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PART | - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

NORTHERN TECHNOLOGIES INTERNATIONAL CORPORATION
AND SUBSIDIARIES T CONSOLIDATED BALANCE SHEETS as of

May 31, 2007 (Unaudited) and Auqust 31, 2006 (Audited)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Receivables:
Trade excluding corporate joint ventures, less allowancedobtful
accounts of $3,845and $10,000 a¥lay 31, 2007and August 31, 2006
Trade corporate joint ventures
Technical and other services, corporate joint ventures
Income taxes
Inventories
Prepaid expenses
Deferred income taxes
Total current assets

PROPERTY AND EQUIPMENT, net
OTHER ASSETS:
Investments in corporate joint ventures:
Industrial chemical
Industrial norchemical
Deferred income taxes
Notes receivable and foreign deposit
Note from employee
Industrial patents and trademarks, net
Goodwill
Other

LI ABI'LI'TI'ES AND STOCKHOLDERS® EQUI TY
CURRENT LIABILITIES:
Bank overdafts
Borrowings made on line of credit
Current portion of notes payable
Accounts payable
Payroll and related benefits
Deferred joint venture royalties
Other
Total current liabilities

NOTES PAYABLE, NET OF CURRENT PORTION
MINORITY INTEREST

STOCKHOLDERSG® EQUI TY:

Preferred stock, no par value; authorized 10,000 shares; none issued and outsta

Common stock, $0.02 par value per share; authorized 10,000,000
shares; issued and outstanding7®,016and 3,618,993, respectively
Additional paidin capital
Retained earnings
Accumulated other comprehensive income
Total stockholderso6 equity

See notesotconsolidated financial statements.

May 31, August 31,

2007 2006
$536,246 $299,117
1,418,727 1,772,568
650,777 598,162
1,425,215 1,357,754
340,415 333,819
1,653,268 1,377,953
200,558 233,648
237,088 237,088
6,462,294 6,210,109
3,822,142 3,430,573
12,342,653 10,397,463
461,713 374,639
628,197 628,197
51,710 497,179
38,264 56,679
977,38 996,592
304,000 304,000
416,370 375,199
15,220,275 13,629,948
$25,904,711 $23,270,630
$173,100 $328,804
884,000 610,000
28,727 27,310
968,865 1,775,926
799,020 1,056,556
168,000 96,000
187,337 94,179
3,209,049 3,988,775
1,218,952 1,240,848
54,962 55,254
73,30 72,380
4,735323 4,272,635
14961801 12,895,574
1,251,044 745,164
21,221,748 17,985,753
$25,94,711 $23,270,630




NORTHERN TECHNOLOGIES INTERNATIONAL CORPORATION AND SUBSIDIARIES -
CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
THREE AND NINE MONTHS ENDED May 31, 2007 AND May 31, 2006

Three Months Ended

Nine Months Ended

May 31, 2007 May 31, 2006 May 31, 2007 May 31,2006
NORTH AMERICAN OPERATIONS:
Sales $4,407,798 $4,320,371 $12,910,067 $12,499,693
Cost of goods sold 2,876,012 2,759,360 8,280,131 7,803,716
Gross profit 1,531,786 1,561,011 4,629,936 4,695,977
Operating expenses:
Selling 887,014 871,828 2,466,218 2,444,017
General and administrative 608,104 638,484 2,235,276 1,888,954
Lab and échnical support 46,941 65,411 177,316 213,837
1,542,059 1,575,723 4,878,810 4,546,808
NORTH AMERICAN OPERATING (LOSS) INCOME (10,273 (14,712) (248,874) 149,169
CORPORATE JOINT VENTURES AND
HOLDING COMPANIES:
Equity in income of industrial chemical corporate
joint ventures and holding companies 722,075 793,378 2,318,009 2,084,042
Equity inincome of industrial noichemical corporate
joint ventures and holding companies 32,211 8,908 66,011 33,570
Fees for technical support and other services provi
to corporate joint ventures 1,162,974 1,123,978 3,508,977 3,258,027
Expenses incurred in support of corporate joint
ventures (1,161,703 (1,204,929 (3,819,003 (3,661,459
INCOME FROM ALL CORPORATE JOINT
VENTURES AND HOLDING COMPANIES 755,558 721,335 2,073,994 1,714,180
INTEREST INCOME 667 2,129 2,368 30,108
INTEREST EXPENSE (41,139 (19,886) (131,503 (55,392)
OTHER INCOME 6,28L - 14,65 -
GAIN ON SALE OF ASSETS 100 - 726,295 -
MINORITY INTERESTINCOME (EXPENSE) 7,606 (903) 292 (8,389)
INCOME BEFORE INCOME TAX EXPENSE 718800 687,963 2,437,277 1,829,676
INCOME TAX EXPENSE(BENEFIT) 91,000 (30,000) 371,000 273,000
NET INCOME $627800 $717,963 $2,066,27 $1556,676
NET INCOME PER COMMON SHARE:
Basic $0.17 $0.20 $056 $0.43
Diluted $0.17 $0.20 $056 $0.43
WEIGHTED AVERAGE COMMON SHARES
ASSUMED OUTSTANDING:
Basic 3,679,016 3,610,993 3,674,635 3,599,677
Diluted 3,708,626 3,638,795 3,707,772 3,625,061

