reduction in road thickness without any major
sacrifice of viscosity or temperature performance. We believe this innovation will extend road life by allowing
pavements to withstand heavy traffic loads and varying climate conditions.

Cariflex. We sell IR and IRL in this end use market. We primarily supply the surgical glove, condom and specialty
medical device markets.

Our products primarily compete with natural rubber, conventional Ziegler Natta sourced solid IR, halo butyl rubber
and several synthetic latex alternatives, notably neoprene, nitrile and polychloroprene latex rubber, as well as
polyurethane.

In the medical device markets, we believe that demand for products is driven by purity of the product (including lower
metal residuals content, the absence of natural rubber proteins and lower use of plasticisers) and mechanical properties
applicable to surgical gloves, stoppers, closure and other packaging applications. In coatings applications, we believe
that demand is driven by the level of impurity, as low levels facilitate more durable coatings that compete with epoxy
coating systems. In electronic applications, we believe that demand is driven primarily by low metal content, which
we believe reduces the likelihood of quality issues.
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The surgical glove and condom markets are largely sourced by natural rubber latex products. However, we have seen
a trend in surgeons using gloves made from synthetic latex alternatives, such as our IRL products. We believe this
trend is driven by efforts to avoid allergies to natural rubber proteins, as well as comfort, consistent stretch and
wearability factors imparted by synthetic latex such as our IRL. We have seen a similar trend in the market for
condoms, which we believe is driven by these same factors.

Research, Development and Technology

Our research and development program is designed to develop new products and applications, provide technical
service to customers, develop and optimize process technology, and assist in marketing new products. We spent $32.0
million, $31.0 million and $28.0 million for research and development for the years ended December 31, 2013, 2012
and 2011, respectively. From time to time, we also engage in customer-sponsored research projects; with average
spending of approximately $1.0 million a year for the three-year period ended December 31, 2013.

Our research and development activities are primarily conducted in laboratories in Houston, Texas, and Amsterdam,
Netherlands. We also own a laboratory in Paulinia, Brazil, that provides technical services to our South American
customers. Our application and technical service laboratories in Shanghai, China, and Tsukuba, Japan, provide support
to our Asian customers. In addition, we have technical service staff located in Mont St. Guibert, Belgium.
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Our professionals perform research using scientific application equipment located primarily at our Houston,
Amsterdam, and Shanghai research and development facilities. At all of our major research and development
facilities, we produce new Kraton product samples for our customers and provide guidance to our manufacturing
organization. Application equipment is used to evaluate polymers and compounds to determine optimal formulations.
Our semi-works project at our Belpre, Ohio, location is mechanically complete, and the new facility is in the
commissioning phase, with startup anticipated during the first quarter 2014. This facility will replace a pilot line that
was previously maintained in Houston, and will provide scale up support to our manufacturing facilities as we
commercialize new products in our innovation pipeline and will generate polymer samples for in-house researchers
and external customers as we explore new products for the marketplace.

Sales and Marketing

Our business is predominantly based on a short sales cycle. We sell our products through a number of channels
including a direct sales force, marketing representatives and distributors, with the majority of our products sold
through our direct sales force. In countries where we generate substantial revenue, our sales force is organized by end
use market in order to meet the specific needs of our customers. In geographic areas where it is not efficient for us to
organize our sales force by end use market, we may use one sales team to service all end use markets.

In smaller markets, we often utilize marketing representatives who act as independent contractors to sell our products.
In addition, we utilize distributors to service our smaller customers in all regions. Distributors sell a wide variety of
products, which allows smaller customers to obtain multiple products from one source. In addition to our long-term
relationships with distributors in North America and Europe, we have established relationships with a wide network of
distributors in Latin America and the Asia Pacific region.

Our direct sales force, marketing representatives and distributors interact with our customers to provide both product
advice and technical assistance. In general, they arrange and coordinate contact between our customers and our
research and development personnel to provide quality control and new product solutions. Our close interaction with
our customers has allowed us to develop and maintain what we consider to be strong customer relationships.

Sales revenue from our customers outside the United States was approximately 69.1%, 67.2% and 65.9% of our total
sales revenue for the years ended December 31, 2013, 2012 and 2011, respectively. Direct sales we make outside of
the United States are generally priced in local currencies and can be subject to currency exchange fluctuations when
reported in our consolidated financial statements, which are maintained in U.S. dollars in accordance with U.S.
generally accepted accounting principles (“GAAP”). For geographic reporting, revenue is attributed to the geographic
location in which the customers’ facilities are located. See Note 13 Industry Segment and Foreign Operations to the
consolidated financial statements for geographic reporting of sales revenue and long-lived assets as of and for the
years ended December 31, 2013, 2012 and 2011.

We generated our sales revenue from customers located in the following regions:

Revenue by Geography: 2013 2012 2011

Americas 393% 40.0% 41.0%
Europe, Middle East and Africa 38.7% 39.1% 40.0%
Asia Pacific 220% 209% 19.0%

Sources and Availability of Raw Materials
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We use butadiene, styrene and isoprene (also referred to as monomers) as our primary raw materials in manufacturing
our products.

