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

FORM 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended September 30, 2015

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

For the transition period from to

Commission File Number: 001-33209

ALTRA INDUSTRIAL MOTION CORP.
(Exact name of registrant as specified in its charter)

Delaware 61-1478870
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
300 Granite Street, Suite 201, Braintree, MA 02184

(Address of principal executive offices) (Zip Code)

(781) 917-0600

(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 and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T 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,
or a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large Accelerated filer X Accelerated filer

Non-accelerated filer " (Do not check if a smaller reporting company.) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

As of October 23, 2015, 26,012,661 shares of Common Stock, $0.001 par value per share, were outstanding.
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements (unaudited)
ALTRA INDUSTRIAL MOTION CORP.
Condensed Consolidated Balance Sheets
Amounts in thousands, except share amounts

ASSETS

Current assets:

Cash and cash equivalents

Trade receivables, less allowance for doubtful accounts of $2,081 and $2,302 at
September 30, 2015 and December 31, 2014, respectively
Inventories

Deferred income taxes

Income tax receivable

Prepaid expenses and other current assets

Total current assets

Property, plant and equipment, net

Intangible assets, net

Goodwill

Deferred income taxes

Other non-current assets, net

Total assets

LIABILITIES, NON-CONTROLLING INTEREST AND STOCKHOLDERS’
EQUITY

Current liabilities:

Accounts payable

Accrued payroll

Accruals and other current liabilities

Deferred income taxes

Income tax payable

Current portion of long-term debt

Total current liabilities

Long-term debt - less current portion and net of unaccreted discount
Deferred income taxes

Pension liabilities

Long-term taxes payable

Other long-term liabilities

Redeemable non-controlling interest

Commitments and contingencies (See Note 15)

Stockholders’ equity:

Common stock ($0.001 par value, 90,000,000 shares authorized, 25,881,867 and
26,353,755 issued and outstanding at September 30, 2015 and December 31,
2014, respectively)

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Total stockholders’ equity

September 30,
2015
(Unaudited)

$49,649
104,400

126,036
9,162
3,634
11,089
303,970
152,760
99,480
98,314
902
2,641
$658,067

$46,565
21,691
37,849
122
2,148
12,713
121,088
227,189
51,893
8,474
650

701

26

127,074
179,322
(58,350
248,072

December 31,
2014

$47,503
106,458

132,736
9,240
6,247
8,617
310,801
156,366
110,730
102,087
987
3,592
$684,563

$44,298
23,254
33,591
120
3,189
15,176
119,628
240,576
53,226
9,993
629

869

883

26

139,087
161,061
(41,415
258,759

)
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Total liabilities, redeemable non-controlling interest and stockholders’ equity $658,067 $684,563
The accompanying notes are an integral part of these unaudited condensed consolidated interim financial statements.
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ALTRA INDUSTRIAL MOTION CORP.
Condensed Consolidated Statements of Operations
Amounts in thousands, except per share data

Quarter Ended
September  September
30, 2015 30, 2014
(Unaudited) (Unaudited)
Net sales $183,053 $202,520
Cost of sales 127,253 140,187
Gross profit 55,800 62,333
Operating expenses:
Selling, general and administrative expenses 34,279 39,067
Research and development expenses 4,210 3,818
Restructuring costs 651 1,643
39,140 44,528
Income from operations 16,660 17,805
Other non-operating income and expense:
Interest expense, net 2,924 3,000
Other non-operating expense (income), net 685 (313
3,609 2,687
Income before income taxes 13,051 15,118
Provision for income taxes 2,830 8,170
Net income 10,221 6,948
Net loss (income) attributable to non-controlling interest — 2
Net income attributable to Altra Industrial Motion Corp.  $10,221 $6,946
Weighted average shares, basic 26,145 26,648
Weighted average shares, diluted 26,145 27,334
Net income per share:
(Bjii;c‘ net income attributable to Altra Industrial Motion $0.39 $0.26
Diluted net income attributable to Altra Industrial Motion $0.39 $0.25
Corp.
Cash dividend declared $0.15 $0.12

Year to Date Ended
September September
30, 2015 30,2014
(Unaudited)  (Unaudited)
$573,024 $627,856
398,765 437,257
174,259 190,599
105,733 117,828
13,506 11,719
4,994 1,643
124,233 131,190
50,026 59,409
8,858 8,991
606 446
9,464 9,437
40,562 49,972
11,326 18,843
29,236 31,129
63 (21
$29,299 $31,108
26,140 26,785
26,184 27,557
$1.12 $1.16
$1.12 $1.13
$0.42 $0.34

The accompanying notes are an integral part of these unaudited condensed consolidated interim financial statements.
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ALTRA INDUSTRIAL MOTION CORP.

