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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements.

MODINE MANUFACTURING COMPANY

CONSOLIDATED STATEMENTS OF OPERATIONS

For the three and nine months ended December 31, 2017 and 2016
(In millions, except per share amounts)

(Unaudited)

Three months ended Nine months ended

December 31, December 31,

2017 2016 2017 2016
Net sales $512.7  $349.8 $1,536.5 $1,014.7
Cost of sales 427.3 290.8 1,276.5 845.4
Gross profit 85.4 59.0 260.0 169.3
Selling, general and administrative expenses 60.8 50.7 182.2 143.1
Restructuring expenses 94 1.6 11.5 6.0
Impairment charge 1.3 - 1.3 -
Gain on sale of facility - - - (1.2
Operating income 13.9 6.7 65.0 214
Interest expense 63 ) @5 ) (@195 ) (105
Other expense — net 3 ) 1.0 ) 23 ) (2.8
Earnings before income taxes 7.3 1.2 432 8.1
(Provision) benefit for income taxes 352 ) 0.7 374 ) (1.3
Net (loss) earnings 279 ) 19 5.8 6.8
Net earnings attributable to noncontrolling interest o4 H) (©2 ) 1.2 ) (0.6
Net (loss) earnings attributable to Modine $283 ) $1.7 $4.6 $6.2

Net (loss) earnings per share attributable to Modine shareholders:

Basic $(0.57 ) $0.04 $0.09 $0.13
Diluted $(0.57 ) $0.04 $0.09 $0.13
Weighted-average shares outstanding:

Basic 50.0 47.9 49.8 47.3
Diluted 50.0 48.5 50.6 47.7

The notes to condensed consolidated financial statements are an integral part of these statements.
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MODINE MANUFACTURING COMPANY

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the three and nine months ended December 31, 2017 and 2016

(In millions)

(Unaudited)
Three months ended Nine months ended
December 31, December 31,
2017 2016 2017 2016
Net (loss) earnings $279 ) $19 $5.8 $6.8
Other comprehensive income (loss):
Foreign currency translation 5.0 (14.8 ) 32.8 (17.7
Defined benefit plans, net of income taxes of $0.4, $0.4, $1.3 and $1.3
million 0.9 0.9 2.6 2.6
Cash flow hedges, net of income taxes of $0.2, $0, $0.2 and $0 million 0.4 - 04 -
Total other comprehensive income (loss) 6.3 (13.9 ) 358 (15.1
Comprehensive income (loss) 21.6 ) (12.0 ) 41.6 (8.3
Comprehensive (income) loss attributable to noncontrolling interest 08 ) 04 (1.6 ) (0.1
Comprehensive income (loss) attributable to Modine $(224 ) $(1.6 )$400 $(84

The notes to condensed consolidated financial statements are an integral part of these statements.
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MODINE MANUFACTURING COMPANY
CONSOLIDATED BALANCE SHEETS
December 31, 2017 and March 31, 2017

(In millions, except per share amounts)
(Unaudited)

ASSETS

Cash and cash equivalents
Trade accounts receivable — net
Inventories

Other current assets

Total current assets

Property, plant and equipment — net
Intangible assets — net
Goodwill

Deferred income taxes

Other noncurrent assets

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Short-term debt

Long-term debt — current portion

Accounts payable

Accrued compensation and employee benefits
Other current liabilities

Total current liabilities

Long-term debt

Deferred income taxes

Pensions

Other noncurrent liabilities

Total liabilities

Commitments and contingencies (see Note 15)
Shareholders' equity:

Preferred stock, $0.025 par value, authorized 16.0 million shares, issued - none
Common stock, $0.625 par value, authorized 80.0 million shares, issued 52.3

million and 51.8 million shares
Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Treasury stock, at cost, 1.8 million and 1.7 million shares

Total Modine shareholders' equity
Noncontrolling interest

Total equity

Total liabilities and equity

The notes to condensed consolidated financial statements are an integral part of these statements.
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December 31,

