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SMARTHEAT INC.
A-1, 10, Street 7

Shenyang Economic and Technological Development Zone
Shenyang, China 110027
+86 (24) 2519-7699

April 16, 2010

To The Stockholders of SmartHeat Inc.:

You are cordially invited to attend the 2010 Annual Meeting of Stockholders of SmartHeat Inc. (the “Company”) on
Tuesday, May 25, 2010 (China time) at our Corporate offices, A-1, 10, Street 7, Shenyang Economic and
Technological Development Zone, Shenyang, China commencing at 10:00 a.m. (China time).

At the Annual Meeting, you will be asked to vote to elect five directors to serve until the 2011 annual meeting of
stockholders, to ratify the appointment of Goldman Parks Kurland Mohidin, LLP as our independent registered public
accounting firm, and to approve the Company’s 2010 Equity Incentive Plan.

The notice of the Annual Meeting and proxy statement accompanying this letter provide information concerning
matters to be considered and acted upon at the Annual Meeting.  We are also including our Annual Report on
Form  10-K for 2009.  During the Annual Meeting, we will provide a report on our operations, followed by a time for
questions and answers.

Whether or not you plan to attend the Annual Meeting, we encourage you to sign and return the enclosed proxy card
as promptly as possible in the enclosed postage-paid envelope so that your shares are represented at the meeting. 
Regardless of the number of shares you own, your vote is important.

Thank you for your continued interest and support.

Sincerely,

Mr. Jun Wang
Chairman of the Board, Chief Executive Officer and President

Enclosures
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SMARTHEAT INC.
 A-1, 10, Street 7

Shenyang Economic and Technological Development Zone
Shenyang, China 110027

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON MAY 25, 2010 (China time)

April 16, 2010

NOTICE IS HEREBY GIVEN that an Annual Meeting of the Stockholders of SmartHeat Inc., a Nevada corporation
(the “Company”), will be held on Tuesday, May 25, 2010 (China time) at our Corporate offices, A-1, 10, Street 7,
Shenyang Economic and Technological Development Zone, Shenyang, China commencing at 10:00 a.m. (China time)
for the purposes of considering and acting upon the following proposals:

1. To elect five directors to the board of directors (the “Board of Directors”) of the Company to serve until the next
annual meeting of stockholders held to elect directors and until their successors are elected and qualified;

2. To ratify the appointment of Goldman Parks Kurland Mohidin, LLP as the Company’s independent registered public
accounting firm for the fiscal year ending December 31, 2010;

3. To approve the SmartHeat Inc. 2010 Equity Incentive Plan; and,

4. To transact such other business as may properly come before the Annual Meeting.

A proxy statement describing the matters to be considered at the Annual Meeting is attached to this notice. Only
stockholders of record at the close of business on April 13, 2010 are entitled to notice of, and to vote at, the meeting
and any adjournments or postponements thereof. By signing and returning the enclosed proxy card, you authorize Jun
Wang, SmartHeat’s Chairman, Chief Executive Officer and President, and Zhijuan Guo, SmartHeat’s Chief Financial
Officer and Treasurer, to represent you and vote your shares at the meeting in accordance with your instructions. They
may also vote your shares to adjourn the meeting and will be authorized to vote your shares at any adjournments or
postponements of the meeting.

Whether or not you plan to be present at the meeting, we urge you to vote your shares promptly. You can vote your
shares in advance of the meeting by completing and returning the enclosed proxy card. This notice, the attached proxy
statement, the accompanying proxy card and our 2009 Annual Report on Form 10-K (which is not part of the proxy
soliciting materials) are first being mailed to stockholders on or about April 16, 2010.

By Order of the Board of Directors,

Mr. Jun Wang,
Chairman of the Board, Chief Executive Officer and President

April 16, 2010

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE
ANNUAL MEETING OF STOCKHOLDERS TO BE HELD ON MAY 25, 2010 (China time)

Edgar Filing: SMARTHEAT INC. - Form DEF 14A

4



The SmartHeat Inc. notice of Annual Meeting, proxy statement, proxy card and the Annual Report on Form 10-K for
the year ended December 31, 2009 are also available to you on the Internet at www.smartheatinc.com.
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 SMARTHEAT INC.
 A-1, 10, Street 7

Shenyang Economic and Technological Development Zone
Shenyang, China 110027

PROXY STATEMENT

2010 Annual Meeting of Stockholders

May 25, 2010 (China time)

These proxy materials are being provided in connection with the 2010 Annual Meeting of Stockholders of SmartHeat
Inc. (the “Company”).  This Proxy Statement, the accompanying proxy card and our Annual Report on Form 10-K for
2009 (which is not part of the proxy soliciting materials) were scheduled to be first mailed to stockholders on or about
April 16, 2010.  This Proxy Statement contains important information for you to consider when deciding how to vote
on the matters to be brought before the Annual Meeting.  Please read it carefully.

ABOUT THE ANNUAL MEETING

WHO IS SOLICITING MY VOTE?

The Board of Directors of the Company is soliciting your vote in connection with the 2010 Annual Meeting of
Stockholders.

 WHAT IS THE PURPOSE OF THE ANNUAL MEETING?

The Annual Meeting will be the Company’s regular annual meeting of stockholders.  You will be voting on the
following matters at the Annual Meeting:

1. The election of five directors to the Board of Directors of the Company to serve until the next annual meeting of
stockholders held to elect directors and until their successors are elected and qualified;

2. The ratification of the appointment of Goldman Parks Kurland Mohidin, LLP as the Company’s independent
registered public accountants for the fiscal year ending December 31, 2010;

3.  To approve the SmartHeat Inc. 2010 Equity Incentive Plan; and,

4. The transaction of such other business as may properly come before the Annual Meeting.

WHY IS THE COMPANY SEEKING STOCKHOLDER APPROVAL FOR THESE PROPOSALS?

Proposal No. 1: The Nevada Revised Statutes and rules applicable to the Company as a result of the listing of our
common stock on the NASDAQ Global Market require corporations to hold elections for directors each year.

Proposal No. 2: The Company appointed Goldman Parks Kurland Mohidin, LLP to serve as the Company’s
independent registered public accounting firm for the 2010 fiscal year. The Company elects to have its stockholders
ratify such appointment.
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 Proposal No. 3: The NASDAQ Marketplace Rules require the Company to have its stockholders approve the
adoption of an equity based compensation plan.
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HOW DOES THE BOARD OF DIRECTORS RECOMMEND I VOTE?

The Board of Directors recommends a vote:

1. For the election of Jun Wang, Weiguo Wang, Wenbin Lin, Arnold Staloff and Xin Li as directors;

2. For the ratification of the appointment of Goldman Parks Kurland Mohidin, LLP as the Company’s
independent registered public accounting firm for the fiscal year ending December 31, 2010; and,

3. For the approval of the Company’s 2010 Equity Incentive Plan.

WHO MAY ATTEND THE ANNUAL MEETING?

All stockholders who held shares of our common stock on April 13, 2010 may attend.  If your stock is held in the
name of a broker, bank, or other holder of record, often referred to as “in street name,” just bring a copy of your
brokerage account statement or a proxy card, which you can get from your broker, bank or other holder of record of
your stock.

WHO CAN VOTE AT THE MEETING?

The record date for the 2010 Annual Meeting of Stockholders is April 13, 2010 (the “Record Date”).  The Record Date
was established by our Board of Directors. Stockholders of record at the close of business on the Record Date are
entitled to:

(a)  receive notice of the meeting; and,

(b)  vote at the meeting and any adjournments or postponements of the meeting.

On the Record Date, 32,795,875 shares of our common stock, par value $.001 per share, were outstanding.  Each
stockholder is entitled to one vote for each share of common stock held on the Record Date, as described under “Voting
Securities,” in this Proxy Statement. There is no cumulative voting.

HOW DO I VOTE?

You may vote in person at the Annual Meeting or you may appoint a proxy, by mail, to vote your shares.  If you
return a signed card but do not provide voting instructions, your shares will be voted FOR all of the proposals to be
voted on at the meeting.

WHAT ARE THE DIFFERENT METHODS THAT I CAN USE TO VOTE MY SHARES OF COMMON STOCK?

 By Written Proxy:   Stockholders of record can vote by marking, signing and timely returning the enclosed proxy
card. Street name or beneficial holders must follow the directions provided by their broker, bank, or other nominee in
order to direct such broker, bank or nominee how to vote.

 In Person:  All stockholders may vote in person at the Annual Meeting. Street name or beneficial holders must obtain
a legal proxy from their broker, bank or nominee prior to the meeting in order to vote in person.

HOW MANY VOTES MUST BE PRESENT TO HOLD THE MEETING?
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At least a majority of the holders of our outstanding shares of common stock, as of the Record Date, must be present
at the Annual Meeting in order to hold the Annual Meeting and conduct business. This is called a quorum.  Shares of
our common stock are counted as present at the Annual Meeting if the holder of such shares:

(a) is present and votes in person at the Annual Meeting; or,

2
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(b) has properly submitted a proxy card.

Abstentions are counted as present for the purpose of determining the presence of a quorum.

CAN I CHANGE MY VOTE AFTER I RETURN MY PROXY CARD?

Yes. You may revoke your proxy card at any time before its exercise at the Annual Meeting by giving our Corporate
Secretary a written notice revoking your proxy card, or a duly executed proxy bearing a later date, or by attendance at
the Annual Meeting and electing to vote in person.

WILL MY STOCK BE VOTED IF I DO NOT PROVIDE MY PROXY?

Your stock may be voted if it is held in the name of a brokerage firm, even if you do not provide the brokerage firm
with voting instructions.  Brokerage firms have the authority under the rules of The NASDAQ Stock Market LLC (the
“NASDAQ”) to vote stock for which their customers do not provide voting instructions on certain “routine” matters. 
Proposals One and Two are considered “routine” matters under the NASDAQ Marketplace Rules.

HOW MANY VOTES ARE NEEDED TO APPROVE OUR PROPOSALS?

Directors are elected by the affirmative vote of a plurality of the shares of common stock present in person or by
proxy and entitled to vote.  Abstentions and broker non-votes are not counted for purposes of the election of directors
and, therefore, will have no effect on the outcome of such election.  The ratification of the appointment of Goldman
Parks Kurland Mohidin, LLP as the Company’s independent registered public accounting firm requires the affirmative
vote of a majority of the votes cast on the proposal.  The approval of the Company’s 2010 Equity Incentive Plan
requires the affirmative vote of a majority of the votes cast on the proposal. Other matters that may properly come
before the Annual Meeting may require a majority or more than a majority vote under our Amended and Restated
By-laws, our Articles of Incorporation, the laws of the state of Nevada or other applicable laws.

 WHO PAYS FOR THIS PROXY SOLICITATION?

The Company bears the expense of printing and mailing proxy materials.  In addition to this solicitation of proxies by
mail, some of our employees may solicit proxies by personal interview, telephone, facsimile or email.  These
individuals will not be paid any additional compensation for any such solicitation.

VOTING SECURITIES

Our $.001 par value common stock is the only class of capital stock authorized to vote by our Articles of
Incorporation.  The number of shares of our common stock which may be voted at the meeting or any adjournment or
postponement thereof is 32,795,875 shares, which was the number of shares outstanding as of April 13, 2010.  Each
stockholder is entitled to one vote for each share of our common stock held.  There is no cumulative voting.  Votes
will be tabulated by an inspector of election appointed by our Board of Directors.

DELIVERY OF DOCUMENTS TO STOCKHOLDERS SHARING AN ADDRESS

Only one annual report and this proxy statement will be delivered to multiple stockholders sharing an address unless
we have received contrary instructions from one or more of the stockholders. Upon written or oral request, the
Company will deliver a separate copy of the annual report and this proxy statement to a stockholder at a shared
address to which a single copy of the annual report and proxy statement was delivered. If you wish to receive a
separate copy of the annual report or this proxy statement, please notify the Company by calling or sending a letter to
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the Corporate Secretary of the Company, SmartHeat Inc., A-1, 10, Street 7, Shenyang Economic and Technological
Development Zone, Shenyang, China 110027.  The Company’s telephone number is +86 (24) 2519-7699.

If requested, the Company will also provide such persons with copies of any exhibit to the Annual Report on Form
10-K for the year ended December 31, 2009 upon the payment of a fee limited to the Company’s reasonable expenses
in furnishing such exhibits.

3

Edgar Filing: SMARTHEAT INC. - Form DEF 14A

11



PROPOSAL FOR ACTION AT THE ANNUAL MEETING

Proposal One:
Election of Directors

Our Articles of Incorporation and Amended and Restated By-laws provide that the Board of Directors shall consist of
at least one but not more than ten directors, the exact number of which may be fixed and changed from time to time by
ordinary resolution of the Board of Directors or the stockholders of the Corporation.  The Board of Directors has
adopted a resolution establishing five (5) as the number of directors of the Company.

Our Articles of Incorporation and Amended and Restated By-laws provide that the Board of Directors shall be elected
at each annual meeting. Based on the recommendation of the Nominating and Corporate Governance Committee, the
Board of Directors has nominated its current members to be re-elected for another term.

Please see the section entitled “Director Nominees” below for information about the nominees for election as directors,
their respective business experience and other pertinent information.

The persons named in the accompanying proxy card intend to vote such proxy in favor of the election of the nominees
named below, who are currently directors, unless authority to vote for the director is withheld in the proxy.  Although
the Board of Directors has no reason to believe that the nominees will be unable to serve as a director, if one of the
nominees withdraws or otherwise becomes unavailable to serve, the persons named as proxies will vote for any
substitute nominee designated by the Board of Directors, unless contrary instructions are given on the proxy.

The affirmative vote of a plurality of the shares of our common stock present in person or by proxy at the meeting and
entitled to vote is required for the election of directors.  Proxies for which authority to vote for the nominee is
withheld and broker non-votes will be tabulated for the purpose of computing the number of shares of our common
stock present for the purposes of determining the presence of a quorum for the meeting. These proxies and broker
non-votes will have no effect on the outcome of the election of the directors.

Our Board of Directors unanimously recommends a vote FOR the election of the nominees listed below as directors.

DIRECTOR NOMINEES

Set forth below is information with respect to the nominees for election as directors.

Name and Business Experience

Jun Wang, Chairman of the Board of Directors, Chief Executive Officer and President, Age 42

Mr. Wang was appointed as our Chairman of the Board of Directors, President and Chief Executive Officer on April
14, 2008. Mr. Wang founded Taiyu and was appointed Director, CEO and Chairman of Taiyu in 2002. Prior to that,
Mr. Wang was the Assistant General Manager of Beijing HotNet Company, a large PHE components supplier in
China. Mr. Wang gained substantial industry experience during his tenure as the sales manager at Honeywell China
between 1996 and 1999. He started his professional career in 1994 as a Regional Sales Director at ALFA LAVAL, a
global leader in the PHE industry. Mr. Wang earned a Master's Degree in Engineering from China's "MIT" - the
renowned Tsinghua University. Mr. Wang is fluent in English.

4
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Arnold Staloff, Director, Age 65

Mr. Staloff has served as the Chairman of Audit Committee for each of Shiner International, Inc. since 2007; AgFeed
Industries, Inc. since 2007 and Deer Consumer Products, Inc. since 2009. From December 2005 to May 2007, Mr.
Staloff served as Chairman of the Board of SFB Market Systems, Inc., a New Jersey-based company that provides
technology solutions for the management and generation of options series data. From March 2003 to December 2005,
Mr. Staloff was an independent consultant. From June 1990 to March 2003, Mr. Staloff served as President and Chief
Executive Officer of Bloom Staloff Corporation, an equity and options market-making firm and foreign currency
options floor broker. Additionally, Mr. Staloff served on the Board of Directors of Lehman Brothers Derivative
Products Inc. from 1998 until 2008 and Lehman Brothers Financial Products Inc. from 1994 until 2008. Mr. Staloff
holds a Bachelor of Business Administration from the University of Miami. Mr. Staloff has been appointed as the
Chairman of our Audit Committee and serves as a member of our Compensation Committee and Nominating and
Corporate Governance Committee. Mr. Staloff has been a director of the Company since June 19, 2008.