Condensed Consolidated Statement of Comprehensive Income

Amounts in thousands
Quarter Ended Year to Date Ended
September  September September September
30, 2015 30,2014 30, 2015 30,2014
(Unaudited) (Unaudited) (Unaudited) (Unaudited)

Net Income $10,221 $6,948 $29,236 $31,129
Other Comprehensive income (loss):

Foreign currency translation adjustment 4,474 ) (12,341 ) (16,242 ) (11,437 )
Change in fair value of interest rate swap, net of tax (64 ) 229 (283 ) 109

Other comprehensive income (4,538 ) (12,112 ) (16,525 ) (11,328 )
Comprehensive income (loss) 5,683 (5,164 ) 12,711 19,801
Comprehensive loss attributable to noncontrolling interest — (105 ) (192 ) (12 )
gggljprehensive income attributable to Altra Industrial Motion $5.683 $(5.059 ) $12.903 $19.813

The accompanying notes are an integral part of these unaudited condensed consolidated interim financial statements.
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ALTRA INDUSTRIAL MOTION CORP.
Condensed Consolidated Statements of Cash Flows
Amounts in thousands

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash flows:
Depreciation

Amortization of intangible assets

Amortization of deferred financing costs

(Gain) / Loss on foreign currency, net
Amortization of inventory fair value adjustment
Accretion of debt discount, net

Loss on disposal / impairment of fixed assets
Provision for deferred taxes

Stock based compensation

Changes in assets and liabilities:

Trade receivables

Inventories

Accounts payable and accrued liabilities

Other current assets and liabilities

Other operating assets and liabilities

Net cash from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment
Proceeds from sale of land

Acquisition of Guardian, net of $2.0 million cash received
Net cash from (used in) investing activities
Cash flows from financing activities

Payments on term loan facility

Payments on revolving credit facility

Dividend payments

Proceeds from equipment loan

Borrowing under revolving credit facility
Payments of Equipment loans

Proceeds from mortgages

Shares surrendered for tax withholding
Payments on mortgages

Purchase of non-controlling interest in Lamiflex

Purchases of common stock under share repurchase program

Net cash from (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Year to Date Period Ended

September 30,
2015
(Unaudited)

$29,236

16,232
6,437
689
(128
2,740
856

3,231

(1,552
2,367
7,106
(2,609
(1,060
63,545

(19,181
1,201

(17,980

(16,027
(9,000
(7,130
1,100
6,000
(3,639
7,085
(1,182
(352
(878
(14,285
(38,308
(5,111
2,146
47,503

~— N O N N N

September 30,
2014
(Unaudited)

$31,129

17,238
6,884
699
461
2,264
2,527
195
1,350
2,633

(11,452
5,276
(6,682
9,704
(188
62,038

(16,464
274

(15,092
(31,282

(21,478
(9,190
(8,644
2,245
5,000
(1,028
(1,447
(435
(12,816
(47,793
(3,573
(20,610
63,604

~—

R N
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Cash and cash equivalents at end of period $49,649 $42,994
Cash paid during the period for:

Interest $5,995 $6,504
Income taxes $10,833 $23.333

The accompanying notes are an integral part of these unaudited condensed consolidated interim financial statements.
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ALTRA INDUSTRIAL MOTION CORP.

Consolidated Statement of Stockholders’ Equity

Amounts in thousands
(Unaudited)

Common
Stock Shares

Balance at January 1,
2014

Stock-based
compensation and
vesting of restricted
stock

Net income attributable
to Altra Industrial — —
Motion Corp.

Net income attributable

to non-controlling — —
interest

Dividends declared — —
Change in fair value of

interest rate swap

Cumulative foreign

currency translation — —
adjustment

Repurchases of common
stock - 382,626 shares
Balance at September
30,2014

$27 26,820

78

(383 )

$27 26,515

Balance at January 1,
2015

Stock-based
compensation and
vesting of restricted
stock

Net income attributable
to Altra Industrial — —
Motion Corp.

Net loss attributable to

non-controlling interest

Purchase of minority

Interest

Dividends declared — —
Change in fair value of

interest rate swap

Cumulative foreign — —
currency translation

$26 26,354

76

Additional
Paid

in Capital
$154,471

1,186

(12,816

$142,841

$139,087

2,049

Retained
Earnings

$133,231

31,108

9,141 )

) -

$155,198

$161,061

29,299

(11,038 )

Accumulated
Other
Comprehensive
Income (Loss)

$(18,396

109

(11,437

$(29,724

$(41,415

(410

(283
(16,242

Total

) $269,333

1,186

31,108

(9,141
109

) (11,437

(12,816

) $268,342

) $258,759

2,049

29,299

) (187
(11,038

) (283

) (16,242

Redeemable
Non-Controlling
Interest

$ 991

21
) —
) (33 )
) —

$ 979

$ 883

(63 )
) (691 )
) —
) —
) (129 )
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adjustment

Repurchases of common

stoEk-547 780 shares (548 ) (14285 ) — o (14,285 ) —
Balance at September ¢, 25882 $127,074 $179322 $(58350 ) $248072 § —

30, 2015
The accompanying notes are an integral part of these unaudited condensed consolidated interim financial statements.
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ALTRA INDUSTRIAL MOTION CORP.
Notes to Unaudited Condensed Consolidated Interim Financial Statements
Amounts in thousands, unless otherwise noted