See notes to consolidated financial statements.



NORTHERN TECHNOLOGIES INTERNATIONAL CORPORATION AND
SUBSIDIARIES - CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
NINE MONTHS ENDED MAY 31, 2007 and MAY 31, 2006

May 31, 2007 May 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $2,066,27 $1,556,676
Adjustments to reconcile net income to net cash (usegrovided by
operating activities:

Expensing of fair value of stock options vested 60,786 -
Depreciation expense 232,520 148,273
Amortization expense 113,773 121,694
Gain on sale of assets (726,299 -
Minority interest(income)expense (292) 8,389
Equity in income from corporate joint ventures:
Industrial chemical (2,318,009 (2,083,986
Industrial norchemical (66,011 (33,579
Deferred joint venture royalties 72,000 (2,702
Change in current assets arabllities:
Receivables:
Trade excluding corporate joint ventures 353,841 (268,232
Trade corporate joint ventures (52,615 44,934
Technical and other services receivables, corporate joint ventu (67,461 (36,951)
Income taxes (6,596) (25,191)
Inventories (275,315 255,537
Prepaid expenses and other 33,093 (134,737
Employee note receivable 18,415 18,931
Accounts payable (807,062 21,025
Accrued liabilities 133,952 376,280
Net cash used in operating activitie (1,235,05) (33,630)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the sale of assets 850,367 -
Investment in corporate joint ventures (538,104 -
Dividends received from corporate joint ventures 1,395,240 783,304
Loansmade - (20,029)
Cash received from notesceivable and foreign deposit 445,469 403,998
Additions to property and equipment (748,161 (1,592,476
(Increase) decrease in other assets (41,17) 19,398
Disposal of industrial patents - 16,374
Additions to industrial patents (94,549 (136,409
Net cash provided bfused in)investing activities 1,269591 (525,840)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net borrowings made on line of credit (repayments) 274,000 (152,000
(Repaymentborrowingof term loan (20,479 1,275,000
Proceeds from exercise of stock options 104,772 95,340
Repaymenbf note payable - (554,870)
Bank overdrafts (155,704 146,225
Net cash provided by financing activities 202,589 809,695
NET INCREASE IN CASH AND CASH EQUIVALENTS 237,129 250,225
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 299,117 327,458
CASH AND CASH EQUIVALENTS AT END OF PERIOD $536,246 $577,683

See notes to consolidated firtaal statements.



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

1. INTERIM FINANCIAL INFORMATION

In the opinion of management, the accompanying unaudited consolifiatedtial 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 its subsidiaries (the Companyas 31

2007and the results of their operations for the threerandmonths endelay 31, 2007andMay 31, 2006and

their cash flows for the nineonths endedviay 31, 2007 and May 31, 2006 in conformity with accounting
principles generally accepted in the Unitedt& 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 report oril6¢&8B for the fiscal year ended August 31,
2006and with he Management's Discussion and Analysis or Plan of Operation section appearing in this quarterly
report. Operating results for the three aitk months endedlay 31, 2007 are not necessarily indicative of the
results that may be expected for thi fiscal year ending August 32007,

2. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In June 2006, the FASB issued FASB I nterpre&tanti on
interpretation of FASB Statemeht0 9 , 0 4 8 D F 148! dratifisls theaccounting for uncertainty in income
taxes recognized in a companyob6s fih@A,nciiAtcourmttiemrmeg:r
Taxes. 0 This I nterpretation prescribes a recognit
statemat recognition and measurement of a tax position taken or expected to be taken in a tax return. The
Interpretation also provides guidance on derecognition, classification, interest and penalties, accounting in interim
periods, disclosure and transitionNF48 is required to be adopted by the Company on SeptemB2607. The
Company is currently evaluating the impact of its adoption of FIN 48 and has not yet determined the effect on its
earnings or financigposition.

