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Washington, D.C. 20549
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THE SECURITIES EXCHANGE ACT OF 1934
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OR
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IMPORTANT INFORMATION REGARDING THIS FORM 10-Q

Unless otherwise indicated, references to™Wes,” “our” and “ours” in this Form 10-Q refer
collectively to Sterling Chemicals, Inc. and its wigadhvned subsidiaries.

Readers should consider the following information ag teeiew this Form 10-Q:

Forward-Looking Statements

This report contains “forward-looking statementghim the meaning of Section 27A of the Securities
Act of 1933, as amended, or the Securities Act, and Sektigrof the United States Securities Exchange
Act of 1934, as amended, or the Exchange Act. Forward-loskaigments give our current expectations
or forecasts of future events. All statements othan #$tatements of historical fact are, or may be ddeme
to be, forward-looking statements. Forward-looking stateminclude, without limitation, any statement
that may project, indicate or imply future results,rggeperformance or achievements, and may contain or
be identified by the words “expect,” “intend,” “plan,” “mtiet,” “anticipate,” “estimate,” “believe,”

“should,” “could,” “may,” “might,” “will,” “will be,” * will continue,” “will likely result,” “project,”

“forecast,” “budget” and similar expressions. Stateménthis report that contain forward-looking
statements include, but are not limited to, infornrationcerning our possible or assumed future results of
operations. While our management considers these expastatid assumptions to be reasonable, they are
inherently subject to significant business, economic,petitive, regulatory and other risks, contingencies
and uncertainties, most of which are difficult to prediotl many of which are beyond our control.

Other sections of this Form 10-Q and our otHieigé with the Securities and Exchange Commission, or
the SEC, including, without limitation, our Annual Rejpon Form 10-K for the fiscal year ended
December 31, 2008, or our Annual Report, include additiogtdrfathat could adversely affect our
business, results of operations or financial performaBee “Risk Factors” contained in Item 1A of Part |
of our Annual Report. Given these risks and uncertainitiwestors should not place undue reliance on
forward-looking statements. Forward-looking statementsdecl in this Form 10-Q are made only as of
the date of this Form 10-Q and are not guarantees of foeufermance. Although we believe that the
expectations reflected in these forward-looking statesa@re reasonable, such expectations may prove to
be incorrect. All written or oral forward-lookingaséments attributable to us, or persons acting on our
behalf, are expressly qualified in their entirety by éhesutionary statements.

Document Summaries

Descriptions of documents and agreements contairtbgsiForm 10-Q are provided in summary form
only, and such summaries are qualified in their entiretyelgrence to the actual documents and
agreements filed as exhibits to our Annual Report, gikgodic reports we file with the SEC or this Form
10-Q.

Access to Filings

Access to our annual reports on Form 10-K, quartepgrts on Form 10-Q and current reports on Form
8-K, and amendments to those reports, filed with or foeddo the SEC pursuant to Section 13(a) of the
Exchange Act, as well as reports filed electronically pamsto Section 16(a) of the Exchange Act, may be
obtained through our website (http://www.sterlingchemsicalr), at no cost, as soon as reasonably
practicable after we have electronically filed suchamat with the SEC. The contents of our website (or
the third-party websites accessible through the varioperhigks) are not, and shall not be deemed to be,
incorporated into this Form 10-Q.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Ster@hgmicals, Inc.:

We have reviewed the accompanying condensed absisal balance sheet of Sterling Chemicals, Inc.
and its subsidiaries (the “Company”) as of March 31, 2808 the related condensed consolidated
statements of operations and cash flows for the thre¢hnperiods ended March 31, 2009 and 2008. These
interim financial statements are the responsibiiftthe Company’s management.

We conducted our reviews in accordance with #redsirds of the Public Company Accounting
Oversight Board (United States). A review of interim fiinial information consists principally of applying
analytical procedures to financial data and making inquifi@ersons responsible for financial and
accounting matters. It is substantially less in scope #n audit conducted in accordance with the
standards of the Public Company Accounting Oversigiatr& (United States), the objective of which is the
expression of an opinion regarding the financial statenakés as a whole. Accordingly, we do not
express such an opinion.

Based on our reviews, we are not aware of angnmbmodifications that should be made to the
accompanying condensed consolidated financial staterfioertteem to be in conformity with accounting
principles generally accepted in the United States of Araer

GRANT THORNTON LLP

Houston, Texas
May 15, 2009
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PART I.
FINANCIAL INFORMATION

Item 1. Financial Statements

STERLING CHEMICALS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(Dollars in Thousands, Except Share Data)

Three months ended March 31,

2009
Revenues $ 31,37
Cost of goods sold 25,809
Gross profit 5,56¢
Selling, general and administrative expenses 3,883
Interest and debt related expenses 4,00:
Interest income (384)
Other income (1,145
Loss from continuing operations before income tax (789)
Benefit for income taxes (19%)
Loss from continuing operations $ (594)
Income (loss) from discontinued operations, net obfe3869 and zero 1,622
Net income (loss) $ 1,028
Preferred stock dividends 4,14
Net loss attributable to common stockholders $,119)
Income (loss) per share of common stock attributabb®tomon

stockholders, basic and diluted:
Loss from continuing operations $ (1.67)
Income (loss) from discontinued operations, net of tax 0.57
Basic and diluted loss per share $ (1.10)
Weighted average shares outstanding:
Basic and diluted 2,828,460

2008

$ 38,25¢
33,885
4,37:
2,418
4,21:
(1,326)
(932)
$ (932
(6,25/)
$ (7,186)
4,271

$ (11,457

$  (1.84)
(2.21)

$  (4.05)

2,828,460

The accompanying notes are an integral part of the osedeconsolidated financial statements.
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STERLING CHEMICALS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

(Dollars in Thousands, Except Share Data)

ASSETS
Current assets:
Cash and cash equivalents
Accounts and other receivables, net of allowanl8fand $18
Inventories, net
Prepaid expenses and other current assets
Assets of discontinued operations

Total current assets

Property, plant and equipment, net
Other assets, net

Total assets

LIABILITIES AND STOCKHOLDERS’ DEFICIENCY IN
ASSETS

Current liabilities:
Accounts payable
Accrued liabilities
Liabilities of discontinued operations

Total current liabilities

Long-term debt

Deferred credits and other liabilities

Long-term liabilities of discontinued operations
Commitments and contingencies (Note 4)
Redeemable preferred stock

Stockholders’ equity:

Common stock, $.01 par value (shares authorized 20,000,0005 Stared

and outstanding 2,828,460)
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss

Total stockholders’ deficiency in assets

Total liabilities and stockholders’ deficiency in asset

March 31, December 31,
2009 2008

$163,06! $ 156,12¢
17,777 23,163

5,41( 5,221
2,017 2,704
14¢€ 16€

188,415 187,380

68,15 67,81
7,476 7,838
$264,04: $ 263,02

$ 10,094 $ 8,915

21,84« 20,00¢
12,407 12,444
44,34" 41,367

150,000 150,000
59,11 59,10:¢
32,297 35,394

121,754 117,607

28 28
119,68¢ 123,74
(238,795)  (239,823)
(24,38)  (24,38)
(143,465)  (140,442)

$264,04: $ 263,02

The accompanying notes are an integral part of the nosedeconsolidated financial statements.
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STERLING CHEMICALS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(Dollars in Thousands)

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net pastided by operatin

activities:
Stock compensation expense
Depreciation and amortization
Interest amortization
Unearned income amortization
Gain on disposal of property, plant and equipment
Other
Change in assets/liabilities:
Accounts and other receivables
Inventories
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued liabilities
Other liabilities

Net cash provided by operating activities

Cash flows used in investing activities:

Capital expenditures for property, plant and equipment

Net proceeds from the sale of property, plant and equipment
Net cash used in investing activities

Cash flows provided by financing activities:
Net cash provided by financing activities

Net increase in cash:
Cash and cash equivalents — beginning of year

Cash and cash equivalents — end of period

Supplemental disclosures of cash flow information:
Interest paid
Interest income received
Cash paid for income taxes

Three months ended March 31,

2009

$ 1,028

96
2,24¢
277
(3,637)
(83

5,40¢€
(189)

687
(119
1,24(
1,799
54¢

9,298

(2,442
83
(2,359

6,93¢
156,126
$163,06!

$ (70)
384

2008

$ (7,186)

2,63t
279
(2,125)

10

72,32
14,900

1,10z
(164)
(4,309)
(4,905)
(251)

72,313

(2,037)

(2,037)

70,27¢
100,183

$170,45!

$ (129
1,326
404

The accompanying notes are an integral part of the nosedeconsolidated financial statements.
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STERLING CHEMICALS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentation

The accompanying unaudited interim condensed cdaseti financial statements were prepared in
accordance with accounting principles generally accept#tei United States of America, or GAAP, and
reflect all adjustments (including normal recurring aets) which, in our opinion, are considered
necessary for the fair presentation of the resuftthi® periods presented. The results of operations and
cash flows for the periods presented are not necessuatitgative of the results to be expected for the full
year. These statements should be read in conjunctibrihe audited consolidated financial statements and
notes thereto included in our Annual Report.