1. Organization and Nature of Operations

Description of Business

Headquartered in Braintree, Massachusetts, Altra Industrial Motion Corp. (the “Company”) is a leading multi-national
designer, producer and marketer of a wide range of electro-mechanical power transmission products. The Company
brings together strong brands covering over 42 product lines with production facilities in twelve countries. Altra’s
leading brands include Ameridrives Couplings, Bauer Gear Motor, Bibby Turboflex, Boston Gear, Delroyd Worm
Gear, Formsprag Clutch, Guardian Couplings, Huco, Industrial Clutch, Inertia Dynamics, Kilian Manufacturing,
Lamiflex Couplings, Marland Clutch, Matrix, Nuttall Gear, Stieber Clutch, Svendborg Brakes, TB Wood’s, Twiflex,
Warner Electric, Warner Linear, and Wichita Clutch.

2. Basis of Presentation

The Company’s unaudited condensed consolidated financial statements have been prepared in accordance with the
instructions to Form 10-Q and do not include all of the information and note disclosures required by accounting
principles generally accepted in the United States of America. These statements should be read in conjunction with the
financial statements and notes thereto included in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2014. In the opinion of management, the accompanying unaudited condensed consolidated financial
statements include all adjustments, consisting of normal recurring adjustments, necessary to present fairly the
Company’s financial position for the interim periods presented, and cash flows for the interim periods presented. The
results are not necessarily indicative of future results. The Company considers events or transactions that occur after
the balance sheet date but before the financial statements are issued to provide additional evidence relative to certain
estimates or to identify matters that require additional disclosure.

3. Fair Value of Financial Instruments

The carrying values of financial instruments, including accounts receivable, cash equivalents, accounts payable, and
other accrued liabilities approximate fair value. Debt under the Company’s Credit Agreement including a Term Loan
Facility and a Revolving Credit Facility approximate the fair values due to the variable rate nature at current market
rates.

The carrying amount of the 2.75% Convertible Notes (the “Convertible Notes™) was $85 million at both September 30,
2015 and December 31, 2014. The estimated fair value of the Convertible Notes at September 30, 2015 and

December 31, 2014 was $88.4 million and $99.0 million, respectively, based on inputs other than quoted prices that
are observable for the Convertible Notes (level 2).

Included in cash and cash equivalents at September 30, 2015 and December 31, 2014 are money market fund
investments of $0.3 million, which are reported at fair value based on quoted market prices for such investments (level
1).

The estimated fair value of the Company’s interest rate swap agreement with certain financial institutions (“Interest
Rate Swap”) as of September 30, 2015 and December 31, 2014 was $(0.1) million and $0.1 million, respectively, based
on inputs other than quoted prices that are observable for the Interest Rate Swap (level 2). Inputs include present value
of fixed and projected floating rate cash flows over the term of the swap contract.

8
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4. Changes in Accumulated Other Comprehensive Income (Loss) by Component

The following is a reconciliation of changes in accumulated other comprehensive income (loss) by component for the

periods presented:

Accumulated Other Comprehensive Income (Loss)
by Component, January 1, 2015

Cumulative losses transferred from Lamiflex

Net current-period Other Comprehensive Loss
Accumulated Other Comprehensive Loss by
Component, September 30, 2015

Accumulated Other Comprehensive Income (Loss)
by Component, January 1, 2014

Net current-period Other Comprehensive Income
(Loss)

Accumulated Other Comprehensive Income (Loss)
by Component, Balance at September 30, 2014

5. Net Income per Share

Gains and
Losses on
Cash Flow
Hedges

$143

(283
$(140
Gains and
Losses on
Cash Flow
Hedges
$135

109

$244

Defined
Benefit
Pension
Plans

$(4,818

$(4,818

Defined
Benefit
Pension
Plans

$(3,133

$(3,133

Cumulative
Foreign
Currency
Translation
Adjustment

$(36,740

(410
(16,242

$(53,392

Cumulative
Foreign
Currency
Translation
Adjustment

$(15,398
(11,437

$(26,835

~— O

Total

$(41,415

(410
(16,525

$(58,350

Total

$(18,396
(11,328

$(29,724

~— N~

Basic earnings per share is based on the weighted average number of shares of common stock outstanding, and diluted
earnings per share is based on the weighted average number of shares of common stock outstanding and all potentially
dilutive common stock equivalents outstanding. Common stock equivalents are included in the per share calculations

when the effect of their inclusion is dilutive.
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ALTRA INDUSTRIAL MOTION CORP.
Notes to Unaudited Condensed Consolidated Interim Financial Statements

Amounts in thousands, unless otherwise noted

The following is a reconciliation of basic to diluted net income per share:

Quarter Ended
September 30, September 30,
2015 2014
Net income attributable to Altra Industrial Motion $10,221 $6.946
Corp.
Shares used in net income per common share - basic 26,145 26,648
Dilutive effect of the equity premium on
Convertible Notes at the average price of common — 626
stock
Incremental shares of unvested restricted common L 60
stock
Shares used in net income per common share - 26.145 27.334
diluted
Earnings per share:
Basi.c net income attributable to Altra Industrial $0.39 $0.26
Motion Corp.
Dilu.ted net income attributable to Altra Industrial $0.39 $0.25
Motion Corp.

