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PART | - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

NORTHERN TECHNOLOGIES INTERNATIONAL CORPORATION

AND SUBSIDIARIES i CONSOLIDATED BALANCE SHEETS as of
February 28, 2007(Unaudited) and August 31, 2006 (Audited)

February 28, August 31,
2007 2006
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $240554 $299,117
Receivables:
Trade excluding corporate joint ventures, less allowance for doubtful
accounts of $30,008nd $10,000 &Eebruary 28, 200@nd August 31, 2006 1,543,593 1,772,568
Trade corporate joint ventures 612,413 598,162
Technical and other services, corporate joint ventures 1,444,707 1,357,754
Income taxes 294,836 333,819
Inventories 1,529,590 1,377,953
Prepaid expenses 297,168 233,648
Deferred income taxes 237,088 237,088
Total current assets 6,199,949 6,210,109
PROPERTY AND EQUIPMENT, net 3,844,752 3,430,573
OTHER ASSETS:
Investments in corporateija ventures:
Industrial chemical 11,599,030 10,397,463
Industrial norchemical 422,401 374,639
Deferred income taxes 628,197 628,197
Notes receivable and foreign deposit 51,710 497,179
Note from employee 43,323 56,679
Industrial patents and trademarks, net 976,789 996,592
Goodwill 304,000 304,000
Other 402,971 375,199
14428,421 13,629,948
$24473,122 $23,270,630
LI ABI'LI TIES AND STOCKHOLDERS®G EQUITY
CURRENT LIABILITIES:
Bank overdrafts $170,657 $328,804
Borrowings made on line of credit 788,000 610,000
Current portion of notes payable 28,439 27,310
Accounts payale 1,064,633 1,775,926
Payroll and related benefits 670,240 1,056,556
Deferred joint venture royalties 144,000 96,000
Other 125,948 94,179
Total current liabilities 2,991,917 3,988,775
NOTES PAYABLE, NET OF CURRENT PORTION 1,226,764 1,240,848
MINORITY INTEREST 62,568 55,254
STOCKHOLDERSS® EQUI TY:
Preferred stock, no par value; authorized 10,000 shares; none issued and outsta - -
Common stock, $02 par value per share; authorized 10,000,000
shares; issued and outstanding73,016and 3,618,993, respectively 73,380 72,380
Additional paidin capital 4,735,323 4,272,635
Retained earnings 14,326,482 12,895,574
Accumulated other comprehensiincome 1,048,969 745,164
Tot al stockhol dersd equity 20,191,873 17,985,753
$24 473,122 $23,270,630

See notes to consolidated financial statements.



NORTHERN TECHNOLOGIES INTERNATIONAL CORPORATION AND SUBSIDIARIES -
CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
THREE AND SIX MONTHS ENDED FEBRUARY 28, 2007 AND FEBRUARY 28, 2006

NORTH AMERICAN OPERATIONS:
Sales
Cost of goods sold
Gross profit

Operating expeses:
Selling
General and administrative
Lab and technical support

NORTH AMERICAN OPERATING (LOSS) INCOME

CORPORATE JOINT VENTURES AND

HOLDING COMPANIES:
Equity in income of industrial chemical corporate
joint ventures and holding companies
Equity in (loss)income of industrial norchemical
corporate joint ventures and holding companies

Fees for technical support and other services provi

to corporate joint ventures
Expenses incurred in support of corporate joint
ventures

INCOME FROM ALL CORPORATE JOINT
VENTURES AND HOLDING COMPANIES

INTEREST INCOME
INTEREST EXPENSE
OTHER INCOME

GAIN ON SALE OF ASSES
MINORITY INTEREST

INCOME BEFORE INCOME TAX EXPENSE
INCOME TAX EXPENSE
NET INCOME
NET INCOME PER COMMON SHARE:
Basic
Diluted
WEIGHTED AVERAGE COMMON SHARES
ASSUMED OUTSTANDING:
Basic

Diluted

See noteto consolidated financial statements.

Three Months Ended

Six Months Ended

February 28, February 28, February 28, February 28,
2007 2006 2007 2006

$3,884,895 $3,775,693 $8502,269 $8,179,322
2,459,064 2,315,245 5,404,119 5,044,356
1,425,831 1,460,448 3,098,150 3,134,966
810,165 874,234 1,579,204 1,572,189
804,289 563,911 1,627,172 1,250,470
45,335 78,672 130,375 148,426
1,659,789 1,516,817 3,336,751 2,971,085
(233,958) (56,369) (238,601) 163,881
1,002,944 546,217 1,595,934 1,290,664
(8,429) 39,591 33,800 24,662
1,213,162 1,019,989 2,346,003 2,134,049
(1,341,052 (1,290,946) (2,657,301 (2,456,530)
866,625 314,851 1,318,436 992,845
766 1,178 1,701 27,979
(47,483) (31,857) (90,369 (35,506)