For our U.S. facilities, we procure a substantial majority of our monomers from U.S. suppliers. In Europe, we
generally procure our monomers from regional suppliers and in Brazil we generally purchase all our raw materials
from local third-party suppliers. In Japan, butadiene and isoprene are supplied under our joint venture agreement with
JSR Corporation (“JSR”) and styrene is sourced from local third-party suppliers. We believe our contractual and other
arrangements with our suppliers of butadiene, styrene, and isoprene will generally provide an adequate supply of raw
materials at competitive, market-based prices to support our current sales levels and that alternative sources of raw
material supply are generally available to us, including on a spot market basis. However, we can provide no assurance
that suppliers will perform under their contracts, that we will be able to adequately replace expiring or terminated
contracts, that we would be able to obtain substitute arrangements on feasible terms or that we will generally be able
to source raw materials on economic terms in the future.
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Butadiene. Butadiene is available on the global petrochemical market with approximately eight producers in the
Americas, 30 in Europe, 59 in Asia and six in the Middle East. We currently source our butadiene in the United States
pursuant to contractual arrangements generally having terms ranging from one to two years, subject to renewal
conditions, and butadiene in Europe pursuant to contracts and arrangements with LyondellBasell. The contract
covering Germany will expire on December 31, 2040, and is subject to renewal conditions at the conclusion of the
current term unless terminated with prior written notice by either party. We acquire butadiene in France from
LyondellBasell under a contract that became effective on January 1, 2012 and expires on December 31, 2015, subject
to renewal conditions. In Brazil, butadiene has been obtained from a local third-party source under contractual
arrangements with terms typically of two years. We are in the process of negotiating a renewed contractual
arrangement with this supplier, who has continued to supply butadiene since the expiration of the prior contract on a
spot basis. In Japan, a majority of our butadiene needs are sourced from JSR on a commercial supply basis.

Styrene. Styrene is available on the global petrochemical market with approximately 11 producers located in the
Americas, 20 in Europe, 52 in Asia and five in the Middle East. We currently source styrene in the United States,
Europe and Brazil pursuant to contractual arrangements generally having terms ranging from one to two years, subject
to renewal conditions.

Isoprene. Isoprene is primarily produced and consumed captively by manufacturers for the production of IR, which is
primarily used in the manufacture of rubber tires. As a result, there is limited non-captive isoprene available in the
market place. We currently source our global isoprene requirements through a variety of contractual arrangements
generally having terms ranging from one to two years, subject to renewal conditions. We also purchase additional
supplies of isoprene from various suppliers at prevailing market prices. In Japan, the majority of our isoprene needs
are sourced from JSR on a commercial supply basis and from alternative suppliers as needed. We believe our
contractual arrangements with several suppliers as well as spot arrangements and longstanding relationships with
other third-party suppliers of isoprene will generally provide adequate future supplies of isoprene at competitive prices
to support our current sales levels.

Competition

We compete with other SBC producers and non-SBC product producers primarily on the basis of price, breadth of
product availability, product quality and speed of service from order to delivery. We believe our customers also base
their supply decisions on the supplier’s ability to design and produce custom products and the availability of technical
support. See “Part I, Item 1. Business” for further discussion of competition in our end use markets.

SBC Industry. Our most significant competitors in the SBC industry are: Asahi Chemical, Chi Mei, Dynasol
Elastomers, Kuraray Company, Korea Kumho P.C., LCY, LG Chemical, Sinopec, Taiwan Synthetic Rubber
Corporation, Versalis and Zeon Corporation. Generally, however, we believe individual competitors do not compete
across all of our end use markets.

Product Substitution. We also compete against a broad range of alternative, non-SBC products within each of our end
use markets. See “Part I, Item 1. Business” for further discussion of product substitution in our end use markets.

Operating and Other Agreements

Operating Agreements. LyondellBasell operates our manufacturing facility located in Berre, France. This facility is
situated on a major LyondellBasell refinery and petrochemical site at which other third party tenants also own
facilities. LyondellBasell charges us fees based on specified costs incurred in connection with operating and
maintaining this facility, including the direct and indirect costs of employees and subcontractors, reasonable insurance
costs, certain taxes imposed on LyondellBasell (other than income taxes) and depreciation and capital charges on
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certain assets. Pursuant to the agreement, LyondellBasell employs and provides all staff, other than certain managers,
assistant managers and technical personnel, whom we may appoint. In March 2012, we executed a new operating
agreement with LyondellBasell effective as of January 1, 2012. The agreement has an unlimited term, and is
terminable as of any date after December 31, 2014 upon 18 months’ prior notice by either party. The new agreement
also provides for site services, utilities, materials and facilities, which had previously been under a separate
agreement.

Pursuant to an agreement dated March 31, 2000, as subsequently amended, LyondellBasell operates and provides
certain services, materials and utilities required to operate our manufacturing facility in Wesseling, Germany. We pay
LyondellBasell a monthly fee, as well as costs incurred by LyondellBasell in providing the various services, even if
the facility fails to produce any output (whether or not due to events within LyondellBasell’s control), and even if we
reject some or all output. This agreement is terminable after an initial term of 40 years upon five years’ prior written
notice.

