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EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2006

o  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
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COMMISSION FILE NUMBER  1-13889

MacDermid, Incorporated
(Exact name of registrant as specified in its charter)

Connecticut 06-0435750
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
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Registrant�s telephone number, including area code (720) 479-3062

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer.  See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act.: 

Large accelerated filer x Accelerated filer o Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act).   Yes o   No x
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Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Class Outstanding at August 4, 2006
Common Stock, no par value 30,835,962 shares
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PART I � FINANCIAL INFORMATION

ITEM 1. Financial Statements

MACDERMID, INCORPORATED

CONSOLIDATED STATEMENTS OF EARNINGS

(Amounts in thousands of dollars except per share data)
(Unaudited)

Three months ended June 30, Six months ended June 30,
2006 2005 2006 2005

Net sales $ 207,257 $ 178,281 $ 407,615 $ 348,528
Cost of sales 115,882 98,255 227,769 190,849
Gross profit 91,375 80,026 179,846 157,679

Operating expenses:
Selling, technical and administrative 54,727 49,907 107,745 96,577
Research and development 7,996 6,509 15,300 13,041
Loss on disposal � � 2,224 �
Restructuring 622 � 2,107 �

63,345 56,416 127,376 109,618
Operating profit 28,030 23,610 52,470 48,061

Other income (expense):
Interest income 690 676 1,540 1,298
Interest expense (7,312 ) (7,725 ) (13,998 ) (15,369 )
Other, net (14 ) (622 ) (378 ) (592 )

(6,636 ) (7,671 ) (12,836 ) (14,663 )

Earnings before income taxes 21,394 15,939 39,634 33,398
Income taxes (5,859 ) (4,011 ) (10,820 ) (9,685 )
Net earnings $ 15,535 $ 11,928 $ 28,814 $ 23,713

Earnings per common share:
Basic $ 0.50 $ 0.39 $ 0.94 $ 0.78
Diluted $ 0.49 $ 0.39 $ 0.92 $ 0.77

Weighted average common shares outstanding:
Basic 30,808,018 30,348,830 30,734,081 30,321,662
Diluted 31,402,758 30,787,829 31,234,851 30,799,337

Dividends declared per common share $ 0.06 $ 0.06 $ 0.12 $ 0.12

See accompanying notes to consolidated financial statements.
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MACDERMID, INCORPORATED
CONSOLIDATED BALANCE SHEETS

(Amounts in thousands of dollars except share data)

June 30, December 31,
2006 2005
(Unaudited) (Unaudited)

(Restated)
Assets
Current assets:
Cash and cash equivalents $ 99,041 $ 80,932
Accounts receivable, net of allowance for doubtful receivables of $11,459 and $10,966, respectively 170,001 155,718
Inventories, net 115,886 92,973
Prepaid expenses 13,710 14,108
Deferred income taxes 15,589 16,629
Total current assets 414,227 360,360

Property, plant and equipment, net of accumulated depreciation of $197,687 and $184,499,
respectively 122,229 123,229
Goodwill 250,934 242,935
Intangibles, net of accumulated amortization of $18,239 and $14,793, respectively 42,211 40,916
Deferred income taxes 37,073 37,667
Other assets, net 14,946 14,820
Total assets $ 881,620 $ 819,927

Liabilities and shareholders� equity
Current liabilities:
Accounts payable $ 68,798 $ 60,202
Dividends payable 1,850 1,836
Accrued compensation 16,726 16,261
Accrued interest 13,043 12,784
Accrued income taxes payable 10,189 11,461
Short-term notes payable 1,001 498
Current installments of long-term obligations 221 232
Other current liabilities 42,770 38,565
Total current liabilities 154,598 141,839
Long-term debt and capital lease obligations 300,972 301,043
Retirement benefits, less current portion 22,797 22,343
Deferred income taxes 12,582 11,489
Other long-term liabilities 4,273 4,136
Total liabilities 495,222 480,850
Shareholders� equity
Common stock, authorized 75,000,000 shares, issued 47,365,063 at June 30, 2006, and 47,131,950
shares at December 31, 2005, at stated value of $1.00 per share 47,365 47,132
Additional paid-in capital 47,985 42,869
Retained earnings 391,924 366,807
Accumulated other comprehensive (loss) income 13,778 (3,051 )
Less � cost of common shares held in treasury, 16,545,831 at June 30, 2006, 16,546,763 at December
31, 2005 (114,654 ) (114,680 )
Total shareholders� equity 386,398 339,077
Total liabilities and shareholders� equity $ 881,620 $ 819,927

See accompanying notes to consolidated financial statements.
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MACDERMID, INCORPORATED
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands of dollars)
(Unaudited)

Six months ended June 30,
2006 2005

Net cash flows from operating activities:
Net earnings $ 28,814 $ 23,713
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 9,913 7,617
Amortization 2,970 1,788
Provision for bad debts 573 738
Deferred income taxes 3,509 625
Stock compensation expense 2,248 4,050
Restructuring 2,107 �
In-process research and development � 386
Changes in assets and liabilities
Increase in receivables (9,146 ) (11,414 )
Increase in inventories (19,669 ) (7,948 )
Decrease in prepaid expenses 878 71
Increase in accounts payable 5,727 1,016
Increase (decrease) in accrued expenses (704 ) 1,542
Increase (decrease) in income tax liabilities (2,090 ) 2,024
Other (4,194 ) 2,660
Net cash flows provided by operating activities 20,936 26,868

Cash flows from investing activities:
Capital expenditures (5,099 ) (7,826 )
Proceeds from disposition of fixed assets 289 778
Acquisition of business, net of cash acquired � (89,270 )
Disposition of business � 263
Net cash flows used in investing activities (4,810 ) (96,055 )

Cash flows from financing activities:
Net short-term borrowings (repayments) 443 10,912
Repayments of long-term borrowings (156 ) (255 )
Issuance from treasury shares 26 33
Proceeds from exercise of stock options 3,101 260
Dividends paid (3,682 ) (3,031 )
Net cash flows provided by (used in) financing activities (268 ) 7,919

Effect of exchange rate changes on cash and cash equivalents 2,251 (6,447 )
Net (decrease) increase in cash and cash equivalents 18,109 (67,715 )
Cash and cash equivalents at beginning of period 80,932 137,829
Cash and cash equivalents at end of period $ 99,041 $ 70,114
Supplemental disclosures of Cash Flow Information:
Cash paid for interest $ 13,952 $ 14,731
Cash paid for income taxes $ 10,569 $ 7,627

See accompanying notes to consolidated financial statements.
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MACDERMID, INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
(In thousands of dollars, except share and per share amounts)

Note 1.  Summary of Significant Accounting Policies

Basis of Presentation

The accompanying unaudited interim financial information has been prepared in accordance with the interim reporting rules and regulations of
the U.S. Securities and Exchange Commission and therefore does not include all information and footnotes necessary for a fair presentation of
financial position, results of operations and cash flows in conformity with accounting principles generally accepted in the United States (�GAAP�).
Certain information and footnote disclosures normally included in financial statements prepared in accordance with GAAP have been omitted. 
The preparation of financial statements, in conformity with GAAP, requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingencies at the date of the financial statements as well as the reported
amounts of revenues and expenses during the reporting period. Estimates have been prepared on the basis of the most current and best available
information and actual results could differ from those estimates.  Certain amounts in the prior period have been restated to conform to current
period presentation, including the December 31, 2005 balance sheet accounts of Goodwill, Intangibles, Total Assets, Accumulated Other
Comprehensive (Loss) Income, Total Shareholders� Equity and Total Liabilities and Shareholders� Equity (See Notes 2 and 7 below) and the June
30, 2005 foreign currency translation adjustment (see Note 8 below).  Below are tables that present the balances that have been restated from
previously reported amounts due to a correction of an error in accounting for the Company�s historical goodwill and intangible balances:

Balance Sheet Items
December 31, 2005
balance, as reported

Restatement

Adjustments
December 31, 2005
balance, restated

Goodwill $ 236,532 $ 6,403 $ 242,935
Intangibles, net 40,128 788 40,916
Accumulated Other Comprehensive (Loss) Income (10,242 ) 7,191 (3,051 )
Total Assets 812,736 7,191 819,927
Total Shareholders� Equity 331,886 7,191 339,077
Total Liabilities and Shareholders� Equity 812,736 7,191 819,927

Other Comprehensive Income

Three months ended
June 30, 2005
balance, as reported

Restatement

Adjustments

Three months ended
June 30, 2005
balance, restated

Foreign currency translation adjustment $ (10,288 ) $ (7,092 ) $ (17,380 )
Other 545 2,539 3,084
Comprehensive income (loss) $ 2,185 $ (4,553 ) $ (2,368 )

Other Comprehensive Income

Six months ended
June 30, 2005
balance, as reported

Restatement

Adjustments

Six months ended
June 30, 2005
balance, restated

Foreign currency translation adjustment $ (17,067 ) $ (9,748 ) $ (26,815 )
Other 709 3,003 3,712
Comprehensive income $ 7,355 $ (6,745 ) $ 610

In the opinion of MacDermid, Incorporated  and its subsidiaries (collectively �MacDermid� or the �Company�) management, the accompanying
unaudited consolidated  financial statements of the interim periods presented contain all adjustments necessary to present fairly the financial
position of MacDermid as of June 30, 2006 and the results of operations and cash flows for the periods presented.  All such adjustments are of a
normal recurring nature. The results of operations for the three and six months ended June 30, 2006 are not necessarily indicative of the results
that may be achieved for a full year and cannot be used to indicate financial performance for the entire year.  These financial statements should
be read in conjunction

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)9



6

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)10



with the notes to the consolidated financial statements contained in MacDermid�s Annual Report for the year ended December 31, 2005.

Note 2.  Goodwill and Intangible Assets Currency Translation Restatement Adjustments

In the first quarter of 2006, the Company reviewed its foreign currency conversion rates used to convert goodwill and intangible assets.
Beginning in 2002, the Company held all goodwill and certain intangible assets related to the acquisition of Canning Ltd. (�Canning intangibles�)
constant at historic currency conversion rates, effectively holding the value of goodwill and Canning intangibles constant at 2002 currency
conversion rates.  This resulted in an understatement of goodwill and Canning intangibles as of December 31, 2005.  In connection with the
Company adopting the provision of Statement of Financial Accounting Standards No. 154, Accounting Changes and Error Corrections, in the
first quarter of 2006, the Company restated the December 31, 2005 balances of Goodwill, Intangibles and Other Comprehensive (Loss) Income
to correct an error related to foreign currency translation.  As a result, the Company made certain restatement adjustments to the December 31,
2005 Consolidated Balance Sheet to state these assets at the correct currency conversion rates.   The Company also restated Other
Comprehensive Income for the three and six months ended June 30, 2005 to correct an error related to foreign currency translation (see note 8
below).

