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

FORM 10-Q

(Mark One)

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

For the quarterly period ended March 31, 2018

OR

o 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: 001-11593

The Scotts Miracle-Gro Company
(Exact name of registrant as specified in its charter)

OHIO 31-1414921
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

14111 SCOTTSLAWN ROAD,
MARYSVILLE, OHIO
(Address of principal executive offices) (Zip Code)
(937) 644-0011

(Registrant’s telephone number, including area code)

43041

(Former name, former address and former fiscal year, if changed since last report)

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 y No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes y No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

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.

Large accelerated filer y Accelerated filer o
Non-accelerated filer o (Do not check if a smaller reporting company)  Smaller reporting company o

Emerging growth company o
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes o Noy
Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date:

Class Outstanding at May 4, 2018

Common Shares, $0.01 stated value, no par value 55,365,798 Common Shares
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PART I—FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

THE SCOTTS MIRACLE-GRO COMPANY
Condensed Consolidated Statements of Operations
(In millions, except per common share data)

(Unaudited)

THREE MONTHS SIX MONTHS

ENDED ENDED

MARCH 3APRIL 1, MARCH 3APRIL 1,

2018 2017 2018 2017
Net sales $1,013.3 $1,084.6 $1,2349 $1,292.0
Cost of sales 604.1 620.3 791.7 790.9
Gross profit 409.2 464.3 443.2 501.1
Operating expenses:
Selling, general and administrative 166.0 178.8 274.2 282.9
Impairment, restructuring and other 10.2 1.0 10.0 0.8
Other (income) expense, net 0.7 (0.8 ) (1.4 ) (6.1 )
Income from operations 232.3 285.3 160.4 223.5
Equity in (income) loss of unconsolidated affiliates (1.5 ) 24.1 (2.1 ) 37.3
Interest expense 22.6 21.5 40.4 36.8
Other non-operating expense, net 9.2 — 6.7 —
Income from continuing operations before income taxes 202.0 239.7 1154 149.4
Income tax expense (benefit) from continuing operations 49.3 85.6 (17.3 ) 534
Income from continuing operations 152.7 154.1 132.7 96.0
Income (loss) from discontinued operations, net of tax (3.7 ) 11.1 4.9 ) 4.3
Net income $149.0 $165.2 $127.8  $100.3
Net income attributable to noncontrolling interest (0.1 ) (0.1 ) (0.1 ) (0.5 )
Net income attributable to controlling interest $1489  $165.1  $127.7  $99.8
Basic income (loss) per common share:
Income from continuing operations $2.70 $2.58 $2.33 $1.59
Income (loss) from discontinued operations (0.06 ) 0.18 (0.09 ) 0.08
Basic income (loss) per common share $2.64 $2.76 $2.24 $1.67
Weighted-average common shares outstanding during the period 56.5 59.8 57.0 60.0
Diluted income (loss) per common share:
Income from continuing operations $2.66 $2.54 $2.29 $1.57
Income (loss) from discontinued operations (0.07 ) 0.19 0.09 ) 0.07
Diluted income (loss) per common share $2.59 $2.73 $2.20 $1.64

Weighted-average common shares outstanding during the period plus

o . 574 60.6 58.0 60.9
dilutive potential common shares

Dividends declared per common share $0.530  $0.500 $1.060  $1.000
See Notes to Condensed Consolidated Financial Statements.
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THE SCOTTS MIRACLE-GRO COMPANY

Condensed Consolidated Statements of Comprehensive Income (Loss)
(In millions)

(Unaudited)
THREE SIX MONTHS
MONTHS ENDED
ENDED
MARCHAPRIL 1, MARCHAPRIL 1,
2018 2017 2018 2017
Net income $149.0 $1652 $127.8 $100.3
Other comprehensive income (loss):
Net foreign currency translation adjustment 15.8 1.8 15.7 2.2 )
Net unrealized gain (loss) on derivative instruments, net of tax of $0.8, $0.0,
. 2.0 — 2.8 3.0
$1.1 and $1.9, respectively
Reclassification of net unrealized (gain) loss on derivatives to net income, net a1 )11 12 )15
of tax of $(0.4), $0.7, $(0.5) and $0.9, respectively ‘ ‘ ‘ ’
Reclassification of net pension and other post-retirement benefits loss to net 03 0.5 0.6 0.9
income, net of tax of $0.1, $0.3, $0.2 and $0.6, respectively ’ ’ ) )
Total other comprehensive income 17.0 34 17.9 3.2
Comprehensive income $166.0 $168.6 $1457 $103.5

See Notes to Condensed Consolidated Financial Statements.




Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents

THE SCOTTS MIRACLE-GRO COMPANY
Condensed Consolidated Statements of Cash Flows
(In millions) (Unaudited)

OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to net cash used in operating activities:
Share-based compensation expense

Depreciation

Amortization

Deferred taxes

(Gain) loss on long-lived assets

Loss on sale / contribution of business

Recognition of accumulated foreign currency translation loss
Equity in (income) loss and distributions from unconsolidated affiliates
Changes in assets and liabilities, net of acquired businesses:
Accounts receivable

Inventories

Prepaid and other assets

Accounts payable

Other current liabilities

Restructuring

Other non-current items

Other, net

Net cash used in operating activities

INVESTING ACTIVITIES

Proceeds from sale of long-lived assets

Post-closing working capital payment related to sale of International Business
Investments in property, plant and equipment

Investments in loans receivable

Net investments in unconsolidated affiliates

Investments in acquired businesses, net of cash acquired

Net cash used in investing activities

FINANCING ACTIVITIES

Borrowings under revolving and bank lines of credit and term loans
Repayments under revolving and bank lines of credit and term loans
Proceeds from issuance of 5.250% Senior Notes

Financing and issuance fees

Dividends paid

Distribution paid by AeroGrow to noncontrolling interest

Purchase of Common Shares

Payments on seller notes

Excess tax benefits from share-based payment arrangements

Cash received from the exercise of stock options

SIX MONTHS
ENDED

MARCHAPRIL 1,

2018 2017

$127.8 $100.3

15.7 15.1
25.5 27.6
14.1 12.3
459 ) —
0.2 )08
35 0.3
11.7 —
2.1 ) 395
(643.0 ) (749.9
(184.1) (207.9
9.1 ) (29.0
1139 167.1
97.3 148.1
52 (14.6
(129 ) 1.8
0.2 )o0.1
(482.8 ) (489.0
0.2 4.8
(353 ) —
(33.1 ) (32.8
a7 ) —

— 0.2
(144.2) (77.9
(220.1 ) (106.1
1,172.6 944.6
(2434 ) (395.0
— 250.0
— 3.9
(60.3 ) (59.9
— 8.1
(256.8 ) (99.2
3.0 ) @132
— 4.0
3.8 1.7

— O N N
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Net cash provided by financing activities 6129 621.0
Effect of exchange rate changes on cash 2.5 1.7
Net increase (decrease) in cash and cash equivalents (87.5 ) 242
Cash and cash equivalents at beginning of period excluding cash classified within assets held for 1205 286
sale ' '
Cash and cash equivalents at beginning of period classified within assets held for sale — 21.5
Cash and cash equivalents at beginning of period 120.5 50.1
Cash and cash equivalents at end of period $33.0 $743

See Notes to Condensed Consolidated Financial Statements.
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THE SCOTTS MIRACLE-GRO COMPANY

Condensed Consolidated Balance Sheets
(In millions, except stated value per share)

(Unaudited)