Weiguo Wang, Director, Age 45

Dr. Wang serves as Assistant Secretary General of the China Standardization Committee on Boilers and Pressure
Vessels, a position he has held since March 2005. Additionally, Dr. Wang has served as a Director of the China
Special Equipment Inspection and Research Agency since January 2007 and Deputy General Manager of Boilers
Standard (Beijing) Technology Services Center Co., Ltd. since March 2004. From July 2001 to December 2003, Dr.
Wang was a teacher at Tianjin University, China. Mr. Wang holds a Bachelor’s degree in Mechanics, a Master’s degree
in Fluid Mechanics and a PhD in Fluid Mechanics, all from Beijing University. Dr. Wang has been appointed as the
Chairman of our Compensation Committee and serves as a member of our Audit Committee and Nominating and
Corporate Governance Committee.  Mr. Wang has been a director of the Company since June 19, 2008.

Wenbin Lin, Director, Age 65

Mr. Lin is one of the original founders of Taiyu in 2002. From December 2003 to October 2004, Mr. Lin served as
Deputy Chairman and General Manager of Shenyang Huanggu Thermoelectricity Heating Inc. From November 2002
to December 2003, Mr. Lin served as Chairman and General Manager of Shenyang Heat Power Co. Ltd. From
September 1999 to May 2002, Mr. Lin served as Chairman of Shenyang Thermoelectric Corp. From January 1991 to
August 1999, Mr. Lin held a variety of positions within the government of Shenyang City in the PRC, including
Director of the Economic Development & Reform Commission from February 1998 to August 1999, Director of
Shenyang City’s Economics & Trade Commission from May 1995 to January 1998 and Deputy Director for the
Economic Planning Commission from January 1991 to April 1995. Mr. Lin holds a Bachelor’s degree in Press
Machinery from China's Anshan Steel Technical College. Mr. Lin has been appointed to each of the Compensation
Committee and Nominating and Corporate Governance Committee of SmartHeat.  Mr. Lin has been a director of the
Company since June 19, 2008.

Xin Li, Director, Age 38

Mr. Li brings more than a decade of corporate governance and industrial operations management experience to
SmartHeat. He is a renowned management consultant in China. He is currently the general manager of Beijing
ShengGao Consulting Co., Ltd., a strategic advisory firm founded by him more than 10 years ago that focuses on
providing strategic guidance and management training to global companies. He also serves as an independent director
and chairs the audit and various governance committees at several large Chinese domestic companies not listed in the
United States. Mr. Li is a prolific writer in strategies and management issues. He has authored several books in the
areas of management science and strategic planning. Mr. Li is proficient in Mandarin Chinese and English. He has a
MBA and is a Research Fellow at the Management Science Center of Beijing University. Mr. Li has been appointed
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as the Chairman of our Nominating and Corporate Governance Committee and serves as a member of our Audit
Committee and Compensation Committee. Mr. Li has been a director if the Company since July 29, 2009.

EXECUTIVE OFFICERS

Our executive officers and their ages as of April 16, 2010 are as follows:

Please refer to the biography of Mr. Jun Wang set forth above.
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Zhijuan Guo, CFO & Treasurer, Age 45

Ms. Guo was appointed as our Chief Financial Officer on April 14, 2008. Ms. Guo joined Taiyu in 2002 as Chief
Financial Officer. Prior to that time, she served as the Production Planning Director of Shenyang Thermoelectric Co.
Ltd. She obtained her MBA in Finance from Shenyang North Eastern University and served as the finance manager of
a local Real Estate Development Firm from 1993 to 1999. From March 1999 to November 2000, she also served as
Auditing Director of Shenyang Dongyu Group Corp. 

Xudong Wang, Vice President of Strategy and Development, Age 36

Mr. Wang joined SmartHeat on February 1, 2010 as our Vice President of Strategy and Development. Prior to that
time, Mr. Wang served as Vice President (Greater China) for China US Bridge Capital Limited, an international
financial firm. From June 2007 to April 2009, Mr. Wang served as the Chief Financial Officer of QKL Stores, Inc., a
NASDAQ listed supermarket and department store chain in Northeast China. From April 2006 to May 2007, Mr.
Wang served as Chief Financial Officer of ThyssenKrupp Presta Fawer Ltd., a Chinese subsidiary of a leading
German manufacturing group. From April 2005 to April 2006, Mr. Wang served as the Financial Controller for
Electronics, GmbH in Frankfurt, Germany. Mr. Wang earned his Master of International Business Administration
from the University of Hamburg and his Bachelor of Accounting & Finance from the Shandong University of
Finance.

Huajun Ai, Corporate Secretary, Age 38

Ms. Ai was appointed as our Corporate Secretary on April 14, 2008. Ms. Ai joined Taiyu in 2002 as Corporate
Secretary.  Prior to that time, from December 2000 to October 2002, she served as an accountant at Shenyang Dongyu
International Trade Co., Ltd.  From July 1994 to November 2000, Ms. Ai served as an accountant at Northeast Jin
Cheng Industrial Corp.  Ms. Ai obtained her Bachelor's degree in Foreign Trade Accounting from Shenyang North
Eastern University in 1994.

CORPORATE GOVERNANCE

INDEPENDENCE OF DIRECTORS

Subject to certain exceptions, under the listing standards of NASDAQ, a listed company’s board of directors must
consist of a majority of independent directors. Currently, our Board of Directors has determined that each of Messrs.
Arnold Staloff, Xin Li and Weiguo Wang is an “independent” director as defined by the listing standards of NASDAQ
currently in effect and approved by the SEC and all applicable rules and regulations of the SEC. We have established
the following standing committees of the Board of Directors: Audit, Compensation and Nominating and Corporate
Governance. All members of the Audit Committee and a majority of the members of the Compensation and
Nominating and Corporate Governance Committees satisfy the “independence” standards applicable to members of each
such committee. The Board of Directors made this affirmative determination regarding these directors’ independence
based on discussions with the directors and on its review of the directors’ responses to a standard questionnaire
regarding employment and compensation history; affiliations, family and other relationships; and transactions with the
Company. The Board of Directors considered relationships and transactions between each director or any member of
his immediate family and the Company and its subsidiaries and affiliates. The purpose of the Board of Directors’
review with respect to each director was to determine whether any such relationships or transactions were inconsistent
with a determination that the director is independent under the NASDAQ rules. Mr. Wenbin Lin is not deemed an
independent director within the meaning of applicable NASDAQ and SEC rules; however, the Board of Directors has
determined that, in light of the relative newness of SmartHeat as a public company and the unique circumstances
relating to conducting our operations in China, it is advisable and in the best interests of SmartHeat and its
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stockholders that Mr. Lin be appointed to each of the Compensation Committee and Nominating and Corporate
Governance Committee of SmartHeat.
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MEETINGS OF THE BOARD OF DIRECTORS

Our Board of Directors held four quarterly meetings and one special meeting during fiscal year 2009, which does not
include actions taken by written consent or committee meetings.  Each director attended at least 75% of the meetings
of the Board of Directors held during the period for which he has been a director and the Board committees on which
he served in fiscal year 2009.  Under our Corporate Governance Guidelines, directors are expected to attend all
meetings of our Board of Directors, all meetings of any committee of which he is a member and the annual meeting of
stockholders, and to spend the time necessary to properly discharge his respective duties and responsibilities. All
members of the Board of Directors were in attendance at the Company’s 2009 Annual Meeting of Stockholders.

BOARD LEADERSHIP STRUCTURE AND ROLE IN RISK OVERSIGHT

Mr. Wang has served as our Chairman of the Board of Directors, Chief Executive Officer, and President since April
14, 2008. We continue to believe that our leadership structure is appropriate because Mr. Wang takes an active role in
board functions and was one of the original founders of Taiyu in 2002, which is now a wholly-owned subsidiary of the
Company. Under Mr. Wang’s leadership, our management team has executed a strategy that has significantly
improved our earnings growth, cash flow stability, and competitiveness in the domestic Chinese market. We do not
currently have a lead independent director.

As part of its oversight functions, the Board of Directors is responsible for the oversight of risk management at the
Company.  Our Board of Directors delegates risk oversight to our Audit Committee, which considers and addresses
risk assessment and risk management issues and concerns, and reviews with management the Company’s major risk
exposures and the steps management has taken to monitor and control such exposures.

COMMITTEES OF THE BOARD OF DIRECTORS

Audit Committee

We established our Audit Committee in June 2008. The Audit Committee consists of Messrs. Staloff and Li and Dr.
Wang, each of whom is an independent director. Mr. Staloff, Chairman of the Audit Committee, is an “audit committee
financial expert” as defined under Item 407(d) of Regulation S-K. The purpose of the Audit Committee is to represent
and assist our Board of Directors in its general oversight of our accounting and financial reporting processes, audits of
the financial statements and internal control and audit functions. The Audit Committee held four meetings during
fiscal year 2009, which does not include actions taken by written consent. The Board of Directors has adopted a
writ ten charter  for the Audit  Committee,  the current  copy of which is  available on our website at
www.smartheatinc.com.

As more fully described in its charter, the functions of the Audit Committee include the following:

• appointment of independent auditors, determination of their compensation and oversight of their work;

• review the arrangements for and scope of the audit by independent auditors;

• review the independence of the independent auditors;

• consider the adequacy and effectiveness of the internal controls over financial reporting;

• pre-approve audit and non-audit services;
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•establish procedures regarding complaints relating to accounting, internal accounting controls, or auditing matters;

• review and approve any related party transactions;

•discuss with management our major financial risk exposures and our risk assessment and risk management policies;
and
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•discuss with management and the independent auditors our draft quarterly interim and annual financial statements
and key accounting and reporting matters.

Compensation Committee

We established our Compensation Committee in June 2008. The Compensation Committee consists of Messrs. Staloff
and Li and Dr. Wang, each of whom is an independent director, and Mr. Lin. Dr. Wang is the Chairman of the
Compensation Committee. The Compensation Committee is responsible for the design, review, recommendation and
approval of compensation arrangements for our directors, executive officers and key employees, and for the
administration of our equity incentive plans, including the approval of grants under such plans to our employees,
consultants and directors. The Compensation Committee also reviews and determines compensation of our executive
officers, including our Chief Executive Officer. The Compensation Committee may delegate its authority to
subcommittees, but may not delegate its responsibilities for any matters involving executive compensation unless all
members of such subcommittee qualify as independent directors.  The Compensation Committee may consult with the
Chief Executive Officer and other members of management in the exercise of its duties.  Notwithstanding such
consultation, the Compensation Committee retains absolute discretion over all compensation decisions with respect to
the executive officers, including the Chief Executive Officer. The Compensation Committee held no meetings during
fiscal year 2009, which does not include actions taken by written consent. The Board of Directors has adopted a
written charter for the Compensation Committee, the current copy of which is posted on our website
at www.smartheatinc.com.

The compensation of our executive officers and other employees is composed of base salaries. For 2009,
compensation for our officers, including our named executive officers, was determined by considering SmartHeat’s
overall financial position and the state of its business. The compensation committee will determine any increase in
compensation, with respect to each officer, based on individual performance, level of responsibility, and skills and
experience, taking into account the anticipated level of difficulty in replacing such officers and employees with
persons of comparable experience, skill and knowledge.

Nominating and Corporate Governance Committee

We established our Nominating and Corporate Governance Committee in June 2008. The Nominating and Corporate
Governance Committee consists of Messrs. Staloff and Li and Dr. Wang, each of whom is an independent director,
and Mr. Lin.  Mr. Li is the Chairman of the Nominating and Corporate Governance Committee. The Nominating and
Corporate Governance Committee assists in the selection of director nominees, approves director nominations to be
presented for stockholder approval at our annual general meeting and fills any vacancies on our Board of Directors,
considers any nominations of director candidates validly made by stockholders, and reviews and considers
developments in corporate governance practices. The Nominating and Corporate Governance Committee held no
meetings during fiscal year 2009, which does not include actions taken by written consent. The Board of Directors has
adopted a written charter for the Nominating and Corporate Governance Committee, the current copy of which is
posted on our website at www.smartheatinc.com.

The members of the Nominating and Corporate Governance Committee, other than incumbent director nominees,
discuss the qualifications of the director nominees and the needs of the Company.  The Nominating and Corporate
Governance Committee will consider nominees recommended by our directors and officers.  In evaluating director
candidates, the Nominating and Corporate Governance Committee considers factors that are in the best interests of the
Company and its stockholders, including, but not limited to, the knowledge, experience, integrity and judgment of
possible candidates for nomination as directors; the potential contribution of each candidate to the diversity of
backgrounds, experience and competencies which the Nominating and Corporate Governance Committee desires to
have represented on the Board of Directors, including familiarity with and experience in our specific industry; the

Edgar Filing: SMARTHEAT INC. - Form DEF 14A

20



NASDAQ’s requirements for directors, including any applicable independence standards and other qualifications and
experience; each candidate’s ability to devote sufficient time and effort to his or her duties as a director of the
Company and, where applicable, prior service as a director of the Company.  There are, however, no stated minimum
criteria for director nominees.  The Nominating and Corporate Governance Committee recommends candidates to the
Board of Directors for election at the annual meeting of stockholders.

8
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CODE OF BUSINESS CONDUCT AND ETHICS

Our Board of Directors has adopted a Code of Conduct, which applies to all directors, officers and employees. The
purpose of the Code is to promote honest and ethical conduct. The Code is posted on our website, located
at www.smartheatinc.com, and is available in print, without charge, upon written request to SmartHeat Inc. at A-1, 10,
Street 7, Shenyang Economic and Technological Development Zone, Shenyang, China 110027.  We intend to post
promptly any amendments to or waivers of the Code on our website.

STOCKHOLDER COMMUNICATIONS WITH THE BOARD OF DIRECTORS

You may communicate with our directors, individually or as a group, by writing to Board of Directors, SmartHeat
Inc., A-1, 10, Street 7, Shenyang Economic and Technological Development Zone, Shenyang, China 110027.  All
such communications will be forwarded to the relevant director(s), except for solicitations or other matters not related
to the Company.

CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

There were no transactions with any related persons (as that term is defined in Item 404 in Regulation S-K) during the
fiscal year ended 2009, or any currently proposed transaction, in which we were or are to be a participant and the
amount involved was in excess of $120,000 and in which any related person had a direct or indirect material interest.

We have adopted a written policy in connection with related party transactions involving our company. The policy
requires the prior approval by our Audit Committee for any transaction, arrangement or relationship in which (i) the
aggregate amount involved will or may be expected to reach $50,000 in any calendar year, (ii) we are a participant and
(iii) any related person has or will have an interest. For the purposes of this proxy statement, “related persons” include
our executive officers, directors, greater than 5% stockholders or immediate family members of any of the foregoing.
Pursuant to this policy, the Audit Committee, among other factors, is required to take into account whether the
transaction is on terms no less favorable than terms generally available to an unaffiliated third party under the same or
similar circumstances. In addition, the Chairman of the Audit Committee has the authority to approve or ratify any
interested transaction with a related person in which the aggregate amount involved is expected to be less than
$25,000.

There are no family relationships between any of our directors, director nominees, executive officers or other key
personnel and any other of our directors, director nominees, executive officers or other key personnel.

