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Corporate profile

Listed among the FORTUNE 500" and S&P MidCap 400?, Ashland Inc.
(NYSE: ASH) is a global chemical company, providing products,
services and solutions for many of the world’s most essential needs and
industries. With customers in more than 100 countries, Ashland operates
through four divisions. Ashland Performance Materials manufactures
thermosetting resins and gelcoats, metal-casting consumables and
adhesives. Ashland Distribution buys and resells chemicals, plastics and
composite materials and provides environmental services. Valvoline
markets premium-branded lubricants, automotive chemicals, appearance
products and quick-lube services. Ashland Water Technologies is a major
supplier of chemicals and consulting services for utility water treatment,
as well as a major supplier and global producer of process water
treatments for the municipal, mining, and pulp and paper industries. It is
also a worldwide provider of technical products and shipboard services

for the ocean-going marine market.

On Nov. 13, 2008, Ashland completed the acquisition of Hercules, creating
a defined core for Ashland composed of three specialty chemicals
businesses with strong market positions: paper and water technologies,

specialty resins, and specialty additives and functional ingredients.



Financial high

ights

(Dollars in millions except per share data)

Years ended September 30 2008 2007
Sales and operating revenues $ 8381 § 7785 S
Operating income SIS 6 S
Income from continuing operations $ 175§ 200 0§
Net income $ 167 § 230 §
Diluted earnings per share

Income from continuing operations $ 276 S 315 §

Income (loss) from discontinued operations (0.13) 045

Net income $ 263 § 360 S 564
Cash flows from operating activities from continuing operations $ 478 S 189 S 14
Additions to property, plant and equipment $ 205 S 154 S 175
Number of employees 11,900 11,700 11,700
Number of common stockholders of record 12,800 13,400 14,400

Sales and operating EBITDA
revenue
$ billions $ millions
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To our shareholders

In the three years since we sold our petroleum refining assets,
followed by the paving and construction business, we have
been on a journey to change Ashland in very substantial ways.
Our objective has been to create a more focused company built
around a strong core of specialty chemicals businesses that
better position us to generate predictable, consistent earnings

and strong cash flows.

We have taken serious steps to refocus our enterprise within a
very difficult economic environment, redesigning our business
models to address the realities of the global marketplace and
acquiring businesses in growth markets to enhance our specialty

chemicals offerings.

This is a very exciting time in Ashland'’s history. As we go to press
with this 2008 Annual Report, we have already started another
chapter. On November 13, we completed the acquisition of
Hercules, which represents a pivotal step in achieving our
objective to create a major, global specialty chemicals company.

This is a landmark event for our combined employees, customers
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James J. O’Brien
Chairman and Chief Executive Officer

- We've made strategic progress

and shareholders. | would like to offer a warm welcome to our
new employees from Hercules and say we are proud to have you
as members of the Ashland team. Together, our united company
now begins the work of building a strong new future. Our
people, technologies, products and services will drive our growth

for years to come.

Fiscal 2008 operating results

The year 2008 presented significant challenges for many
chemical businesses and the economy as a whole. Weak
conditions in the North American construction and
transportation markets not only persisted, but also grew deeper
and spread around the globe as our fiscal year came to an end

in September. Unprecedented increases in the price of crude il
for most of 2008 dramatically impacted raw material costs. This
affected all of our businesses, which experienced varying degrees
of difficulty in offsetting cost escalation with price increases in

light of the weak demand environment in many end markets.

In spite of these obstacles, Ashland generated $358 million of
earnings before interest, taxes, depreciation and amortization
(EBITDA) for fiscal 2008, representing a modest 3-percent increase
over the $349 million of EBITDA earned in 2007.

Sales and operating revenue grew 8 percent to $84 billion,

largely due to price increases. Revenue from operations



outside of North America grew 10 percent over fiscal 2007 and
represented approximately 30 percent of total revenue. Growth
in Asia Pacific and Latin America exceeded 20 percent, while

Europe saw revenue rise by 6 percent.

Generating sustainable cash flow over an economic cycleis a
critical measure of our value, and we placed significant attention
on this metric during fiscal 2008. This focus paid off substantively,
as Ashland generated cash flows from operating activities from
continuing operations of $478 million in 2008, a $289 million
increase over fiscal 2007, and more than triple the amount of

cash we generated in fiscal 2006.

Much of our success in generating cash this year has come from
our emphasis on working capital management. Our internal
benchmark of operating-segment trade working capital to sales
decreased by 300 basis points to 12.3 percent of sales, largely
driven by inventory optimization in Ashland Distribution, but also
benefiting from attention to accounts receivable across all of our
businesses. While we're pleased with our success, particularly in
the latter part of the year, we know that each and every day, we

must continue our efforts to optimize cash flow.

While we achieved some successes in 2008, we also experienced
some disappointments. Our EBITDA margin was 4.3 percent, a
decline of 0.2 percentage point from fiscal 2007. Our long-term
objective is for our businesses, excluding Distribution, to earn
EBITDA averaging 10 percent to 11 percent of sales and operating

revenue over the business cycle. For Ashland Distribution, which

in a difficult economic enviro

is a high-volume, low-margin business, the long-term target is

in the range of 3.5 percent. These targets are consistent with

the operating income targets of 8 percent, and 3 percent for
Distribution, that we have previously stated. Given the significant
amount of noncash charges expected to affect earnings for the
foreseeable future as a result of the Hercules acquisition, EBITDA
becomes a more meaningful measure of our financial progress
than operating income, and we believe it aids in understanding

our performance.

At 6.1 percent, our return on investment declined 1.9 percentage
points from fiscal 2007, and continued to be well below our

target level of 10 percent to 12 percent.

Commercial results

Our Ashland Performance Materials business saw EBITDA decline
25 percent in fiscal 2008, largely driven by significant declines in
its major end markets — construction and transportation —
coupled with substantial increases in raw material costs. A
modest year-over-year gain in the casting solutions business
was not enough to offset the substantial declines in both the
composites and adhesives businesses, as the North American
automotive and housing sectors reported month after month of

dismal numbers.

We are encouraged by the progress Ashland Distribution made
in fiscal 2008. After declining by more than half in fiscal 2007,
Distribution’s EBITDA increased by 19 percent in fiscal 2008. This

recovery reflects the positive impact of the changes we've made
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We're now on a march to becoming

in Distribution’s business structure and pricing processes that
enabled significant improvement in gross profit as a percent of
sales, despite the difficulties in its customers'end markets. After
bottoming at 7.0 percent for the September 2007 quarter, the
gross profit percentage increased in each sequential quarter
of fiscal 2008, and at the close of the September 2008 quarter,

was 8.1 percent.

Valvoline delivered its second-best year ever for EBITDA. At $115
million, it was just slightly below the record of $117 million set
last year. In addition, our Valvoline Instant Oil Change® unit,
which increased same-store sales by 7 percent, and Valvoline
International, including its joint ventures and licensees, which
grew volume nearly 15 percent, posted record annual operating
income. These results were achieved despite soft consumer
demand, driven by soaring gasoline prices, and significant margin
pressure as the cost of base oil increased more than 50 percent
during the year. While our total lubricant volume in the US.

was essentially even with the prior year, we believe that's better
than the market overall. Further, we believe the business model
changes we made the past couple of years enabled us to better

manage the severe volatility in raw material costs.

Ashland Water Technologies' EBITDA declined 16 percent versus
the prior year, as it worked through a number of key operating
issues, including pricing management, cost structure, and
supply chain optimization, in addition to rising raw material
costs. As the year drew to a close, however, Water Technologies
was able to attain some success in reducing its cost structure
and has achieved annualized run-rate savings of $14 million

going forward.

Business highlights

While the acquisition of Hercules significantly advances
Ashland’s specialty chemicals profile, we likewise made a
number of strategic moves to augment our technology portfolio
during fiscal 2008.

In June, we completed the purchase of the pressure-sensitive
adhesives and atmospheric emulsions businesses from Air
Products and Chemicals Inc. for $92 million. Now part of Ashland
Performance Materials, these businesses generated $126 million
of revenue in 2007. This is a highly desirable strategic fit with

our resins platform and our business in the adhesives and
coatings market space. It meets our objectives for adding scale
in a targeted segment that has expectations for above-average

growth and attractive margins. The water-based emulsion

ogether, our united company now begins the work of
a strong new future. Our people, technologies,
services will arive our growth for years to come.”



a bigger, better company.

technology from Air Products nicely complements our established
solutions technologies and our UV/EB technologies that came to

us through the recent Northwest Coatings acquisition.

In June, we announced a proposed 50-50 joint venture with
Stid-Chemie AG to serve the global metal casting industry. While
much remains to be done to bring this venture to completion, if
consummated, Stid-Chemie and Ashland would be able to pursue
similar strategies of providing solutions for the rising technological
requirements of modern foundries, while seeking international

expansion, especially in developing countries.

With gratitude for 36 years of service

| wouldn't close this letter without acknowledging the
contributions of Marvin Quin, who retired in May. Marvin joined
Ashland in 1972 and served as CFO for the past 16 years. His
keen understanding of our business, the capital markets, and the
economy, coupled with his high standards, served the company
well, and he provided significant leadership during a period

of great change for our company. His insight, judgment, and
dedication were of great value not only to the company, but to
me personally. He has been a teacher and mentor to many, and
everyone who has had the privilege of knowing and working with
him holds him in high regard and has a deep appreciation for his

many and varied contributions.

Formula for growth

In order to grow Ashland as a specialty chemicals company and
create value for our shareholders, over the past several years, we
have divested noncore businesses, acquired complementary
businesses, expanded our footprint in important geographies
like China and India, completed share repurchases and paid

a significant special dividend. The acquisition of Hercules
represents a major advancement within this multiyear strategy
to develop a defined specialty chemicals core. This has been and

will continue to be our formula for growth.

| thank the employees of Ashland and Hercules who have worked
tirelessly to bring about this transaction — both those employees
involved directly with the transaction and integration and those
who have carried on the work of serving our customers and
growing our business. We're now on a march to becoming a
bigger, better company with stronger cash flows and more

predictable earnings.

Best regards,

MO Ao

James J. O'Brien
Chairman and Chief Executive Officer

November 21, 2008




Q&A

The Hercules acquisition
was completed
November 13. Why did
you choose this path?

The Hercules acquisition is a major step
toward achieving our objective to be a
leading global specialty chemicals company.
It creates a defined core for Ashland
composed of three specialty chemicals
businesses with strong market positions
and promising global growth potential:
paper and water technologies, specialty
resins, and specialty additives and functional
ingredients. In addition, our financial profile
should be enhanced significantly through
reduced earnings volatility, higher margins
and stronger cash flow generation that are

hallmarks of a specialty chemicals business.

This is the goal we have been working toward
for a number of years. Our transformation

into a global specialty chemicals company
strengthens Ashland for our shareholders,

customers, employees and other key partners.

