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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
☒

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

• 

For the quarterly period ended March 31, 2014
OR
☐

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

• 

For the transition period from_____ to_____
Commission File Number: 001-36410

Phibro Animal Health Corporation
(Exact name of registrant as specified in its charter)

​Delaware ​​13-1840497 ​

​(State or other jurisdiction ofincorporation or organization) ​​(I.R.S. EmployerIdentification No.) ​

​ ​​ ​

​

Glenpointe Centre East, 3​rd Floor
300 Frank W. Burr Boulevard, Suite 21
Teaneck, New Jersey
(Address of Principal Executive Offices)

​​07666-6712(Zip Code) ​

​ ​​ ​
(201) 329-7300
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes ☐ No ☒
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
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submit and post such files.)  Yes ☒ No ☐
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

​Large accelerated filer ​​☐ ​​​ ​​Accelerated filer ​​☐ ​
​Non-accelerated filer ​​☒ ​​​ ​​Smaller reporting company ​​☐ ​
​ ​​ ​​ ​​ ​​ ​

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
 Yes ☐ No ☒
As of May 13, 2014, there were 17,442,953 shares of the registrant’s Class A common stock, par value $0.0001 per
share, and 21,348,600 shares of the registrant’s Class B common stock, par value $0.0001 per share, outstanding.
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PART I—FINANCIAL INFORMATION
Item 1.   Financial Statements
PHIBRO ANIMAL HEALTH CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

​ ​ ​​ Three Months ​​ Nine Months ​

​ For the Periods Ended
March 31 ​​ 2014 ​​ 2013 ​​ 2014 ​​ 2013 ​

​ ​ ​​ (unaudited)
(in thousands, except per share amounts) ​

​Net sales ​​​$ 173,267 ​​​​$ 162,685 ​​​​$ 508,237 ​​​​$ 488,950 ​​
​Cost of goods sold ​​​​ 120,425 ​​​​​ 116,929 ​​​​​ 354,727 ​​​​​ 358,142 ​​
​Gross profit ​​​​ 52,842 ​​​​​ 45,756 ​​​​​ 153,510 ​​​​​ 130,808 ​​

​Selling, general andadministrative expenses ​​​​ 35,520 ​​​​​ 31,295 ​​​​​ 102,773 ​​​​​ 88,982 ​​

​Operating income ​​​​ 17,322 ​​​​​ 14,461 ​​​​​ 50,737 ​​​​​ 41,826 ​​
​Interest expense ​​​​ 7,805 ​​​​​ 7,801 ​​​​​ 23,362 ​​​​​ 23,516 ​​
​Interest expense, shareholders ​​​​ 1,005 ​​​​​ 1,100 ​​​​​ 3,014 ​​​​​ 3,247 ​​
​Interest (income) ​​​​ (66 )​​​​​ (26 )​​​​​ (178 )​​​​​ (108 )​​

​Foreign currency (gains) losses,net ​​​​ 275 ​​​​​ 838 ​​​​​ 2,088 ​​​​​ 1,132 ​​

​Other (income) expense, net ​​​​ — ​​​​​ 482 ​​​​​ — ​​​​​ 528 ​​
​Income before income taxes ​​​​ 8,303 ​​​​​ 4,266 ​​​​​ 22,451 ​​​​​ 13,511 ​​

​Provision (benefit) for incometaxes ​​​​ 1,933 ​​​​​ 86 ​​​​​ 7,936 ​​​​​ (5,401 )​​

​Net income ​​​$ 6,370 ​​​​$ 4,180 ​​​​$ 14,515 ​​​​$ 18,912 ​​

​Net income per share – basic anddiluted​(1) ​​​$ 0.21 ​​​​$ 0.14 ​​​​$ 0.48 ​​​​$ 0.62 ​​

​Weighted average number of
shares ​(1): ​​​​ ​ ​​​​​​ ​ ​​​​​​ ​ ​​​​​​ ​ ​​​

​basic ​​​​ 30,458 ​​​​​ 30,458 ​​​​​ 30,458 ​​​​​ 30,458 ​​
​diluted ​​​​ 30,657 ​​​​​ 30,458 ​​​​​ 30,525 ​​​​​ 30,458 ​​
​Dividends per share​(2) ​​​$ 0.3628 ​​​​$ — ​​​​$ 0.3628 ​​​​$ 0.0435 ​​

​Weighted average number of
shares ​(2) ​​​​ 68,910 ​​​​​ 68,910 ​​​​​ 68,910 ​​​​​ 68,910 ​​

​​ ​​ ​​​ ​​​ ​​​ ​​

(1)    after 0.442-for-1 split
(2)    before 0.442-for-1 split
The accompanying notes are an integral part of these consolidated financial statements
3
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PHIBRO ANIMAL HEALTH CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

​ ​ ​​ Three Months ​​ Nine Months ​
​ For the Periods Ended March 31 ​​ 2014 ​​ 2013 ​​ 2014 ​​ 2013 ​

​ ​ ​​ (unaudited)
(in thousands) ​

​Net income ​​​$ 6,370 ​​​​$ 4,180 ​​​​$ 14,515 ​​​​$ 18,912 ​​
​Other comprehensive income (loss): ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​
​Fair value of derivative instruments ​​​​ 572 ​​​​​ 274 ​​​​​ 709 ​​​​​ 692 ​​
​Foreign currency translation adjustment ​​​​ 2,373 ​​​​​ 700 ​​​​​ (762 )​​​​​ 232 ​​
​Unrecognized net pension gains (losses) ​​​​ 249 ​​​​​ 435 ​​​​​ 678 ​​​​​ 1,054 ​​

​Tax (provision) benefit on other comprehensiveincome (loss) ​​​​ 221 ​​​​​ (287 )​​​​​ — ​​​​​ (681 )​​

​Other comprehensive income ​​​​ 3,415 ​​​​​ 1,122 ​​​​​ 625 ​​​​​ 1,297 ​​
​Comprehensive income ​​​$ 9,785 ​​​​$ 5,302 ​​​​$ 15,140 ​​​​$ 20,209 ​​
​​ ​​ ​​​ ​​​ ​​​ ​​
The accompanying notes are an integral part of these consolidated financial statements
4
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PHIBRO ANIMAL HEALTH CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

​ As of ​​ March 31,
2014 ​​ June 30,

2013 ​

​ ​ ​​ (unaudited)
(in thousands) ​

​ASSETS ​​​​ ​ ​​​​​ ​ ​​
​Cash and cash equivalents ​​​$ 10,979 ​​​​$ 27,369 ​​
​Accounts receivable, net ​​​​ 107,705 ​​​​​ 99,137 ​​
​Inventories ​​​​ 142,804 ​​​​​ 140,032 ​​
​Prepaid expenses and other current assets ​​​​ 31,159 ​​​​​ 29,848 ​​
​Total current assets ​​​​ 292,647 ​​​​​ 296,386 ​​
​Property, plant and equipment, net ​​​​ 107,211 ​​​​​ 104,422 ​​
​Intangibles, net ​​​​ 31,412 ​​​​​ 35,155 ​​
​Other assets ​​​​ 42,007 ​​​​​ 38,179 ​​
​Total assets ​​​$ 473,277 ​​​​$ 474,142 ​​
​LIABILITIES AND STOCKHOLDERS’ DEFICIT ​​​​ ​ ​​​​​ ​ ​​
​Current portion of long-term debt ​​​$ 72 ​​​​$ 64 ​​
​Accounts payable ​​​​ 60,752 ​​​​​ 57,902 ​​
​Accrued expenses and other current liabilities ​​​​ 54,513 ​​​​​ 57,438 ​​
​Total current liabilities ​​​​ 115,337 ​​​​​ 115,404 ​​
​Domestic senior credit facility ​​​​ 42,500 ​​​​​ 34,000 ​​
​Long-term debt ​​​​ 297,933 ​​​​​ 297,666 ​​
​Long-term debt, shareholders ​​​​ 33,961 ​​​​​ 33,874 ​​
​Other liabilities ​​​​ 62,271 ​​​​​ 62,136 ​​
​Total liabilities ​​​​ 552,002 ​​​​​ 543,080 ​​
​Commitments and contingencies (Note 10) ​​​​ ​ ​​​​​ ​ ​​

​Common stock, par value $0.0001, 200,000,000 shares authorized; 68,910,000shares issued and outstanding ​​​​ 7 ​​​​​ 7 ​​

​Preferred stock, par value $1.00, 1,000,000 shares authorized; 0 shares issuedand outstanding ​​​​ — ​​​​​ — ​​

​Paid-in capital ​​​​ 18,021 ​​​​​ 42,948 ​​
​Accumulated deficit ​​​​ (79,606 )​​​​​ (94,121 )​​
​Accumulated other comprehensive income (loss) ​​​​ (17,147 )​​​​​ (17,772 )​​
​Total stockholders’ deficit ​​​​ (78,725 )​​​​​ (68,938 )​​
​Total liabilities and stockholders’ deficit ​​​$ 473,277 ​​​​$ 474,142 ​​
​​ ​​ ​​​ ​​
The accompanying notes are an integral part of these consolidated financial statements
5

Edgar Filing: PHIBRO ANIMAL HEALTH CORP - Form 10-Q

7



TABLE OF CONTENTS
PHIBRO ANIMAL HEALTH CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

​ ​ ​​ Nine Months ​
​ For the Periods Ended March 31 ​​ 2014 ​​ 2013 ​

​ ​ ​​ (unaudited)
(in thousands) ​

​OPERATING ACTIVITIES ​​​​ ​ ​​​​​ ​ ​​
​Net income ​​​$ 14,515 ​​​​$ 18,912 ​​

​Adjustments to reconcile net income to net cash provided (used) by operatingactivities: ​​​​ ​ ​​​​​ ​ ​​