Reclassifications and Revisions:

During the quarter ended March 31, 2009, we determiedthd incorrectly accounted for certain
utility allocations at our Texas City facility, specHily accounting for the flow of various waters
throughout our facility. In accordance with Staff Accountuletin No. 108, “Considering the Effects of
Prior Year Misstatements when Quantifying Misstatetsé Current Year Financial Statements”, we
evaluated the materiality of the misstatement from tatale and quantitative perspectives and concluded
that although the misstatement was immaterial toredt gpear financial statements, its correction ia th
current quarter would be material. Therefore, we arsirgythe condensed consolidated statement of
operation and statement of cash flows for the threetmperiod ended March 31, 2008, and the condensed
consolidated balance sheet as of December 31, 2008r¢ctdabe utility allocation misstatement.

The following table summarizes the effects ofréwésion on the applicable periods:

Three Months Ended
March 31, 2008
(Dollars in Thousands)

Previously

Reported As Revised
Statement of Operations:
Revenues 38,19¢ 38,258
Cost of goods sold 33,79¢ 33,88¢
Gross profit 4,40( 4,373
Loss from continuing operations before income tax (90%) (932
Loss from continuing operations (90%) (932)
Loss from discontinued operations, net of tax (6,229 (6,259
Net loss (7,129 (7,186)
Net loss attributable to common stockholders (11,400 (11,457
Loss per share of common stock attributable to comnomkisolders,

basic and diluted:

Loss from continuing operations (1.8%) (1.89)
Loss from discontinued operations, net of tax (2.20) (2.21)
Basic and diluted loss per share (4.0%) (4.05)

Statement of Cash Flows:
Net loss (7,129 (7,18¢)
Change in accounts and other receivables 72,26¢ 72,321



As of December 31, 2008
(Dollars in Thousands)

Previously

Reported As Revised
Balance Sheet:
Accounts and other receivables, net of allowance 22,080 23,163
Total current assets 186,29° 187,38(
Total assets 261,946 263,029
Accumulated deficit (240,906  (239,82)
Total stockholders’ deficiency in assets (141)525(140,442
Total liabilities and stockholders’ deficiency in asset 261,94« 263,02¢

In addition to the above, our valuation allowance as cebwer 31, 2008 decreases from $52.5 million, as
previously reported, to $52.0.

2. Discontinued Operations

On September 17, 2007, we entered into a long-termsixelstyrene supply agreement and a related
railcar purchase and sale agreement with NOVA Chenlicalsor NOVA. Under this supply agreement,
NOVA had the exclusive right to purchase 100% of our seyprnduction (subject to existing contractual
commitments), the amount of styrene supplied in anygpdat period being at NOVA's option. In
November 2007, this supply agreement, which was subsequentiyetbbigNOVA to INEOS NOVA,
LLC, or INEOS NOVA, received clearance under the Fanott-Rodino Act. This clearance caused the
supply agreement and the railcar agreement to becdetntie and triggered a $60 million payment to us
from INEOS NOVA. In accordance with the terms of thpy agreement, INEOS NOVA assumed
substantially all of our contractual obligations forulg styrene deliveries. After the supply agreement
became effective, INEOS NOVA nominated zero poundsyoéise under the supply agreement for the
balance of 2007 and, in response, we exercised our rigifmatate the supply agreement and
permanently shut down our styrene facility. Under the Igugggreement, we are responsible for the closure
costs of our styrene facility and are also restriftech reentering the styrene business until
November 2012. The restricted period of time was initiilijht years. However, effective April 1, 2008,
INEOS NOVA unilaterally reduced the restricted periodve fears.

We operated our styrene facility through early Démar2007 as we completed our production of
inventory and exhausted our raw materials and purchgegements. We sold substantially all of our
remaining inventory during the first quarter of 2008. The des@msioning process was completed by the
end of 2008 and the associated costs incurred for 2007088d/&re $0.7 million and $18.9 million,
respectively.

In accordance with Statement of Financial Accagn8tandards, or SFAS No. 144, “Accounting for
the Impairment and Disposal of Long Lived Assets,” we haperted the operating results of this business
as discontinued operations in our condensed consolidatedithatatements. The carrying amounts of
assets and liabilities related to discontinued operatis of March 31, 2009 and December 31, 2008 were
as follows:

March 31, December 31,
2009 2008
(Dollars in Thousands)

Assets of discontinued operations:

Accounts receivable, net $ 146 $ 166
Liabilities of discontinued operations:
Accrued liabilities? $12,407 $ 12,444
Deferred credits and other liabilitiés 32,29; 35,39:.
Total $44,704 $ 47,838

@ As of March 31, 2009, represents deferred income for théAN&ipply agreement that is being



amortized over the contractual non-compete period ofyiaes using the straight-line method.
Accrued liabilities include the current portion of $12.4 millend deferred credits and other liabilities
include the long-term portion of the deferred income of $&allion.

7
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STERLING CHEMICALS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

Revenue and pre-tax losses from discontinued opesdtiothe three-month periods ended March 31,
2009 and March 31, 2008 are presented below:

Three months ended March 31,

2009 2008
(Dollars in Thousands)

Revenues $3,096 $4,59°

Income (loss) before income taxes 2,491 (6,259

3. Long-Term Debt

On March 29, 2007, we completed a private offering of $4iliion aggregate principal amount of
unregistered % Senior Secured Notes due 2015, or our Secured Notes, miusasPurchase
Agreement among us, Sterling Chemicals Energy, InSterling Energy, one of our former wholly-
owned subsidiaries, and Jefferies & Company, Inc. and€CGMrld Markets Corp., as initial purchasers.

In connection with that offering, we entered into ateimture, dated March 29, 2007, among us, Sterling
Energy, as guarantor, and U. S. Bank National Assoniga®trustee and collateral agent. On May 6, 2008,
Sterling Energy was merged with and into us. Upon consuiomneit the merger, Sterling Energy no

longer had independent existence and, consequently, our $&tes are no longer guaranteed by
Sterling Energy. Pursuant to a registration rights agee¢ among us, Sterling Energy and the initial
purchasers, we agreed to exchange our unregistered Secuesdddat new issue of substantially identical
debt securities registered under the Securities Acgusecthe registration statement for the exchange offer
to become effective by December 24, 2007, and to compketxtthange offer within 50 days of the
effective date of the registration statement. On August 3, 2@e made an initial filing of the exchange
offer registration statement. However, the registratio®istant was not declared effective by December
24,2007 and, as a result, the interest rate on our Secatesl iNcreased by 0.25% per annum on each of
December 25, 2007, March 24, 2008 and June 22, 2008. The remisttatement was declared effective

on August 13, 2008, and the exchange offer was closed on ®eptés 2008. As a result, the interest rate
on our Secured Notes reverted back to the face amoa¥486 per annum when the exchange offer
closed. The additional interest incurred from DecembeP@®/ through the closing of the exchange offer
was approximately $0.5 million and was paid on April 1 actber 1, 2008.

Our indenture contains affirmative and negatoxenants and customary events of default, including
payment defaults, breaches of covenants and certairsesfdmankruptcy, insolvency and reorganization.
If an event of default occurs and is continuing, othan an event of default triggered upon certain
bankruptcy events, the trustee under our indenture or tberlsaf at least 25% in principal amount of our
outstanding Secured Notes may declare our Secured Ndiesltee and payable immediately. Upon an
event of default, the trustee may also take actionsré&zliose on the collateral securing our outstanding
Secured Notes, subject to the terms of an intercredjteement dated March 29, 2007, among us, Sterling
Energy, the trustee and The CIT Group/Business CreditQuar indenture does not require us to maintain
any financial ratios or satisfy any financial maimance tests. We are currently in compliance with all of
the covenants contained in our indenture.

Interest is due on our outstanding Secured Notes onJAgnitl October 1 of each year. Our outstanding
Secured Notes, which mature on April 1, 2015, are seadured obligations and rank equally in right of
payment with all of our existing and future senior indebtssinBubject to specified permitted liens, our
outstanding Secured Notes are secured (i) on a firsttpit@sis, by all of our fixed assets and certain
related assets, including, without limitation, all prapeplant and equipment and (ii) on a second priority
basis, by our other assets, including, without limdtatiaccounts receivable, inventory, capital stock of our
domestic restricted subsidiaries, intellectual propeldposit accounts and investment property.



