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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM
10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934 FOR THE QUARTERLY PERIOD ENDED December 31, 2018.

[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934 FOR THE TRANSITION PERIOD FROM TO

Pyxus International, Inc.
(Exact name of registrant as specified in its charter)

Virginia 001-13684 54-1746567

(State or other
jurisdiction of  (Commission File Number)
incorporation)

(I.R.S. Employer
Identification No.)

8001 Aerial Center Parkway
Morrisville, NC 27560-8417
(Address of principal executive offices)

(919) 379-4300
(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 [X] No [ ]

Indicate by check mark whether the registrant has submitted electronically, 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 submit and post such files).

Yes [X] No [ ]
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and "emerging growth company' in Rule 12b-2 of the Exchange Act. (Check

one):

Large Accelerated Filer [] Accelerated Filer [X] Non-Accelerated filer []
Smaller Reporting Company [] Emerging Growth Company []

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended
transaction period for complying with any new or revised financial accounting standards provided pursuant to Section
13(a) of the Exchange Act. []

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes [ ] No [X]

As of January 31, 2019, the registrant had 9,080,984 shares outstanding of Common Stock (no par value) excluding
785,313 shares owned by a wholly owned subsidiary.
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Part 1. Financial Information

Item 1. Financial Statements

Pyxus International, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF

OPERATIONS

Three and Nine Months Ended December 31, 2018 and 2017

(Unaudited)

Three Months Ended December 31,

(in

thousands,

exceplyngg 2017
per

share

data)

Sales

and

other $ 524,487 $ 477,783
operating

revenues

Cost
of
goods
and
services
sold

Gross
profit

449,776 404,282

74,711 73,501

Selling,

general,

and 41,680 34,283
administrative

expenses

Other
incomé&,991 1,019
net

Restructuring

and

asset 1,667 —
impairment

charges

Operatipg, s 40.237
mcome

2018

1,045,042

165,309

118,759

13,473

3,390

56,633

1,210,351

Nine Months Ended
December 31,

2017

$ 1,202,115

1,030,648

171,467

102,248

9,909

79,128
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Debt

retiremenge _ (1,754) (2,975)
expense’ ’ ’
(benefit)

Interest
expense
(includes
debt
amortization
of

$2,325
and
$2,734

for

the

three
months
and
$7’02033,947 33,564 102,182 101,105
and

$7,921

for

the

nine

months

ended

December

31,

2018

and

2017,

respectively)

Intere

. 601 2,587 2,295
income

Income

(loss)

before

1neoms 651 7274 (41,208) (16,707)
taxes

and

other

items

Income
tax 17,
expense
(benefit)
Equity,701 7,770 6,852 7,121
in

net

354 (73,282) 26,900 (66,233)
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income

of
investee
companies

Net
(loss) (5,002) 88,326 (61,256) 56,647

income

Net

income

(loss)

attribufdble (130) (769) (289)
to

noncontrolling

interests

Net

(loss)
income
attribugable
to iﬁ
Pyxus
International,
Inc.

(Loss)

earnings

per

share:

Basic $ (0.56) $ 9.83 $ (6.69) $ 6.34

Diluted (0.56) $ 9.80 $ (6.69) $ 6.32

Weighted
average
number

of

shares
outstanding:

Basic 9,068 9,001 9,048 8,982
Dilute@,068 9,029 9,048 9,009

(5,095) $ 88,456 § (60,487) % 56,936

See "Notes to Condensed Consolidated Financial Statements"
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Pyxus International, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF
COMPREHENSIVE (LOSS) INCOME

Three and Nine Months Ended December 31, 2018 and 2017
(Unaudited)

Three Months Ended December Nine Months Ended
31, December 31,

(M08 2017 2018 2017
thousands)

Net
(I%ks) (5,002) $ 88,326 $ (61,256) $ 56,647
income

Other
comprehensive
(loss)

income,

net

of

tax:

Currency

tra@skalttyn 725 (7,628) 6,817
adjustment

Defined

benefit

pension

am@dnts 459 853 1,376
reclassified

to

income

Change

in

pens

hanie?  — (391) —
for

settlements

Cliarigz2) (64) (3,752) (626)
in

the

fair

value

of

derivatives

designated

as

cash
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flow
hedges

Amounts

reclassified

0, 161 656 1,445 727
incodme

for

derivatives

Total

other

comprehensive

.(1‘?&)778) 1,776 (9,473) 8,294
incoie,

net

of

tax

Total

CORIEBSISIVE 90 102 (70,729) 64,941
(loss)

income

Comprehensive

loss

?:(ri%‘)able (130) (1216) (289)

noncontrolling
interests

Comprehensive
(loss)
income

';‘:fbuta%%sm $ 90232 $ (69.513) $ 65.230

Pyxus
International,
Inc.

See

"Notes

to
Condensed
Consolidated
Financial
Statements"
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Pyxus International, Inc. and Subsidiaries
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
(in thousands)

ASSETS

Current assets

Cash and cash equivalents
Restricted cash

Trade receivables, net

Other receivables

Accounts receivable, related parties
Inventories

Advances to tobacco suppliers
Recoverable income taxes
Prepaid expenses

Other current assets

Total current assets

Restricted cash

Investments in unconsolidated
affiliates

Goodwill

Other intangible assets

Deferred income taxes, net
Long-term recoverable income taxes
Other deferred charges

Other noncurrent assets

Property, plant, and equipment, net
Total assets

LIABILITIES AND
STOCKHOLDERS’ EQUITY

Current liabilities

Notes payable to banks

Accounts payable

Accounts payable, related parties
Advances from customers
Accrued expenses and other current
liabilities

Income taxes payable

Current portion of long-term debt
Total current liabilities
Long-term taxes payable
Long-term debt

Deferred income taxes

Liability for unrecognized tax
benefits

Pension, postretirement, and other
long-term liabilities

Total liabilities

December 31, 2018 December 31, 2017

$

6,335
268,747
21,305
5,077
827,782
51,135
8,538
17,325
16,212
1,431,616
389

68,351

34,109
70,074
106,610
898
2,634
44,256
264,782
$

$

49,373
18,372
45,900

98,233

6,513
165
801,963
10,718
897,195
12,437

11,026

72,013

1,805,352

209,160 $

2,023,719

583,407

2,210
222,451
18,366
9,832
905,680
69,872
19,025
17,730
16,774
1,491,430
539

67,069

16,463
41,837
128,979
3,848
54,552
249,471
$

$

46,678
22,939
31,646

92,446

14,902
142
744,923
15,110
918,820
15,649

10,522

76,442

1,781,466

209,490

2,054,188

536,170

March 31,
2018

$ 264,660
2,984
285,554
18,845
8,188
698,087
30,482
5,994
17,181
17,628
1,349,603
389

68,151

27,546

70,724

130,520

1,795

3,388

60,234

254,281

$ 1,966,631

$ 427,277
76,506
14,835
24,128

88,380

6,767
164
638,057
10,027
920,143
28,937

11,191

75,448

1,683,803

10
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Commitments and contingencies

Stockiebdenbler December I;/iarch
equit$1, 2018 31,2017 500

Common

Stock—no

par

value:

Authgrigethy 250,000 250,000
shares

Issued oo 9704 0808 474.603 473.156
shares

Retained deficit

Accumulated other comprehensive
loss

Total stockholders’ equity of Pyxus
International, Inc.

Noncontrolling interests

Total stockholders’ equity

Total liabilities and stockholders’
equity

See "Notes to Condensed
Consolidated Financial Statements"

473,476

(213,905)

(57,218)

203,480

14,887
218,367

$

(151,848)

(51,753)

269,555

3,167
272,722

2,023,719 $

(156,348)

(45,262)

271,866

10,962
282,828

2,054,188 $ 1,966,631

11



Pyxus International, Inc. and Subsidiaries
CONDENSED STATEMENTS OF CONSOLIDATED STOCKHOLDERS' EQUITY
Nine Months Ended December 31, 2018

(Unaudited)

Attributable to Pyxus International, Inc.