​Depreciation and amortization ​​​​ 15,615 ​​​​​ 14,277 ​​
​Amortization of deferred financing costs ​​​​ 798 ​​​​​ 1,066 ​​
​Amortization of imputed interest and debt discount ​​​​ 384 ​​​​​ 336 ​​
​Deferred income taxes ​​​​ 661 ​​​​​ (8,870 )​​
​Foreign currency (gains) losses, net ​​​​ 1,550 ​​​​​ 518 ​​
​Other ​​​​ (374 )​​​​​ (1,280 )​​
​Changes in operating assets and liabilities: ​​​​ ​ ​​​​​​ ​ ​​​
​Accounts receivable ​​​​ (8,769 )​​​​​ 3,179 ​​
​Inventories ​​​​ (3,802 )​​​​​ (20,360)​​
​Prepaid expenses and other current assets ​​​​ (1,168 )​​​​​ (4,633 )​​
​Other assets ​​​​ (1,420 )​​​​​ (535 )​​
​Accounts payable ​​​​ 2,752 ​​​​​ (5,506 )​​
​Accrued expenses and other liabilities ​​​​ (4,112 )​​​​​ (5,549 )​​
​Net cash provided (used) by operating activities ​​​​ 16,630 ​​​​​ (8,445 )​​
​INVESTING ACTIVITIES ​​​​ ​ ​​​​​ ​ ​​
​Capital expenditures ​​​​ (14,248 )​​​​​ (14,203)​​
​Business acquisition ​​​​ — ​​​​​ (18,692)​​
​Sales of assets ​​​​ 110 ​​​​​ 1,116 ​​
​Net cash provided (used) by investing activities ​​​​ (14,138 )​​​​​ (31,779)​​
​FINANCING ACTIVITIES ​​​​ ​ ​​​​​ ​ ​​
​Borrowings under the domestic senior credit facility ​​​​ 145,000 ​​​​​ 60,000 ​​
​Repayments of the domestic senior credit facility ​​​​ (136,500)​​​​​ (37,000)​​
​Payments of long-term debt, capital leases and other ​​​​ (2,040 )​​​​​ (5,174 )​​
​Dividend paid to common shareholders ​​​​ (25,000 )​​​​​ (3,000 )​​
​Net cash provided (used) by financing activities ​​​​ (18,540 )​​​​​ 14,826 ​​
​Effect of exchange rate changes on cash ​​​​ (342 )​​​​​ (228 )​​
​Net increase (decrease) in cash and cash equivalents ​​​​ (16,390 )​​​​​ (25,626)​​
​Cash and cash equivalents at beginning of period ​​​​ 27,369 ​​​​​ 53,900 ​​
​Cash and cash equivalents at end of period ​​​$ 10,979 ​​​​$ 28,274 ​​
​Supplemental cash flow information ​​​​ ​ ​​​​​ ​ ​​
​Interest paid ​​​$ 32,088 ​​​​$ 32,295 ​​
​Income taxes paid, net ​​​​ 4,923 ​​​​​ 6,168 ​​
​Non-cash investing and financing activities ​​​​ ​ ​​​​​ ​ ​​
​Capital improvements ​​​​ 1,315 ​​​​​ — ​​
​Business acquisition ​​​​ — ​​​​​ 4,550 ​​
​Capital lease additions ​​​​ 29 ​​​​​ 103 ​​
​​ ​​ ​​​ ​​
The accompanying notes are an integral part of these consolidated financial statements
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PHIBRO ANIMAL HEALTH CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ DEFICIT

​ ​ ​​CommonStock ​​PreferredStock ​​ Paid-in
Capital ​​AccumulatedDeficit ​​

Accumulated
Other

Comprehensive
Income
(Loss)

​​ Total ​

​ ​ ​​ (unaudited)
(in thousands) ​

​As of June 30,2013 ​​​ $7 ​ ​​​ $ —​ ​​​$ 42,948 ​​​​$ (94,121)​​​​$ (17,772 ) ​​​​$ (68,938)​​

​Comprehensiveincome: ​​​ ​​​ ​​​ ​ ​ ​ ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​

​Net income ​​​ ​​​ ​​​ ​ ​ ​ ​​​​ ​ ​​​​​ 14,515 ​​​​​ ​ ​​​​​ 14,515 ​​

​
Other
comprehensive
income (loss):

​​​ ​​​ ​​​ ​ ​ ​ ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​

​
Fair value of
derivative
instruments

​​​ ​​​ ​​​ ​ ​ ​ ​​​​ ​ ​​​​​ ​ ​​​​​ 709 ​​​​​ 709 ​​

​
Foreign currency
translation
adjustment

​​​ ​​​ ​​​ ​ ​ ​ ​​​​ ​ ​​​​​ ​ ​​​​​ (762 ) ​​​​​ (762 )​​

​
Unrecognized net
pension gains
(losses)

​​​ ​​​ ​​​ ​ ​ ​ ​​​​ ​ ​​​​​ ​ ​​​​​ 678 ​​​​​ 678 ​​

​Comprehensiveincome ​​​ ​​​ ​​​ ​ ​ ​ ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ 15,140 ​​

​
Dividends paid to
common
stockholders

​​​ ​​​ ​​​ ​ ​ ​ ​​​​ (25,000)​​​​​ ​ ​​​​​ ​ ​​​​​ (25,000)​​

​

Compensation
expense related to
share-based
compensation
plans

​​​ ​​​ ​​​ ​ ​ ​ ​​​​ 73 ​​​​​ ​ ​​​​​ ​ ​​​​​ 73 ​​

​As of March 31,2014 ​​​ $7 ​ ​​​ $ —​ ​​​​ 18,021 ​​​​$ (79,606)​​​​$ (17,147 ) ​​​​$ (78,725)​​

​​ ​​ ​ ​​ ​ ​​ ​​​ ​​​ ​​​ ​​
The accompanying notes are an integral part of these consolidated financial statements
7
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)
1.

General• 

Phibro Animal Health Corporation (“PAHC” or “Phibro”) and its subsidiaries (together, the “Company”) is a diversified
global developer, manufacturer and marketer of a broad range of animal health and nutrition products to the poultry,
swine, cattle, dairy, aquaculture and ethanol markets. The Company is also a manufacturer and marketer of
performance products for use in the personal care, automotive, industrial chemical and chemical catalyst industries.
Unless otherwise indicated or the context requires otherwise, references in this report to “we,” “our,” “us,” “the Company” and
similar expressions refer to PAHC and its subsidiaries.
The unaudited consolidated financial information for the three and nine months ended March 31, 2014 and 2013 is
presented on the same basis as the financial statements included in the Company’s registration statement on Form S-1,
as amended (File No. 333-194467), which was declared effective on April 10, 2014 (the “Registration Statement”). In
the opinion of management, these financial statements include all adjustments necessary for a fair statement of
financial position, results of operations and cash flows for the interim periods, and the adjustments are of a normal and
recurring nature. The financial results for any interim period are not necessarily indicative of the results for the full
year. The consolidated balance sheet information as of June 30, 2013 was derived from the audited consolidated
financial statements, but does not include all disclosures required by accounting principles generally accepted in the
United States of America. The unaudited consolidated financial information should be read in conjunction with the
consolidated financial statements and notes thereto included in the Registration Statement.
The consolidated financial statements include the accounts of PAHC and all majority-owned subsidiaries. All
significant intercompany accounts and transactions have been eliminated in the consolidated financial statements.
Certain reclassifications have been made to prior year amounts to conform to current year presentation.
Use of Estimates
Preparation of the consolidated financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make certain estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues, expenses and related disclosures. Actual results could differ from these
estimates. Significant estimates include reserves for bad debts, inventory obsolescence, depreciation and amortization
periods of long-lived and intangible assets, recoverability of long-lived and intangible assets and goodwill,
realizability of deferred income tax and value-added tax assets, legal and environmental matters and actuarial
assumptions related to our pension plans. We regularly evaluate our estimates and assumptions using historical
experience and other factors. Our estimates are based on complex judgments, probabilities and assumptions that we
believe to be reasonable.
2.

Summary of New Accounting Standards and Significant Accounting Policies• 

The Company has elected to adopt new accounting standards within the specified effective date established for public
companies, where applicable, as opposed to a deferred effective date allowed for emerging growth companies.
In July 2013, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) 2013-11,
Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax
Credit Carryforward Exists. The guidance clarifies when it is appropriate for an unrecognized tax benefit, or portion of
an unrecognized tax benefit, to be presented in the financial statements as a reduction to a deferred tax asset. ASU
2013-11 is effective for interim and annual periods beginning after December 15, 2013. Early adoption is permitted.
The guidance should be
8
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

applied prospectively to all unrecognized tax benefits that exist at the effective date; however, retrospective
application is also permitted. The Company has elected to early adopt the provisions of this pronouncement, and it did
not have a material impact on our consolidated financial statements.
In April 2014, the FASB issued ASU 2014-08, Presentation of Financials (Topic 205) and Property, Plant, and
Equipment (Topic 360): Reporting Discontinued Operations and Disclosures of Disposals of Components of an
Entity, which changes the criteria for reporting a discontinued operation while enhancing disclosures in this area.
Under the new guidance, a disposal of a component of an entity or group of components of an entity that represents a
strategic shift that has, or will have, a major effect on operations and financial results is a discontinued operation when
any of the following occurs: (i) it meets the criteria to be classified as held for sale, (ii) it is disposed of by sale, or (iii)
it is disposed of other than by sale. Also, a business that, on acquisition, meets the criteria to be classified as held for
sale is reported in discontinued operations. Additionally, the new guidance requires expanded disclosures about
discontinued operations, as well as disclosure of the pre-tax profit or loss attributable to a disposal of an individually
significant component of an entity that does not qualify for discontinued operations presentation. The guidance is
effective prospectively for all disposals (or classifications as held for sale) of components of an entity and all
businesses that, on acquisition, are classified as held for sale, that occur within annual periods beginning on or after
December 15, 2014 and interim periods within those years. As this guidance relates to presentation and disclosure, the
adoption of this guidance is not expected to have a material impact on the Company’s financial position or results of
operations.
Our significant accounting policies are described in the notes to the consolidated financial statements included in the
Registration Statement. As of March 31, 2014, there have been no material changes to any of the significant
accounting policies contained therein.
3.