3. STOCK-BASED COMPENSATION

In Decenber 2004, FASB published FASB Statement No. 123 (revised 2@reBased PaymentFAS
123(R) requires that the compensation cost relating to -tla@ed payment transactions, including grants of
employee stock options, be recognized in financial seésnThat cost will be measured based on the fair value

of the equity or liability instruments issuedrAS 123(R) covers a wide range of shhesed compensation
arrangements including stock options, restricted share plans, perforbasszbawards, steaappreciation rights,

and employee share purchase plaRAS 123(R) is a replacement of FASB Statement No. A28punting for
StockBased Compensatipand supersedes APB Opinion No. 26counting for Stock Issued to Employesasl

its related intermtive guidanceThe effect of the Statement is to require entities to measure the cost of employee
services received in exchange for stock options based on thedgtaerfair value of the award, and to recognize
the cost over the period the employeeeguired to provide services for the awar€Compensation cost under
SFAS 123(R) is recognized ratably using the strdiglet attribution method over the expected vesting period,
which is considered to be the requisite service perindaddition, pursuat to SFAS 123(R), we are required to
estimate the amount of expected forfeitures when calculating the compensation costs, instead of accounting fol
forfeitures as incurred, which was our previous methodll of our options previously awarded were ciéissl

as equity instruments and continue to maintain their equity classification under SFAS I2BR123(R)
permits entities to use any optipnicing model that meets the fair value objective in the StatemEme
Company implemented FAS 123(R) on &epber 1, 2006, using the modified prospective transition method.

The Compny granted options to purchak® 167shares of its common stodkiring nine months endeilay 31,
2007 No options were issued during the three months ended May 31, Plo@7air value of option grants is
determined atlate ofgrant using theBlack-Scholes option pricing modelith the assumptions listed belowhe

6



volatility factor used in the Blaekcholes option pricing model is based on historical stock price fluctuaindns

risk free interest rate are based on U.S. treasury rates appropriate for expectBddedmn these valuations, the
Company recognized compensation expenses0f/6during the nine months endd May 31, 2007 related to

the options that vested durisgch time period, which reduceet incomeper share by0.02for the nine month

period No compensation expense for stock options issued was recognized during the three months ended May 31
2007.The Company estimates that there will be no additioaabensatiorexpenseelating to option grantr

the remainder of fiscal year 200%s of May 31, 2007 the total compensation cost for nonvested options not yet
recognized in the Company 65856ndtaftestimaeed foseituredStock pased at i ¢
compensation expense $64,867and $.0,989are expected to be recognized duringriine months endindvay

31, 2008 and 20Q9espectively.Future option grants will impact the compensation expense recognized.

The fair value of the optiongranted during th@ine months endedlay 31 2007and 2006wvas estimatedsing
the BlackScholes option pricing model with the following weighted average assumptions:

May 31, 2007 May 31, 2006

Dividend yield 2.00% 2.00%
Expected volatility 42.9% 42.8%
Expected life of option 5 years 5 years
Average riskiree interest rate 4.67% 4.43%

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

Had compensation cost for stock options been determined based on the fair value methodology prescribed b
SFAS128R), t he Companyés net income and anéninenomhpeiode per
endedViay 31, 2006would have been reduced to the pro forma amounts indicated:below

3 Months Ended 9 Months Ended
May 31, 2006 May 31, 2006

Net income (loss):
As reported $717,963 $1556,676
Pro forma $717,963 $1,521,043
Basic net income per commc
share
As reported $020 $0.43
Pro forma $020 $0.42
Diluted net income per share
As reported $020 $0.43
Pro forma $020 $0.42
Stockbased compensation, net
As reported $0 $0
Pro forma $0 $35,633

4, INVENTORIES



Inventories consisted of the following:

May 31, August 31,
2007 2006
Production materials $301,299 $353,516
Finished goods 1,351,968 1,024,437
$1,653,268 $1,377,953
5. PROPERTY AND EQUIPMENT
Property and equipment consisted of the following:
May 31, August 31,
2007 2006
Land $310,365 $29,097
Buildings and improvements 3,031,564 3,420,596
Machinery and equipment 1242 82 1,024,024 NTIC
4584,361 4,473,717 ‘recogniz
Less accumulated depreciation (762,219 (1,043,144) ed again
$3,822,142 $3,430,573 onthe

sale of
land, building and equipment that previously served a®ifsorate headquarters of26,295during thenine
months endeay 31, 2007 This was a oréme sale and no additional gain is anticipated to be recognized
relating to the building in the futuges the entire sale was received in casth NTIC does ndtave any continued
interest in the property sold.