2017

$ 47.8
289.0
186.8
60.0
583.6
491.3
132.5
172.2
95.6
27.0

$ 1,502.2

$ 535
37.9
243.7
89.0
44.9
469.0
394.5
9.4
105.7
52.0
1,030.6

32.7
227.2
377.3
(146.4
(27.1
463.7
7.9
471.6

$ 1,502.2

March 31,
2017

$ 342
295.2
168.5
55.4
553.3
459.0
134.1
165.1
108.4
29.6

$ 1,4495

$ 734
31.8
230.3
74.8
45.1
4554
405.7
9.7
1194
38.1
1,028.3

324
2164
372.4
(181.8
254
414.0
7.2
421.2
$ 1,4495
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MODINE MANUFACTURING COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the nine months ended December 31, 2017 and 2016

(In millions)

(Unaudited)

Nine months ended December 31,

2017 2016
Cash flows from operating activities:
Net earnings $ 5.8 $ 6.8
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization 56.8 39.9
Stock-based compensation expense 7.6 6.1
Impairment charge 1.3 -
Gain on sale of facility - (1.2
Deferred income taxes 10.1 9.1
Other — net 6.6 1.5
Changes in operating assets and liabilities:
Trade accounts receivable 223 33.2
Inventories (10.5 ) -
Accounts payable 2.2 (211
Other assets and liabilities 34 (21.1
Net cash provided by operating activities 105.6 35.0
Cash flows from investing activities:
Expenditures for property, plant and equipment (55.0 ) (46.0
Acquisition of Luvata HTS — net of cash acquired - (363.9
Proceeds from dispositions of assets 0.1 4.3
Other — net (0.9 ) 0.4
Net cash used for investing activities (55.8 ) (405.2
Cash flows from financing activities:
Borrowings of debt 121.5 475.4
Repayments of debt (162.5 ) (113.2
Dividend paid to noncontrolling interest 0.9 ) -
Financing fees paid - 8.5
Other — net 2.7 0.3
Net cash (used for) provided by financing activities (39.2 ) 3534
Effect of exchange rate changes on cash 3.0 2.1
Net increase (decrease) in cash and cash equivalents 13.6 (18.9
Cash and cash equivalents — beginning of period 342 68.9
Cash and cash equivalents — end of period $ 478 $ 50.0

The notes to condensed consolidated financial statements are an integral part of these statements.

4
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MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

Note 1: General

The accompanying condensed consolidated financial statements were prepared in conformity with generally accepted
accounting principles (“GAAP”) in the United States applied on a basis consistent with those principles used in the
preparation of the annual consolidated financial statements of Modine Manufacturing Company (“Modine” or the
“Company”’) for the fiscal year ended March 31, 2017, except in regards to the new accounting guidance adopted, as
described below. The financial statements include all normal recurring adjustments that are, in the opinion of
management, necessary for a fair statement of results for the interim periods. Results for the first nine months of
fiscal 2018 are not necessarily indicative of the results to be expected for the full year. These financial statements
should be read in conjunction with the consolidated financial statements and related notes in Modine's Annual Report
on Form 10-K for the year ended March 31, 2017.

United States Tax Reform

In December 2017, U.S. tax reform legislation was enacted and included various changes to existing U.S. tax
regulations. As a result of these changes, the Company recorded income tax charges totaling $35.7 million during the
third quarter of fiscal 2018. See Note 8 for additional information regarding the recently-enacted tax reform
legislation.

Acquisition of Luvata HTS
On November 30, 2016, the Company completed the acquisition of 100 percent of the shares of multiple companies

held by Luvata Heat Transfer Solutions II AB, a company incorporated in Sweden. Combined, these acquired
companies represented the Luvata Heat Transfer Solutions (“Luvata HTS”) business. See Note 2 for additional
information.

New Accounting Guidance

Derivatives and Hedging

In August 2017, the Financial Accounting Standards Board (“FASB”) issued new guidance related to hedge accounting.
The main objectives of the new guidance include aligning hedge accounting with companies’ risk management
strategies and increasing disclosure transparency regarding both the scope and results of hedging programs. The
Company early adopted the new guidance in the third quarter of fiscal 2018. This new guidance did not have a
material impact on the Company’s consolidated financial statements.