Year to Date Ended
September 30, September 30,
2015 2014

$29,299 $31,108
26,140 26,785

38 687

6 85

26,184 27,557

$1.12 $1.16

$1.12 $1.13

During the quarter ended September 30, 2015, the Company's common stock price did not exceed the current
conversion price of the Company's Convertible Notes, resulting in no additional shares being included in net income
per common share in the diluted earnings per share calculation above. During the year to date periods ended
September 30, 2015 and 2014 and quarter ended September 30, 2014, the average price of the Company’s common
stock exceeded the current conversion price of the Company’s Convertible Notes resulting in additional shares being
included in net income per common share in the diluted earnings per share calculation above.

10
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ALTRA INDUSTRIAL MOTION CORP.
Notes to Unaudited Condensed Consolidated Interim Financial Statements
Amounts in thousands, unless otherwise noted

6. Acquisitions

Guardian Couplings

On July 1, 2014, the Company acquired all of the issued and outstanding shares of Guardian Ind., Inc. ("Guardian
Couplings") for cash consideration of $17.1 million. This transaction is referred to as the Guardian Acquisition.
Guardian Couplings is a manufacturer and supplier of flywheel, motion control and general industrial couplings. The
Guardian Acquisition provides the Company with increased product coverage in several core markets, including
energy, farm and agriculture, and specialty machinery and is expected to provide synergies with the Company's
existing product offerings.

The sellers agreed to provide the Company with a limited set of representations and warranties, including those with
respect to outstanding and potential liabilities. Claims for a breach of a representation or warranty are secured by a
limited escrow. There is no guarantee that the Company would actually be able to recover all or any portion of the
sums payable in connection with such breach.

The purchase price of $17.1 million, excluding acquisition costs of $0.2 million, is in excess of the fair value of net
assets acquired by approximately $2.2 million. Current assets acquired, excluding approximately $2.0 million in cash,
totaled approximately $4.0 million, non-current assets totaled approximately $9.2 million and current liabilities totaled
approximately $0.3 million.

The excess of the purchase price over the fair value of the net assets acquired was recorded as goodwill. This goodwill
is deductible for income tax purposes over a period of 15 years. The Company expects to develop synergies, such as
lower cost country sourcing and global procurement.

The non-current assets acquired included the following intangible assets:

Customer relationships, subject to amortization $7.,450
Trade names and trademarks, not subject to amortization 650
Total intangible assets $8,100

Customer relationships will be amortized on a straight-line basis over their estimated useful lives of 14 years, which
represents the anticipated period over which the Company estimates it will benefit from the acquired assets.

Pro forma Results of Operations

The closing date of the Guardian Acquisition was July 1, 2014. The Company's unaudited condensed consolidated
financial statements reflect the results of the operations of the acquired entities for the periods commencing after the
acquisition dates.

The following table sets forth the unaudited pro forma results of operations of the Company for the year to date period
ended September 30, 2014 as if the Company had acquired Guardian Couplings on January 1, 2014. The pro forma
information contains the actual operating results of the Company, including Guardian Couplings, adjusted to include
the pro forma impact of (i) additional expense as a result of the estimated amortization of identifiable intangible
assets; and (ii) additional interest expense for borrowings under the Credit Agreement associated with the Guardian
Acquisition. These pro forma amounts do not purport to be indicative of the results that would have actually been
obtained if the acquisition occurred at the beginning of the period or that may be obtained in the future.

11
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ALTRA INDUSTRIAL MOTION CORP.
Notes to Unaudited Condensed Consolidated Interim Financial Statements
Amounts in thousands, unless otherwise noted

Total revenues

Net income attributable to Altra Industrial Motion Corp.
Earnings per share:

Basic net income attributable to Altra Industrial Motion Corp.
Dilutive net income attributable to Altra Industrial Motion Corp.
7. Inventories

Year to Date Ended
September 30, 2014
$633,762

$31,852

$1.19
$1.16

Inventories are generally stated at the lower of cost or market, using the first-in, first-out (“FIFO”’) method. Market is
defined as net realizable value. Inventories located at certain subsidiaries are stated at the lower of cost or market,
principally using the last-in, first-out (“LIFO”’) method. Inventories at September 30, 2015 and December 31, 2014

consisted of the following:

Raw materials
Work in process
Finished goods

12

September 30, December 31,

2015 2014
$35,196 $36,814
14,170 13,641
76,670 82,281

$126,036 $132,736

15



Edgar Filing: Altra Industrial Motion Corp. - Form 10-Q

Table of Contents
ALTRA INDUSTRIAL MOTION CORP.