LEGAL PROCEEDINGS OF DIRECTORS AND EXECUTIVE OFFICERS

 During the past ten years, none of the Company’s directors or executive officers has been:

• the subject of any bankruptcy petition filed by or against any business of which such person was a general partner or
executive officer either at the time of the bankruptcy or within two years prior to that time;

•convicted in a criminal proceeding or is subject to a pending criminal proceeding (excluding traffic violations and
other minor offenses);

•subject to any order, judgment or decree, not subsequently reversed, suspended or vacated, of any court of
competent jurisdiction, permanently or temporarily enjoining, barring, suspending or otherwise limiting his
involvement in any type of business, securities or banking activities;
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•found by a court of competent jurisdiction (in a civil action), the SEC or the Commodity Futures Trading
Commission to have violated a federal or state securities or commodities law, that has not been reversed, suspended,
or vacated;

•subject of, or a party to, any order, judgment, decree or finding, not subsequently reversed, suspended or vacated,
relating to an alleged violation of a federal or state securities or commodities law or regulation, law or regulation
respecting financial institutions or insurance companies, law or regulation prohibiting mail or wire fraud or fraud in
connection with any business entity; or

9

Edgar Filing: SMARTHEAT INC. - Form DEF 14A

23



•s u b j e c t  o f ,  o r  a  p a r t y  t o ,  a n y  s a n c t i o n  o r  o r d e r ,  n o t  s u b s e q u e n t l y  r e v e r s e d ,  s u s p e n d e d  o r  v a c a t e d ,  o f  a n y  s e l f - r e g u l a t o r y  o r g a n i z a t i o n ,
anmber>srt:MinimumMember2018-04-012018-12-310000939930srt:MaximumMemberpyx:SecuritizedBeneficialInterestsMember2018-04-012018-12-310000939930pyx:SecuritizedBeneficialInterestsMember2018-09-300000939930us-gaap:GuaranteesMember2018-09-300000939930pyx:SecuritizedBeneficialInterestsMember2018-03-310000939930us-gaap:GuaranteesMember2018-03-310000939930pyx:SecuritizedBeneficialInterestsMember2018-10-012018-12-310000939930us-gaap:GuaranteesMember2018-10-012018-12-310000939930pyx:SecuritizedBeneficialInterestsMember2018-04-012018-12-310000939930us-gaap:GuaranteesMember2018-04-012018-12-310000939930pyx:SecuritizedBeneficialInterestsMember2018-12-310000939930us-gaap:GuaranteesMember2018-12-310000939930pyx:SecuritizedBeneficialInterestsMember2017-09-300000939930us-gaap:GuaranteesMember2017-09-300000939930pyx:SecuritizedBeneficialInterestsMember2017-03-310000939930us-gaap:GuaranteesMember2017-03-310000939930pyx:SecuritizedBeneficialInterestsMember2017-10-012017-12-310000939930us-gaap:GuaranteesMember2017-10-012017-12-310000939930pyx:SecuritizedBeneficialInterestsMember2017-04-012017-12-310000939930us-gaap:GuaranteesMember2017-04-012017-12-310000939930pyx:SecuritizedBeneficialInterestsMember2017-12-310000939930us-gaap:GuaranteesMember2017-12-310000939930pyx:SecuritizedBeneficialInterestsMember2017-04-012018-03-3100009399302018-04-012018-09-300000939930pyx:AdamsInternationalLtdMember2018-12-310000939930pyx:AllianceOneIndustriesIndiaPrivateLtdMember2018-12-310000939930pyx:ChinaBrasilTobacosExportadoraSAMember2018-12-310000939930pyx:CriticalityLLCMember2018-12-310000939930pyx:NicotineRiverLLCMember2018-12-310000939930pyx:OryantalTutunPaketlemeMember2018-12-310000939930pyx:PurilumLLCMember2018-12-310000939930pyx:SiamTobaccoExportCompanyMember2018-12-310000939930srt:MinimumMember2018-04-012018-12-310000939930pyx:LeafTobaccoNorthAmericaSegmentMember2018-09-300000939930pyx:LeafTobaccoOtherRegionsSegmentMember2018-09-300000939930pyx:LeafTobaccoNorthAmericaSegmentMember2017-09-300000939930pyx:LeafTobaccoOtherRegionsSegmentMember2017-09-30

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.

[  ] 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
incorporation) 

(Commission File Number) (I.R.S. EmployerIdentification 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 [ ]

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).
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 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 I. 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, Nine Months Ended
December 31,

(in
thousands,
except
per
share
data) 

2018 2017 2018 2017

Sales
and
other
operating
revenues

$ 524,487 $ 477,783 $ 1,210,351 $ 1,202,115 

Cost
of
goods
and
services
sold

449,776 404,282 1,045,042 1,030,648 

Gross
profit 74,711 73,501 165,309 171,467 

Selling,
general,
and
administrative
expenses

41,680 34,283 118,759 102,248 

Other
income,
net

7,991 1,019 13,473 9,909 

Restructuring
and
asset
impairment
charges

1,667 — 3,390 — 

Operating
income39,355 40,237 56,633 79,128 
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Debt
retirement
expense
(benefit)

(1,281) — (1,754) (2,975)

Interest
expense
(includes
debt
amortization
of
$2,325
and
$2,734
for
the
three
months
and
$7,020
and
$7,921
for
the
nine
months
ended
December
31,
2018
and
2017,
respectively)

33,947 33,564 102,182 101,105 

Interest
income962 601 2,587 2,295 

Income
(loss)
before
income
taxes
and
other
items

7,651 7,274 (41,208) (16,707)

Income
tax
expense
(benefit)

17,354 (73,282) 26,900 (66,233)

Equity
in
net

4,701 7,770 6,852 7,121 
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income
of
investee
companies
Net
(loss)
income

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

Net
income
(loss)
attributable
to
noncontrolling
interests

93 (130) (769) (289)

Net
(loss)
income
attributable
to
Pyxus
International,
Inc.

$ (5,095) $ 88,456 $ (60,487) $ 56,936 

(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 
Diluted 9,068 9,029 9,048 9,009 

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
31,

Nine Months Ended
December 31,

(in
thousands) 
2018 2017 2018 2017

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

Other
comprehensive
(loss)
income,
net
of
tax:
Currency
translation
adjustment
(2,310) 725 (7,628) 6,817 

Defined
benefit
pension
amounts
reclassified
to
income

285 459 853 1,376 

Change
in
pension
liability
for
settlements

(1,162) — (391) — 

Change
in
the
fair
value
of
derivatives
designated
as
cash

(3,752) (64) (3,752) (626)
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flow
hedges
Amounts
reclassified
to
income
for
derivatives

2,161 656 1,445 727 

Total
other
comprehensive
(loss)
income,
net
of
tax

(4,778) 1,776 (9,473) 8,294 

Total
comprehensive
(loss)
income

(9,780) 90,102 (70,729) 64,941 

Comprehensive
loss
attributable
to
noncontrolling
interests

(430) (130) (1,216) (289)

Comprehensive
(loss)
income
attributable
to
Pyxus
International,
Inc.

$ (9,350) $ 90,232 $ (69,513) $ 65,230 

See
"Notes
to
Condensed
Consolidated
Financial
Statements"
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Pyxus International, Inc. and Subsidiaries
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(in thousands) December 31, 2018 December 31, 2017 March 31,
2018

ASSETS 
Current assets 

Cash and cash equivalents $ 209,160 $ 209,490 $ 264,660 

Restricted cash 6,335 2,210 2,984 

Trade receivables, net 268,747 222,451 285,554 

Other receivables 21,305 18,366 18,845 

Accounts receivable, related parties 5,077 9,832 8,188 

Inventories 827,782 905,680 698,087 

Advances to tobacco suppliers 51,135 69,872 30,482 

Recoverable income taxes 8,538 19,025 5,994 

Prepaid expenses 17,325 17,730 17,181 

Other current assets 16,212 16,774 17,628 

Total current assets 1,431,616 1,491,430 1,349,603 

Restricted cash 389 539 389 

Investments in unconsolidated affiliates 68,351 67,069 68,151 

Goodwill 34,109 16,463 27,546 

Other intangible assets 70,074 41,837 70,724 

Deferred income taxes, net 106,610 128,979 130,520 

Long-term recoverable income taxes 898 — 1,795 

Other deferred charges 2,634 3,848 3,388 

Other noncurrent assets 44,256 54,552 60,234 

Property, plant, and equipment, net 264,782 249,471 254,281 

Total assets $ 2,023,719 $ 2,054,188 $ 1,966,631 

LIABILITIES AND
STOCKHOLDERS’ EQUITY 
Current liabilities 

Notes payable to banks $ 583,407 $ 536,170 $ 427,277 

Accounts payable 49,373 46,678 76,506 

Accounts payable, related parties 18,372 22,939 14,835 

Advances from customers 45,900 31,646 24,128 

Accrued expenses and other current
liabilities 98,233 92,446 88,380 

Income taxes payable 6,513 14,902 6,767 

Current portion of long-term debt 165 142 164 

Total current liabilities 801,963 744,923 638,057 

Long-term taxes payable 10,718 15,110 10,027 

Long-term debt 897,195 918,820 920,143 

Deferred income taxes 12,437 15,649 28,937 

Liability for unrecognized tax benefits 11,026 10,522 11,191 

Pension, postretirement, and other
long-term liabilities 72,013 76,442 75,448 

Total liabilities 1,805,352 1,781,466 1,683,803 

Commitments and contingencies 
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Stockholders’
equity 

December
31, 2018

December
31, 2017

March 31,
2018

Common
Stock—no
par
value: 

Authorized
shares 250,000 250,000 250,000 

Issued
shares 9,866 9,794 9,808 474,603 473,156 473,476 

Retained deficit (213,905) (151,848) (156,348)

Accumulated other comprehensive loss (57,218) (51,753) (45,262)

Total stockholders’ equity of Pyxus
International, Inc. 203,480 269,555 271,866 

Noncontrolling interests 14,887 3,167 10,962 

Total stockholders’ equity 218,367 272,722 282,828 

Total liabilities and stockholders’ equity $ 2,023,719 $ 2,054,188 $ 1,966,631 

See "Notes to Condensed Consolidated
Financial Statements"
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Pyxus International, Inc. and Subsidiaries
CONDENSED STATEMENTS OF CONSOLIDATED STOCKHOLDERS' EQUITY
Nine Months Ended December 31, 2018 
(Unaudited)

Attributable to Pyxus International, Inc.
Accumulated Other Comprehensive Loss 

(in
thousands) 
Common
Stock 

Retained
Deficit  

Currency
Translation
Adjustment 

Pensions,
Net of Tax  

Loss on Derivatives,
Net of Tax  

Noncontrolling
Interests 

Total Stockholders'
Equity  

Balance,
March
31,
2018

$ 473,476 $ (156,348) $ (12,682) $ (32,580) $ — $ 10,962 $ 282,828 

Net
loss — (759) — — — (654) (1,413)

Stock-based
compensation 295 — — — — — 295 

Purchase
of
investment
in
subsidiary 

— — — — — 5,531 5,531 

Other
comprehensive
(loss)
income,
net
of
tax 

— — (5,136) 366 (1,496) (175) (6,441)

Balance,
June
30,
2018 

473,771 (157,107) (17,818) (32,214) (1,496) 15,664 280,800 

Net
loss — (54,634) — — — (208) (54,842)

Restricted
stock
surrender 
(8) — — — — — (8)

Stock-based
compensation 458 — — — — — 458 

Other
comprehensive
(loss)
income,
net
of
tax 

— — (257) 973 780 251 1,747 

Balance,
September
30,
2018 

474,221 (211,741) (18,075) (31,241) (716) 15,707 228,155 

Net
(loss)
income 
— (5,095) — — — 93 (5,002)
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Restricted
stock
surrender 
(20) — — — — — (20)

Stock-based
compensation 402 — — — — — 402 

Dividends
paid — — — — — (390) (390)

Impact
of
adoption
of
ASU
2018-02 

— 2,931 — (2,931) — — — 

Other
comprehensive
loss,
net
of
tax 

— — (1,787) (877) (1,591) (523) (4,778)

Balance,
December
31,
2018

$ 474,603 $ (213,905) $ (19,862) $ (35,049) $ (2,307) $ 14,887 $ 218,367 
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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 

(in
thousands) 
Common
Stock 

Retained
Deficit  

Currency
Translation
Adjustment 

Pensions,
Net of Tax  

Loss on Derivatives,
Net of Tax  

Noncontrolling
Interests 

Total Stockholders'
Equity  

Balance,
March
31,
2017

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

Net
loss— (32,543) — — — (90) (32,633)

Stock-based
compensation291 — — — — — 291 

Other
comprehensive
income
(loss),
net
of
tax

— — 3,742 459 (562) — 3,639 

Balance,
June
30,
2017

472,640 (241,327) (18,551) (36,195) (1,662) 3,102 178,007 

Net
income
(loss)
— 1,024 — — — (68) 956 

Restricted
stock
surrender
(2) — — — — — (2)

Stock-based
compensation253 — — — — — 253 

Other
comprehensive
income,
net
of
tax

— — 2,349 459 71 — 2,879 

Balance,
September
30,
2017*

472,892 (240,304) (16,202) (35,736) (1,591) 3,033 182,092 

Net
income
(loss) 
— 88,456 — — — (130) 88,326 

Restricted
stock
surrender 
(6) — — — — — (6)

270 — — — — — 270 
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Stock-based
compensation 

Purchase
of
additional
investment
in
subsidiary 

— — — — — 264 264 

Other
comprehensive
income,
net
of
tax 

— — 726 458 592 — 1,776 

Balance,
December
31,
2017

$ 473,156 $ (151,848) $ (15,476) $ (35,278) $ (999) $ 3,167 $ 272,722 

*Amounts may not equal column totals due to rounding

See "Notes to Condensed Consolidated Financial Statements"
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Pyxus International, Inc. and Subsidiaries
CONDENSED CONSOLIDATED
STATEMENTS OF CASH FLOWS
Nine Months Ended December 31, 2018 and
2017
(Unaudited)

(in
thousands) December 31, 2018 December 31, 2017

OPERATING
ACTIVITIES: 
Net
(loss)
income
$ (61,256) $ 56,647 

Adjustments
to
reconcile
net
income
to
net
cash
used
by
operating
activities:
Depreciation
and
amortization
26,887 24,845 

Debt
amortization/interest8,739 9,514 

Debt
retirement
benefit
(1,754) (2,975)

(Gain)
loss
on
foreign
currency
transactions 

(1,220) 4,951 

Restructuring
and
asset
impairment
charges

3,390 — 

Gain
on
sale

(2,155) (89)
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of
property,
plant,
and
equipment
Gain
on
insurance
proceeds
received
for
destroyed
buildings

(6,460) — 

Equity
in
net
income
of
unconsolidated
affiliates,
net
of
dividends

(1,486) (5,025)

Bad
debt
expenses
(recovery)

2,136 (122)

Stock-based
compensation1,155 869 

Changes
in
operating
assets
and
liabilities,
net

(317,612) (519,946)

Other,
net11,143 1,129 

Net
cash
used
by
operating
activities

(338,493) (430,202)

INVESTING
ACTIVITIES: 
Purchases
of
(35,327) (17,395)
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property,
plant,
and
equipment
Proceeds
from
sale
of
property,
plant,
and
equipment

5,179 1,832 

Collections
on
beneficial
interests
on
securitized
trade
receivables

171,565 183,610 

Insurance
proceeds
received
for
destroyed
buildings

6,460 — 

Payments
to
acquire
controlling
interests,
net
of
cash
acquired

(8,692) — 

Payments
to
acquire
equity
method
investment

— (10,000)

Other,
net(886) (119)

Net
cash
provided
by
investing
activities

138,299 157,928 
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FINANCING
ACTIVITIES: 
Net
proceeds
from
short-term
borrowings

173,548 48,159 

Repayment
of
long-term
borrowings

(25,132) (34,961)

Debt
issuance
cost
(5,072) (5,010)

Other,
net(459) (72)

Net
cash
provided
by
financing
activities

142,885 8,116 

Effect
of
exchange
rate
changes
on
cash

5,160 978 

Decrease
in
cash,
cash
equivalents,
and
restricted
cash

(52,149) (263,180)

Cash
and
cash
equivalents
at
beginning
of
period

264,660 473,110 

Restricted
cash
at

3,373 2,309 
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beginning
of
period
Cash,
cash
equivalents,
and
restricted
cash
at
end
of
period

$ 215,884 $ 212,239 

Other
information:
Cash
paid
for
income
taxes

$ 19,650 $ 12,719 

Cash
paid
for
interest

81,622 79,083 

Cash
received
from
interest

(2,340) (1,647)

Non-cash
amounts
obtained
as
a
beneficial
interest
in
exchange
for
transferring
trade
receivables
in
a
securitization
transaction

161,943 177,259 

See
"Notes
to
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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 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.
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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.

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-

Edgar Filing: SMARTHEAT INC. - Form DEF 14A

46



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.

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
December 31, 2018

Nine Months Ended
December 31, 2018

Leaf
-
North
America:
Product
revenue$ 60,280 $ 152,725 

Processing
and
other
revenues

17,570 29,039 

Total
sales
and
other
operating
revenues

77,850 181,764 

Leaf
-
Other
Regions:
Product
revenue432,423 977,503 

Processing
and
other
revenues

9,296 40,752 

Total
sales
and
other
operating
revenues

441,719 1,018,255 

Other
Products
and
Services:
Total
sales
4,918 10,332 
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and
other
operating
revenues1

Total
sales
and
other
operating
revenues

$ 524,487 $ 1,210,351 

(1) Other products and services is primarily composed of revenue
from the sale of legal cannabis in Canada and e-liquids product
revenue.

Product revenue is primarily processed tobacco sold to the customer. Processing and other revenues are mainly contracts to process green tobacco owned and provided by the customers. During processing, ownership remains with the customers and the Company is engaged to perform processing services.