MARCH 31, APRIL 1, SEPTEMBER 30,

2018 2017 2017
ASSETS
Current assets:
Cash and cash equivalents $33.0 $55.4 $ 120.5
Accounts receivable, less allowances of $6.9, $6.9 and $3.1, respectively ~ 598.0 978.3 197.7
Accounts receivable pledged 3333 — 88.9
Inventories 596.9 596.5 407.5
Assets held for sale — 331.5 —
Prepaid and other current assets 78.1 85.7 67.1
Total current assets 1,639.3 2,047.4  881.7
Investment in unconsolidated affiliates 33.2 59.9 31.1
Property, plant and equipment, net of accumulated depreciation of $614.2,
$570.9 and $591.1, respectively 463.6 437.1 467.7
Goodwill 466.8 400.6 441.6
Intangible assets, net 777.6 726.8 748.9
Other assets 195.0 120.2 176.0
Total assets $3,575.5  $3,792.0 $ 2,747.0
LIABILITIES AND EQUITY
Current liabilities:
Current portion of debt $335.8 $32.1 $ 143.1
Accounts payable 253.5 270.8 153.1
Liabilities held for sale — 154.7 —
Other current liabilities 316.8 318.1 248.3
Total current liabilities 906.1 775.7 544.5
Long-term debt 1,937.7 2,0429  1,258.0
Distributions in excess of investment in unconsolidated affiliate 21.9 — 21.9
Other liabilities 213.9 282.0 260.9
Total liabilities 3,079.6 3,100.6  2,085.3
Commitments and contingencies (Note 12)
Equity:
Common shares and capital in excess of $.01 stated value per share; 55.6,
59.6 and 58.1 shares issued and outstanding, respectively 409.0 399.8 407.6
Retained earnings 1,044.5 921.0 978.2
Treasury shares, at cost; 12.5, 8.5 and 10.0 shares, respectively 9114 ) (528.2 ) (667.8 )
Accumulated other comprehensive loss (51.3 ) (113.7 ) (69.2 )
Total equity—controlling interest 490.8 678.9 648.8
Noncontrolling interest 5.1 12.5 12.9
Total equity 495.9 691.4 661.7

Total liabilities and equity $3,575.5 $3,792.0 $ 2,747.0
See Notes to Condensed Consolidated Financial Statements.

6



Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q




Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

The Scotts Miracle-Gro Company (“Scotts Miracle-Gro” or “Parent”) and its subsidiaries (collectively, together with
Scotts Miracle-Gro, the “Company”’) are engaged in the manufacturing, marketing and sale of branded products for lawn
and garden care and indoor and hydroponic gardening. The Company’s primary customers include home centers, mass
merchandisers, warehouse clubs, large hardware chains, independent hardware stores, nurseries, garden centers, food
and drug stores, indoor gardening and hydroponic product distributors and retailers. The Company’s products are sold
primarily in North America, Europe and Asia.

Prior to August 31, 2017, the Company operated consumer lawn and garden businesses located in Australia, Austria,
Belgium, Luxembourg, Czech Republic, France, Germany, Poland and the United Kingdom (the “International
Business”). On April 29, 2017, the Company received a binding and irrevocable conditional offer (the “Offer””) from
Exponent Private Equity LLP (“Exponent”) to purchase the International Business. On July 5, 2017, the Company
accepted the Offer and entered into the Share and Business Sale Agreement (the “Agreement”) contemplated by the
Offer. Pursuant to the Agreement, Scotts-Sierra Investments LLC, an indirect wholly-owned subsidiary of the
Company (“Sierra”) and certain of its direct and indirect subsidiaries, entered into separate stock or asset sale
transactions with respect to the the International Business. As a result, effective in its fourth quarter of fiscal 2017, the
Company classified its results of operations for all periods presented to reflect the International Business as a
discontinued operation and classified the assets and liabilities of the International Business as held for sale. See “NOTE
2. DISCONTINUED OPERATIONS” for further discussion. Refer to “NOTE 15. SEGMENT INFORMATION" for
discussion of the Company’s new reportable segments effective in the fourth quarter of fiscal 2017.

Due to the nature of the consumer lawn and garden business, the majority of the Company’s sales to customers occur
in the Company’s second and third fiscal quarters. On a combined basis, net sales for the second and third quarters of
the last three fiscal years represented in excess of 75% of the Company’s annual net sales.

Organization and Basis of Presentation

The Company’s unaudited condensed consolidated financial statements for the three and six months ended March 31,
2018 and April 1, 2017 are presented in accordance with accounting principles generally accepted in the United States
of America (“GAAP”). The condensed consolidated financial statements include the accounts of Scotts Miracle-Gro and
its subsidiaries. All intercompany transactions and accounts have been eliminated in consolidation. The Company’s
consolidation criteria are based on majority ownership (as evidenced by a majority voting interest in the entity) and an
objective evaluation and determination of effective management control. AeroGrow International, Inc. (“AeroGrow”), in
which the Company has a controlling interest, is consolidated, with the equity owned by other shareholders shown as
noncontrolling interest in the Condensed Consolidated Balance Sheets, and the other shareholders’ portion of net
earnings and other comprehensive income shown as net income (loss) or comprehensive (income) loss attributable to
noncontrolling interest in the Condensed Consolidated Statements of Operations and Condensed Consolidated
Statements of Comprehensive Income (Loss), respectively. In the opinion of management, interim results reflect all
normal and recurring adjustments and are not necessarily indicative of results for a full year.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with
GAAP have been omitted or condensed pursuant to the rules and regulations of the Securities and Exchange
Commission (“SEC”). Accordingly, this report should be read in conjunction with Scotts Miracle-Gro’s Annual Report
on Form 10-K for the fiscal year ended September 30, 2017 (the “2017 Annual Report”), which includes a complete set
of footnote disclosures, including the Company’s significant accounting policies.