(inCommon  Retained
thtawkds) Deficit

Balance,
21??011473,476 $
2018

Net

loss
cotimation

(759)

Purchase

of

investment —
in

subsidiary

Other
comprehensive
(loss)

inceme, —
net

of

tax

Balance,

Ju
30"2&3,771

2018

Net_
loss

(157,107)

(54,634)

Restricted

sto ) —
surrender
St%*blgbased
compensation
Other
comprehensive
(loss)

inceme, —
net

of

tax

Balance,
Se
Seprbsy
2018

Net
(loss) (5,095)

income

(211,741)

(156,348)$

Accumulated Other Comprehensive Loss

Currency
Translation
Adjustment

(5,136)

(17,818)

(257)

(18,075)

Loss on

Pensions,

Net of Tax

(12,682)$

366

(32,214)

973

(31,241)

of Tax

(32,580)$

(1,496)

(1,496)

780

(716)

Derivatives, Net

Edgar Filing: PYXUS INTERNATIONAL, INC. - Form 10-Q

Noncontrolling Total Stockholders'
Interests Equity

$ 10,962 $ 282,828
(654) (1,413)

— 295

5,531 5,531

(175) (6,441)

15,664 280,800

(208) (54,842)

— (®)

— 458

251 1,747

15,707 228,155

93 (5,002)

12
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Restricted
sto @) — — — — — (20)
surrender
St%aa—based
compensation
Di@ends
paid

_ _ — — — 402

_ _ — — (390) (390)

Impact
of
adoption
of
ASU
2018-02

Other
comprehensive
loss,

net

of

tax

2,931 — (2,931) — — _

— (1,787) &77) (1,591) (523) (4,778)

Balance,
?f§6m5"75,603 $ (213,905 (19,862)$ (35,049)$ (2,307) $ 14,887 $ 218,367
2018
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Pyxus International, Inc. and Subsidiaries

CONDENSED STATEMENTS OF CONSOLIDATED STOCKHOLDERS' EQUITY
Nine Months Ended December 31, 2017

(Unaudited)

Attributable to Pyxus International, Inc.
Accumulated Other Comprehensive Loss

. . Currenc . Loss on
(inCommon  Retained y Pensions, L.
Translation Derivatives, Net

thStomkds) Deficit Adjustment Net of Tax of Tax

Noncontrolling Total Stockholders'
Interests Equity

Balance,

March

311{ 472,349 $ (208,784)$ (22,293)$ (36,654) $ (1,100) $ 3,192 $ 206,710
2017

Net_

loss
Stack-based
co%%lensation

Other

comprehensive

income

(loss), — 3,742 459 (562) — 3,639
net

of

tax

(32,543) — — — (90) (32,633)

— — — — — 291

Balance,

June, 640 (241327 (18,551) (36,195) (1,662) 3,102 178,007
30

2017

Net

inceme 1,024 — — — (68) 956
(loss)

Restricted

stad — — — — — @
surrender
Stagck-based
co(%%p%ensation

Other
comprehensive
income,

net

of

tax

— — — — — 253

— 2,349 459 71 — 2,879

Balance,
ggﬁ‘ﬁf&?fi (240,304) (16,202) (35,736) (1,591) 3,033 182,092

2017*

Net

inceme 88,456 — — — (130) 88,326
(loss)

Restricted

Stol) — — — — — ©6)

surrender
270 — — — — — 270

14
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Stock-based
compensation

Purchase
of
additional
investment
in
subsidiary
Other
comprehensive
income,
net

of

tax

— 726 458 592

Balance,

TS 1565 (151.848)8  (15476)$  (35.278)$
2017

* Amounts may not equal column totals due to rounding

See "Notes to Condensed Consolidated Financial Statements"