6,281 - 8,374 -

1,700 - 726,195 -
2,272 7,927 (7,319 (7,485)
596,203 235,730 1,718,427 1,141,714
148000 31,000 280,000 303,000
$448,203 $204,730 $1,438,427 $838,714
$012 $0.06 $040 $0.23
$012 $0.06 $039 $0.23
3,664,248 3,597,815 3,644,126 3,593,926
3,690,260 3,628,594 3,679,023 3,618,101



NORTHERN TECHNOLOGIES INTERNATIONAL CORPORATION AND

SUBSIDIARIES - CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

SIX MONTHS ENDED FEBRUARY 28, 2007 and FEBRUARY 28, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash (used in) provided by

operating activities:
Expensing of fair value of stock options vested
Depreciation expense
Amortization expense
Gain on sale of assets
Minority interest expense
Equity in income from corporate joint ventures:
Industrial chemical
Industrial noachemical
Deferred joint venture royalties
Change in current assets and liabilities:
Receivables:
Trade excluding corporate joint ventures
Trade corporate joint véures

Technical and other services receivables, corporate joint ventu

Income taxes
Inventories
Prepaid expenses and other
Employee note receivable
Accounts payable
Accrued liabilities
Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the sale of assets
Investment in corporate joint ventures
Dividends received from corporate joint ventures
Loans made
Cash received from notesceivable and foreign deposit
Additions to property and eipment
(Increase) decrease in other assets
Additions to industrial patents
Net cash provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Net borrowings made on line of credit (repayments)
Repayment of note payable
Proceeds from exercise of stock options
Bank overdrafts
Net cash provided by (used infpd&ncing activities

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS AT END OF PERIOD

See notes to consolidated financial statements.

February 28, February 28,
2007 2006
$1438,427 $838,714
60,786 -
153,996 98,737
78,340 80,026
(726,195 -
7,314 7,485
(1,595,933 (1,290,607)
(33,800) (24,662)
48,000 (26,702)
228,975 (259,382)
(14,251) 30,820
(86,953) 38,558
38,983 24,537
(151,637) (44,770)
(63,520 (135,823)
13,356 12,530
(711,293) 328,078
(56,217) 265,326
(1,371,623 (57,135)
850,367 -
(538,104 -
1,222,312 783,304
- (20,029)
445,469 403,998
(692,347 (128,072)
(27,772) 18,779
(58,535 (129,800)
1,201,390 928,180
178,000 (83,000)
(12,955) (554,870)
104,772 95,340
(158,147) -
111,670 (542,530)
(58,563) 328,515
299,117 327,458
$240,554 $655,93




NORTHERN TECHNOLOGIES INTERNATIONAL CORPORATION AND
SUBSIDIARIES - NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

1. INTERIM FINANCIAL INFORMATION

In the opinion of managementhe accompanying unaudited consolidated financial statements contain all
necessary adjustments, which are of a normal recurring nature, and present fairly the consolidated financial
position of Northern Technologies International Corporation and itsdiaties (the Company) as of February 28,

2007 and the results of their operations for the three and six months ended Februz0Q728)d February 28,
2006and their cash flows for the six months ended Februar@@37and February 28006 in conformiy with
accounting principles generally accepted in the United States of America.

These consolidated financial statements should be read in conjunction with the consolidated financial statement:
and related notes contained in the Company's annual repbdroril0-KSB for the fiscal year ended August 31,
2006and with the Management's Discussion and Analysis or Plan of Operation section appearing in this quarterly
report. Operating results for the three and six months ended Febru@§0Z&re not necesaly indicative of

the results that may be expected forfthiefiscal year ending August 32007,

2. STOCK-BASED COMPENSATION

In December 2004, FASB published FASB Statement No. 123 (revised Zl@#eBased PaymentFAS
123(R) requires that the cqmnsation cost relating to shdrased payment transactions, including grants of
employee stock options, be recognized in financial statem&hts. cost will be measured based on the fair value
of the equity or liability instruments issuedrAS 123(R) overs a wide range of shabased compensation
arrangements including stock options, restricted share plans, perforbassmbawards, share appreciation rights,
and employee share purchase plaRAS 123(R) is a replacement of FASB Statement No. A2&unting for
StockBased Compensatipand supersedes APB Opinion No. 26counting for Stock Issued to Employesasl

its related interpretive guidanc&@he effect of the Statement is to require entities to measure the cost of employee
services receiveth exchange for stock options based on the ggate fair value of the award, and to recognize
the cost over the period the employee is required to provide services for the a@andpensation cost under
SFAS 123(R) is recognized ratably using the glrdine attribution method over the expected vesting period,
which is considered to be the requisite service perindaddition, pursuant to SFAS 123(R), we are required to
estimate the amount of expected forfeitures when calculating the compensat&ningiead of accounting for
forfeitures as incurred, which was our previous methodll of our options previously awarded were classified
as equity instruments and continue to maintain their equity classification under SFAS IRPAERL23(R)
permits entities to use any optigoricing model that meets the fair value objective in the StatemEné
Company implemented FAS 123(R) on September 1, 2006, using the modified prospective transition method.