6. INDUSTRIAL PATENTS AND TRADEMARKS, NET

Industrial patents and trademarks, net consisted of the following:

August 31,
May 31, 2007 2006
Patents and trademarks $1,373,394 $1,278,845
Less acumulated amortization (396,026 (282,253)
$977,368 $996,592

Patent and trademark costs are amortized over seven yeara patent or trademark applicaticn filed and
approved.Amortization expense wad $3,773and 321,694 for thenine months endelay 31, 2007and 2006
respectively.Amortization expensis estimated to approximate $1@80 in each of the next five fiscal years.
7. NOTES RECEIVABLE AND FOREIGN DEPOSITS

Notes receivable and foreign deposits consisted of thefimlg:

May 31, August 31,
2007 2006
Notes receivable from corporate joint venture partne $51,710 $51,710
Foreign deposits - 445,469
$51,710 $497,179
8. INVESTMENTS IN CORPORATE JOINT VENTURES

Composite financial information fromeh audi t ed and wunaudited financi al

ventures carried on the equity basis is summarized as follows:
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May 3], 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
Noncurrent liabilities 3,522,544 1,496,557
Joint venturesdé equity 25,710,645 23,209,788
Northern Technol ogies |

share of Corporate Join $12804,366 $10,772,102

Nine Months Ended
May 31, 2007 May 31, 2006

Net sales $59,265,028 $51,278,645
Gross profit 28,705,348 23,901,140
Net income 4,903,342 4,351,355
Northern Technol ogies Inte

equity in income of Grporate Joint Ventures $2,384,020 $2,117,612

Duringtheninemonths endetay 31, 2007 the Company invested in corporate joint ventures as follows:

In November 2006, the Company invested $81,582a new industrial chemical corporate joint venture t
develop operations ithe United Arab Emirates in the oil and gas indusfiyne Company has a 50% ownership
interest in the new entity. The new entity had no
that this is the firstoftwd nst al | ment s t o wa ragitlizatidm ef arCestimated $300,800 dved % ¢
the next 12 months.It is anticipated that the total capitalization by all ownefshe joint venture will be
$400,000.

In December 2006, the Company invested $143{008stablish a new nandustrial chemical joint venture in
Thailand.The Company has a 50% ownership interest in the new entity. The new entity had no operations prior
to the Compan yTbestotal incveass tn roapitakization by both ownerghef joint venturewas
$286,000

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

9. GOODWILL

The Company tests goodwill annually for impairment and in interim periods if certain events occur indicating that
the carrying value of goodwill may be impaire@oodwill ateachof May 31, 2007and AugusB1, 2006wvas
$304,000.

10. CORPORATE DEBT

The Company has a revolving credit facility of $1,500,0GQ expires on January 31, 20@utstanding amounts

under the revolving credit facility bear interest at an annual ragedban LIBOR plus 2.25%. As dlay 31,

2007, the interest rate wasb7%, the weighted average interest rate forrtime months endetay 31, 2007 was

7.58%. Amounts borrowed under the facility are collateralized by a lien on substantially all of the @ony 6 s
assets, excluding its corporate joint venture interests and intellectual property rigigscredit documents
contain other terms and provisions (including representations, covenants and conditions) customary for
transactions of this typesignificant financial covenants include the maintenance of a minimum fixed charge

9



coverage ratio of 1.0 to 1.0The Companywas in compliance with all covenants under the revolving credit
facility. Outstanding balances were38§,000 and $60,000 as ofMay 31 2007 and 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, bebas intere

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 onthe matury dat e. The term | oan note is seclL
Pines facility pursuant to a Mortgage dated as of May 3, 2006 between Northern Technologies Holding Company
LLC and National City Bank and is guaranteed by the Company.

11 STOCKHOLDERSOG EQUITY

During the nine months endedlay 31, 2007 the Company did not purchase or retire any sharés cdbmmon
stock During theninemonths endelay 31, 2007, the Company issue2R,778shares of its common stock upon
the exercise oftock options as detailed below The Company granted 37,245 shares of its common stock to
various employees with a value of $298,330 under its 2000 Stock Incentive Plan dunmmgetionths ended
May 31, 2007.

Options Exercisec  Exercise Price

22,000 $ 4.56
111 $ 5.56
667 $ 5.75

During thenine months endedviay 31, 2006, the Company did not purchase 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

12, SUPPLEMENTAL CASH FLOW INFORMATION

The Company did not declare or pay any cdsidends during fiscal 2006 and as d@ily 12, 2007 had not
declared or paidrgy cash dividends during fiscal 2007.