Assets Recognized from the Costs to Obtain a Contract with a Customer

The Company records product and supply contract intangible assets for the incremental costs of obtaining a contract with a customer if the Company expects the benefit of those costs to be longer than one year, and if such costs are material. The Company applied a practical expedient to expense costs as incurred for costs to obtain a contract when the amortization period would have been one year or less. Capitalized costs to obtain a contract as of December 31, 2018 were $4,896 and classified as other intangible assets. See "Note 5. Goodwill and Intangibles” for more information.

Significant Judgments

The Company has identified two main forms of variable consideration in its contracts with customers: warehousing fees for storing customer-controlled tobacco until the customer requests shipment and claims resulting from tobacco that do not meet customer specifications. Warehousing fees are built into the price of tobacco based on the customers' best estimate of the date they will request shipment or separately charged using a per-day storage rate. When the Company enters into a contract with a customer, the price communicated is the amount of consideration the Company expects to receive. Price adjustments for tobacco not meeting customer specifications for shrinkage, improper blend or chemical makeup, etc. are handled through a claims allowance that is assessed quarterly.

-12-

Edgar Filing: SMARTHEAT INC. - Form DEF 14A

49



2. REVENUE RECOGNITION (continued)

The following summarizes activity in the claims allowance:

Three Months
Ended December
31, 2018

Nine Months
Ended December
31, 2018

Balance,
beginning
of period

$ 1,360 $ 1,100 

Additions 526 2,258 
Payments (476) (1,948)
Balance,
end of
period

$ 1,410 $ 1,410 

Contract Balances

The Company generally records a receivable when revenue is recognized. Timing of revenue recognition may differ from the timing of payment from customers. Payment terms and conditions vary by contract, although terms generally include a requirement of payment within 30 to 60 days. The Company applied a practical expedient not to adjust the transaction price for the effects of financing components as the Company expects that the period between when the Company transfers a promised good or service to a customer and when the customer pays for that good or service will be one year or less. As a result, where the timing of revenue recognition differs from the timing of payment, the Company determined its contracts do not include a significant financing component.

The allowance for doubtful accounts reflects the Company’s best estimate of probable losses inherent in the trade receivables, net balance. The Company determines the allowance based on historical experience, and other currently available information. The following summarizes activity in the allowance for doubtful accounts:

Three Months Ended
December 31, 2018

Nine Months Ended
December 31, 2018

Balance,
beginning of
period

$ (7,324) $ (7,055)

Additions (1,774) (2,136)
Writes-offs (15) 78 
Balance, end
of period (9,113) (9,113)

Trade
receivables 277,860 277,860 

Trade
receivables,
net

$ 268,747 $ 268,747 

3. INCOME TAXES

Accounting for Uncertainty in Income Taxes

As of December 31, 2018, the Company’s unrecognized tax benefits totaled $9,153, of which $8,912 would impact the Company’s effective tax rate, if recognized. The Company recognizes interest and penalties related to unrecognized tax benefits in income tax expense. As of December 31, 2018, accrued interest and penalties totaled $1,176 and $939, respectively. The Company expects to continue accruing interest expense related to the unrecognized tax benefits described above. The Company may be subject to fluctuations in the unrecognized tax benefit due to currency exchange rate movements.

During the nine months ended December 31, 2018, the Company reached an income tax settlement with the Kenyan Revenue Authority for $1,166. An uncertain tax position had previously been recorded of $2,692, which resulted in a favorable adjustment to tax expense (as the amount was settled for less than it was accrued) which totaled $1,526. Furthermore, the Company recorded additional unrecognized tax benefits of $1,987 for a return position taken in Kenya related to currency exchange losses on its amended Kenyan tax return for years 2013 - 2015. In addition, the Company entered into negotiations with the Zimbabwe Revenue Authority during its amnesty program to settle asserted issues. The Company has thus far paid $2,988 and has accrued another $964 in anticipation of the settlement. These amounts have not previously been accrued as an uncertain tax position.

The Company does not currently foresee any changes in the amount of its unrecognized tax benefits in the next twelve months but acknowledges circumstances can change due to unexpected developments in the law. In certain jurisdictions, tax authorities have challenged positions that the Company has taken that resulted in recognizing benefits that are material to its financial statements. The Company believes it is more likely than not that it will prevail in these situations and accordingly has not
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3. INCOME TAXES (continued)

recorded liabilities for these positions. The Company expects the challenged positions to be settled at a time greater than twelve months from its balance sheet date.

The Company and its subsidiaries file a U.S. federal consolidated income tax return as well as returns in several U.S. states and a number of foreign jurisdictions. As of December 31, 2018, the Company’s earliest open tax year for U.S. federal income tax purposes is its fiscal year ended March 31, 2015; however, the Company's net operating loss carryovers from prior periods remain subject to adjustment. Open tax years in state and foreign jurisdictions generally range from three to six years.

Enactment of Tax Cuts and Jobs Act (“Tax Act”)

In December 2017, the SEC staff issued Staff Accounting Bulletin 118 (“SAB 118”), which provides guidance on accounting for the tax effects of the Tax Act. SAB 118 provides a measurement period that should not extend beyond one year from the Tax Act enactment date for companies to complete the accounting under ASC Topic 740—Income Taxes. As a result of the Tax Act, and in accordance with SAB 118, the Company recorded provisional tax expense in the three months ended December 31, 2017 related to the deemed repatriation tax, the revaluation of deferred tax assets, and adjustments to liabilities related to the repatriation of foreign earnings.

During the nine months ended December 31, 2018, the Company recorded adjustments to the provisional tax expense initially recorded in the December 31, 2017 financial statements upon adoption of the Tax Act. An adjustment of $1,827 was made, increasing the deemed repatriation tax liability. As a result of this adjustment, deferred taxes related to future remittances of foreign earnings were impacted by an immaterial amount. The changes were a result of additional regulatory guidance that was issued, as well as further analysis of the Tax Act and the Company’s facts and circumstances. Additionally, the Company will continue to be impacted by the expanded interest limitation and the tax on Global Intangible Low-Taxed Income (“GILTI”), which the Company has elected to treat as a period cost if and when incurred. As of December 31, 2018, the Company has completed the accounting for the income tax effects of the Tax Act.

Provision for the Nine Months Ended December 31, 2018 

The effective tax rate used for the nine months ended December 31, 2018 and 2017 was (65.3)% and 396.4%, respectively. The primary difference in the effective tax rate this year compared to last year is the impact of U.S. tax reform, which resulted in a change in the taxability of operations, principally due to the impact of the new section 163(j) interest addback and GILTI. The impact was accentuated by the net foreign exchange effects. The significant difference in the effective tax rate for the nine months ended December 31, 2018 from the U.S. federal statutory rate is primarily due to the impact of U.S. tax reform and changes resulting from net foreign exchange effects.

The Company's quarterly provision for income taxes has historically been calculated using the annual effective tax rate method (“AETR method”), which applies an estimated annual effective tax rate to pre-tax income or loss. Consistent with the period ended September 30, 2018, the Company recorded its interim income tax provision using the discrete method as of December 31, 2018, as allowed under ASC 740-270, Accounting for Income Taxes - Interim Reporting. The Company utilized the discrete method, rather than the AETR method, due to significant variations in income tax expense, primarily driven by U.S. tax reform, relative to projected annual pre-tax income (loss) that would have resulted in a disproportionate and unreliable effective tax rate under the AETR method. Using the discrete method, the Company determined current and deferred income tax expense as if the interim period were an annual period.

4. GUARANTEES

The following summarizes amounts guaranteed and the fair value of those guarantees:

December 31, 2018 December 31, 2017 March 31, 2018
Amounts
guaranteed
(not to
exceed)

$ 176,762 $ 165,333 $ 150,900 

Amounts
outstanding
under
guarantee

79,336 96,154 126,835 

Fair value of
guarantees 2,890 2,913 5,864 

Of the guarantees outstanding at December 31, 2018, most expire within one year. As of December 31, 2018 and 2017, and March 31, 2018, respectively, the Company had balances of zero, zero, and $14,807 due to local banks on behalf of suppliers included in accounts payable in the condensed consolidated balance sheets.
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5. GOODWILL AND INTANGIBLES

The following summarizes goodwill and other intangible assets:  

December 31, 2018

Weighted
Average
Remaining
Useful
Life 

Beginning Gross
Carrying Amount Additions Accumulated

Amortization 
Impact of Foreign
Currency Translation 

Ending Intangible
Assets, Net 

Intangibles
subject to
amortization: 

Customer
relationships 

9.77
years$ 58,530 $ 5,450 $ (28,021) $ — $ 35,959 

Production and
supply
contracts 

3.10
years14,893 — (9,997) — 4,896 

Internally
developed
software 

3.66
years18,812 759 (18,229) — 1,342 

Licenses 19.11
years30,339 17 (1,277) (1,655) 27,424 

Trade names 7.25
years— 500 (47) — 453 

Intangibles not
subject to
amortization: 

Goodwill 27,546 7,174 — (611) 34,109 

Total $ 150,120 $ 13,900 $ (57,571) $ (2,266) $ 104,183 

March 31, 2018

Weighted
Average
Remaining
Useful
Life 

Beginning Gross
Carrying Amount Additions Accumulated

Amortization 
Ending Intangible
Assets, Net 

Intangibles
subject to
amortization: 

Customer
relationships 

10.85
years$ 58,530 $ — $ (25,005) $ 33,525 

Production and
supply
contracts 

3.82
years14,893 — (8,774) 6,119 

Internally
developed
software 

2.82
years18,581 231 (17,828) 984 

Licenses 19.84
years— 30,339 (243) 30,096 

Intangibles not
subject to
amortization: 
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Goodwill 16,463 11,083 — 27,546 

Total $ 108,467 $ 41,653 $ (51,850) $ 98,270 

The following summarizes the estimated future intangible asset amortization expense:

For Fiscal
Years
Ended

Customer
Relationships 

Production
and Supply
Contracts 

Internally
Developed
Software* 

Licenses Trade Names Total

January 1,
2019
through
March 31,
2019 

$ 1,005 $ 516 $ 139 $ 360 $ 16 $ 2,036 

2020 4,022 1,741 445 1,439 63 7,710 

2021 4,022 1,397 284 1,439 63 7,205 

2022 4,022 1,242 211 1,437 63 6,975 

2023 4,022 — 179 1,434 63 5,698 

Later 18,866 — 84 21,315 185 40,450 

$ 35,959 $ 4,896 $ 1,342 $ 27,424 $ 453 $ 70,074 
*Estimated amortization expense for the internally developed software is based on costs accumulated as of December 31, 2018. These estimates will change as new costs are incurred and until the software is placed into service in all locations.
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6. VARIABLE INTEREST ENTITIES

The Company holds variable interests in multiple entities that primarily procure or process inventory on behalf of the Company  and other parties or are securitization entities. These variable interests relate to equity investments, advances, guarantees made by the Company, and securitized receivables. The Company is not the primary beneficiary of the majority of its variable interests in variable interest entities, as it does not have the power to direct the activities that most significantly impact the economic performance of the entities due to the entities’ management and board of directors’ structure. As a result, the majority of these variable interest entities are not consolidated. The Company holds a majority voting interest and is the primary beneficiary of its variable interest in Humble Juice Co., LLC, a consolidated entity for which the related intercompany accounts and transactions have been eliminated.

As of December 31, 2018 and 2017, and March 31, 2018, the Company’s investment in variable interest entities was $62,156, $66,287, and $64,208, respectively, and is classified as investments in unconsolidated affiliates in the condensed consolidated balance sheets. The Company’s advances to these variable interest entities as of December 31, 2018 and 2017, and March 31, 2018 were $2,817, $9,832, and $5,895, respectively, and classified as accounts receivable, related parties in the condensed consolidated balance sheets. The Company guaranteed an amount to two variable interest entities not to exceed $73,278, $73,223, and $65,487 as of December 31, 2018 and 2017, and March 31, 2018, respectively. The investments, advances, guarantees, and the deferred purchase price on the sale of securitized receivables disclosed in "Note 16. Sale of Receivables" in these variable interest entities represent the Company’s maximum exposure to loss.

7. SEGMENT INFORMATION

The Company's operations are managed and reported in ten operating segments that are organized by product category and geographic area and aggregated into three reportable segments for financial reporting purposes: Leaf - North America, Leaf - Other Regions, and Other Products and Services. In reviewing operations, the Company concluded that the economic characteristics of Leaf - North America operations were dissimilar from the other Leaf geographic operating segments in Africa, Asia, Europe, and South America, which have been consolidated into one reportable segment "Leaf - Other Regions". The five other operating segments are aggregated into the "Other Products and Services" reportable segment as they do not meet the quantitative thresholds to be individually reportable. These segment groupings are consistent with information used by the chief operating decision maker to assess performance and allocate resources.

The types of products and services from which each reportable segment derives its revenues are as follows:

•Leaf - North America ships tobacco to manufacturers of cigarettes and other consumer tobacco products around the world. In addition, Leaf - North America is more highly concentrated on processing and other activities compared to the rest of the world.

•Leaf - Other Regions ships tobacco to manufacturers of cigarettes and other consumer tobacco products around the world. In addition, the Leaf - Other Regions sell a small amount of processed but un-threshed flue-cured and burley tobacco in loose-leaf and bundle form to certain customers.

•Other Products and Services primarily consists of cannabis and e-liquid products. Cannabis was legalized for adult use in Canada on October 17, 2018. The Company's cannabis products have been sold primarily to municipally-owned retailers in the Canadian market. E-liquids products are sold to consumers via e-commerce platforms and other distribution channels, and retail stores.

The Company evaluates the operating performance of its segments based upon information included in management reports. Corporate general expenses are allocated to the segments based upon segment selling, general, and administrative expenses. Other than those described previously, the accounting policies of each segment are the same and are described in "Note 1. Basis of Presentation and Significant Accounting Policies".
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7. SEGMENT INFORMATION (continued)

The following summarizes segment information and includes information for periods other than the three and nine months ended December 31, 2018 and 2017 in light of the segment re-alignment:

Three Months Ended December 31,
2018 2017 2016

Sales and
other
operating
revenues:
Leaf -
North
America

$ 77,850 $ 120,689 $ 108,869 

Leaf -
Other
Regions

441,719 357,094 345,666 

Other
Products
and
Services

4,918 — — 

Total sales
and other
operating
revenues

$ 524,487 $ 477,783 $ 454,535 

Operating
income
(loss):
Leaf -
North
America

$ 2,870 $ 7,340 $ 5,685 

Leaf -
Other
Regions

44,133 32,897 34,390 

Other
Products
and
Services

(7,648) — — 

Total
operating
income

$ 39,355 $ 40,237 $ 40,075 

Nine Months Ended December 31,
2018 2017 2016
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Sales and
other
operating
revenues:
Leaf -
North
America

$ 181,764 $ 245,307 $ 217,629 

Leaf -
Other
Regions

1,018,255 956,808 887,431 

Other
Products
and
Services

10,332 — — 

Total sales
and other
operating
revenues

$ 1,210,351 $ 1,202,115 $ 1,105,060 

Operating
income
(loss):
Leaf -
North
America

$ 7,888 $ 13,463 $ 8,366 

Leaf -
Other
Regions

70,010 65,665 45,480 

Other
Products
and
Services

(21,265) — — 

Total
operating
income

$ 56,633 $ 79,128 $ 53,846 

Years Ended March 31,
2018 2017

Sales and
other
operating
revenues:
Leaf -
North
America

$ 451,383 $ 396,217 

Leaf - 1,394,048 1,318,533 
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Other
Regions
Other
Products
and
Services

535 — 

Total sales
and other
operating
revenues

$ 1,845,966 $ 1,714,750 

Operating
income
(loss):
Leaf -
North
America

$ 26,446 $ 15,333 

Leaf -
Other
Regions

88,742 72,009 

Other
Products
and
Services

(3,284) — 

Total
operating
income

$ 111,904 $ 87,342 
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7. SEGMENT INFORMATION (continued)

December 31, 2018 December 31, 2017

Leaf - North
America Leaf - Other Regions Other Products andServices Total Leaf - North

America Leaf - Other Regions

Other
Products
and
Services

Total

Total assets $ 318,295 $ 1,598,879 $ 106,545 $ 2,023,719 $ 495,950 $ 1,558,238 $ — $ 2,054,188 
Trade and other
receivables, net 22,724 266,104 1,224 290,052 34,042 206,775 — 240,817 

Goodwill 2,795 13,669 17,645 34,109 2,794 13,669 — 16,463 
Equity in net
assets of
investee
companies

— 55,283 12,285 67,568 — 56,808 9,479 66,287 

Depreciation
and
amortization

5,365 19,398 2,124 26,887 5,572 19,273 — 24,845 

Capital
expenditures* 3,011 13,263 18,900 35,174 4,461 12,801 — 17,262 

*Capital expenditures in this table are presented as activity for the nine months ended December 31, 2018 and 2017.

