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Securing

top-line growth

Specialty Chemicals reported a stable second quarter compared with last
year. Higher raw material and energy prices led to a lower overall EBITDA
margin. Autonomous growth was up 13 percent, with price increases
contributing 8 percent and volume growth of 5 percent. Negative currency
impact was 7 percent. EBITDA, in constant currencies, was up 10 percent.

Functional Chemicals

We increased profitability in many businesses.
By managing sales and production cost, we
curbed the effect of currencies, raw material
prices, planned maintenance stops and
several cases of force majeure declarations
from suppliers.

Our Polysulfides, Chelates and Sulfur Prod-
ucts businesses have been clearly improving
during 2008. Ethylene Amines — which in-
curred a planned maintenance stop in May/
June — will provide more capacity going for-
ward. Cellulosic Specialties suffered from the
slowdown in the construction industries in the
US and some European countries.

Elotex®, a building adhesives business, re-
mained below last year’s levels due to softer
market volumes in all regions and price pres-
sure on operating margins.

Pulp & Paper Chemicals

We announced the acquisition of the Levasil®
silica sol business from H.C. Starck in
Germany and will consolidate this business
as from the third quarter of 2008.

During the second quarter, we incurred
delayed deliveries in the Pulp and Paper
business due to more and longer mainte-
nance stops initiated by our customers at their
sites. Furthermore, results were lower due to
certain one-off costs.

Energy prices were at high levels. In the
Scandinavian countries, this was due to
temporary disturbances in the region’s energy
supply. The energy cost reduced margins
in the Bleaching segment. Wood export from
Russia remained restricted, thus affecting
the results of Paper Chemicals in the
Scandinavian market.

Base Chemicals

Both our Salt and MCA (monochloroacetic
acid) businesses delivered solid performances
during the quarter, underscored by high
volume sales. In Base Chemicals, our Energy
business in particular faced significantly
increased gas prices, which we partly recov-
ered in our operating margins. A maintenance
stop at Chlor-Alkali’'s Rotterdam production
cluster impacted the utilization rates.

We introduced small-scale remotely controlled
chlorine production units, located at our
customers’ manufacturing sites. This new
product has attracted excellent market
interest as the process is an environmentally
advanced choice and it is an alternative to
chlorine transportation. Thus our customers
benefit from enhanced reliability and safety.

Surface Chemistry

Surface Chemistry’s operating results were
clearly above 2007 levels. The agrochemicals,
mining and cleaning activities were particu-
larly strong during the second quarter, with
improved volumes and margins. Utilization for
products was high, with demand exceeding
capacity in several product lines. Operating
costs remained below the previous year due
partly to the mid-2007 closure of the McCook
production plant.

Chemicals Pakistan

Overall revenue for Chemicals Pakistan
improved 16 percent over the previous year,
driven by higher sales in the Pakistan PTA
business due to both sales price and volume.
Results at our other Chemicals Pakistan busi-
nesses (polyester and soda ash) were also
ahead of the previous year.

Polymer Chemicals

Polymer Chemicals’ second quarter results
were on a par with the previous year. Strong
volumes and prices in Europe and Asia for
Cross-linking and Thermoset Peroxides and
the Polymer Additives business compensated
for High Polymer Specialties’ outcome. In
May, we acquired two product lines from
the Chinese organic peroxide producer
Qiangsheng Chemicals.
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Condensed financial statements

Consolidated statement of income

2ND JANUARY
2ND QUARTER 2ND JANUARY - JUNE JANUARY
QUARTER PRO FORMA QUARTER IN € MILLIONS - JUNE PRO FORMA - JUNE
2008 2007" 2007 2008 2007" 2007
Continuing operations
3,870 3,791 2,685 Revenue 7,376 7,277 5,186
(2,413) (2,292) (1,628) Cost of sales (4,634) (4,492) (3,160)
1,457 1,499 1,057 Gross profit 2,742 2,785 2,026
(811) (826) (568) Selling expenses (1,604) (1,610) 1,117)
(80) 87) (69) Research and development expenses (163) (176) (140)
(260) (268) (165) General and administrative expenses (564) (547) (327)
(7) M (4) Other operating income (6) 71 21
299 359 251 Operating income (EBIT) 405 523 463
51 68 37 Financing income 79 122 70
(76) (96) 62) Financing expenses (145) (193) (122)
274 331 226 Operating income less financing income and expenses 339 452 411
5 10 43) Results from associates and joint ventures 9 23 (31)
279 341 183 Profit before tax 348 475 380
92) (96) (48) Income tax (111) (134) (103)
187 245 135 Profit for the period from continuing operations 237 341 277
Discontinued operations
19 - 146 Profit for the period from discontinued operations 101 - 258
245 281 Profit for the period 341 535
Attributable to:
184 225 270 - Equity holders of the company (net income) 302 303 516
22 20 11 - Minority interests 36 38 19
245 281 Profit for the period 341 535
Income per share from continuing operations
before incidentals (in €):
0.91 0.87 0.58 - Basic 1.42 1.36 1.04
0.91 0.86 0.58 - Diluted 1.42 1.35 1.04
Income per share from continuing operations
after incidentals (in €):
0.64 0.79 0.43 - Basic 0.77 1.06 0.90
0.64 0.79 0.43 - Diluted 0.77 1.06 0.89
Income per share from discontinued operations (in €):
0.07 - 0.52 - Basic 0.39 - 0.90
0.07 - 0.51 - Diluted 0.39 - 0.90
Income per share from total operations (in €):
0.71 0.79 0.95 - Basic 1.16 1.06 1.80
0.71 0.79 0.94 - Diluted 1.16 1.06 1.79