Notes to Unaudited Condensed Consolidated Interim Financial Statements
Amounts in thousands, unless otherwise noted

8. Goodwill and Intangible Assets
Changes in goodwill from January 1, through September 30, 2015 were as follows:

Couplings, Electromagnetic

Clutches & Clutches & Brakes Gearing Total

Brakes
Sg;);s goodwill balance as of January 1, $70,004 $36,943 $26,950 $133,897
Accumulated Impairment January 1, 2015 (28,065 ) (3,745 )— (31,810 )
Net goodwill balance January 1, 2015 41,939 33,198 26,950 102,087
irtrlllia;ct of changes in foreign currency and (2,583 ) (342 ) (848 ) (3,773 )
Net goodwill balance September 30, 2015 $39,356 $32,856 $26,102 $98.,314
Other intangible assets as of September 30, 2015 and December 31, 2014 consisted of the following:

September 30, 2015 December 31, 2014
Cost AccumulaFed Net Cost Accun}ula.ted Net
Amortization Amortization

Other intangible assets
Intangible assets not subject to
amortization:
Tradenames and trademarks  $40,095 $— $40,095 $41,257 $— $41,257
Intangible assets subject to
amortization:
Customer relationships 113,742 55,058 58,684 118,523 49,849 68,674
Product technology and 6,053 5,352 701 6,830 6,031 799
patents
Total intangible assets $159,890 $60,410 $99480 $166,610 $55,880 $110,730

The Company recorded $2.1 million and $2.3 million of amortization expense in the quarters ended September 30,
2015 and 2014, respectively, and recorded $6.4 million and $6.9 million of amortization in the year to date periods
ended September 30, 2015 and 2014, respectively.

The estimated amortization expense for intangible assets is approximately $2.1 million for the remainder of 2015, $8.4
million in each of the next four years and then $23.7 million thereafter.
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ALTRA INDUSTRIAL MOTION CORP.
Notes to Unaudited Condensed Consolidated Interim Financial Statements
Amounts in thousands, unless otherwise noted

9. Warranty Costs
The contractual warranty period of the Company's products generally ranges from three months to two years with
certain warranties extending for longer periods. Estimated expenses related to product warranties are accrued at the
time products are sold to customers and are recorded in accruals and other current liabilities on the condensed
consolidated balance sheet. Estimates are established using historical information as to the nature, frequency and
average costs of warranty claims. Changes in the carrying amount of accrued product warranty costs for each of the
year to date periods ended September 30, 2015 and September 30, 2014 are as follows:

September 30, September 30,

2015 2014
Balance at beginning of period $7,792 $8,739
Accrued current period warranty expense 3,641 1,314
Payments and adjustments (1,760 ) (1,900 )
Balance at end of period $9,673 $8,153

The accrued current period warranty expense for the period ended September 30, 2015 included $2.1 million related to
a quality issue related to defective components. The cost estimates recognized are subject to change based upon final

resolution with the customers and the ultimate costs incurred to replace the defective components.

10. Debt

Outstanding debt obligations at September 30, 2015 and December 31, 2014 were as follows:

September 30, December 31,

2015 2014
Debt:
Revolving Credit Facility $37,000 $40,000
Convertible Notes 85,000 85,000
Term Loan Facility 114,156 133,697
Mortgages 10,335 3,905
Equipment Loan 2,893 5,430
Capital leases 534 476
Total debt 249918 268,508
Less: debt discount, net of accretion (10,016 (12,756 )
Total debt, net of unaccreted discount $239,902 $255,752
Less current portion of long-term debt 12,713 15,176
Total long-term debt, net of unaccreted discount $227,189 $240,576

Credit Agreement

In December 2013, the Company entered into an Amended and Restated Credit Agreement (the “Credit Agreement”).
The Credit Agreement amends and restates the Company’s former credit agreement, dated November 20, 2012 (the
“Former Credit Agreement”). Pursuant to the Former Credit Agreement, the former lenders made available to the
Company an initial term loan facility of $100,000,000 and an initial revolving credit facility of
$200,000,000. Pursuant to the Credit Agreement, the lenders made an additional term loan of €50,000,000 (the
“Additional Term Loan”) to Altra Industrial Motion Netherlands B.V. The Credit Agreement kept in effect the balance
(approximately $94,375,000) of the existing term loan facility (the “Initial Term Loan”) made to the domestic borrowers
under the Former Credit Agreement (collectively, the two term loans are referred to as the “Term Loan Facility”), as
well as the revolving credit facility of $200,000,000 made under the Former Credit Agreement (the “Revolving Credit
Facility”’). The Credit Agreement continues, even after the making of the Additional Term Loan, to provide for a
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possible expansion of the credit facilities by an additional $150,000,000, which can be allocated as additional term
loans and/or additional revolving credit loans. The amounts available under the Term Loan Facility were used,
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and amounts available under the Revolving Credit Facility can be used, for general corporate purposes, including
acquisitions, and to repay existing indebtedness. The stated maturity of these credit facilities is December 6, 2018, and
there are scheduled quarterly principal payments due on the outstanding amount of the Term Loan Facility. With
respect to the Initial Term Loan, the scheduled quarterly principal payments due on the outstanding amount have been
reset to amortize in accordance with the new December 6, 2018 maturity date. The previous maturity of the Revolving
Credit Facility and the Initial Term Loan was November 20, 2017.