On December 19, 2002, we entered into a Revolving tGkgoeement, or our revolving credit facility,
with The CIT Group/Business Credit, Inc., as administesgigent and a lender, and certain other lenders.
Under our revolving credit facility, we and Sterlingdegy were co-borrowers and were jointly and
severally liable for any indebtedness thereunder.r Afite merger of Sterling Energy with and into us,
Sterling Energy ceased to be a co-borrower under oulviegaredit facility. Our revolving credit facility
is secured by first priority liens on all of our accaurdceivable, inventory and other specified assets. O
March 29, 2007, we amended and restated our revolving aaedityfto, among other things, extend the
term of our revolving credit facility until March 29, 2012duce the maximum commitment thereunder to
$50 million, make certain changes to the calculation obthieowing base and lower the interest rates and
fees charged thereunder. Borrowings under our revolvingtcredi

8
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STERLING CHEMICALS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

facility bear interest, at our option, at an annual rbeelmse rate plus 0.0% to 0.50% or the LIBOR rate
plus 1.50% to 2.25%, depending on our borrowing availabiiiti@time. We are also required to pay an
aggregate commitment fee of 0.375% per year (payable mpothny unused portion of our revolving
credit facility. Available credit under our revolvingedit facility is subject to a borrowing base calcaati
that is updated monthly and consists of 70% of eligibt®ants receivable plus 65% of eligible inventory.
In response to the expected continued lower levels of atcoereivable and inventory, as well as our
lesser need for a working capital facility, we reducedamunmitment under our revolving credit facility to
$25 million on June 30, 2008. On November 7, 2008, we furthended our revolving credit facility to
substantially reduce restrictions, subject to minimumidityrequirements, on investment of cash and
other assets, payment of cash dividends, repurchasetairi®kquity securities, modification of preferred
stock terms, entry into affiliated transactions, digpms of assets and engagement in certain business
activities. We paid the administrative agent under euwolving credit facility an amendment fee plus
expenses totaling approximately $0.1 million in conneatiith this amendment.

As of March 31, 2009, total credit available underrevolving credit facility was limited to
$10.1 million, there were no loans outstanding and we h&n$iflion in letters of credit outstanding,
resulting in borrowing availability of $6.2 million. Pursudo Emerging Issues Task Force Issue No. 95-
22, “Balance Sheet Classification of Borrowings undaeroRéng Credit Agreements That Include both a
Subjective Acceleration Clause and a Lock-Box Arrangemeny,balances outstanding under our
revolving credit facility would be classified as a cuatrportion of long-term debt.

Our revolving credit facility contains numeragvenants and conditions, including, but not limited to,
restrictions on our ability to incur indebtednessatzdiens, sell assets, make investments of casbthed
assets, make capital expenditures, engage in mergers ansltaet and pay cash dividends. Our
revolving credit facility also includes various circuargtes and conditions that would, upon their
occurrence and subject in certain cases to notice aice geriods, create an event of default thereunder.
Our revolving credit facility does not require us to nteiim any financial ratios or satisfy any financial
maintenance tests. We are currently in compliande alitof the covenants contained in our revolving
credit facility.

4. Commitments and Contingencies
Product Contracts:

We have long-term agreements which provide fod#ukcation of 100% of our production of acetic
acid and plasticizers, each to one customer. See Noterbre information.

Environmental Regulations:

Our operations involve the handling, productican$portation, treatment and disposal of materials that
are classified as hazardous or toxic and that are extgnsegellated by environmental and health and
safety laws, regulations and permit requirements. Enwiemtal permits required for our operations are
subject to periodic renewal and may be revoked or modiiedause or when new or revised
environmental requirements are implemented. Changing areagingly strict environmental requirements
can affect the manufacturing, handling, processing, disimibaind use of our chemical products and, if so
affected, our business and operations may be mataialyadversely affected. In addition, changes in
environmental requirements may cause us to incur suladtesdts in upgrading or redesigning our
facilities and processes, including our waste treatnsémiage, disposal and other waste handling practices
and equipment.

A business risk inherent in chemical operatiortiseégpotential for personal injury and property damage
claims from employees, contractors and their employegfi@arby landowners and occupants. While we



believe our business operations and facilities genexsdlyperated in compliance with all applicable
environmental and health and safety requirements inaénmal respects, we cannot be sure that past
practices or future operations will not result in mateciaims or regulatory action, require material
environmental expenditures or result in exposure or injaigns by employees, contractors or their
employees or the public. Some risk of environmentakamstl liabilities is inherent in our operations and
products, as it is with other companies engaged in simikinbésses.

In light of our historical expenditures and expectedre results of operations and sources of liquidity,
we believe we will have adequate resources to conductpeuations in compliance with applicable
environmental, health and safety requirements. Neskath, we may be required to make significant site
and operational
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STERLING CHEMICALS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

modifications that are not currently contemplated in otd@omply with changing facility permitting
requirements and regulatory standards. Additionally, we ireourred, and may continue to incur, a
liability for investigation and cleanup of wasteaantamination at our own facilities or at facilities
operated by third parties where we have disposed of wAgeontinually review all estimates of potential
environmental liabilities, but we may not have idiedi or fully assessed all potential liabilities argsiout

of our past or present operations or the amount regessinvestigate and remediate any conditions that
may be significant to us. Based on information availablais time and reviews undertaken to identify
potential exposure, we believe any amount reserved foroamvental matters is adequate to cover our
potential exposure for clean-up costs.

Air emissions from our manufacturing facilityTexas City, Texas, or our Texas City facility, are
subject to certain permit requirements and self-implemesetimigsion limitations and standards under state
and federal laws. Our Texas City facility is subjedtt® federal government’s June 1997 National
Ambient Air Quality Standards, or NAAQS, which loweree tirone and particulate matter concentration
thresholds for attainment. Our Texas City facilityaedted in an area that the Environmental Protection
Agency, or EPA, has classified as not having achiettachenent under the NAAQS for ozone, either on a
1-hour or an 8-hour basis. Ozone is typically contdobig reduction of emissions of volatile organic
compounds, or VOCs, and nitrogen oxide, or NOx. The Texas Gsiom for Environmental Quality, or
TCEQ, has imposed strict requirements on regulated fesjlincluding our Texas City facility, to ensure
that the air quality control region will achieve attaent under the NAAQS for ozone. Local authorities
may also impose new ozone and particulate matterast@sndCompliance with these stricter standards may
substantially increase our future control costs foissions of NOx, VOCs and particulate matter, the
amount and full impact of which cannot be determindtiattime.

In 2002, the TCEQ adopted a revised State Implememtalan, or SIP, in order to achieve compliance
with the “1-hour” ozone standard under the Clean Air Ac20B§7. The EPA approved this “1-hour” SIP,
which required an 80% reduction of NOx emissions, and exensonitoring of emissions of highly
reactive VOCs, or HRVOCs, such as ethylene, in thestém-Galveston-Brazoria area, or the HGB area.
We are in full compliance with these regulations. Howetvex HGB area failed to attain compliance with
the 1-hour ozone standard, and Section 185 of then@leahct requires implementation of a program of
emissions-based fees until the standard is attainedeTBection 185 fees” will be assessed on all NOx
and VOC emissions in 2008 and beyond in the HGB area wtedh axcess of 80% of the baseline year.
The method for calculating baseline emissions, asagatther details of the program, has not yet been
developed. At the present time, we do not expect to lessexs any fees for our emissions for 2008,
primarily due to the reduction in emissions from our Beay facility following the closure of our styrene
facility.

In April 2004, the HGB area was designated a “modérain-attainment area with respect to the “8-
hour” ozone standard of the Clean Air Act. Howeverggponse to a request from the Governor of Texas,
the EPA has now reclassified the HGB area as a “séwen-attainment area, effective October 31, 2008.
As a result, the new mandated compliance date fainatent of the 8-hour ozone standard is June 15,
2019. A revised 8-hour SIP to address the HGB area’sristmen-attainment designation will now have
to be submitted to the EPA by April 10, 2010. The contétti@revised 8-hour SIP is unknown at this
time making it difficult to predict our final cost of mpliance with these regulations. However, given the
permanent shutdown of our phthalic anhydride and styrendiés;ilve do not anticipate incurring any
further cost of compliance in connection with the redi8-hour SIP.

To reduce the risk of offsite consequences fromtiagipated events, we acquired a greenbelt buffer
zone adjacent to our Texas City facility in 1991. We alticipate in a regional air monitoring network to
monitor ambient air quality in the Texas City commuynit



Legal Proceedings:

On July 5, 2005, Patrick B. McCarthy, an employee ofl&i-Morgan, Inc., or Kinder-Morgan, was
seriously injured at Kinder-Morgan'’s facilities nean€nnati, Ohio, while attempting to offload a railcar
containing one of our plasticizers products. On OctobeP@85, Mr. McCarthy and his family filed a suit
in the Court of Common Pleas, Hamilton County, Oltlage No. A0509 144) against us and six other
defendants. Since that time, five of the other defendeerts dismissed from the case. The plaintiffs sought
in excess of $42 million in alleged compensatory and purdéweages from the defendants in the
aggregate. Closing arguments for this case occurred durifigsth@eek of May 2009 and, on May 7,

2009, the jury found that we had not been negligent in cdonestth the incident and rendered a take
nothing verdict for the plaintiffs. At this time, itisipossible to determine whether the plaintiffs will
appeal the verdict. We believe that all, or substdp@dl of any
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liability imposed upon us as a result of this suit and elated out-of-pocket costs and expenses will be
covered by our insurance policies, subject to a $1 mitlesfuctible, which was met in January 2008. We
do not believe that this incident will have a materialease effect on our business, financial condition,
results of operations or cash flows, although we caguatantee that a material adverse effect will not
occur.