"Pro forma figures adjusted for comparative figures
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2ND JANUARY
2ND QUARTER JANUARY - JUNE
QUARTER PRO FORMA IN € MILLIONS - JUNE PRO FORMA
2008 2007 A% 2008 2007 A%
Revenue
1,412 1,473 (4) Decorative Paints 2,577 2,688 (4)
1,175 1,161 1 Performance Coatings 2,271 2,260 -
1,219 1,147 6 Specialty Chemicals 2,418 2,284 6
64 10 Other activities/eliminations 110 45

3,870

EBITDA before incidentals

7,376

195 204 (4) Decorative Paints 297 303 )
161 150 7 Performance Coatings 288 284 1

195 198 2) Specialty Chemicals 400 400 -
(25) (10) Other activities/eliminations (61) (42)

EBIT before incidentals and amortization/depreciation
of fair value adjustments related to the ICI acquisition

166 176 ©) Decorative Paints 238 246 3)
141 130 8 Performance Coatings 248 243 2
144 139 4 Specialty Chemicals 293 284 3
(33) (16) Other activities/eliminations (76) (53)

703
9.5

EBIT before incidentals and after amortization/depreciation
of fair value adjustments related to the ICI acquisition

146 151 ®) Decorative Paints 198 196
137 125 10 Performance Coatings 240 234
131 131 - Specialty Chemicals 274 268

(29) (16) Other activities/eliminations (70) (53)
385 642

9.9

EBIT (operating income)

8.7

137 140 2) Decorative Paints 150 152 (1)

147 124 19 Performance Coatings 227 225 1

130 130 - Specialty Chemicals 268 262 2
(115) (35) Other activities/eliminations (240) (116)

299
1.7

405
5.5

Incidentals included in EBIT

(72) - Transformation cost (156) -
- - Fair value adjustment of inventories (42) (48)
1) (45) Restructuring charges (40) 81)
1) - Results on divestments 4 )
) 2) Charges related to major legal, antitrust and environmental cases (©)) )

Special benefits/(charges)

(86)

(237)



Condensed consolidated balance sheet

DECEMBER 31

IN € MILLIONS JUNE 30 PRO FORMA DECEMBER 31

2008 2007 2007
Property, plant and equipment 3,089 3,179 2,203
Goodwill' 4,601 4,880 463
Other intangible assets 3,477 3,600 206
Deferred tax assets 736 750 630
Investments in associates and joint ventures 176 205 142
Other financial non-current assets 726 774 630
Total non-current assets 12,805 13,388 4,274
Inventories 1,650 1,672 1,177
Current tax assets 40 34 25
Trade and other receivables 3,319 2,995 2,139
Cash and cash equivalents 2,667 1,530 11,628
Assets held for sale 1,515 5,633 -
Total current assets 9,191 11,864 14,969
Total assets 25,252 19,243
Shareholders’ equity 10,332 11,559 11,032
Minority interest 563 596 97
Total equity 10,895 12,155 11,129
Provisions 2,238 2,708 1,598
Deferred tax liabilities 726 1,029 133
Long-term borrowings 1,253 2,321 1,954
Total non-current liabilities 4,217 6,058 3,685
Short-term borrowings 2,470 2,041 1,635
Current tax liabilities 632 490 278
Trade and other payables 2,857 2,994 1,998
Current portion of provisions 767 771 518
Liabilities held for sale 158 743 -
Total current liabilities 6,884 7,039 4,429
Total equity and liabilities 25,252 19,243
Shareholders’ equity per share (in €) 41.49 44.07 42.06
Number of shares outstanding (in millions) 249.0 262.3 262.3
Invested capital 14,149 14,400 5,197