The amounts available under the Revolving Credit Facility may be drawn upon in accordance with the terms of the
Credit Agreement. All amounts outstanding under the credit facilities are due on the stated maturity or such earlier
time, if any, required under the Credit Agreement. The amounts owed under either of the credit facilities may be
prepaid at any time, subject to usual notification and breakage payment provisions. Interest on the amounts
outstanding under the credit facilities is calculated using either an ABR Rate or Eurodollar Rate, plus the applicable
margin. The applicable margins for Eurodollar Loans are between 1.375% to 1.875%, and for ABR Loans are between
0.375% and 0.875%. The amounts of the margins are calculated based on either a consolidated total net leverage ratio
(as defined in the Credit Agreement), or the then applicable credit rating(s) of the Company’s debt if and then to the
extent as provided in the Credit Agreement. A portion of the Revolving Credit Facility may also be used for the
issuance of letters of credit, and a portion of the amount of the Revolving Credit Facility is available for borrowings in
certain agreed upon foreign currencies.

On August 13, 2015, the Company entered into a First Amendment to the Credit Agreement which revised the
definition of a “Change in Control” set forth in the Credit Agreement.

As of September 30, 2015 and December 31, 2014, the Company had $37.0 million and $40.0 million outstanding on
our Revolving Credit Facility, respectively. As of September 30, 2015 and December 31, 2014, the Company had $8.0
million and $11.0 million in letters of credit outstanding, respectively. The Company had $155.0 million and $149.0
million available under the Revolving Credit Facility at September 30, 2015 and December 31, 2014, respectively.
The Credit Agreement contains various affirmative and negative covenants and restrictions, which among other
things, will require the Company and certain of its subsidiaries to provide certain financial reports to the Lenders,
require the Company to maintain certain financial covenants relating to consolidated leverage and interest coverage,
limit maximum annual capital expenditures, and limit the ability of the Company and its subsidiaries to incur or
guarantee additional indebtedness, pay dividends or make other equity distributions, purchase or redeem capital stock
or debt stock or debt, make certain investments, sell assets, engage in certain transactions, and effect a consolidation
or merger. The Credit Agreement also contains customary events of default.

On October 22, 2015, the Company entered into a Second Amended and Restated Credit Agreement. For more
information on the Company’s Second Amended and Restated Credit Agreement see Note 16.

Pledge and Security Agreement; Trademark Security Agreement; Patent Security Agreement.

Pursuant to an Omnibus Reaffirmation and Ratification of Collateral Documents entered into on December 6, 2013 in
connection with the Credit Agreement by and among the Company, the Loan Parties and the Administrative Agent
(the “Ratification Agreement”), the Loan Parties (exclusive of the foreign subsidiary Borrower) have reaffirmed their
obligations to the Lenders under the Pledge and Security Agreement. The Credit Agreement provides that the
obligation to grant the security interest can cease upon the obtaining of certain corporate family credit ratings for the
Company, but the obligation to grant a security interest is subject to subsequent reinstatement if the ratings are not
maintained as provided in the Credit Agreement.

Pursuant to the Ratification Agreement, the Loan Parties (other than the foregoing subsidiary Borrower) have also
reaffirmed their obligations under each of the Patent Security Agreement and a Trademark Security Agreement.
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The Loan Parties and the Administrative Agent entered into a Pledge and Security Agreement (the “Pledge and
Security Agreement”), pursuant to which each Loan Party pledges, assigns and grants to the Administrative Agent, on
behalf of and for the ratable benefit of the Lenders, a security interest in all of its right, title and interest in, to and
under all personal property, whether now owned by or owing to, or after acquired by or arising in favor of such Loan
Party (including under any trade name or derivations), and whether owned or consigned by or to, or leased from or to,
such Loan Party, and regardless of where located, except for specific excluded personal property identified in the
Pledge and Security Agreement (collectively, the

15

20



Edgar Filing: Altra Industrial Motion Corp. - Form 10-Q

Table of Contents

ALTRA INDUSTRIAL MOTION CORP.
Notes to Unaudited Condensed Consolidated Interim Financial Statements
Amounts in thousands, unless otherwise noted

“Collateral’). Notwithstanding the foregoing, the Collateral does not include, among other items, more than 65% of the
capital stock of the first tier foreign subsidiaries of the Company. The Pledge and Security Agreement contains other
customary representations, warranties and covenants of the parties. The Credit Agreement provides that the obligation
to grant the security interest can cease upon the obtaining of certain corporate family ratings for the Company, but the
obligation to grant a security interest is subject to subsequent reinstatement if the ratings are not maintained as
provided in the Credit Agreement.

In connection with the Pledge and Security Agreement, certain of the Loan Parties delivered a Patent Security
Agreement and a Trademark Security Agreement in favor of the Administrative Agent pursuant to which each of the
Loan Parties signatory thereto pledges, assigns and grants to the Administrative Agent, on behalf of and for the ratable
benefit of the Lenders, a security interest in all of its right, title and interest in, to and under all registered patents,
patent applications, registered trademarks and trademark applications owned by such Loan Parties.