Subsequent Event• 

Initial Public Offering
On April 16, 2014, we completed our initial public offering (“IPO”) of 8,333,333 shares of Class A common stock at a
price to the public of $15.00 per share. The proceeds to us from this offering were approximately $114,229, after
deducting underwriting discounts of approximately $8,438 and offering expenses payable by us of approximately
$2,333 (after giving effect to the reimbursement of certain expenses by the underwriters).
Immediately following the consummation of the IPO, there were 38,791,553 total shares outstanding, consisting of
17,442,953 outstanding shares of Class A common stock and 21,348,600 outstanding shares of Class B common
stock, after giving effect to the 0.442-for-1 stock split and reclassification of our common stock which took place
immediately prior to the completion of the IPO. The shares of Class B common stock have economic rights identical
to the shares of Class A common stock and entitle the holders to 10 votes per share on all matters to be voted on by
stockholders generally.
Issuance of 2014 Revolving Credit Facility and Term B Loan
On April 16, 2014, Phibro, together with certain of its subsidiaries acting as guarantors, entered into a Credit
Agreement (the “Credit Agreement”) with Bank of America, N.A. (“Bank of America”), as Administrative Agent,
Collateral Agent and L/C Issuer and each lender from time to time party thereto (the “Lenders”). Under the Credit
Agreement, the Lenders agreed to extend credit to the Company in the form of (i) Term B loan in an aggregate
principal amount equal to $290,000 (the “Term B Loan”) and (ii) revolving credit facility in an aggregate principal
amount of $100,000 (the “Revolving Credit Facility,” and together with the Term B Loan, the “Credit Facilities”). The
Revolving Credit Facility contains a letter of credit facility.
Borrowings under the Revolving Credit Facility bear interest at rates based on the ratio of the Company and its
subsidiaries’ net consolidated first lien indebtedness to the Company and its subsidiaries’ consolidated EBITDA for
applicable periods specified in the Credit Facilities (the “First Lien Net Leverage
9
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Ratio”). The interest rate per annum applicable to the loans under the Credit Facilities will be based on a fluctuating
rate of interest equal to the sum of an applicable rate and, at the Company’s election from time to time, either (1) a base
rate determined by reference to the highest of (a) the rate as publicly announced from time to time by Bank of
America as its “prime rate,” (b) the federal funds effective rate plus 0.50% and (c) one-month LIBOR plus 1.00%, or (2)
a Eurocurrency rate determined by reference to LIBOR with a term as selected by the Company, of one day or one,
two, three or six months (or twelve months or any shorter amount of time if consented to by all of the lenders under
the applicable loan). The Revolving Credit Facility has applicable rates equal to 1.75%, in the case of base rate loans,
and 2.75%, in the case of LIBOR loans, and the Term B Loan has applicable margins equal to 2.00%, in the case of
base rate loans, and 3.00%, in the case of LIBOR loans. Interest on the Term B Loan will be subject to a floor of
1.00% in the case of LIBOR loans.
The maturity dates of the Revolving Credit Facility and the Term B Loan are April 15, 2019 and April 15, 2021,
respectively. We issued the Term B Loan at 99.75% of par value, with proceeds of $284,740, after deducting $5,260
of original issue discount and costs related to the issuance of these facilities.
Retirement of 9.25% Senior Notes, Mayflower Term Loan, BFI Term Loan and Domestic Senior Credit Facility
On April 16, 2014, we retired $24,000 of term loan payable to Mayflower due December 31, 2016, $10,000 of term
loan payable to BFI due August 1, 2014 and outstanding borrowings under our domestic senior credit facility.
On April 16, 2014, we called for redemption on May 16, 2014 of $300,000 of 9.25% senior notes due July 1, 2018
(the “Senior Notes”), and deposited the necessary funds with the trustee for payment of the principal, accrued interest
and redemption premium.
Effect of the Transaction
As a result of the retirement of our prior indebtedness, our consolidated statement of operations for the quarter and
year ended June 30, 2014 will include a loss on extinguishment of debt as follows:

​Redemption premium ​​​ $ 17,184 ​ ​
​Write-off of original issue discount related to retired Senior Notes and BFI ​​​ ​ 2,123 ​ ​

​Write-off of capitalized debt issuance costs related to retired Senior Notes, Mayflower term
loan, BFI term loan and cancelled domestic senior credit facility and other items ​​​ ​ 4,391 ​ ​

​Loss on extinguishment of debt ​​​ $ 23,698 ​ ​
​ ​​ ​ ​
Net Income per Share and Weighted Average Shares
For purposes of calculating net income per share, we have adjusted the weighted average number of shares for the
0.442-for-1 stock split. For purposes of calculating diluted net income per share, we have assumed a market value of
$15.00 per share.
10

Edgar Filing: PHIBRO ANIMAL HEALTH CORP - Form 10-Q

14



TABLE OF CONTENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

​ ​ ​​ Three Months ​​ Nine Months ​
​ For the Periods Ended March 31 ​​ 2014 ​​ 2013 ​​ 2014 ​​ 2013 ​
​Net income ​​​$ 6,370 ​​​​$ 4,180 ​​​​$ 14,515 ​​​​$ 18,912 ​​

​Weighted average number of shares
 –  basic ​​​​ 30,458 ​​​​​ 30,458 ​​​​​ 30,458 ​​​​​ 30,458 ​​

​Dilutive effect of stock options ​​​​ 158 ​​​​​ — ​​​​​ 53 ​​​​​ — ​​
​Dilutive effect of BFI warrant ​​​​ 41 ​​​​​ — ​​​​​ 14 ​​​​​ — ​​

​Weighted average number of shares
 –  diluted ​​​​ 30,657 ​​​​​ 30,458 ​​​​​ 30,525 ​​​​​ 30,458 ​​

​Net income per share: ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​
​basic ​​​$ 0.21 ​​​​$ 0.14 ​​​​$ 0.48 ​​​​$ 0.62 ​​
​diluted ​​​$ 0.21 ​​​​$ 0.14 ​​​​$ 0.48 ​​​​$ 0.62 ​​
​​ ​​ ​​​ ​​​ ​​​ ​​

For the three and nine month periods ended March 31, 2014, there were no shares excluded from the calculation of
diluted net income per share. For the three and nine month periods ended March 31, 2013, the stock options and
warrants to purchase 2,519 shares of common stock had an exercise price greater than the market price and were
excluded from the calculation of diluted net income per share because the effect from the assumed exercise of these
options and warrants calculated under the treasury stock method would be anti-dilutive.
4.

Revision to Prior Period Consolidated Financial Statements• 

We previously identified errors that should have been recorded in prior period consolidated financial statements. The
errors included differences in reconciliations, differences in accruals, reserves and cut-off estimates, income tax
provision calculations and various other items. We assessed the materiality of the items and concluded the items were
not material individually or in the aggregate to prior annual or interim periods presented in our interim consolidated
financial statements. However, we have elected to revise in this report the prior period comparative amounts.
During the quarter ended December 31, 2013, we identified and corrected errors that originated in prior periods. The
error corrections increased income before income taxes by $358 in the current year. We have assessed the effects of
the corrections and have concluded the items were not material, either individually or in aggregate, to our current year
results of operations or any other prior period consolidated financial statements.
5.

Statements of Operations—Additional Information• 

​ ​ ​​ Three Months ​​ Nine Months ​

​ For the Periods
Ended March 31 ​​ 2014 ​​ 2013 ​​ 2014 ​​ 2013 ​

​Depreciation andamortization ​​​ ​ ​ ​ ​​​ ​ ​ ​ ​​​ ​ ​ ​ ​​​ ​ ​ ​ ​

​
Depreciation of
property, plant and
equipment 

​​​ $ 3,920 ​ ​​​ $ 3,780 ​ ​​​ $ 11,878 ​ ​​​ $ 11,280 ​ ​

​Amortization ofintangible assets ​​​ ​ 1,202 ​ ​​​ ​ 1,179 ​ ​​​ ​ 3,737 ​ ​​​ ​ 2,997 ​ ​

​​ ​​​ $ 5,122 ​ ​​​ $ 4,959 ​ ​​​ $ 15,615 ​ ​​​ $ 14,277 ​ ​
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​​ ​​ ​ ​​ ​ ​​ ​ ​​ ​ ​

6.