'Change compared to 2007 pro forma due to currency translation in goodwill

Highlights

e A €1 billion bond is approaching maturity date and was transfered to short-term borrowings

e The bridge facility and commercial paper loans were redeemed with proceeds from the Henkel on-sale

e Invested capital includes €8.1 billion goodwill and other intangibles, mainly from the ICl acquisition

¢ Assets held for sale include the Specialty Starches business from ICI, entities that are sold to Henkel and not yet disentangled,
and AkzoNobel businesses to be sold as agreed with the European authorities.
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Condensed consolidated statement of cash flows

JANUARY
JANUARY - JUNE JANUARY
IN € MILLIONS - JUNE PRO FORMA - JUNE
2008 2007 2007°
Profit for the period 338 341 535
Income discontinued operations (101) - (258)
Amortization and depreciation 221 225 176
Amortization/depreciation fair value adjustments 61 75 -
Inventory step-up 42 48 -
Impairment losses 66 10 10
Financing income and expenses (57) (155) (85)
Results from associates and joint ventures 9) (23) (19)
Pre-tax result on divestments 4) 3 60
Income tax (38) ) (7)
Changes in working capital (568) (563) (322)
Changes in provisions (313) 279) (101)
Net cash from operating activities (362) (320) (11)
Capital expenditures (220) (213) (158)
Interest received 52 119 86
Associates and joint ventures 29 28 28
Acquisition of consolidated companies? (10,455) (22) (15)
Proceeds from sale of interests® 3,643 66 150
Other changes (24) (72) 4
Net cash from investing activities (6,975) (94) 95
Proceeds from borrowings (190) (131)
Issue of shares 10 100
Buyback of shares (706) (548)
Termination of currency swap - 87
Dividends (384) (278)
Net cash from financing activities (1,270) (770)
Net cash used for continuing operations (686)
Cash flows from discontinued operations (170) 208
Net change in cash and cash equivalents of continued
and discontinued operations (478)
Cash and cash equivalents at January 1 11,067 1,631
Effect of exchange rate changes on cash and cash equivalents (56) 3
Cash and cash equivalents at June 30 1,156

' Reclassified for comparative purposes
2 Net of € 1.1 billion cash
3 Net of cash

Highlights

¢ Net year-to-date cash outflow from operating activities €362 million, slightly higher than last year

e Capital expenditures remained broadly unchanged

e Proceeds from on-sale to Henkel were €3.6 billion after a pension settlement and before final settlement adjustments.



Changes in equity
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OTHER
(STATUTORY)
CHANGE RESERVES
SUBSCRIBED ADDITIONAL IN FAIR CUMULATIVE AND UNDIS- SHARE-
SHARE PAID-IN VALUE OF TRANSLATION TRIBUTED HOLDERS’ MINORITY TOTAL
IN € MILLIONS CAPITAL CAPITAL DERIVATIVES RESERVES PROFIT EQUITY INTERESTS EQUITY
Balance at January 1, 2007 574 1,841 ) 30 1,701 4,144 119 4,263
Changes in fair value of derivatives - - 8 - - 8 - 8
Changes in exchange rates in respect
of foreign operations - - - 34 - 34 2 36
Income/(expenses) directly recognized
in equity - - 8 34 - 42 2 44
Profit for the period - - - - 516 516 19 535
Total income/(expenses) - - 8 34 516 558 21 579
Dividend paid - - - - (259) (259) (19) (278)
Equity-settled transactions - - - - 9 9 - 9
Issue of common shares 3 97 - - - 100 - 100
Buyback of shares - - - - (596) (596) - (596)
Changes in minority interest in subsidiaries - - - - - - (13) (13)
Balance at June 30, 2007 577 1,938 6 64 1,371 3,956 108 4,064
Balance at January 1, 2008 525 363 (510) (51) 10,705 11,032 97 11,129
Changes in fair value of derivatives - - 2 - - 2 - )
Transfer to goodwiill - - 551 - - 551 - 551
Changes in exchange rates in respect
of foreign operations - - - (495) - (495) (48) (543)
Income/(expenses) directly recognized
in equity - - 549 (495) - 54 (48) 6
Profit for the period - - - - 302 302 36 338
Total income/(expenses) - - 549 (495) 302 356 (12) 344
Dividend paid - - - - (365) (365) (19) (384)
Equity-settled transactions - - - - 32 32 - 32
Issue of common shares 2 8 - - - 10 - 10
Buyback of shares - - - - (733) (733) - (733)
Acquisition and divestments - - - - - - 487 487
Changes in minority interest in subsidiaries - - - - - - 10 10

Balance at June 30, 2008



Invested capital

On a pro forma basis, invested capital
decreased from €14.4 billion at year-end to
€14.1 billion as at June 30, 2008, mainly due to
currency effects.