On February 21, 2007, we received a summons namingvasldeenefit plans and the plan
administrators for those plans as defendants in aatéiem suit, Case No. H-07-0625 filed in the United
States District Court, Southern District of Texas, HoudDivision. The plaintiffs are seeking to represent a
proposed class of retired employees of Sterling Fibers,dne of our former subsidiaries that we sold in
connection with our emergence from bankruptcy in 2002.pldiatiffs are alleging that we were not
permitted to increase their premiums for retiree nmadnsurance based on a provision contained in the
asset purchase agreement between us and Cytec Indimstriasd certain of its affiliates governing our
purchase of our former acrylic fibers business in 1997inDwur bankruptcy case, we specifically rejected
this asset purchase agreement and the bankruptcyappuaved that rejection. The plaintiffs are claiming
that we violated the terms of the benefit plans aeddhed fiduciary duties governed by the Employee
Retirement Income Security Act and are seeking damdgekratory relief, punitive damages and
attorneys’ fees. The parties expect to complete disganehe next few months. The plaintiffs moved for
partial summary judgment and for class certificationteeldo their claims for denial of benefits under our
retiree medical plans. The defendants filed a crosseméir summary judgment on the denial of the
benefits claim. The court certified the class of glfi;nfor the denial of benefits claim, but denied both
motions for summary judgment and identified issues fat. ffirial for this matter is currently scheduled for
September 2009. We are vigorously defending this action anghab#e to state at this time if a loss is
probable or remote and are unable to determine théj@esnge of loss related to this matter, if any.

On February 4, 2008, we filed a Petition for Dectasadudgment in the 212th District Court of
Galveston County, Texas (Case #08CV0108) against MarathateRetrCompany LLC, or Marathon, in
connection with a dispute between Marathon and us uriderchase Agreement for FCC Off-Gas, or the
Off-Gas Purchase Agreement. Under the Off-Gas Purchgreesent, we purchase an amount of off-gas
each month from Marathon within a stated range at Mamnéloption. Following the closure of certain
production units at our Texas City facility, our demandoffigas has been below the low-end of the stated
range. On July 31, 2007, and again on November 19, 2007, we invekeohtinact’'s undue economic
hardship clause and requested that Marathon enter into gdodégibtiations to modify the terms of the
Off-Gas Purchase Agreement. After Marathon disputedplipécability of the economic hardship
provision and refused to renegotiate the terms of h&&s Purchase Agreement, we filed a declaratory
judgment action to enforce the terms of the economic higrgsovision, and Marathon counter-claimed
against us for breach of contract. Significant discovesydtaurred in connection with this matter and, on
February 3, 2009, the parties engaged in an unsuccessfulioretbatthis case. This matter is scheduled
for trial in October 2009. At this time, it is not possilbb determine what, if any, liability we will have
under Marathon’s counter-claim and we are vigorously pugsoim declaratory judgment filing and
defending against Marathon’s counter-claim. We do na\eekhat this matter will have a material
adverse impact on our business, financial condition, segtitiperations or cash flows, although we cannot
guarantee that a material adverse effect will not occur.

On March 4, 2008, Gulf Hydrogen and Energy, L.L.C., of Byfirogen, filed suit against us in the
212th District Court of Galveston County, Texas (Cause NoV0220) to enforce the provisions of a
Memorandum of Understanding entered into between us aridH¢adrogen involving the possible sale of
our outstanding equity interests to Gulf Hydrogen for appraain&390 million. The parties entered into
a confidential settlement agreement in March 2009 ankhivseiit was dismissed with prejudice by all



parties. This matter did not have a material advefeetadn our business, financial condition, results of
operations or cash flows.

We are subject to various other claims and ledairescthat arise in the ordinary course of our business.
We do not believe that any of these claims and astisgparately or in the aggregate, will have a material
adverse effect on our business, financial conditiesults of operations or cash flows, although we cannot
guarantee that a material adverse effect will not occur.

As we believe the potential for an unfavoraflecome regarding one or more of the matters described
above is probable, in accordance with SFAS No. 5, “Actiogrior Contingencies,” we have accrued a
$1.0 million litigation reserve during 2008.

As of December 31, 2008, we had a receivable of $1.®mile from our insurance carriers for
reimbursement of legal costs that exceeded our insudmtieetibles and are therefore reimbursable
through our insurance carriers. For the quarter ended N4rc009, we incurred $1.3 million of legal
costs. We received $0.1
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million of payments in the first quarter of 2009 resultingibalance of $2.5 million as of March 31, 2009,
$0.2 million of which was paid in April 2009.

5. Income Taxes

During the first quarters of 2009 and 2008, we recordest tax benefit of $0.2 million and zero,
respectively, for income taxes from continuing operati@he to interim reporting, our continuing
operations effective tax rate is 24.76% for the periodngnidarch 31, 2009 compared to an effective tax
rate of zero for the period ending March 31, 2008. Theatilmt of the tax benefit to continuing operations
reflects the effect of utilizing income in discontinugebmtions to recognize a portion of the benefit from
losses generated in continuing operations. This resulted éghange to the valuation allowance of
$52.0 million. For year end, we expect to have a nettefietax rate of zero.

6. Pension Plans and Other Postretirement Benefits

Net periodic pension costs (benefits) consistetieofollowing components:

Three months ended March 31,

2009 2008
(Dollars in Thousands)
Interest cost $ 1,82¢ $ 1,78¢
Expected return on plan assets (1,513) (2,148)
Amortization 864 2
Net pension cost (benefit) $ 1,179 $ (358)

Other postretirement costs (benefits) consistdlde following components:

Three months ended March 31,

2009 2008
(Dollars in Thousands)
Service cost $ 11 $ 3
Interest cost 121 28
Amortization of unrecognized costs (541) (10€)
Net plan benefit $ (409) $ (75

7. Operating Segment and Sales Information

We report our operations through two segments: aaticand plasticizers. The critical accounting
policies for these operating segments are the samesesdisclosed in our Annual Report. We use gross
profit for reporting the results of our operating segmantsthis measure includes all operating items
related to the businesses. There are no sales bebagerents. The revenues and gross profit for each of
our reportable operating segments are as follows:

Three months ended March 31,
2009 2008
(Dollars in Thousands)

Revenues:
Acetic acid $23,838 $28,977
Plasticizers 7,284 9,011
Other 255 270

Total $ 31,371 $ 38,25¢




Segment gross profit:

Acetic acid
Plasticizers
Othef?

Gross profit

12

$ 4,57¢
1,323
(329)
5,568

$ 3,94/
1,908
(1,479
4,373
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Three months ended March 31,

2009 2008
(Dollars in Thousands)

Selling, general and administrative expenses 3,883 2,418
Interest and debt related expenses 4,00: 4,21%
Interest income (384) (1,326)
Other income (1,145 —
Loss from continuing operations before income tax (889) $ (932)
Depreciation and amortization expenses:

Acetic acid $ 1,643 $ 1,512

Plasticizers 312 532

Othef 290 591
Total $ 2,24¢ $ 2,63
Capital expenditures:

Acetic acid $ 1,45t $ 80C

Plasticizers — —

Other—plant infrastructure 987 1,23
Total $ 2,442 $ 2,037

@ Gross loss for Other includes various unallocated catpaharges and credits.

@ Includes depreciation and amortization expense of less%.1 million and $0.3 million for
discontinued operations for the three months ended Mar@089,and 2008, respectively.

March 31, 2009 December 31, 2008
(Dollars in Thousands)

Total assets:

Acetic acid $ 33,14( $ 40,707
Plasticizers 6,42°¢ 6,311
Othef® 224 A7 216,011

Total $ 264,04. % 263,02¢)

@ Components of Other are presented in the table below:

March 31, 2009 December 31, 2008
(Dollars in Thousands)

Other:
Corporate:
Cash $ 163,65 $ 156,126
Other 17,89¢ 17,989
Plant infrastructure:
43,37: 41,730

Property, plant and equipment, net



Assets of discontinued operations 14¢€ 16€
Total $ 22447 % 216,011
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Sales to major customers constituting 10% or moretaf tevenues from continuing operations were as
follows (there were no export sales):

Three months ended March 31,
2009 2008
(Dollars in Thousands)

Major customers:
BP Chemicals $23,838 28,97
BASF Corporation 7,28¢ 9,011

8. New Accounting Standards
Adoption of Accounting Standards:

In December 2007, the FASB issued SFAS No. 141 (re2B@d), “Business Combinations,” or SFAS
No. 141R. SFAS No. 141R broadens the guidance of SFAS No.xtéhdmg its applicability to all
transactions and other events in which one entitgiobtcontrol over one or more other businesses. SFAS
No. 141R broadens the fair value measurement and reicogoftassets acquired, liabilities assumed and
interests transferred as a result of business conntmisaind expands on required disclosures to improve
the statement users’ abilities to evaluate the natuddinancial effects of business combinations. We
implemented SFAS No. 141R effective January 1, 2009 and itadihave a material impact on our
condensed consolidated financial statements.