Tell us about the
Hercules business.

Hercules was spun off from DuPont in 1912
and publicly traded for more than 75 years.
With operations on four continents — North
America, Europe, Asia and South America -
more than half its revenue is generated
outside North America.
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Hercules is composed of two major lines

of business, both focused on materials for
water-based systems and products. The
company’s principal products are functional
and process chemicals, which are used by
the paper industry to increase paper and
paperboard performance and enhance the
manufacturing process, and water-soluble
polymers, which are used to impart such
qualities as durability, water-resistance and
improved aesthetics for everyday consumer

goods in a variety of end-use applications.

The primary markets Hercules serves include
pulp and paper; paints and adhesives;
construction materials; food, pharmaceutical
and personal care; and industrial specialties,
including oilfield and general industrial
markets. Hercules' products in consumer
end uses include strength additives for
tissue and toweling; sizing agents for milk
and juice cartons; thickeners in products
such as toothpaste, shampoos and
water-based paints; and water-control
additives for building products, such as tile
cements, grouts, stuccos, plasters and joint
compounds. Its other product offerings
include process aids for oil-well drilling and

similar applications.

With the closing of the Hercules acquisition,
specialty chemicals will drive our business

both strategically and financially.

What were the terms of
this transaction?

Ashland acquired all of the outstanding
shares of Hercules and, for each share of
Hercules stock, paid Hercules shareholders
$1860 per share in cash and 0.093 of a share

of Ashland common stock.

You've stated that

the Hercules acquisition
will reduce earnings
volatility. How does this
accomplish that?

This acquisition helps to accomplish this goal

in several ways:

« First, specialty chemicals are expected to
contribute approximately 75 percent of pro
forma EBITDA and will serve as Ashland’s
primary platform for future growth. In
general, specialty chemicals generate higher
margins and less volatile earnings. The
performance of Hercules'Aqualon business

is an example.

« Itincreases our revenues outside North
America from $2.4 billion to approximately
$3.7 billion. Our presence in important
growth markets like China, Eastern Europe
and Brazil expands significantly. For
example, our estimated revenues in China

double, although admittedly from a small



base, and we gain an increased presence in

a market of great importance.

- We also gain greater access to traditionally
stable end markets, such as personal care
and pharmaceuticals, and significantly

expand our renewable chemistries portfolio.

- Finally, we are diversifying our purchasing
spend with raw materials that are not based

on petroleum.

Can you describe the
synergies you expect to
realize from this acquisition?

The Hercules acquisition provides the
opportunity to achieve economies of scale
and leverage both companies'expertise for
growth. From an operational standpoint,
we have identified synergy opportunities
totaling approximately $120 million. These
would be realized by eliminating overhead;
consolidating the commercial teams,
optimizing manufacturing, raw material
procurement, and freight and logistics
activities; and integrating our technology
platforms. We currently expect to achieve
these run-rate synergies by the end of
fiscal 2010.

Combining Hercules'and Ashland’s water and
paper businesses should also enable us to

more aggressively pursue organic growth
opportunities globally in key markets that
include pulp and paper, municipal and
industrial. We also increase our presence
in important growth markets outside of
North America including China, Eastern

Europe and Brazil.

The acquisition of Hercules
advances Ashland’s
participation in renewable
and sustainable chemistries.
Tell us about it.

We believe delivering sustainable chemistry
and offering alternatives is important to

our customers, as it is to Ashland. For the
past few years, we have been pursuing

ways to reduce our historical reliance on
solvent-based chemistries and to expand
our offerings for customers seeking products
developed with renewable or sustainable
chemistries. Pursuing such advancements
toward sustainability is also consistent with
our ongoing commitment to Responsible
Care?, which recently celebrated its 20th
anniversary. We continue our dedication to its
principles of transparency, sustainability and

excellence in health, safety, environmental

and security performance.

Our combination with Hercules significantly
increases Ashland’s presence in renewable
and sustainable chemistries. Through this
combination, approximately one-third of
Ashland’s estimated pro forma EBITDA will
be derived from renewable resources. In
addition, being able to diversify our raw
materials can help reduce the cyclicality of

our earnings.

In addition to Hercules'contribution to our
renewable offerings, Ashland has offered
our Envirez® line of soy-based resin products
for a number of years, and our pursuit of
renewable and sustainable alternatives has
been the strategic underpinning of two of
our most recent acquisitions. Our purchase of
Northwest Coatings added to our ultraviolet
and electron-beam-curing technologies

for coatings, and in June, we completed

the acquisition of Air Products' water-based

pressure sensitive adhesives business.



How is Ashland going to be
structured going forward?

Ashland's new structure, incorporating the
former Hercules businesses, is composed of

five commercial units;

Ashland Hercules Water Technologies,
a $2 billion specialty paper and water
chemicals business formed from the related

operations of Hercules and Ashland;

Ashland Performance Materials, our
specialty resins business serving the
construction, infrastructure, energy and

transportation markets;

Ashland Aqualon Functional Ingredients,
a fast-growing business of specialty additives
and functional ingredients derived from

renewable resources, serving the personal

Commercial
unit results

Ashland Performance Materials

Sales and operating revenue EBITDA
$ billions $ millions
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care, pharmaceuticals, food, construction,

transportation and other industries;

Ashland Consumer Markets, a leading
innovator and supplier of high-performance
lubricants, automotive chemicals and
appearance products, including those
marketed under the Valvoline® and Fagle One®
brands, and operator and franchiser of

Valvoline Instant Oil Change® centers; and

Ashland Distribution, a leading provider of
plastics, chemicals, composite materials and
environmental services in North America and

plastics in Europe.

You've talked about
achieving $65 million of
savings from your existing
businesses by year-end
fiscal 2009. What kind of
progress have you made?

We are ahead of plan. Through the end of fiscal

2008, we achieved run-rate savings of $41
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million, including $9 million of reductions

achieved during the fourth quarter.

Significant actions taken to achieve these
savings included the consolidation of our
Composite Polymers and Specialty Polymers
and Adhesives business groups within
Performance Materials and the resultant
consolidation of a number of sales, marketing,

technical and administrative roles.

Similarly, we implemented reductions in

sales, technical service and supply chain
support in our Water Technologies business
to implement the business model redesign
work we have been discussing for the last two
years ahead of this business' integration into

the Hercules Paper Technologies business.

We fully expect to achieve the targeted run-
rate savings of $65 million from our existing
businesses before year-end fiscal 2009.

What is your vision for
the Ashland Performance
Materials business?

Performance Materials'specialty resins
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platform is a critical element of Ashland's
specialty chemicals core. Our vision is to
achieve a lower-cost, operationally excellent
business model that will maximize value for
our customers and deliver more consistent
and predictable earnings despite swings

in the economy.

As part of this effort, late in 2008, we
combined our Composite Polymers and
Specialty Polymers and Adhesives business
groups under a single leadership team.

This, along with the integration of technology
and marketing functions within the business,
has created a more focused organization
ready to pursue growth in specific market
segments around the globe offering

higher returns. Our objective is to be more
responsive in the marketplace and to develop
products and strategies that best serve the
local markets in which we operate.

During the year, we also added new
technologies and people through
acquisitions in key areas within our
adhesives platform, while scaling back in
noncore areas with less growth potential.
We remain focused on optimizing our

product lines, removing costs from the

business and maximizing plant productivity.

While the present economy presents near-
term challenges caused by reduced demand
and volatile raw material costs, we are
building a strong foundation from which to

grow when market conditions normalize.

Ashland Distribution
represents $4 billion-plus

in revenue to Ashland.
You've called the business a
“complementary adjacency.’
How does it fit with the
specialty chemicals core?

The Ashland Distribution business is a strong
leader in its market spaces. In fact, it is the

#2 distributor of plastics and #3 distributor
of chemicals in North America and has a
significant position in composites, as well as
being a leading plastics distributor in Europe.

The capabilities that Distribution has
developed over the years in serving its
customers are now being leveraged as

one global logistics platform, making the
distribution and logistics model beneficial

to all our Ashland businesses. In addition,
Distribution provides an important channel to

various end markets for Ashland Performance

Materials and offers logistics efficiencies that
enable more cost-effective operations for
Ashland in total.

Further, Ashland Distribution shares, or targets
expansion in, some of the same markets
served by the Hercules businesses, creating
the potential opportunity for sales synergies.
For example, coatings is a critical market

for Aqualon and represents 10 percent of
revenue for Distribution. Hercules also offers
Distribution the opportunity to grow its
presence in key vertical markets like paper

and energy.

From a financial standpoint, Ashland
Distribution contributed $75 million of EBITDA
during the 2008 fiscal year, making the
business a significant contributor to Ashland’s
results. During the year, better discipline

and speed around pricing and an increased
market focus improved Distribution's ability
to respond to rapidly changing market
conditions. In addition, Distribution generated
significant cash through its focus on working
capital management, driven primarily by
improvements to the inventory management
process. While not yet achieving targeted
returns, Distribution stands poised to
accelerate its growth when the economy

recovers and remains a significant contributor

to Ashland’s success.




Q&A

A discussion with management

Valvoline recorded a good
year despite the challenges
of soft demand and rising
raw material costs. Can
Valvoline continue to
compete profitably with the
integrated oil companies?

structure initiatives we have implemented, T o S o

as demonstrated by Valvoline’s results the that help bring down their operating costs.

past two years. We continue to make These are the competitive advantages that

improvements in our global purchasing help Valvoline win in the marketplace.
strategies, and with revenue of $1.7 billion,

we have the necessary scale to

Ashland Water Technologies
has struggled in recent
years. What is the plan
going forward?

compete effectively.

The major challenge Valvoline faces is the Perhaps even more important is that

soft economy and the focus customersare ke our competitors, Iubricants are the

placing on their own costs. Inordertokeep  jiapiood of our Valvoline business, and we

volume, many of Valvoline's competitors We feel we have not realized the full

are intensely dedicated to working closely

are willing to sell lubricants at lower prices. potential of our Water Technologies

with retail and installer customers to bring

Our strategy, however, is to invest in our business. We started making changes

value beyond our products. This includes

brand, our product quality, and in initiatives in this business two years ago and have

marketing that drives car counts and end

that drive growth for our retail and installer focused on improvements in several key

customer demand, management tools and

customers. We continue to develop the areas, including pricing, product line

training to support our customers’business,

products, services and marketing programs profitability and cost to serve.

and strong distribution partners who

that bring superior value to vehicle owners, b4 ide excellent customer support. We Like our other businesses, Water

who now, more than ever, must maintain continue to strengthen our own Valvoline Technologies also continues to be

their venicles as they defer new purchases. | siant Oil Change system, work closely with  negatively affected by increases in raw
This strategy has served us well, backed up  retailers and installers to help them better material costs and the time lag in its

by the business model changes and cost- serve their customers, and offer solutions ability to implement price increases.
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Valvoline

Sales and operating revenue
$ billions

EBITDA

$ millions

Commercial

unit results

Ashland Water Technologies

Sales and operating revenue

$ billions

During the first fiscal quarter of each year,
a large percentage of our full-service and
municipal contracts come up for annual
renewal and renegotiation. In the first
fiscal quarter of 2009, we expect to reprice
a relatively high percentage of these
contracts. This should help alleviate the
margin erosion we've been experiencing
with these accounts. We also expect to
negotiate new terms and conditions

that enable more flexibility in pricing
adjustments in the future. It will take a full
year, however, to implement these changes
to all our contracts and begin realizing the

benefits of these new terms.