The Company’s Condensed Consolidated Balance Sheet at September 30, 2017 has been derived from the Company’s
audited Consolidated Balance Sheet at that date, but does not include all of the information and footnotes required by
GAAP for complete financial statements.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the condensed consolidated financial statements and accompanying
notes and related disclosures. Although these estimates are based on management’s best knowledge of current events

10
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Loans Receivable

Loans receivable are carried at outstanding principal amount, and are recognized in the “Other assets” line in the
Condensed Consolidated Balance Sheets. Loans receivable are impaired when, based on current information and
events, it is probable that the Company will be unable to collect all amounts due according to the contractual terms of
the loan agreement. If it is determined that an impairment has occurred, an impairment loss is recognized for the
amount by which the carrying value of the asset exceeds the present value of expected future cash flows and recorded
in operating expenses in the Condensed Consolidated Statements of Operations.

Interest income is recorded on an accrual basis. For the three and six months ended March 31, 2018, the Company has
classified interest income on loans receivable of $2.5 million and $5.0 million, respectively, in the “Other
non-operating expense, net” line in the Condensed Consolidated Statements of Operations. For the three and six
months ended April 1, 2017, interest income on loans receivable of $2.1 million and $4.8 million, respectively, is
classified in the “Other (income) expense, net” line in the Condensed Consolidated Statements of Operations.
Long-Lived Assets

The Company had non-cash investing activities of $3.3 million and $2.3 million during the six months ended

March 31, 2018 and April 1, 2017, respectively, representing unpaid liabilities incurred during each period to acquire
property, plant and equipment.

Statements of Cash Flows

Supplemental cash flow information was as follows:

SIX MONTHS

ENDED

MARCHARRIL 1,

2018 2017

(In millions)
Interest paid $(35.7) $(26.5 )
Income taxes paid (145 ) (3.2 )
Property and equipment acquired under capital leases — 0.6 )

During the six months ended March 31, 2018, the Company paid contingent consideration of $3.0 million related to
the fiscal 2016 acquisition of Gavita Holdings B.V., and its subsidiaries (collectively, “Gavita”). During the six months
ended April 1, 2017, the Company paid contingent consideration of $6.7 million and $6.5 million, respectively,

related to the fiscal 2014 acquisition of Fafard & Brothers Ltd. (“Fafard”) and the fiscal 2016 acquisition of a Canadian
growing media operation.

The Company uses the “cumulative earnings” approach for determining cash flow presentation of distributions from
unconsolidated affiliates. Distributions received are included in the Condensed Consolidated Statements of Cash
Flows as operating activities, unless the cumulative distributions exceed the portion of the cumulative equity in the net
earnings of the unconsolidated affiliate, in which case the excess distributions are deemed to be returns of the
investment and are classified as investing activities in the Condensed Consolidated Statements of Cash Flows.
RECENTLY ADOPTED ACCOUNTING PRONOUNCEMENTS

Income Taxes

On December 22, 2017, H.R.1 (the “Act,” formerly known as the “Tax Cuts and Jobs Act”) was signed into law and
provides for significant changes to the U.S. Internal Revenue Code of 1986, as amended (the “Code”). Among other
items, the Act implements a territorial tax system, imposes a one-time transition tax on deemed repatriated earnings of
foreign subsidiaries, and permanently reduces the federal corporate tax rate to 21% effective January 1, 2018.
Additionally, the SEC released Staff Accounting Bulletin No. 118 (“SAB 118”) which provides guidance on accounting
for the Act’s impact under Accounting Standards Codification (“ASC”) Topic 740, Income Taxes (“ASC 740”). The
guidance in SAB 118 addresses certain fact patterns where the accounting for changes in tax laws or tax rates under
ASC 740 is incomplete upon issuance of an entity's financial statements for the reporting period in which the Act is
enacted. Under the staff guidance in SAB 118, in the financial reporting period in which the Act is enacted, the