In December 2007, the FASB issued SFAS No. 160, “Noratting Interests in Consolidated
Financial Statements; an Amendment of ARB No. 51,"FAS No. 160. SFAS No. 160 establishes the
accounting and reporting standards for a noncontrolliregast in a subsidiary and for the deconsolidation
of a subsidiary and clarifies that a noncontrollingiest in a subsidiary is an ownership interest in the
consolidated entity that should be reported as equity inahsolidated financial statements. SFAS
No. 160 requires retroactive adoption of the presentatidrdesclosure requirements for existing minority
interests and applies prospectively to business combirsdidr fiscal years beginning after December 15,
2008. We implemented SFAS No. 160 effective January 1, 2009 ditdhiot have a material impact on
our condensed consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, “DisclasAtmut Derivative Instruments and
Hedging Activities,” or SFAS No. 161. SFAS No. 161 requirg@samced disclosures about an entity’s
derivative and hedging activities, with the intent toyde users of financial statements with an enhanced
understanding of (a) how and why an entity uses devivaistruments, (b) how derivative instruments and
related hedged items are accounted for under SFAS No:AQ3yunting for Derivative Instruments and
Hedging Activities,” and its related interpretations anch@y derivative instruments and related hedged
items affect an entity’'s financial position, finaalgperformance and cash flows. We implemented SFAS
No. 161 effective January 1, 2009 and it did not have a maitapakt on our condensed consolidated
financial statements.

In May 2008, the FASB issued SFAS No. 162, “The Hiésaof Generally Accepted Accounting
Principles,” or SFAS No. 162. SFAS No. 162 identifiesdbigrces of accounting principles and the
framework for selecting the principles to be used inpfeparation of financial statements that are
presented in conformity with generally accepted accountingiptes in the United States. We
implemented SFAS No. 162 effective January 1, 2009 and it digaveta material impact on our
condensed consolidated financial statements.

In April 2009, the FASB issued FASB Staff PositidPAS No. 141(R)-1, “Accounting for Assets
Acquired and Liabilities Assumed in a Business Comhimatiat Arise from Contingencies,” or FSP



No. 141(R)-1. FSP No. 141(R)-1 applies to all assets accpireedll liabilities assumed in a business
combination that arise from contingencies. FSP No. 141 {fRquires the acquirer to recognize such an
asset or liability if the acquisition-date fair valudlmat asset or liability can be determined during the
measurement period. If it cannot be determined during #zsunement period, then the asset or liability
should be recognized at the acquisition date if, comsistigh SFAS No. 5, “Accounting for
Contingencies,” information available before the ehthe measurement period indicates that it is prebabl
that an asset existed or that a liability had beearned at the acquisition date, and the amount of the¢ ass
or liability can be reasonably estimated. We impleneR®P No. 141(R)-1 effective January 1, 2009 and
it did not have a material impact on our condensed tidaged financial statements.
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Future Adoption of Accounting Standards:

In December 2008, the FASB issued FASB Staff PositigkS3N0.132(R)-1, “Employers’ Disclosures
about Pensions and Other Postretirement Benefit$;58r No. 132R-1. FSP No. 132R-1 requires
enhanced disclosures about the plan assets of definéit pension and other postretirement plans. The
enhanced disclosures required by FSP No. 132R-1 are intengealiide users of financial statements
with a greater understanding of (a) how investment dilmtaecisions are made, including the factors that
are pertinent to an understanding of investment policiestaattgies, (b) the major categories of plan
assets, (c) the inputs and valuation techniques used to m#estae value of plan assets, (d) the effect of
fair value measurements using significant unobsenmplés (Level 3) on changes in plan assets for the
period and (e) significant concentrations of risk witblian assets. FSP No. 132R-1 is effective for the year
ending December 31, 2009. We do not believe the implememi@fti-FSP No. 132R-1 will have a material
impact on our consolidated financial statements.

In April 2009, the FASB issued FASB Staff PositidPAS No. 107-1 and Accounting Principles Board
No. 28-1, “Interim Disclosures about Fair Value of Firnahimstruments,” or FSP No. 107-1. FSP
No. 107-1 requires the disclosure of the fair value offon instruments for interim reporting periods of
publicly traded companies as well as in the annual fiahst@atements. FSP No. 107-1 is effective for
interim reporting periods ending after June 15, 2009 with ealdyption permitted for periods ending after
March 15, 2009. We do not expect the adoption of FSP No. 10F&véoa material impact on our
condensed consolidated financial statements.

In April 2009, the FASB issued FASB Staff PositidPAS No. 115-2 and SFAS No. 124-2,
“Recognition and Presentation of Other-Than-Tempornapairments,” or FSP Nos. 115-2 and 124-2,
which provide new guidance on the recognition of otharttemporary impairments of investments in
debt securities and provide new presentation and disclesyugements for other-than-temporary
impairments of investments in debt and equity securfi®® Nos. 115-2 and 124-2 are effective for our
guarter ending June 30, 2009. We do not expect the adopt@PolNos. 115-2 and 124-2 to have a
material impact on our condensed consolidated finastaééments.
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Item 2. Management’s Discussion and Analysis of Financial Condition anddrlts of Operations

The following discussion should be read in conjoncivith our condensed consolidated financial
statements (including the Notes thereto) included in teRart | of this report.

Business Overview

We are a North American producer of selected pedrotals used to manufacture a wide array of
consumer goods and industrial products. We currently operat®isegments: acetic acid and plasticizers.
Each segment has a single customer.

Our acetic acid is used primarily to manufacturghacetate monomer, which is used in a variety of
products, including adhesives and surface coatingsu&hirto our Acetic Acid Production Agreement that
extends to 2031, all of our acetic acid production is soBPtéAmoco Chemicals Company, or BP
Chemicals. We are BP Chemicals’ sole source of@aetd production in the Americas. BP Chemicals
markets all of the acetic acid that we produce and ggyamong other amounts, a portion of the profits
derived from its sales of our acetic acid. In additidA,Ehemicals reimburses us for 100% of our fixed
and variable costs of production, other than specified inditsts. We also jointly invest with BP
Chemicals in capital expenditures related to our aeetetfacility in the same percentage as the profits
from the business we receive from BP Chemicals.

We own and operate one of the lowest cost@aetd facilities in the world. Our acetic acid faili
utilizes BP Chemicals’ proprietary “Cativa” carboatybn technology, which we believe offers several
advantages over competing production methods, including loveegerequirements and lower fixed and
variable costs. Acetic acid production has two major meaterial requirements, methanol and carbon
monoxide. BP Chemicals, a producer of methanol, suplie%o of our methanol requirements related to
our production of acetic acid. All of our requirementsdarbon monoxide are supplied by Praxair
Hydrogen Supply, Inc., or Praxair, from a partial oxwlaunit constructed by Praxair on land leased from
us at our site in Texas City, Texas, or our Texas @tjify.

Although recent slowdowns in the housing and autivenmarkets are reducing short-term global
demand for vinyl acetate monomer, the largest deviwati acetic acid, annual global production of vinyl
acetate monomer is expected to increase from 10.drbplbunds in 2005 to 12.2 billion pounds in 2010.
The North American acetic acid industry tends to sell rabis products through long-term sales
agreements having “cost plus” pricing mechanisms, eliminatinch of the volatility seen in other
petrochemicals products and resulting in more stablgoeettictable earnings and profit margins.

All of our plasticizers, which are used to makgilile plastics, such as shower curtains, floor
coverings, automotive parts and construction materialsodsldo BASF Corporation, or BASF, pursuant
to a long-term production agreement that extends until 20bBct to some early termination rights held
by BASF that begin in 2010. Under our agreement with BASBupbPlasticizers Production Agreement,
BASF provides us with most of the required raw matenm&skets the plasticizers that we produce and is
obligated to make certain fixed quarterly payments to uswhimbursing us monthly for our actual
production costs and capital expenditures relating to outiqitass facility. Due to the contract terms in
our Plasticizers Production Agreement with BASF, we ateerposed to fluctuations in costs or market
conditions. Our Plasticizers Production Agreement waasnaled in May 2008 after BASF nominated zero
pounds of phthalic anhydride, or PA, under the prior versidgheohgreement due to deteriorating market
conditions which ultimately resulted in the closure of BArunit.