Under certain of these agreements, we are required to indemnify LyondellBasell, including in certain circumstances
for loss and damages resulting from LyondellBassell’s negligence in performing their obligations.
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Information Systems

We utilize ERP software systems to support each of our facilities worldwide. Our ERP software systems utilize a
single global system, which provides reliability of our systems. The ERP software systems are supported by internal
resources. Technical upgrades to the ERP systems are performed every 12 to 18 months to ensure the recent
functionality is available. New technology continues to be approved and implemented to improve efficiencies,
network resiliency and critical information protection. An annual disaster recovery exercise is performed on critical
systems, both internally and those utilizing third-party data centers.

Patents, Trademarks, Copyrights and Other Intellectual Property Rights

We rely on a variety of intellectual property rights to conduct our business, including patents, trademarks and trade
secrets. In 2013, we were awarded 51 patents for new products or applications and at December 31, 2013, we had
1,176 granted patents and 249 pending patent applications. Since patents are generally in effect for a period of 20
years as of the filing date, this means that a significant portion of our portfolio will remain in effect for a long period
(assuming most of these applications will be granted). The granted patents and the applications cover both the United
States and foreign countries. We do not expect that the expiration of any single patent or specific group of patents
would have a material impact on our business. Our material trademarks will remain in effect unless we decide to
abandon any of them, subject to possible third-party claims challenging our rights. Similarly, our trade secrets will
preserve their status as such for as long as they are the subject of reasonable efforts, on our part, to maintain their
secrecy. A significant number of patents in our patent portfolio were acquired from Shell Chemicals. Shell Chemicals
retained for itself fully-transferable and exclusive licenses for their use outside of the elastomers field, as well as
fully-transferable, non-exclusive licenses within the field of elastomers for certain limited uses in non-competing
activities. Shell Chemicals is permitted to sublicense these rights. Shell Chemicals also retains the right to enforce
these patents outside the elastomers field and recover any damages resulting from these actions. Shell Chemicals may
engage in or be the owner of a business that manufactures and/or sells elastomers in the elastomers field, so long as
they do not use patent rights or technical knowledge exclusively licensed to us.

As a general matter, our trade names are protected by trademark laws. Our products are marketed under the registered
trademarks “Kraton”, “Elexar”, “Giving Innovators Their Edge”, “NEXAR” and “Cariflex.”

In our almost 50 years in the SBC business, we have accumulated a substantial amount of technical and business
expertise. Our expertise includes: product development, design and formulation, information relating to the
applications in which our products are used, process and manufacturing technology, including the process and design
information used in the operation, maintenance and debottlenecking of our manufacturing facilities, and the technical
service that we provide to our customers. We hold extensive discussions with customers and potential customers to
define their market needs and product application opportunities. Where we believe necessary, we have implemented
trade secret protection for our technical knowledge through non-analysis, secrecy and related agreements.

Employees

We had 936 full-time employees at December 31, 2013. In addition, 172 LyondellBasell manufacturing employees
operate our manufacturing facilities and provide maintenance services in Europe under various operating and services
arrangements. See “—Operating and Other Agreements.” None of our employees in the United States are subject to
collective bargaining agreements. In Europe, Brazil and Japan, a significant number of our employees are in
arrangements similar to collective bargaining arrangements. We believe our relationships with our employees
continue to be good.

Environmental Regulation
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Our operations in the United States and abroad are subject to a wide range of environmental laws and regulations at
the international, national, state and local levels. These laws and regulations govern, among other things, air
emissions, wastewater discharges, solid and hazardous waste management, site remediation programs and chemical
registration, use and management.

Pursuant to these laws and regulations, our facilities are required to obtain and comply with a wide variety of
environmental permits for different aspects of their operations. Generally, many of these environmental laws and
regulations are becoming increasingly stringent and the cost of compliance with these various requirements can be
expected to increase over time.

For example, the U.S. Environmental Protection Agency (“EPA”) issued new “maximum achievable control technology”
(“MACT”) standards for controlling hazardous air emissions from industrial boilers. The MACT rule applies to the
coal-burning boilers at our Belpre, Ohio, facility. On December 20, 2012, the EPA announced that it had finalized the
clean air standards for industrial boilers, and certain incinerators, and non-hazardous secondary materials. On

January 31, 2013, the final rule was published in the Federal Register with an effective date of April 1, 2013 and a
compliance date of January 31, 2016, three years from the date of publication in the Federal Register. We plan to be in
compliance with the MACT standards prior to the expiration of the compliance
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period. Capital expenditures necessary to comply with the MACT rule are currently estimated to be $59.0 million of
which approximately $6.0 million will be in the form of a capital lease. Through 2013, we have incurred an aggregate
$18.0 million, of which $1.4 million was financed with a capital lease, and we currently expect 2014 capital
expenditures for this project to be approximately $28.1 million, of which $4.1 million will be financed with a capital
lease with the balance expected to be incurred in 2015. While this is a compliance driven project, we also expect to
lower operating costs by approximately $10.0 million per year by 2016.