We have made considerable progress to
align Water Technologies' cost structure
with the requirements to support the
business. We have already achieved run-

rate annualized cost savings of $14 million

‘04 ‘05 ‘06

versus our targets of $4 million by the
end of fiscal 2008 and $12 million by the
end of fiscal 2009. While Ashland Water
Technologies is being consolidated into
the Hercules Paper Technologies business,
we still intend to realize additional cost
savings from within Water Technologies,
and we will look to Paul Raymond, who has
been named president of Ashland Hercules
Water Technologies, and the integration
team to execute those plans.

Even though we are not satisfied with our
current results, water represents a great
opportunity for Ashland. The end markets
are growing and are much less cyclical
than many of our other businesses. The

basic industry dynamics are solid. We have

EBITDA

$ millions

..... !
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made progress fixing historical problems
and have taken necessary steps to help
achieve a healthy, profitable business. A
significant step is clearly the combination
with Hercules, which creates a $2 billion
paper and water business that will enable
us to leverage both businesses' expertise
and achieve economies of scale and other
synergies. The Ashland Hercules Water
Technologies business will be dedicated to
delivering best-in-class product offerings
that add value for the customers we serve

around the globe.



Our vision

What we seek to become.

Our vision is to be a leading, global specialty

chemicals company whose inspired and engaged O U r m i S S i O n

employees add value to all we touch.
B Why we are here.

We satisfy our customers by delivering results

through quality chemical products and services.

Our desire to grow drives our passion to win in the
O u r v a | U e S marketplace. With a unified, low-cost operating

structure, we'll remain competitive across every
Who we are. business and in every geographic region.

«We act with integrity and honesty.

-\We focus on customer and shareholder success
and compete to win.

- We recognize each person for the difference he O U r O p e rat I n g

or she makes.

- \We drive innovation and results by understanding p r I n C | p | e S

the market and its opportunities. How we work
- \We are committed to the values of responsibility,

sustainability and transparency, - We operate in compliance with the law and

adhere to high ethical standards.
- We create safe and health-conscious work
environments, require compliance and embrace et urslimpassdusion: 1 Sy
environmental stewardship. DL @SR
- We are externally focused. Our businesses are

defined by markets.

- We are process-centered. Our processes are
designed to optimize global performance.

« Ashland leaders are first responsible to Ashland
and second to a business, resource group
Or process.

- We are led by an Executive Committee that
enforces our principles, sets our strategy and
manages our capital.

- We are united by our common vision, mission,
values and operating principles.
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Shareholders are incorporated by reference into Part III of this annual report on Form 10-K to the extent described
herein.
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PART I
ITEM 1. BUSINESS
GENERAL

Ashland Inc. is a Kentucky corporation, with its principal executive offices located at 50 E. RiverCenter Boulevard,
Covington, Kentucky 41011 (Mailing Address: 50 E. RiverCenter Boulevard, P.O. Box 391, Covington, Kentucky 41012-
0391) (Telephone: (859) 815-3333). Ashland was organized in 2004 as the successor to a Kentucky corporation of the same
name organized on October 22, 1936. The terms “Ashland” and the “Company” as used herein include Ashland Inc., its
predecessors and its consolidated subsidiaries, except where the context indicates otherwise.

Ashland has operated its business through four reportable segments: Ashland Performance Materials, Ashland
Distribution, Valvoline and Ashland Water Technologies. Financial information about these segments for each of the fiscal
years in the three-year period ended September 30, 2008, is set forth on pages F-34 through F-36 of this annual report on
Form 10-K.

Ashland Performance Materials is a worldwide manufacturer and supplier of specialty chemicals and customized
services to the building and construction, transportation, metal casting, marine, and packaging and converting markets. Itisa
technology leader in metal casting consumables and design services; unsaturated polyester and vinyl ester resins and
gelcoats; and high-performance adhesives and specialty resins.

Ashland Distribution distributes chemicals, plastics and composite raw materials in North America and plastics in
Europe and also provides environmental services in North America. Ashland Distribution’s suppliers include many of the
world’s leading chemical, composite and plastics manufacturers. This segment specializes in providing material transfer and
packaging services in mixed truckload and less-than-truckload quantities to customers in a wide range of industries.

Valvoline is a leading marketer of premium packaged automotive lubricants, chemicals, appearance products, antifreeze
and filters. In addition, Valvoline is engaged in the “fast oil change” business through outlets operating under the Valvoline
Instant Oil Change® name.

Ashland Water Technologies supplies chemical and non-chemical water treatment solutions for industrial, municipal and
commercial facilities. It provides industrial, commercial and institutional water treatments, wastewater treatment, paint and
coating additives, pulp and paper processing and mining chemistries. In addition, it also provides boiler and cooling water
treatments; fuel treatments; welding, refrigerant and sealing products; and fire fighting, safety and rescue products and
services for the ocean-going marine market. For a discussion of recent changes affecting this business segment, see
“Corporate Developments” in this annual report on Form 10-K.

At September 30, 2008, Ashland and its consolidated subsidiaries had approximately 11,900 employees (excluding
contract employees).

Available Information - Ashland’s Internet address is http://www.ashland.com. There, Ashland makes available, free of
charge, its annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any amendments
to those reports as well as any beneficial ownership reports of officers and directors filed electronically on Forms 3, 4 and 5.
All such reports will be available as soon as reasonably practicable after Ashland electronically files such material with, or
furnishes such material to, the Securities and Exchange Commission (“SEC”). Ashland also makes available free of charge
on its website, its Corporate Governance Guidelines; Board Committee Charters; Director Independence Standards; and its
code of business conduct which applies to Ashland’s directors, officers and employees. These documents are also available
in print to any shareholder who requests them. Information contained on Ashland’s website is not part of this annual report
on Form 10-K and is not incorporated by reference in this document. The public may read and copy any materials Ashland
files with the SEC at the SEC’s Public Reference Room at 100 F Street, NE., Washington, DC 20549. The public may
obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC
maintains an Internet site (http://www.sec.gov) that contains reports, proxy and information statements and other information
regarding issuers that file electronically with the SEC.

CORPORATE DEVELOPMENTS

On November 13, 2008, Ashland completed the acquisition of Hercules Incorporated (“Hercules”), through a subsidiary
merger transaction (the “Hercules Transaction). As a result of the Hercules Transaction, Hercules has become a wholly
owned subsidiary of Ashland. Each share of Hercules Common Stock outstanding at the effective time of the merger was
exchanged for (i) 0.0930 of a share of Ashland Common Stock and (ii) $18.60 in cash. The cash portion of the Hercules



Transaction was funded through a combination of cash on hand and debt financing. For additional information regarding the
Hercules Transaction, see Note Q of “Notes to Consolidated Financial Statements” in this annual report on Form 10-K.

Prior to the Hercules Transaction, Hercules operated through the following two reportable business segments:

Paper Technologies and Ventures - The Paper Technologies business group is one of the key global suppliers of
functional and process chemicals for the paper industry, offering a wide and highly sophisticated range of technology and
applications expertise with in-mill capabilities for use throughout the paper-making process. The Ventures business group
targets key industry verticals with distinct products such as: pulping chemicals; water treatment chemicals; lubricants; and
adhesives, resin modifiers and coatings for the building and converting industries. Paper Technologies and Ventures
properties are located in Beringen, Belgium; Burlington, Ontario, Canada; Busnago, Italy; Chicopee, Massachusetts, U.S.;
Franklin, Virginia, U.S.; Hattiesburg, Mississippi, U.S.; Helsingborg, Sweden; Kim Cheon, Korea; Louisiana, Missouri,
U.S.; Macon, Georgia, U.S.; Mexico City, Mexico; Milwaukee, Wisconsin, U.S.; Natou, Taiwan; Paulinia, Brazil; Portland,
Oregon, U.S.; Savannah, Georgia, U.S.; Shanghai, China; Sobernheim, Germany; Tampere, Finland; Tarragona, Spain;
Voreppe, France; and Zwijndrecht, The Netherlands. Hercules owns a manufacturing facility in Pilar, Argentina that has
been leased to a major U.S. company under a five-year lease. Hercules purchases its products for sale in Argentina from this
plant under a five-year supply and distribution agreement which ends in 2009. In Paper Technologies, customers and
competitors are consolidating to enhance market positions and product offerings on a worldwide basis.

Agqualon Group - Products offered by the Aqualon Group are primarily designed to manage the properties of aqueous
(water-based) systems. Most of the products are derived from renewable natural raw materials and are sold as key
ingredients to other manufacturers where they are used as small-quantity additives to provide functionality such as
thickening, water retention, film formation, emulsifying action and binding power. Major end uses for the Aqualon Group’s
products include personal care products, food additives, pharmaceutical products, construction materials, paints, coatings and
oil and gas recovery, where polymers are used to modify viscosity, gel strength and/or fluid loss. The Aqualon Group also
manufactures wood and gum rosin resins and is the world’s only producer of pale wood rosin derivatives. Product
applications and markets include food and beverage, construction specialties, adhesives and rubber and plastic modifiers.
Aqualon Group properties are located in Alizay, France; Doel, Belgium; Dalton, Georgia, U.S.; Hopewell, Virginia, U.S.;
Jiangmen City, China; Kenedy, Texas, U.S.; Luzhou and Suzhou, China (40% joint venture interest); Nanjing, China (land-
use rights acquired in 2006 for facility construction beginning in 2007); Parlin, New Jersey, U.S.; Zwijndrecht, The
Netherlands; and Brunswick, Georgia, U.S. Aqualon is facing competitive threats from emerging Asian producers. To
address this threat, one element of Aqualon’s strategy includes reducing costs in existing facilities and adding production
capacity in the growing, low-cost Asian region.

The reportable business segments through which Ashland operated prior to the consummation of the Hercules
Transaction are discussed below. As a result of the Hercules Transaction, certain changes have been made to Ashland’s
business segments. Ashland Water Technologies segment has been integrated with Hercules’ Paper Technologies and
Ventures segment to form Ashland Hercules Water Technologies segment. In addition, a new specialty additives and
ingredients segment has been formed, Ashland Aqualon Functional Ingredients.