The Company issued 37,245 shares of unrestricted common stock to satisfy $298&30eaxpayroll liability
during theninemonthsendedMay 31, 2007

13 TOTAL COMPREHENSIVE INCOME

The Companyods itentomd wasas folfpwse h e n' s

1C



Three Months Ended Nine Months Ended

May 31, May 31, May 31, May 31,
2007 2006 2007 2006
Netincome $627800 $717,963 $2,066,27 $1556,676
Other comprehensive incorfieforeign currency
translation adjustment 202,075 501,810 505,880 313,484
Total comprehensivimcome $829,85 $1219,773 $2,572,10 $1.870,160

14. NET INCOME PER COMMON SHARE

Basic net income per common share is computed by dividing net incornie hyeighted average number of
common shares outstanding. Diluted net income per share assumes the exercise of stock options using th
treasury stock method, if dilutive.

No options to purchase shares of common stock were excluded from the computatiomnaon share
equivalents as dflay 31, 2007andMay 31, 2006, as all stock option exercise prices were less than the average
market price of a share of common stock.

15, STOCK-BASED COMPENSATION

In January 2007 t h e Csockoidersagpeoved anew 2007 Stock Incentive Plan and emEmployee

Stock Purchase PlaiThe Compensation Committee of the Board of Directors administéinsof the fans. The

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

The 2007Stock Incentive Plamprovides for the grant of up to a total of 400,000 incentive stock options, non
statutory stock options, stock appreciation rights, restricted stock, stock unit awardsng@ecrawards and

stock bonuses to eligible recipients to enable the Company and its subsidiaries to attract and retain qualified
individuals through opportunities for equity participation in the Company, and to reward those individuals who
contributetote achi evement of t he CoOpfoasgsadtes unger then Rlamgenerallyb j e
have a term of five years and become exercisable over a thrésur-year period beginning on the ogear
anniversary date of the grant. Options are grantgmbashare exercise prices equal to the market value of the
Companybés common stock on the date of grant.

The Employee Stock Purchase Plan providegurchase of up to 100,000 common shéwegmployees of the

Company to purchase on a periodic bagisubh payroll deductions at a 10% discount to the fair market value of
the Companyds common stock.

The following table summarizes information about stock options outstanding and exercisédnye34t 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 13 4,000 4,000
9/1/2004 $ 5.25 23 6,000 4,002
11/12/2004  $ 6.15 25 3,000 2,000
9/1/2005 $ 5.75 33 10,000 3,335
11/4/2005  $ 5.38 34 56,000 18,669
9/1/2006 $ 8.01 43 10,000 0
1/23/07 $ 7.51 4.7 1,167 0
90,167 32,006
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The weighted average fair lu@ of options granted during tméne monthsendedMay 31, 2007 and 2006vas
$2.95 and $2.00-espectively.

16. SEGMENT INFORMATION

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

May 31, 2007 May 31, 2006
Insile the U.S. A. to unaf 80.7%0 82.0%
Outside the U.S.A. to:
Corporate Joint Ventures in which the Compan
a sharehol der direct 12.0% 8.4%
Unaffiliated customer 7.3% 9.6%
100% 100%

Oneo f the Companyb6s North American cust ome&0.8 amiccou
29.2%00f t he Company tisemorghs endedlbhye3§ 2007cand 200Bespectively, and 35,629
and 07,6300 f t he Co mp an Ways3l 20@7ardiAvgasb3l,2G0@spdctively.

17. RETIREMENT PLAN

The Company has a 401(k) employee savings plan. Employees who meet certain age and service requiremen
may elect to contribute up to 15% of their salaries. The Company contribatdester of 50% of the
participantds contributions or 3.5% of the employe
plan of ¥4,517and$72,121 for the ninemonths endelay 31, 2007and 20®, respectively.

18. RELATED PARTY TRANSACTIONS

On May 18, 2006, the Company and Emeritushnic Faci
Companyés former Chairman of the Board and Chief E>
Lynch, and certain of his family memberx el udi ng G. Patrick Lynch, t he
Chief Executive Officer, entered into a Consulting Agreement, effective as of May 1, 2006. Pursuant to the
Consulting Agreement, the Company has engaged EFC to perform certain consultices gerthe Company,
including maintaining communications and relations between the Company and its joint venture partners. In
consideration for such services, the Company paid EFC consulting fees t8225000 in thenine months
endedMay 31, 2007 ard reimbursed EFC for outf-pocket expenses reasonably incurred in the course of
providing such services in an aggregate amountl8®®10for the nine months endeday 31, 2007. The
Consulting Agreemergrovidesfor fees of $25,000 per month and up 88,000 in expense reimbursement in a
given fiscal year. Additionally, it may be 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 esatritsitlasn

the Consulting Agreement. The Consulting Agreement also contains other standard and customary terms,
including provisions regarding confidentiality, roampetition and nosolicitation.