Upon further investigation the Company�s management determined that goodwill related to the 1998 acquisition of Canning Ltd. had been
pushed-down into the books of the acquisition holding company instead of being pushed-down to the books of the geographic business
segments, where it is tested for impairment.  The Company should have allocated the goodwill into the books of the regional business segments
benefiting from the acquisition.  The goodwill, however, was pushed-down to, and denominated in British Pounds as opposed to being
pushed-down to, and denominated in the currencies of the regions that benefit from the goodwill.

The restatement adjustments necessary to properly convert goodwill and intangible assets are offset with a corresponding restatement adjustment
to the Accumulated Other Comprehensive (Loss) Income section of Shareholders� Equity in the December 31, 2005 Consolidated Balance Sheet,
as described in Notes 7 and 8 below.

These restatement adjustments have no impact on earnings as reported in the Company�s financial statements dated December 31, 2005, or any of
the tangible assets and liabilities accounts stated therein.  For financial reporting purposes, the Company treated these restatement adjustments
similar to a reclassification of the affected December 31, 2005 balances.

The restatement adjustments to the Company�s Goodwill, Intangible Assets, and Accumulated Other Comprehensive (Loss) Income are as
follows:

Balance Sheet Item
December 31, 2005
balance, as reported

Restatement
Adjustments

December 31, 2005
balance, restated

Goodwill $ 236,532 $ 6,403 $ 242,935
Intangibles, net 40,128 788 40,916
Accumulated Other Comprehensive (Loss) Income (10,242 ) 7,191 (3,051 )

As a result of the above restatement adjustments, the following balance sheet totals changed as follows:

Balance Sheet Totals
December 31, 2005
balance, as reported

Restatement
Adjustments

December 31, 2005
balance, restated

Total Assets $ 812,736 $ 7,191 $ 819,927
Total Shareholders� Equity 331,886 7,191 339,077
Total Liabilities and Shareholders� Equity 812,736 7,191 819,927

As a result of these restatement adjustments, the Company re-performed its goodwill and intangible assets impairment tests for 2005.  The
Company added the respective restatement adjustments and compared the adjusted net assets to the discounted cash flows, as calculated in the
original impairment test.  The restatement adjustments noted above did not trigger an impairment, and as such, the Company concluded that
there is no impairment to its goodwill or intangible assets (including the Canning intangibles) as a result of the above restatement adjustments.

On June 20, 2001, MacDermid issued 9 1/8% Senior Subordinated Notes (�Bond Offering�) due 2011.  Under the Bond Offering the Company is
required to perform tests of certain metrics in order to demonstrate that the Company meets

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)11



7

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)12



restrictive covenants embedded in the Bond Offering.  As a result of the restatement adjustments noted above, the Company restated its goodwill
balances and re-performed the net worth, restricted payment, and indebtedness covenant tests as of December 31, 2005, as calculated in
accordance with Bond Offering agreement.  The restatement adjustments noted above did not trigger a default, and as such, the Company
concluded that the above restatement adjustments had no impact on its Bond Offering covenant tests as of December 31, 2005.

Note 3.  New Accounting Standards

In July 2006, the Financial Accounting Standards Board (FASB) released FASB Interpretation No. 48, �Accounting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No. 109� (�FIN 48�).  FIN 48 clarifies the accounting and reporting for uncertainties in income tax
law.  This Interpretation prescribes a comprehensive model for the financial statement recognition, measurement, presentation and disclosure of
uncertain tax positions taken or expected to be taken in income tax returns.  We will adopt this Interpretation in the first quarter of 2007.  The
cumulative effects, if any, of applying this Interpretation will be recorded as an adjustment to retained earnings as of the beginning of the period
of adoption.  The Company is currently in the process of evaluating the expected effect of FIN 48 on its consolidated financial statements and is
currently not yet in a position to determine such effects.

In April 2006, the FASB issued FASB Staff Position (FSP) FIN 46(R)-6, �Determining the Variability to Be Considered in Applying FASB
Interpretation No. 46(R)� (�FSP FIN 46(R)-6�), that will become effective beginning third quarter of 2006. FSP FIN No. 46(R)-6 clarifies that the
variability to be considered in applying FASB Interpretation 46(R) shall be based on an analysis of the design of the variable interest entity.  
The Company is currently in the process of evaluating the expected effect of FSP FIN No. 46(R)-6 on its consolidated financial statements and is
not yet in a position to determine such effects.

In May 2005, the FASB issued Statement of Financial Accounting Standards No. 154, Accounting Changes and Error Corrections � a
replacement of APB Opinion No. 20 and FASB Statement No. 3 (�SFAS 154�). This statement applies to all voluntary changes in accounting
principle and changes required by an accounting pronouncement where no specific transition provisions are included. SFAS 154 requires
retrospective application to prior periods� financial statements of changes in accounting principle, unless it is impracticable to determine either
the period-specific effects or the cumulative effect of the change. Retrospective application is limited to the direct effects of the change; the
indirect effects should be recognized in the period of the change.  The Company adopted the provisions of SFAS 154 in the first quarter of
2006.  The adoption of SFAS 154 did not have a material impact on the Company�s financial position, results of operations or cash flows.

Note 4.  Acquisitions

On June 14, 2005, MacDermid acquired all of the outstanding capital stock of Autotype International Ltd. and associated entities (�Autotype�)
from Norcros Industry (International) Limited of the UK.  The Autotype business acquired is a high technology producer of specialty coated film
products for the electronics and printing industries. In electronics, Autotype is a producer of hard coated films for the membrane switch and
touch screen markets.  In printing, Autotype provides high quality stencil materials and digital pre-press products for screen printing.  The
purchase price was $97,031, net of cash acquired of $4,599.

The acquisition was accounted for under the purchase method of accounting, and accordingly, the purchase price was allocated to the acquired
assets and liabilities based on preliminary estimates of the fair values of the assets purchased and liabilities assumed as of the date of
acquisition.  The estimated purchase price allocations are subject to adjustment, generally within one year of the date of acquisition. 
Adjustments to the purchase price allocation during the six months ended June 30, 2006 included primarily the working capital revisions and
facility consolidation costs described in Note 12.  Allocation of the purchase price is as follows:
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Current assets, net of cash acquired $ 30,673
Fixed assets and other 22,586
Intangible assets 15,794
Acquired in-process research and development 386
Goodwill 42,048
Total assets acquired 111,487
Current liabilities (12,641 )
Long-term debt (377 )
Deferred tax liability (6,037 )
Total liabilities assumed (19,055 )
Net assets acquired $ 92,432

The results of operations from the Autotype acquisition were included in the accompanying Consolidated Financial Statements since the
acquisition date.

Note 5.  Earnings Per Common Share and Other Common Share Information

Earnings per share (�EPS�) is calculated based upon net earnings available for common shareholders. The computation of basic earnings per share
is based upon the weighted average number of outstanding common shares.  The computation of diluted earnings per share is based upon the
weighted average number of outstanding common shares plus the effect of all dilutive contingently issuable common shares from stock options,
stock awards and warrants that were outstanding during the period, under the treasury stock method.  For the three months ended June 30, 2006
and 2005, 1,765,726 and 2,418,015, respectively, of options to purchase shares of common stock were outstanding but not included in the
computation of diluted earnings per share because the effect would have been anti-dilutive. For the six months ended June 30, 2006 and 2005,
2,211,699 and 2,417,983, respectively, of options to purchase shares of common stock were outstanding but not included in the computation of
diluted earnings per share because the effect would have been anti-dilutive

The following table reconciles basic weighted-average common shares outstanding to diluted weighted-average common shares outstanding:

Three Months Ended June 30, Six months ended June 30,
2006 2005 2006 2005

Basic common shares 30,808,018 30,348,830 30,734,081 30,321,662
Dilutive effect of stock options 594,740 438,999 500,770 477,675
Diluted common shares 31,402,758 30,787,829 31,234,851 30,799,337

Note 6.  Stock-Based Plans

MacDermid grants stock options and stock awards to Board members and to employees.   Effective January 1, 2006, MacDermid adopted the
provisions of Statement of Financial Accounting Standards No. 123(R), Share-Based Payment (�SFAS 123(R)�), which requires the use of the fair
value method of accounting for all stock-based compensation, including stock options.  SFAS 123(R) was adopted using the modified
prospective method of application.  Under this method, in addition to reflecting compensation expense for new share-based awards, expense is
also recognized for those awards vesting in the current period based on the value that had been included in pro forma disclosures in prior
periods.  Results from prior periods have not been restated.  Prior to the adoption of SFAS 123(R), MacDermid adopted the fair value expense
recognition provisions of Statement of Financial Accounting Standards No. 123, Accounting for Stock Based Compensation (�SFAS 123�),
prospectively, to all stock options granted, modified or settled after April 1, 2001.  Accordingly, compensation expense was measured using the
fair value at the date of grant for options granted after April 1, 2001.  The resulting expense is amortized over the period in which the options are
earned.    During the three and six months ended June 30, 2006, $1,482 and $2,079, respectively, was charged to expense related to stock
options.  During the three and six months ended June 30, 2005, $1,873 and $3,915, respectively, was charged to expense related to stock options.

The following table presents the weighted-average assumptions used in the option pricing model for stock options granted during the three and
six months ended June 30, 2006 and 2005, respectively:

9

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)14



Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)15



Three months Ended June 30, Six months Ended June 30,
2006 2005 2006 2005

Volatility 28.9 % 31.9 % 28.9 % 31.9 %
Risk-free interest rate 5.07 % 1.60 % 5.07 % 1.60 %
Dividend yield 0.70 % 0.49 % 0.70 % 0.49 %
Expected lives (years) 8.0 6.0 8.0 6.0
Fair value per option granted $ 15.75 $ 11.07 $ 15.75 $ 11.07

For all of MacDermid�s stock options, the fair value of each grant was estimated at the date of grant using the Black-Scholes option pricing
model.  The expected life of the stock options represents the period of time the stock options are expected to be outstanding and is based on
historical trends.

MacDermid has five stock incentive plans under which there are outstanding stock options.  These plans have different terms and features as
described below:

Equity Incentive Plan

In 1996, MacDermid adopted a non-qualified equity incentive plan, approved by the shareholders in July 1995 (the �1995 Plan�).  The 1995 Plan
provides for the issuance of up to 900,000 shares.  In February 2006, the Compensation Committee of the Company proposed that the Company�s
shareholders consider the following changes to the 1995 plan:

•  increase the aggregate maximum number of shares that may be granted in any one year from 50,000 to
150,000;

•  allow the Compensation Committee to place additional restrictions and/or vesting requirements on any
award;

•  shorten the vesting term from four to three years;

•  increase the retirement age for accelerated vesting from 60 to 65, and

•  change the pro-rata vesting to one-third per year over the three year vesting period in case of involuntary
termination without cause.