On September 17, 2007, we entered into a long-termsixelstyrene supply agreement and a related
railcar purchase and sale agreement with NOVA Chemiicalswhich as subsequently assigned to INEOS
NOVA, LLC, or INEOS NOVA. After the supply agreemdydcame effective, INEOS NOVA nominated
zero pounds of styrene under the supply agreement foathiede of 2007 and, in response, we exercised
our right to terminate the supply agreement and permargmitydown our styrene facility. Under the
supply agreement, we are responsible for the closute absur styrene facility and are also restricted



from reentering the styrene business until November ZIl i restricted period was initially eight years.
However, on April 1, 2008, INEOS NOVA unilaterally redudkd restricted period to five years.
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We sold substantially all remaining styrene invantturing the first quarter of 2008. The
decommissioning process was completed by the end of 2008easdsibciated costs incurred for 2007 and
2008 were $0.7 million and $18.9 million, respectively. In 2098, we announced a reduction in work
force in order to reduce our staffing to a level appadprior our existing operations and site development
projects. As a result, we reduced our salaried work toycE9 people and our hourly work force by 15
people. In accordance with Statement of Financial Acaogr8tandards, or SFAS, No. 146, “Accounting
for Costs Associated with Exit or Disposal Activitiesie recognized and paid $1.4 million of severance
costs in 2008. Additionally, as a result of our work fore@urction, we recorded a curtailment loss of
$1.2 million for our benefit plans in accordance with SF¥& 88, “Employers’ Accounting for
Settlements and Curtailments of Defined Benefit PenBlans and for Termination Benefits,” in 2008.

We own the acetic acid and plasticizers manufiactumits located at our Texas City facility. We lease
a portion of our Texas City facility to Praxair, whastructed a partial oxidation unit on that land. We
also lease a portion of our Texas City facility to S&bgeneration Company, a 50/50 joint venture
between us and Praxair Energy Resources, Inc., oaiPExergy, who constructed a cogeneration facility
on that land. However, as our strategic initiatives uiedasideration do not require utilization of the steam
produced by the cogeneration facility, we and Praxair Engagyed to terminate the joint venture and the
Joint Venture Agreement governing S&L Cogeneration Compamnije Joint Venture Agreement, was
amended to extend its term until June 30, 2009, to adskeessal matters related to the sale of the
cogeneration facility, the distribution of S&L Cogeatton Company’s assets and the termination and
winding-up of the joint venture. We lease space for omciwal offices located in Houston, Texas. We
operate in two segments: acetic acid and plasticizers.

Results of Operations
Three Months Ended March 31, 2009 Compared to Three Months Ehifarch 31, 2008
Revenues and net loss from continuing operations

Our revenues were $31.4 million for the first quanfe2009, an 18% decrease from the $38.3 million in
revenues we recorded for the first quarter of 2008. We Inatl lass from continuing operations of
$0.6 million for the first quarter of 2009, compared to @loss from continuing operations of $0.9 million
in the first quarter of 2008.

Revenues from our acetic acid operations wereoajppately $23.8 million in the first quarter of 2009,
an 18% decrease from the $29.0 million in revenues fresetbperations in the first quarter of 2008. This
decrease in acetic acid revenues in the first quar939 was primarily due to an approximate
$6.0 million decrease in cost reimbursements from BRlads as a result of lower energy costs in the
first quarter of 2009 compared to the first quarter of 20@ghtd offset by higher profit sharing revenue
of approximately $0.9 million. Gross profit for our acetad operations was $4.6 million for the first
quarter of 2009 compared to $3.9 million for the first quat&008. The increase in profit sharing
revenue and gross profit was primarily due to highegimaron acetic acid sales for the first quarter of
2009 compared to the first quarter of 2008, partially offséber sales volumes.

Revenues from our plasticizers operations wermappately $7.3 million in the first quarter of 2009, a
19% decrease from the $9.0 million in revenues from thesetons in the first quarter of 2008. Gross
profit from our plasticizers operations was $1.3 millionthe first quarter of 2009 compared to
$1.9 million for the first quarter of 2008. This decreasesirenues and gross profit is primarily due to a
reimbursement by BASF of $1.4 million for cost savings agdealuring prior periods that were approved
and paid by BASF in the first quarter of 2008.

Selling, general and administrative expenses

Our selling, general and administrative expenses $&g®emillion for the first quarter of 2009
compared to $2.4 million for the first quarter of 2008. Thigéase in 2009 was primarily due to increased
legal fees of $0.8 million resulting from the lawsuits diésd in Note 4 to the condensed consolidated



financial statements included in Item 1 of Part 1hef teport, and $0.3 million of expenses incurred in the
first quarter of 2009 for strategic initiatives we are piagu

Other income expense
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We recorded $1.1 million of insurance proceeds iffittstequarter of 2009 for reimbursement of legal
fees incurred in excess of our deductibles under our varisusaince policies. As of March 31, 2009, we
have an insurance reimbursement receivable of $2.%millihere were no such legal fee reimbursements
in the first quarter of 2008.

Interest income

We recorded $0.4 million of interest income infitet quarter of 2009 compared to $1.3 million in the
first quarter of 2008. This decrease was due to lower intertest earned on our cash investments in 2009
compared to 2008.

Benefit for income taxes

During the first quarters of 2009 and 2008, we recordest tax benefit of $0.2 million and zero,
respectively, for income taxes from continuing operatiGhe to interim reporting, our continuing
operations effective tax rate is 24.76% for the periodngnidarch 31, 2009 compared to an effective tax
rate of zero for the period ending March 31, 2008. Theatilan of the tax benefit to continuing operations
reflects the effect of utilizing income in discontinuggbmtions to recognize a portion of the benefit from
losses generated in continuing operations. This resulted @ghange to the valuation allowance of
$52.0 million. For year end, we expect to have a nettefietax rate of zero.

Income (loss) from discontinued operations

During the first quarter of 2009, net income froscdntinued operations was $1.6 million compared to
a net loss of $6.3 million for the first quarter of 2008 .sTihiprovement was primarily due to costs
incurred for decommissioning our styrene facility in 208& aesult of our exit from the styrene business
in late 2007.

Liquidity and Capital Resources

On March 29, 2007, we completed a private offering of $4iliion aggregate principal amount of
unregistered % Senior Secured Notes due 2015, or our Secured Notes, miusasPurchase
Agreement among us, Sterling Chemicals Energy, InSterling Energy, one of our former wholly-
owned subsidiaries, and Jefferies & Company, Inc. and€CGMrld Markets Corp., as initial purchasers.

In connection with that offering, we entered into ateimture, dated March 29, 2007, among us, Sterling
Energy, as guarantor, and U. S. Bank National Assoniamtrustee and collateral agent. On May 6, 2008,
Sterling Energy was merged with and into us. Upon consuiomneit the merger, Sterling Energy no

longer had independent existence and, consequently, our $&tes are no longer guaranteed by
Sterling Energy. Pursuant to a registration rights agee¢ among us, Sterling Energy and the initial
purchasers, we agreed to exchange our unregistered Secuesdddat new issue of substantially identical
debt securities registered under the Securities Acgusecthe registration statement for the exchange offer
to become effective by December 24, 2007, and to compketxtthange offer within 50 days of the
effective date of the registration statement. On August 3, 2@e made an initial filing of the exchange
offer registration statement. However, the registratio®istant was not declared effective by December
24,2007, and, as a result, the interest rate on our SecatesliNcreased by 0.25% per annum on each of
December 25, 2007, March 24, 2008 and June 22, 2008. The remisttatement was declared effective

on August 13, 2008, and the exchange offer was closed on ®eptés 2008. As a result, the interest rate
on our Secured Notes reverted back to the face amoa¥486 per annum when the exchange offer
closed. The additional interest incurred from DecembeP@®/ through the closing of the exchange offer
was approximately $0.5 million and was paid on April 1 actber 1, 2008.

Our indenture contains affirmative and negatoxenants and customary events of default, including
payment defaults, breaches of covenants and certairsesfdmankruptcy, insolvency and reorganization.
If an event of default occurs and is continuing, othan an event of default triggered upon certain
bankruptcy events, the trustee under our indenture or tberlsaf at least 25% in principal amount of our



outstanding Secured Notes may declare our Secured Ndiesltee and payable immediately. Upon an
event of default, the trustee may also take actionsrézliose on the collateral securing our outstanding
Secured Notes, subject to the terms of an intercredjteement
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dated March 29, 2007, among us, Sterling Energy, the traste&he CIT Group/Business Credit, Inc. Our
indenture does not require us to maintain any finandialsrar satisfy any financial maintenance tests. We
are currently in compliance with all of the covenamtstained in our indenture.

Interest is due on our outstanding Secured Notes onJAgnitl October 1 of each year. Our outstanding
Secured Notes, which mature on April 1, 2015, are seadured obligations and rank equally in right of
payment with all of our existing and future senior indebtssinBubject to specified permitted liens, our
outstanding Secured Notes are secured (i) on a firsttpii@sis, by all of our fixed assets and certain
related assets, including, without limitation, all prapeplant and equipment and (ii) on a second priority
basis, by our other assets, including, without limdtatiaccounts receivable, inventory, capital stock of our
domestic restricted subsidiaries, intellectual propeldposit accounts and investment property.