On May 1, 2006, the Company and Inter Alia Holding Co( il nt er Al i ao) entered i
pursuant to which thesnutuallyagr eed t o terminate that certain Manu
as of October 1, 1976 and as subsequently amended thereafter. Inter Alia beneficialipmorsnately 25.4%

of the Companyds outstanding common stock, and Ph
Board and Chief Executive Officer and current Chai
President and Chief Exetive Officer, are shareholders of Inter Ali®rior to terminating the agreement, the
Company reimbursed Inter Alia for travel and related agps in the aggregate amount80,000 and $32000

for the three andine months endetflay 31, 2006 The Compny paid Inter Alia commissions on royalties paid

by corporate joint ventures and net procee$d and o f S
$65,001 for the three andine months endedlay 31, 2006 In addition, the Company paid health ireoce
premiums of$0 and $6,623 for the three amihe months ended/iay 31, 2006 related to policies that insure
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Philip M. Lynch, the Companyds for mer Chairman of
Chairman Emeritus.

The Company made coriBng payments to Dr. Ramani Narayan, a director of the Company, of $25,000 on each
of November 8, 2005, February 1, 2006, May 1, 2006, August 1, R@d@mber 2, 200G-ebruary 1, 200@nd

May 1, 2007 The consulting services rendered by Dr. Narayaateelto research and development associated
with various new technologiesd 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 $25,000a0h ef
November 8, 2005, February 1, 2006, May 1, 2006, August 1, 200&mber 28, 200&nd February 1, 2007

The consulting services rendered by Dr. Lee related to research and development associated with various ne\
technologiesnd are contracted @aquarter to quarter basis cancellable by NTIC at anytime

The Company pays rent for its Beachwood office and lab locttianelated party. See Note. 19
19. INCOME TAXES

Reconciliations of the expected federal income tax at the statutory ratehevjitovisions for income taxes for
theninemonths endeilay 31are as follows:

May 31, 2007 May 31, 2006
Tax computed at statutory rates $ 819,000 $ 615,000
Tax effect on equity in income of
international joint ventures (801,000 (712000
Tax effect on dividends received
from corporate joint venture 352,000 263,000
Research and development credit (100,000) (75,000)
Other 101,000 182,000
$ 371,000 $ 273000

20. COMMITMENTS AND CONTINGENCIES

In April 2007 REACTENTI, LLC ( A RETR043 ¢ompany that is 75% owned by NTIC was served with a
summons and complaint that was filed by Shamrock T
This case has been removed to the Federal District Court for the Southern Didwew ofork. The lawsuit

seeks payment from REACT of 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 amspecified amount for such breach as well as damages 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, bt @leonfethe claims of breach of the
license agreement by it. REACT intends to appropriately defend itself against the allegations of breach and alsc
intends to file counteclaim for a breach of the license agreement by Shamrock and to pursue injusiaive

against Shamrock to protect its licensed Technology 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 Jak Cantwell, individually and also doing business as BMalsh International, LLC in the Federal District
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Court for the Southern District of Floridalhe lawsuit alleges breach of contract, breach of implied contract,
promissory estoppels, equitable ¢gtels, negligence, wrongful conversion, fraud, constructive 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 understandietpwént facts and circumstances

believe that the claims mattgt h e Ca n t ByelWhlghim thia lawbuitare without meriand we intend to
vigorously defend against theniThe amounts claimed in this lawsuit are substantial, however, andctrefs

no assurances as to the outcome of this pending action. Likewise, there can be no assurances regarding the imp:
that this matter may have on our financial results or financial condition.

The Company is involved in a legal action in Finland whertit®y Company sued a Fish company for
trademark infringement. The Company won the initial case, but has subsequently lost on appeal. The Company
is currently appealing the latest court decision. The outcome of the appeah@van&nd any potentiabss

camot be estimated at this time; however, the 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 d Creditto potentiallyf und NT | C 0 selatedotdthe goarts in Bimandgainst
thedef endant s products that were sei zed Advancesmadd r ab
under the demanigtter of credit will be made at the solésdretion of National City Bank and will be due and
payable on demand. Any outstanding unpaid principal balance under the dettexrd credit bears interest at

an annual rate based on LIBOR plus 2.29¥erest is payable in arrears beginning on dana5, 2007 and on

the 15h day of each month thereafter 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 ade#ese on the financial position or results of
operations of the Company.