ASHLAND PERFORMANCE MATERIALS

Ashland Performance Materials is a worldwide manufacturer and supplier of specialty chemicals and customized
services to the building and construction, transportation, metal casting, marine, and packaging and converting markets. Itis a
technology leader in metal casting consumables and design services; unsaturated polyester and vinyl ester resins and
gelcoats; and high-performance adhesives and specialty resins. Through this segment, Ashland owns and operates 34
manufacturing facilities and participates in eight manufacturing joint ventures in 15 countries. This segment competes
globally in selected niche markets, largely on the basis of technology and service. The number of competitors in the
specialty chemical business varies from product to product, and it is not practical to identify such competitors because of the
broad range of products and markets served by those products. However, many of Ashland Performance Materials’
businesses hold proprietary technologies, and Ashland believes it has a leading or strong market position in many of its
specialty chemical products.

Composite Polymers - This business group manufactures and sells a broad range of corrosion-resistant, fire-retardant,
general-purpose and high-performance grades of unsaturated polyester and vinyl ester resins, gelcoats and low profile
additives for the reinforced plastics industry. Key markets include the transportation, construction, marine and wind energy
industries. Composite Polymers markets vinyl ester resins under the brand name DERAKANE®, HETRON® and
AROPOL®. This business group has manufacturing plants in Jacksonville and Fort Smith, Arkansas; Los Angeles,
California; Bartow, Florida; Pittsburgh and Philadelphia, Pennsylvania; Johnson Creek, Wisconsin; Campinas, Brazil;
Kelowna and Mississauga, Canada; Changzhou and Kunshan, China; Porvoo and Lahti, Finland; Sauveterre, France;
Miszewo, Poland; Benicarlo, Spain; and, through separate joint ventures, has manufacturing plants in Sao Paulo, Brazil and
Jeddah, Saudi Arabia.



Specialty Polymers and Adhesives - This business group manufactures and sells adhesive solutions to the packaging and
converting, building and construction, and transportation markets. In addition to these adhesive products, the business also
manufactures and markets specialty coatings and adhesive solutions across the printing industry. Key technologies and
markets include: acrylic polymers for pressure-sensitive adhesives; polyvinyl emulsions, urethane adhesives for flexible
packaging applications; aqueous and radiation curable adhesives and specialty coatings for the printing and converting
applications; hot melt adhesives for various packaging applications; emulsion polymer isocyanate adhesives for structural
wood bonding; elastomeric polymer adhesives and butyl rubber roofing tapes for commercial roofing applications; acrylic,
polyurethane and epoxy structural adhesives for bonding fiberglass reinforced plastics, composites, thermoplastics and
metals in automotive, marine, recreational and industrial applications; specialty phenolic resins for paper impregnation and
friction material bonding. The group has manufacturing plants in Calumet City, Illinois; Totowa, New Jersey; Greensboro,
North Carolina; Ashland and Columbus, Ohio; White City, Oregon; Milwaukee, Wisconsin; Piedmont, South Carolina;
Elkton, Maryland; and Kidderminster, England.

Casting Solutions - This business group manufactures and sells metal casting chemicals worldwide, including sand-
binding resin systems, refractory coatings, release agents, engineered sand additives and riser sleeves. This group also
provides casting process modeling, core making process modeling and rapid prototyping services. This business group
serves the global metal casting industry from nine owned and operated manufacturing sites located in Campinas, Brazil;
Mississauga, Canada; Changzhou, China; Milan, Italy; Castro-Urdilales and Idiazabal, Spain; Kidderminster, England; and
Cleveland, Ohio (two sites). Casting Solutions also has seven joint venture manufacturing facilities located in Vienna,
Austria; Le Goulet, France; Bendorf and Wuelfrath, Germany; Ulsan, South Korea; Arceniega, Spain and Alvsjo, Sweden.

In June 2008, Ashland and Siid-Chemie AG signed a nonbinding memorandum of understanding to form a new, global
50-50 joint venture to serve foundries and the metal casting industry. The joint venture would combine three businesses:
Ashland’s Casting Solutions business group, the foundry-related businesses of Siid-Chemie, and Ashland-Siidchemie—
Kernfest GmbH, the existing European-based joint venture between Ashland and Siid-Chemie. This transaction is
anticipated to close during fiscal 2009. In connection with this proposed joint venture, Ashland Performance Materials
combined the Composite Polymers and the Specialty Polymers and Adhesives business groups under a single leadership
team and business model effective October 1, 2008.

ASHLAND DISTRIBUTION

Ashland Distribution distributes chemicals, plastics and composite raw materials in North America and plastics in
Europe. Ashland Distribution also provides environmental services, including hazardous and nonhazardous waste collection,
recovery, recycling and disposal, in North America. Deliveries are made in North America through a network of 60 owned
or leased facilities, 70 third-party warehouses, rail terminals and tank terminals and 4 locations that perform contract
packaging activities for Ashland Distribution. Distribution of thermoplastic resins in Europe is conducted in 18 countries
primarily through 14 third-party warehouses and one owned warehouse. Each of Ashland Distribution’s lines of business
(chemicals, plastics, composites and environmental services) competes with national, regional and local companies
throughout North America. The plastics distribution business also competes with other distribution companies in Europe.
Competition within each line of business is based primarily on breadth of product portfolio, service offerings, reliability of
supply and price.

Chemicals - Ashland Distribution distributes specialty and industrial chemicals, additives and solvents to industrial users
in North America as well as some export operations. Markets served include the paint and coatings, personal care, inks,
adhesives, polymer, rubber, industrial and institutional compounding, automotive, appliance, oil and gas and paper
industries.

Plastics - Ashland Distribution offers a broad range of thermoplastic resins, and specialized technical service to
processors in North America as well as some export operations. Processors include injection molders, extruders, blow
molders and rotational molders. Ashland Distribution provides plastic material transfer and packaging services and less-
than-truckload quantities of packaged thermoplastics. Ashland Distribution also markets a broad range of thermoplastics to
processors in Europe via distribution centers located in Belgium, Denmark, England, Finland, France, Germany, Ireland,
Italy, The Netherlands, Norway, Poland, Portugal, Spain and Sweden.

Composites - Ashland Distribution supplies mixed truckload and less-than-truckload quantities of polyester thermoset
resins, fiberglass and other specialty reinforcements, catalysts and allied products to customers in the cast polymer,
corrosion, marine, building and construction, and other specialty reinforced plastics industries through distribution facilities
located throughout North America. It also offers Ashland’s own line of resins and gel coats, serving the fiber-reinforced
plastics and cast-polymer industries.



Environmental Services - Working in cooperation with chemical waste service companies, Ashland Distribution
provides customers, including major automobile manufacturers, with comprehensive, nationwide hazardous and
nonhazardous waste collection, recovery, recycling and disposal services. These services are offered through a North
American network of more than 20 distribution centers, including ten storage facilities that have been fully permitted by the
United States Environmental Protection Agency (“USEPA”).

Ashland Distribution has significant relationships with suppliers of its products and services. For a discussion of the
risks affecting Ashland Distribution’s supplier relationships, see “Item 1A. Risk Factors” in this annual report on Form 10-K.

VALVOLINE

Valvoline markets premium packaged automotive lubricants, chemicals, appearance products, antifreeze and filters, with
sales in more than 100 countries. The Valvoline® trademark was federally registered in 1873 and is the oldest trademark for
lubricating oil in the United States. Valvoline competes in the highly competitive automotive lubricants and consumer
products car care businesses, principally through its offerings of premium products and services, coupled with a strong brand
marketing, customer support, and distribution capabilities. Some of the major brands of motor oils and lubricants with which
Valvoline competes globally are Castrol®, Mobil® and Pennzoil®. In the “fast oil change” business, Valvoline competes
with other leading independent fast lube chains on a national, regional or local basis as well as automobile dealers and
service stations. Important competitive factors for Valvoline in the “fast oil change” market include: Valvoline’s brand
recognition; maintaining market presence through Valvoline Instant Oil Change® and Valvoline Express Care® outlets; and
quality of service, speed, location, convenience and sales promotion.

Valvoline markets the following key brands of products and services to the private passenger car, light truck and heavy
duty markets: Valvoline® lubricants; Valvoline Premium Blue® commercial lubricants; MaxLife® automotive products for
vehicles with 75,000 or more miles; Valvoline Professional Series® automotive chemicals; Pyroil® automotive chemicals;
Eagle One® automotive appearance products; Car Brite® automotive reconditioning products; Zerex® antifreeze; Tectyl®
industrial products; and Valvoline Instant Oil Change® automotive services.

Valvoline operates lubricant blending and packaging plants in Santa Fe Springs, California; Cincinnati, Ohio; East
Rochester, Pennsylvania; and Deer Park, Texas. Automotive chemical manufacturing and distribution is conducted in
Hernando, Mississippi. Bulk blending and distribution facilities are located in College Park, Georgia; Willow Springs,
Illinois; St. Louis, Missouri; and Mississauga, Canada. Direct market distribution operations are conducted out of centers
located in Orlando, Florida; College Park, Georgia; Willow Springs, Illinois; Indianapolis, Indiana; St. Louis, Missouri;
Cincinnati, Ohio; East Rochester, Pennsylvania; Memphis, Tennessee; and Dallas, Texas.

Additives (from key suppliers such as Lubrizol Corporation) and base oils (from key suppliers such as Motiva
Enterprises LLC) constitute a large portion of the raw materials required to manufacture Valvoline’s products. In addition to
raw materials, Valvoline sources a significant portion of its packaging from key suppliers such as Graham Packaging Inc.
For a discussion of the risks affecting Valvoline’s supplier relationships, see “Item 1A. Risk Factors™ in this annual report on
Form 10-K.

In North America, Valvoline is comprised of the following business groups:

o Do It Yourself (“DIY”) - The DIY business group sells Valvoline products to consumers who perform their
own auto maintenance. Valvoline products are sold through retail auto parts stores such as Autozone and
Advance Auto Parts, mass merchandisers such as WalMart, and warehouse distributors and their affiliated
jobber stores such as NAPA and Carquest.

o [nstaller Channels - The Installer Channels business group sells branded products and services to installers
(such as car dealers, general repair shops and quick lubes) and to auto auctions through a network of
independent distributors and company-owned and operated “direct market” operations. This business also
includes distribution to quick lubes branded “Valvoline Express Care®,” which consists of 368 independently
owned and operated stores.



e Valvoline Instant Oil Change® (“VIOC”) - The VIOC chain is one of the largest competitors in the U.S. “fast
oil change” service business, providing Valvoline with a significant presence in the Installer Channels segment
of the passenger car and light truck motor oil market. As of September 30, 2008, 261 company-owned and 585
independently-owned and operated franchise centers were operating in 39 states. VIOC has continued its
customer service innovation through its upgraded and enhanced preventive maintenance tracking system for
consumers and fleet operators. This computer-based system maintains service records on all customer vehicles
and contains a database on most car models, which allows service technicians to make service
recommendations based primarily on manufacturer’s recommendations.

o Commercial & Industrial (“C&I”) - The C&I business group sells branded products and services to on-
highway fleets, construction companies and original equipment manufacturers (OEMs) through company-
owned and operated “direct market” operations, national accounts and a network of distributors. C&I direct
market distribution operations are conducted out of centers located in Orlando, Florida; Willow Springs,
[llinois; Indianapolis, Indiana; Cincinnati, Ohio; East Rochester, Pennsylvania; and Dallas, Texas. The C&I
business group also has a strategic alliance with Cummins Inc. (“Cummins”) to distribute heavy duty lubricants
to the commercial market and Eaton Inc. (“Eaton”) to distribute co-branded hydraulic fluids to the commercial
and industrial markets.