Pension Costs

In March 2017, the FASB issued new guidance related to the income statement presentation of pension and
postretirement costs. This guidance requires companies to continue to present the service cost component of net
periodic benefit cost within the same financial statement line item as other employee compensation costs; however,
other components of net benefit cost are required to be presented outside of results from operations. The Company
adopted this guidance, on a retrospective basis, beginning in its first quarter of fiscal 2018. As a result, the Company
recorded $0.6 million and $2.2 million of net periodic benefit cost within other income and expense for the three and
nine months ended December 31, 2017, respectively, and reclassified the net periodic benefit cost, exclusive of service
cost, to other income and expense for the comparative periods in fiscal 2017. For the three and nine months ended
December 31, 2016, the Company reclassified net periodic benefit cost totaling $0.7 million ($0.3 million from cost of
sales and $0.4 million from selling, general and administrative (“SG&A”) expenses) and $2.2 million ($0.9 million from
cost of sales and $1.3 million from SG&A expenses), respectively, to other income and expense.
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MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

Share-based Compensation

In March 2016, the FASB issued new guidance to simplify several aspects of accounting for share-based payment
transactions. The Company adopted this guidance beginning in its first quarter of fiscal 2018. The Company elected
to account for forfeitures in the period in which they occur and recorded a cumulative-effect adjustment to equity. In
addition, the Company prospectively adopted the guidance requiring all excess tax benefits or deficiencies to be
recognized as income tax expense or benefit when share-based awards are settled. The provisions of this guidance did
not have a material impact on the Company's consolidated financial statements. As a result of adopting this new
guidance, the Company recorded a $0.4 million increase to both deferred tax assets and equity as of April 1, 2017.

Leases

In February 2016, the FASB issued new comprehensive lease accounting guidance that supersedes existing lease
accounting guidance. Upon adoption of this new guidance, the Company will be required to recognize most leases on
its balance sheet. This guidance is effective for the Company’s first quarter of fiscal 2020. The Company is currently
evaluating the impact this guidance will have on its consolidated financial statements.

Revenue Recognition

In May 2014, the FASB issued new guidance that outlines a comprehensive model for entities to use in accounting for
revenue arising from contracts with customers. The core principle of the new guidance is that companies are to
recognize revenue to depict the transfer of goods or services to customers in an amount that reflects the consideration
to which the entity expects to be entitled in exchange for those goods or services. The new guidance also includes a
cohesive set of disclosure requirements intended to provide users of financial statements with comprehensive
information about revenue arising from contracts with customers. This new guidance will be effective for the
Company’s first quarter of fiscal 2019, and the Company plans to adopt it using a modified-retrospective transition
method.

The Company is currently in the process of assessing customer contracts and evaluating contractual provisions that
may result in a change in the timing of revenue recognized in comparison with current guidance. Under current
guidance, the Company generally recognizes revenue when products are shipped and risk of loss has transferred to the
customer. The Company is evaluating whether provisions in certain customer contracts may provide an enforceable
right to payment for customized products, which may require revenue recognition prior to the product being shipped
to the customer. In addition, the Company is evaluating pricing provisions contained in certain of its customer
contracts to determine the appropriate timing of revenue recognition based upon the new guidance. The Company
continues to evaluate the impact this new guidance will have on its consolidated financial statements and its revenue
recognition policies.

Note 2: Acquisition of Luvata HTS

On November 30, 2016, the Company completed its acquisition of a 100 percent ownership interest in the Luvata
HTS business for consideration totaling $415.6 million ($388.2 million, net of cash acquired). Operating as Modine’s
Commercial and Industrial Solutions (“CIS”) segment, this business is a leading global supplier of coils, coolers and
coatings to the heating, ventilation, air conditioning, and refrigeration industry. For the nine months ended December
31, 2017, the Company included $451.6 million of net sales and operating income of $14.3 million within its
consolidated statement of operations attributable to CIS operations. For the nine months ended December 31, 2016,
the Company included $34.7 million of net sales and an operating loss of $0.3 million attributable to one month of
CIS operations.

11
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MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

The Company has completed the purchase price allocation for its acquisition of Luvata HTS. During the first and
second quarters of fiscal 2018, the Company recorded measurement-period adjustments which resulted in an increase
in goodwill totaling $1.3 million, primarily due to increases to income tax reserves and changes in liabilities for
product warranties.

The Company’s allocation of the purchase price for its acquisition of Luvata HTS is as follows:

Cash and cash equivalents $27.4
Trade accounts receivable 86.1
Inventories 55.0
Property, plant and equipment 120.4
Intangible assets 130.2
Goodwill 151.9
Other assets 39.1
Accounts payable (73.7)
Accrued compensation and employee benefits  (24.3)
Deferred income taxes (39.5)
Pensions (14.3)
Other liabilities 42.7)
Purchase price $415.6

The following unaudited supplemental pro forma information presents the Company’s consolidated results of
operations as though the acquisition of Luvata HTS had occurred at the beginning of fiscal 2016. This pro forma
financial information is presented for illustrative purposes only and is not considered to be indicative of the operating
results that would have been achieved had the acquisition been completed as of the date indicated.