264

999) $

264

1,776

3,167 $

272,722

15
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Pyxus International, Inc. and Subsidiaries
CONDENSED CONSOLIDATED
STATEMENTS OF CASH FLOWS

Nine Months Ended December 31, 2018 and
2017

(Unaudited)

ngDcc%ber 31,2018 December 31, 2017
ousands

OPERATING
ACTIVITIES:

Net
(1%s) (61,256) $ 56,647

income

Adjustments

to

reconcile

net

income

to

net

cash

used

by

operating

activities:

Depreciation

ando,887 24,845
amortization

D
ar;%gjza%ation/interest
Debt

re(itémdnt (2,975)
benefit

(Gain)

loss

on
o2 951

9,514

currency
transactions

Restructuring

and

as3eB90 —
impairment

charges

G#ih155) (89)
on

sale

16



of
property,
plant,

and
equipment
Gain

on
insurance

Progegt
receive
for

destroyed
buildings
Equity

in

net
income

of
un(cldﬁggﬁdated

affiliates,
net

of
dividends

Bad
debty 36
expenses
(recovery)

Stock-based
compensation
Changes

in

operating
asgsfs7,612)
and
liabilities,
net

Oer 45
net

Net
cash

us

byfé’as,493)
operating
activities
INVESTING
ACTIVITIES:

Pu@hass)
of
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(5,025)

(122)

869

(519,946)

1,129

(430,202)

(17,395)

17



property,
plant,

and
equipment
Proceeds
from

sale

of5 179
property,
plant,

and
equipment
Collections
on
beneficial

INEreSLys
on
securitized

trade
receivables

Insurance
proceeds
receiy
fo?’:h(%i
destroyed
buildings
Payments
to

acquire
controlling
In(&eE82)
net

of

cash
acquired
Payments
to

acquire
equity
method
investment

Ot&esr())
ne

Net
cash

PYYisey
y

investing
activities
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1,832

183,610

(10,000)

(119)

157,928

18



FINANCING
ACTIVITIES:

Net
proceeds
frdm3,548
short-term
borrowings

Repayment
of
lohg-tein
borrowings
Debt
is(0aee)
cost

Ot

ne

Net

cash

Py
y

financing
activities

Effect

of
exchange
ratg 160
changes
on

cash

9)

Decrease
in
cash,

ca
ity
and

restricted
cash

Cash

and
cash

equivalents
SRR
beginning
of

period
R&f&ed

cash
at
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48,159

(34,961)

(5,010)

(72)

8,116

978

(263,180)

473,110

2,309

19



beginning
of

period
Cash,

cash
equivalents,
and
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regricted 15604 g 212,239
cash

at

end

of
period

Other
information:

Cash

paid

fof 19,650
income

taxes

Cash
Pald 62n
for
interest
Cash

recel
a0
interest

Non-cash
amounts
obtained

as

a

beneficial
interest

in
exthhid3
for
transferring
trade
receivables
in

a
securitization
transaction

See
"Notes
to

$ 12,719

79,083

(1,647)

177,259

20



Condensed
Consolidated
Financial
Statements"
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Pyxus International, Inc. and Subsidiaries
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(in thousands)
1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The Company changed its name from Alliance One International, Inc. to Pyxus International, Inc. on September 12,
2018. Due to the seasonal nature of the Company’s business, the results of operations for any fiscal quarter are not
necessarily indicative of the operating results that may be attained for other quarters or a full fiscal year. In the opinion
of management, all normal and recurring adjustments necessary for fair statement of financial position, results of
operations, and cash flows at the dates and for the periods presented have been included. All intercompany accounts
and transactions have been eliminated.

These financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America (U.S. GAAP) for interim information and with the instructions to Form 10-Q and Regulation
S-X. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for annual
financial statements. These financial statements should be read in conjunction with the consolidated financial
statements and notes thereto included in the Company’s Annual Report on Form 10-K for the fiscal year ended

March 31, 2018.

Segments

During the three months ended December 31, 2018, the Company realigned its reportable segments to reflect changes
to how the business is managed and results are reviewed by the Company's chief operating decision maker. In
connection with the "One Tomorrow Transformation" initiative, the Company changed its organizational structure to
support its diversified business lines. Prior to the realignment, the Company assessed financial information based on
geographic regions. The Company's diversification efforts have resulted in management placing emphasis on data by
business line in addition to the historical focus by geography. As a result of this realignment, the reportable segments
now include Leaf - North America, Leaf - Other Regions, and Other Products and Services. Prior period segment
financial information has been revised to conform to the current year presentation.

Taxes Collected from Customers

Certain subsidiaries are subject to value-added taxes on local sales. The amounts included in sales and other operating
revenues and cost of goods and services sold were $4,858 and $2,703 for the three months ended December 31, 2018
and 2017, respectively, and $14,692 and $13,801 for the nine months ended December 31, 2018 and 2017,
respectively.

Restricted Cash

As of December 31, 2018 and 2017, and March 31, 2018, $1,220, $2,006 and $1,261 of cash was held on deposit as a
compensating balance for short-term borrowings, respectively. As of December 31, 2018 and 2017, and March 31,
2018, zero, zero, and $1,487 of cash was restricted for capital investment, respectively. As of December 31, 2018 and
2017, and March 31, 2018, $2,314, zero, and zero of cash was held in escrow from receipt of customer payments.

As of December 31, 2018, the Company held $2,644 in the Zimbabwe Real Time Gross Settlement (“RTGS”)

system. RTGS is a local currency equivalent that provides for exchange 1:1 with the U.S. Dollar ("USD"). In order to
exchange RTGS units to USD, the Company must obtain foreign currency resources from the Reserve Bank of

22
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Zimbabwe subject to the monetary and exchange control policy in Zimbabwe.
Property, Plant, and Equipment

Total property and equipment purchases for the nine months ended December 31, 2018 and 2017 included $1,501 and
$279 that were unpaid and included in accounts payable, respectively. Property and equipment sales for the nine
months ended December 31, 2018 and 2017 included $1,473 and zero that were uncollected and included in
receivables, respectively.

9.
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1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (continued)
Capitalized Interest

Interest is capitalized on significant construction in progress using the weighted average interest rate during the
capitalization period. Interest of $1,578 and zero was capitalized for the three months and nine months ended
December 31, 2018 and 2017, respectively. Capitalized interest of $1,197 is included in property, plant, and
equipment, net in the condensed consolidated balance sheets. Capitalized interest of $381 is included in investments in
unconsolidated affiliates in the condensed consolidated balance sheets.

Recently Adopted Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standard Update ("ASU") No.
2014-09, Revenue Recognition (Topic 606): Revenue from Contracts with Customers. ASU 2014-09 outlines a
comprehensive new revenue recognition model that requires a company to recognize revenue to depict the transfer of
goods or services to a customer at an amount that reflects the consideration it expects to receive in exchange for those
goods or services. The guidance also requires additional disclosure about the nature, amount, timing, and uncertainty
of revenue and cash flows arising from customer contracts. The Company adopted this guidance on April 1, 2018 for
all contracts using the modified retrospective approach. The adoption of this guidance did not have a material impact
on the condensed consolidated financial statements. The adoption of this guidance resulted in additional disclosures.

See "Note 2. Revenue Recognition” for more information.