Outside North America, Valvoline is comprised of one business group:

e Valvoline International - Valvoline International markets Valvoline®, Eagle One® and Zerex® branded
products through wholly-owned affiliates, joint ventures, licensees and independent distributors in more than
100 countries. The profitability of the business is dispersed geographically, although more than half of the
profit comes from mature markets in Europe and Australia. There are rapidly growing businesses in the
emerging markets, including joint ventures with Cummins in Argentina, Brazil, China and India. In addition,
Valvoline operates joint ventures with local entities in Ecuador, Thailand and Venezuela. Valvoline
International markets products for both consumer and commercial vehicles and equipment and is served by
company-owned plants in the United States, Australia and The Netherlands and by toll manufacturers.

ASHLAND WATER TECHNOLOGIES

Ashland Water Technologies provides specialized chemicals and consulting services for the utility water treatment
market, which includes boiler water, cooling water, fuel and waste streams. Programs include performance-based feed and
control automation and remote system surveillance. This segment also provides process water treatments for the municipal,
extraction/mining, pulp and paper processing, food processing, oil refining and chemical processing markets. It also
provides technical products and shipboard services for the ocean-going marine market. Comprehensive marine programs
include water and fuel treatment; maintenance, including specialized cleaners, welding and refrigerant products and sealants;
and fire fighting, safety and rescue products and services. Ashland Water Technologies also provides specialized chemical
additives for the paint and coatings industry.

Ashland Water Technologies owns and operates 11 manufacturing facilities in eight countries and participates in three
joint ventures. Ashland Water Technologies’ diverse spectrum of products competes globally in niche markets. The number
of competitors varies from product to product and markets served.

It conducts operations throughout the Americas, Europe and Asia Pacific and has manufacturing plants in Kearny, New
Jersey; Houston, Texas; Greensboro, North Carolina; Americana, Brazil; Chester Hill, Australia; Nanjing, China; Beijing,
China; Singapore; Somercotes, England; Krefeld, Germany; and Perm, Russia and, through separate joint ventures, has
production facilities in Seoul, South Korea and Navi Mumbai, India.

As a result of the Hercules Transaction, Ashland Water Technologies segment has been integrated with Hercules’ Paper
Technologies and Ventures segment to form Ashland Hercules Water Technologies segment.

MISCELLANEOUS
Environmental Matters

Ashland has implemented a companywide environmental policy overseen by the Environmental, Health and Safety
Committee of Ashland’s Board of Directors. Ashland’s Environmental, Health and Safety (“EH&S”) department has the
responsibility to ensure that Ashland’s operating groups worldwide maintain environmental compliance in accordance with
applicable laws and regulations. This responsibility is carried out via training; widespread communication of EH&S
policies; information and regulatory updates; formulation of relevant policies, procedures and work practices; design and

5



implementation of EH&S management systems; internal auditing by an independent auditing group; monitoring of legislative
and regulatory developments that may affect Ashland’s operations; assistance to the operating divisions in identifying
compliance issues and opportunities for voluntary actions that go beyond compliance; and incident response planning and
implementation.

Federal, state and local laws and regulations relating to the protection of the environment have a significant impact on
how Ashland conducts its businesses. Ashland’s operations outside the United States are subject to the environmental laws
of the countries in which they are located. These laws include regulation of air emissions and water discharges, waste
handling, remediation and product inventory/registration/regulation. New laws and regulations may be enacted or adopted
by various regulatory agencies globally. The costs of compliance with new rules cannot be estimated until the manner in
which they will be implemented has been more precisely defined.

At September 30, 2008, Ashland’s reserves for environmental remediation amounted to $149 million, reflecting
Ashland’s estimates of the most likely costs that will be incurred over an extended period to remediate identified conditions
for which the costs are reasonably estimable, without regard to any third-party recoveries. Engineering studies, judgments
and estimates are used, along with historical experience and other factors, to identify and evaluate remediation alternatives
and their related costs in determining the estimated reserves for environmental remediation. Environmental remediation
reserves are subject to numerous inherent uncertainties that affect Ashland’s ability to estimate its share of the costs. Such
uncertainties involve the nature and extent of contamination at each site, the extent of required cleanup efforts under existing
environmental regulations, widely varying costs of alternate cleanup methods, changes in environmental regulations, the
potential effect of continuing improvements in remediation technology, and the number and financial strength of other
potentially responsible parties at multiparty sites. Although it is not possible to predict with certainty the ultimate costs of
environmental remediation, Ashland currently estimates that the upper end of the reasonably possible range of future costs
for identified sites could be as high as approximately $230 million. Ashland does not believe that any current individual
remediation location is material to Ashland, as its largest reserve for any site does not exceed 15% of the remediation
reserve. Ashland regularly adjusts its reserves as environmental remediation continues. Environmental remediation expense,
net of receivable activity, amounted to $7 million in 2008, compared to $7 million in 2007 and $47 million in 2006.

Air - In the United States, the Clean Air Act (the “CAA”) imposes stringent limits on facility air emissions, establishes a
federally mandated operating permit program, allows for civil and criminal enforcement actions and sets limits on the
volatile or toxic content of many types of industrial and consumer products. Additionally, it establishes air quality
attainment deadlines and control requirements based on the severity of air pollution in a given geographical area. Various
state clean air acts implement, complement and, in many instances, add to the requirements of the federal CAA. The
requirements of the CAA and its state counterparts have a significant impact on the daily operation of Ashland’s businesses
and, in many cases, on product formulation and other long-term business decisions. Other countries where Ashland operates
also have laws and regulations relating to air quality. Ashland’s businesses maintain numerous permits pursuant to these
clean air laws.

The United States Environmental Protection Agency (“USEPA”) is currently implementing the ozone and particulate
matters standards they proposed in 1997. State and local air agencies were required to submit their plans to meet the 1997
ozone standard by 2007, and states have begun to propose strategies for meeting this standard. Proposed ozone strategies
have included emission controls for certain types of emission sources, reduced limits on the volatile content of industrial and
consumer products and many requirements on the transportation sector. States had until April 2008 to propose strategies for
meeting the 1997 particulate matter standard. Additionally, in 2006 USEPA proposed new and more stringent standards,
specifically for particulate matter and in 2007 for ozone. It is not possible at this time to estimate any potential financial
impact that the newly proposed standards may have on Ashland’s operations. Ashland will continue to monitor and evaluate
the newly proposed standards.

Climate Change - Ashland has been collecting energy use data and calculating greenhouse gas (GHG) emissions for
several years and is evaluating the potential risks from climate change to facilities, products, and other business interests, and
the strategies to respond to those risks. In light of the uncertainty of these risks and any related opportunities, as well as the
evolving nature of legislative and regulatory efforts in the U.S. and around the world, Ashland cannot predict whether GHG-
related developments will affect its operations or financial condition.

Water - Ashland’s businesses maintain numerous discharge permits. In the United States, such permits may be required
by the National Pollutant Discharge Elimination System of the Clean Water Act and similar state programs. Other countries
have similar laws and regulations requiring permits and controls.



Solid Waste - Ashland’s businesses are subject to various laws around the world relating to and establishing standards
for the management of hazardous and solid waste. In the United States, the Resource Conservation and Recovery Act
(“RCRA”) applies. While many U.S. facilities are subject to the RCRA rules governing generators of hazardous waste,
certain facilities also have hazardous waste storage permits. Ashland has implemented systems to oversee compliance with
the RCRA regulations and, where applicable, permit conditions. In addition to regulating current waste disposal practices,
RCRA also addresses the environmental effects of certain past waste disposal operations, the recycling of wastes and the
storage of regulated substances in underground tanks. Other countries where Ashland operates also have laws and
regulations relating to hazardous and solid waste.

Remediation - Ashland currently operates, and in the past has operated, various facilities where, during the normal
course of business, releases of hazardous substances have occurred. Additionally, Ashland has known or alleged potential
environmental liabilities at a number of third-party sites for which Ashland has financial responsibility. Federal and state
laws, including but not limited to RCRA, the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA”) and various remediation laws, require that contamination caused by such releases be assessed and, if
necessary, remediated to meet applicable standards. Some of these laws also provide for liability for related damage to
natural resources and claims for alleged property and personal injury damage can also arise related to contaminated sites.
Laws in other jurisdictions where Ashland operates require that contamination caused by such releases at these sites be
assessed and, if necessary, remediated to meet applicable standards.

Product Control, Registration and Inventory - Many of Ashland’s products and operations in the United States are
subject to the Toxic Substance Control Act (“TSCA”); the Food, Drug and Cosmetics Act; the Chemical Diversion and
Trafficking Act; the Chemical Weapons Convention; and other product-related regulations. For further information about a
TSCA compliance audit, see “Item 3. Legal Proceedings” in this annual report on Form 10-K. The European Commission
issued a new regulatory framework for the chemicals industry in the European Union (“EU”). The regulation is known as
REACH (Registration, Evaluation and Authorization of Chemicals) and applies to existing and new chemical substances
produced or imported into the EU in quantities of greater than one ton per year. Ashland is actively monitoring this
regulation and has identified chemical substances that Ashland will pre-register for REACH by the deadline of December 1,
2008. Under REACH additional testing, documentation and risk assessments will occur and may adversely affect Ashland’s
costs of products produced in or for export to the EU. Other countries have similar rules to TSCA and REACH.

Research

Ashland conducts a program of market-focused research and development to understand unmet needs in the
marketplace, to frame those unmet needs in a platform in which Ashland has capability to deliver, and to determine how to
develop or access the intellectual property required to meet the identified market needs. Research and development costs are
expensed as they are incurred and totaled $52 million in 2008 ($50 million in 2007 and $48 million in 2006). Hercules’
research and development efforts have historically been directed toward the discovery and development of new products and
processes, the improvement and refinement of existing products and processes, the development of new applications for
existing products, and cost improvement initiatives. Hercules incurred costs of $44 million in research and development
activities in its fiscal year ended December 31, 2007 as compared to $39 million and $41 million in its 2006 and 2005 fiscal
years, respectively.