The changes above were approved by the Company�s shareholders in May 2006.

All shares of restricted stock issued under this plan must be held and cannot be sold or transferred, except to the Company, for a period of three
or four years depending on the date the restricted shares were originally awarded.  The Company recognizes compensation expense for shares
issued under this plan equal to the market value of the shares on the date of grant. For stock awards granted prior to 2006, the stock awards are
granted at fair market value and the related expense is recognized at the date of grant.  For stock awards granted after January 1, 2006, the stock
awards are granted at fair market value and the related expense is recognized over the vesting terms of stock awards.  The amount of expense
recognized during the three and six months ended June 30, 2006 was $160 and $160, respectively.  The amount of expense recognized during
the three and six months ended June 30, 2005 was $0 and $135, respectively.  The following table summarizes stock award activity from
December 31, 2005 through June 30, 2006 regarding the Company�s equity incentive plan:

Equity Incentive Plan: Shares
Weighted Average
Grant Date Fair Value

Nonvested balance at December 31, 2005 11,163 $ 28.67
Changes during the period:
Shares granted 76,665 $ 34.40
Shares vested �
Shares forfeited �
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Nonvested balance at June 30, 2006 87,828 $ 33.67

As of June 30, 2006, there was $2,477 of total unrecognized compensation cost related to stock awards granted under the Equity Incentive Plan. 
That cost is expected to be recognized over a weighted average period of 2.4 years.
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Stock Option Plans

The 1992 Plan

In 1993, MacDermid adopted a non-qualified stock option plan, approved by shareholders in July 1992 (the �1992 Plan�).  The 1992 Plan provides
for the issuance of up to 2,700,000 shares.  Options granted under the 1992 plan, which vest between four and six years, are generally
exercisable at a fixed price that can be as low as two-thirds of the market price at the grant date.  The options are exercisable into restricted
shares of common stock, which cannot be sold or transferred, except back to MacDermid at cost, during the four-year period commencing with
the exercise date.  In February 2006, MacDermid�s Board of Directors voted to cancel all remaining unissued shares in the 1992 Plan.  As of June
30, 2006, there were 12,065 options outstanding under the 1992 plan.

The 1998 Plan

MacDermid adopted a non-qualified stock option plan, approved by shareholders in July 1999 (the �1998 Plan�).  The 1998 Plan provides for the
issuance of up to 1,500,000 shares.  Options granted under the 1998 Plan generally are exercisable during a ten-year period beginning with the
grant date, at a fixed price equal to a one-third-premium over market price at the date of grant.  The options are exercisable into unrestricted
shares of common stock, except as otherwise provided, under the terms of the plan, at the time of grant.  In February 2006, MacDermid�s Board
of Directors voted to cancel all remaining unissued shares in the 1998 Plan.  As of June 30, 2006, there were 793,400 options outstanding under
the 1998 plan.

The 2001 Executive Plan

MacDermid adopted a non-qualified key executive stock option plan, approved by shareholders in July 2001 (the �2001 Executive Plan�).  The
2001 Executive Plan, as amended by MacDermid�s shareholders in 2004, provides for the issuance of up to 5,000,000 shares.  Options granted
under the 2001 Executive Plan generally are exercisable during a six-year period beginning at the vesting date, which is four years after the grant
date.  The options are exercisable into unrestricted shares of common stock, except as otherwise provided at the time of grant.  The options are
also subject to an �Index Effect�, which involves two tiers of variability:

•  The option price is variable, either up or down, based upon the market price at date of grant, adjusted for
MacDermid�s stock price performance in comparison to the Standard and Poor�s Specialty Chemicals Index during the
six years following the date of grant.  The options initially had exercise prices ranging from $16.75 to $38.65 per
share; the exercise prices of these options as of June 30, 2006, now range from $19.72 to $38.65 per share based on
Company stock price performance.

•  The number of options exercisable is variable, either up or down, based upon a multiple either (a) determined
by the cumulative percentage of owner earnings growth (defined as cash flow from operations less net capital
expenditures), or (b) determined using earnings per share growth during the four year vesting period, based on targets
set at the time of grant.  The multiple can range from 50% to 200% of the original shares issued.

As of June 30, 2006, there were 2,724,994 options outstanding under the 2001 Executive plan.

The 2001 Employee Plan

In 2001, the Company adopted a non-qualified all employee stock option plan, approved by shareholders in July 2001 (the �2001 Employee
Plan�).  The 2001 Employee Plan provides for the issuance of up to 1,000,000 shares.  Options granted under the 2001 Employee Plan generally
are exercisable during a six-year period beginning at the vesting date, which is four years after the grant date, at a fixed price equal to the market
price at the date of grant.  The options are exercisable into unrestricted shares of common stock, except as otherwise provided at the time of
grant.  In February 2006, MacDermid�s Board of Directors voted to cancel all remaining unissued shares in the 2001 Employee Plan.  As of June
30, 2006, there were 177,160 options outstanding under the 2001 Employee plan.

The 2006 Plan
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In February 2006, the Company�s board of directors, adopted a non-qualified all employee stock option plan approved by the Company�s
shareholders in May 2006 (the �2006 Plan�).  The 2006 Plan provides for the issuance of up to 1,100,000 shares.  Options granted under the 2006
Plan generally are exercisable during a four-year period beginning at the vesting date, which is six years after the grant date, at a  price equal to
the average of the Company�s closing common stock price for the previous
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five trading days preceding the stock option grant.  The options are exercisable into unrestricted shares of common stock, except as otherwise
provided at the time of grant.  During the three and six months ended June 30, 2006, 0 and 194,857, respectively, of stock options were granted
to employees, executive officers and non-employee directors of the Company at a fair market price of $30.47.  As of June 30, 2006, there are
905,144 shares available for future grant under the 2006 plan.  Total compensation expense for the three and six months ended June 30, 2006
related to stock options grants under the 2006 plans was $85 and $85, respectively.  Total compensation expense for the three and six months
ended June 30, 2005 related to stock options grants under the 2006 plans was $0 and $0, respectively.

The following table summarizes stock option activity from December 31, 2005 through June 30, 2006 regarding the Company�s fixed stock
option plans:

Fixed Option Plans:
Outstanding
Options

Aggregate
Intrinsic
Value

Weighted
Average
Exercise Price
Per Share

Weighted
Average
Remaining
Contractual Term

Outstanding, December 31, 2005 1,047,435 $ 36.81 4.2
Granted 194,856 $ 30.47
Exercised (58,210 ) $ 16.92
Forfeited (6,599 ) $ 21.32
Outstanding, June 30, 2006 1,177,482 $ � $ 36.83 4.6
Exercisable, June 30, 2006 945,751 $ � $ 38.47 3.4

The weighted-average grant date fair value of stock options granted under fixed option plans during the three and six months ended June 30,
2006 was $0 and $15.75, respectively.  The weighted-average grant date fair value of stock options granted under fixed option plans during the
three and six months ended June 30, 2005 was $0 and $11.07, respectively.   The total intrinsic value of stock options exercised under fixed
option plans during the three and six months ended June 30, 2006 was $403 and $799, respectively.   The total intrinsic value of stock options
exercised under fixed option plans during the three and six months ended June 30, 2005 was $3,883 and $3,883, respectively.

As of June 30, 2006, there was $3,149 of unrecognized compensation costs related to non-vested stock options under the fixed option plans that
is expected to be recognized over a weighted average period of 4.6 years.  The total fair value of stock options vested under the fixed option
plans during the three and six months ended June 30, 2006 was $0 and $54, respectively.  The total fair value of stock options vested under the
fixed option plans during the three and six months ended June 30, 2005 was $0 and $0, respectively.

The following table summarizes stock option activity from December 31, 2005 through June 30, 2006 regarding the Company�s indexed stock
option plans:

Indexed Option Plan:

Shares
Available
for Grant

Outstanding
Options

Aggregate
Intrinsic
Value

Weighted
Average
Exercise Price
Per Share

Weighted
Average
Remaining
Contractual Term

Outstanding, December 31, 2005 1,409,111 3,524,889 $ 25.41 6.8
Granted � �
Exercised � (97,500 ) $ 22.54
Forfeited 70,500 (70,500 ) $ 32.99
Index effect 298,987 (298,987 ) $ 12.40
Outstanding, June 30, 2006 1,778,598 3,057,902 $ 12,385 $ 26.61 6.4
Exercisable, June 30, 2006 � 1,397,777 $ 11,126 $ 22.70 5.2

The weighted-average grant date fair value of stock options granted under the indexed option plan during the three and six months ended June
30, 2006 was $0 and $0, respectively.  The weighted-average grant date fair value of stock options granted under the indexed option plan during
the three and six months ended June 30, 2005 was $0 and $11.07, respectively. The total intrinsic value of stock options exercised under indexed
option plan during the three and six months ended June 30, 2006 was $38 and $715, respectively.   The total intrinsic value of stock options
exercised under indexed option plan during the three and six months ended June 30, 2005 was $0 and $0, respectively.
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As of June 30, 2006, there was $6,716 of unrecognized compensation costs related to non-vested stock options under the indexed option plan
that is expected to be recognized over a weighted average period of 5.2 years.  The total fair value of stock options vested under the indexed
option plan during the three and six months ended June 30, 2006 was $28 and $4,586,
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respectively.  The total fair value of stock options vested under the indexed option plan during the three and six months ended June 30, 2005 was
$0 and $0, respectively.

Note 7.  Goodwill and Other Intangible Assets

In the first quarter of 2006, the Company reviewed its foreign currency conversion rates used to convert goodwill and intangible assets.
Beginning in 2002, the Company held all goodwill and certain intangible assets related to the acquisition of Canning Ltd. (�Canning intangibles�)
constant at historic currency conversion rates, effectively holding the value of goodwill and Canning intangibles constant at 2002 currency
conversion rates.  This resulted in an understatement of goodwill and Canning intangibles as of December 31, 2005.  As a result, the Company
has determined that certain restatement adjustments are necessary as described below to state these assets at the current currency conversion
rates.

Upon further investigation the Company�s management determined that goodwill related to the 1998 acquisition of Canning Ltd. had been
pushed-down into the books of the acquisition holding company instead of being pushed down to the books of the geographic business
segments, where it is tested for impairment.  The Company should have allocated the goodwill into the books of the regional business segments
benefiting from the acquisition.  The goodwill, however, was �pushed down� to, and denominated in British Pounds as opposed to being
pushed-down to, and denominated in the currencies of the regions to which the goodwill benefits.