Three months ended Nine months ended
December 31,2016 December 31, 2016

Net sales $ 4395 $ 1,393.3
Net earnings attributable to Modine 8.5 26.8
Net earnings per share attributable to Modine shareholders:

Basic $ 0.17 $ 054
Diluted 0.17 0.53

The supplemental pro forma financial information includes adjustments for: (i) quarterly amortization and
depreciation expense totaling $3.2 million for acquired tangible and intangible assets, (ii) estimated quarterly interest
expense of $3.5 million resulting from acquisition-related borrowings, and (iii) the estimated income tax impacts
related to the pro forma adjustments, considering the statutory tax rates within the applicable jurisdictions. In
addition, the pro forma financial information assumes that both $8.6 million of fiscal 2017 acquisition-related
transaction costs and a $2.9 million inventory purchase accounting adjustment recorded in the third quarter of fiscal
2017 were incurred during fiscal 2016. The pro forma financial information does not reflect achieved or expected cost
and revenue synergies.

7
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MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

Note 3: Fair Value Measurements

Fair value is defined as the price that would be received for an asset or paid to transfer a liability in the principal or
most advantageous market for the asset or liability in an orderly transaction between market participants. Fair value
measurements are classified under the following hierarchy:

-Level 1 — Quoted prices for identical instruments in active markets.

Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
-markets that are not active; and model-derived valuations in which all significant inputs are observable in active
markets.

-Level 3 — Model-derived valuations in which one or more significant inputs are not observable.

When available, the Company uses quoted market prices to determine fair value and classifies such measurements as
Level 1. In some cases, where market prices are not available, the Company uses observable market-based inputs to
calculate fair value, in which case the measurements are classified as Level 2. If quoted or observable market prices
are not available, the Company determines fair value based upon valuation models that use, where possible,
market-based data such as interest rates, yield curves or currency rates. These measurements are classified as Level 3.

The carrying values of cash and cash equivalents, short-term investments, trade accounts receivable, accounts payable,
and short-term debt approximate fair value due to the short-term nature of these instruments. The Company holds
trading securities in deferred compensation trusts to fund obligations under certain non-qualified deferred
compensation plans. The securities’ fair values, which are recorded as other noncurrent assets, are determined based
upon quoted prices from active markets and classified within Level 1 of the valuation hierarchy. The Company’s
deferred compensation obligations, which are recorded as other noncurrent liabilities, are recorded at the fair values of
the investments held by the trusts. The fair values of the Company’s trading securities and deferred compensation
obligations each totaled $5.7 million and $5.0 million at December 31, 2017 and March 31, 2017, respectively. The
fair value of the Company’s long-term debt is disclosed in Note 14.

Note 4: Pensions
Pension cost included the following components:

Three months ended Nine months ended

December 31, December 31,

2017 2016 2017 2016
Service cost $ 0.1 $ 0.1 $04 $04
Interest cost 2.5 2.5 74 7.3
Expected return on plan assets 29 ) 3.1 ) @9 ) 9.2 )
Amortization of unrecognized net loss 1.4 1.4 4.2 4.2
Curtailment gain (a) 03 ) - 0.3 ) -
Net periodic benefit cost $ 0.8 $ 09 $ 238 $ 2.7

During the third quarter of fiscal 2018, the Company recorded a curtailment gain as a result of the closure of a
(a)manufacturing facility in Austria (CIS segment). See Note 6 for additional information regarding the closure of
this facility.

14
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MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

During the nine months ended December 31, 2017 and 2016, the Company contributed $11.1 million and $6.3
million, respectively, to its U.S. pension plans.

Note 5: Stock-Based Compensation

The Company’s stock-based incentive programs consist of the following: (1) a long-term incentive compensation
program for officers and other executives that consists of stock awards, stock options, and performance-based stock
awards granted for retention and performance, (2) a discretionary equity program for other management and key
employees, and (3) stock awards for non-employee directors.