Balance Sheets—Additional Information• 

​ As of ​​ March 31,
2014 ​​ June 30,

2013 ​

​Inventories ​​​​ ​ ​​​​​ ​ ​​
​Raw materials ​​​$ 36,337 ​​​​$ 35,702 ​​
​Work-in-process ​​​​ 7,605 ​​​​​ 7,541 ​​
​Finished goods ​​​​ 98,862 ​​​​​ 96,789 ​​
​​ ​​​$ 142,804 ​​​​$ 140,032 ​​
​ ​​ ​​​ ​​
11
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​ As of ​​ March 31,
2014 ​​ June 30,

2013 ​

​Goodwill roll-forward ​​​​ ​ ​​​​​ ​ ​​
​Balance at beginning of period ​​​$ 12,613 ​​​​$ 1,717 ​​
​OGR acquisition ​​​​ — ​​​​​ 10,896 ​​
​Balance at end of period ​​​$ 12,613 ​​​​$ 12,613 ​​
​Accrued expenses and other current liabilities ​​​​ ​ ​​​​​ ​ ​​
​Employee related ​​​$ 21,590 ​​​​$ 17,823 ​​
​Interest ​​​​ 6,937 ​​​​​ 13,875 ​​
​Commissions and rebates ​​​​ 3,060 ​​​​​ 3,196 ​​
​Insurance related ​​​​ 1,477 ​​​​​ 1,286 ​​
​Professional fees ​​​​ 3,670 ​​​​​ 4,064 ​​
​Other accrued liabilities ​​​​ 17,779 ​​​​​ 17,194 ​​
​​ ​​​$ 54,513 ​​​​$ 57,438 ​​
​Accumulated other comprehensive income (loss) ​​​​ ​ ​​​​​ ​ ​​
​Derivative instruments ​​​$ 70 ​​​​$ (639 )​​
​Currency translation adjustment ​​​​ (3,281 )​​​​​ (2,519 )​​
​Unrecognized net pension gains (losses) ​​​​ (11,562)​​​​​ (12,240)​​
​Tax (provision) benefit on other comprehensive income (loss) ​​​​ (2,374 )​​​​​ (2,374 )​​
​​ ​​​$ (17,147)​​​​$ (17,772)​​
​ ​​ ​​​ ​​
7.

Acquisition• 

On December 20, 2012, Prince Agri Products, Inc. (“Prince Agri”), a subsidiary of Phibro, acquired 100% of the
membership interests of OmniGen Research, LLC (“OGR”). This transaction gives the Company all rights to
OmniGen-AF​® patents and related intellectual property and ownership of certain property, plant and equipment.
OmniGen-AF​® is a proprietary nutritional specialty product that helps maintain a dairy cow’s healthy immune system.
Prior to the transaction, Prince Agri had been the exclusive manufacturer and marketer of OmniGen-AF​® for 9 years,
under a licensing arrangement with OGR.
OGR’s only revenues were the royalties paid by Prince Agri. The unaudited pro forma consolidated results of
operations, as if such acquisition had occurred at the beginning of the nine month period ended March 31, 2013 are
shown below. Pro forma adjustments included the elimination of royalty expense previously included in cost of sales
and the addition of operating expenses related to the acquired research and development activities.

​ For the Period Ended March 31, 2013 ​​ Nine Months ​
​Net sales ​​​$ 488,950 ​​
​Operating income ​​​​ 42,949 ​​
​Net income ​​​​ 20,010 ​​
​Net income per share – basic and diluted ​​​​ 0.66 ​​
​Depreciation and amortization ​​​​ 15,131 ​​
​ ​​ ​​
8.

Debt• 
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In April 2014, we repaid the domestic senior credit facility and all long term debt, except for capital lease obligations,
as described in Subsequent Event.
Domestic Senior Credit Facility
As of March 31, 2014, we had outstanding borrowings of $42,500 and outstanding letters of credit and other
commitments of $17,128, leaving $40,372 available for borrowings and letters of credit under the domestic senior
credit facility. Interest rate elections under the domestic senior credit facility were
12
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dependent on the senior secured funded debt to EBITDA ratio. For a ratio that is less than 1.25:1, the interest rates
were LIBOR plus 2.50% or Prime Rate plus 1.50%. For a ratio that is greater than or equal to 1.25:1, the interest rates
were LIBOR plus 2.75% or Prime Rate plus 1.75%. The applicable rates of interest on the outstanding borrowings
were 2.65% and 2.69% at March 31, 2014 and June 30, 2013, respectively.
The domestic senior credit facility required, among other things, the maintenance of a minimum level of consolidated
Adjusted EBITDA, a minimum fixed charge coverage ratio and a maximum senior secured leverage ratio, each
calculated on a trailing four quarter basis, and contained an acceleration clause should an event of default (as defined
in the agreement) occur. The required minimum level of consolidated Adjusted EBITDA was $58,000; $65,000;
$66,000; $75,000; and $78,000 for measurement periods ending on or after September 30, 2013, 2014, 2015, 2016
and 2017, respectively. As of March 31, 2014, we were in compliance with the financial covenants of the domestic
senior credit facility.
Long-Term Debt

​ As of ​​ March 31,
2014 ​​ June 30,

2013 ​

​9.25% senior notes due July 1, 2018 ​​​$ 300,000 ​​​​$ 300,000 ​​

​Term loan payable to Mayflower due December 31,2016 ​​​​ 24,000 ​​​​​ 24,000 ​​

​Term loan payable to BFI due August 1, 2014 ​​​​ 10,000 ​​​​​ 10,000 ​​
​Capitalized lease obligations ​​​​ 110 ​​​​​ 132 ​​
​​ ​​​​ 334,110 ​​​​​ 334,132 ​​
​Unamortized imputed interest and debt discount ​​​​ (2,144 )​​​​​ (2,528 )​​
​​ ​​​​ 331,966 ​​​​​ 331,604 ​​
​Less: current maturities ​​​​ (72 )​​​​​ (64 )​​
​​ ​​​$ 331,894 ​​​​$ 331,540 ​​
​​ ​​ ​​​ ​​

9.

Employee Benefit Plans• 

The Company maintains a noncontributory defined benefit pension plan for all domestic nonunion employees who
were employed on or prior to December 31, 2013 and who meet certain requirements of age, length of service and
hours worked per year.
Net periodic pension expense was:

​ ​ ​​ Three Months ​​ Nine Months ​
​ For the Periods Ended March 31 ​​ 2014 ​​ 2013 ​​ 2014 ​​ 2013 ​
​Service cost – benefits earned during the period ​​​$ 535 ​​​​$ 768 ​​​​$ 1,843 ​​​​$ 2,046 ​​
​Interest cost on benefit obligation ​​​​ 532 ​​​​​ 537 ​​​​​ 1,750 ​​​​​ 1,543 ​​
​Expected return on plan assets ​​​​ (476)​​​​​ (500 )​​​​​ (1,751)​​​​​ (1,602)​​

​Amortization of net actuarial (gain) loss and prior servicecosts ​​​​ 249 ​​​​​ 436 ​​​​​ 678 ​​​​​ 1,054 ​​

​Net periodic pension expense ​​​$ 840 ​​​​$ 1,241 ​​​​$ 2,520 ​​​​$ 3,041 ​​
​​ ​​ ​​​ ​​​ ​​​ ​​
10.