Acquired intangible assets as of June 30, 2006 and December 31, 2005, are as follows:

As of June 30, 2006
Gross Carrying Accumulated Net
Amount Amortization Amount

Patents $ 18,736 $ (10,815 ) $ 7,921
Trademarks 21,850 (3,230 ) 18,620
Others 19,864 (4,194 ) 15,670
Total $ 60,450 $ (18,239 ) $ 42,211

As of December 31, 2005
As Reported
Gross Carrying

Restatement
Foreign Currency Accumulated Restated Net

Amount Adjustments Amortization Amount
Patents $ 17,573 $ 252 $ (9,276 ) $ 8,549
Trademarks 19,908 536 (2,671 ) 17,773
Others 17,440 � (2,846 ) 14,594
Total $ 54,921 $ 788 $ (14,793 ) $ 40,916

In February 2006, the Company re-evaluated the value assigned to Autotype�s intangible assets and the revised valuation increased the value of
the technology know-how intangible asset by $2,145.  This amount was deducted from Goodwill and charged to the intangible asset account.  In
March 2006, the Company notified employees in Autotype�s Kvistgaard, Denmark facility that the plant would be relocated to Wantage,
England, and added $369 to goodwill pursuant to Emerging Issues Task Force No. 95-3, Recognition of Liabilities in Connection with a
Purchase Business Combination (�EITF 95-3�) related to employee severance benefits.  In March 2006, Goodwill was reduced by an adjustment of
$135 to true-up severance costs related to Autotype�s Schaumberg, Illinois plant.  In June 2006, the Company recorded an additional amount of
$890 to goodwill related to the closure of Autotype�s Kvistgaard, Denmark facility in accordance with EITF 95-3 related to the facility closure. 
The Company also recorded in June 2006 an amount of $180 to goodwill related to closure of Autotype�s Schaumberg, Illinois plant in
accordance with EITF 95-3.

Amortization expense related to amortization of intangible assets for the three and six months ended June 30, 2006, was $1,433 and $2,895,
respectively.  Amortization expense related to amortization of intangible assets for the three and six months ended June 30, 2005, was $427 and
$836, respectively.  Amortization expense for intangible assets is expected to range from $3,862 to $4,519 over the next five years.

Useful lives for amortizable patents are approximately fifteen years.  Other intangible assets have useful lives of five to fifteen years.

The following table presents the changes in goodwill allocated to the reportable segments for the six months ended June 30, 2006:

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)22



13

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)23



Reportable Segment

As reported
balance at
December 31,
2005

Restatement
Allocation and
Foreign Currency
Adjustments

Restated

Balance at
December 31,
2005

Acquisitions
and Purchase
Accounting
Adjustments

Six months
ended June 30,
2006 Currency
Translation
Adjustments

Balance at
June 30, 2006

Advanced Surface
Finishing $ 155,953 $ (3,457 ) $ 152,496 $ (1,112 ) $ 7,035 $ 158,419
Printing Solutions 80,579 9,860 90,439 866 1,210 92,515
Total $ 236,532 $ 6,403 $ 242,935 $ (246 ) $ 8,245 $ 250,934

Included in the June 30, 2006 amounts above is the allocation of goodwill from the June 2005 Autotype acquisition, which is based on the
purchase price allocation and totals $32,776 and $9,453, respectively, for the Advanced Surface Finishing and the Printing Solutions segments.  
Included in the December 31, 2005 amounts above is the allocation of goodwill from the June 2005 Autotype acquisition, which is based on the
purchase price allocation and totals $33,796 and $8,449, respectively, for the Advanced Surface Finishing and the Printing Solutions segments.

Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets (�SFAS 142�), stipulates that MacDermid is required
to perform goodwill and other intangible asset impairment tests on at least an annual basis and more frequently in certain circumstances. 
MacDermid will perform the annual impairment testing for 2006 during the fourth fiscal quarter.  Currently, MacDermid is not aware of any
event that occurred since the last impairment testing date that would have caused the Company�s goodwill or intangible assets to become
impaired.

Note 8.  Other Comprehensive Income

The restatement adjustments necessary to properly convert goodwill and intangible assets are offset with a corresponding restatement adjustment
to the Accumulated Other Comprehensive (Loss) Income section of Shareholders� Equity as described in Notes 2 and 7 above.  These restatement
adjustments have no impact on earnings as reported in the Company�s financial statements dated December 31, 2005, or any of the tangible assets
or liabilities.

The components of comprehensive income for the three and six months ended June 30, 2006 and 2005, are as follows:

Three Months Ended June 30, Six Months Ended June 30,
2006 2005 2006 2005

(restated) (restated)
Net earnings $ 15,535 $ 11,928 $ 28,814 $ 23,713
Other comprehensive income:
Other 855 3,084 786 3,712
Foreign currency translation adjustment 11,085 (17,380 ) 16,043 (26,815 )
Comprehensive income (loss) $ 27,475 $ (2,368 ) $ 45,643 $ 610

Note 9.  Segment Reporting

MacDermid operates on a worldwide basis, supplying proprietary chemicals for two distinct segments, Advanced Surface Finishing and Printing
Solutions.  These segments are managed separately as each segment has differences in technology and marketing strategies.  Chemicals supplied
by the Advanced Surface Finishing segment are used for cleaning, activating, polishing, mechanical plating and galvanizing, electro-plating,
phosphatising, stripping and coating, filtering, anti-tarnishing and rust retarding for metal and plastic surfaces associated with automotive and
industrial applications. The Advanced Surface Finishing segment also supplies chemicals for etching copper and imprinting electrical patterns
for various electronics applications and lubricants and cleaning agents associated with offshore oil and gas operations.  The products supplied by
the Printing Solutions segment include offset printing blankets and photo-polymer plates used in packaging and newspaper printing, offset
printing applications, and digital printers and related supplies.  Net sales for all of our products fall into one of these two business segments.

The results of operations for each business segment include certain corporate operating costs which are allocated based on the relative burden
each segment bears on those costs.  Identifiable assets for each business segment are reconciled to total consolidated assets including unallocated
corporate assets.  Unallocated corporate assets consist primarily of deferred tax
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assets, deferred bond financing fees and certain other long term assets not directly associated with the support of the individual segments. 
Intersegment loans and accounts receivable are included in the calculation of identifiable assets and are eliminated separately.

Three Months Ended June 30, Six Months Ended June 30,
2006 2005 2006 2005

Results of operations by segment:
Net sales:
Advanced Surface Finishing
Total segment net sales $ 124,085 $ 105,744 $ 243,134 $ 207,052
Intersegment sales (1,990 ) (2,411 ) (3,878 ) (4,578 )
Net external sales for the segment 122,095 103,333 239,256 202,474
Printing Solutions 85,162 74,948 168,359 146,054
Consolidated net sales $ 207,257 $ 178,281 $ 407,615 $ 348,528

Operating profit (loss):
Advanced Surface Finishing $ 18,709 $ 16,705 $ 36,050 $ 30,840
Printing Solutions 9,321 6,905 16,420 17,221
Consolidated operating profit $ 28,030 $ 23,610 $ 52,470 $ 48,061

As of
June 30, December 31,
2006 2005 (Restated)

Identifiable assets by segment:
Advanced Surface Finishing $ 544,841 $ 550,364
Printing Solutions 350,073 316,050
Unallocated corporate assets 126,403 95,430
Intercompany eliminations (139,697 ) (141,917 )
Consolidated assets $ 881,620 $ 819,927

Note 10.  Inventory

The major components of inventory as of June 30, 2006 and December 31, 2005, were as follows:

June 30, 2006 December 31, 2005
Finished goods $ 70,740 $ 51,820
Raw materials and supplies 38,404 35,679
Equipment 6,742 5,474
Inventories, net $ 115,886 $ 92,973

Note 11.  Pension and Postretirement Benefit Plans

The following table shows the components of the net periodic pension benefit costs the Company incurred in the three and six months ended
June30, 2006 and 2005:
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Three Months Ended June 30,
2006 2005
Domestic Foreign Domestic Foreign

Net periodic benefit cost:
Service Costs $ 963 $ � $ 939 $ 144
Interest Costs 1,060 782 895 815
Expected return on plan assets (970 ) (897 ) (798 ) (807 )
Amortization of prior service costs 7 � 6 �
Recognized actuarial loss 291 260 83 55
Net periodic benefit cost $ 1,351 $ 145 $ 1,125 $ 207

Six Months Ended June 30,
2006 2005
Domestic Foreign Domestic Foreign

Net periodic benefit cost:
Service Costs $ 2,085 $ � $ 1,875 $ 288
Interest Costs 2,137 1,530 1,793 1,630
Expected return on plan assets (1,927 ) (1,756 ) (1,596 ) (1,614 )
Amortization of prior service costs 14 � 12 �
Recognized actuarial loss 391 510 166 341
Net periodic benefit cost $ 2,700 $ 284 $ 2,250 $ 645

The estimated net periodic benefit cost for other postretirement benefits was $126 and $252, respectively, for the three and six months ended
June 30, 2006.  The estimated net periodic benefit cost for other postretirement benefits was $160 and $320, respectively, for the three and six
months ended June 30, 2005.

MacDermid previously disclosed in its financial statements for the year ended December 31, 2005, that the Company expects to contribute
$9,000 to MacDermid�s pension plans in 2006.  During the first quarter of 2006, the Company increased the 2006 expected contribution amount
to $12,000.  As of June 30, 2006, $5,896 of contributions have been made.  The current portion of pension and postretirement benefit plans is
included in other current liabilities in the Company�s balance sheet at June 30, 2006 and December 31, 2005.

In May 2004, the Financial Accounting Standards Board (�FASB�) issued FASB Staff Position (�FSP�) No. 106-2 (�FSP 106-2�), �Accounting and
Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003� (the �Medicare Act�). The
Medicare Act provides for certain federal subsidies on drug benefits in retiree health plans. In the third quarter of fiscal 2004, MacDermid
adopted FSP 106-2, and, at that time, the Company was unable to assess the impact to our financial statements from the adoption because the
legislation related to the exact calculation of a Federal subsidy for qualifying plans had not been finalized.  On January 21, 2005, the Centers for
Medicare and Medicaid Services released final regulations on the requirements and operational mechanics for employers filing to receive the
28% federal subsidy. The impact of the finalized regulations was insignificant to the Company�s post-retirement medical plan obligations and
expense during the three and six months ended June 30, 2006 and 2005.