As at June 30, 2008, invested capital included
the following amounts of goodwill and other
intangibles per segment:

OTHER
IN € MILLIONS GOODWILL INTANGIBLES
Decorative Paints 3,447 2,736
Performance Coatings 452 217
Specialty Chemicals 702 524

AkzoNobel

Impact of the ICI acquisition

The purchase price of ICl was at the end of
the second quarter of 2008 still allocated to
assets and liabilities on a preliminary basis.
The major intangibles recognized are acquired
brands, the most significant being Dulux®.
Several brands are expected to have an
indefinite life. As a result, they will not be
amortized but tested for impairment. Measuring
ICI's assets and liabilities at fair value increased
amortization and depreciation for the assets
with a definite useful life. The amount for the
second quarter of 2008 was €33 million
(2007: €37 million). For the years 2008-2010,
a charge of €125-130 million per annum is
expected.

Working capital

Working capital increased by €0.6 billion, mainly
due to the seasonal pattern at Decorative Paints
and the autonomous growth of our businesses.

Equity

Shareholders’ equity at the end of the second
quarter of 2008 amounted to €10.3 billion.
The change in equity between the end of the
second quarter of 2007 and the beginning of
2008 — apart from operational profit — resulted
mainly from the gain on the Organon
BioSciences divestment, the 2007 share
buyback program and a deferred loss from
hedging activities related to the ICI acquisition.

In the first half of 2008, profit was added to
equity. In relation to the ICI acquisition, an
amount of €551 million deferred loss on
the hedge was transfered to goodwill.
The deferred gain from hedging the on-
sale to Henkel was offset against the related
cumulative translation reserves. Other changes
in equity related mainly to dividends paid and
to foreign currency translation.

Mid March, AkzoNobel started a new €3 billion
share buyback program which represents
approximately 7.5 percent of the outstanding
shares. An amount of 14.2 million shares was
re-purchased for an average price of €51.16
at the end of the second quarter.

Cash position

During the second quarter of 2008, cash and
cash equivalents improved significantly as the
on-sale to Henkel was finalized on April 3,
2008. This resulted in cash receipts of
€3.6 billion before final settlement adjust-
ments. The incoming proceeds were used to
redeem our outstanding bridge facility of
€0.6 billion and reduced the commercial
paper program in April and May by €1.2 billion.
Remaining proceeds were used for our share
buyback program, which started in the first
quarter of 2008. Total cash spent on the
program during the second quarter of 2008
was €0.7 billion. Our shareholders received
€0.4 billion as dividend. Surplus cash per
June 30, 2008, held for further share buyback
during the coming months, was invested in
short-term deposits.

Workforce

Our workforce at June 30, 2008, for continuing
operations increased from 59,475 to 60,110
employees. The growth is explained by our
operations that are typically expanded in the
second quarter. Around 4,000 employees
worked for businesses to be divested.

Amsterdam, July 29, 2008
The Board of Management
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Additional information

Notes
The report for the 3rd quarter of 2008 will be
published on October 29, 2008.

This report is unaudited.

This interim financial report is in compliance
with IAS 34 — Interim Financial Reporting. The
same accounting policies and methods of
computation have been applied as in the
2007 financial statements, a copy of which
can be found on the company’s website
www.akzonobel.com.

Pro forma information: in addition to the
quarterly figures as issued by AkzoNobel in
2007, this report presents pro forma compara-
tives for 2007. These reflect the AkzoNobel
outcomes as if it acquired ICI at January 1,
2007, and include the effects of the preliminary
purchase price allocation. The main impact of
the purchase price allocation on the state-
ment of income is higher amortization of in-
tangibles, higher depreciation of property,
plant and equipment, and higher cost of sales.
The latter is due to the fair value of inventories
recognized on acquisition date which results
in higher cost of sales as inventories are sold,
mainly in the first quarter. Due to the fact that
the purchase price allocation is determined
on a provisional basis, the pro forma out-
comes are subject to change. The pro forma
information for the full year 2007, per quarter,
and per business area was published on
April 18, 2008, and can be found on the
company’s website www.akzonobel.com. The
published pro forma outcomes were adjusted to
reflect the integration of Specialty Polymers into
Surface Chemistry and Functional Chemicals,
and to present EBIT on a comparative basis.