March 31, 2018 March 31, 2017

Leaf - North
America Leaf - Other Regions Other Productsand Services Total Leaf - North

America Leaf - Other Regions

Other
Products
and
Services

Total

Total assets $ 366,495 $ 1,528,859 $ 71,277 $ 1,966,631 $ 375,782 $ 1,596,090 $ — $ 1,971,872 
Trade and
other
receivables,
net

46,096 257,968 335 304,399 40,212 213,973 — 254,185 

Goodwill 2,795 13,669 11,082 27,546 2,794 13,669 — 16,463 
Equity in net
assets of
investee
companies

— 57,434 9,935 67,369 — 51,832 (389) 51,443 

Depreciation
and
amortization

7,435 25,754 409 33,598 7,543 26,933 — 34,476 

Capital
expenditures 4,649 17,017 1,632 23,298 3,638 9,099 — 12,737 

8. EARNINGS PER SHARE

The weighted average number of common shares outstanding is reported as the weighted average of the total shares of common stock outstanding, net of shares of common stock held by a wholly owned subsidiary. Shares of common stock owned by the subsidiary were 785 as of December 31, 2018 and 2017. This subsidiary waives its right to receive dividends and it does not have the right to vote these shares.
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Certain potentially dilutive options were not included in the computation of earnings per diluted share because their exercise prices were greater than the average market price of the shares of common stock during the period and their effect would be antidilutive. These shares totaled 427 at a weighted average exercise price of $60.00 per share as of December 31, 2018 and 2017. Diluted net loss per share as of December 31, 2018 was the same as basic net loss per share as the effects of potentially dilutive items were antidilutive given the Company’s net loss.
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8. EARNINGS PER SHARE (continued)

The following summarizes the computation of earnings per share:

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

(in
thousands,
except
per
share
data)

2018 2017 2018 2017

Basic
(loss)
income
per
share:
Net
(loss)
income
attributable
to
Pyxus
International,
Inc.

$ (5,095) $ 88,456 $ (60,487) $ 56,936 

Shares:
Weighted
average
number
of
shares
outstanding

9,068 9,001 9,048 8,982 

Basic
(loss)
income
per
share

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

Diluted
(loss)
income
per
share:
Net
(loss)
income
attributable
to

$ (5,095) $ 88,456 $ (60,487) $ 56,936 
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Pyxus
International,
Inc.
Shares:
Weighted
average
number
of
shares
outstanding

9,068 9,001 9,048 8,982 

Plus:
Restricted
shares
issued
and
shares
applicable
to
stock
options
and
restricted
stock
units,
net
of
shares
assumed
to
be
purchased
from
proceeds
at
average
market
price

— * 28 — * 27 

Adjusted
weighted
average
number
of
shares
outstanding

9,068 9,029 9,048 9,009 

Diluted
(loss)
income
per
share

$ (0.56) $ 9.80 $ (6.69) $ 6.32 
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*All outstanding restricted shares and shares applicable to stock options and
restricted stock units are excluded because their inclusion would have an antidilutive
effect on the loss per share. 

Net income for the three and nine months ended December 31, 2017 were favorably impacted by a net tax benefit of $73.3 million primarily attributable to the impact of the 2017 U.S. Tax Reform Act.

9. STOCK-BASED COMPENSATION

The following summarizes the Company's stock-based compensation expense related to awards granted under its various employee and non-employee stock incentive plans:

Three Months Ended
December 31,

Nine Months
Ended December
31,

(in thousands) 2018 2017 2018 2017
Stock-based
compensation
expense

$ 402 $ 271 $ 1,155 $ 869 

Stock-based
compensation
expense
payable in cash

— — — 54 

The following summarizes the Company's stock-based compensation awards:

Three Months Ended
December 31,

Nine Months Ended
December 31,

(in thousands,
except grant date
fair value) 

2018 2017 2018 2017

Restricted stock
Number granted 13 7 26 22 
Grant date fair value $ 11.86 $ 13.25 $ 17.04 $ 12.85 
Restricted stock
units
Number granted 5 — 66 57 
Grant date fair value $ 14.32 $ — $ 15.94 $ 11.75 
Performance-based
stock units
Number granted — — 30 29 
Grant date fair value $ — $ — $ 16.00 $ 11.75 

Restricted stock units granted during the nine months ended December 31, 2018 vest ratably over a three-year period.
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10. CONTINGENCIES AND OTHER INFORMATION

The government in the Brazilian State of Parana issued a tax assessment on October 26, 2007 with respect to local intrastate trade tax credits that result primarily from tobacco transferred between states within Brazil. The assessment for intrastate trade tax credits taken is $3,399 and the total assessment including penalties and interest at December 31, 2018 is $11,743. The Company believes it has properly complied with Brazilian law and will contest any assessment through the judicial process. Should the Company lose in the judicial process, the loss of the intrastate trade tax credits would have a material impact on the financial statements of the Company.

The Company also has local intrastate trade tax credits in the Brazilian State of Santa Catarina and the State of Rio Grande do Sul. These jurisdictions permit the sale or transfer of excess credits to third parties. However, approval must be obtained from the tax authorities. The Company has an agreement with the state governments regarding the amounts and timing of credits that can be sold. The tax credits have a carrying value of $7,138 as of December 31, 2018, which is net of impairment charges based on management’s expectations about future realization. The intrastate trade tax credits will continue to be monitored for impairment in future periods based on market conditions and the Company’s ability to use or sell the tax credits.

In 1969, the Brazilian government created a tax credit program that allowed companies to earn IPI tax credits (“IPI credits”) based on the value of their exports. The government began to phase out this program in 1979, which resulted in numerous lawsuits between taxpayers and the Brazilian government. The Company has a long legal history with respect to credits it earned while the IPI credit program was in effect. In 2001, the Company won a claim related to certain IPI credits it earned between 1983 and 1990. The Brazilian government appealed this decision and numerous rulings and appeals were rendered on behalf of both the government and the Company from 2001 through 2013. Because of this favorable ruling, the Company began to use these earned IPI credits to offset federal taxes in 2004 and 2005, until it received a Judicial Order to suspend the IPI offsetting in 2005. The value of the federal taxes offset in 2004 and 2005 was $24,142 and the Company established a reserve on these credits at the time of offsetting as they were not yet realizable due to the legal uncertainty that existed. Specifically, the Company extinguished other federal tax liabilities using IPI credits and recorded a liability in pension, postretirement and other long-term liabilities to reflect that the credits were not realizable at that time due to the prevalent legal uncertainty. On March 7, 2013, the Brazilian Supreme Court rendered a final decision in favor of the Company that recognized the validity of the IPI credits and secured the Company's right to benefit from the IPI credits earned from March 1983 to October 1990. This final decision expressly stated the Company has the right to the IPI credits. The Company estimated the total amount of the IPI credits to be approximately $94,316 at March 31, 2013. Since the March 2013 ruling definitively (without the government's ability to appeal) granted the Company the ownership of the IPI credits generated between 1983 and 1990, the Company believed the amount of IPI credits that were used to offset other federal taxes in 2004 and 2005 were realizable beyond a reasonable doubt. Accordingly, and at March 31, 2013, the Company recorded the $24,142 IPI credits it realized in the statements of consolidated operations in other income, net. No further benefit has been recognized pending the outcome of the judicial procedure to ascertain the final amount as those amounts
have not yet been realized.

Certain of the Company’s subsidiaries are involved in other litigation or legal matters incidental to their business activities, including tax matters. While the outcome of these matters cannot be predicted with certainty, the Company is vigorously defending them and does not currently expect that any of them will have a material adverse effect on its business or financial position. Should one or more of these matters be resolved in a manner adverse to its current expectation, the effect on the Company’s results of operations for a particular fiscal reporting period could be material.

In accordance with GAAP, the Company records known asset retirement obligations (“ARO”) for which the liability can be reasonably estimated. Currently, it has identified an ARO associated with one of its facilities that requires it to restore the land to its initial condition upon vacating the facility. The Company has not recognized a liability under GAAP for this ARO because the fair value of restoring the land at this site cannot be reasonably estimated since the settlement date is unknown at this time. The settlement date is unknown because the land restoration is not required until title is returned to the government, and the Company has no current or future plans to return the title. The Company will recognize a liability in the period in which sufficient information is available to reasonably estimate its fair value.

11. DEBT ARRANGEMENTS

ABL Facility

The ABL credit agreement restricts the Company from paying any dividends during the term of this facility subject to the satisfaction of specified financial ratios. In addition, the indentures governing the Company's outstanding 8.5% senior secured first lien notes due 2021 and its outstanding 9.875% senior secured second lien notes due 2021 contain similar restrictions and 
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11. DEBT ARRANGEMENTS (continued)

also prohibit the payment of dividends and other distributions if the Company fails to satisfy a ratio of consolidated EBITDA to fixed charges of at least 2.0 to 1.0. As of December 31, 2018, the Company did not satisfy this fixed charge coverage ratio.

The Company may not satisfy this ratio from time to time and failure to meet this fixed charge coverage ratio does not constitute an event of default.

Senior Secured Second Lien Notes

During the nine months ended December 31, 2018, the Company purchased $27,260 of its existing 9.875% senior secured second lien notes on the open market. The purchased securities were canceled leaving $635,686 of the Second Lien Notes outstanding at December 31, 2018. Related discounts were $2,293 resulting in net cash repayment of $24,967 and recorded in repayment of long-term borrowings in the condensed consolidated statements of cash flows. Associated costs paid were $68 and deferred financing costs and amortization of original issue discount of $472 were accelerated.  

12. DERIVATIVE FINANCIAL INSTRUMENTS

As of December 31, 2018 and 2017, accumulated other comprehensive loss includes $2,307 and $999, net of tax of $613 and zero, for unrealized losses related to designated cash flow hedges, respectively. The Company recorded losses of $458 and $1,445 in its cost of goods and services sold for the three months and nine months ended December 31, 2018, respectively. For the nine months ended December 31, 2018, $987 was from the discontinuance of a portion of the Company’s cash flow hedges. The Company recorded losses of $656 and $598 in its cost of goods and services sold for the three months and nine months ended December 31, 2017, respectively. The Company recorded a current derivative asset of $1,029, zero, and zero as of December 31, 2018 and 2017, and March 31, 2018, respectively, included on the condensed consolidated balance sheets.

13. PENSION AND OTHER POSTRETIREMENT BENEFITS

The following summarizes the components of net periodic benefit cost:

Pension Benefits
Three Months Ended
December 31,

Nine Months Ended
December 31,

2018 2017 2018 2017
Operating
expenses:
Service cost $ 120 $ 116 $ 359 $ 349 
Interest
expense:
Interest
expense 1,155 1,063 3,464 3,189 

Expected
return on plan
assets

(1,286) (1,264) (3,858) (3,793)

Amortization
of prior
service cost

11 10 32 31 

Settlement
loss 91 — 609 — 

Actuarial loss 422 511 1,267 1,533 
Net periodic
pension cost $ 513 $ 436 $ 1,873 $ 1,309 

Other Postretirement Benefits
Three Months
Ended December
31,

Nine Months
Ended December
31,

2018 2017 2018 2017
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Operating
expenses:
Service cost $ 4 $ 3 $ 11 $ 10 
Interest
expense:
Interest
expense 83 85 248 254 

Amortization
of prior
service cost

(177) (178) (532) (533)

Actuarial loss 109 115 328 345 
Net periodic
pension cost $ 19 $ 25 $ 55 $ 76 
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13. PENSION AND OTHER POSTRETIREMENT BENEFITS (continued)

For the nine months ended December 31, 2018, contributions were made to pension plans and postretirement health and life insurance benefits of approximately $4,629 and $261, respectively. Additional contributions to pension plans and postretirement health and life insurance benefits of approximately $2,101 and $256, respectively, are expected during the remainder of fiscal 2019. During the three months and nine months ended December 31, 2018, the Company's cash payments activity triggered settlement accounting, which resulted in $91 and $609 of settlement loss recorded in interest expense, respectively.

14. INVENTORIES

The following summarizes the Company’s costs in inventory:

December 31, 2018 December 31, 2017 March 31, 2018
Processed $ 697,614 $ 786,227 $ 468,208 
Unprocessed 109,351 98,800 204,149 
Other 20,817 20,653 25,730 
Total
inventory $ 827,782 $ 905,680 $ 698,087 

15. OTHER COMPREHENSIVE (LOSS) INCOME

The movements in accumulated other comprehensive loss and the related tax effects that are due to current period activity and reclassifications to the income statement are shown on the condensed consolidated statements of comprehensive income. The following summarizes the components reclassified from accumulated other comprehensive loss to earnings:

Three Months Ended
December 31,

Nine Months Ended
December 31,

2018 2017 2018 2017
Pension and
other
postretirement
benefits*: 
Actuarial loss $ 534 $ 626 $ 1,601 $ 1,878 
Amortization of
prior service cost (167) (167) (502) (502)

Amounts
reclassified from
accumulated
other
comprehensive
loss to net
income, gross

367 459 1,099 1,376 

Tax effects of
amounts
reclassified from
accumulated
other
comprehensive
loss to net
income

(82) — (246) — 

Amounts
reclassified from

$ 285 $ 459 $ 853 $ 1,376 
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accumulated
other
comprehensive
loss to net
income, net
*Amounts are included in net periodic benefit costs for pension and other postretirement benefits. See "Note 13. Pension and Other Postretirement Benefits" for more information.

16. SALE OF RECEIVABLES

The Company sells trade receivables to unaffiliated financial institutions under two accounts receivable securitization facilities. Under the first facility, the Company continuously sells a designated pool of trade receivables to a special purpose entity, which sells 100% of the receivables to an unaffiliated financial institution. During the nine months ended December 31, 2018, the investment limit of this program was decreased from $155,000 trade receivables to $125,000 trade receivables. Under the second facility, the Company offers receivables for sale to an unaffiliated financial institution, which are then subject to acceptance by the unaffiliated financial institution. As of December 31, 2018, the investment limit under the second facility was $125,000 trade receivables.

The Company is the servicer of both facilities and may receive funds that are due to the unaffiliated financial institutions, which are net settled on the next settlement date. As a result of the net settlement, trade and other receivables, net in the condensed consolidated balance sheets has been increased by $78 as of December 31, 2018 and reduced by $7,953 and $10,858 as of December 31, 2017 and March 31, 2018, respectively.
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16. SALE OF RECEIVABLES (continued)

The following summarizes the accounts receivable securitization information:

December 31, March
31,

2018 2017 2018
Receivables
outstanding
in facility

$ 92,445 $ 125,581 $ 228,621 

Beneficial
interest 24,659 26,272 48,715 

Servicing
liability 26 55 81 

Cash
proceeds:
Cash
purchase
price

$ 416,526 $ 402,402 $ 694,517 

Deferred
purchase
price

171,565 183,610 263,670 

Service fees 435 359 473 
Total $ 588,526 $ 586,371 $ 958,660 

17. FAIR VALUE MEASUREMENTS

The following summarizes the items measured at fair value on a recurring basis: 

December 31, 2018 December 31, 2017 March 31,
2018

Total Assets
/ 

Total Assets
/ 

Total Assets
/ 

Liabilities Liabilities Liabilities 

Level 2 Level 3 at Fair Value Level 2 Level 3 at Fair Value Level 2 Level 3 at Fair Value 

Assets 

Derivative
financial
instruments 

$ 1,029 $ — $ 1,029 $ — $ — $ — $ — $ — $ — 

Securitized
beneficial
interests 

— 24,659 24,659 — 26,272 26,272 — 48,715 48,715 

Total assets $ 1,029 $ 24,659 $ 25,688 $ — $ 26,272 $ 26,272 $ — $ 48,715 $ 48,715 

Liabilities 

Long-term
debt $ 742,047 $ 708 $ 742,755 $ 877,647 $ — $ 877,647 $ 911,264 $ 895 $ 912,159 

Guarantees — 2,890 2,890 — 2,913 2,913 — 5,864 5,864 

Total
liabilities $ 742,047 $ 3,598 $ 745,645 $ 877,647 $ 2,913 $ 880,560 $ 911,264 $ 6,759 $ 918,023 
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Level 2 measurements

•Debt: The fair value of debt is based on the market price for similar financial instruments or model-derived valuations whose inputs are observable. The primary inputs to the valuation include market expectations, the Company's credit risk, and the contractual terms of the debt instrument.
•Derivatives: The fair value of derivatives is based on the discounted cash flow analysis of the expected future cash flows. The primary inputs to the valuation include forward yield curves, implied volatilities, LIBOR rates, and credit valuation adjustments.