Note 12.  Contingencies, Environmental and Legal Matters

Environmental Issues:

MacDermid is a manufacturer and distributor of specialty chemical products, and is therefore exposed to the risk of liability or claims with
respect to environmental cleanup or other matters, including those in connection with the disposal of hazardous materials.  The Company is
subject to extensive domestic and foreign laws and regulations relating to environmental protection and worker health and safety, including
those governing discharges of pollutants into the air and water, the management and disposal of hazardous substances and wastes, and the
cleanup of contaminated properties.  The Company has
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incurred, and will continue to incur, significant costs and capital expenditures in complying with these laws and regulations. Significant
additional costs could be incurred, including cleanup costs, fines, sanctions, and third-party claims, as a result of violations of or liabilities under
environmental laws.  To ensure compliance with applicable environmental, health and safety laws and regulations, the Company maintains a
disciplined environmental and occupational safety and health compliance program, which includes conducting regular internal and external
audits at Company plants to identify and categorize potential environmental exposure.

Asset Retirement Obligations:

Asset retirement obligations are based principally on legal and regulatory requirements. At June 30, 2006 and December 31, 2005 the Company
has accrued $1,476 and $1,404, respectively, for its asset retirement obligation for properties where the Company can make a reasonable
estimate of the future cost.  On an ongoing basis, management evaluates its estimates and assumptions; however, actual amounts could differ
from those based on such estimates and assumptions. Changes in the estimate during three and six months ended June 30, 2006 and 2005, were
not significant.

Environmental Remediation:

As of June 30, 2006 and December 31, 2005, $2,715 and $2,715, respectively, was reserved for various environmental matters. Ultimate costs
may vary from current estimates and reserves, and the discovery of additional contaminants at these or other sites, or the imposition of additional
cleanup obligations, or third-party claims relating thereto, could result in significant additional costs.

The following summary provides some details regarding the Company�s environmental liabilities:

•  MacDermid is named as a potentially responsible party (�PRP�) at two Superfund sites (Fike-Artel in Nitro,
West Virginia, and Solvents Recovery in Southington, Connecticut), in which many other PRPs are also involved. 
With respect to both of these sites, the Company has entered into cost sharing agreements that result in costs of less
than $10 per year for funding MacDermid�s share of the ongoing cleanup costs at each site. No reserve has been
established, given the deminimus nature of the costs. The Company�s cost sharing percentage at each site is 0.2%.  On
October 31, 2005, the Environmental Protection Agency (�EPA�) notified the Company of alleged deminimus
responsibility for certain contamination at the Mercury Refining Site in New York.  MacDermid entered into a
settlement agreement with the EPA to resolve this deminimus liability for a payment of $1.

•  Some of the Company�s facilities have an extended history of chemical and industrial activity. The Company
is directly involved in the remediation of sites that have environmental contamination arising from its operations.
These sites include certain sites such as the Kearny, New Jersey and Waukegan, Illinois sites, which were acquired in
the December 1998 acquisition of W. Canning plc.  With respect to the Kearny, New Jersey site, the Canning
subsidiary withheld, under the Acquisition Agreement, a deferred purchase price payment of approximately $1,600.
Clean-up costs at these sites are estimated to be between $2,000 and $5,000. The owners of the Kearny, New Jersey
site have primary responsibility for clean-up costs that exceed the deferred purchase price.  Investigations into the
extent of contamination at these sites are, however, ongoing.

•  MacDermid is in the process of characterizing contamination at the Huntingdon Avenue, Waterbury,
Connecticut site, which was closed in the quarter ended September 30, 2003.  The extent of required remediation
activities at the Huntingdon Avenue site has not yet been determined; however, the Company does not anticipate that
it will be materially affected by the environmental remediation costs.

Legal Proceedings:

From time to time there are various legal proceedings pending against the Company.  MacDermid considers all such proceedings to be ordinary
litigation incident to the nature of our business.  Certain claims are covered by liability insurance.  MacDermid believes that the resolution of
these claims, to the extent not covered by insurance, will not individually or in the aggregate, have a material adverse effect on its financial
position or results of operations.  To the extent reasonably estimable, reserves have been established regarding pending legal proceedings.
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Note 13.  Restructuring Activities

During the three and six months ended June 30, 2006, MacDermid recognized restructuring charges in the amount of $622 and $2,107,
respectively, related to employee severance and other charges.  There were no restructuring charges recorded in the three and six months ended
June 30, 2005.

During the first quarter 2006, MacDermid�s implemented restructuring plans related to the operations of the US MPS business unit.  In the first
quarter of 2006, MacDermid recorded restructuring charges of $601 against earnings which consists entirely of employee severance costs related
to the reduction of thirteen management, sales and administrative position reductions in the US MPS business unit.  Of the initial restructuring
amount of $601, the Company paid $349 as of June 30, 2006, and expects to pay the remainder in the second half of 2006.

During the first quarter ended March 31, 2006, the Company continued its efforts to maximize synergies related to the Autotype acquisition by
announcing the relocation of the Autotype�s Kvistgaard, Denmark facility to an existing facility in Wantage, England.  The closure of the
Autotype Denmark facility impacts twenty one employees in manufacturing, administrative, and managerial roles.  Total severance benefits of
$369 were charged to goodwill during the first quarter 2006 under Emerging Issues Task Force No. 95-3, Recognition of Liabilities in
Connection with a Purchase Business Combination (�EITF 95-3�).  An additional $583 in costs related to the Autotype acquisition not qualifying
for purchase accounting treatment was charged to the income statement during the first quarter of 2006.  During the second quarter of 2006, the
Company completed the relocation of Autotype�s Kvistgaard, Denmark facility.  The plant in Kvistgaard, Denmark was closed and production
was transferred to Autotype�s existing facility in Wantage, England.  During the three months ended June 30, 2006, $890 was charged to
goodwill, in accordance with EITF 95-3, in connection with the closure of Autotype�s Denmark facility, these costs included lease restoration
costs, severance payments and asset write-offs.  During the three months ended June 30, 2006 $401 charged to restructuring expense for stay
bonus payments and moving costs for manufacturing equipment relocated to Autotype�s Wantage, England facility.

During the second quarter of 2006, the Company completed the relocation of Autotype�s Schaumburg, Illinois facility to the Company�s existing
facility in Middletown, Delaware.  In connection with this relocation $180 of lease restoration costs were charged to goodwill in the second
quarter of 2006 in accordance with EITF 95-3.

During the first quarter of 2006 the Company proceeded with plans to merge Autotype�s Singapore plant into an existing ASF facility in
Singapore.  The amalgamation of these facilities will not include employee severance, and as such most costs associated with the merger do not
qualify as purchase accounting costs and were expensed.  During the first quarter of 2006, a charge of $195 was recorded to the income
statement related to equipment relocation related to this consolidation initiative.  During the second quarter of 2006, a charge of $98 was
recorded to the income statement related to equipment relocation related to this consolidation initiative.

The activity in the accrued restructuring balances related to all of the plans described above was as follows for the six months ended June 30,
2006, by segment:
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For the six months ended June 30, 2006 As of June 30, 2006

Balance,
December 31,
2005

Restructuring
Charges

Goodwill
adjustments

Cash
payments

Non-cash
adjustments

Total
costs and
adjustments
six months
ended
June 30,
2006

Total expected
costs and
adjustments

Printing Solutions:
Equipment relocation $ 134 $ 117 $ � $ (140 ) $ 1 $ (22 ) $ 112
Asset disposals 18 � 723 � � 723 741
Site clean-up costs 45 � 164 � � 164 209
Severance and other
benefits 1,739 1,374 426 (1,583 ) 17 234 1,973
Legal and other 5 30 18 (36 ) � 12 17
Total Printing
Solutions $ 1,941 $ 1,521 $ 1,331 $ (1,759 ) $ 18 $ 1,111 $ 3,052

Advanced Surface
Finishing:
Equipment relocation $ 36 $ 175 $ � $ (175 ) $ � $ � $ 36
Asset disposals 12 � � � � � 12
Site clean-up costs 30 � 108 � � 108 138
Severance and other
benefits 791 411 (135 ) (811 ) (274 ) (809 ) (18 )
Total Advanced
Surface Finishing $ 869 $ 586 $ (27 ) $ (986 ) $ (274 ) $ (701 ) $ 168
Total restructuring
charges $ 2,810 $ 2,107 $ 1,304 $ (2,745 ) $ (256 ) $ 410 $ 3,220
Other acquisition
charges $ 385 $ � $ � $ � $ � $ � $ 385
Total $ 3,195 $ 2,107 $ 1,304 $ (2,745 ) $ (256 ) $ 410 $ 3,605

Note 14.  Loss on Disposal

During the three and six months ended June 30, 2006, MacDermid recorded a loss on disposal of $0 and $2,224, respectively, related to two
separate dispositions.  The first disposal related to MacDermid Equipment (�MEI�), a small equipment manufacturing unit that supported the
Company�s electronics sales.  In 2001, the Company wrote off all the inventory on MEI�s balance sheet.  Inventory was the only significant asset
on MEI�s books, and the write off effectively impaired the Company�s investment in the subsidiary.  In February of this year, the Company sold
the subsidiary for one dollar and recorded a loss on disposal of assets of $1,664, which reduced the Company�s first quarter 2006 tax rate.  The
second

19

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)32



disposal related to a dormant international business unit that was disposed in the first quarter of 2006.  A loss on disposal of assets of $560 was
recorded in the first quarter 2006 related to this dormant business unit.

Note 15.  Subsequent Events

In July 2006, the Company sold an idle manufacturing plant located in Franklin Park, Illinois for $1,588 and will recognize a gain related to this
sale of approximately $585 in the third quarter of 2006.

In July 2006, the Company reached an agreement with the city council of Birmingham, England to cease manufacturing operations at the facility
located in Birmingham, England.  In connection with this agreement the city council of Birmingham agreed to pay the Company 3,000 British
pounds immediately and another 1,000 British pounds within three years, after manufacturing operations have ceased at this location.  The
Company is currently in the process of investigating environmental liabilities at this site in connection with the agreement, and does not expect
to record a material gain or loss related to the closing of this manufacturing facility.

Note 16.  Guarantor Financial Statements

MacDermid, Inc. (�Issuer�) issued 9 1/8% Senior Subordinated Notes (�Bond Offering�) effective June 20, 2001, for the face
amount of $301,500, which pay interest semiannually on January 15th and July 15th and mature in 2011.  The
proceeds were used to pay down existing long-term debt.  This Bond Offering is guaranteed by substantially all
existing and future directly or indirectly 100% owned domestic restricted subsidiaries of MacDermid, Inc.
(�Guarantors�).  The Guarantors, fully, jointly and severally, irrevocably and unconditionally guarantee the performance
and payment when due of all the obligations under the Bond Offering.  MacDermid�s foreign subsidiaries
(�Non-Guarantors�) are not guarantors of the indebtedness under the Bond Offering.