The Company granted options to purchages7 andl5,167shares of its common stockiring thethree andsix
months ended February 28, 200&spectively The fair value of option grants is determineddate ofgrant
using theBlack-Scholes option pricing modaelith the assumptions listed belowhe vdatility factor used in the
Black-Scholes option pricing model is based on historical stock price fluctuatiahssk free interest rate are
based on U.S. treasury rates appropriate for expected Baised on these valuations, the Company recognized
conpensation expense @15,993 and$60,786 during the three andsix months endd February 28, 20Q7
respectively, related to the options that vested during such time period, which redat@tomeper share by
$0.00 andb0.02for thosethree andsix monthperiods, respectivelyThe Company estimates that there will be no
additionalcompensatiorexpenseelating to option grantfor the remainder of fiscal year 200%s of February

28, 2007 the total compensation cost for nonvested options not yet reeodnizi n t he Companyo6s
operations was@5,856 net of estimated forfeitures$$54,867and $0,989are expected to be recognized during
the six months endingFebruary 28, 2008 and 200%espectively. Future option grants will impact the
compensBon expense recognized.



The fair value of the options granted during #ve months endedrebruary 28, 200and 2006was estimated
using the BlackScholes option pricing model with the following weighted average assumptions:

February 28, February28,
2007 2006
Dividend yield 2.00% 2.00%
Expected volatility 42.9% 42.8%
Expected life of option 5 years 5 years
Average riskfree interest rate 4.67% 4.4%%

Dividend yield and expected volatility are estimated using historical amounts that angatedico be consistent
with current values. Expected life of option is based on the life of the option agreements.

Had compensation cost for stock options been determined based on the fair value methodology prescribed b
SFAS 128R), t he Co mpane nd set imceme pdr common share for the tmdesixmonthperiods
endedrebruary 28, 200&ould have been reduced to the pro forma amounts indicated:below

3 Months Ended 6 Months Ended
February 28, February 28,
2006 2006
Net income (®ss):
As reported $204,730 $838,714
Pro forma $204,730 $803,081
Basic net income per commc
share
As reported $0.06 $0.23
Pro forma $0.06 $0.2
Diluted net income per share
As reported $0.06 $0.23
Pro foma $0.06 $0.2
Stockbased compensation, net
As reported $0 $0
Pro forma $0 $35,633
3. INVENTORIES
Inventories consisted of the following:
February 28, August 31,
2007 2006
Production materials $317,392 $353,516
Finished goods 1,212,198 1,024,437
$1,529,590 $1,377,953

4, PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

February 28, August 31,
2007 2006
Land $310,365 $29,097



Buildings am improvements 3,031,564 3,420,596
Machinery and equipment 1,188,674 1,024,024
4,530,603 4,473,717

Less accumulated depreciation (685,851) (1,043,144)
$ 3,844,752 $3,430,573

NTIC remgnized a gain on the sale of land, building and equipment that previously served as its corporate
headquarters of $724,495 during the six months eRdbcuary 28, 2007 This was a onrime sale and no
additional gain is anticipated to be recognizedtirgcto the building in the futuras the entire sale was received
in cashand NTIC does not have any continued interest in the property sold.

5. INDUSTRIAL PATENTS AND TRADEMARKS, NET

Industrial patents and trademarks, net consisted of the following:

February 28, August 31,
2007 2006
Patents and trademarks $1,337,382 $1,278,845
Less accumulated amortization (360,593) (282,253)
$976,789 $996,592

Patent and trademark costs are amortized over seven yeara @atent or tragmark applications filed and
approved. Amortization expense was/8,340and 80,026 for the six months endedrebruary 28, 200and
2006 respectively. Amortization expensés estimated to approximate $1@60 in each of the next five fiscal
years.

6. NOTES RECEIVABLE AND FOREIGN DEPOSITS

Notes receivable and foreign deposits consisted of the following:

February 28, August 31,
2007 2006
Notes receivable from corporate joint venture partne $51,710 $51,710
Foreign deposits - 445,469
$51,710 $497,179
7. INVESTMENTS IN CORPORATE JOINT VENTURES
Composite financi al information from the audited
ventures carried on the equity basis is summarized as follows:
February 28, August 31,
2007 2006
Current assets $36,481,058 $33,954,156
Total assets 42,967,257 39,030,247
Current liabilities 13,733,953 14,323,903
Non-current liabilities 3,522,544 1,496,557
Joint venturesdé equity 25,710,645 23,209,788
Nor t hern Technol ogies 1In
share of Corporate Join $12,021,431 $10,772,102
February 28, February 28,
2007 2006

p
[



Net sales $39,272,049 $31,153,683

Gross profit 18,925,025 14,703,559
Net income 3,133,779 2,742,286
Northern Technol ogies Inte

equity in income of Corporate Joint Ventures $1,629,734 $1,315,326

Duringthe six months ended February 28, 2a08@ Company invested in corporate joint ventures as follows:

In November 2006, the Company invested $81,582a new industrial chemical corporate joint venture to
develop operations ithe United Arab Emirates in the oil and gas industfjne Company has a 50% ownership
interest in the new entity. The newenttymm®é oper ati ons prior to the Comp:
t hat this is the first of t wapitdlizaton of dnlestiraated $200t0@0wer d s
the next 12 months.It is anticipated that the total capitalization by @vners of the joint venture will be
$400,000.