Forward-Looking Statements

This annual report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Words such as “anticipates,” “believes,”
“estimates,” “expects,” “is likely,” “predicts,” and variations of such words and similar expressions are intended to identify
such forward-looking statements. Although Ashland believes that its expectations are based on reasonable assumptions, it
cannot assure that the expectations contained in such statements will be achieved. Important factors that could cause actual
results to differ materially from those contained in such statements are discussed under “Use of estimates, risks and
uncertainties” in Note A of “Notes to Consolidated Financial Statements” in this annual report on Form 10-K. For a
discussion of other factors and risks affecting Ashland’s operations, see “Item 1A. Risk Factors” in this annual report on
Form 10-K.

EEINT3

ITEM 1A. RISK FACTORS

The following discussion of “risk factors” identifies the most significant factors that may adversely affect Ashland’s
business, operations, financial position or future financial performance. This information should be read in conjunction with



Management’s Discussion and Analysis (“MD&A”) and the consolidated financial statements and related notes incorporated
by reference into this report. The following discussion of risks is designed to highlight what Ashland believes are important
factors to consider when evaluating its expectations. These factors could cause future results to differ from those in forward-
looking statements and from historical trends.

Several of Ashland’s businesses are cyclical in nature, and economic downturns or declines in demand, particularly
for certain durable goods, may negatively impact its revenues and profitability.

The profitability of Ashland is susceptible to downturns in the economy, particularly in those segments related to
durable goods, including the housing, construction, automotive and marine industries. Both overall demand for Ashland’s
products and services and its profitability will likely change as a direct result of an economic recession, inflation, changes in
hydrocarbon (and its derivatives) and other raw materials prices or changes in governmental monetary or fiscal policies.

Ashland’s substantial indebtedness may impair its financial condition and prevent it from fulfilling its obligations
under the debt instruments.

As a result of the Hercules Transaction, Ashland has incurred a substantial amount of debt. Ashland’s substantial
indebtedness could have important consequences including:

= limiting Ashland’s ability to borrow additional amounts to fund working capital, capital expenditures, acquisitions,
debt service requirements, execution of its growth strategy and other purposes;

= requiring Ashland to dedicate a substantial portion of its cash flow from operations to pay interest on its debt, which
would reduce availability of Ashland’s cash flow to fund working capital, capital expenditures, acquisitions,
execution of its growth strategy and other general corporate purposes;

=  making Ashland more vulnerable to adverse changes in general economic, industry and government regulations and
in its business by limiting its flexibility in planning for, and making it more difficult for Ashland to react quickly to,
changing conditions;

= placing Ashland at a competitive disadvantage compared with those of its competitors that have less debt; and

=  exposing Ashland to risks inherent in interest rate fluctuations because some of its borrowings will be at variable
rates of interest, which could result in higher interest expense in the event of increases in interest rates.

In addition, Ashland may not be able to generate sufficient cash flow from its operations to repay its indebtedness when
it becomes due and to meet its other cash needs. If Ashland is not able to pay its debts as they become due, Ashland will be
required to pursue one or more alternative strategies, such as selling assets, refinancing or restructuring its indebtedness or
selling additional debt or equity securities. Ashland may not be able to refinance its debt or sell additional debt or equity
securities or its assets on favorable terms, if at all, and if Ashland must sell its assets, it may negatively affect its ability to
generate revenues.

The restrictive covenants in Ashland’s new credit facilities may affect Ashland’s ability to operate its business
successfully.

The terms of Ashland’s new credit facilities contain various provisions that limit its ability to, among other things: grant
liens; incur additional indebtedness, guarantees or other contingent obligations; engage in mergers and consolidations; make
sales, transfers and other dispositions of property and assets; make loans, acquisitions, joint ventures and other investments;
declare dividends, make distributions or redeem or repurchase capital stock; change the nature of business; and enter into
transactions with its affiliates.

These covenants could adversely affect Ashland’s ability to finance its future operations or capital needs and pursue
available business opportunities.

In addition, Ashland’s new credit facilities require it to maintain specified financial ratios and satisfy certain financial
condition tests. Events beyond Ashland’s control, including changes in general economic and business conditions, may
affect its ability to meet those financial ratios and financial condition tests. Ashland cannot assure that it will meet those tests
or that the lenders will waive any failure to meet those tests. A breach of any of these covenants or any other restrictive
covenants contained in Ashland’s new credit facilities would result in an event of default. If an event of default under
Ashland’s new credit facilities occurs, the holders of the affected indebtedness could declare all amounts outstanding,
together with accrued interest, to be immediately due and payable, which, in turn, could cause the default and acceleration of
the maturity of certain of Ashland’s other indebtedness. If Ashland was unable to pay such amounts, the lenders under its
new credit facilities could proceed against the collateral pledged to them. Ashland has pledged a substantial portion of its
assets to the lenders under its new credit facilities.



Ashland may not realize all of the anticipated benefits of the Hercules Transaction.

Ashland’s ability to realize the anticipated benefits of the Hercules Transaction will depend, in part, on Ashland’s ability
to integrate the businesses of Hercules successfully and efficiently with its businesses. The combination of two independent
companies is a complex, costly and time-consuming process. As a result, the combined company will be required to devote
significant management attention and resources to integrating Ashland’s diverse business practices and operations with those
of Hercules. The failure of the combined company to meet the challenges involved in integration or otherwise to realize any
of the anticipated benefits of the Hercules Transaction could cause an interruption of, or a loss of momentum in, the activities
of the combined company and could seriously harm Ashland’s results of operations. In addition, the overall integration of
the two companies may result in unanticipated problems, expenses, liabilities, competitive responses, loss of customer and
other relationships, and diversion of management’s attention, and may cause Ashland’s stock price to decline.

In addition, even if Ashland’s operations are integrated successfully with Hercules’ operations, the combined company
may not realize the full benefits of the Hercules Transaction, including the synergies, cost savings, or sales or growth
opportunities that are expected. Such benefits may not be achieved within the anticipated time frame, or at all. Further,
because Ashland’s businesses differ from Hercules’ businesses, the results of operations of the combined company may be
affected by factors different from those affecting Ashland prior to the Hercules Transaction, and may suffer as a result of the
merger. As a result, the realization of the full benefits anticipated from the merger may not be achieved.

The competitive nature of Ashland’s markets may delay or prevent the company from passing increases in raw
materials costs on to its customers. In addition, certain of Ashland’s suppliers may be unable to deliver products or
raw materials or may withdraw from contractual arrangements. The occurrence of either event could adversely
affect Ashland’s results of operations.

Rising and volatile raw material prices, especially those of hydrocarbon derivatives, may negatively impact Ashland’s
costs. Ashland is not always able to raise prices in response to such increased costs, and its ability to pass on the costs of
such price increases is dependent upon market conditions. Likewise, Ashland purchases certain products and raw materials
from suppliers, often pursuant to written supply contracts. If those suppliers are unable to timely meet Ashland’s orders or
choose to terminate or otherwise avoid contractual arrangements, Ashland may not be able to make alternative supply
arrangements. If Ashland is unable to obtain and retain qualified suppliers under commercially acceptable terms, its ability
to manufacture and deliver products in a timely, competitive and profitable manner could be adversely affected.

Ashland is responsible for, and has financial exposure to, liabilities from pending and threatened claims, including
those alleging personal injury caused by exposure to asbestos, which reduce Ashland’s cash flows and could reduce
profitability.

There are various claims, lawsuits and administrative proceedings pending or threatened, including those alleging
personal injury caused by exposure to asbestos, against Ashland and its current and former subsidiaries. Such actions are
with respect to commercial matters, product liability, toxic tort liability and other matters which seek remedies or damages,
some of which are for substantial amounts. In addition, as a result of the Hercules Transaction, Ashland acquired Hercules
subject to all of its litigation, including asbestos liabilities. While these actions are being contested, their outcome is not
predictable. Ashland’s business could be materially and adversely affected by financial exposure to these liabilities.

Ashland has incurred, and may continue to incur, substantial operating costs and capital expenditures as a result of
environmental, health and safety liabilities and requirements, which could reduce Ashland’s profitability.

Ashland is subject to various U.S. and foreign laws and regulations relating to environmental protection and worker
health and safety. These laws and regulations regulate discharges of pollutants into the air and water, the management and
disposal of hazardous substances and the cleanup of contaminated properties. The costs of complying with these laws and
regulations can be substantial and may increase as applicable requirements and their enforcement become more stringent and
new rules are implemented. If Ashland violates the requirements of these laws and regulations, it may be forced to pay
substantial fines, to complete additional costly projects or to modify or curtail its operations to limit contaminant emissions.

Ashland is responsible for, and has financial exposure to, substantially all of the environmental and other liabilities of
Ashland and substantially all of the environmental and other liabilities of its subsidiaries including Hercules and its former
subsidiaries. Ashland has investigated and remediated a number of its current and former properties. Engineering studies,
historical experience and other factors are used to identify and evaluate remediation alternatives and their related costs in
determining the estimated reserves for environmental remediation. Environmental remediation reserves are subject to
numerous inherent uncertainties that affect Ashland’s ability to estimate its share of the applicable costs. Such uncertainties
involve the nature and extent of contamination at each site, the extent of required cleanup efforts under existing
environmental regulations, widely varying costs of alternate cleanup methods, changes in environmental regulations, the
potential effect of continuing improvements in remediation technology and the number and financial strength of other
potentially responsible parties at multiparty sites. As a result, Ashland’s ultimate costs could exceed its reserves.



Ashland’s pension and post-retirement benefit plan obligations are currently underfunded. Ashland may have to
make significant cash payments to some or all of these plans, which would reduce the cash available for Ashland’s
businesses.

Ashland has unfunded obligations under its domestic and foreign pension and post-retirement benefit plans. A
significant decline in the value of the plan investments or unfavorable changes in applicable laws or regulations could
materially change the timing and amount of required plan funding, which would reduce the cash available for Ashland’s
businesses.

Ashland’s customers or markets may migrate to developing countries where it may have an insufficient presence.
Also, Ashland may need to shift manufacturing of certain products to lower-cost countries or developing economies to
remain competitive in its industry.

Ashland’s North American customers are subject to increasing foreign competition from developing economies. If the
demand for products manufactured by its North American customers declines, then demand for Ashland’s products in North
America will also decline, with the potential to negatively impact Ashland’s results.