Under MacDermid�s Bond Offering, the Company has several covenants that relate to the Company�s fixed charge ratio (as defined in the Bond
Offering agreement), asset sales, incurrence of additional indebtedness, and restricted payments. The restricted payment covenant is used to
measure the amount of dividends, share repurchases, and extraordinary repayments of debt that MacDermid may undertake. The covenant
provides for a basket, with respect to, the above mentioned items. The basket is created by taking the aggregate of 50% of net income (or 100%
of any net loss, adjusted for non-cash charges) since June 2001 to present. When dividend payments are made, they are charged against the
basket.  As of June 30, 2006 and December 31, 2005, MacDermid had $94,529 and $81,972, respectively, available for future restricted
payments.  The net assets of the Guarantors are restricted and may not be transferred to anyone other than the Issuer or another Guarantor
without the consent of the Trustee of the Bond Offering, subject to specified baskets.  Thus the net assets of the Guarantors can be transferred to
the Issuer or other Guarantors within the group freely, but cannot be transferred outside the group of Guarantors and the Issuer without the
consent of the Trustee of the Bond Offering, subject to certain baskets.

In connection with the restatement adjustments made to goodwill, intangibles and accumulated other comprehensive (loss) income as described
in Notes 2, 7 and 8 above, the Company recalculated certain ratios whose components changed as a result of these restatement adjustments.  The
Company restated its goodwill balances and re-performed the net worth, restricted payment, and indebtedness covenant tests as of December 31,
2005, as calculated in accordance with Bond Offering agreement.  The restatement adjustments noted above did not trigger a default, and as
such, the Company concluded that the above restatement adjustments had no impact on its Bond Offering covenant tests as of December 31,
2005.

Certain amounts in the Condensed Consolidating Balance Sheet as of December 31, 2005 were restated.  The restatement adjustments necessary
to properly convert goodwill and intangible assets are offset with a corresponding restatement adjustment to the Accumulated Other
Comprehensive (Loss) Income section of Shareholders� Equity in the Condensed Consolidating Balance Sheet as of December 31, 2005. The
equity method was used by MacDermid with respect to investments in subsidiaries for these financial statements.  The equity method also has
been used by subsidiary guarantors with respect to investments in non-guarantor subsidiaries.  Financial statements for subsidiary guarantors are
presented as a combined entity.  The financial information includes certain allocations of revenues and expenses based on management�s best
estimates, which are not necessarily indicative of the financial position, results of operations and cash flows that these entities would have
achieved on a stand-alone basis.  Therefore, these statements should be read in conjunction with the consolidated financial statements and notes
thereto included in the Annual Report on Form 10-K for the year ended December 31, 2005.
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The following financial information sets forth our Condensed Consolidating Balance Sheets as of June 30, 2006 and December 31, 2005; the
Condensed Consolidating Statements of Earnings for the three and six months ending June 30, 2006 and 2005; and the Condensed Consolidating
Statements of Cash Flows for the six months ending June 30, 2006 and 2005:
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CONDENSED CONSOLIDATING STATEMENTS OF EARNINGS
THREE MONTHS ENDED JUNE 30, 2006
(Unaudited)

Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries Eliminations

MacDermid

Incorporated

and Subsidiaries
Net sales $ 23,794 $ 58,885 $ 133,850 $ (9,272 ) $ 207,257
Cost of sales 15,446 34,191 75,517 (9,272 ) 115,882
Gross profit 8,348 24,694 58,333 � 91,375

Operating expenses:
Selling, technical and
administrative 10,347 10,026 34,354 � 54,727
Research and development 1,727 2,646 3,623 � 7,996
Loss on Disposal � � � � �
Restructuring 225 � 397 � 622

12,299 12,672 38,374 � 63,345
Operating (loss) profit (3,951 ) 12,022 19,959 � 28,030

Equity in earnings of subsidiaries 21,520 13,750 � (35,270 ) �
Interest income 411 71 208 � 690
Interest expense (7,207 ) (51 ) (54 ) � (7,312 )
Other, net 302 147 (463 ) � (14 )

15,026 13,917 (309 ) (35,270 ) (6,636 )

Earnings (loss) before income taxes 11,075 25,939 19,650 (35,270 ) 21,394
Income tax benefit (expense) 4,457 (4,419 ) (5,897 ) � (5,859 )
Net earnings (loss) $ 15,532 $ 21,520 $ 13,753 $ (35,270 ) $ 15,535
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CONSOLIDATED STATEMENTS OF EARNINGS
THREE MONTHS ENDED JUNE 30, 2005
(Unaudited)

Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries Eliminations

MacDermid

Incorporated

and Subsidiaries
Net sales $ 22,301 48,456 114,068 (6,544 ) 178,281
Cost of sales 15,024 24,165 65,610 (6,544 ) 98,255
Gross profit 7,277 24,291 48,458 � 80,026

Operating expenses:
Selling, technical and administrative 10,198 11,370 28,339 � 49,907
Research and development 1,562 2,378 2,569 � 6,509

11,760 13,748 30,908 � 56,416
Operating (loss) profit (4,483 ) 10,543 17,550 � 23,610

Equity in earnings of subsidiaries 16,660 11,273 � (27,933 ) �
Interest income 360 8 308 � 676
Interest expense (7,574 ) (24 ) (127 ) � (7,725 )
Other, net 74 36 (732 ) � (622 )

9,520 11,293 (551 ) (27,933 ) (7,671 )

Earnings (loss) before income taxes 5,037 21,836 16,999 (27,933 ) 15,939
Income tax benefit (expense) 6,891 (5,176 ) (5,726 ) � (4,011 )
Net earnings (loss) $ 11,928 16,660 11,273 (27,933 ) 11,928
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CONDENSED CONSOLIDATING STATEMENTS OF EARNINGS
SIX MONTHS ENDED JUNE 30, 2006
(Unaudited)

Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries Eliminations

MacDermid

Incorporated

and Subsidiaries
Net sales $ 44,411 $ 121,663 $ 270,581 $ (29,040 ) $ 407,615
Cost of sales 28,416 72,763 155,630 (29,040 ) 227,769
Gross profit 15,995 48,900 114,951 � 179,846

Operating expenses:
Selling, technical and
administrative 22,811 21,112 63,822 � 107,745
Research and development 3,345 5,119 6,836 � 15,300
Loss on Disposal � � 2,224 � 2,224
Restructuring 331 493 1,283 � 2,107

26,487 26,724 74,165 � 127,376
Operating (loss) profit (10,492 ) 22,176 40,786 � 52,470

Equity in earnings of subsidiaries 42,411 28,178 � (70,589 ) �
Interest income 1,132 107 301 � 1,540
Interest expense (13,843 ) (29 ) (126 ) � (13,998 )
Other, net 459 181 (1,018 ) � (378 )

30,159 28,437 (843 ) (70,589 ) (12,836 )

Earnings (loss) before income
taxes 19,667 50,613 39,943 (70,589 ) 39,634
Income tax benefit (expense) 9,147 (8,202 ) (11,765 ) � (10,820 )
Net earnings (loss) $ 28,814 $ 42,411 $ 28,178 $ (70,589 ) $ 28,814
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CONSOLIDATED STATEMENTS OF EARNINGS
SIX MONTHS ENDED JUNE 30, 2005
(Unaudited)
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Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries Eliminations

MacDermid

Incorporated

and Subsidiaries
Net sales $ 44,820 93,460 224,611 (14,363 ) 348,528
Cost of sales 30,194 46,192 128,826 (14,363 ) 190,849
Gross profit 14,626 47,268 95,785 � 157,679

Operating expenses:
Selling, technical and administrative 21,087 19,626 55,864 � 96,577
Research and development 3,241 4,649 5,151 � 13,041

24,328 24,275 61,015 � 109,618
Operating (loss) profit (9,702 ) 22,993 34,770 � 48,061

Equity in earnings of subsidiaries 36,540 22,926 � (59,466 ) �
Interest income 700 9 589 � 1,298
Interest expense (15,144 ) (24 ) (201 ) � (15,369 )
Other, net 228 297 (1,117 ) � (592 )

22,324 23,208 (729 ) (59,466 ) (14,663 )

Earnings (loss) before income taxes 12,622 46,201 34,041 (59,466 ) 33,398
Income tax benefit (expense) 11,091 (9,661 ) (11,115 ) � (9,685 )
Net earnings (loss) $ 23,713 36,540 22,926 (59,466 ) 23,713
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CONDENSED CONSOLIDATING BALANCE SHEETS
JUNE 30, 2006
(UNAUDITED)

Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries Eliminations

MacDermid

Incorporated

and Subsidiaries
Assets
Current assets:
Cash and cash equivalents $ 62,348 $ 3,018 $ 33,675 $ � $ 99,041
Accounts receivables, net 13,158 20,342 136,501 � 170,001
Due (to) from affiliates 20,360 98,087 (118,447 ) � �
Inventories, net 6,952 37,326 71,608 � 115,886
Prepaid expenses 869 3,263 9,578 � 13,710
Deferred income taxes 8,051 1,849 5,689 � 15,589
Total current assets 111,738 163,885 138,604 � 414,227

Property, plant and equipment, net 11,543 31,682 79,004 � 122,229
Goodwill 51,524 79,112 120,298 � 250,934
Intangibles, net � 4,808 37,403 � 42,211
Investments in subsidiaries 534,578 273,107 � (807,685 ) �
Deferred income taxes 16,716 8,536 11,821 � 37,073
Other assets, net 5,594 3,766 5,586 � 14,946

$ 731,693 $ 564,896 $ 392,716 $ (807,685 ) $ 881,620

Current liabilities:
Accounts and dividends payable $ 7,844 $ 13,267 $ 49,537 $ � $ 70,648
Accrued compensation 2,966 2,253 11,507 � 16,726
Accrued interest 12,638 296 109 � 13,043
Accrued income taxes payable (1,858 ) 6,541 5,506 � 10,189
Other current liabilities 14,249 7,538 22,205 � 43,992
Total current liabilities 35,839 29,895 88,864 � 154,598

Long-term obligations 300,585 219 168 � 300,972
Retirement benefits, less Current
portion 5,318 � 17,479 � 22,797
Deferred income taxes � � 12,582 � 12,582
Other long-term liabilities 3,554 204 515 � 4,273
Total liabilities 345,296 30,318 119,608 � 495,222