Commitments and Contingencies• 
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Environmental
Our operations and properties are subject to extensive federal, state, local and foreign laws and regulations, including
those governing pollution; protection of the environment; the use, management, and release of hazardous materials,
substances and wastes; air emissions; greenhouse gas emissions; water use, supply and discharges; the investigation
and remediation of contamination; the manufacture, distribution, and sale of regulated materials, including pesticides;
the importing, exporting and transportation of
13
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products; and the health and safety of our employees (collectively, “Environmental Laws”). As such, the nature of our
current and former operations exposes us to the risk of claims with respect to such matters, including fines, penalties,
and remediation obligations that may be imposed by regulatory authorities. Under certain circumstances, we might be
required to curtail operations until a particular problem is remedied. Known costs and expenses under Environmental
Laws incidental to ongoing operations, including the cost of litigation proceedings relating to environmental matters,
are generally included within operating results. Potential costs and expenses may also be incurred in connection with
the repair or upgrade of facilities to meet existing or new requirements under Environmental Laws or to investigate or
remediate potential or actual contamination and from time to time we establish reserves for such contemplated
investigation and remediation costs. In many instances, the ultimate costs under Environmental Laws and the time
period during which such costs are likely to be incurred are difficult to predict.
While we believe that our operations are currently in material compliance with Environmental Laws, we have, from
time to time, received notices of violation from governmental authorities, and have been involved in civil or criminal
action for such violations. Additionally, at various sites, our subsidiaries are engaged in continuing investigation,
remediation and/or monitoring efforts to address contamination associated with historic operations of the sites. We
devote considerable resources to complying with Environmental Laws and managing environmental liabilities. We
have developed programs to identify requirements under, and maintain compliance with Environmental Laws;
however, we cannot predict with certainty the impact of increased and more stringent regulation on our operations,
future capital expenditure requirements, or the cost of compliance.
The nature of our current and former operations exposes us to the risk of claims with respect to environmental matters
and we cannot assure we will not incur material costs and liabilities in connection with such claims. Based upon our
experience to date, we believe that the future cost of compliance with existing Environmental Laws, and liabilities for
known environmental claims pursuant to such Environmental Laws, will not have a material adverse effect on our
financial position, results of operations, cash flows or liquidity.
C.P. Chemicals, Inc. (“CP”), a subsidiary of PAHC, PAHC and other defendants have reached a phased settlement with
Chevron U.S.A. Inc. (“Chevron”), and a Settlement Agreement and Consent Order (the “Consent Order”) has been filed
and entered by the United States District Court for the District of New Jersey (the “Court”), resolving a 1997 complaint
filed by Chevron. The complaint alleged that the operations of CP at its Sewaren, New Jersey plant affected adjoining
property owned by Chevron and that PAHC, the parent of CP, was also responsible to Chevron. Pursuant to the
Consent Order, CP, PAHC and co-defendant Legacy Vulcan Corp. (“Vulcan”), through an entity known as North Field
Extension, LLC (“NFE”), have acquired a portion of the Chevron property, and NFE will proceed with any required
investigation and remediation of the acquired property and has also assumed responsibility for certain types of
environmental conditions (if they exist) on the portion of the property retained by Chevron. CP/PAHC and Vulcan
will each be responsible for 50% of the investigation and remediation costs, which are to be paid by CP/PAHC
directly or through NFE. Another defendant has also made a contribution toward the remediation costs to be incurred
by NFE in the amount of $175. Chevron retained responsibility for further investigation and remediation of certain
identified environmental conditions on the portion of the property retained by it, as well as in one area of the property
acquired by NFE. We believe that insurance recoveries will be available to offset some of those costs.
The EPA is investigating and planning for the remediation of offsite contaminated groundwater that has migrated
from the Omega Chemical Corporation Superfund Site (“Omega Chemical Site”), which is upgradient of the Santa Fe
Springs, California facility operated by our subsidiary Phibro-Tech, Inc. The EPA has named Phibro-Tech and certain
other subsidiaries of PAHC as potentially responsible parties (“PRPs”) due to groundwater contamination from
Phibro-Tech’s Santa Fe Springs facility that has allegedly commingled with contaminated groundwater from the
Omega Chemical Site. In September 2012, the EPA notified approximately 140 PRPs, including Phibro-Tech and the
other subsidiaries, that they have been identified as potentially responsible for remedial action for the groundwater
plume affected by the Omega
14
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Chemical Site and for EPA oversight and response costs. Phibro-Tech contends that groundwater contamination at its
site is due to historical operations that pre-date Phibro-Tech and/or contaminated groundwater that has migrated from
upgradient properties. In addition, a successor to a prior owner of the Phibro-Tech site has asserted that PAHC and
Phibro-Tech are obligated to provide indemnification for its potential liability and defense costs relating to the
groundwater plume affected by the Omega Chemical Site. Phibro-Tech has vigorously contested this position and has
asserted that the successor to the prior owner is required to indemnify Phibro-Tech for its potential liability and
defense costs. Furthermore, a nearby property owner has filed a complaint in the Superior Court of the State of
California against many of the PRPs associated with the groundwater plume affected by the Omega Chemical Site for
alleged contamination of groundwater underneath its property. Due to the ongoing nature of the EPA’s investigation
and Phibro-Tech’s dispute with the prior owner’s successor, at this time we cannot predict with any degree of certainty
what, if any, liability Phibro-Tech or the other subsidiaries may ultimately have for investigation, remediation and the
EPA oversight and response costs associated with the affected groundwater plume.
Based upon information available, to the extent such costs can be estimated with reasonable certainty, we estimated
the cost for complying with the NFE Consent Order and for further investigation and remediation of identified soil
and groundwater problems at operating sites, closed sites and third-party sites, and closure costs for closed sites, to be
approximately $7,265 and $8,292 at March 31, 2014 and June 30, 2013, respectively, which is included in current and
long-term liabilities on the consolidated balance sheets. However, future events, such as new information, changes in
existing Environmental Laws or their interpretation, and more vigorous enforcement policies of regulatory agencies,
may give rise to additional expenditures or liabilities that could be material. For all purposes of the discussion under
this caption and elsewhere in this report, it should be noted that we take and have taken the position that neither
PAHC nor any of our subsidiaries is liable for environmental or other claims made against one or more of our other
subsidiaries or for which any of such other subsidiaries may ultimately be responsible.
Claims and Litigation
Certain customers have claimed damages to their poultry resulting from the use of one of our animal health products.
We believe we are entitled to coverage for the claimed damages under our insurance policies, above any applicable
self-insured retention or deductible. Our insurance carrier thus far has refused to cover the damages claimed and has
denied coverage. We have taken actions to enforce our rights under the policies and believe we are likely to prevail.
We have accrued a $5,600 liability for the claims presented by our customers and have recorded a $5,350 asset for
recovery under these insurance policies. Our judgment that we will be successful in obtaining coverage under our
insurance policies for the customers’ claims is based on the policy language and relevant case law precedents.
PAHC and its subsidiaries are party to a number of claims and lawsuits arising out of the normal course of business
including product liabilities, payment disputes and governmental regulation. Certain of these actions seek damages in
various amounts. In many cases, such claims are covered by insurance. We believe that none of the claims or pending
lawsuits, either individually or in the aggregate, will have a material adverse effect on our financial position, results of
operations, cash flows or liquidity.
11.

Income Taxes• 

The tax provision is comprised primarily of income taxes relating to profitable foreign jurisdictions and certain
withholding taxes, and the Company continues to maintain a full valuation allowance against its net domestic deferred
taxes. The tax provision for the three and nine month periods ended March 31, 2014 included benefits of $1,593 and
$2,891, respectively, from the recognition of certain previously unrecognized tax benefits. The tax benefit for the nine
month period ended March 31, 2013 included a benefit of $8,734, resulting from a reversal of a portion of our
previously established deferred tax valuation allowance. The reversal was required to offset deferred tax liabilities
established as part of the acquisition of OGR and its intangible assets, and changes in other comprehensive income.
Historically, the Company intended to indefinitely reinvest foreign earnings outside of the United States. During fiscal
2014 the Company reviewed the ongoing cash needs of its foreign subsidiaries and
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determined that $25,000 was not needed for reinvestment in our Israel subsidiaries and could be remitted to the United
States. Based on this review, the indefinite reinvestment assertion was changed solely with respect to these earnings,
and $3,161 of foreign withholding taxes were recorded. The $25,000 was remitted to the parent company in the form
of a dividend in the third quarter. All remaining undistributed earnings of foreign subsidiaries are expected to be
permanently reinvested as they are required to fund needs outside the United States. Provision has not been made for
U.S. or additional foreign taxes on the undistributed earnings of foreign subsidiaries, which continue to be
permanently reinvested. It is not practicable at this time to determine the amount of income tax liability that would
result should such earnings be repatriated.
Our Israel subsidiaries have been under examination for fiscal years 2009 through 2012. In April 2014, certain of
these subsidiaries reached a settlement to pay additional income taxes totaling approximately $2,900. We expect the
remaining open examinations to conclude within the next twelve months, the impact of which is not expected to be
significant to our consolidated financial statements. As a result of the settlement, we expect our consolidated
statement of operations for the quarter and year ended June 30, 2014 will include approximately $600 of certain
previously unrecognized tax benefits.
12.

Derivatives• 

The fair value of these derivative instruments is determined based upon pricing models using observable market
inputs for these types of financial instruments (level 2 inputs per ASC 820).
At March 31, 2014, significant outstanding derivatives employed to manage market risk and designated as cash flow
hedges were as follows:

​ Instrument ​​ Hedge ​​

Notional
Amount at
March 31,
2014

​

​ Fair value as of ​

​March 31,
2014 ​​ June 30,

2013 ​

​Options ​​Brazilian Real calls ​​R$96,000 ​​​$ 334 ​​​​$ 365 ​​
​Options ​​Brazilian Real puts ​​(R$96,000) ​​​$ (264)​​​​$ (1,004)​​
​ ​​ ​​ ​​ ​​​ ​​
The unrecognized gains (losses) at March 31, 2014 are unrealized and will fluctuate depending on future exchange
rates until the underlying contracts mature. Of the $70 of unrecognized gains (losses) on derivative instruments
included in accumulated other comprehensive income (loss) at March 31, 2014, the Company anticipates
approximately $6 of the current fair value would be recorded in earnings within the next twelve months. The
Company recognizes gains (losses) on derivative instruments as a component of cost of goods sold when the hedged
item is sold. The Company hedges forecasted transactions for periods not exceeding the next twenty-four months.
13.

Fair Value Measurements• 

In assessing the fair value of financial instruments at March 31, 2014, the Company has used a variety of methods and
assumptions which were based on estimates of market conditions and risks existing at the time.
Current Assets and Liabilities
The carrying amounts of cash and cash equivalents, trade receivables, trade payables and short-term debt are
considered to be representative of their fair value because of the current nature of these investments.
Long Term Debt
The fair values of the Senior Notes are estimated based on quoted broker prices (level 2 inputs per ASC 820) and the
fair values of the term loans are estimated based on quoted yields for the Senior Notes which are similar in structure,
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​ As of ​​ March 31,
2014 ​​ June 30,

2013 ​

​Carrying values ​​​​ ​ ​​​​​ ​ ​​
​9.25% senior notes due July 1, 2018 ​​​$ 300,000 ​​​​$ 300,000 ​​
​Less unamortized original issue discount ​​​​ (2,105 )​​​​​ (2,402 )​​
​​ ​​​​ 297,895 ​​​​​ 297,598 ​​
​​ ​​​​ ​ ​​​​​ ​ ​​

​Term loan payable to Mayflower due December 31,2016 ​​​​ 24,000 ​​​​​ 24,000 ​​

​Term loan payable to BFI due August 1, 2014 ​​​​ 10,000 ​​​​​ 10,000 ​​
​Less unamortized discount ​​​​ (39 )​​​​​ (126 )​​
​​ ​​​​ 9,961 ​​​​​ 9,874 ​​
​Fair values ​​​​ ​ ​​​​​ ​ ​​
​9.25% senior notes due July 1, 2018 ​​​$ 318,000 ​​​​$ 322,500 ​​

​Term loan payable to Mayflower due December 31,2016 ​​​​ 27,701 ​​​​​ 26,968 ​​

​Term loan payable to BFI due August 1, 2014 ​​​​ 10,293 ​​​​​ 10,644 ​​
​​ ​​ ​​​ ​​

14.