Environmental laws and regulations in various jurisdictions also establish programs and, in some instances,
obligations to clean up contamination from current or historic operations. Under some circumstances, the current
owner or operator of a site can be held responsible for remediation of past contamination regardless of fault and
regardless of whether the activity was legal at the time that it occurred. Evaluating and estimating the potential
liability related to site remediation projects is a difficult undertaking, and several of our facilities have been affected
by contamination from historic operations.

Our Belpre, Ohio, facility is the subject of a site investigation and remediation program administered by the EPA
pursuant to the Resource Conservation and Recovery Act (“RCRA”). In March 1997, Shell Chemicals entered into a
consent order to investigate and remediate areas of contamination on and adjacent to the site. In March 2003, we
joined Shell Chemicals in signing a new consent order that required additional remediation and assessment of various
areas of contamination and continues to require groundwater-monitoring and reporting. Shell Chemicals continues to
take the lead in this program, has posted financial assurance of $5.2 million for the work required under the consent
order and has also indemnified us for the work required under this program, subject to the condition that we provide
notice of any claims on or prior to February 28, 2021. In turn, we have agreed with Shell Chemicals that we will, for a
fee, provide certain services related to the remediation program. We have agreed with Shell Chemicals that we will
pay up to $100,000 per year for the groundwater monitoring associated with the 2003 consent order.

Our Brazilian facility has also been affected by prior Shell Chemicals operations. A Shell Chemicals pesticide
manufacturing operation was previously located on a tract of land adjacent to our Brazilian facility. In addition, areas
of our facility were used by Shell Chemicals as part of its crop protection business. Shell Chemicals has retained
responsibility for remediating a former manufacturing facility located on our site and has also indemnified us for
identified waste management areas used in prior operations. The indemnity for remediation relating directly to the
facility for the previous pesticide manufacturing operations and for disposal activity related to that facility and for
third-party claims regarding hazardous substance disposal expires in 2021. Shell Chemicals has installed a hydraulic
barrier to prevent migration of ground water contamination and has completed other cleanup actions on the site.

Shell Chemicals agreed to indemnify us for specific categories of environmental claims brought with respect to

matters occurring before our separation from Shell Chemicals in February 2001. Coverage under the indemnity varies
depending upon the nature of the environmental claim, the location giving rise to the claim and the manner in which
the claim is triggered. The indemnity for specific site clean-up matters and for third-party claims regarding hazardous
substance disposal expires in 2021. Claims that may arise in the future related to past operations may not be covered
by the Shell Chemicals’ indemnities, and amounts that are recoverable under those indemnities may not be sufficient to
satisfy claims against us.

In addition, we may in the future be subject to claims that arise solely from events or circumstances occurring after
February 2001 that would not, in any event, be covered by the Shell Chemicals’ indemnity. While we recognize that
we may, in the future, be held liable with respect to remediation activities beyond those identified to date, at present
we are not aware of any circumstances that are reasonably expected to give rise to remediation claims that would have
a material adverse effect on our results of operations or cause us to exceed our projected level of anticipated capital
expenditures.
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In January 2014, our Belpre, Ohio facility experienced a mechanical equipment failure due to inclement weather that
resulted in a release of process solvents into nearby waterways. Applicable authorities were notified, and cleanup
activities are underway. Kraton may be required to pay governmental fines or sanctions in excess of $100,000 in
connection with this event.

Insurance

We have levels of insurance that we believe to be customary for a company of our size in our industry. Our insurance
policies are subject to customary deductibles and limits.

Seasonality
Seasonal changes and weather conditions typically affect the Paving and Roofing end use market and generally result
in higher sales volumes into this end use market in the second and third quarters of the calendar year compared to the

first and fourth quarters of the calendar year. Our other end use markets tend to show relatively little seasonality.

13

25



Edgar Filing: Kraton Performance Polymers, Inc. - Form 10-K

Available Information

We electronically file reports with the Securities and Exchange Commission (SEC), including annual reports on

Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to such reports. The public
may read and copy any materials that we file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site that contains reports and information
statements, and other information regarding issuers that file electronically with the SEC at http://www.sec.gov.
Additionally, information about us, including our reports filed with the SEC, is available through our web site at
http://www kraton.com. Such reports are accessible at no charge through our web site and are made available as soon
as reasonably practicable after such material is filed with or furnished to the SEC. Our website and the information
contained on that site, or connected to that site, are not incorporated by reference into this report.

Item 1A. Risk Factors.
Risk Factors Relating to the Proposed Combination with the SBC Business of LCY

Closing of the combination with LCY is subject to a number of material regulatory conditions.

The LCY Combination is subject to review by the Antitrust Division of the Department of Justice (the “Antitrust
Division”) and the Federal Trade Commission (the “FTC”) under the Hart-Scott-Rodino Antitrust Improvements Act of
1976, as amended (the “HSR Act”), and by the antitrust and competition authorities in Taiwan, the People’s Republic of
China and the Republic of Turkey, and potentially other jurisdictions. Conditions to closing the LCY Combination
include the clearance and approval under the rules of the antitrust and competition authorities and that there is no
judgment or regulatory action of a governmental body in effect that prohibits the LCY Combination contemplated by
the combination agreement. We can provide no assurance that all required regulatory clearances will be obtained or
that the conditions associated with such clearances will be acceptable to either party. In addition, in some
circumstances, a third party could initiate a private action under antitrust laws challenging or seeking to enjoin the

LCY Combination, before or after it is completed. We may not prevail and may incur significant costs in defending or
settling any action under the antitrust and competition laws.