Total shareholders� equity 386,397 534,578 273,108 (807,685 ) 386,398
Total Liabilities and Shareholders�
Equity $ 731,693 $ 564,896 $ 392,716 $ (807,685 ) $ 881,620
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CONDENSED CONSOLIDATING BALANCE SHEETS
DECEMBER 31, 2005
(UNAUDITED)
(RESTATED)

Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries Eliminations

MacDermid

Incorporated

and Subsidiaries
Assets
Current assets:
Cash and cash equivalents $ 46,925 $ 3,131 $ 30,876 $ � $ 80,932
Accounts receivables, net 10,811 22,799 122,108 � 155,718
Due (to) from affiliates 23,496 94,217 (117,713 ) � �
Inventories, net 5,994 27,606 59,373 � 92,973
Prepaid expenses 3,122 1,749 9,237 � 14,108
Deferred income taxes 11,372 � 5,257 � 16,629
Total current assets 101,720 149,502 109,138 � 360,360

Property, plant and equipment, net 16,362 28,924 77,943 � 123,229
Goodwill 51,760 79,112 112,063 � 242,935
Intangibles, net � 4,880 36,036 � 40,916
Investments in subsidiaries 484,326 245,050 � (729,376 ) �
Deferred income taxes 25,550 � 12,117 � 37,667
Other assets, net 6,222 3,866 4,732 � 14,820

$ 685,940 $ 511,334 $ 352,029 $ (729,376 ) $ 819,927

Current liabilities:
Accounts and dividends payable $ 9,122 $ 9,950 $ 42,966 $ � $ 62,038
Accrued compensation 2,118 3,248 10,895 � 16,261
Accrued interest 12,654 24 106 � 12,784
Accrued income taxes payable (2,350 ) 7,622 6,189 � 11,461
Other current liabilities 16,465 5,643 17,187 � 39,295
Total current liabilities 38,009 26,487 77,343 � 141,839

Long-term obligations 300,516 271 256 � 301,043
Retirement benefits, less Current
portion 5,066 � 17,277 � 22,343
Deferred income taxes � � 11,489 � 11,489
Other long-term liabilities 3,271 250 615 � 4,136
Total liabilities 346,862 27,008 106,980 � 480,850

Total shareholders� equity 339,078 484,326 245,049 (729,376 ) 339,077
Total Liabilities and Shareholders�
Equity $ 685,940 $ 511,334 $ 352,029 $ (729,376 ) $ 819,927
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CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30, 2006
(Unaudited)

Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries

MacDermid

Incorporated

and Subsidiaries
Net cash flows provided by operating activities $ 16,062 $ 968 $ 3,906 $ 20,936

Investing activities:
Capital expenditures (318 ) (1,344 ) (3,437 ) (5,099 )
Proceeds from disposition of fixed assets � � 289 289
Other 234 315 (549 ) �
Net cash flows (used in) investing activities (84 ) (1,029 ) (3,697 ) (4,810 )

Financing activities:
Net proceeds from short-term borrowings � � 443 443
Repayments of long-term borrowings � (52 ) (104 ) (156 )
Issuance of treasury shares 26 26
Proceeds from exercise of stock options 3,101 � � 3,101
Dividends paid (3,682 ) � � (3,682 )
Net cash flows provided by (used in) financing
activities (555 ) (52 ) 339 (268 )

Effect of exchange rate
Changes on cash and cash equivalents � � 2,251 2,251

Net increase (decrease) in cash and cash equivalents 15,423 (113 ) 2,799 18,109

Cash and cash equivalents at beginning of period 46,925 3,131 30,876 80,932

Cash and cash equivalents at end of period $ 62,348 $ 3,018 $ 33,675 $ 99,041
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CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30, 2005
(Unaudited)

Issuer
Guarantor
Subsidiaries

Nonguarantor
Subsidiaries

MacDermid

Incorporated

and Subsidiaries
Net cash flows (used in) provided by operating
activities $ (25,334 ) $ 32,484 $ 19,718 $ 26,868

Investing activities:
Capital expenditures (1,601 ) (1,100 ) (5,125 ) (7,826 )
Acquisition of business � (26,610 ) (62,660 ) (89,270 )
Proceeds from disposition of fixed assets and
business 635 � 406 1,041
Net cash flows (used in) provided by investing
activities (966 ) (27,710 ) (67,379 ) (96,055 )

Financing activities:
Net proceeds from (repayments of) short-term
borrowings

�
� 10,912 10,912

Repayments of long-term borrowings � (107 ) (148 ) (255 )
Issuance of treasury shares 33 � � 33
Proceeds from exercise of stock options 260 � � 260
Dividends paid (3,031 ) � � (3,031 )
Net cash flows provided by (used in) financing
activities (2,738 ) (107 ) 10,764 7,919

Effect of exchange rate changes on cash and cash
equivalents � � (6,447 ) (6,447 )

Net increase (decrease) in cash and cash equivalents (29,038 ) 4,667 (43,344 ) (67,715 )

Cash and cash equivalents at beginning of period 69,512 688 67,629 137,829

Cash and cash equivalents at end of period $ 40,474 $ 5,355 $ 24,285 $ 70,114
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ITEM 2:

Management�s Discussion and Analysis of
Financial Condition and Results of Operations
(in thousand of dollars, except shares and per share data)

CONSOLIDATED OVERVIEW

Goodwill and Intangible Asset Restatement Adjustments

As discussed in Notes 2, 7 and 8 to the consolidated financial statements in Part I, Item 1, in the first quarter of fiscal 2006 we
reviewed our foreign currency conversion rates used to convert goodwill and intangible assets. Beginning in 2002, we
held all goodwill and certain intangible assets related to the acquisition of Canning Ltd. (�Canning intangibles�) constant
at historic currency conversion rates, effectively holding the value of goodwill and Canning intangibles constant at
2002 currency conversion rates.  This resulted in an understatement of goodwill and Canning intangibles as of
December 31, 2005.  In connection with our adoption of the provision of Statement of Financial Accounting Standards
No. 154, Accounting Changes and Error Corrections, in the first quarter of 2006, we restated the December 31, 2005
balances of Goodwill, Intangibles and Other Comprehensive (Loss) Income to correct an error related to foreign
currency translation.  As a result, we made certain restatement adjustments to our December 31, 2005 Consolidated
Balance Sheet to state these assets at the correct currency conversion rates.  We also restated Other Comprehensive
Income for the three and six months ended June 30, 2005 to correct an error related to foreign currency translation

We also determined that goodwill related to the 1998 acquisition of Canning Ltd. had been pushed-down into the books of the acquisition
holding company instead of being pushed down to the books of the geographic business segments, where it is tested for impairment.  We should
have allocated the goodwill into the books of the regional business segments benefiting from the acquisition.  The goodwill, however, was
pushed-down to, and denominated in British Pounds as opposed to being pushed-down to, and denominated in the currencies of the regions that
benefit from the goodwill.

The restatement adjustments necessary to properly convert goodwill and intangible assets are offset with a corresponding restatement adjustment
to the Accumulated Other Comprehensive (Loss) Income section of Shareholders� Equity in our December 31, 2005 Consolidated Balance Sheet.

These restatement adjustments have no impact on earnings as reported in our financial statements dated December 31, 2005, or any of the
tangible assets and liabilities accounts stated therein.  For financial reporting purposes, we treated these restatement adjustments similar to a
reclassification of the affected December 31, 2005 balances.

Executive Overview

Our consolidated business consists of two business segments, Advanced Surface Finishing (�ASF�) and Printing Solutions (�MPS�).  The ASF
segment supplies chemicals used for finishing metals and non-metallic surfaces for automotive and other industrial applications, electro-plating
metal surfaces, etching, and imaging to create electrical patterns on circuit boards for the electronics industry, and offshore lubricants and
cleaners for the offshore oil and gas markets.  The acquisition of Autotype International Ltd and associated entities (�Autotype�) in June 2005
further augments this segment by adding production of hard coated films for the membrane switch and touch screen markets.   The MPS
segment supplies an extensive line of offset printing blankets, photo-polymer plates and wide-format digital printers for use in the commercial
printing and packaging industries for image transfer.  The acquisition of Autotype added high quality stencil materials and digital pre-press
products for screen printing to the MPS segment.

In both of our business segments, we continue to invest significant resources in research and development and intellectual properties such as
patents, trademarks, copyrights and trade secrets, as our business depends on these activities for our financial stability and future growth.

We focus on growing revenues and the generation of cash from operations in order to build shareholder value. Specifically, we plan to improve
top line sales growth over the longer term by focusing on:
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•  utilizing our technical service and outstanding products to penetrate global markets for all products,

•  supporting working capital initiatives focused on maximizing cash flows during a period of continued
economic uncertainty in our primary markets,

•  emphasizing efficiency improvements throughout the organization,

•  adding new products through internal research and development, relying heavily on our internal knowledge
base,

•  strengthening the common identity of our products through a new branding initiative called �Yes We Can!�,
and

29

Edgar Filing: MACDERMID INC - Form 10-Q

MACDERMID, INCORPORATED CONSOLIDATED STATEMENTS OF CASH FLOWS (Amounts in thousands of dollars) (Unaudited)45



•  strategic acquisitions of companies, products, or technologies.

Our products are sold in a competitive, global economy, which exposes us to certain currency, economic and regulatory risks and opportunities.
Approximately 56% of our net sales and identifiable assets for the six month period ended and as of June 30, 2006, are denominated in
currencies other than the United States dollar.  These currencies include predominantly the Euro, British Pound, the Hong Kong Dollar, the
Chinese Yuan and the Japanese Yen. We do not manage our foreign currency exposure in a manner that would eliminate the effects of changes
in foreign exchange rates on our earnings, cash flows and fair values of assets and liabilities; therefore, our financial performance could be
positively or negatively impacted by changes in foreign exchange rates in any given reporting period. For most currencies, we are a net receiver
of the foreign currency and therefore benefit from a weaker United States Dollar and are adversely affected by a stronger United States Dollar
relative to the foreign currency.  For the three and six months ended June 30, 2006, net sales and net earnings were positively impacted as the
United States Dollar weakened against both the Euro and Pound when compared to exchange rates at the beginning of the year.  When compared
with the same periods last year, net sales and net earnings were negatively impacted as the United States Dollar strengthened against both the
Euro and the British Pound.  In both cases, the absolute impact on earnings was immaterial.

Our competitors include many large multi-national chemical firms based in Europe, Asia, and the United States.  New competitive products or
pricing policies of our competitors can materially affect demand for and pricing of our products, which could have a significant impact on our
financial results.