In December 2006, the Company invested $143,000 to establish a nemduasmial chemical joint venture in
Thailand.The Company has a 50% ownership interest in the new entity. The new entity had tiorappreor
to the Compan yTdestotal incvease tn roapitakization by both owners of the joint ventase
$286,000

In February 2007, the Company invest&d $582in its industrial chemical corporate joint venture in India for a
capital intensive expansion.As result of the investmerdy both the Company and the othawner, the total
increase ircapitalizationof the joint venture was $647,686.

8. GOODWILL

The Company tests goodwill annually for impairment and in interim perio@stédino events occur indicating that
the carrying value of goodwill may be impaire@oodwill ateachof February 28, 200@nd AugusB1, 2006was
$304,000.

9. CORPORATE DEBT

The Company has a revolving credit facility of $1,500,0GQ expires on JanuaB1, 2008 Outstanding amounts

under the revolving credit facility bear interest at an annual rate based on LIBOR plus 2.25%-eBsiafy 28,

2007, the interest rate wasb7%, the weighted average interest rate for the six months ended Februa®p28, 2
was 7.58% Amounts borrowed under the facility are collateralized by a lien on substantially all of the
Companybés assets, excluding its corporat eThg wddint Vo
documents contain other terms amdyisions (including representations, covenants and conditions) customary for
transactions of this typeignificant financial covenants include the maintenance of a minimum fixed charge
coverage ratio of 1.0 to 1.0The Companywas in compliance with altovenants under the revolving credit
facility. Outstanding balances wer@8B8,000 and $61,000 as ofFebruary 28, 200And August 31, 2006
respectively. The Company expects the line of credit to be extended under substantially similar terms in the near
future.

The Company has a term loan in the principal amount of $1,275,000 that matures on May 1, 2011, bears interest ¢
a fixed rate of 8.01% and is payable in 59 monthly payments equal to approximately $10,776 (inclusive of
principal and interestyvhich commencedune 1, 2006. All of the remaining unpaid principal and accrued interest
is due and payable on the maturity date. The tern
Pines facility pursuant to a Mortgage dated as of May 86 2@tween Northern Technologies Holding Company

LLC and National City Bank and is guaranteed by the Company.

10. STOCKHOLDERSOG EQUI TY



During the six months enddeebruary 28, 20Qthe Company did not purchase or retire any shariés admmon
stock During the six months enddekbruary 28, 20Q07ahe Company issue2R,778shares of its common stock
upon the exercise atock optionsas detailed belowThe Company granted 37,245 shares of its common stock to
various employees with a value of $298,38@er its 2000 Stock Incentive Plan during the six months ended
February 28, 2007.

Options Exercisec  Exercise Price

22,000 $ 4.56
111 $ 5.56
667 $ 5.75

During the six months ended February 28, 2006, the Company dmlraftase or retire any shares of common
stock. The following stock options to purchase shares of common stock were exercised:

Options Exercise
Exercised Price

16,000 $4.56
1,000 $5.70
2,000 $5.00
2,000 $3.34

11 SUPPLEMENTAL CASH FLOW INFO RMATION

The Company did not declare or pay any cdstidends during fiscal 2006 and as of April 11, 2007 had not
declared or paid any cash dividends during fiscal 2007.

The Company issued 37,245 shares of unrestricted common stock to satisfy $298&30eadpayroll liability
during thesix monthsendedrFebruary 28, 2007

12 TOTAL COMPREHENSIVE INCOME

The Companyods total comprehensive income was as f ol
Three Months Ended Six Months Ended
February 28, February 28, February 28 February 28,
2007 2006 2007 2006
Netincome $448,203 $204,730 $1,438,427 $858,713

Other comprehensivgoss)incomei foreign
currency translation adjustment (67,645) 127,703 303,805 (188,326)

Total comprehensiviacome $380,558 $332,433 $1,742,282 $650,388

13. NET INCOME PER COMMON SHARE
Basic net income per common share is computed by dividing net income by the weighted average number of

common shares outstanding. Diluted net income per share assumes the exercise of stock oygfidhe usi
treasury stock method, if dilutive.

1C



No options to purchase shares of common stock were excluded from the computation of common share
equivalents as dfebruary 28, 200@nd February8, 2006, as all stock option exercise prices were less than the
average market price of a share of common stock.