The Company calculates compensation expense based upon the fair value of the instruments at the time of grant and
subsequently recognizes expense ratably over the respective vesting periods of the stock-based awards. The Company
recognized stock-based compensation expense of $2.2 million and $2.6 million for the three months ended December
31,2017 and 2016, respectively. The Company recognized stock-based compensation expense of $7.6 million and
$6.1 million for the nine months ended December 31, 2017 and 2016, respectively. The performance component of
awards granted under the Company’s long-term incentive plan during the first quarter of fiscal 2018 is based upon both
a target three-year average return on average capital employed and a target three-year average revenue growth at the
end of the three-year performance period.

The fair value of stock-based compensation awards granted during the nine months ended December 31, 2017 and
2016 were as follows:

Nine months ended December 31,

2017 2016
Fair Value Fair Value
Shares Per Award Shares Per Award
Stock options 02 $ 7.30 03 $ 4.60
Restricted stock awards 02 $ 1590 03 $ 10.03
Performance stock awards 0.2 $ 15.90 03 $ 10.00
Unrestricted stock awards 0.1 $ 16.95 01 $ 938

The Company used the following assumptions in determining fair value for stock options:

Nine months ended December 31,

2017 2016
Expected life of awards in years 6.4 6.4
Risk-free interest rate 1.9 % 1.4 %
Expected volatility of the Company's stock 443 % 45.5 %
Expected dividend yield on the Company's stock 0.0 % 0.0 %

9
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MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

As of December 31, 2017, unrecognized compensation expense related to non-vested stock-based compensation
awards, which will be amortized over the remaining service periods, was as follows:

Unrecognized Weighted-Average
Compensation Remaining Service

Expense Period in Years
Stock options $ 26 2.7
Restricted stock awards 6.1 2.7
Performance stock awards 52 1.9
Total $ 13.9 2.4

Note 6: Restructuring Activities

During the third quarter of fiscal 2018, the Company ceased production at its Gailtal, Austria manufacturing facility,
primarily to reduce excess capacity and lower manufacturing costs in Europe. As a result of this facility closure, the
Company recorded $8.2 million of restructuring expenses, within the CIS segment, during the third quarter of fiscal
2018. These restructuring expenses primarily related to employee severance and related benefits. Also in the third
quarter of fiscal 2018, the Company recorded a $1.3 million asset impairment charge to reduce the carrying value of
the Austrian facility to its estimated fair value, less costs to sell.

The Company’s restructuring actions during the first nine months of fiscal 2018 also included plant consolidation
activities in the Americas segment and targeted headcount reductions in the Americas and Europe segments. In
addition, the Company transferred production of certain product lines to Hungary from other manufacturing facilities
within the Europe segment, primarily to expand its low-cost country footprint in Europe and to ensure continued
competitiveness in the region.

The Company’s restructuring actions during the first nine months of fiscal 2017 primarily consisted of plant
consolidation activities and targeted headcount reductions in the Americas segment.

Restructuring and repositioning expenses were as follows:

Three months ended Nine months ended

December 31, December 31,

2017 2016 2017 2016
Employee severance and related benefits $ 8.6 $ 0.1 $9.2 $22
Other restructuring and repositioning expenses 0.8 1.5 2.3 3.8
Total $ 94 $ 1.6 $ 115 $ 6.0

Other restructuring and repositioning expenses primarily consist of equipment transfer and plant consolidation costs.

10
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MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

The Company accrues severance in accordance with its written plans, procedures, and relevant statutory requirements.
Changes in accrued severance were as follows:

Three months ended December 31,

2017 2016
Beginning balance $ 3.0 $ 9.2
Additions 8.6 0.1
Payments 0.6 ) (1.3 )
Effect of exchange rate changes 0.2 0.5 )
Ending balance $ 112 $ 75

Nine months ended December 31,

2017 2016
Beginning balance $ 65 $ 147
Additions 9.2 22
Payments (5.1 ) (8.5 )
Effect of exchange rate changes 0.6 0.9 )
Ending balance $ 112 $ 75

During the second quarter of fiscal 2017, the Company sold a manufacturing facility in its Europe segment for cash
proceeds of $4.3 million and recognized a gain of $1.2 million as a result.