We are influenced predominantly by two general industries:  the specialty chemical and printing industries.  In the specialty chemical industry,
profit is generated by creating proprietary products and process technologies, and delivering high levels of customer service.  Currently, a
number of key characteristics and trends are impacting the industry, including market fragmentation, globalization, the need for financial
resources to support research and development, a renewed focus on core businesses and the increasing importance of size and scale.  The Asian
market presents growth opportunities, and our electronics group continued to see growth in Asia due to favorable market conditions.  In 2005,
we opened a second facility in China to support our expansion in this market.  Our growth in the electronics market in Asia was partially offset
by market weakness in Europe and the Americas.  We also experienced growth in our Offshore Fluids group in 2005, which continued in 2006,
due largely to a worldwide increase in offshore oil field development activities. In the printing industry, we continue to see challenging growth
opportunities in an increasingly competitive environment.  The industry is marked by globalization, market fragmentation, pricing pressures, and
the growing digital printing technologies.  Between 1997 and 2005, businesses calling themselves �digital printers� accounted for most of this
industry�s growth.  Our business groups that supply offset printing blankets and photo-polymer plates continue to be affected by an overall soft
market and changes in our distribution system, as we are increasingly selling directly to our customers in the United States.  Our digital printer
group, which manufactures wide-media printers, is currently benefiting from the market acceptance of our new product offerings.

We seek to enhance our profitability by investing in technology, design capabilities and new product initiatives that respond to the needs of our
customers and consumers. We will continue to seek ways to expand our business in Asia, Europe and the Americas.  We intend to selectively
pursue strategic acquisitions, where appropriate, to expand or complement our existing business.  We expect that any such acquisitions will be
consistent with our core businesses, and will strengthen our relationships with our customers, enhance our existing products, processes and
technological capabilities or lower our costs.  Our ability to increase sales in the future will depend, in part, on our success in penetrating Asian
markets and leveraging our existing customer base across all product lines in Europe and in the Americas.  We continually evaluate alternatives
to lower the operating costs of our company.  This includes the realignment of our existing manufacturing capacity, facility closures or similar
actions.

In June 2005, we acquired all of the outstanding capital stock of Autotype from Norcros (Holdings) Limited of the UK.  The acquisition
broadened our product offerings in both of our operating segments.  Net assets acquired, including goodwill and intangibles, totaled $92,432. 
The net assets and results of operations are included in our financial statements since the acquisition date.  For more information regarding this
acquisition, see Note 17 in our 2005 Annual Report on Form 10-K, Notes to the Consolidated Financial Statements.

During the second quarter ended June 30, 2006, we completed our integration of the Autotype units by closing three Autotype plants and
relocating production to existing facilities in order to maximize synergies from the acquisition. Production in Autotype�s Kvistgaard, Denmark
facility was transferred to an existing facility in Wantage, England.  The closure of the Autotype Denmark facility impacts twenty one
employees in manufacturing, administrative, and managerial roles.  See Note 13 to the consolidated financial statements in Part I, Item 1 for
further information related to the closure of the Denmark facility.
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During the second half of 2005 and first half of 2006, as part of our effort to lower the operating costs of our company, we began to implement
certain consolidation actions.  These actions are intended to better align our manufacturing capacity with the changing needs of our customers,
eliminate excess capacity, lower our operating costs, and streamline our organizational structure for improved long-term profitability. The
restructuring actions consist primarily of facility consolidations and closures, including the movement of certain manufacturing operations, and
employee terminations. In connection with the restructuring actions, we incurred charges of $622 and $2,107, respectively during the three and
six months ended June 30, 2006.  For more information regarding our consolidation actions, see Note 13 to the consolidated financial statements
in Part I, Item 1 and Note 18 in our 2005 Annual Report on Form 10-K, Notes to the Consolidated Financial Statements.

For the three and six months ended June 30, 2006, our consolidated results reflected top line sales growth of $28,976 and $59,087, respectively,
as compared to the same periods last year.  Our acquisition of Autotype contributed $24,151 and $4,942 in sales for the three months ended June
30, 2006 and 2005 respectively, and $48,777 and $4,942 in sales to the six months ended June 30, 2006 and 2005 respectively.  Sales in our
existing business units increased $9,767 and $15,252 respectively, for the three and six months ended June 30, 2006, or 5.6% and 4.4%,
respectively, when compared to same periods last year.

For the three and six months ended June 30, 2006, sales in our existing ASF segment increased a total of $9,278 and
$14,962, respectively, or 9.2% and 7.5%, respectively, when compared to the same periods last year on strong sales in
both the Americas and Asia as industrial production recovers in the United States and continues to grow in Asia. 
Sales in ASF Europe were flat when compared with the same three month ended June 30, 2005, but down ($3,070) for
the six months ended June 30, 2006 compared with the same six month period last year, primarily due to softer sales
in our Offshore fluids unit, which experienced higher-than-usual sales volumes during the first six months of 2005. 
ASF Europe continues to see declines in the electronics product lines as production continues its migration to Asia. 
Sales in our existing MPS units were up slightly for the three and six months ended June 30, 2006 when compared to
the same periods last year, with sales increases in the Colorspan business unit being offset by declines in the
publishing plates and packaging units.

From a cash flow standpoint, our liquidity position remained sufficient during the six months ended June 30, 2006, with working capital of
$259,629 at June 30, 2006.  Cash increased $18,109 during the six months ended June 30, 2006, primarily due cash provided by operating
activities of $20,936, effect of exchange rate changes on cash of $2,251, offset by cash used in investing activities of $4,810.

RESULTS OF OPERATIONS

We intend the discussion of our financial condition and results of operations that follows to provide information that will assist you in
understanding our Consolidated Financial Statements, the changes in certain key items in those financial statements from quarter to quarter, and
the primary factors that accounted for those changes, as well as how certain accounting principles, policies and estimates affect our Consolidated
Financial Statements.  The discussion of results of operations includes both consolidated and segment-level information.
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Summary of the consolidated results for the three and six months ended June 30, 2006 and 2005:

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 %Change 2006 2005 %Change

Favorable Favorable
(Unfavorable) (Unfavorable)

Net sales $ 207,257 $ 178,281 16.3 % $ 407,615 $ 348,528 17.0 %
Cost of sales 115,882 98,255 (17.9 %)227,769 190,849 (19.3 %)
Gross profit 91,375 80,026 14.2 % 179,846 157,679 14.1 %

Gross profit percentage 44.1 % 44.9 % ** 44.1 % 45.2 % **

Operating expenses 63,345 56,416 (12.3 %)127,376 109,618 (16.2 %)

Operating profit 28,030 23,610 18.7 % 52,470 48,061 9.2 %
Interest income  (expense),
net (6,622 ) (7,049 ) 6.1 % (12,458 ) (14,071 ) 11.5 %
Other, net (14 ) (622 ) ** (378 ) (592 ) **

(6,636 ) (7,671 ) (12,836 ) (14,663 )
Earnings before income
taxes 21,394 15,939 34.2 % 39,634 33,398 18.7 %
Income taxes (5,859 ) (4,011 ) (46.1 %)(10,820 ) (9,685 ) (11.7 %)
Net earnings $ 15,535 $ 11,928 30.2 % $ 28,814 $ 23,713 21.5 %
Basic earnings per share $ 0.50 $ 0.39 28.2 % $ 0.94 $ 0.78 20.5 %
Diluted earnings per share $ 0.49 $ 0.39 25.6 % $ 0.92 $ 0.77 19.5 %

** Not a meaningful statistic.

Three months ended June 30, 2006 compared to three months ended June 30, 2005

Net sales

During the three months ended June 30, 2006, our consolidated net sales grew by $28,976, or 16.3%, compared to the same period in 2005.  The
June 2005 acquisition of Autotype contributed $19,209 to this increase and benefited both the ASF and MPS segments.  On a currency-adjusted
basis, net sales grew by 16.5%.  Our ASF segment benefited from volume growth in both our electronics and offshore fluids groups.  Our
electronics group continued to see growth all through Asia due to favorable market conditions, and the industrial product lines continue to
experience gains in Asia and in the Americas.  Europe however, remains flat with slight increases in industrial products being offset by
decreases in electronics which continue to migrate to Asia.  Our offshore fluids group continues to benefit from increasing sales in South
America.  Our MPS segment benefited from growth in our digital printer group due to market acceptance of new product offerings.   Partially
offsetting this increase in our MPS business was a reduction in overall sales volume in groups that supply the commercial, packaging and
publication printing industries due to continued soft markets.

Cost of sales and gross profit

Cost of sales for the three months ended June 30, 2006, increased $17,627 or 17.9% when compared to the same period last year.  On a
currency-adjusted basis, cost of sales increased 18.2%.  Of the increase, Autotype contributed approximately 71% of the total increase in cost of
sales in the second quarter of 2006.  Cost of sales in our existing business units increased $5,120, or 5.4%, which is primarily attributable to
higher sales volumes.  Cost of sales on a percent-of-sales basis increased less than 1% compared to the same quarter last year.  Gross profit
percentages decreased to 44.1% from 44.9% compared to the same period last year primarily due to higher conversion costs associated with the
Autotype�s product line that yield lower gross margins as compared to existing product lines.
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Operating expenses

Operating expenses increased $6,929 or 12.3% in the three months ended June 30, 2006 compared to the same period in 2005, and 12.2% on a
currency-adjusted basis.  The increase is attributable primarily to the inclusion of Autotype�s operating expenses for the full three months ended
June 30, 2006, whereas in the same period in 2005 we only incurred two weeks of operating expenses related to Autotype.  We also recorded
$622 in restructuring charges in the second quarter of 2006.  Operating expenses increased $1,004, during the second quarter of 2006 in our
existing units compared to the same period last year primarily due to increased research and development costs in the second quarter of 2006.

Operating profit

Operating profit for the three months ended June 30, 2006 was $28,030, an increase of $4,420, or 18.7% compared the same period last year. 
On a currency-adjusted basis, operating profit increased 19.1%.  For the three months ended June 30, 2006 our ASF segment had increased
operating profits $2,004, or 12.0% compared to the same period last year due primarily to higher profits in our ASF Asia business unit.  For the
three months ended June 30, 2006 our MPS segment had increased operating profits of $2,416, or 35.0% due primarily to a legal settlement of
approximately $2,500 recorded in the three months ended June 30, 2005.

Interest income (expense)

Net interest expense decrease by $427, or 6.1% in the three months ended June 30, 2006 compared with the same period last year.  This decrease
is primarily due to $199 of interest swap expense recorded in the second quarter of 2005 and higher amortization expense of deferred financing
fees in the second quarter of 2005.  There was no interest swap expense in the second quarter of 2006.

Other, net

For the three months ended June 30, 2006, other net expenses decreased $608 or 97.7%.  The decrease is due to higher foreign exchange losses
incurred in the second quarter of 2005 that did not recur in the second quarter of 2006.
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