In recent years, new production capacity in the chemical industry has been shifting to countries with developing
economies where demand is growing more rapidly and the cost of production is lower. Ashland is investing in such
countries and there are certain political and other risks associated with doing business in such countries. Moreover, as
Ashland continues to invest in additional overseas facilities, its capital expenditures will increase to reflect the cost of
construction of these facilities, which could impact Ashland’s cash flow. This additional manufacturing capacity may also
make some of Ashland’s existing sites redundant, triggering potential write-offs and severance payments. In addition, as
Ashland and its competitors shift production to lower-cost locations, worldwide pricing for certain products may decline,
negatively impacting Ashland’s margins for those products.

Provisions of Ashland’s articles of incorporation and by-laws and Kentucky law could deter takeover attempts and
adversely affect Ashland’s stock price.

Provisions of Ashland’s articles of incorporation and by-laws could make acquiring control of Ashland without the
support of its Board of Directors difficult for a third party, even if the change of control might be beneficial to Ashland
shareholders. Ashland’s articles of incorporation and by-laws contain:

= provisions relating to the classification, nomination and removal of its directors;
= provisions limiting the right of shareholders to call special meetings of its Board of Directors and shareholders;

= provisions regulating the ability of its shareholders to bring matters for action at annual meetings of its shareholders;
and

= the authorization given to its Board of Directors to issue and set the terms of preferred stock.

Ashland’s articles of incorporation and the laws of Kentucky impose some restrictions on mergers and other business
combinations between Ashland and any beneficial owner of 10% or more of the voting power of its outstanding common
stock. The existence of these provisions may deprive shareholders of any opportunity to sell their shares at a premium over
the prevailing market price for Ashland Common Stock. The potential inability of Ashland shareholders to obtain a control
premium could adversely affect the market price for Ashland Common Stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Ashland’s corporate headquarters, which is leased, is located in Covington, Kentucky. Principal offices of other major
operations are located in Dublin, Ohio (Ashland Distribution and Ashland Water Technologies); Barendrecht, Netherlands
(Ashland Performance Materials); Lexington, Kentucky (Valvoline); and Russell, Kentucky (Administrative Services). All
of these offices are leased, except for the Russell office and one building in Dublin, Ohio, which are owned. Principal
manufacturing, marketing and other materially important physical properties of Ashland and its subsidiaries are described
under the appropriate segment under “Item 1” in this annual report on Form 10-K. Additional information concerning
certain leases may be found in Note I of “Notes to Consolidated Financial Statements” in this annual report on Form 10-K.

Hercules’ corporate headquarters and major research center are located in Wilmington, Delaware. Hercules also owns a
number of plants and facilities in strategic locations worldwide, as described under “Corporate Developments” in Item 1 of

this annual report on Form 10-K. All of Hercules’ principal properties are owned by Hercules, except for its corporate
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headquarters office building in Wilmington, Delaware, its European headquarters office building in Schafthausen,
Switzerland and its Asian headquarters in Shanghai, China, all of which are leased.

ITEM 3. LEGAL PROCEEDINGS
The following is a description of Ashland’s material legal proceedings, including legal proceedings related to Hercules.

Ashland Legal Proceedings

Asbestos-Related Litigation — Ashland is subject to liabilities from claims alleging personal injury caused by exposure to
asbestos. Such claims result primarily from indemnification obligations undertaken in 1990 in connection with the sale of
Riley Stoker Corporation (“Riley”), a former subsidiary. Although Riley was neither a producer nor a manufacturer of
asbestos, its industrial boilers contained some asbestos-containing components provided by other companies.

The majority of lawsuits filed involve multiple plaintiffs and multiple defendants, with the number of defendants in
many cases exceeding 100. The monetary damages sought in the asbestos-related complaints that have been filed in state or
federal courts vary as a result of jurisdictional requirements and practices, though the vast majority of these complaints either
do not specify monetary damages sought or merely recite that the monetary damages sought meet or exceed the required
jurisdictional minimum in which the complaint was filed. Plaintiffs have asserted specific dollar claims for damages in
approximately 5% of the 40,241 active lawsuits pending as of September 30, 2008. In these active lawsuits, approximately
0.7% of the active lawsuits involve claims between $0 and $100,000; approximately 1.9% of the active lawsuits involve
claims between $100,000 and $1 million; approximately 1% of the active lawsuits involve claims between $1 million and
$5 million; less than 0.1% of the active lawsuits involve claims between $5 million and $10 million; approximately 1% of the
active lawsuits involve claims between $10 million and $15 million; and less than .02% of the active lawsuits involve claims
between $15 million and $100 million. The variability of requested damages, coupled with the actual experience of
resolving claims over an extended period, demonstrates that damages requested in any particular lawsuit or complaint bear
little or no relevance to the merits or disposition value of a particular case. Rather, the amount potentially recoverable by a
specific plaintiff or group of plaintiffs is determined by other factors such as product identification or lack thereof, the type
and severity of the disease alleged, the number and culpability of other defendants, the impact of bankruptcies of other
companies that are co-defendants in claims, specific defenses available to certain defendants, other potential causative factors
and the specific jurisdiction in which the claim is made.

For additional information regarding liabilities arising from asbestos-related litigation, see “Management’s Discussion
and Analysis — Application of Critical Accounting Policies — Asbestos-related litigation” and Note O of “Notes to
Consolidated Financial Statements” in this annual report on Form 10-K.

Environmental Proceedings — (1) Under the federal Comprehensive Environmental Response, Compensation and
Liability Act (as amended) and similar state laws, Ashland may be subject to joint and several liability for clean-up costs in
connection with alleged releases of hazardous substances at sites where it has been identified as a “potentially responsible
party” (“PRP”). As of September 30, 2008, Ashland had been named a PRP at 62 waste treatment or disposal sites. These
sites are currently subject to ongoing investigation and remedial activities, overseen by the USEPA or a state agency, in
which Ashland is typically participating as a member of a PRP group. Generally, the type of relief sought includes
remediation of contaminated soil and/or groundwater, reimbursement for past costs of site clean-up and administrative
oversight and/or long-term monitoring of environmental conditions at the sites. The ultimate costs are not predictable with
assurance.

(2) TSCA Audit — On April 30, 2007, in an action initiated by Ashland, Ashland signed a Consent Agreement and Final
Order (“CAFO”) with the USEPA pursuant to which Ashland will conduct a compliance audit in accordance with Section 5
and Section 13 of the TSCA. TSCA regulates activities with respect to manufacturing, importing and exporting chemical
substances in the United States. Pursuant to the CAFO, Ashland will report any violations discovered. In addition, the
CAFO provides for certain reduced penalties for discovered violations. While it is reasonable to believe the penalties for
violations reported could exceed $100,000 in the aggregate, any such penalties should not be material to Ashland. The date
for completion of the audit has been extended from May 2009 to July 2009.

For additional information regarding environmental matters and reserves, see “Management’s Discussion and Analysis —
Application of Critical Accounting Policies — Environmental remediation” and Note O of “Notes to Consolidated Financial
Statements” in this annual report on Form 10-K.

MTBE Litigation — Ashland is a defendant along with many other companies in approximately 30 cases alleging methyl
tertiary-butyl ether (“MTBE”) contamination in groundwater. Nearly all of these cases have been consolidated in a multi-
district litigation in the Southern District of New York for preliminary proceedings. The plaintiffs generally are water
providers or governmental authorities and they allege that refiners, manufacturers and sellers of gasoline containing MTBE
are liable for introducing a defective product into the stream of commerce. Ashland’s involvement in these cases relates to
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gasoline containing MTBE allegedly produced and sold by Ashland, or one or more of its subsidiaries, in the period prior to
the formation of Marathon Ashland Petroleum LLC (“MAP”). Ashland only distributed MTBE or gasoline containing
MTBE in a limited number of states and has been dismissed in a number of cases in which it was established that Ashland
did not market MTBE or gasoline containing MTBE in the state or region at issue. The MTBE cases seek both
compensatory and punitive damages under a variety of statutory and common law theories. Ashland, along with a number of
other defendants who operated refineries, has reached a settlement with the plaintiffs in 21 of the cases in which Ashland is a
defendant. The settlement will not result in a material impact to Ashland above amounts already reserved. The potential
impact of the unresolved cases and any future similar cases is uncertain.

Hercules Legal Proceedings

Asbestos-Related Litigation - Hercules is a defendant in numerous asbestos-related personal injury lawsuits involving
claims which typically arise from alleged exposure to asbestos fibers from resin encapsulated pipe and tank products which
were sold by one of the Hercules’ former subsidiaries to a limited industrial market (“products claims”). Hercules is also a
defendant in lawsuits alleging exposure to asbestos at facilities formerly or presently owned or operated by Hercules
(“premises claims™). Claims are received and settled or otherwise resolved on an on-going basis.

The majority of lawsuits filed involve multiple plaintiffs and multiple defendants. The monetary damages sought in the
asbestos-related complaints that have been filed in state or federal courts vary as a result of jurisdictional requirements and
practices, though the vast majority of these complaints either do not specify monetary damages sought or merely recite that
the monetary damages sought meet or exceed the required jurisdictional minimum in which the complaint was filed. As of
September 30, 2008, there were approximately 25,563 unresolved claims, of which approximately 895 were premises claims
and the rest were products claims. There were also approximately 1,745 unpaid claims which have been settled or are
subject to the terms of a settlement agreement. Between January 1, 2008 and September 30, 2008, Hercules received
approximately 1,304 new claims. During that same period, Hercules spent a net amount of $20.7 million to resolve and
defend asbestos matters, including $15.7 million directly related to settlement payments and $5.0 million for defense costs.

Hercules reached a confidential settlement agreement with many of its solvent excess insurers whereby a significant
portion of the costs incurred by Hercules with respect to future asbestos product liability claims will be reimbursed, subject
to those claims meeting certain qualifying criteria (the “Future Coverage Agreement”). That agreement is not expected to
result in reimbursement to Hercules unless and until defense costs and settlement payments for qualifying asbestos products
claims paid by Hercules subsequent to the effective date of the agreement aggregate to approximately $330 million to $370
million, of which approximately $123 million has been credited as of September 30, 2008. If and when such amounts are
paid by Hercules, the insurers’ obligations pursuant to the terms of the Future Coverage Agreement would be triggered, and
the participating insurers would thereafter be required to pay their allocated share of defense costs and settlement payments
for asbestos product liability claims that qualify for reimbursement subject to the limits of their liability pursuant to the terms
of the Future Coverage Agreement, with Hercules being responsible for the share of such costs and payments that are not
reimbursed by such participating insurers, as well as for such costs and payments for those claims that do not qualify for
reimbursement under the terms of the agreement.

Environmental Proceedings — (1) As of September 30, 2008, Hercules has been identified as a PRP by U.S. federal and
state authorities, or by private parties seeking contribution, for the cost of environmental investigation and/or cleanup at 41
sites. Hercules becomes aware of sites in which it may be named a PRP through correspondence from the USEPA or other
government agencies or from previously named PRPs, who either request information or notify Hercules of its potential
liability.