14. STOCK-BASED COMPENSATION

In January 2007 t h e Csiotkoidersafpeoved a new 2007 Stock Incentive Plan andw BEmployee

Stock Purchase PlaiThe Compensation Committee of the Board of Doetadministerdoth of the fans. The

newly approved 2007 Stock Incentive Plaplacelt he Companyo6s 2000 Stiosmk | nc
terminated with respect to future grants

The 2007Stock Incentive Plaprovides for the grant of up to a totafl 400,000 incentive stock options, ron
statutory stock options, stock appreciation rights, restricted stock, stock unit awards, performance awards anc
stock bonuses to eligible recipients to enable the Company and its subsidiaries to attract andaldtath g
individuals through opportunities for equity participation in the Company, and to reward those individuals who
contribute to the achi evement Opbidns grahted ur@er the Rlan\yenarallye ¢ o
have a term of five yea@nd become exercisable over a threefouryear period beginning on the ogear
anniversary date of the grant. Options are granted at per share exercise prices equal to the market value of tt
Companybés common stock on the date of grant.

The EmployeeStock Purchase Plan providies purchase of up to 100,000 common shéwegmployees of the
Company to purchase on a periodic basis through payroll deductions at a 10% discount to the fair market value o
the Companyds common stock.

The following talke summarizes information about stock options outstanding and exercisdbdbraary 28,
2007

Per Share Remaining Number of Number of
Option Grant Exercise Contractual Life Options Options
Date Prices (years) Outstanding (#) Exercisable (#)
9/1/2003 $ 5.30 15 4,000 4,000
9/1/2004 $ 5.25 25 6,000 4,002
11/12/2004 % 6.15 2.7 3,000 2,000
9/1/2005 $ 5.75 35 10,000 3,335
11/4/2005 $ 5.38 3.7 56,000 18,669
9/1/2006 $ 8.01 4.5 10,000 0
1/23/07 $ 7.51 4.9 1,167 0
90,167 32,006

The weighted average fair value of options granted duringixhmonthsendedrFebruary 28, 2007 and 200&s
$2.95 and $2.00respectively.

15. SEGMENT INFORMATION

Net sales by geographic location as a percentage of total net sales were as follows:

February 28, February28,
2007 2006
I nside the U.S. A. to wu 80.4% 79.7%
Outside the U.S.A. to:
Corporate Jmt Ventures in which the Company
a sharehol der direct 11.1% 8.5%
Unaffiliated customer 8.9% 11.8%

11



February 28, February28,
2007 2006

100% 100%

Oneo f the Companyds North American custome82® amccou
27.8%o0 f t he Company 6 six momhs endeaFebeuary 48,02007 arid €006spectively, and
$256,03%nd 07,6300 f t he Co mp an Febmaryr28, 2007 anchAadust 31, 28@Spectively.

16. RETIREMENT PLAN

The Company has &04(k) employee savings plan. Employees who meet certain age and service requirements
may elect to contribute up to 15% of their salaries. The Company contributes the lesser of 50% of the
participantds contri buti ons CompanBrecbdiized éxpensh fr the sgvihgs y e
plan of $18,132and $16,44Q for the six months enddeebruary 28, 200@nd 20®, respectively.

17. RELATED PARTY TRANSACTIONS

On May 18, 2006, the Company and Emer itty osnbadnby the Fa c |
Companyés former Chairman of the Board and Chief E>
Lynch, and certain of his family members, excl udi
Chief Executive Officerentered into a Consulting Agreement, effective as of May 1, 2006. Pursuant to the
Consulting Agreement, the Company has engaged EFC to perform certain consulting services to the Company
including maintaining communications and relations between thep&wynand its joint venture partners. In
consideration for such services, the Company paid EFC consulting fees t§18m@00 in thesix months ended
February 28, 20Q7and reimbursed EFC for eaf-pocket expenses reasonably incurred in the coursewaiding

such services in an aggregate amountl@fi$486for the six months endedrebruary 28, 200 The Consulting
Agreemenprovidesfor fees of $25,000 per month and up to $180,000 in expense reimbursement in a given fiscal
year. Additionally, it maybe terminated by either party for any reason upon at least 90 days prior written notice
to the other party and may be terminated upon the occurrence of other certain events, as set forth in the Consultin
Agreement. The Consulting Agreement also contathsr standard and customary terms, including provisions
regarding confidentiality, nenompetition and nosolicitation.

On May 1, 2006, the Company and Inter Alia Hol dincg
pursuant to which thegutuallya gr eed t o terminate that certain Manu
as of October 1, 1976 and as subsequently amended thereafter. Inter Alia beneficially owns approximately 25.4%
of the Companyds outstandilnygnt cdigq mniochne sCoontpka,nyarsd f R
Board and Chief Executive Officer and current Chai |
President and Chief Executive Officer, are shareholders of Inter Rligr to terminating the agreemt, the
Company reimbursed Inter Alia for travel and related expenses in the aggregate arsaadt&67 and $241,503

for the three and six months ended February 28,.200& Company paid Inter Alia commissions on royalties

paid by corporate jointventr es and net proceeds of sales $B9024 he (
and $65,001, for the three and six months ended February 28, ROG&idition, the Company paid health
insurance premiums d62,438 and $6,623 for the three and six momthded February 28, 2006éelated to
policies that insure Philip M. Lynch, the Companyé6
and current Chairman Emeritus.