Business Segments• 

The Animal Health segment manufactures and markets products for the poultry, swine, cattle, dairy, aquaculture and
ethanol markets. The business includes net sales of medicated feed additives and other related products, nutritional
specialty products and vaccines. The Mineral Nutrition segment manufactures and markets trace minerals for the
cattle, swine, poultry and pet food markets. The Performance Products segment manufactures and markets a variety of
products for use in the personal care, automotive, industrial chemical and chemical catalyst industries.
We evaluate performance and allocate resources based on the Animal Health, Mineral Nutrition and Performance
Products segments. Certain of our costs and assets are not directly attributable to these segments. We do not allocate
such items to the principal segments because they are not used to evaluate their operating results or financial position.
Corporate costs include the departmental operating costs of the Board of Directors, the Chairman and President, the
Chief Executive Officer, the Chief Financial Officer, the General Counsel, the Senior Vice President of Human
Resources, the Chief Information Officer and the Business Development function. Costs include the executives and
their staffs and include compensation and benefits, outside services, professional fees and office space. Assets include
certain cash and cash equivalents, debt issue costs and certain other assets.
We evaluate performance of our segments based on Adjusted EBITDA. We define Adjusted EBITDA as EBITDA
plus (a) (income) loss from, and disposal of, discontinued operations, (b) other expense or less other income, as
separately reported on our consolidated statements of operations, including foreign currency gains and losses and loss
on extinguishment of debt, and (c) certain items that we consider to be unusual or non-recurring. We define EBITDA
as net income plus (i) interest expense, net, (ii) provision for income taxes or less benefit for income taxes, and (iii)
depreciation and amortization.
The accounting policies of our segments are the same as those described in the summary of significant accounting
policies included in the Registration Statement.
17

Edgar Filing: PHIBRO ANIMAL HEALTH CORP - Form 10-Q

26



TABLE OF CONTENTS
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

​ ​ ​​ Three Months ​​ Nine Months ​
​ For the Periods Ended March 31 ​​ 2014 ​​ 2013 ​​ 2014 ​​ 2013 ​
​Net sales ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​
​Animal Health ​​​$ 107,808 ​​​​$ 93,883 ​​​​$ 316,945 ​​​​$ 284,247 ​​
​Mineral Nutrition ​​​​ 49,901 ​​​​​ 51,757 ​​​​​ 146,720 ​​​​​ 154,441 ​​
​Performance Products ​​​​ 15,558 ​​​​​ 17,045 ​​​​​ 44,572 ​​​​​ 50,262 ​​
​​ ​​​$ 173,267 ​​​​$ 162,685 ​​​​$ 508,237 ​​​​$ 488,950 ​​
​Adjusted EBITDA ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​
​Animal Health ​​​$ 25,505 ​​​​$ 20,334 ​​​​$ 74,134 ​​​​$ 59,953 ​​
​Mineral Nutrition ​​​​ 2,807 ​​​​​ 3,439 ​​​​​ 8,145 ​​​​​ 9,304 ​​
​Performance Products ​​​​ 906 ​​​​​ 1,577 ​​​​​ 3,105 ​​​​​ 4,548 ​​
​Corporate ​​​​ (6,774 )​​​​​ (5,930 )​​​​​ (19,032 )​​​​​ (17,702 )​​
​​ ​​​$ 22,444 ​​​​$ 19,420 ​​​​$ 66,352 ​​​​$ 56,103 ​​

​Adjusted EBITDA to income beforeincome taxes ​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​​​​ ​ ​​

​Adjusted EBITDA ​​​$ 22,444 ​​​​$ 19,420 ​​​​$ 66,352 ​​​​$ 56,103 ​​
​Depreciation and amortization ​​​​ (5,122 )​​​​​ (4,959 )​​​​​ (15,615 )​​​​​ (14,277 )​​
​Interest expense, net ​​​​ (8,744 )​​​​​ (8,875 )​​​​​ (26,198 )​​​​​ (26,655 )​​
​Foreign currency (gains) losses, net ​​​​ (275 )​​​​​ (838 )​​​​​ (2,088 )​​​​​ (1,132 )​​
​Other (income) expense, net ​​​​ — ​​​​​ (482 )​​​​​ — ​​​​​ (528 )​​
​Income before income taxes ​​​$ 8,303 ​​​​$ 4,266 ​​​​$ 22,451 ​​​​$ 13,511 ​​
​​ ​​ ​​​ ​​​ ​​​ ​​

​ As of ​​ March 31,
2014 ​​ June 30,

2013 ​

​Identifiableassets ​​​​ ​ ​​​​​ ​ ​​​

​Animal Health ​​​$ 357,104 ​​​​$ 354,422 ​​

​MineralNutrition ​​​​ 58,910 ​​​​​ 62,933 ​​

​PerformanceProducts ​​​​ 23,500 ​​​​​ 21,710 ​​

​Corporate ​​​​ 33,763 ​​​​​ 35,077 ​​
​​ ​​​$ 473,277 ​​​​$ 474,142 ​​
​​ ​​ ​​​ ​​

All goodwill is included in the Animal Health segment.
During our fiscal quarter ended December 31, 2013, we reorganized our reportable segments for financial reporting to
better align them with how we currently review operating results for purposes of allocating resources and managing
performance. We created two new reportable segments, the Animal Health segment and the Mineral Nutrition
segment, and eliminated the Animal Health & Nutrition (AH&N) segment. The Animal Heath segment consists of the
business units within the former AH&N segment, excluding the Mineral Nutrition business unit, which is now a
separate reportable segment. In accordance with ASC No. 280, “Segment Reporting” (“ASC 280”), we have reclassified
all amounts to conform to our new reportable segment presentation.
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Item 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

• 

Introduction
Our management’s discussion and analysis of financial condition and results of operations (“MD&A”) is provided to
assist readers in understanding our performance, as reflected in the results of our operations, our financial condition
and our cash flows. The following discussion summarizes the significant factors affecting our consolidated operating
results, financial condition, liquidity and cash flows as of and for the periods presented below. This MD&A should be
read in conjunction with our consolidated financial statements and related notes thereto included elsewhere in this
document.
Overview
Phibro Animal Health Corporation is one of the leading animal health companies in the world and is dedicated to
helping meet the growing demand for animal protein. We are a global diversified animal health and mineral nutrition
company. For nearly 40 years we have been committed to providing livestock producers with value-based products
and solutions to help them maintain and enhance the health and productivity of their animals. We sell more than 1,100
product presentations in over 65 countries to approximately 2,850 customers. We develop, manufacture and market
products for a broad range of food animals including poultry, swine, beef and dairy cattle and aquaculture. Our
products help prevent, control and treat diseases, enhance nutrition to help improve health and performance and
contribute to balanced mineral nutrition. In addition to animal health and mineral nutrition products, we manufacture
and market specific ingredients for use in the personal care, automotive, industrial chemical and chemical catalyst
industries.
Initial Public Offering and Refinancing
See “Notes to the Consolidated Financial Statements—Subsequent Event” included in Part I, Item 1 of this Quarterly
Report on Form 10-Q for details on the initial public offering (the “IPO”) and refinancing.
Sources and Uses of Proceeds
The following table summarizes the estimated sources and uses of proceeds in connection with the sale of Class A
common stock in the IPO, entry into the Revolving Credit Facility and Term B Loan and retirement of our previous
indebtedness:

​ ​ ​​ Amount ​

​ ​ ​​ (in
millions) ​

​ Sources ​​ ​
​Term B Loan ​​​$ 290.0 ​​
​Class A common stock ​​​​ 125.0 ​​
​Total Sources ​​​$ 415.0 ​​
​Uses ​​​​ ​ ​​
​Repay 9.25% senior notes due July 1, 2018 ​​​$ 300.0 ​​

​Repay term loan payable to Mayflower due December 31,2016 ​​​​ 24.0 ​​

​Repay term loan payable to BFI due August 1, 2014 ​​​​ 10.0 ​​
​Repay domestic senior credit facility ​​​​ 42.5 ​​
​Pay call premium and make whole on Senior Notes ​​​​ 17.2 ​​
​Fees and expenses ​​​​ 15.3 ​​
​Cash added to the Balance Sheet ​​​​ 6.0 ​​
​Total Uses ​​​$ 415.0 ​​
​​ ​​ ​​
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Capitalization
The following table sets forth our cash and cash equivalents, indebtedness and our capitalization as of March 31, 2014
on:
•

an actual basis; and• 

•

an adjusted basis to give effect to the following:• 

i.

the 0.442-for-1 split and reclassification of our common stock that took place immediately prior to the
completion of the offering;

• 

ii.

the sale by us of 8,333,333 shares of our Class A common stock at an initial public offering price of $15.00
per share, after deducting estimated underwriting discounts and estimated offering expenses payable by us;
and

• 

iii.

our entry into the Credit Facilities and the application by us of the net proceeds from the offering and the
Credit Facilities.