Level 3 measurements

•Guarantees: The fair value of guarantees is based on the discounted cash flow analysis of the expected future cash flows or historical loss rates. The primary inputs to the discounted cash flow analysis include market interest rates of 15.0% to 70.0% and the Company’s historical loss rates of 2.4% to 10.0% as of December 31, 2018. The historical loss rate was weighted by the principal balance of the loans.
•Securitized beneficial interests: The fair value of securitized beneficial interests is based on the present value of future expected cash flows. The primary inputs to this valuation include payment speeds of 64 to 73 days and discount rates of 5.0% to 7.3% as of December 31, 2018. The discount rate was weighted by the outstanding interest. Payment speed was weighted by the average days outstanding.
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17. FAIR VALUE MEASUREMENTS (continued)

The following summarizes the reconciliation of changes in Level 3 instruments measured on a recurring basis:

Three Months Ended December
31, 2018

Nine Months Ended
December 31, 2018

Securitized
Beneficial
Interests

Guarantees Securitized
Beneficial Interests Guarantees

Beginning balance $ 17,512 $ 1,861 $ 48,715 $ 5,864 
Issuances of sales of
receivables/guarantees 71,047 1,585 161,943 2,988 

Settlements (62,432) (569) (183,450) (6,109)
(Losses) gains
recognized in earnings (1,468) 13 (2,549) 147 

Ending balance $ 24,659 $ 2,890 $ 24,659 $ 2,890 

Three Months Ended December
31, 2017

Nine Months Ended
December 31, 2017

Securitized
Beneficial
Interest

Guarantees Securitized
Beneficial Interest Guarantees

Beginning balance $ 23,668 $ 2,770 $ 38,206 $ 7,126 
Issuances of sales of
receivables/guarantees 66,496 1,128 177,259 3,193 

Settlements (62,407) (993) (186,582) (6,946)
Losses recognized in
earnings (1,485) 8 (2,611) (460)

Ending balance $ 26,272 $ 2,913 $ 26,272 $ 2,913 

The change in unrealized losses for securitized beneficial interests as of December 31, 2018 and 2017, and March 31, 2018 were $643, $650, and $2,531, respectively.

18. RELATED PARTY TRANSACTIONS

The following summarizes sales and purchases with related parties:

Three Months Ended
December 31,

Nine Months Ended
December 31,

2018 2017 2018 2017
Sales $ 475 $ 447 $ 14,238 $ 23,503 
Purchases 46,281 35,563 98,784 73,500 

During the three months ended December 31, 2018, the Company determined that purchases with related parties reported in its related party transactions footnote in the financial statements for the three and six months ended September 30, 2018, included in its Form 10-Q for the period then ended, were not properly stated, which resulted in an understatement of the related party purchases. This change did not impact the condensed consolidated balance sheets, condensed consolidated statements of operations or the condensed consolidated statements of cash flows for any period. The revised purchases with related parties for the three and six months ended September 30, 2018 were $21,042 and $52,503, respectively.  
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19. INVESTEE COMPANIES

The following summarizes the Company's equity method investments as of December 31, 2018:

Investee
Name Location Primary

Purpose 

The
Company's
Ownership
Percentage 

Basis
Difference 

Adams
International
Ltd.

Thailand 

purchase
and
process
tobacco 

49 % — 

Alliance One
Industries
India Private
Ltd.

India 

purchase
and
process
tobacco 

49 % — 

China Brasil
Tobacos
Exportadora
SA

Brazil 

purchase
and
process
tobacco 

49 % 7,475 

Criticality
LLC U.S. 

extraction
of
cannabidiol
from
industrial
hemp 

40 % 381 

Nicotine
River, LLC U.S. 

produce
consumable
e-liquids

40 % 2,150 

Oryantal
Tutun
Paketleme

Turkey process
tobacco 50 % — 

Purilum, LLC U.S. 

produce
flavor
formulations
and
consumable
e-liquids

50 % — 

Siam Tobacco
Export
Company

Thailand 

purchase
and
process
tobacco 

49 % — 

20. RESTRUCTURING AND ASSET IMPAIRMENT CHARGES

The Company continues to focus on efficiency and cost improvements. During the nine months ended December 31, 2018, the Company continued to respond to changes in the business, with two cost-saving and restructuring initiatives. The first initiative involves the closing of one of its foreign processing facilities in order to process tobacco in the affected area under a third-party processing arrangement going forward. The second initiative involves the consolidation of the Company's U.S. green tobacco processing operations into its Wilson, North Carolina facility and the repurposing of its Farmville, North Carolina facility for storage and special projects. The following summarizes restructuring and impairment charges:
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Three Months Ended
December 31,

Nine Months
Ended
December 31,

2018 2017 2018 2017
Employee
separation
charges

$ 1,122 $ — $ 2,499 $ — 

Asset
impairment
and other
non-cash
charges

545 — 891 — 

Restructuring
and asset
impairment
charges

$ 1,667 $ — $ 3,390 $ — 

The following summarizes the liability for employee separation charges recorded in the Leaf - North America and Leaf - Other Regions segments: 

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

2018 2017 2018 2017
Leaf -
North
America

Leaf - Other
Regions

Leaf -
North
America

Leaf -
Other
Regions

Leaf - North
America

Leaf - Other
Regions

Leaf -
North
America

Leaf - Other
Regions

Beginning
balance $ 107 $ 889 $ — $ — $ — $ 107 $ — $ — 

Accruals 892 230 — — 1,139 1,360 — — 
Payments (73) (328) — — (213) (676) — — 
Ending
balance $ 926 $ 791 $ — $ — $ 926 $ 791 $ — $ — 

There was no liability for employee separation charges recorded in the Other Products and Services segment.
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20. RESTRUCTURING AND ASSET IMPAIRMENT CHARGES (continued)

The following summarizes the asset impairment and other non-cash charges by segment:

Three Months
Ended December
31,

Nine Months
Ended
December 31,

2018 2017 2018 2017

Leaf -
North
America

$ 545 $ — $ 545 $ — 

Leaf -
Other
Regions

— — 346 — 

Total $ 545 $ — $ 891 $ — 

There were no asset impairments or other non-cash charges recorded in the Other Products and Services segment.
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Item 2.    Management’s Discussion and Analysis of
                Financial Condition and Results of Operations

EXECUTIVE OVERVIEW:

Our company changed its name from Alliance One International, Inc. to Pyxus International, Inc. on September 12, 2018. The following executive overview for the period ended December 31, 2018 is intended to provide highlights of the discussion and analysis that follows.

Financial Results

Despite challenges impacting the North America market, including Hurricane Florence and foreign tariffs on U.S. tobacco, our leaf business’s third quarter was one of the strongest we have had in four fiscal years, with sales and other operating revenues increasing to $524.5 million, a 9.8% increase from the same period last year. Gross profit as a percent of sales decreased from 15.4% for the three months ended December 31, 2017 to 14.2% for the three months ended December 31, 2018. This decrease was primarily due to unfavorable changes in product mix in North America and South America, higher conversion costs in North America attributable to Hurricane Florence reducing the U.S. crop size, and higher conversion costs in South America attributable to crop size normalization. Total selling, general and administrative expense ("SG&A") increased $7.4 million or 21.6% from $34.3 million for the three months ended December 31, 2017 to $41.7 million for the three months ended December 31, 2018. SG&A as a percent of sales increased from 7.2% for the three months ended December 31, 2017 to 8.0% for the three months ended December 31, 2018. These increases were primarily due to the inclusion of new start-up business ventures in the current year and increased costs associated with developing and supporting these new business ventures. This quarter’s performance was also impacted by restructuring and asset impairment charges of $1.7 million, related to the consolidation of our U.S. green tobacco processing operations.

Liquidity

Our liquidity requirements are affected by various factors including crop seasonality, foreign currency and interest rates, green tobacco prices, customer mix, crop size, and quality. During the three months and nine months ended December 31, 2018, we utilized surplus cash to reduce long-term debt with the purchase and cancellation of $9.4 million and $27.3 million of our 9.875% senior secured second lien notes, respectively, leaving $635.7 million outstanding as of December 31, 2018. As of December 31, 2018, the Company's available credit lines, letters of credit, and cash totaled $527.8 million. We will continue to monitor and adjust funding sources as needed to enhance and drive various business opportunities that maintain flexibility and meet cost expectations.

Outlook

It has been one year since we announced our "One Tomorrow" transformation plan, in which we revealed our pursuit of future growth opportunities and commitment to reshape our brand as the trusted provider of responsibly produced, independently verified, sustainable, and traceable agricultural products and services. Since that time, we have made tremendous progress developing higher margin, fast-growing categories and building upon the strength of our leaf operations, all while maintaining our commitment to delivering the high-quality products and services our customers expect from us.

We remain committed to the aggressive development of our global specialty product lines and strengthening our core competencies to drive improved operational and financial performance. Farmers are at the heart of everything we do and we continue to explore additional value-added products that will allow them to further expand and diversify their income. Driven by our united purpose of transforming people’s lives so that together we can grow a better world, we plan to continue making progress in execution of our ‘One Tomorrow’ strategy and accelerating value creation for all stakeholders.
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RESULTS OF OPERATIONS:

Condensed Consolidated Statement of Operations
and Supplemental Information
Three Months Ended December 31,

(in
millions) Change 
(percentage
change
is
calculated
based
on

thousands)

2018 $ % 2017

Sales
and
other
operating
revenues

$ 524.5 $ 46.7 9.8 $ 477.8 

Cost
of
goods
and
services
sold

449.8 45.5 11.3 404.3 

Gross
profit74.7 1.2 1.6 73.5 

Selling,
general,
and
administrative
expenses

41.7 7.4 21.6 34.3 

Other
income,
net
8.0 7.0 700.0 1.0 

Restructuring
and
asset
impairment
charges

1.7 1.7 100.0 — 

Operating
income*39.4 (0.8) (2.0) 40.2 

Debt
retirement
expense
(income)

(1.3) (1.3) (100.0) — 

Interest
expense33.9 0.3 0.9 33.6 
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Interest
income1.0 0.4 66.7 0.6 

Income
tax
expense
(benefit)

17.4 90.7 123.7 (73.3)

Equity
in
net
income
of
investee
companies

4.7 (3.1) (39.7) 7.8 

Net
income
(loss)
attributable
to
noncontrolling
interests

0.1 0.2 200.0 (0.1)

Net
(loss)
income
attributable
to
Pyxus
International,
Inc.*

$ (5.1) $ (93.6) (105.8) $ 88.5 

  *  Amounts may not equal column totals due to
rounding

Three Months Ended December 31, 2018 Compared to Three Months Ended December 31, 2017 

Sales and other operating revenues increased $46.7 million or 9.8% from $477.8 million for the three months ended December 31, 2017 to $524.5 million for the three months ended December 31, 2018. This increase was primarily due to a 14.2% increase in volume attributable to larger crop sizes in Africa. This increase was partially offset by delayed tobacco shipments in South America, lower volume in North America attributable to Hurricane Florence reducing the U.S. crop size and foreign tariffs on U.S. tobacco, and a decrease in average sales price of 6.1%.

Cost of goods sold increased $45.5 million or 11.3% from $404.3 million for the three months ended December 31, 2017 to $449.8 million for the three months ended December 31, 2018. This increase was primarily due to the increase in volume.

Gross profit as a percent of sales decreased from 15.4% for the three months ended December 31, 2017 to 14.2% for the three months ended December 31, 2018. This decrease was primarily due to unfavorable changes in product mix in North America and South America, higher conversion costs in North America attributable to Hurricane Florence reducing the U.S. crop size, and higher conversion costs in South America attributable to crop size normalization.

Selling, general, and administrative expense ("SG&A") increased $7.4 million or 21.6% from $34.3 million for the three months ended December 31, 2017 to $41.7 million for the three months ended December 31, 2018. SG&A as a percent of sales increased from 7.2% for the three months ended December 31, 2017 to 8.0% for the three months ended December 31, 2018. These increases were primarily due to the inclusion of new start-up business ventures in the current year and increased costs associated with developing and supporting these new business ventures.

Other income, net increased $7.0 million or 700.0% from $1.0 million for the three months ended December 31, 2017 to $8.0 million for the three months ended December 31, 2018. This increase was primarily due to the receipt of final insurance proceeds from the fiscal 2016 fire in Zimbabwe.

Restructuring and asset impairment charges of $1.7 million for the three months ended December 31, 2018 were primarily related to a cost-saving and restructuring initiative to consolidate the Company’s U.S. green tobacco processing operations in Farmville, North Carolina into the Wilson, North Carolina facility and repurpose the Farmville facility for storage and special projects.
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RESULTS OF OPERATIONS (continued)

Three Months Ended December 31, 2018 Compared to Three Months Ended December 31, 2017 (continued)

Leaf - North America Supplemental Information
Three Months Ended December 31,

(in
millions,
except
per
kilo
amounts)

Change

2018 $ % 2017
Kilos
sold11.1 (5.1) (31.5) 16.2 

Tobacco
sales
and
other
operating
revenues:
Sales
and
other
operating
revenues

$ 60.3 $ (42.6) (41.4) $ 102.9 

Average
price
per
kilo

5.43 (0.92) (14.5) 6.35 

Processing
and
other
revenues

17.6 (0.2) (1.1) 17.8 

Total
sales
and
other
operating
revenues

77.9 (42.8) (35.5) 120.7 

Tobacco
cost
of
goods
sold:
Tobacco
costs49.0 (41.9) (46.1) 90.9 

3.2 (0.9) (22.0) 4.1 
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Transportation,
storage,
and
other
period
costs
Derivative
financial
instrument
and
exchange
losses
(gains)

(0.1) 0.6 85.7 (0.7)

Total
tobacco
cost
of
goods
sold

52.1 (42.2) (44.8) 94.3 

Average
cost
per
kilo

4.69 (1.13) (19.4) 5.82 

Processing
and
other
revenues
cost
of
services
sold

17.1 3.5 25.7 13.6 

Total
cost
of
goods
and
services
sold

69.2 (38.7) (35.9) 107.9 

Gross
profit8.7 (4.1) (32.0) 12.8 

Selling,
general,
and
administrative
expenses

4.3 (1.1) (20.4) 5.4 

Other
(expense) income,
net
(0.1) (0.1) (100.0) — 
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Restructuring
and
asset
impairment
charges

1.5 1.5 100.0 — 

Operating
income$ 2.8 $ (4.6) (62.2) $ 7.4 

Sales and other operating revenues decreased $42.8 million or 35.5% from $120.7 million for the three months ended December 31, 2017 to $77.9 million for the three months ended December 31, 2018. This decrease was primarily due to lower volume in North America attributable to Hurricane Florence reducing the U.S. crop size and foreign tariffs on U.S. tobacco.

Cost of goods sold decreased $42.2 million or 44.8% from $94.3 million for the three months ended December 31, 2017 to $52.1 million for the three months ended December 31, 2018. This decrease was primarily due to the decrease in volume.

Gross profit as a percent of sales increased from 10.6% for the three months ended December 31, 2017 to 11.2% for the three months ended December 31, 2018. This increase was primarily due to favorable changes in product mix. This increase was partially offset by higher conversion costs in North America attributable to Hurricane Florence reducing the U.S. crop size.

SG&A decreased $1.1 million or 20.4% from $5.4 million for the three months ended December 31, 2017 to $4.3 million for the three months ended December 31, 2018. This decrease was primarily due to lower allocations of general corporate services attributable to a change in the Company's reportable segments. SG&A as a percent of sales increased from 4.5% for the three months ended December 31, 2017 to 5.5% for the three months ended December 31, 2018. This increase was primarily due to the decrease in sales.