Convertible Senior Notes

In March 2011, the Company issued the Convertible Notes due March 1, 2031. The Convertible Notes are guaranteed
by the Company’s U.S. domestic subsidiaries. Interest on the Convertible Notes is payable semi-annually in arrears, on
March 1 and September 1 of each year, commencing on September 1, 2011 at an annual rate of 2.75%. Proceeds from
the offering were $81.3 million, net of fees and expenses that were capitalized. The proceeds from the offering were
used to fund the Bauer Acquisition, as well as bolster the Company’s cash position.

The Convertible Notes will mature on March 1, 2031, unless earlier redeemed, repurchased by the Company or
converted, and are convertible into cash or shares, or a combination thereof, at the Company’s election. The
Convertible Notes are convertible into shares of the Company’s common stock based on an initial conversion rate,
subject to adjustment, of 36.0985 shares per $1,000 principal amount of notes (which represents an initial conversion
price of approximately $27.70 per share of our common stock), in certain circumstances. The conversion price at
September 30, 2015 is $26.29 per share. Prior to March 1, 2030, the Convertible Notes are convertible only in the
following circumstances: (1) during any fiscal quarter commencing after June 30, 2011 if the last reported sale price
of the Company’s common stock is greater than or equal to 130% of the applicable conversion price for at least 20
trading days in the period of 30 consecutive trading days ending on the last trading day of the preceding fiscal quarter;
(2) during the 5 business day period after any 10 consecutive trading day period (the “measurement period”) in which
the trading price per $1,000 principal amount of notes for each trading day in the measurement period was less than
97% of the product of the last reported sale price of the Company’s common stock and the conversion rate on such
trading day; (3) if the Convertible Notes have been called for redemption; or (4) upon the occurrence of specified
corporate transactions. On or after March 1, 2030, and ending at the close of business on the second business day
immediately preceding the maturity date, holders may convert their Convertible Notes at any time, regardless of the
foregoing circumstances. Upon conversion, the Company will pay or deliver, as the case may be, cash, shares of
common stock, or a combination thereof, at the Company’s election. The Company intends to settle the principal
amount in cash and any additional amounts in shares of stock.

If a fundamental change occurs, the Convertible Notes are redeemable at a price equal to 100% of the principal
amount of the notes to be repurchased, plus accrued and unpaid interest (including contingent interest and additional
interest, if any) to, but excluding, the repurchase date. The Convertible Notes are also redeemable on each of March 1,
2018, March 1, 2021, and March 1, 2026 for cash at a price equal to 100% of the principal amount of the notes to be
repurchased, plus accrued and unpaid interest (including contingent interest and additional interest, if any) to, but
excluding, the option repurchase date.

As of March 1, 2015, the Company may call all or part of the Convertible Notes at a redemption price equal to 100%
of the principal amount of the Convertible Notes to be redeemed, plus accrued and unpaid interest to, but excluding,
the redemption date, plus a “make-whole premium” payment in cash, shares of the Company’s common stock, or
combination thereof, at the Company’s option, equal to the sum of the present values of the remaining scheduled

21



Edgar Filing: Altra Industrial Motion Corp. - Form 10-Q

payments of interest on the Convertible Notes to be redeemed through March 1, 2018 to, but excluding, the
redemption date, if the last reported sale price of the Company’s common stock for 20 or more trading days in a period
of 30 consecutive trading days ending on the trading day prior to the date the Company provides notice of redemption
exceeds 130% of the conversion price in effect on each such trading day. On or after March 1, 2018, the Company
may redeem for cash all or a portion of the notes at a redemption price of 100% of the principle amount of the
Convertible Notes to be redeemed, plus accrued and unpaid interest (including contingent and additional interest, if
any) to, but not including, the redemption date.
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The Company separately accounted for the debt and equity components of the Convertible Notes to reflect the issuer’s
non-convertible debt borrowing rate, which interest costs are to be recognized in subsequent periods. The note payable
principal balance at the date of issuance of $85.0 million was bifurcated into a debt component of $60.5 million and
an equity component of $24.5 million. The difference between the note payable principal balance and the value of the
debt component is being accreted to interest expense over the term of the notes. The debt component was recognized
at the present value of associated cash flows discounted using a 8.25% discount rate, the borrowing rate at the date of
issuance for a similar debt instrument without a conversion feature. The Company paid approximately $3.7 million of
issuance costs associated with the Convertible Notes. The Company recorded $1.0 million of debt issuance costs as an
offset to additional paid-in capital. The balance of $2.7 million of debt issuance costs is classified as other non-current
assets and will be amortized over the term of the notes using the effective interest method.