The Company made consulting payments to Dr. Ramani Narayan, a directoCaintipany, of $25,000 on each

of November 8, 2005, February 1, 2006, May 1, 2006, August 1, Re&mber 2, 200&nd February 1, 2007

The consulting services rendered by Dr. Narayan related to research and development associated with various ne
technolgiesand are contracted on a quarter to quarter basis cancellable by NTIC at anytime

The Company madeonsulting paymestto Dr. Sunggyu Lee, a director of the Company, of $25,000 on each of
November 8, 2005, February 1, 2006, May 1, 2006, August B, 2atvember 28, 200&nd February 1, 2007

The consulting services rendered by Dr. Lee related to research and development associated with various ne\
technologiesind are contracted on a quarter to quarter basis cancellable by NTIC at anytime
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The Compny pays rent for its Beachwood office and lab locatiion related party. See Note. 19
18. INCOME TAXES

Reconciliations of the expected federal income tax at the statutory rate wijttothisions for income taxes for
the six months ended February 28 as follows:

February 28, February 28,
2007 2006
Tax computed at statutory rates  $ 577000 $ 384,000
Tax effect on equity in income of
international joint ventures (548000) (442,000)
Tax effect on dividends received
from corporae joint ventures 205000 263,000
Research and development credit (75,000) (50,000)
Other 121,000 148000
$ 280000 $ 303000

19. COMMITMENTS AND CONTINGENCIES

In April 2007 REACTENTI, LLC ( i R E A CaTcompany that is 75% owned by NTIC wasved with a
summons and complaint that was filed by Shamrock T
This case has been removed to the Federal District Court for the Southern District of New York. The lawsuit
seeks payment from REACGf commissions in the approximate amount of $314,500 owed by REACT under a
license agreement between REACT and Shamrock. The complaint alleges breach of the license agreement b
REACT and seeks damages in an unspecified amount for such breach as vestages of approximately
$300,000 for the alleged failure of REACT to purchase from Shamrock certain inventory manufactured for sale to
a customer. REACT, acknowledges that the commissions are owed, but denies all of the claims of breach of the
license aggement by it. REACT intends to appropriately defend itself against the allegations of breach and also
intends to file counteclaim for a breach of the license agreement by Shamrock and to pursue injunctive relieve
against Shamrock to protect its licendesthnology and Confidential Information disclosed to Shamrock under

the license agreement.

In February 2007, NTIC was served with a summons and complaint that was originally filed by Evelyna Cantwell
and Jack Cantwell, individually and also doing bussres ByreWalsh International, LLC in the Federal District

Court for the Southern District of Floridalhe lawsuit alleges breach of contract, breach of implied contract,
promissory estoppels, equitable estoppels, negligence, wrongful conversion, fenstiuative fraud,
misappropriation, and violation of the Uniform Trade Secrets Act. The suit seeks total damages in excess of $45
million. Based on the allegations in the complaint and our understanding of relevant facts and circumatances,
believe thathe claims madbyt h e Ca n t ByelWhlghin thia lavwsuitare without meriand we intend to
vigorously defend against theniThe amounts claimed in this lawsuit are substantial, however, and there can be
no assurances as to the outcome of taigdng action. Likewise, there can be no assurances regarding the impact
that this matter may have on our financial results or financial condition.

The Company is involved in a legal action in Finland whereby the Company suedhish FBompany for
trademak infringement. The Company won the initial case, but has subsequently lost on appeal. The Company
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is currently appealing the latest court decision. The outcome of the appeah@wanéind any potential loss

camot be estimated at this time; howevée potential judgment or settlement resulting from the case could have

a material impact on the financial position or results of operations of the Company. The Company has put up a
$600,000Standby Letter of Creditto potentiallyf und NT I C 0 selatechtdthe cparts in Bimamdgainst
thedef endant &8s products that were sei zed Advancesmadd r ab
under the demankgtter of credit will be made at the sole discretion of National City Bank and will beadde
payable on demand. Any outstanding unpaid principal balance under the dettexrd credit bears interest at

an annual rate based on LIBOR plus 2.29¥ierest is payable in arrears beginning on January 15, 2007 and on
the 18h day of each montthereafter and on demand.

There are no other legal actions arising in the ordinary course of business that management is of the opinion tha
any judgment or settlement therefrom would have a material adverse effect on the financial position or results of
operations of the Company.

In fiscal 1999, a subsidiary of the Company, NTI Facilities, Inc., acquired #hwdeownership of Omai
Northern Ltd., an Ohio limited liability comparand entereéhto a lease agreement with Onitidrthern Ltd. for
approximatey 50% of the net rental space in a building owned by Gxurthern Ltd. Omni-Northern Ltd. owns

and operates a rental property located at 23205 Mercantile Road, Beachwood, Ohio, comprising approximately
two acres of land and a building of approximately0B0 square feet. NTI Facilities consolidates its ownership in
Omni-Northern LTD utilizing the equity method of consolidation.  The property has an approximate value of
$2,205,000, based upon the césimortgage acquisition price of the property paidiscal 2000. The Company

has guaranteed up to $329,082 of the ONMoir t her n Lt d. 6s $1, 903,571 mortg
Bank, Cleveland, OhioNTI Facilities, Inc. entered into a d&ar lease agreement with Onthdrthern Ltd. for
approximately 17,000 square feet of office, manufacturing, laboratory and warehouse space, requiring monthly
rental payments of $17,508hich are adjusted annually according to the annual consumer price index, through
November 2014 By its ownershipnterestin OmniNorthern Ltd., NTI Facilities Inc. is entitled to otlgrd of

the operatingprofits (lossesf OmniNorthern Ltd. Omni-Northern has leased the remaining 50% of the net
rental space to other third parties.