In addition to antitrust and competition law clearances, the transactions are subject to completion of a series of
transactions in which LCY’s SBC operations in Taiwan will be conveyed to a subsidiary of LCY prior to the
contribution of the equity interests of such subsidiary to UK Holdco. Such transactions are subject to the approval of
Taiwan regulatory authorities, and we and LCY can provide no assurance that such approvals will be obtained.

We and LCY are subject to business uncertainties and contractual restrictions while the proposed LCY Combination is
pending, which could adversely affect each party’s business and operations.

In connection with the pending LCY Combination, it is possible that some customers, suppliers and other persons with
whom we or LCY have business relationships may delay or defer certain business decisions or, might decide to seek
to terminate, change or renegotiate their relationship with us or LCY as a result of the LCY Combination, which could
negatively affect our and LCY’s respective revenues and earnings, as well as the market price of our common stock,
regardless of whether the LCY Combination is completed. Under the terms of the combination agreement, we and
LCY are subject to certain restrictions on the conduct of our respective businesses prior to completing the LCY
Combination, including, but not limited to, limitations on incurring debt outside of borrowings under each party’s
revolving credit facility in the ordinary course and entering into acquisitions and dispositions, which may adversely
affect our ability to execute certain of our respective business strategies. Furthermore, the process of planning to

26



Edgar Filing: Kraton Performance Polymers, Inc. - Form 10-K

integrate two businesses and organizations for the post-LCY Combination period can divert management attention and
resources and could ultimately have an adverse effect on each party.

Failure to successfully combine the businesses in the expected time frame may adversely affect the future results of
the combined organization, and, consequently, the value of our common stock.

The success of the proposed LCY Combination will depend substantially on our ability to realize the anticipated
benefits and synergies from combining our business with LCY’s SBC business. To realize these anticipated benefits,
the businesses must be successfully integrated and combined, and we will incur substantial costs to do so. We
currently estimate the cost to achieve expected annual synergies of $65.0 million (expected to be fully realized by
2017) to be approximately $70.0 million over the three year period following closing and in addition, expect to incur
transaction-related costs associated with completing the combination and integrating the businesses. The combined
organization may not be able to achieve its objectives or expected synergies, in which case the anticipated benefits of
the LCY Combination may not be realized fully or at all. In addition, costs to achieve anticipated synergies and
benefits may exceed our estimates, and the actual integration may result in additional and unforeseen expenses, which
could reduce the anticipated benefits of the LCY Combination. These unrealized benefits and difficulties could result
in declines in the market value of our common stock.

14

27



Edgar Filing: Kraton Performance Polymers, Inc. - Form 10-K

Failure to complete the LCY Combination, or significant delays in completing the LCY Combination, could
negatively affect the trading price of our common stock and our future business and financial results.

If the LCY Combination is not completed, or if there are significant delays in completing the LCY Combination, the
trading price of our common stock and our future business and financial results could be negatively affected, and we
will be subject to several risks, including the following:

-the parties may be liable for damages to one another under the terms and conditions of the combination agreement;
-negative reactions from the financial markets, including declines in the price of our common stock due to the fact that
current prices may reflect a market assumption that the LCY Combination will be completed;
-having to pay certain significant costs relating to the LCY Combination; and
the attention of our management will have been diverted to the LCY Combination rather than to our current
operations and pursuit of other opportunities that could have been beneficial to the company.
We may not realize the benefits we anticipate from the proposed redomestication of our company from Delaware to
the United Kingdom.

We may not realize the benefits that we expect to realize from the redomestication of our company from Delaware to
the United Kingdom. The redomestication may also expose us to certain risks that could have an adverse effect on us
or our results of operations. For example, tax laws could change in the future, and such changes could cause a material
change in our worldwide effective corporate tax rate and cash flows. As a result, our actual effective tax rate may be
materially different from our expectation. Further, if the redomestication is completed, the rights of our stockholders
as stockholders of an English company will differ from the rights they have currently as shareholders of a U.S.
company.

Risk Factors Relating to the Business

LyondellBasell Industries provides significant operating and other services under agreements that are important to our
business. The failure of LyondellBasell to perform its obligations, or the termination of these agreements, could
adversely affect our operations.

We have operating and service agreements with LyondellBasell Industries, or LyondellBasell, that are important to
our business. We are a party to:

-operating agreements under which LyondellBasell (in Berre, France, and Wesseling, Germany) operates and
maintains our European manufacturing facilities and employs and provides substantially all of the staff for those
facilities; these operating agreements also provide for site services, utilities, materials and facilities, which had
previously been under a separate agreements; and

-lease agreements under which we lease our European manufacturing sites (a 96 kiloton capacity facility in Wesseling,
Germany and a 87 kiloton capacity facility in Berre, France) from LyondellBasell.