On December 19, 2002, we entered into a Revolving tGkgoeement, or our revolving credit facility,
with The CIT Group/Business Credit, Inc., as administesgigent and a lender, and certain other lenders.
Under our revolving credit facility, we and Sterlingdegy were co-borrowers and were jointly and
severally liable for any indebtedness thereunder.r Mfite merger of Sterling Energy with and into us,
Sterling Energy ceased to be a co-borrower under oulviegaredit facility. Our revolving credit facility
is secured by first priority liens on all of our accaurdceivable, inventory and other specified assets. O
March 29, 2007, we amended and restated our revolving aaedityfto, among other things, extend the
term of our revolving credit facility until March 29, 2012duce the maximum commitment thereunder to
$50 million, make certain changes to the calculation obtieowing base and lower the interest rates and
fees charged thereunder. Borrowings under our revolvingteeility bear interest, at our option, at an
annual rate of a base rate plus 0.0% to 0.50% or theRI@e plus 1.50% to 2.25%, depending on our
borrowing availability at the time. We are also requit@ pay an aggregate commitment fee of 0.375% per
year (payable monthly) on any unused portion of our vavglcredit facility. Available credit under our
revolving credit facility is subject to a monthly boriiogy base of 70% of eligible accounts receivable plus
65% of eligible inventory. In response to the expectedirmoad lower levels of accounts receivable and
inventory, as well as our lesser need for a workaggjtal facility, we reduced our commitment under our
revolving credit facility to $25 million on June 30, 2008. Qovisimber 7, 2008, we further amended our
revolving credit facility to substantially reduce restdos, subject to minimum liquidity requirements, on
investment of cash and other assets, payment ofdbégisiends, repurchase of debt and equity securities,
modification of preferred stock terms, entry into afféid transactions, disposition of assets and
engagement in certain business activities. We paid thenestirative agent an amendment fee plus
expenses totaling approximately $0.1 million in conneatiith this amendment.

As of March 31, 2009, total credit available underrevolving credit facility was limited to
$10.1 million, there were no loans outstanding and we h&n$iflion in letters of credit outstanding,
resulting in borrowing availability of $6.2 million. Pursudo Emerging Issues Task Force Issue No. 95-
22, “Balance Sheet Classification of Borrowings underoRéng Credit Agreements That Include both a
Subjective Acceleration Clause and a Lock-Box Arrangemeny,balances outstanding under our
revolving credit facility would be classified as a cuatrportion of long-term debt.

Our revolving credit facility contains numeragvenants and conditions, including, but not limited to,
restrictions on our ability to incur indebtednessatzdiens, sell assets, make investments of casbthed
assets, make capital expenditures, engage in mergers ansitaet and pay cash dividends. Our
revolving credit facility also includes various circuarstes and conditions that would, upon their
occurrence and subject in certain cases to notice aice geriods, create an event of default thereunder.
Our revolving credit facility does not require us to nteiim any financial ratios or satisfy any financial
maintenance tests. We are currently in compliande alitof the covenants contained in our revolving
credit facility.

Our liquidity (.e., cash and cash equivalents plus total credit availaloler wur revolving credit
facility) was $169.3 million at March 31, 2009, an incregs&2al million compared to our liquidity at
December 31, 2008. This increase was primarily due tccea@t profit sharing payments for 2008
received from BP Chemicals during the first quarter of 2009.



Recent distress in the financial markets has had ansgdvnpact on financial market activities
including, among other things, volatility in security pricgsninished liquidity and credit availability,
rating downgrades of
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certain investments and declining valuations of otH&ieshave assessed the implications of these factors
on our current business and determined that there hég@moia significant impact to our financial
condition, results of operations or liquidity during thirst quarter of 2009. Our cash is invested in highly
rated money market funds, which are guaranteed by the UStBxepaiof Treasury under its Temporary
Guarantee Program for Money Market Funds. We believeothiatash on hand and cash generated from
continuing operations, along with credit available underrevolving credit facility, will be sufficient to
meet our short-term and long-term liquidity needs forré@sonably foreseeable future.

Working Capital

Our working capital was $144.1 million as of MarchZ109, a decrease of $1.9 million from our
working capital of $146.0 million as of December 31, 2008.

Cash Flow

Net cash provided by operations was $9.3 millieritfe first three months of 2009, compared to
$72.3 million during the first three months of 2008. This deseen net cash flow provided by operations
during the first three months of 2009 was primarily due tartbaetization of our styrene working capital
of approximately $67.0 million in 2008. Net cash flow used instimg activities increased to $2.4 million
during the first three months of 2009, compared to $2.0 miiothe first three months of 2008, and such
increase was due to increased capital expenditures. iasneo cash flow provided by financing activities
in either the first three months of 2009 or 2008.

Capital Expenditures

Our capital expenditures were $2.4 million during ifet three months of 2009 compared to
$2.0 million during the first three months of 2008. We expactapital expenditures for the remainder of
2009 to be approximately $10.1 million, including $0.8 milliondacapital project to prevent the discharge
of process wastewater during periods of heavy rain atexas City facility and $3.3 million for our
portion of acetic acid related projects, includingstaunction of an acetic acid pipeline and other
replacement and debottlenecking projects. The remaini@gilion is primarily for routine safety,
environmental, replacement capital and profit impnoset projects.

Contractual Cash Obligations

As of March 31, 2009, there have been no signifidaahges to the contractual obligations disclosed in
our Annual Report.

Critical Accounting Policies, Use of Estimates and Assptions

The preparation of financial statements in canityr with generally accepted accounting principles
requires management to make estimates and assumptibafebathe amounts reported in the condensed
consolidated financial statements and related notsahresults could differ from those estimates. On an
ongoing basis, we review our estimates, includingahetated to the allowance for doubtful accounts,
recoverability of long-lived assets, deferred tax agsletation allowance, litigation, environmental
liabilities, pension and post-retirement benefitgfgnred stock dividends and various other operating
allowances and accruals, based on currently availafolenation. Changes in facts and circumstances may
alter such estimates and affect our results of opesatiod financial position in future periods. There have
been no material changes or developments in our evalwdtibe accounting estimates or the underlying
assumptions or methodologies that we believe to beatréazounting policies disclosed in our Annual
Report.

New Accounting Standards

Adoption of Accounting Standards:



In December 2007, the FASB issued SFAS No. 141 (re2B@d), “Business Combinations,” or SFAS
No. 141R. SFAS No. 141R broadens the guidance of SFAS No.xtéhdmg its applicability to all
transactions and other events in which one entitgiobtcontrol over one or more other businesses. SFAS
No. 141R broadens the fair value measurement and reicogoftassets acquired, liabilities assumed and
interests transferred as a result of business conntmisaind expands on required disclosures to improve
the statement users’ abilities to evaluate the
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nature and financial effects of business combinatifesimplemented SFAS No. 141R effective
January 1, 2009 and it did not have a material impact onomatensed consolidated financial statements.

In December 2007, the FASB issued SFAS No. 160, “Noratting Interests in Consolidated
Financial Statements; an Amendment of ARB No. 51,"FAS No. 160. SFAS No. 160 establishes the
accounting and reporting standards for a noncontrollirggast in a subsidiary and for the deconsolidation
of a subsidiary and clarifies that a noncontrollingiest in a subsidiary is an ownership interest in the
consolidated entity that should be reported as equity inghsolidated financial statements. SFAS
No. 160 requires retroactive adoption of the presentatidrdesclosure requirements for existing minority
interests and applies prospectively to business comaisdidr fiscal years beginning after December 15,
2008. We implemented SFAS No. 160 effective January 1, 2009 ditdhiot have a material impact on
our condensed consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, “DisclasAtmut Derivative Instruments and
Hedging Activities,” or SFAS No. 161. SFAS No. 161 requirg@samced disclosures about an entity’s
derivative and hedging activities, with the intent toyde users of financial statements with an enhanced
understanding of (a) how and why an entity uses devivaistruments, (b) how derivative instruments and
related hedged items are accounted for under SFAS No'AQ3yunting for Derivative Instruments and
Hedging Activities,” and its related interpretations anch@y derivative instruments and related hedged
items affect an entity’'s financial position, finaalgperformance and cash flows. We implemented SFAS
No. 161 effective January 1, 2009 and it did not have a maitapakt on our condensed consolidated
financial statements.

In May 2008, the FASB issued SFAS No. 162, “The Hiésaof Generally Accepted Accounting
Principles,” or SFAS No. 162. SFAS No. 162 identifiesdbigrces of accounting principles and the
framework for selecting the principles to be used inpfeparation of financial statements that are
presented in conformity with generally accepted accountingiptes in the United States. We
implemented SFAS No. 162 effective January 1, 2009 and it digaveta material impact on our
condensed consolidated financial statements.