• 

​ ​ ​​ As of March 31, 2014 ​
​ ​ ​​ Actual ​​ Adjusted ​

​ ​ ​​ (dollars in thousands, except per share
amounts) ​

​Cash and cash equivalents ​​​ $ 10,979 ​ ​​​ $ 17,017 ​ ​
​Debt: ​​​ ​ ​ ​ ​​​ ​ ​ ​ ​
​Domestic senior credit facility​(1) ​​​ $ 42,500 ​ ​​​ $ — ​ ​
​9.25% senior notes ​​​ ​ 297,895 ​ ​​​ ​ — ​ ​
​Mayflower term loan ​​​ ​ 24,000 ​ ​​​ ​ — ​ ​
​BFI term loan ​​​ ​ 9,961 ​ ​​​ ​ — ​ ​
​Term B Loan ​​​ ​ — ​ ​​​ ​ 290,000 ​ ​
​Capital leases ​​​ ​ 110 ​ ​​​ ​ 110 ​ ​
​Total debt ​​​ $ 374,466 ​ ​​​ $ 290,110 ​ ​
​Stockholders’ Equity: ​​​ ​ ​ ​ ​​​ ​ ​ ​ ​

​
Common stock, par value $0.0001, 200,000,000 authorized;
68,910,000 shares issues and outstanding, on an as adjusted
basis 

​​​ ​ 7 ​ ​​​ ​ — ​ ​

​
Preferred stock, par value $0.0001, 16,000,000 authorized; 0
shares issues and outstanding, on an as adjusted
basis 

​​​ ​ — ​ ​​​ ​ — ​ ​

​Class A common stock, par value $0.0001, 300,000,000
authorized; 17,442,953 shares issues and outstanding, on an as

​​​ ​ — ​ ​​​ ​ 2 ​ ​
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adjusted
basis 

​ ​ ​​ As of March 31, 2014 ​

​
Class B common stock, par value $0.0001, 30,000,000 authorized;
21,348,600 shares issues and outstanding, on an as adjusted
basis 

​​​ ​ — ​ ​​​ ​ 2 ​ ​

​Additional paid-in-capital​(2) ​​​ ​ 18,021 ​ ​​​ ​ 132,253 ​ ​
​Accumulated deficit​(3) ​​​ ​ (79,606 )​ ​​​ ​ (103,370)​ ​
​Accumulated other comprehensive income (loss) ​​​ ​ (17,147 )​ ​​​ ​ (17,147 )​ ​
​Total stockholders’ (deficit) equity ​​​ ​ (78,725 )​ ​​​ ​ 11,740 ​ ​
​Total capitalization ​​​ $ 295,741 ​ ​​​ $ 301,850 ​ ​
​​ ​​ ​ ​​ ​ ​

(1)

Does not include $17.1 million of existing letters of credit that will remain outstanding under the Revolving
Credit Facility.

• 
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(2)

A reconciliation of actual additional paid-in-capital to adjusted additional paid-in-capital:• 

​ ​ ​​ As of March 31,
2014 ​

​Actual additional paid-in-capital ​​​ $ 18,021 ​ ​
​Net proceeds from the offering ​​​ ​ 114,229 ​ ​

​Net effect of conversion from a New York company to a Delaware company and the0.442-for-1 stock split ​​​ ​ 3 ​ ​

​Adjusted additional paid-in-capital ​​​ $ 132,253 ​ ​
​ ​​ ​ ​
(3)

A reconciliation of actual accumulated deficit to adjusted accumulated deficit:• 

​ ​ ​​ As of March 31,
2014 ​

​Actual accumulated deficit ​​​ $ (79,606 )​ ​
​Loss on extinguishment of debt ​​​ ​ (23,698 )​ ​

​Amortization of deferred financing fees and original issuediscounts ​​​ ​ (66 )​ ​

​Adjusted accumulated deficit ​​​ $ (103,370)​ ​
​ ​​ ​ ​
Our adjusted leverage ratio at March 31, 2014 was 3.4x. The ratio is defined as adjusted total debt of $290.1 million
divided by the last twelve months adjusted EBITDA of $86.0 million.
Outstanding Shares of Common Stock
The following table sets forth our outstanding shares of common stock as of March 31, 2014 on:
•

an actual basis; and• 

•

an adjusted basis to give effect to the following:• 

i.

the 0.442-for-1 split and reclassification of our common stock that took place immediately prior to the
completion of the offering;

• 

ii.

the sale by us of 8,333,333 shares of our Class A common stock; and• 

iii.
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the sale by Mayflower of 6,323,867 of Class A common stock, including the exercise of the underwriters’
option of 1,911,808 shares.

• 

​ ​ ​​ As of
March 31, 2014 ​​

After 0.442-for-1
Split ​​ After

Offering ​

​BFI – Class B commonstock ​​​​ 48,300,000 ​​​​​ 21,348,600 ​​​​​ 21,348,600 ​​

​Mayflower – Class Acommon stock ​​​​ 20,610,000 ​​​​​ 9,109,620 ​​​​​ 2,785,753 ​​

​New investors – Class Acommon stock ​​​​ — ​​​​​ — ​​​​​ 14,657,200 ​​

​Common stockoutstanding ​​​​ 68,910,000 ​​​​​ 30,458,220 ​​​​​ 38,791,553 ​​

​​ ​​ ​​​ ​​​ ​​
In addition, the following stock options and warrant were outstanding as of March 31, 2014:

​ ​ ​​ As of March 31,
2014 ​​ After 0.442-for-1

Split ​

​Stockoptions ​​​ ​ 3,390,000 ​ ​​​ ​ 1,498,380 ​ ​

​BFI warrant ​​​ ​ 875,000 ​ ​​​ ​ 386,750 ​ ​

​Total sharesoutstanding ​​​ ​ 4,265,000 ​ ​​​ ​ 1,885,130 ​ ​

​​ ​​ ​ ​​ ​ ​
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Analysis of the consolidated statements of operations

​ ​ ​​ Three Months ​​ Nine Months ​

​

For the
Periods
Ended

March 31

​​ 2014 ​​ 2013 ​​ Change ​​ 2014 ​​ 2013 ​​ Change ​

​ ​ ​​ (in thousands, except per share amounts) ​​ (in thousands, except per share amounts) ​
​Net sales ​​​$173,267 ​​​​$162,685 ​​​​$10,582 ​​​​​7 % ​​​​$508,237 ​​​​$488,950 ​​​​$19,287 ​​​​​4 % ​​

​Cost of goodssold ​​​​120,425 ​​​​​116,929 ​​​​​3,496 ​​​​​3 % ​​​​​354,727 ​​​​​358,142 ​​​​​(3,415 )​​​​​(1 )%​​

​% of net sales ​​​​69.5 %​​​​​71.9 %​​​​​​ ​​​​​​ ​​​​​69.8 %​​​​​73.2 % ​​​​​​ ​​​​​​ ​​
​Gross profit ​​​​52,842 ​​​​​45,756 ​​​​​7,086 ​​​​​15 % ​​​​​153,510 ​​​​​130,808 ​​​​​22,702 ​​​​​17 % ​​
​% of net sales ​​​​30.5 %​​​​​28.1 %​​​​​​ ​​​​​​ ​​​​​30.2 %​​​​​26.8 % ​​​​​​ ​​​​​​ ​​

​

Selling,
general and
administrative
expenses 

​​​​35,520 ​​​​​31,295 ​​​​​4,225 ​​​​​14 % ​​​​​102,773 ​​​​​88,982 ​​​​​13,791 ​​​​​15 % ​​

​% of net sales ​​​​20.5 %​​​​​19.2 %​​​​​​ ​​​​​​ ​​​​​20.2 %​​​​​18.2 % ​​​​​​ ​​​​​​ ​​

​Operatingincome (loss) ​​​​17,322 ​​​​​14,461 ​​​​​2,861 ​​​​​20 % ​​​​​50,737 ​​​​​41,826 ​​​​​8,911 ​​​​​21 % ​​

​% of net sales ​​​​10.0 %​​​​​8.9 %​​​​​​ ​​​​​​ ​​​​​10.0 %​​​​​8.6 % ​​​​​​ ​​​​​​ ​​

​Interestexpense, net ​​​​8,744 ​​​​​8,875 ​​​​​(131 )​​​​​(1 )%​​​​​26,198 ​​​​​26,655 ​​​​​(457 )​​​​​(2 )%​​

​

Foreign
currency
(gains) losses,
net 

​​​​275 ​​​​​838 ​​​​​(563 )​​​​​(67)%​​​​​2,088 ​​​​​1,132 ​​​​​956 ​​​​​84 % ​​

​
Other
(income)
expense, net 

​​​​— ​​​​​482 ​​​​​(482 )​​​​​* ​​​​​— ​​​​​528 ​​​​​(528 )​​​​​* ​​

​

Income (loss)
before
provision
(benefit) for
income taxes 

​​​​8,303 ​​​​​4,266 ​​​​​4,037 ​​​​​95 % ​​​​​22,451 ​​​​​13,511 ​​​​​8,940 ​​​​​66 % ​​

​% of net sales ​​​​4.8 %​​​​​2.6 %​​​​​​ ​​​​​​ ​​​​​4.4 %​​​​​2.8 % ​​​​​​ ​​​​​​ ​​

​
Provision
(benefit) for
income taxes 

​​​​1,933 ​​​​​86 ​​​​​1,847 ​​​​​* ​​​​​7,936 ​​​​​(5,401 ) ​​​​​13,337 ​​​​​* ​​

​Effective taxrate ​​​​23.3 %​​​​​2.0 %​​​​​​ ​​​​​​ ​​​​​35.3 %​​​​​(40.0 )%​​​​​​ ​​​​​​ ​​

​Net income ​​​$6,370 ​​​​$4,180 ​​​​$2,190 ​​​​​52 % ​​​​$14,515 ​​​​$18,912 ​​​​$(4,397 )​​​​​(23)%​​
​% of net sales ​​​​3.7 %​​​​​2.6 %​​​​​​ ​​​​​​ ​​​​​2.9 %​​​​​3.9 % ​​​​​​ ​​​​​​ ​​