Because the last reported sale price of the Company's common stock did not exceed 130% of the current conversion
price, which was $26.29, for at least 20 of the last 30 consecutive trading days in the fiscal quarter ended

September 30, 2015, the Convertible Notes are not convertible at the election of the holders of the Convertible Notes
at any time during the fiscal quarter ending December 31, 2015. The future convertibility will be monitored at each
quarterly reporting date and will be analyzed dependent upon market prices of the Company's common stock during
the prescribed measurement periods.

The carrying amount of the principal amount of the liability component, the unamortized discount, and the net
carrying amount are as follows as of September 30, 2015:

Principal amount of debt $85,000
Unamortized discount 10,016
Carrying value of debt $74,984
Interest expense associated with the Convertible Notes consists of the following:
Quarter Ended
September 30, September 30,
2015 2014
Contractual coupon rate of interest $586 $584
Accretion of Convertible Notes discount and amortization of deferred financing costs 840 681
Interest expense for the convertible notes $1,426 $1,265
Year to Date Ended
September 30, September 30,
2015 2014
Contractual coupon rate of interest $1,753 $1,753
Accretion of Convertible Notes discount and amortization of deferred financing costs 2,740 2,527
Interest expense for the convertible notes $4,493 $4,280

The effective interest yield of the Convertible Notes due in 2031 is 8.5% at September 30, 2015 and the cash coupon
interest rate is 2.75%.

Equipment and Working Capital Notes

The Company entered into a loan with a bank to equip its facility in Changzhou, China during 2013. The loan is
secured by certain letters of credit issued by the Company’s U.S. bank in favor of the lending bank in China. As of
September 30, 2015, the total available to borrow was 38.7 million RMB ($6.3 million). The loan is due in
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installments from 2014 through 2016, with interest varying between 5.4% and 7.87%. The Company has a 18.4
million RMB ($2.9 million) line of credit
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outstanding at September 30, 2015. The note is callable by the bank at its discretion and as such, has been included in
the current portion of long-term debt in the balance sheet at September 30, 2015.
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Mortgages

Heidelberg Germany

A foreign subsidiary of the Company entered into a new mortgage with a bank for €1.5 million or $1.7 million secured
by its facility in Heidelberg, Germany to replace its previously existing mortgage during the quarter ended September
30, 2015. The new mortgage has an interest rate of 1.79% which is payable in monthly installments through August
2023. The mortgage has a remaining principal balance of €1.5 million or $1.7 million at September 30, 2015.

As of December 31, 2014, the previously existing mortgage had a remaining principal balance of €0.2 million or $0.3
million, respectively.

Esslingen Germany

A foreign subsidiary of the Company entered into a mortgage with a bank for €6.0 million or $6.7 million for the
construction of its new facility in Esslingen, Germany during August 2014 with an interest rate of 2.5% per year
which is payable in annual interest payments of €0.1 million or $0.1 million to be paid in monthly installments. The
mortgage has a remaining principal balance of €6.0 million or $6.7 million at September 30, 2015. The principal
portion of the mortgage will be due in a lump-sum payment in May 2019.

Angers France

A foreign subsidiary of the Company entered into a mortgage with a bank for €2.0 million or $2.3 million for the
construction of its new facility in Angers, France during the quarter ended September 30, 2015 with an interest rate of
1.85% per year which is payable in monthly installments from June 2016 until May 2025. The mortgage has a balance
of €1.7 million or $1.9 million at September 30, 2015.

Capital Leases

The Company leases certain equipment under capital lease arrangements, whose obligations are included in both
short-term and long-term debt. Capital lease obligations amounted to approximately $0.5 million at both September
30, 2015 and December 31, 2014. Assets subject to capital leases are included in property, plant and equipment with
the related amortization recorded as depreciation expense.

Overdraft Agreements

Certain of our foreign subsidiaries maintain overdraft agreements with financial institutions. There were no
borrowings as of September 30, 2015 or December 31, 2014 under any of the overdraft agreements.

11. Stockholders’ Equity

Stock-Based Compensation

The Company's 2004 Equity Incentive Plan (the “2004 Plan”) permitted the grant of various forms of stock based
compensation to our officers and senior level employees. The 2004 Plan expired in 2014 and, upon expiration, there
were 750,576 shares subject to outstanding awards under the 2004 Plan. The 2014 Omnibus Incentive Plan (the “2014
Plan”) was approved by the Company's shareholders at its 2014 annual meeting. The 2014 Plan provides for various
forms of stock based compensation to our directors, executive personnel and other key employees and consultants.
Under the 2014 Plan, the total number of shares of common stock available for delivery pursuant to the grant of
awards (“Awards”’) was originally 750,000 . Shares of our common stock subject to Awards awarded under the 2004
Plan and outstanding as of the effective date of the 2014 Plan (except for substitute awards) that terminate without
being exercised, expire, are forfeited or canceled, are exchanged for Awards that did not involve shares of common
stock, are not issued on the stock settlement of a stock appreciation right, are withheld by the Company or tendered by
a participant (either actually or by attestation) to pay an option exercise price or to pay the withholding tax on any
Award, or are settled in cash in lieu of shares will again be available for Awards under the 2014 Plan.

The restricted stock awards issued pursuant to the