On November 16, 2 0 Ce6e,t otrlse®  foif n d ehpeetheXiueemialaterdys afaap gnnualv e d
bonus plan for executive officers and certain employees of the Company for fiscal year ending August 31, 2007,
the purpose of whichs to align the interests of the Company and its subsidiaegecutive officers and
stockholders by providing an incentive for the achievement of key corporate and individual performance measures
that are critical to the success of the Company an
compensation to the achievement of such measufiée following is a brief summary of the material terms
approved by th&oard:

¢ The total amount available under the bonus plan willipgo2 5 % of t he Companyds
interest, taxes and other oroe (EBITOI);

e The total amount available under the cash bonus plan will be $0 if EBITOI, as adjusted to take into
account amounts to be paid under the bonus plan, fall below 70% of target EBITOI; and

e The payment of bonuses under the plan will be made tim ¢msh and stock, the exact amount and
percentages of which will be determined by the Compensation Committee.

ITEM2 -MANAGEMENTG6S DI SCUSSI ON AND ANALYSI'S OR PLAN O

This Management s Discussion and dpecivé disslosses mtermeditod e s

enable investors and other wusers to assess NTI Cb6s
are not historical are forwaldo o ki ng and i nvolve risks and unarégkrt ai
Looking Statement sagpearng elsewhéte ihik reppra cTheofoll@ving discussion of the

results of the operations and financi al condition

financial statements and thdated notes thereto includechder Part |, temient i t | ed AFi nanci al
this report.
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Overview

NTIC focuses on developing, marketing and selling proprietary environmentally responsible materials science
based products and technical serviceeally and via a network of independent distributors, manufacturer sales
representatives and joint ventures in over 50 countries. NTIC manufactures, markets and sells primarily rust anc
corrosion inhibiting products and services for automotive, elecsontlectrical, mechanical and military
applications, sold under the brand names Zerust® and EXCOR®. NTIC also offers direct, worldwitte on
technical support on rust and corrosion issues. In North America, NTIC markets its technical service #d Zerus
products principally to industrial users by a direct sales force and through a network of independent distributors
and sales representatives. NTI Cébs technical ser vi
products to analyze thespecific needs and develop systems to meet their technical requirements.

NTIC participates, either directly or indirectly through holding companies, in approximately 30 corporate joint
venture arrangements in North America, South America, Europe, AsitharMdiddle East. Each of these joint
ventures manufactures, markets and sells finished products generally in the countries to which it is assigned.

NTI Cébs joint venture partners are knowl edgeaititte in
regulations and laws of the respective foreign countries in which they operate, as well as the local customs anc
business practices. While most of NTICO6s joint ven

custom packaging systsmNTIC also has joint ventures that manufacture, market and sdibbénl additives
with both industrial and personal care applications, plastic recycling technology and electronic sensing
instruments.

ReactNTI LLC is an industrial chemical corporateirjbo venture of NTIC that focuses on the development,
manufacture and marketing of proprietary lines of-ised additives with both industrial and personal care
applications. Based on cotton, soy, corn and other renewable resourced\ Reaiducts otperform many
synthetically derived competing alternatives. Réd&dil 6 s t ar get mar ket i ncl udes
customer base, as well as the personal care and cosmetics industry. As of February 28, 2005, NTIC began full
consolidating this 75%wned subsidiary, which was previously accounted for using the equity method.

NTIC conducts all foreign transactions based on the U.S. dollar, except for its investments in various foreign
corporate joint ventures. The exchange rate differential mglati investments in foreign corporate joint ventures
is accounted for under the requirements of SFAS320Foreign Currency Translation.

The Companyo6s n20% amsl % ewingithe threeeamds sex anonths enéletbruary 28, 200@s
comparedo the same periadn fiscal 2006primarily as a result of the increase of Rd¢t products to new and
existing customers in North Ameriadfset by a slight decrease et sales of Zerust® products. Net sales of
Zerust® productslecrease®89,301to $5,716,602or the six months enddekbruary 28, 200@s comparedtthe
same period in fiscal 2006\et sales of Readd Tl products increased4$2,248to $2,785,667for the six months
endedrebruary 28, 200ds comparedtthe same period in fiscal 2006

Cost of sales as a percentage of net sales increased slighfyd% and 63% during the three andxsimonths
ended February 28, 20@8 compared t61.36 and61.®%6 durirg the same periadn fiscal 2006 primarily as a
result of the increase in rawaterial prices.Operating expenses as a percentage of net isalesase®.6% and
2.% during the three andxsimonths ended February 28, 2085 comparedotthe same periadn fiscal 2006
primarily as a result dhcreasedyeneral and administrative ganses.