Revenue consists of sales of goods, services,
and royalty income.

Autonomous growth is defined as the
change in revenue attributable to changed
volumes and selling prices. It excludes
effects from currency and acquisition and
divestment.

Incidentals are transformation costs, special
charges and benefits, results on divestments,
restructuring and impairment charges, and
charges related to major legal, antitrust, and
environmental cases. EBIT and EBITDA before
incidentals and EBIT before incidentals and
amortization and depreciation of fair value
adjustments are key figures management
uses to assess the company’s performance,
as these figures better reflect the underlying
trends in the results of the activities.

EBIT margin is operating income (EBIT) as
percentage of revenue.

EBITDA is EBIT before depreciation and am-
ortization and refers in this report to EBITDA
before incidentals.

Invested capital is total assets (excluding
cash and cash equivalents, investments in
associates, assets held for sale) less current
income tax payable and less trade and other
payables.

Net interest-bearing borrowings are long-
term borrowings plus short-term borrowings
less cash and cash equivalents.

Interest coverage is EBIT devided by the
sum of financing income and expenses.

Transformation costs are acquisition-related
costs, cost related to sell businesses as agreed
with the European and Canadian authorities,
and costs for the new corporate identity.

Revenue and EBITDA at constant curren-
cies are used to assess our performance
without currency effect.

Safe Harbor Statement

This report contains statements which address
such key issues as AkzoNobel's growth
strategy, future financial results, market posi-
tions, product development, products in the
pipeline and product approvals. Such state-
ments should be carefully considered, and it
should be understood that many factors could
cause forecasted and actual results to differ
from these statements. These factors include,
but are not limited to, price fluctuations, cur-
rency fluctuations, changes in the final pur-
chase price allocation for ICl, developments in
raw material and personnel costs, pensions,
physical and environmental risks, legal issues,
and legislative, fiscal, and other regulatory
measures. Stated competitive positions are
based on management estimates supported
by information provided by specialized external
agencies. For a more comprehensive discus-
sion of the risk factors affecting our business,
please see our latest Annual Report, a copy
of which can be found on the company’s
corporate website www.akzonobel.com.
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Countdown to the
ultimate challenge

The eyes of the world will be focused on the Olympic
Games when they open in Beijing next month — a global
sporting event which AkzoNobel’s very own winning team
has already taken part in.

Construction work began several years ago
and the company has supplied coatings for
various venues, including the main Olympic
Stadium (dubbed the Bird’s Nest) and the
equally futuristic National Aquatics Center
(known as the Water Cube).

All 8,000 tons of steelwork on the $100 million
Water Cube is protected by coatings supplied
by the company’s International Paint business,
while around 1,000 kilograms of Interpon®
powder coatings was also used during the
construction. AkzoNobel powder coatings
have also been applied to the main stadium.

In total, more than 30 venues will be used
during the 16 days of competition, many of
which utilize the company’s coatings. These
include the National Indoor Stadium (which
will host artistic gymnastics, trampoline and
handball), the Qingdao Sailing Center, the
Beijing Olympic Convention Center (fencing),
the Shunyi Rowing and Canoeing Park, Beijing
University of Technology Gymnasium (badmin-
ton, rhythmic gymnastics) and the Capital
Indoor Stadium (volleyball).

But it's not just on the sporting front where
the company’s coatings expertise is putting
in its usual world class performance.
Products were also supplied for the $3 billion
extension to Beijing International Airport,
which was officially opened earlier this year.
The company’s Specialty Chemicals know-
how has also been required, with Surface
Chemistry supplying a micro-surfacing emul-
sifier which enabled miles of roads to be
repaved in double quick time during the night
in preparation for the huge increase in traffic.

Although the 2008 Games will be the first time
the Olympics have been staged in China,
AkzoNobel is no stranger to the global
sporting spectacular, having also supplied
coatings for major venues used in Athens in
2004 and Sydney in 2000.



AkzoNobel

Tomorrow’s Answers Today

www.akzonobel.com

We’re the largest global paints and coatings
company and a major producer of specialty
chemicals. We supply industries worldwide
with quality ingredients for life’s essentials.
We think about the future, but act in the
present. We're passionate about developing
sustainable answers for our customers.
Based in Amsterdam, the Netherlands,

we have 60,000 employees working in more
than 80 countries — all committed to excellence
and delivering Tomorrow’s Answers Today ™.

© 2008 Akzo Nobel NV. All rights reserved.
“Tomorrow’s Answers Today” is a trademark
of Akzo Nobel NV.
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