​
Net income
per share –  basic
and diluted 

​​​$0.21 ​​​​$0.14 ​​​​​​ ​​​​​​ ​​​​$0.48 ​​​​$0.62 ​​​​​​ ​​​​​​ ​​

​Weighted
average
number of

​​​​​ ​ ​​​​​​ ​ ​​​​​​ ​​​​​​​ ​ ​​​​​​ ​ ​​​​​​ ​ ​​​​​​ ​​​​​​​ ​ ​​
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shares:
​ ​ ​​ Three Months ​​ Nine Months ​

​basic ​​​​30,458 ​​​​​30,458 ​​​​​​ ​​​​​​ ​​​​​30,458 ​​​​​30,458 ​​​​​​ ​​​​​​ ​​
​diluted ​​​​30,657 ​​​​​30,458 ​​​​​​ ​​​​​​ ​​​​​30,525 ​​​​​30,458 ​​​​​​ ​​​​​​ ​​
​​ ​​ ​ ​​ ​ ​​ ​​​ ​ ​​ ​ ​​ ​ ​​ ​​​ ​ ​

Amounts and percentages may reflect rounding adjustments
*

Calculation not meaningful• 

Adjusted net income
General description of Adjusted Net Income (a non-GAAP financial measure)
Adjusted net income is an alternative view of performance and we believe investors’ understanding of our performance
is enhanced by disclosing this performance measure. We report Adjusted Net Income to portray the results of our
operations prior to considering certain income statement elements.
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We have defined adjusted net income as net income plus (i) other expense or less other income, as separately reported
on our consolidated statements of operations, including foreign currency gains and losses and loss on extinguishment
of debt, (ii) amortization of acquired intangibles, (iii) share based compensation, and (iv) the related income tax
effects.
Adjusted Net Income is a non-GAAP financial measure that has no standardized meaning prescribed by accounting
principles generally accepted in the United States (“GAAP”) and, therefore, has limits in its usefulness to investors.
Because of its non-standardized definition, Adjusted Net Income, unlike GAAP net income, may not be comparable to
the calculation of similar measures of other companies. Adjusted Net Income is presented to permit investors to more
fully understand how management assesses performance. The Adjusted Net Income measure is not, and should not be
viewed as, a substitute for GAAP reported net income.
A reconciliation of income before income taxes, as reported under GAAP, to Adjusted Net Income follows:

​ ​ ​​ Three Months ​​ Nine Months ​

​

For the
Periods
Ended

March 31

​​ 2014 ​​ 2013 ​​ Change ​​ 2014 ​​ 2013 ​​ Change ​

​ ​ ​​ (in thousands, except per share amounts) ​​ (in thousands, except per share amounts) ​

​
Income
before
income taxes 

​​​$8,303 ​​​​$4,266 ​​​​$4,037 ​​​​​95 % ​​​​$ 22,451 ​​​​$ 13,511 ​​​​$ 8,940 ​​​​​66 % ​​

​Plus ​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​

​
Other
(income)
expense, net

​​​​— ​​​​​482 ​​​​​(482 )​​​​​* ​​​​​— ​​​​​528 ​​​​​(528 )​​​​​* ​​

​

Foreign
currency
(gains) losses,
net 

​​​​275 ​​​​​838 ​​​​​(563 )​​​​​(67)%​​​​​2,088 ​​​​​1,132 ​​​​​956 ​​​​​84 % ​​

​
Acquisition
intangible
amortization 

​​​​1,202 ​​​​​1,179 ​​​​​23 ​​​​​2 % ​​​​​3,737 ​​​​​2,997 ​​​​​740 ​​​​​25 % ​​

​
Share based
compensation ​​​​18 ​​​​​34 ​​​​​(16 )​​​​​(47)%​​​​​73 ​​​​​100 ​​​​​(27 )​​​​​(27)%​​

​

Adjusted
income
before
provision for
income
taxes 

​​​​9,798 ​​​​​6,799 ​​​​​2,999 ​​​​​44 % ​​​​​28,349 ​​​​​18,268 ​​​​​10,081 ​​​​​55 % ​​

​
Provision
(benefit) for
income taxes 

​​​​1,933 ​​​​​86 ​​​​​1,847 ​​​​​* ​​​​​7,936 ​​​​​(5,401 ) ​​​​​13,337 ​​​​​* ​​

​Plus ​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​

​
Non-recurring
income tax
items 

​​​​1,857 ​​​​​58 ​​​​​1,799 ​​​​​* ​​​​​(270 ) ​​​​​8,053 ​​​​​(8,323 )​​​​​* ​​

​Tax effect onadjustments ​​​​(151 ) ​​​​​351 ​​​​​(502 )​​​​​* ​​​​​89 ​​​​​572 ​​​​​(483 )​​​​​(84)%​​
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​ ​ ​​ Three Months ​​ Nine Months ​

​
Adjust to
cash income
taxes

​​​​(2,551) ​​​​​841 ​​​​​(3,392)​​​​​* ​​​​​(2,832 ) ​​​​​2,994 ​​​​​(5,776 )​​​​​* ​​

​

Adjusted
provision
(benefit) for
income taxes 

​​​​1,088 ​​​​​1,336 ​​​​​(248 )​​​​​(19)%​​​​​4,923 ​​​​​6,168 ​​​​​(1,245 )​​​​​(20)%​​

​Effective TaxRate ​​​​11.1 %​​​​​19.6 %​​​​​​ ​​​​​​ ​​​​​17.4 %​​​​​33.8 %​​​​​​ ​​​​​​ ​​

​Adjusted netincome ​​​$8,710 ​​​​$5,463 ​​​​$3,247 ​​​​​59 % ​​​​$ 23,426 ​​​​$ 12,100 ​​​​$ 11,326 ​​​​​94 % ​​

​​ ​​ ​ ​​ ​ ​​ ​​​ ​ ​​ ​ ​​ ​ ​​ ​​​ ​ ​

Amounts and percentages may reflect rounding adjustments
*

Calculation not meaningful• 

Adjusted EBITDA
General description of Adjusted EBITDA (a non-GAAP financial measure)
Adjusted EBITDA is an alternative view of performance used by management, and we believe that investors’
understanding of our performance is enhanced by disclosing this performance measure. We report Adjusted EBITDA
to portray the results of our operations prior to considering certain income
23
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statement elements. We have defined EBITDA as net income plus (i) interest expense, net, (ii) provision for income
taxes or less benefit for income taxes, and (iii) depreciation and amortization. We have defined Adjusted EBITDA as
EBITDA plus (a) (income) loss from, and disposal of, discontinued operations, (b) other expense or less other income,
as separately reported on our consolidated statements of operations, including foreign currency gains and losses and
loss on extinguishment of debt, and (c) certain items that we consider to be unusual or non-recurring. The Adjusted
EBITDA measure is not, and should not be viewed as, a substitute for GAAP reported net income.
The Adjusted EBITDA measure is an important internal measurement for us. We measure our overall performance on
this basis in conjunction with other performance metrics. The following are examples of how our Adjusted EBITDA
measure is utilized:
•

senior management receives a monthly analysis of our operating results that is prepared on an Adjusted
EBITDA basis;

• 

•

our annual budgets are prepared on an Adjusted EBITDA basis; and• 

•

other goal setting and performance measurements are prepared on an Adjusted EBITDA basis.• 

Despite the importance of this measure to management in goal setting and performance measurement, Adjusted
EBITDA is a non-GAAP financial measure that has no standardized meaning prescribed by GAAP and, therefore, has
limits in its usefulness to investors. Because of its non-standardized definition, Adjusted EBITDA, unlike GAAP net
income, may not be comparable to the calculation of similar measures of other companies. Adjusted EBITDA is
presented to permit investors to more fully understand how management assesses performance.
We also recognize that, as an internal measure of performance, the Adjusted EBITDA measure has limitations, and we
do not restrict our performance management process solely to this metric. A limitation of the Adjusted EBITDA
measure is that it provides a view of our operations without including all events during a period, such as the
depreciation of property, plant and equipment or amortization of purchased intangibles, and does not provide a
comparable view of our performance to other companies.
Certain significant items
Adjusted EBITDA is calculated prior to considering certain items. We evaluate such items on an individual basis.
Such evaluation considers both the quantitative and the qualitative aspect of their unusual or non-operational nature.
Unusual, in this context, may represent items that are not part of our ongoing business; items that, either as a result of
their nature or size, we would not expect to occur as part of our normal business on a regular basis. We consider
foreign currency gains and losses to be non-operational because they arise principally from intercompany transactions
and are largely non-cash in nature.
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A reconciliation of net income, as reported under U.S. GAAP, to Adjusted EBITDA follows:

​ ​ ​​ Three Months ​​ Nine Months ​

​ For the Periods Ended
March 31 ​​ 2014 ​​ 2013 ​​ Change ​​ 2014 ​​ 2013 ​​ Change ​

​ ​ ​​ (in thousands) ​​ (in thousands) ​
​Net income ​​​$6,370​​​​$4,180​​​​$2,190 ​​​​​52% ​​​​$14,515​​​​$18,912 ​​​​$(4,397 )​​​​​(23)%​​
​Plus ​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​​​​​ ​​
​Interest expense, net ​​​​8,744​​​​​8,875​​​​​(131 )​​​​​(1 )%​​​​​26,198​​​​​26,655 ​​​​​(457 )​​​​​(2 )%​​

​Provision (benefit) forincome taxes ​​​​1,933​​​​​86 ​​​​​1,847 ​​​​​* ​​​​​7,936 ​​​​​(5,401 )​​​​​13,337 ​​​​​* ​​

​Depreciation andamortization ​​​​5,122​​
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