Total net sales of all of the Compa® s j oi nt v e n tyuto 8%272,049during ¢he st dnonths . 1
ended February 28, 20@& compared to38,153,683during the same period in fiscal 2006The Company
receives fees for technical and etlsupport services it provides to its joint ventures based on the revenues of the
individual joint ventures. The Company recognized increasednéene of $211,954for such technical and
support services during the six months ended February 28, 20fmpared tdhe same period in fiscal 2006

due to the increase in total net sales of the joint ventures. The Company incurs direct expenses related to it
corporate joint ventures and holding companies. Such expenses include consulting, travel, tenbdnical
marketing services to existing joint ventures, legal fees incurred in the establishment of new joint ventures,
registration and promotion and legal defense of worldwide trademarks, and legal fees incurred in connection with
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the filing of patent applations. The Company incurredcreaseddirect joint venture expensed $200,771
during the sixmonths ended February 28, 2Gfnparedd the same period in fiscal 2006.

NTI Cds net i ncome f drebruanh28, 200ihcreasedi243)473 tdh418,203tampaled to
$204,730for the three months enddeebruary 28, 2006additionally, net income for the six months ended
February 28, 2007 increasefid®,713to $1438,427compared to $838,714 for the six months ended February 28,
2006.

NTI Co6 s g vapitalkvasr$,208,032at February 28, 20Q7ncluding £40,554in cash and cash equivalents.

In August 2006, NTIC increased its existing $1,000,000 revolving credit facility with National City Bank to
$1,500,000. As oFebruary 28, 2007NTIC had $78®00 outstandingunder therevolving credit facility. The
revolving credit facility expires on Janua3{, 2008although NTIC expects to renew it on substantially the same
terms before it expires

NTIC elected not to pay eashdividend in fiscal 2006based on fiscal 2005 results, or thus far in fiscal 2007,
based on fiscal 2006 results, in order to preserve cash and make investments in future operations. NTIC expect
to meet its future liquidity requirements during at least the next twelve monthsirgyits existing cash and cash
equivalents, forecasted cash flows from future operations, distributions of earnings and technical assistance fees t
NTIC from its joint venture investments and fgralvailable through existirfqpancing arrangements

Resuls of Operations

The following table sets forth our year to date results of operations forxtineosiths ended February 28, 2007
and 2006

February 28, % of February 28, % of $ %
2007 Net Sales 2006 Net Sales Change Change
Net SAIES . venereineeieieiereeeamennss $8,502,269 100% $8,179,322 100% $322,947 3. %
Cost of goods sold...........ccceecvviiierienns 5,404,119 63.6% 5,044,356 61.7% 359,763 7.1%
Selling exXpenses.....ccovvveevvviinnnennns 1,579,204 18.6% 1,572,189 19.2% 7,015 0.4%
General and administrative expenses. 1,627,172 19.1% 1,250,470 15.3% 376,702 30.1%
Lab andtechnical support expenses... $130,375 1.5% $148,426 1.8% ($18,051) (12.20)

The following table sets forth our results of operations for the second quarter (three month$jedmded, 28,
2007 and 2006

February 28, % of February 28, % of $ %

2007 Net Sales 2006 Net Sales Change Change
Net SAIES . venererneeiieieaereeeemennss $3,884,895 100% $3,775,693 100% $109,202 2.9%
Cost of goods sold...........cceevvviiierienns 2,459,064 63.3% 2,315,245 61.3% 143,819 6.2%
SelliNg EXPENSES .evvrerrrrnrerereneerennss 810,165 20.9% 874,234 23.2% (64,069) (7.3%)
General and administrative exses..... 804,289 20.%0 563,911 14.% 240,378 42.6%
Lab and technical support expenses.. $45335 1.2% $78,672 2.1% ($33,337 (42.%0)
Net Sales and Cost of SaldTIC6 s net sal es originating i mhree dnésixUni t

months ende&ebruary 28, 200€ompared to the sanperiods in fiscal 200@rimarily as a result of amcrease

in the demand for Rea®TI products sold to an existing customer in North Amenéfaet by a decrease in
demand foiZerust® products sold to existing costers Cost of sales increased as a percentage of net sales for
the threeand six monthgndedFebruary 28, 200€ompared to the sanperiod in fiscal 200@rimarily as a result

of anincrease irpetroleum based raw material prices

Selling ExpensesNTIC6 s s el | i ng e anedigideamourfontoesienontles eéndedebruary 28,
2007 compared the same perigdfiscal 2006 Sdling expenses decreaséar the three months endégkbruary
28, 2007compared the same period in fiscal 2006 prirgaad a result oflecreases in (igonsulting expense of
$63,000, (i) commissions of 19,000,{ii) expense related tde¢ sale of React products of $880. These
decreasewere partially offset byncreasesn salary and related beneéikpenses of@,000. Sellingexpenses as
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