In June 2008, the FASB issued FASB Staff Positioergimg Issues Task Force “Determining Whether
Instruments Granted in Share-Based Payment Transactierf3afticipating Securities,” or FSP EITF
No. 03-6-1, which addresses whether instruments grantbeia-based payment transactions are
participating securities prior to vesting and, therefareed to be included in earnings allocation in
computing earnings per share under the two-class methodagdd in SFAS No. 128, “Earnings Per
Share.” Under the guidance in FSP EITF No. 03-6-1, undestare-based payment awards that contain
non-forfeitable rights to dividends or dividend equivadgmthether paid or unpaid) are participating
securities and need to be included in the computatioarofreys per share pursuant to the two-class
method. We implemented FSP EITF No. 03-6-1 effectiveidanl, 2009 and it did not have a material
impact on our condensed consolidated financial statesnen

In April 2009, the FASB issued FASB Staff PositidPAS No. 141(R)-1, “Accounting for Assets
Acquired and Liabilities Assumed in a Business Comhamatnat Arise from Contingencies,” or FSP
No. 141(R)-1. FSP No. 141(R)-1 applies to all assets accpireedll liabilities assumed in a business
combination that arise from contingencies. FSP No. 141 {fRquires the acquirer to recognize such an
asset or liability if the acquisition-date fair valudlmat asset or liability can be determined during the
measurement period. If it cannot be determined during #zsunement period, then the asset or liability
should be recognized at the acquisition date if, comsistgh SFAS No. 5, “Accounting for
Contingencies,” information available before the ehthe measurement period indicates that it is prebabl
that an asset existed or that a liability had beearned at the acquisition date, and the amount of tlet ass
or liability can be reasonably estimated. We implenteR®P No. 141(R)-1 effective January 1, 2009 and
it did not have a material impact on our condensed tidaged financial statements.

Future Adoption of Accounting Standards:



In December 2008, the FASB issued FASB Staff PositigkS3No0.132(R)-1, “Employers’ Disclosures
about Pensions and Other Postretirement Benefit$;58 No. 132R-1. FSP No. 132R-1 requires
enhanced disclosures about the plan assets of definéit pension and other postretirement plans. The
enhanced disclosures required by FSP No. 132R-1 are intengealiide users of financial statements
with a greater understanding of (a) how investment dilmtaecisions are made, including the factors that
are pertinent to an understanding of investment policiestaattgies, (b) the major categories of plan
assets, (c) the inputs and valuation techniques used to mtastae value of plan assets, (d) the effect of
fair value measurements using significant unobsenmplés (Level 3) on changes in plan assets for the
period and (e) significant concentrations of risk witbiian assets. FSP No. 132R-1 is effective for the year
ending December 31, 2009. We do not believe the implememi@fti-FSP No. 132R-1 will have a material
impact on our consolidated financial statements.
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In April 2009, the FASB issued FASB Staff PositidPAS No. 107-1 and Accounting Principles Board
No. 28-1, “Interim Disclosures about Fair Value of Firnahimstruments,” or FSP No. 107-1. FSP
No. 107-1 requires the disclosure of the fair value offon instruments for interim reporting periods of
publicly traded companies as well as in the annual fiahstatements. FSP No. 107-1 is effective for
interim reporting periods ending after June 15, 2009 with ealdyption permitted for periods ending after
March 15, 2009. We do not expect the adoption of FSP No. 10F&Vvéoa material impact on our
condensed consolidated financial statements.

In April 2009, the FASB issued FASB Staff PositidPAS No. 115-2 and SFAS No. 124-2,
“Recognition and Presentation of Other-Than-Tempornapairments,” or FSP Nos. 115-2 and 124-2,
which provide new guidance on the recognition of otharttemporary impairments of investments in
debt securities and provide new presentation and disclesyugements for other-than-temporary
impairments of investments in debt and equity securfi®® Nos. 115-2 and 124-2 are effective for our
guarter ending June 30, 2009. We do not expect the adopt@PolNos. 115-2 and 124-2 to have a
material impact on our condensed consolidated finastaééments.

ltem 3. Quantitative and Qualitative Disclosures about Market Risk

Our $150 million of Secured Notes bear interesh armual rate of 0%, payable semi-annually on
April 1 and October 1 of each year. The fair valuewf®ecured Notes is based on their quoted price,
which may vary in response to changing interest ratesf March 31, 2009, the fair value of our Secured
Notes was approximately $132.0 million.

Item 4T. Controls and Procedures

Evaluation of Disclosure Controls and Procedund& maintain disclosure controls and procedures (as
defined in Rule 13a-15(e) of the Securities Exchange Act)issitp provide reasonable assurance that
the information required to be disclosed by us in the refpizaitsive file or submit under the Exchange Act
is recorded, processed, summarized, and reported withimtb@eriods specified in the SEC’s rules and
forms. These include controls and procedures desigratstoe that this information is accumulated and
communicated to our management, including our Chief Executifiee©&nd our Chief Financial Officer,
as appropriate to allow timely decisions regarding regluiisclosure. Because of its inherent limitations,
internal control over financial reporting may not preavendetect misstatements. Therefore, even those
systems determined to be effective can provide @dganable assurance of achieving their control
objectives. Our management, with the participation of duefExecutive Officer and our Chief Financial
Officer, evaluated the effectiveness of our disclosurérots and procedures as of March 31, 2009. Based
on this evaluation, our Chief Executive Officer and ohie€Financial Officer have concluded that our
disclosure controls and procedures were not effectieé Barch 31, 2009 due to the identification of a
control deficiency that represents a material weakimessr internal control over financial reporting. This
material weakness resulted from a lack of effectiv@rols over the accounting for utilities at our Texas
City facility, specifically accounting for the flow @fater throughout our facility. As a result of the
identification of this material weakness, our printgeecutive officer and principal financial officer
concluded that, as of March 31, 2009, our disclosure ceraral procedures were not effective pursuant to
Exchange Act Rules 13a-15(f) and 15d-15(f).

Management is in the process of identifying theastrequired to successfully remediate the identified
material weakness in our internal controls over finaneporting, which will include supplementing our
written policies and procedures to ensure we have eawesnd approval processes in place between
accounting and operational personnel while increasingtie® 6f monitoring controls. We anticipate that
the remediation actions will be identified and implemeéridg the end of the second quarter of 2009.

Notwithstanding our assessment that our interdtals over financial reporting were not effective
and our identification of the above-described materialkwess, we believe that our financial statements
contained in this report on Form 10-Q for the quarteedrMarch 31, 2009, accurately present our
financial condition, results of operations and casidlm all material respects.



Changes in Internal Control over Financial Reportifidnere have been no changes in our internal
control over financial reporting for the quarter endeddide81, 2009, that have materially affected, or are
reasonably likely to materially affect, our internahtrol over financial reporting.
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PART II.
OTHER INFORMATION

Item 1. Legal Proceedings

The information under “Legal Proceedings” in Note the condensed consolidated financial
statements included in Item 1 of Part | of this reohtereby incorporated by reference.
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Item 6. Exhibits

The following are filed or furnished as part aéthorm 10-Q:

Exhibit
Number

*3.1

+*10.1

+10.2

+*10.3
*15.1
*31.1
*31.2
*32.1

*32.2

Description of Exhibit

Certificate of Amendment to the Second Amended and fedsGertificate of
Incorporation of Sterling Chemicals, Inc.

Second Amended and Restated 2002 Stock Plan.

2009 Bonus Plan (incorporated by reference to Exhibit 1®airtaurrent report on
Form 8-K filed January 15, 2009).

Sterling Chemicals, Inc. Eighth Amended anst&ed Savings and Investment Plan.
Letter of Grant Thornton LLP regarding unaudited imefinancial information.

Rule 13a-14(a) Certification of the Chief Executive Office

Rule 13a-14(a) Certification of the Chief Financial €#fi.

Section 1350 Certification of the Chief Executive Cfic

Section 1350 Certification of the Chief FinancialiCHf.

*  Filed or furnished herewith

+ Management contract or compensatory plan or arrangement
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SIGNATURES

Pursuant to the requirements of the Securitiehdhge Act of 1934, as amended, the Registrant has
duly caused this report to be signed on its behalf byrldersigned thereunto duly authorized.

STERLING CHEMICALS, INC.
(Registrant)

Date: May 15, 2009 Bys/ JOHN V. GENOVA
John V. Genova
President and Chief Executi
Officer

Date: May 15, 2009 Bys/ JOHN R. BEAVER
John R. Beaver
Senior Vice President-Finance and
Chief Financial Officer
(Principal Financial Officer)
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Exhibit
Number

*3.1

+*10.1

+10.2

+*10.3
*15.1
*31.1
*31.2
*32.1

*32.2

EXHIBIT INDEX

Description of Exhibit

Certificate of Amendment to the Second Amended and fedsGertificate of
Incorporation of Sterling Chemicals, Inc.

Second Amended and Restated 2002 Stock Plan.

2009 Bonus Plan (incorporated by reference to Exhibit 1®airtaurrent report on
Form 8-K filed January 15, 2009).

Sterling Chemicals, Inc. Eighth Amended anst&ed Savings and Investment Plan.
Letter of Grant Thornton LLP regarding unaudited imefinancial information.

Rule 13a-14(a) Certification of the Chief Executive Office

Rule 13a-14(a) Certification of the Chief Financial €#fi.

Section 1350 Certification of the Chief Executive Qdfic

Section 1350 Certification of the Chief FinancialiCHf.

*  Filed or furnished herewith

+ Management contract or compensatory plan or arrangement
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