Restructuring and asset impairment charges of $1.5 million for the three months ended December 31, 2018 were related to a restructuring initiative to consolidate the Company’s U.S. green tobacco processing operations in Farmville, North Carolina into the Wilson, North Carolina facility and repurpose the Farmville facility for storage and special projects.
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RESULTS OF OPERATIONS (continued)

Three Months Ended December 31, 2018 Compared to Three Months Ended December 31, 2017 (continued)

Leaf - Other Regions Supplemental Information
Three Months Ended December 31,

(in
millions,
except
per
kilo
amounts)

Change

2018 $ % 2017
Kilos
sold106.0 19.7 22.8 86.3 

Tobacco
sales
and
other
operating
revenues:
Sales
and
other
operating
revenues

$ 432.4 $ 76.2 21.4 $ 356.2 

Average
price
per
kilo

4.08 (0.05) (1.2) 4.13 

Processing
and
other
revenues

9.3 8.4 933.3 0.9 

Total
sales
and
other
operating
revenues

441.7 84.6 23.7 357.1 

Tobacco
cost
of
goods
sold:
Tobacco
costs345.3 70.6 25.7 274.7 

22.2 1.4 6.7 20.8 
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Transportation,
storage,
and
other
period
costs
Derivative
financial
instrument
and
exchange
losses
(gains)

2.9 2.4 480.0 0.5 

Total
tobacco
cost
of
goods
sold

370.4 74.4 25.1 296.0 

Average
cost
per
kilo

3.49 0.06 1.7 3.43 

Processing
and
other
revenues
cost
of
services
sold

7.1 6.7 1675.0 0.4 

Total
cost
of
goods
and
services
sold

377.5 81.1 27.4 296.4 

Gross
profit64.2 3.5 5.8 60.7 

Selling,
general,
and
administrative
expenses

27.8 (1.1) (3.8) 28.9 

Other
income,
net
7.9 6.9 690.0 1.0 
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Restructuring
and
asset
impairment
charges

0.2 0.2 100.0 — 

Operating
income$ 44.1 $ 11.3 34.5 $ 32.8 

Sales and other operating revenues increased $84.6 million or 23.7% from $357.1 million for the three months ended December 31, 2017 to $441.7 million for the three months ended December 31, 2018. This increase was primarily due to higher volume in Africa attributable to larger crop sizes. This increase was partially offset by delayed tobacco shipments in South America.

Cost of goods sold increased $74.4 million or 25.1% from $296.0 million for the three months ended December 31, 2017 to $370.4 million for the three months ended December 31, 2018. This increase was primarily due to the increase in volume.

Gross profit as a percent of sales decreased from 17.0% for the three months ended December 31, 2017 to 14.5% for the three months ended December 31, 2018. This decrease was primarily due to unfavorable changes in product mix in South America, higher conversion costs in South America attributable to crop size normalization, and the exchange impact on local currency denominated costs, primarily in Europe. This decrease was partially offset by lower conversion costs in Africa attributable to larger crop sizes.

SG&A decreased $1.1 million or 3.8% from $28.9 million for the three months ended December 31, 2017 to $27.8 million for the three months ended December 31, 2018. This decrease was primarily due to lower allocations of general corporate services attributable to a change in the Company's reportable segments. SG&A as a percent of sales decreased from 8.1% for the three months ended December 31, 2017 to 6.3% for the three months ended December 31, 2018. This decrease was primarily due to the increase in sales.

Other income, net increased $6.9 million or 690.0% from $1.0 million for the three months ended December 31, 2017 to $7.9 million for the three months ended December 31, 2018. This increase was primarily due to the receipt of final insurance proceeds from the fiscal 2016 fire in Zimbabwe.
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RESULTS OF OPERATIONS (continued)

Three Months Ended December 31, 2018 Compared to Three Months Ended December 31, 2017 (continued)

Other Products and Services Supplemental
Information
Three Months Ended December 31,

(in
millions) Change

2018 $ % 2017
Sales
and
other
operating
revenues

$ 4.9 $ 4.9 100.0 $ — 

Cost
of
goods
and
services
sold

3.1 3.1 100.0 — 

Gross
profit1.8 1.8 100.0 — 

Selling,
general,
and
administrative
expenses

9.6 9.6 100.0 — 

Other
income,
net
0.2 0.2 100.0 — 

Restructuring
and
asset
impairment
charges

— — — — 

Operating
loss$ (7.6) $ (7.6) (100.0) $ — 

Sales and other operating revenues of $4.9 million for the three months ended December 31, 2018 were primarily related to cannabis and e-liquids product revenue. The cannabis revenue was attributable to sales of legal medicinal and recreational cannabis in the Canadian market. The e-liquids product revenue was attributable to sales of e-liquid products in the U.S. market.

Gross profit as a percent of sales was 36.7% for the three months ended December 31, 2018.

SG&A of $9.6 million for the three months ended December 31, 2018 was related to the inclusion of these new start-up business ventures in the current year and increased costs associated with developing and supporting these new business ventures.
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RESULTS OF OPERATIONS:

Condensed Consolidated Statement of Operations and
Supplemental Information
Nine Months Ended December 31,

(in
millions) Change
(percentage
change
is
calculated
based
on

thousands)

2018 $ % 2017

Sales
and
other
operating
revenues

$ 1,210.4 $ 8.3 0.7 $ 1,202.1 

Cost
of
goods
and
services
sold

1,045.0 14.4 1.4 1,030.6 

Gross
profit165.4 (6.1) (3.6) 171.5 

Selling,
general,
and
administrative
expenses

118.8 16.6 16.2 102.2 

Other
income,
net
13.5 3.6 36.4 9.9 

Restructuring
and
asset
impairment
charges

3.4 3.4 100.0 — 

Operating
income*56.6 (22.5) (28.4) 79.1 

Debt
retirement
expense
(income)

(1.8) 1.2 40.0 (3.0)

Interest
expense102.2 1.1 1.1 101.1 
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Interest
income2.6 0.3 13.0 2.3 

Income
tax
expense
(benefit)

26.9 93.1 140.6 (66.2)

Equity
in
net
income
of
investee
companies

6.9 (0.2) (2.8) 7.1 

Net
income
attributable
to
noncontrolling
interests

(0.8) (0.5) (166.7) (0.3)

Net
(loss)
income
attributable
to
Pyxus
International,
Inc.*

$ (60.5) $ (117.4) (206.3) $ 56.9 

  *  Amounts
may
not
equal
column
totals
due
to
rounding

Nine Months Ended December 31, 2018 Compared to Nine Months Ended December 31, 2017

Sales and other operating revenues increased $8.3 million or 0.7% from $1,202.1 million for the nine months ended December 31, 2017 to $1,210.4 million for the nine months ended December 31, 2018. This increase was primarily due to a 5.0% increase in volume attributable to larger crop sizes in Africa. This increase was partially offset by delayed tobacco shipments in South America, lower volume in North America attributable to Hurricane Florence reducing the U.S. crop size and foreign tariffs on U.S. tobacco, and a decrease in average sales price of 4.7%.

Cost of goods sold increased $14.4 million or 1.4% from $1,030.6 million for the nine months ended December 31, 2017 to $1,045.0 million for the nine months ended December 31, 2018. This increase was primarily due to the increase in volume.

Gross profit as a percent of sales decreased from 14.3% for the nine months ended December 31, 2017 to 13.7% for the nine months ended December 31, 2018. This decrease was primarily due to higher conversion costs in North America attributable to Hurricane Florence reducing the U.S. crop size, unfavorable changes in product mix in South America, and the exchange impact on local currency denominated costs, primarily in Europe.

SG&A increased $16.6 million or 16.2% from $102.2 million for the nine months ended December 31, 2017 to $118.8 million for the nine months ended December 31, 2018. SG&A as a percent of sales increased from 8.5% for the nine months ended December 31, 2017 to 9.8% for the nine months ended December 31, 2018. These increases were primarily due to the inclusion of new start-up business ventures in the current year and increased costs associated with developing and supporting these new business ventures.

Other income, net increased $3.6 million or 36.4% from $9.9 million for the nine months ended December 31, 2017 to $13.5 million for the nine months ended December 31, 2018. This increase was primarily due to the receipt of final insurance proceeds from the fiscal 2016 fire in Zimbabwe.
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Restructuring and asset impairment charges of $3.4 million for the nine months ended December 31, 2018 were primarily related to a restructuring initiative to consolidate the Company’s U.S. green tobacco processing operations in Farmville, North Carolina into the Wilson, North Carolina facility and repurpose the Farmville facility for storage and special projects, and the decision to close one of the Company’s foreign processing facilities and process tobacco in the affected area under a third-party processing arrangement going forward.
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RESULTS OF OPERATIONS (continued)

Nine Months Ended December 31, 2018 Compared to Nine Months Ended December 31, 2017 (continued)

Leaf - North America Supplemental Information
Nine Months Ended December 31,

(in
millions,
except
per
kilo
amounts)

Change

2018 $ % 2017
Kilos
sold29.9 (6.4) (17.6) 36.3 

Tobacco
sales
and
other
operating
revenues:
Sales
and
other
operating
revenues

$ 152.7 $ (62.7) (29.1) $ 215.4 

Average
price
per
kilo

5.11 (0.82) (13.8) 5.93 

Processing
and
other
revenues

29.1 (0.8) (2.7) 29.9 

Total
sales
and
other
operating
revenues

181.8 (63.5) (25.9) 245.3 

Tobacco
cost
of
goods
sold:
Tobacco
costs123.4 (60.9) (33.0) 184.3 

9.1 (1.0) (9.9) 10.1 
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Transportation,
storage,
and
other
period
costs
Derivative
financial
instrument
and
exchange
losses
(gains)

(0.2) 0.5 71.4 (0.7)

Total
tobacco
cost
of
goods
sold

132.3 (61.4) (31.7) 193.7 

Average
cost
per
kilo

4.42 (0.92) (17.2) 5.34 

Processing
and
other
revenues
cost
of
services
sold

25.9 4.7 22.2 21.2 

Total
cost
of
goods
and
services
sold

158.2 (56.7) (26.4) 214.9 

Gross
profit23.6 (6.8) (22.4) 30.4 

Selling,
general,
and
administrative
expenses

13.5 (3.6) (21.1) 17.1 

Other
(expense)
income,
net

(0.5) (0.6) (600.0) 0.1 
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Restructuring
and
asset
impairment
charges

1.7 1.7 100.0 — 

Operating
income$ 7.9 $ (5.5) (41.0) $ 13.4 

Sales and other operating revenues decreased $63.5 million or 25.9% from $245.3 million for the nine months ended December 31, 2017 to $181.8 million for the nine months ended December 31, 2018. This decrease was primarily due to lower volume in North America attributable to Hurricane Florence reducing the U.S. crop size and foreign tariffs on U.S. tobacco.

Cost of goods sold decreased $61.4 million or 31.7% from $193.7 million for the nine months ended December 31, 2017 to $132.3 million for the nine months ended December 31, 2018. This decrease was primarily due to the increase in volume.

Gross profit as a percent of sales increased from 12.4% for the nine months ended December 31, 2017 to 13.0% for the nine months ended December 31, 2018. This increase was primarily due to favorable changes in product mix. This increase was partially offset by higher conversion costs in North America attributable to Hurricane Florence reducing the U.S. crop size.

SG&A decreased $3.6 million or 21.1% from $17.1 million for the nine months ended December 31, 2017 to $13.5 million for the nine months ended December 31, 2018. This decrease was primarily due to lower allocations of general corporate services attributable to a change in the Company's reportable segments. SG&A as a percent of sales increased from 7.0% for the nine months ended December 31, 2017 to 7.4% for the nine months ended December 31, 2018. This increase was primarily due to the decrease in sales.

Restructuring and asset impairment charges of $1.7 million for the nine months ended December 31, 2018 were related to a restructuring initiative to consolidate the Company’s U.S. green tobacco processing operations in Farmville, North Carolina into the Wilson, North Carolina facility and repurpose the Farmville facility for storage and special projects
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RESULTS OF OPERATIONS (continued)

Nine Months Ended December 31, 2018 Compared to Nine Months Ended December 31, 2017 (continued)

Leaf - Other Regions Supplemental Information
Nine Months Ended December 31,

(in
millions,
except
per
kilo
amounts)

Change

2018 $ % 2017
Kilos
sold238.7 19.2 8.7 219.5 

Tobacco
sales
and
other
operating
revenues:
Sales
and
other
operating
revenues

$ 977.5 $ 63.4 6.9 $ 914.1 

Average
price
per
kilo

4.10 (0.06) (1.4) 4.16 

Processing
and
other
revenues

40.8 (1.9) (4.4) 42.7 

Total
sales
and
other
operating
revenues

1,018.3 61.5 6.4 956.8 

Tobacco
cost
of
goods
sold:
Tobacco
costs796.9 62.8 8.6 734.1 

51.7 1.5 3.0 50.2 

Edgar Filing: SMARTHEAT INC. - Form DEF 14A

92



Transportation,
storage,
and
other
period
costs
Derivative
financial
instrument
and
exchange
(gains)
losses

(2.3) (7.6) (143.4) 5.3 

Total
tobacco
cost
of
goods
sold

846.3 56.7 7.2 789.6 

Average
cost
per
kilo

3.55 (0.05) (1.4) 3.60 

Processing
and
other
revenues
cost
of
services
sold

32.6 6.5 24.9 26.1 

Total
cost
of
goods
and
services
sold

878.9 63.2 7.7 815.7 

Gross
profit139.4 (1.7) (1.2) 141.1 

Selling,
general,
and
administrative
expenses

81.4 (3.7) (4.3) 85.1 

Other
income
(expense)
13.8 4.0 40.8 9.8 
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Restructuring
and
asset
impairment
charges

1.7 1.7 100.0 — 

Operating
income$ 70.1 $ 4.3 6.5 $ 65.8 

Sales and other operating revenues increased $61.5 million or 6.4% from $956.8 million for the nine months ended December 31, 2017 to $1,018.3 million for the nine months ended December 31, 2018. This increase was primarily due to a 5.0% increase in volume attributable to larger crop sizes in Africa. This increase was partially offset by delayed tobacco shipments in South America.

Cost of goods sold increased $63.2 million or 7.7% from $815.7 million for the nine months ended December 31, 2017 to $878.9 million for the nine months ended December 31, 2018. This increase was primarily due to the increase in volume.

Gross profit as a percent of sales decreased from 14.7% for the nine months ended December 31, 2017 to 13.7% for the nine months ended December 31, 2018. This decrease was primarily due to unfavorable changes in product mix in South America and the exchange impact on local currency denominated costs, primarily in Europe. This decrease was partially offset by lower conversion costs in Africa.

SG&A decreased $3.7 million or 4.3% from $85.1 million for the nine months ended December 31, 2017 to $81.4 million for the nine months ended December 31, 2018. This decrease was primarily due to lower allocations of general corporate services attributable to a change in the Company's reportable segments. SG&A as a percent of sales decreased from 8.9% for the nine months ended December 31, 2017 to 8.0% for the nine months ended December 31, 2018. This decrease was primarily due to the increase in sales.

Other income, net increased $4.0 million or 40.8% from $9.8 million for the nine months ended December 31, 2017 to $13.8 million for the nine months ended December 31, 2018. This increase was primarily due to the receipt of final insurance proceeds from the fiscal 2016 fire in Zimbabwe.

Restructuring and asset impairment charges of $1.7 million for the nine months ended December 31, 2018 were related to the decision to close one of the Company’s foreign processing facilities and process tobacco in the affected area under a third-party processing arrangement going forward.
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RESULTS OF OPERATIONS (continued)

Nine Months Ended December 31, 2018 Compared to Nine Months Ended December 31, 2017 (continued)

Other Products and Services Segment
Supplemental Information
Nine Months Ended December 31,

(in
millions,
except
per
kilo
amounts)

Change

2018 $ % 2017
Sales
and
other
operating
revenues

$ 10.3 $ 10.3 100.0 $ — 

Cost
of
goods
and
services
sold

7.9 7.9 100.0 — 

Gross
profit2.4 2.4 100.0 — 

Selling,
general,
and
administrative
expenses

23.9 23.9 100.0 — 

Other
income,
net
0.2 0.2 100.0 — 

Restructuring
and
asset
impairment
charges

— — — — 

Operating
loss$ (21.3) $ (21.3) (100.0) $ — 

Sales and other operating revenues of $10.3 million for the nine months ended December 31, 2018 were primarily related to cannabis and e-liquids product revenue. The cannabis revenue was attributable to sales of legal medicinal and recreational cannabis in the Canadian market. The e-liquids product revenue was attributable to sales of e-liquid products in the U.S. market.

Gross profit as a percent of sales was 23.3% for the nine months ended December 31, 2018.