In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain
Cash Receipts and Cash Payments. ASU 2016-15 clarifies the classification of certain cash receipts and cash
payments to reduce the diversity in practice on how these activities are presented on the statement of cash flows. The
Company adopted this guidance on April 1, 2018 using the retrospective approach. The adoption of this guidance
resulted in the following changes as of December 31, 2017 to the condensed consolidated statement cash flows: cash
collections from beneficial interests of $183,610 was reclassified from operating activities to investing activities and
$177,259 obtained as a beneficial interest for transferring trade receivables in a securitization transaction has been
added as a non-cash disclosure.

In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash. ASU
2016-18 clarifies the presentation of restricted cash on the statement of cash flows to reduce diversity in practice on
how restricted cash is presented on the statement of cash flows. The Company adopted this guidance on April 1, 2018
using the retrospective approach. The adoption of this guidance resulted in the following changes: a reclassification of
$2,749 and $3,373 from other current and other long-term assets in total to separately stated line items for restricted
cash in the condensed consolidated balance sheets as of December 31, 2017 and March 31, 2018, respectively; the
change in restricted cash of $440 presented in investing activities in the consolidated statements of cash flows is
eliminated as of December 31, 2017; and the inclusion of $2,749 of restricted cash in the calculation of cash, cash
equivalents, and restricted cash at the end of the period in the condensed consolidated statements of cash flows as of
December 31, 2017.

In March 2017, the FASB issued ASU No. 2017-07, Compensation-Retirement Benefits (Topic 715): Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost. ASU 2017-07 was issued to
increase the consistency, transparency, and usefulness of financial information of retirement benefits by
disaggregating the service cost component from the other components of net benefit cost. The Company adopted this
guidance on April 1, 2018 using the retrospective approach. The adoption of this guidance resulted in a
reclassification of $342 and $1,026 from selling, general, and administrative expenses to interest expense in the
condensed consolidated statement of operations for the three months and nine months ended December 31, 2017,
respectively. See "Note 13. Pension and Other Postretirement Benefits" for more information.
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In August 2017, the FASB issued ASU No. 2017-12, Derivative and Hedging (Topic 815): Targeted Improvements to
Accounting for Hedging Activities. ASU 2017-12 was issued to better align risk and management activities to financial
reporting for hedging relationships through changes to both the designation and measurement guidance for qualifying
hedging relationships and the presentation of hedge results. The Company early adopted this guidance on April 1,
2018 using the modified retrospective approach. The adoption of this guidance did not have a material impact on the
condensed consolidated financial statements and related disclosures.

-10-
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1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES (continued)

In February 2018, the FASB issued ASU No. 2018-02, Income Statement — Reporting Comprehensive Income (Topic
220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income. ASU 2018-02 allows a
reclassification from accumulated other comprehensive income to retained earnings for stranded tax effects resulting
from the Tax Cuts and Job Acts (the "Tax Act"). The tax effects unrelated to the Tax Act are released from
accumulated other comprehensive income using either the specific identification approach or the portfolio approach
based on the nature of the underlying item. The Company adopted this guidance on December 31, 2018 using
modified retrospective approach. The adoption of this guidance resulted in a reclassification of $2,931 of stranded tax
effects from accumulated other comprehensive loss to retained deficit due to reduction in federal corporate tax rate.
The stranded tax effects are derived from the deferred tax balance on pension obligations as a result of the lower U.S.
Federal Corporate tax rate.

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework -
Changes to the Disclosure Requirements for Fair Value Measurement. ASU 2018-13 eliminates, adds, and modifies
certain disclosure requirements for fair value measurements. The Company adopted this guidance prospectively on
September 30, 2018. The adoption of this guidance resulted in the addition of the weighted average of the significant
observable inputs used to develop Level 3 fair value measurements in its disclosures. See "Note 17. Fair Value
Measurements" for more information.