Under the terms of the above agreements, either party is permitted to terminate the applicable agreement in a variety

of situations. The operating agreement relating to the Berre facility is terminable by either party upon 18 months’

written notice. As of the date of this filing, no such notice has been given by either party. Should LyondellBasell fail
to provide these services or should any operating agreement be terminated, we would be forced to obtain these
services from third parties or provide them ourselves. Similarly, if in connection with or independent from the
termination of an operating agreement, LyondellBasell terminates a facility lease, we would be forced to relocate our
manufacturing facility. The failure of LyondellBasell to perform its obligations under, or the termination of, any of
these agreements could materially adversely affect our operations and, depending on market conditions at the time of
any such termination, we may not be able to enter into substitute arrangements in a timely manner, if at all, and if we
are able to enter into a substitute arrangement, it may not be on terms as favorable to us.
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Conditions in the global economy and capital markets may adversely affect the company’s results of operations,
financial condition and cash flows.

Our products are sold in markets that are sensitive to changes in general economic conditions, such as automotive,
construction and consumer products. Downturns in general economic conditions can cause fluctuations in demand for
our products, product prices, volumes and margins. A decline in the demand for our products or a shift to
lower-margin products due to deteriorating economic conditions could adversely affect sales of our products and our
profitability and could also result in impairments of certain of our assets.

15

29



Edgar Filing: Kraton Performance Polymers, Inc. - Form 10-K

Our business and operating results have been affected by the global recession, fluctuating commodity prices, volatile
exchange rates and other challenges currently affecting the global economy and our customers. Uncertainty regarding
global economic conditions poses a continuing risk to our business, as consumers and businesses may postpone
spending in response to tighter credit, negative financial news or declines in income or asset values, which may reduce
demand for our products. If global economic and market conditions, or economic conditions in key markets, remain
uncertain or deteriorate further, our results of operations, financial condition and cash flows could be materially
adversely affected.

The failure of our raw materials suppliers to perform their obligations under long-term supply agreements, or our
inability to replace or renew these agreements when they expire, could increase our cost for these materials, interrupt
production or otherwise adversely affect our results of operations.

Our manufacturing processes use three primary raw materials: butadiene, styrene and isoprene. We have entered into
long-term supply agreements with Shell Chemicals, LyondellBasell and others to supply our raw material needs in the
United States and Europe. As these contracts expire, we may be unable to renew these contracts or obtain new
long-term supply agreements on terms favorable to us, if at all, which may significantly impact our operations.

In addition, most of our long-term contracts contain provisions that allow our suppliers to limit, or allocate, the
amount of raw materials shipped to us below the contracted amount in certain circumstances. If we are required to
obtain alternate sources for raw materials because a supplier is unwilling or unable to perform under raw material
supply agreements or if a supplier terminates its agreements with us, we may not be able to obtain these raw materials
from alternative suppliers in sufficient quantities or in a timely manner, and we may not be able to enter into
long-term supply agreements on terms as favorable to us, if at all. A lack of availability of raw materials could have a
material adverse effect on our results of operations.

If the availability of isoprene is limited, we may be unable to produce some of our products in quantities or on
economic terms sought by our customers, which could have an adverse effect on our sales of products requiring
isoprene.

Isoprene is not widely available, and the few isoprene producers tend to use their production for captive
manufacturing purposes or to sell only limited quantities into the world chemicals market. As a result, there is limited
non-captive isoprene available for purchase in the markets in which we operate.

Currently, we source our isoprene requirements for the United States and Europe from a portfolio of suppliers. In
Japan, we obtain the majority of our isoprene requirements from our joint venture partner, and from alternative
suppliers as needed. In Brazil, isoprene is primarily obtained from a local third party supplier. These suppliers may not
be able to meet our isoprene requirements, and we may not be able to obtain isoprene in quantities required for our
operations on terms favorable to us, or at all. A lack of availability of isoprene in the quantities we require to produce
products containing isoprene could have a material adverse effect on our results of operations.

Because there is limited non-captive isoprene availability, the market for isoprene is thin and prices are particularly
volatile. Prices for isoprene are impacted by the supply and prices of natural and synthetic rubber, prevailing energy
prices and the existing supply and demand of isoprene in the market. In the past, tight supply in the isoprene market
has been exacerbated by operational problems of some key producers and reduced availability of crude C5 inputs for
the extraction units. More recently, the trend toward lighter ethylene cracker feedslates has reduced the supply of
crude C5 in the United States. This decrease has been replaced by imports of crude C5 and/or isoprene. Significant
increases in the cost of isoprene could have a material adverse impact on our business, financial condition or results of
operations.
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If the availability of butadiene is limited, we may be unable to produce some of our products in quantities or on
economic terms sought by our customers, which could have an adverse effect on our sales of products requiring
butadiene.