(2) United States of America v. Vertac Chemical Corporation, et al. - This case, a cost-recovery action commenced in
1980 and based upon the CERCLA, as well as other statutes, involves liability for costs incurred by the USEPA in
connection with the investigation and remediation of the Vertac Chemical Corporation (“Vertac”) site in Jacksonville,
Arkansas. Following extended litigation and appeals, a final judgment against Hercules for $124.5 million was entered in
2005 by the U.S. District Court for the Eastern District of Arkansas, and ultimately upheld by the appellate courts.
Following payment of the judgment, on July 20, 2007, Hercules received a claim from the USEPA seeking reimbursement of
approximately $19 million for response costs incurred since June 1, 1998. Hercules agreed to resolve USEPA’s claim for
those additional response costs, including interest, for $14.5 million. This settlement is subject to public comment and Court
approval. Hercules adjusted its accrual to $14.5 million with respect to this matter as of September 30, 2008.

(3) In the Matter of Eastman Company and Hercules Incorporated - On December 23, 2005, USEPA Region III issued
a Notice of Violation (“NOV”) to Hercules and to Eastman Chemical Company (“Eastman”) alleging various violations of
the Clean Air Act, primarily focused on the Act’s requirements governing emissions of volatile organic compounds, at a
manufacturing facility located in West Elizabeth, Pennsylvania. That facility was sold to Eastman as part of Hercules’
divestiture of its resins business in May 2001. The USEPA has not specifically made a demand for monetary penalties upon
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Hercules and Eastman. Investigation of this matter is continuing. At this time, Hercules cannot reasonably estimate its
liability, if any, with respect to this matter.

(4) Environmental Compliance - In April 2005, Hercules’ Franklin, Virginia manufacturing facilities were subject to a
multi-media environmental compliance investigation by the USEPA and the Virginia Department of Environmental Quality
(“VADEQ”), and in April 2007, Hercules’ Hopewell, Virginia manufacturing facilities were subject to a Clean Air Act
compliance investigation by USEPA and the VADEQ. In April 2008, the results of both investigations were provided to
Hercules. The results of both investigations uncovered areas of potential noncompliance with various environmental
requirements which are being evaluated. At this time, Hercules cannot reasonably estimate its potential liability, if any, with
respect to these matters.

(5) Naval Weapons Industrial Reserve Plant - The Naval Weapons Industrial Reserve Plant in McGregor, Texas (the
“Site”), is a government-owned facility which was operated by various contractors on behalf of the U.S. Department of the
Navy (the “Navy”) from 1942 to 1995. Hercules operated the Site from 1978 to 1995. The U.S. Department of Justice, on
behalf of the Navy, has advised Hercules and other former contractors that, pursuant to CERCLA, the Government has
incurred costs of over $50 million with respect to certain environmental liabilities which the Government alleges are
attributable, at least in part, to Hercules’ and the other former contractors’ past operation of the Site. Hercules and the other
former contractors have executed a tolling agreement with the Government and have been engaged in discussions with the
Government concerning the Site. Based on the investigation undertaken by Hercules to date, Hercules believes that there
may be substantial defenses to some or all of the Government’s claims. At this time, Hercules cannot reasonably estimate its
potential liability, if any, with respect to the Site.

Agent Orange Litigation — Agent Orange is a defoliant that was manufactured by several companies, including Hercules,
at the direction of the U.S. Government, and used by the U.S. Government in military operations in both Korea and Vietnam
from 1965 to 1970. In 1984, as part of a class action settlement, Hercules and other defendants settled the claims of persons
who were in the U.S., New Zealand and Australian Armed Forces who alleged injury due to exposure to Agent Orange.
Following that settlement, all claims for alleged injuries due to exposure to Agent Orange by persons who had served in the
Armed Forces of those countries were treated as covered by that class action settlement.

On June 9, 2003, the U.S. Supreme Court affirmed the decision of the U.S. Court of Appeals for the Second Circuit in a
case captioned Dow Chemical Company, et al. v. Daniel Raymond Stephenson, et al. where plaintiffs Stephenson and
Isaacson (in separate but consolidated cases) alleged that they were injured from exposure to Agent Orange and that such
injury did not manifest until after exhaustion of the settlement fund created through the 1984 class action settlement. As a
result of that decision, the claims of persons who allege injuries due to exposure to Agent Orange and whose injuries first
manifest themselves after exhaustion of the settlement fund created through the 1984 class action settlement may no longer
be barred by the 1984 class action settlement and such persons may now be able to pursue claims against Hercules and the
other former manufacturers of Agent Orange.

Currently, Hercules is a defendant in approximately thirty-one lawsuits (including two purported class actions) where
plaintiffs allege that exposure to Agent Orange caused them to sustain various personal injuries. On February 9, 2004, the
U.S. District Court for the Eastern District of New York issued a series of rulings, which held that plaintiffs’ claims against
the defendant manufacturers of Agent Orange that were brought in the state courts are properly removable to federal court
under the “federal officer removal statute” and that such claims are subject to dismissal by application of the “government
contractor defense.” The District Court dismissed plaintiffs’ claims in all of the lawsuits that were before it at that time.
Plaintiffs appealed those dismissals to the U.S. Court of Appeals for the Second Circuit. The Court of Appeals affirmed the
District Court’s dismissal of these actions and also denied the plaintiffs’ petition for rehearing en banc. On or about October
6, 2008, Plaintiffs in these actions filed Petitions for Writ of Certiorari with the U.S. Supreme Court seeking review of the
rulings of the trial court and the U.S. Court of Appeals for the Second Circuit.

In addition, in January 2004, Hercules was sued in a purported class action filed in the United States District Court for
the Eastern District of New York by The Vietnam Association for Victims of Agent Orange/Dioxin and several individuals
who claim to represent between two and four million Vietnamese who allege that Agent Orange used by the United States
during the Vietnam War caused them or their families to sustain personal injuries. That complaint alleges violations of
international law and war crimes, as well as violations of the common law for products liability, negligence and international
torts. On motion of the defendants, the District Court dismissed this lawsuit and the Second Circuit Court of Appeals
affirmed the dismissal and denied the plaintiffs’ petition for rehearing en banc. Plaintiffs have filed a Petition for Writ of
Certiorari with the U.S. Supreme Court seeking review of the rulings of the trial court and the U.S. Court of Appeals for the
Second Circuit.

In addition, in 1999, approximately 17,200 Korean veterans of the Vietham War filed suit in Seoul, Korea, against The
Dow Chemical Company (“Dow”) and Monsanto Company (“Monsanto”) for their alleged injuries from exposure to Agent
Orange. Following the commencement of those lawsuits, Dow and Monsanto petitioned the court to issue Notices of
Pendency to each of the non-defendant manufacturers of Agent Orange, including Hercules, in an attempt to bind those
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companies to factual and legal findings which may be made in the Korean courts if Dow and Monsanto are held liable to
plaintiffs and sue those companies for contribution. The District Court dismissed the plaintiffs’ claims, and the plaintiffs
appealed. On January 26, 2006, the intermediate appellate court in Seoul reversed the District Court and awarded damages
of $65.2 million plus pre- and post-judgment interest to approximately 6,800 of the approximately 17,200 plaintiffs that filed
these lawsuits. Hercules has been informed that Dow and Monsanto have appealed. If Dow and Monsanto are not
successful on appeal, it is possible that they might initiate an action seeking contribution from the non-defendant
manufacturers of Agent Orange, including Hercules. Further, if the intermediate appellate court’s decision is ultimately
upheld, it is possible that new lawsuits could be brought in Korea against the Agent Orange manufacturers, including
Hercules, by other Korean veterans of the Vietnam War.

Hercules believes that it has substantial meritorious defenses to all of the Agent Orange-related claims described above
and those that may yet be brought, and will vigorously defend all actions now pending or that may be brought in the future.

Other Pending Legal Proceedings

In addition to the matters described above, there are various claims, lawsuits and administrative proceedings pending or
threatened against Ashland and its current and former subsidiaries, including Hercules. Such actions are with respect to
commercial matters, product liability, toxic tort liability and other environmental matters, which seek remedies or damages,
some of which are for substantial amounts. While these actions are being contested, their outcome is not predictable.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders, through the solicitation of proxies or otherwise, during the
quarter ended September 30, 2008.

ITEM X. EXECUTIVE OFFICERS OF ASHLAND

The following is a list of Ashland’s executive officers, their ages and their positions and offices during the last five years
(listed alphabetically after the Chief Executive Officer as to current members of Ashland’s Executive Committee and other
executive officers).

JAMES J. O’BRIEN (age 54) is Chairman of the Board, Chief Executive Officer and a Director of Ashland and has
served in such capacities since 2002.

LAMAR M. CHAMBERS (age 54) is Senior Vice President, Chief Financial Officer and Controller of Ashland and has
served in such capacities since June 2008 and 2004, respectively. During the past five years, he has also served as Vice
President of Ashland and Senior Vice President - Finance & Administration of Ashland Paving And Construction, Inc. (a
former subsidiary of Ashland).

DAVID L. HAUSRATH (age 56) is Senior Vice President and General Counsel of Ashland and has served in such
capacities since 2004 and 1999, respectively. During the past five years, he has also served as Secretary and Vice President
of Ashland.

ROBERT M. CRAYCRAFT, II (age 39) is Vice President of Ashland and President of Ashland Distribution and has
served in such capacities since November 13, 2008. During the past five years, he has also served as Vice President-U.S.
Chemicals of Ashland Distribution and Senior Vice President and General Manager-Retail Business; Vice President-
Business Transformation; and Vice President and General Manager-Distributor Sales of Valvoline.

SUSAN B. ESLER (age 47) is Vice President - Human Resources and Communications of Ashland and has served in
such capacity since 2006. During the past five years, she has also served as Vice President - Human Resources of Ashland.

THEODORE L. HARRIS (age 43) is Vice President of Ashland and President of Global Supply Chain; Environmental,
Health and Safety; and Information Technology and has served in such capacities since 2006 and November 13, 2008,
respectively. During the past five years, he has also served as President of Ashland Distribution, Vice President and General
Manager of the Composite Polymers Division and General Manager-Food Ingredients Division of FMC Corporation.

J. WILLIAM HEITMAN (age 54) is Vice President of Ashland and has served in such capacity since November 10,
2008. He was elected Controller of Ashland on November 19, 2008 effective December 1, 2008. During the past five years,
he has also served as Controller of the North American Operations of The Goodyear Tire & Rubber Company and Vice
President of Finance and Interim Chief Financial Officer of Ferro Corporation.
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SAMUEL J. MITCHELL, JR. (age 47) is Vice President of Ashland and President of Ashland Consumer Markets
(Valvoline) and has served in such capacities since 2002.

JOHN E. PANICHELLA (age 49) is Vice President of Ashland and President of Ashland Aqualon Functional
Ingredients 