SG&A of $23.9 million for the nine months ended December 31, 2018 was related to the inclusion of these new start-up business ventures in the current year and increased costs associated with developing and supporting these new business ventures.
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LIQUIDITY AND CAPITAL RESOURCES:

Overview

Our leaf tobacco business is seasonal, and purchasing, processing, and selling activities have several associated peaks where cash on hand and outstanding indebtedness may vary significantly compared to fiscal year-end. We utilize capital in excess of cash flow from operations to finance accounts receivable, inventory, and advances to tobacco suppliers in foreign countries, including Argentina, Brazil, Guatemala, Malawi, Tanzania, Turkey, and Zambia. In addition, from time to time, we may elect to purchase, redeem, repay, retire, or cancel indebtedness prior to stated maturity under our various foreign credit lines and senior secured credit agreement or indentures, as permitted therein.

As of December 31, 2018, we are in the process of repaying our South American related crop lines as we continue to ship inventory and collect receivables. In Africa, we continue to ship product which should continue into the first quarter of fiscal year 2020 as well as the purchase of the new crop which should begin mid-March. In Asia, the Indian Mysore and Indonesian crops are approaching the end of the processing and shipping is in full force. Europe continues shipping of the current crop and is preparing to purchase the new crop during the fourth fiscal quarter. North America has completed flue cured processing with shipping winding down and has commenced the purchasing, processing and shipping of the burley crop which should continue into the fourth fiscal quarter, seasonally elevating its working capital requirements. Fluctuation of the U.S. dollar versus many of the currencies in which we have costs may continue to have an impact on our working capital requirements, as such, we will monitor and hedge foreign currency costs prudently, and as needed on a currency by currency basis.

Working Capital

Our working capital decreased from $711.5 million at March 31, 2018 to $629.6 million at December 31, 2018. Our current ratio was 1.8 to 1 at December 31, 2018 and 2.1 to 1 at March 31, 2018. The decrease in working capital was primarily due to the increase in short-term notes payable attributable to the seasonal buildup of South American and African crops. This increase was partially offset by lower seasonal increases in inventory attributable to Hurricane Florence.

The following is a summary of items from the condensed consolidated balance sheets and condensed statements of consolidated cash flows:

December 31, March
31, 

(in millions
except for
current ratio) 

2018 2017 2018

Cash and cash
equivalents $ 209.2 $ 209.5 $ 264.7 

Trade and
other
receivables, net

290.1 240.8 304.4 

Inventories and
advances to
tobacco
suppliers

878.9 975.6 728.6 

Total current
assets 1,431.6 1,491.4 1,349.6 

Notes payable
to banks 583.4 536.2 427.3 

Accounts
payable 49.4 46.7 76.5 

Advances from
customers 45.9 31.6 24.1 

Total current
liabilities 802.0 744.9 638.1 

Current ratio 1.8 to 1 2.0 to 1 2.1 to 1 
Working
capital 629.6 746.5 711.5 

Long-term debt 897.2 918.8 920.1 
Stockholders’
equity
attributable to
Pyxus

203.5 269.6 271.9 
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International,
Inc.
Net cash
provided
(used) by:
Operating
activities (338.5) (430.2)

Investing
activities 138.3 157.9 

Financing
activities 142.9 8.1 

Approximately $81.0 million of our outstanding cash balance at December 31, 2018 was held in foreign jurisdictions. As a result of our cash needs abroad, it is our intention to permanently reinvest these funds in foreign jurisdictions regardless of the fact that the cost of repatriation would not have a material financial impact.
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LIQUIDITY AND CAPITAL RESOURCES (continued)

Operating Cash Flows

Net cash used by operating activities decreased $91.7 million in the nine months ended December 31, 2018 compared to the 2017 period. The decrease in cash used was primarily due to smaller crop size in North America attributable to Hurricane Florence.

Investing Cash Flows

Net cash provided by investing activities decreased $19.6 million in the nine months ended December 31, 2018 compared to the 2017 period. The decrease in cash provided was primarily due to higher purchases for property, plant, and equipment related to expansion of new business ventures and acquisition of certain majority-owned investments during the current year. 

Financing Cash Flows

Net cash provided by financing activities increased $134.8 million in the nine months ended December 31, 2018 compared to the 2017 period. This increase is primarily due to higher net proceeds from short-term borrowings due to the timing of shipments when compared with the prior year and increases in purchasing requirements for the current African and South American crops.

Debt Financing

We continue to finance our business with a combination of short-term and long-term seasonal credit lines, an ABL facility, long-term debt securities, customer advances, and cash from operations when available. At December 31, 2018, we had cash of $209.2 million and total debt outstanding of $1,480.8 million comprised of $583.4 million of short-term notes payable to banks, $270.4 million of 8.5% senior secured first lien notes, $626.3 million of 9.875% senior secured second lien notes, and $0.7 million of other long-term debt. The $156.1 million seasonal increase in notes payable to banks from March 31, 2018 to December 31, 2018 results from the timing of borrowings under the African and Brazilian credit lines. Aggregated peak borrowings by facility occurring at any time during the three months ended December 31, 2018 and 2017, were $686.0 million at a weighted average interest rate of 6.8% and $621.8 million at a weighted average interest rate of 5.9%, respectively. Aggregated peak borrowings by facility occurring at any time during the three months ended December 31, 2018 and 2017 were repaid with cash provided by operating activities. Available credit as of December 31, 2018 was $318.6 million comprised of $60.0 million under our ABL facility, $253.6 million of notes payable to banks, and $5.0 million of availability for letters of credit. Borrowing under the ABL facility is permitted only to the extent that, after consideration of the application of the proceeds of the borrowing, our unrestricted cash and cash equivalents would not exceed $180.0 million. At December 31, 2018, our unrestricted cash and cash equivalents was $209.2 million. In fiscal 2019, we expect to incur capital expenditures of approximately $75.0 million. Approximately $26.0 million is expected to be expended for routine replacement of equipment and investments intended to add value to our customers or increase efficiency in our tobacco business. The remainder is expected to be expended for expansion of our production capacity in Canada with anticipated funding by future Canadian structure-finance products.

No cash dividends were paid to shareholders during the three months ended December 31, 2018 and the payment of dividends is restricted under the terms of our ABL credit facility and the indentures governing the 8.5% senior secured first lien notes and the 9.875% senior secured second lien notes. We believe that our sources of liquidity will be sufficient to fund our anticipated needs for the next twelve months.
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LIQUIDITY AND CAPITAL RESOURCES (continued)

Debt Financing (continued)

All debt agreements contain certain cross-default or cross-acceleration provisions. The following table summarizes our debt financing as of December 31, 2018:

December 31,
2018

Outstanding Lines and 

March 31, December 31, Letters Interest 
(in
millions) 2018 2018 Available Rate 

Senior
secured
credit
facility: 

ABL
facility
(1) 
$ — $ — $ 60.0 — %

Senior
notes: 

8.5%
senior
secured
first
lien
notes
due
2021 

268.9 270.4 — 8.5 %

9.875%
senior
secured
second
lien
notes
due
2021

650.5 626.3 — 9.9 %

Other
long-term
debt 
0.9 0.7 — 5.7 % (2)

Notes
payable
to
banks
(3) 

427.3 583.4 253.6 6.5 % (2)

Total
debt $ 1,347.6 $ 1,480.8 $ 313.6 

Short-term $ 427.3 $ 613.9 

Long-term: 

Current
portion
of
long-term
debt 

$ 0.2 $ 0.2 
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Long-term
debt 920.1 897.2 

$ 920.3 $ 897.4 

Letters
of
credit 
$ 4.8 $ 4.4 5.0 

Total
credit
available 

$ 318.6 

(1)  As of December 31, 2018, the full amount of the ABL facility was available.
Borrowing is permitted under the ABL facility only to the extent that, after
consideration of the application of the proceeds of the borrowing, the Company’s
unrestricted cash and cash equivalents would not exceed $180.0 million. At
December 31, 2018, the Company’s unrestricted cash and cash equivalents was
$209.2 million. 

(2)  Weighted average rate for the trailing twelve months ended December 31, 2018. 

(3)  Primarily foreign seasonal lines of credit. 

Foreign Seasonal Lines of Credit

We have typically financed our non-U.S. tobacco operations with uncommitted unsecured short-term seasonal lines of credit at the local level. These operating lines are seasonal in nature, normally extending for a term of 180 to 270 days, corresponding to the tobacco crop cycle in that location. These facilities are typically uncommitted in that the lenders have the right to cease making loans and demand repayment of loans at any time. These loans are typically renewed at the outset of each tobacco season. As of December 31, 2018, we had $583.4 million drawn and outstanding on foreign seasonal lines with maximum capacity totaling $846.4 million subject to limitations as provided for in the agreement governing our ABL credit facility. Additionally, against these lines there was $9.4 million available in letter of credit capacity with $4.4 million issued but unfunded.

RECENT ACCOUNTING PRONOUNCEMENTS NOT YET ADOPTED:

See "Note 1. Basis of Presentation and Significant Accounting Policies" for more information.
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FACTORS THAT MAY AFFECT FUTURE RESULTS:

Readers are cautioned that the statements contained in this report regarding expectations of our performance or other matters that may affect our business, results of operations, or financial condition are “forward-looking statements” as defined in the Private Securities Litigation Reform Act of 1995. These statements, which are based on current expectations of future events, may be identified by the use of words such as “strategy,” “expects,” “continues,” “plans,” “anticipates,” “believes,” “will,” “estimates,” “intends,” “projects,” “goals,” “targets,” and other words of similar meaning. These statements also may be identified by the fact that they do not relate strictly to historical or current facts. If underlying assumptions prove inaccurate, or if known or unknown risks or uncertainties materialize, actual results could vary materially from those anticipated, estimated, or projected. Some of these risks and uncertainties include changes in the timing of anticipated shipments, changes in anticipated geographic product sourcing, political instability in sourcing locations, currency and interest rate fluctuations, shifts in the global supply and demand position for our tobacco products, and the impact of regulation and litigation on our customers. A further list and description of these risks, uncertainties, and other factors can be found in the “Risk Factors” section of our annual report on Form 10-K for the fiscal year ended March 31, 2018, in Part II, Item 1A of this report and in our other filings with the Securities and Exchange Commission. We do not undertake to update any forward-looking statements that we may make from time to time.

Item 3.    Quantitative and Qualitative Disclosures About Market Risk.

For a discussion of our exposure to market risk, refer to Part II, Item 1A “Risk Factors” for the three months ended December 31, 2018 and Part II, Item 7A “Quantitative and Qualitative Disclosures About Market Risk” contained in our Annual Report on Form 10-K for the year ended March 31, 2018.

Item 4.    Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) designed to provide reasonable assurance that the information required to be disclosed in the reports we file or submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in the Securities and Exchange Commission’s rules and forms and that this information is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow for timely decisions regarding required disclosure. Due to inherent limitations, our disclosure controls and procedures, however well designed and operated, can provide only reasonable assurance (not absolute) that the objectives of the disclosure controls and procedures are met.

In connection with the preparation of this quarterly report on Form 10-Q, our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of the design and operation of our disclosure controls and procedures (as required by Rule 13a-15(b) of the Exchange Act), as of December 31, 2018. Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded our disclosure controls and procedures (as defined in Rule 13a-15(e) of the Exchange Act) were effective to provide reasonable assurance as of December 31, 2018.

Changes in Internal Control Over Financial Reporting

As required by Rule 13a-15(d) under the Exchange Act, the Company’s management, including the Company’s Chief Executive Officer and Chief Financial Officer, have evaluated the Company’s internal control over financial reporting to determine whether any changes occurred during the quarter covered by this quarterly report that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

There were no changes that occurred during the three months ended December 31, 2018 that have materially affected, or are reasonably likely to materially affect, the Company's internal control over financial reporting.
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Part II. Other Information

Item 1.    Legal Proceedings

See "Note 10. Contingencies and Other Information" for the information required by Regulation S-K Item 103 of the Exchange Act. On November 9, 2018, the Securities and Exchange Commission ("SEC") announced that the Company had agreed to settle charges that it had violated the reporting, books and records, and internal accounting control provisions of the federal securities laws in connection with matters relating to its Kenyan subsidiary, Alliance One Tobacco (Kenya) Ltd., that led to the restatement of the Company’s financial statements for the years ended March 31, 2013, 2014 and 2015 and the three months ended June 30, 2015, which restatements were filed with the SEC on May 25, 2016. In connection with the settlement, the SEC issued an order finding that the Company violated reporting, books and records and internal accounting control provisions in connection with the matter and ordered the Company to cease and desist from committing or causing any future violations of these provisions of the federal securities laws. In its order, the SEC noted the remedial acts promptly undertaken by the Company and the cooperation afforded by the Company to the SEC’s staff in its investigation of the matter. No fines or penalties were assessed against the Company or its subsidiaries in connection with this matter.

In addition to the above-mentioned matters, certain of the Company’s subsidiaries are involved in other litigation or legal matters incidental to their business activities, including tax matters. While the outcome of these matters cannot be predicted with certainty, the Company is vigorously defending them and does not currently expect that any of them will have a material adverse effect on its business or financial position. However, should one or more of these matters be resolved in a manner adverse to its current expectation, the effect on the Company’s results of operations for a particular fiscal reporting period could be material.

Item 1A.    Risk Factors

The following sets forth a risk factor revised from the "Risk Factors" included in Part I, Item 3 of the Company's Annual Report on Form 10-K for the fiscal year ended March 31, 2018:

We face increased risks of doing business due to the extent of our international operations.

We do business in more than 35 countries, some of which do not have stable economies or governments. Our international operations are subject to international business risks, including unsettled political conditions, uncertainty in the enforcement of legal obligations, including the collection of accounts receivable, fraud risks, expropriation, import and export restrictions, exchange controls, inflationary economies, currency risks and risks related to the restrictions on repatriation of earnings or proceeds from liquidated assets of foreign subsidiaries. These risks are exacerbated in countries where we have advanced substantial sums or guaranteed local loans or lines of credit for the purchase of tobacco from suppliers. For example, in 2006 as a result of the political environment, economic instability, foreign currency controls and governmental regulations in Zimbabwe, we deconsolidated our Zimbabwe subsidiary, Mashonaland Tobacco Company LTD ("MTC"). Subsequently, we determined that the significant doubt about our ability to control MTC was eliminated and we have reconsolidated MTC as of March 31, 2016.

Our international operations are in areas where the demand is for the export of lower priced tobacco. We have significant investments in our purchasing, processing and exporting operations in Argentina, Brazil, Malawi, Tanzania and Turkey.

In recent years, economic problems in certain African countries have received wide publicity related to devaluation and appreciation of the local currency and inflation, including the classification of Malawi's economy as highly inflationary and the shortages of U.S. dollars in Zimbabwe for exchange for local currency equivalents. Devaluation and appreciation can affect our purchase costs of tobacco and our processing costs. In addition, we conduct business with suppliers and customers in countries that have relatively recently had or may be subject to dramatic political regime change. In the event of such dramatic changes in the government of such countries, we may be unable to continue to operate our business, or adequately enforce legal obligations, after the change in a manner consistent with prior practice.   
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Item 6.    Exhibits. 

31.01

Certification of
Chief Executive
Officer pursuant
to Section 302 of
the
Sarbanes-Oxley
Act of 2002 (filed
herewith) 

31.02

Certification of
Chief Financial
Officer pursuant
to Section 302 of
the
Sarbanes-Oxley
Act of 2002 (filed
herewith) 

32

Certification of
Chief Executive
Officer and Chief
Financial Officer
pursuant to
Section 906 of
the
Sarbanes-Oxley
Act of 2002 (filed
herewith) 

101.INS
XBRL Instance
Document (filed
herewith)

101.SCH 

XBRL Taxonomy
Extension
Schema (filed
herewith)

101.CAL

XBRL Taxonomy
Extension
Calculation
Linkbase (filed
herewith)

101.DEF

XBRL Taxonomy
Extension
Definition
Linkbase (filed
herewith)

101.LAB XBRL Taxonomy
Extension Label
Linkbase (filed
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herewith)

101.PRE

XBRL Taxonomy
Extension
Presentation
Linkbase (filed
herewith)
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SIGNATURE 

Pursuant to the
requirements of the
Securities Exchange Act of
1934, the registrant has
duly caused this report to
be signed on its behalf by
the undersigned thereunto
duly authorized. 

Pyxus
International,
Inc.

/s/ Philip C.
Garofolo

Date:
February
11,
2019

Philip C.
Garofolo 
Vice
President -
Controller
(Principal
Accounting
Officer)
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