The North American market is structurally short of butadiene and has relied on imports of crude C4 and/or butadiene
to balance demand. With the trend toward lighter ethylene cracker feedslates in the United States, there has been a
reduction in the supply of crude C4. The North American market has been supplemented by imports of crude C4 and
butadiene. Historically, the European market has been better balanced and provided exports to North America.
Currently, our butadiene requirements in the United States are satisfied by several suppliers, and LyondellBasell is our
major butadiene supplier in Europe. In general, the quantity of butadiene available in any one region is dependent on
the cracking inputs of olefins plants, ethylene demand, inter-regional demand for butadiene and demand for other oil
derivatives. Suppliers may not be able to meet our butadiene requirements, and we may not be able to obtain substitute
supplies of butadiene from alternative suppliers in a timely manner or on favorable terms. A lack of availability of
butadiene in the quantities we require to produce products containing butadiene could have a material adverse effect
on our results of operations.
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If the availability of styrene is limited, we may be unable to produce some of our products in quantities or on
economic terms sought by our customers, which could have an adverse effect on facility utilization and our sales of
products requiring styrene.

We satisfy our styrene requirements in the United States and Europe pursuant to purchase agreements with terms of
one to two years, subject to renewal conditions. We have more than one supplier in each of these regions and also
generally have alternatives for either modifying the contract, supply portfolio or obtaining spot supply. As contracts
expire, we cannot give assurances that we will obtain new long-term supply agreements or that the terms of any such
agreements will be on terms favorable to us, and consequently our future acquisition costs for styrene may therefore
increase.

Increases in the costs of our raw materials could have an adverse effect on our financial condition and results of
operations if those costs cannot be passed onto our customers.

Our results of operations are directly affected by the cost of raw materials. We use butadiene, styrene, and isoprene as
our primary raw materials in manufacturing our products. On a first-in, first-out (FIFO) basis, these monomers
together represented approximately $609.5 million, $732.9 million and $658.9 million or 57.2%, 61.5% and 58.8% of
our total cost of goods sold for the years ended December 31, 2013, 2012 and 2011, respectively. Since the cost of our
three primary raw materials comprise a significant amount of our total cost of goods sold, our selling prices for our
products and therefore our total sales revenue is impacted by movements in our raw material costs, as well as the cost
of other inputs. In the past we have experienced erratic and significant changes in the costs of these monomers, the
cost of which has generally correlated with changes in energy prices, supply and demand factors, and prices for
natural and synthetic rubber. The pricing for butadiene has historically been particularly volatile. Political unrest in the
Middle East and market dislocation resulting from U.S. sanctions relating thereto could lead to increases in the price
of crude oil, and, as a result, in the price of our primary raw materials. In addition, product mix can have an impact on
our overall unit selling prices, since we provide an extensive product offering and therefore experience a wide range
of unit selling prices. Because of the significant portion of our cost of goods sold represented by these three
monomers, our gross profit margins could be adversely affected by changes in the cost of these raw materials if we are
unable to pass the increases on to our customers.

In response to volatile raw material price increases, we have aggressively pursued price increases for our products to
offset increased costs. Although we have been successful in recovering a substantial amount of the raw material cost
increases while retaining customers, there can be no assurance that we can continue to recover raw material costs or
retain customers in the future. As a result of our 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 our results of operations.

Significant fluctuations in raw material costs may result in volatility in our quarterly operating results and impact the
market price of our common stock.

We use the FIFO basis of accounting for inventory and cost of goods sold, and therefore gross profit. In periods of raw
material price volatility, reported results under FIFO will differ from what the results would have been if cost of goods
sold were based on estimated current replacement cost (ECRC). Specifically, in periods of declining raw material
costs, reported gross profit will be lower under FIFO than under ECRC, and in periods of rising raw material costs,
gross profit will be higher under FIFO than under ECRC. However, because monomer costs are difficult to predict, we
cannot accurately anticipate fluctuations in monomer costs with precision, or effectively or economically hedge
against the effects of any such change. If monomer costs fluctuate in a quarter, our earnings will be affected, the
magnitude of which could be significant, which could cause our earnings to depart from the periodic expectations of
financial analysts or investors and, therefore, the market price of our common stock may be volatile as a result.
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Our end use markets are highly competitive, and we may lose market share to other producers of styrenic block
copolymers or to producers of other products that can be substituted for our products.

Our industry is highly competitive, and we face significant competition from both large international producers and
from smaller regional competitors. Our competitors may improve their competitive position in our core end use
markets by successfully introducing new products, improving their manufacturing processes or expanding their
capacity or manufacturing facilities. Further, some of our competitors benefit from advantageous cost positions that
could make it increasingly difficult for us to compete in markets for less-differentiated applications. If we are unable
to keep pace with our competitors’ product and manufacturing process innovations or cost position, our financial
condition and results of operations could be materially adversely affected.

In addition, competition between styrenic block copolymers and other products within the end use markets in which
we compete is intense. Increased competition from existing or newly developed SBC or non-SBC products may
reduce demand for our products in the future and our customers may decide on alternate sources to meet their
requirements. If we are unable to successfully compete with other producers of styrenic block copolymers or if other
products can be successfully substituted for our products, our sales may decline.
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If we are not able to continue the technological innovation and successful commercial introduction of new products,
our customers may turn to other producers to meet their requirements.