Note 7: Other Income and Expense
Other income and expense consisted of the following:

Three months ended Nine months ended

December 31, December 31,

2017 2016 2017 2016
Equity in earnings of non-consolidated affiliate $ 0.1 $ - $ - $ 0.1
Interest income 0.1 0.1 0.3 0.3
Foreign currency transactions (a) 0.1 04 ) (©4 ) (1.0 )
Net periodic benefit cost (b) 0.6 ) 0.7 ) @2 ) 2.2 )
Total other expense - net $03 ) $0d0 )»$23 ) $28 )

Foreign currency transactions primarily consist of foreign currency transaction gains and losses on the
re-measurement or settlement of foreign currency-denominated assets and liabilities, including intercompany loans
and transactions denominated in a foreign currency, along with gains and losses on foreign currency exchange
contracts.

(b)Represents net periodic benefit cost, exclusive of service cost, for the Company’s pension and postretirement plans.

(a)

11

18



Edgar Filing: MODINE MANUFACTURING CO - Form 10-Q

Table of Contents

MODINE MANUFACTURING COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In millions, except per share amounts)

(unaudited)

Note 8: Income Taxes

The Company’s effective tax rate for the three months ended December 31, 2017 and 2016 was 482.2 percent and
(58.3) percent, respectively. The Company’s effective tax rate for the nine months ended December 31, 2017 and 2016
was 86.6 percent and 16.0 percent, respectively. The effective tax rates for the fiscal 2018 periods are higher than in
the prior year, primarily due to third quarter charges totaling $35.7 million related to the recently-enacted tax reform
legislation in the U.S. Other factors that impacted the Company’s effective tax rate for the three and nine months
ended December 31, 2017, as compared with the prior-year periods, were income tax benefits resulting from a
development tax credit in Hungary, changes in the valuation allowances related to certain foreign jurisdictions, and
changes in the mix of foreign and domestic earnings. In addition, the effective tax rate for the nine months ended
December 31, 2017 benefitted from a $1.8 million reduction in unrecognized tax benefits during the second quarter of
fiscal 2018 that resulted from a lapse in statutes of limitations. The development tax credit in Hungary resulted in a
tax benefit of $2.2 million and $7.9 million in the three and nine months ended December 31, 2017, respectively.

On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred to as the Tax
Cuts and Jobs Act (the “Tax Act”). The Tax Act includes broad and complex changes to the U.S. tax code, including (i)
a reduction in the U.S. federal corporate tax rate from 35 percent to 21 percent effective January 1, 2018, and (ii) a
transition tax on certain unrepatriated earnings of foreign subsidiaries. For fiscal 2018, the Company will record its
income tax provision based on a blended U.S. statutory tax rate of 31.5 percent, which is based on a proration of the
applicable tax rates before and after the effective date of the Tax Act. The statutory tax rate of 21 percent will apply

for fiscal 2019 and beyond.

The Tax Act also puts in place new tax laws that may impact the Company’s taxable income beginning in fiscal 2019,
which include, but are not limited to (i) creating a base erosion anti-abuse tax (BEAT), which is a new minimum tax,
(i1) generally eliminating U.S. federal income taxes on dividends from foreign subsidiaries, (iii) adding a new
provision designed to tax global intangible low taxed income (GILTI), (iv) adding a provision that could limit the
amount of deductible interest expense, and (v) limiting the deductibility of certain executive compensation.

Shortly after the Tax Act was enacted, the SEC issued accounting guidance, which provides a one-year measurement
period during which a company may complete its accounting for the impacts of the Tax Act. To the extent a
company’s accounting for certain income tax effects of the Tax Act is incomplete, the company may determine a
reasonable estimate for those effects and record a provisional estimate in its financial statements. If a company cannot
determine a provisional estimate to be included in the financial statements, it should continue to apply the provisions
of the tax laws that were in effect immediately prior to the Tax Act being enacted.

During the third quarter of fiscal 2018, the Company recorded provisional discrete tax charges of $35.7 million related
to the Tax Act. The Company adjusted its U.S. deferred tax assets by $20.7 million due to the reduction in the U.S.
federal corporate tax rate. This net reduction in deferred tax assets also included the estimated impact on the
Company’s net state deferred tax assets. In addition, the Company recorded a $15.0 million charge for the transition
tax. The Company expects to pay this estimated $15.0 million tax liability over the next eight years, beginning with a
payment of approximately $1.0 million in fiscal 2019.

The Company is also analyzing other provisions of the Tax Act to determine if they will impact the Company’s

effect