income tax effects of the Act (i.e., only for those tax effects in which the accounting under ASC 740 is incomplete)
would be reported as a provisional amount based on a reasonable estimate (to the extent a reasonable estimate can be
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determined), which would be subject to adjustment during a “measurement period” until the accounting under ASC 740
is complete. The measurement period is limited to no more than one year beyond the enactment date under the staff's
guidance. SAB 118 also describes supplemental disclosures that should accompany the provisional amounts,
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including the reasons for the incomplete accounting, the additional information or analysis that is needed, and other
information relevant to why the registrant was not able to complete the accounting required under ASC 740 in a
timely manner.

For discussion of the impacts of the Act that are material to the Company and required disclosures related to the Act
pursuant to the guidance provided under SAB 118, refer to “NOTE 11. INCOME TAXES.”

Share-Based Compensation

In March 2016, the Financial Accounting Standards Board (“FASB”) issued an accounting standard update that
simplifies several aspects of the accounting for employee share-based payment transactions, including the accounting
for income taxes, forfeitures, and statutory tax withholding requirements, as well as classification in the statement of
cash flows. The Company adopted this guidance effective October 1, 2017. The impact resulting from the adoption of
this amended guidance is summarized below.

The amended accounting guidance requires all excess tax benefits and tax deficiencies to be recognized as income tax
benefit or expense on a prospective basis in the period of adoption. The adoption of this provision of the amended
accounting guidance resulted in the recognition of excess tax benefits of $1.5 million and $1.9 million in the “Income
tax expense (benefit) from continuing operations” line in the Condensed Consolidated Statement of Operations for the
three and six months ended March 31, 2018, respectively. As the Company adopted the guidance on a prospective
basis, prior year activity has not been adjusted to conform with the current presentation and excess tax benefits of $3.2
million and $4.0 million have been recognized in the “Capital in excess of stated value” line within “Total
equity—controlling interest” in the Condensed Consolidated Balance Sheets for the three and six months ended April 1,
2017, respectively.

The amended accounting guidance requires excess tax benefits to be classified as an operating activity in the statement
of cash flows. Previously, excess tax benefits were presented as a cash inflow from financing activities and cash
outflow from operating activities. The Company has elected to present these changes on a prospective basis and
therefore the six months ended April 1, 2017 has not been adjusted to conform with the current presentation.

The amended accounting guidance requires cash paid to a tax authority when shares are withheld to satisfy statutory
income tax withholding obligations to be classified as a financing activity in the statement of cash flows. The
Company’s retrospective adoption of this provision of the amended accounting guidance resulted in the classification
of payments of $2.9 million and $8.8 million as cash outflows from financing activities for the six months ended
March 31, 2018 and April 1, 2017, respectively.

The Company has elected to continue to estimate the number of awards expected to vest, as permitted by the amended
accounting guidance, rather than electing to account for forfeitures as they occur.

Derivatives and Hedging

In August 2017, the FASB issued an accounting standard update that modifies hedge accounting by making more
hedge strategies eligible for hedge accounting, amending presentation and disclosure requirements, and changing how
companies assess effectiveness. The intent is to simplify application of hedge accounting and increase transparency of
information about an entity’s risk management activities. The Company early adopted this guidance effective October
1, 2017. The adoption of this guidance did not have a significant impact on the Company’s consolidated financial
position, results of operations or cash flows.

Inventory

In July 2015, the FASB issued an accounting standard update that requires inventory to be measured “at the lower of
cost and net realizable value,” thereby simplifying the current guidance that requires inventory to be measured at the
lower of cost or market (market in this context is defined as one of three different measures, one of which is net
realizable value). The Company adopted this guidance on a prospective basis effective October 1, 2017. The adoption
of this guidance did not have a significant impact on the Company’s consolidated financial position, results of
operations or cash flows.