In June 2007, the Internal Revenue Service concluded its audit of the Company for fiscal 2004 and 2005. They
have assessed taxes and penalties based on their findings, howewempaay feels that they have adequate
defenses to counter the assessed taxes and have started the appeals process. They intend to vigorously defe
their position. It has been determined that any resulting loss is not likely and not reasonably bkti@matees

time, therefore, no provision has been made in the financial statements.

In fiscal 1999, a subsidiary of the Company, NTI Facilities, Inc., acquired dhwdeownership of Omai
Northern Ltd., an Ohio limited liability comparand enteredhto a lease agreement with Orridorthern Ltd. for
approximately 50% of the net rental space in a building owned by-Qontthern Ltd. Omni-Northern Ltd. owns

and operates a rental property located at 23205 Mercantile Road, Beachwood, Ohio, comprisingnatebroxi

two acres of land and a building of approximately 34,000 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 uporetbasko-mortgage acquisition price of the property paid in fiscal 2008 Company

has guaranteed up to $329,082 of the Gfwoir t her n Lt d. 6s $1, 903,571 mortg
Bank, Cleveland, OhioNTI Facilities, Inc. entered into ebdyear lease agreement with OnaiNorthern 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 miex, ithrough
November 2014 By its ownershignterestin OmniNorthern Ltd., NTI Facilities Inc. is entitled to otfard of

the operatingorofits (lossespf OmniNorthern Ltd. Omni-Northern has leased the remaining 50% of the net
rental space to othéhnird parties.

On November 16, 2006, t he Ai nde p ehedaandl terths of @cabnaal s 0
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 subsidiaries, executive 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 and lirkings i gni fi cant portion of ec¢
compensation to the achievement of such measufée following is a brief summary of the material terms
approved by th&oard:
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The total amount available under the bonus plan wilipéo25% ofh e Company 6s earn
interest, taxes and other income (EBITOI);

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 EBI@OI; an

The payment of bonuses under the plan will be made in both cash and stock, the exact amount and
percentages of which will be determined by the Compensation Committee.
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ITEM2 -MANAGEMENTG6S DI SCUSSI ON AND ANALYSIS OR PLAN O

Thi s Ma n DgassiennanddAsalysis provides material historical and prospective disclosures intended to
enable investors and other wusers to assess NTICO6s
are not historical are forwaddokingandinvole r i sks and uncertainties -di scl
Looking Stat ement sagpearng elsewhéte ihik reppra cTheofoll@ving discussion of the
results of the operations and financial condition of NTIC should be read in conjoret wi t h NTI1 Cb6s ¢
financial statements and the related notes thereto includder Part I, temient i t | ed AFi nanci al
this report.

Overview

NTIC focuses on developing, marketing and selling proprietary environmentally redpamsiterials science

based products and technical services directly and via a network of independent distributors, manufacturer sale
representatives and joint ventures in over 50 countries. NTIC manufactures, markets and sells primarily rust anc
corrosion inhibiting products and services for automotive, electronics, electrical, mechanical and military
applications, sold under the brand names Zerust® and EXCOR®. NTIC also offers direct, worldhsitte on
technical support on rust and corrosion issuesNadrth America, NTIC markets its technical service and Zerust®
products principally to industrial users by a direct sales force and through a network of independent distributors
and sales representatives. NTI @ébtsl yt enci ht nhi ctahle seenrdv i
products to analyze their specific needs and develop systems to meet their technical requirements.

NTIC participates, either directly or indirectly through holding companies, in approximately 30 corporate joint
venture amngements in North America, South America, Europe, Asia and the Middle East. Each of these joint
ventures manufactures, markets and sells finished products generally in the countries to which it is assigned
NTI Cbébs joint wvent ur eeinpterpplicable envi@mmentak laborwthxeaddgother befjuisite
regulations and laws of the respective foreign countries in which they operate, as well as the local customs anc
business practices. While most mdfcorrdsibn ithibisng praducts tand v e n
custom packaging systems, NTIC also has joint ventures that manufacture, market andbsakdiadditives

with both industrial and personal care applications, plastic recycling technology and electronic sensing
instuments.

ReactNTI LLC is an industrial chemical corporate joint venture of NTIC that focuses on the development,
manufacture and marketing of proprietary lines of-tsed additives with both industrial and personal care
applications. Based on cotton,ys@orn and other renewable resources, RNd¢tproducts outperform many
synthetically derived competing alternatives. Reéddtl 6 s t ar get mar ket i ncl udes
customer base, as well as the personal care and cosmetics industriyFelsuary 28, 2005, NTIC began fully
consolidating this 75% owned 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 relating to investments in foreign corporate joint ventures
is accounted for under the requirements of SFAS3®pForeign Currency Translation.