Our industry and the end use markets into which we sell our products experience periodic technological change and
ongoing product improvements. In addition, our customers may introduce new generations of their own products or
require new technological and increased performance specifications that would require us to develop customized
products. Innovation or other changes in our customers’ product performance requirements may also adversely affect
the demand for our products. Our future growth and profitability will depend on our ability to gauge the direction of
the commercial and technological progress in all key end use markets, and upon our ability to successfully develop,
manufacture and market products in such changing end use markets. In order to maintain our profit margins and our
competitive position, we must continue to identify, develop and market innovative products on a timely basis to
replace existing products. We may not be successful in developing new products and technology that successfully
compete with newly introduced products and materials, and our customers may not accept, or may have lower demand
for, any of our new products. Further, an important part of our strategy is the creation of demand for innovations that
we develop and introduce to the markets. If we fail to keep pace with evolving technological innovations, fail to
modify our products in response to our customers’ needs or fail to develop innovations that generate additional
demand, then our business, financial condition and results of operations could be adversely affected as a result of
reduced sales of our products or diminished return on investment in innovations..

Our business relies on intellectual property and other proprietary information, and our failure to protect our rights
could harm our competitive advantages with respect to the manufacturing of some of our products.

Our success depends to a significant degree upon our ability to protect and preserve our intellectual property and other
proprietary information relating to our business. However, we may be unable to prevent third parties from using our
intellectual property and other proprietary information without our authorization or from independently developing
intellectual property and other proprietary information that is similar to ours, particularly in those countries where the
laws do not protect our proprietary rights to the same degree as in the United States. The use of our intellectual
property and other proprietary information by others could reduce or eliminate any competitive advantage we have
developed, potentially causing us to lose sales or otherwise harm our business. If it becomes necessary for us to
litigate to protect these rights, any proceedings could be burdensome and costly, and we may not prevail.

In addition, we acquired a significant number of patents from Shell Chemicals. According to the agreements with
Shell Chemicals relating to their contribution of these patents to us and our ownership of these patents, Shell
Chemicals retained for itself fully-transferable and exclusive licenses to their use outside of the elastomers business,
as well as fully-transferable non-exclusive licenses within the field of elastomers for certain limited uses in
non-competing activities. Shell Chemicals is permitted to sublicense these rights. Shell Chemicals also retains the
right to enforce these patents outside the elastomers field and recover any damages resulting from these actions.

Our patent applications and issued patents may not provide us with any competitive advantage and may be challenged
by third parties. Our competitors may also attempt to design around our patents or copy or otherwise obtain and use
our intellectual property and other proprietary information. Moreover, our competitors may already hold or have
applied for patents in the United States or abroad that, if enforced or issued, could possibly prevail over our patent
rights or otherwise limit our ability to manufacture or sell one or more of our products in the United States or abroad.
With respect to our pending patent applications, we may not be successful in securing patents for these claims. Our
failure to secure these patents may limit our ability to protect inventions that these applications were intended to
cover. In addition, the expiration of a patent can result in increased competition with consequent erosion of profit
margins.
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It is our policy to enter into confidentiality agreements with our employees and third parties to protect our unpatented
proprietary manufacturing expertise, continuing technological innovation and other trade secrets, but our
confidentiality agreements could be breached or may not provide meaningful protection for our trade secrets or
proprietary manufacturing expertise. Adequate remedies may not be available in the event of an unauthorized use or
disclosure of our trade secrets and manufacturing expertise. Violations by others of our confidentiality agreements and
the loss of employees who have specialized knowledge and expertise could harm our competitive position and cause
our sales and operating results to decline as a result of increased competition. In addition, others may obtain
knowledge of our trade secrets through independent development or other access by legal means.

The applicable governmental authorities may not approve our pending service mark and trademark applications. A
failure to obtain trademark registrations in the United States and in other countries could limit our ability to obtain and
retain our trademarks and impede our marketing efforts in those jurisdictions. Moreover, third parties may seek to
oppose our applications or otherwise challenge the resulting registrations. In the event that our trademarks are
successfully challenged, we could be forced to rebrand our products, which could result in loss of brand recognition
and could require us to devote resources to advertising and marketing new brands.
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The failure of our patents, trademarks or confidentiality agreements to protect our intellectual property and other
proprietary information, including our processes, apparatuses, technology, trade secrets, trade names and proprietary
manufacturing expertise, methods and compounds, could have a material adverse effect on our competitive advantages
over other producers.

Our products may infringe the intellectual property rights of others, which may cause us to incur unexpected costs or
prevent us from selling our products.

Many of our competitors have a substantial amount of intellectual property. We cannot guarantee that our processes
and products do not and will not infringe issued patents (whether present or future) or other intellectual property rights
belonging to others, including, without limitation, situations in which our products, processes or technologies may be
covered by patent applications filed by other parties in the United States or abroad.

From time to time, we oppose patent applications that we consider overbroad or otherwise invalid in order to maintain
the necessary freedom to operate fully in our various business lines without the risk of being sued for patent
infringement. If, however, patents are subsequently issued on any such applications by other parties, or if patents
belonging to others already exist that cover our products, processes or technologies, we could be liable for
infringement or have to take other remedial or curative actions to continue our manufacturing and sales activities with
respect to one or more products.

We may also be subject to legal proceedings and claims in the ordinary course of