Income Taxes

In November 2015, the FASB issued an accounting standard update to simplify the presentation of deferred income
taxes by requiring that deferred income tax liabilities and assets be classified as noncurrent in a classified statement of
financial position. The Company adopted this guidance on a retrospective basis during the fourth quarter of fiscal
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2017. As a result, deferred tax assets totaling $43.1 million have been presented net within other liabilities in the
Condensed Consolidated Balance Sheet as of April 1, 2017. This amount was previously reported within prepaid and
other current assets.
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RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

Revenue Recognition from Contracts with Customers

In May 2014, the FASB issued amended accounting guidance that replaces most existing revenue recognition
guidance under GAAP. This guidance requires companies to recognize revenue in a manner that depicts the transfer of
promised goods or services to customers in amounts that reflect the consideration to which a company expects to be
entitled in exchange for those goods or services. The standard involves a five-step process that includes identifying the
contract with the customer, identifying the performance obligations in the contract, determining the transaction price,
allocating the transaction price to the performance obligations in the contract and recognizing revenue when the entity
satisfies the performance obligations. The new standard also will result in enhanced disclosures about the nature,
amount, timing and uncertainty of revenue and cash flows arising from contracts with customers. Subsequently,
additional guidance was issued on several areas including guidance intended to improve the operability and
understandability of the implementation of principal versus agent considerations and clarifications on the
identification of performance obligations and implementation of guidance related to licensing.

The Company has made progress on its evaluation of the amended guidance, including identification of revenue
streams and customer contract reviews. The Company is applying the five-step model to those contracts and revenue
streams to evaluate the quantitative and qualitative impacts the new standard will have on its business and reported
revenues. The provisions are effective for the Company in the first quarter of fiscal 2019 and the Company expects to
adopt under the modified retrospective approach, which recognizes the cumulative effect of adoption as an adjustment
to retained earnings at the date of initial application. The Company’s revenue is primarily product sales, which are
recognized at a point in time when title transfers to customers and the Company has no further obligation to provide
services related to such products. Although the Company is continuing to assess the impact of the amended guidance,
it generally anticipates that its timing of recognition of revenue will be substantially unchanged under the amended
guidance.

Leases

In February 2016, the FASB issued an accounting standard update which significantly changes the accounting for
leases. This guidance requires lessees to recognize a lease liability for the obligation to make lease payments and a
right-of-use asset for the right to use the underlying asset for the lease term. The provisions are effective for the
Company’s financial statements no later than the fiscal year beginning October 1, 2019 and require a modified
retrospective transition approach for leases that exist as of or are entered into after the beginning of the earliest
comparative period presented in the financial statements. The Company is currently evaluating the impact of this
standard on its consolidated results of operations, financial position and cash flows. The Company has made progress
on its evaluation of the amended guidance, including identification of the population of leases affected, determining
the information required to calculate the lease liability and right-of-use asset and evaluating models to assist in future
reporting.

Cash Flow Presentation

In August 2016, the FASB issued an accounting standard update that amends the guidance on the classification of
certain cash receipts and payments in the statement of cash flows. The provisions are effective retrospectively for the
Company’s financial statements no later than the fiscal year beginning October 1, 2018, and are not expected to have a
significant impact on the Company’s consolidated cash flows.

Business Combinations

In January 2017, the FASB issued an accounting standard update that clarifies the definition of a business to provide
additional guidance to assist in evaluating whether transactions should be accounted for as an acquisition (or disposal)
of either an asset or business. The provisions are effective prospectively for the Company’s financial statements no
later than the fiscal year beginning October 1, 2018, and are not expected to have a significant impact on the
Company’s consolidated financial position, results of operations or cash flows.

Goodwill

In January 2017, the FASB issued an accounting standard update which removes the requirement to compare the
implied fair value of goodwill with its carrying amount as part of step 2 of the goodwill impairment test. Goodwill
impairment will now be the amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed the
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carrying amount of the goodwill. The provisions are effective prospectively for the Company’s financial statements no
later than the fiscal year beginning October 1, 2020, and are not expected to have a significant impact on the
Company’s consolidated financial position, results of operations or cash flows.
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Employee Benefit Plans

In March 2017, the FASB issued an accounting standard update which requires entities to (1) disaggregate the
current-service-cost component from the other components of net benefit cost (the “other components™) and present it
with other current compensation costs for related employees in the income statement, (2) present the other
components elsewhere in the income statement and outside of income from operations if that subtotal is presented and
(3) limit the amount of costs eligible for capitalization (e.g., as part of inventory or property, plant, and equipment) to
only the service-cost component of net benefit cost. The provisions are effective for the Company’s financial
statements no later than the fiscal year beginning October 1, 2018, and are required to be applied retrospectively for
the presentation of cost components in the income statement and prospectively for the capitalization of cost
components. The provisions are not expected to have a significant impact on the Company’s consolidated financial
position, results of operations or cash flows.