The Companyds n20® argd&8%edaring he three andire dnonths endedlay 31, 2007 as
compared to the same persad fiscal 2006primarily as a result of the increase of Rdét products to new and
existing customers in North Americdfset by a slight decrease et sales of Zerust® prodisc Net sales of
Zerust® productslecrease®35,933to $3,833,283 or thenine months endedlay 31, 2007as comparedotthe
same period in fiscal 2006Net sales of Readd Tl products increased486,307to $4,076,784for the nine
months endeay 31, 2007 as comparedtthe same period in fiscal 2006

Cost ofgoods soldas a percentage of net sales increased slighths 8% and 64 % during the three andine
months endedlay 31, 2007as compared t63.9%6 and62.4% durirg the same periadn fiscal 2M6, primarily
as a result of the incase in raw material prices and a change in the product mix.

16



Total net sales of all of the Compa®d s | oi nt v elb.®outag $%265{028durng theni@edmonths
endedMay 31, 2007as compared to5#,278,645during the same period in fiscal 200G he Company receives

fees for technical and other support services it provides to its joint ventures based on the revenues of the
individual joint ventures. The Company recognized increasednteeme of $250,950for such technical and
support services during timéne months endetay 31, 2007 as compared the same period in fiscal 2006 due to

the increase in total net sales of the joint ventures. The Company incurs direct expenses related to its corporat
joint vertures and holding companies. Such expenses include consulting, travel, technical and marketing services
to existing joint ventures, legal fees incurred in the establishment of new joint ventures, registration and
promotion and legal defense of worldwidedemarks, and legal fees incurred in connection with the filing of
patent applications. The Company incurmecteasedlirect joint venture expenses $157,544during thenine

months endeay 31, 2007comparedd the same period in fiscal 2006.

N T | nétsincome for the three months endddy 31, 2007 decreaseds90,164to $627,800 compared to
$717,963for the three months endeday 31 2006. Ne& income for thenine months endedMay 31, 2007
increased $09,551to $2,066,227compared to $,556,676or the nine months endelay 31, 2006.

NTI Cds wor ki mg@53e4bg May all 200 emcdudiryy $36,246in cash and cash equivalents. In
August 2006, NTIC increased its existing $1,000,000 revolving credit facility with National City Bank to
$1,500,00. As of May 31, 2007 NTIC had $88400 outstandingunder therevolving credit facility. The
revolving credit facility expires on Janua®{, 2008although NTIC expects to renew it on substantially the same
terms before it expires

NTIC elected not tgpay acashdividend in fiscal 2006, based 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 duriagleast the next twelve months by using its 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 fegralailable throughxésting financing arrangements

Results of Operations

The following table sets forth our year to date results of operations foirttenonths endelay 31, 2007 and
2006

% of Net % of Net $ %
May 31, 2007 Sales May 31, 2006 Sales Change Change
NetS#eS . e $12,910,067 100% $12,499,693 100% $410,374 3.3%
Cost of goods sold..........ccoevriviiiierienns 8,280,131 64.1% 7,803,716 62.%% 476,415 6.1%
Selling expenses......c.vvvveeeviiinnnennns 2,466,218 19.1% 2,444,017 19.6% 22,201 0.%
General and administrative expenses. 2,235,276 17.3% 1,888,954 15.1% 346,322 18.3%
Lab and technical support expenses.. $177,316 1.4% $213,837 1.7% ($36,521) (17.1%)

The following table sets forth our results of operations forttirel quarter (three months) enddthy 31 2007
and 2006

% of Net % of Net $ %
May 31, 2000 Sales May 31, 2006 Sales Change Change
NetsaleS...oooevviiiiiiiiii e $4,407,798 100% $4,320,371 100% $87,427 2.0%
Cost of goods sold...........cccevvvvirierienns 2,876,012 65.3% 2,759,360 63.9% 116,652 4.2%
Selling eXpenses.....cvvvveverrinnnnennns 887,014 20.1% 871,828 20.2% 15,186 1.7
General and administratiexpenses.... 608,104 13.8% 638,484 14.8% (30,380) (4.8%)
Lab and technical support expenses.. $46,941 1.1% $65,411 1.5% ($18,470 (28.2%0)

Net Sales and Cost Gfoods SoldNTIC6 s net sal es originating ithreetaide Un
nine months endetay 31 2007compared to the sanperiods in fiscal 200@rimarily as a result of aimcrease

in the demand for ReadtTI| products sold to an existing customer in North Ameoifset by asmalldecrease in
demand foZerust® products sold @xisting customersCost ofgoods soldncreased as a percentage of net sales
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