Recent Accounting Pronouncements Not Yet Adopted

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). Subsequently, the FASB has issued ASUs
which further clarify this guidance. ASU 2016-02 requires lessees to recognize right-of-use assets and liabilities
arising from leases on the balance sheet. In addition, leases will be classified as either finance or operating, with
classification affecting the pattern of expense recognition in the income statement. This guidance also requires
disclosures about the amount, timing, and uncertainty of cash flows arising from leases. This guidance will be adopted
using a modified retrospective approach and is effective for the Company on April 1, 2019. The Company has formed
a project team to evaluate and implement this guidance. The Company has completed a scoping assessment of leasing
arrangements and service agreements. The Company has elected to adopt an accounting policy for all asset classes to
include both the lease and non-lease components as a single component and account for it as a lease. The Company
has elected to utilize the transition practical expedients, as prescribed in ASC 842-10-65-1(f). The adoption of this
guidance is expected to materially increase assets and liabilities on the consolidated balance sheets. The impact on our
results of operations and cash flows is not expected to be material. The Company does not expect the adoption of this
guidance to have a material impact on its existing debt covenants.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments-Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments. ASU 2016-13 provides financial statement users with more decision-useful
information about the expected credit losses on financial instruments and other commitments to extend credit held by
a reporting entity at each reporting date. This guidance will be adopted using a modified retrospective approach and is
effective for the Company on April 1, 2020. The Company is evaluating the effect that adoption of this guidance will
have on its consolidated financial statements and related disclosures.

In August 2018, the FASB issued ASU No. 2018-14, Compensation - Retirement Benefits - Defined Benefit Plans -
General (Subtopic 715-20): Disclosure Framework - Changes to the Disclosure Requirements for Defined Benefit
Plans. ASU 2018-14 removes disclosures, clarifies specific disclosure requirements, and adds disclosure
requirements. This guidance will be adopted using a retrospective approach and is effective for the Company on
March 31, 2020. The Company is evaluating the effect that adoption of this guidance will have on its consolidated
financial statements and related disclosures.
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In October 2018, the FASB issued ASU No. 2018-17, Consolidation (Topic 810): Targeted Improvements to the
Related Party Guidance for Variable Interest Entities. ASU 2018-17 changes how entities evaluate decision-making
fees under the variable interest entity guidance. To determine whether decision-making fees represent a variable
interest, an entity considers indirect interests held through related parties under common control on a proportional
basis, rather than in their entirety. This guidance will be adopted using a retrospective approach and is effective for the
Company on April 1, 2020. The Company is evaluating the effect that adoption of this guidance will have on its
consolidated financial statements and related disclosures.

2. REVENUE RECOGNITION

The Company derives revenue from contracts with customers, primarily from the sale of processed tobacco and fees
charged for processing and related services to the manufacturers of tobacco products. The Company does not disclose
information related to its unsatisfied performance obligations with an expected duration of one year or less. A
performance obligation is a promise in a contract to transfer a distinct good or service to the customer. The Company’s
performance obligations are satisfied when the transfer of control of the distinct product or service to the customer
occurs. For products, control is transferred and revenue is recognized at a point in time, in accordance with the
shipping terms of the contract. For services, control is transferred and
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2. REVENUE RECOGNITION (continued)

revenue is recognized over time using the input method based on a kilogram of packed tobacco. The Company applied
a practical expedient to account for shipping and handling costs as costs to fulfill its performance obligations,
irrespective of when control transfers. A kilogram of processed tobacco (or tobacco processing services resulting in a
kilogram of processed tobacco) is the material and distinct performance obligation for the Company’s tobacco revenue
streams; therefore, consideration is attributed to the performance of this obligation. Revenue is measured as the
amount of consideration to which the Company expects to be entitled to receive in exchange for transferring goods or
providing services. Contract costs primarily include labor, material, shipping and handling, and overhead expenses.
Certain subsidiaries are subject to value-added taxes on local sales. These amounts have been included in sales and
other operating revenues and cost of goods and services sold.

The following disaggregates sales and other operating revenues by major source:

Three Months Ended Nine Months Ended
December 31, 2018 December 31, 2018

Leaf

North
America:

Prgduct

60,280 $ 152,725
revenue

Processing