NOTE 2. DISCONTINUED OPERATIONS

International Business

On August 31, 2017, the Company completed the sale of the International Business for cash proceeds of $150.6
million at closing, which is net of seller financing provided by the Company in the form of a $29.7 million loan for
seven years bearing interest at 5% for the first three years, with annual 2.5% increases thereafter. The transaction also
included contingent consideration, a non-cash investing activity, with a maximum payout of $23.8 million and an
initial fair value of $18.2 million, the payment of which will depend on the achievement of certain performance
criteria by the International Business following the closing of the transaction through fiscal 2020. The seller financing
loan and the contingent consideration receivable are recorded in the “Other assets” line in the Condensed Consolidated
Balance Sheets. The cash proceeds from the sale were subject to post-closing adjustments and the Company originally
accrued $27.8 million at September 30, 2017 in the “Other current liabilities” line in the Condensed Consolidated
Balance Sheets related to the expected working capital adjustment obligation in respect of the actual closing date
financial position of the International Business. The Company recorded a pre-tax gain on the sale of the International
Business of $32.7 million, partially offset by the provision for income taxes of $12.0 million, during fiscal 2017. The
fiscal 2017 pre-tax gain included a write-off of accumulated foreign currency translation loss adjustments of $18.5
million. During the three months ended March 31, 2018, the Company recorded a reduction to the gain of $3.7 million
related to the resolution of the post-closing working capital adjustment obligation.

In connection with the transaction, the Company entered into certain ancillary agreements including a transition
services agreement and a material supply agreement, which are not material, as well as a licensing agreement for the
use of certain of the Company’s brand names with an initial fair value of $14.1 million.

During the three and six months ended March 31, 2018, the Company recognized $0.2 million and $1.6 million,
respectively, as compared to $2.3 million and $3.9 million for the three and six months ended April 1, 2017,
respectively, in transaction related costs associated with the sale of the International Business.

Scotts LawnService®

On April 13, 2016, pursuant to the terms of the Contribution and Distribution Agreement (the “Contribution
Agreement”) between the Company and TruGreen Holding Corporation (“TruGreen Holdings™), the Company completed
the contribution of the Scotts LawnService® business (the “SLS Business”) to a newly formed subsidiary of TruGreen
Holdings (the “TruGreen Joint Venture”) in exchange for a minority equity interest of approximately 30% in the
TruGreen Joint Venture. As a result, effective in its second quarter of fiscal 2016, the Company classified its results of
operations for all periods presented to reflect the SLS Business as a discontinued operation and classified the assets
and liabilities of the SLS Business as held for sale.

During the three and six months ended April 1, 2017, the Company recognized $0.1 million and $0.7 million,
respectively, in transaction related costs associated with the divestiture of the SLS Business. In addition, during the six
months ended April 1, 2017, the Company recorded a reduction to the gain on the contribution of the SLS Business of
$0.3 million related to a post-closing working capital adjustment.
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The following table summarizes the results of the International Business and SLS Business within discontinued
operations for each of the periods presented:

THREE SIX MONTHS
MONTHS ENDED
ENDED

MARCHBR]L 1, MARCHBR]L 1,
2018 2017 2018 2017
(In millions)

Net sales $— $1189 $— $1582
Operating and exit costs 1.6 99.8 1.6 146.7
Impairment, restructuring and other 0.2 24 1.6 4.6
Other expense, net — 0.2 — 0.1
Loss on sale / contribution of business 3.7 — 3.5 0.3
Interest expense — — — 0.4
Income (loss) from discontinued operations before income taxes (5.5 ) 16.5 (6.7 ) 6.1
Income tax expense (benefit) from discontinued operations (1.8 )54 (1.8 ) 1.8
Income (loss) from discontinued operations, net of tax $(3.7) $11.1 $(4.9) $453
The following table summarizes the major classes of assets and liabilities held for sale:

APRIL 1,

2017

(In

millions)
Cash and cash equivalents $ 189
Accounts receivable, net 143.0
Inventories 62.0

Prepaid and other current assets 8.4
Property, plant and equipment, net 23.8
Goodwill and intangible assets, net 60.2

Other assets 15.2
Assets held for sale $331.5
Accounts payable $51.8
Other current liabilities 71.9
Long-term debt 12.2
Other liabilities 18.8
Liabilities held for sale $ 154.7

The Condensed Consolidated Statements of Cash Flows do not present the cash flows from discontinued operations
separately from cash flows from continuing operations. Cash used in operating activities related to discontinued
operations totaled zero and $65.9 million for the six months ended March 31, 2018 and April 1, 2017, respectively.
Cash used in investing activities related to discontinued operations totaled $35.3 million and $3.1 million for the six
months ended March 31, 2018 and April 1, 2017, respectively.

NOTE 3. ACQUISITIONS AND INVESTMENTS

Fiscal 2018

On May 26, 2016, the Company’s Hawthorne segment acquired majority control and a 75% economic interest in
Gavita. Gavita’s former ownership group initially retained a 25% noncontrolling interest in Gavita consisting of
ownership of 5% of the outstanding shares of Gavita and a loan with interest payable based on distributions by Gavita.
The loan was recorded at fair value in the “Long-term debt” line in the Condensed Consolidated Balance Sheets. On
October 2, 2017, the Company’s Hawthorne segment acquired the remaining 25% noncontrolling interest in Gavita,
including Agrolux, for $69.2 million, plus payment of contingent consideration of $3.0 million. The carrying value of
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the 25% noncontrolling interest consisted of long-term debt of $55.6 million and noncontrolling interest of $7.9
million. The difference between purchase price and carrying value was recognized
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in the “Capital in excess of stated value” line within “Total equity—controlling interest” in the Condensed Consolidated
Balance Sheets.

On October 11, 2017, the Company’s Hawthorne segment completed the acquisition of substantially all of the U.S. and
Canadian assets of Can-Filters Group Inc. (“Can-Filters”) for $74.1 million. Based in British Columbia, Can-Filters is a
leading wholesaler of ventilation products for indoor and hydroponic gardening and industrial markets worldwide.
The preliminary valuation of the acquired assets included (i) $2.1 million of cash, prepaid and other current assets, (ii)
$7.7 million of inventory and accounts receivable, (iii) $4.4 million of fixed assets, (iv) $0.7 million of accounts
payable and other current liabilities, (v) $39.7 million of finite-lived identifiable intangible assets, and (vi) $20.9
million of tax-deductible goodwill. Identifiable intangible assets included tradenames and customer relationships with
useful lives of 25 years. The estimated fair value of the identifiable intangible assets were determined using an
income-based approach, which includes market participant expectations of cash flows that an asset will generate over
the remaining useful life discounted to present value using an appropriate discount rate. Net sales for Can-Filters
included within the Hawthorne segment for the three and six months ended March 31, 2018 were $3.4 million and
$7.9 million, respectively.

Fiscal 2017

On August 11, 2017, the Company’s Hawthorne segment completed the acquisition of substantially all of the assets of
the exclusive manufacturer and formulator of branded Botanicare® products for $32.0 million. The valuation of the
acquired assets included (i) $0.3 million of inventory, (ii) $5.0 million of finite-lived identifiable intangible assets, and
(iii) $26.7 million of tax-deductible goodwill. Identifiable intangible assets included manufacturing know-how and
non-compete agreements with useful lives ranging between 5 and 10 years. The estimated fair values of the
identifiable intangible assets were determined using an income-based approach, which includes market participant
expectations of cash flows that an asset will generate over the remaining useful life discounted to present value using
an appropriate discount rate.

On May 26, 2017, the Company’s majority-owned subsidiary Gavita completed the acquisition of Agrolux Holding
B.V., and its subsidiaries (collectively, “Agrolux”), for $21.8 million. Based in the Netherlands, Agrolux is a worldwide
supplier of horticultural lighting. The purchase price included contingent consideration, a non-cash investing activity,
with a maximum payout and estimated fair value of $5.2 million, which was paid subsequent to March 31, 2018. The
valuation of the acquired assets included (i) $8.0 million of cash, prepaid and other current assets, (ii) $10.1 million of
inventory and accounts receivable, (iii) $0.5 million of fixed assets, (iv) $8.6 million of accounts payable and other
current liabilities, (v) $6.7 million of short term debt, (vi) $16.1 million of finite-lived identifiable intangible assets,
(vii) $6.4 million of non-deductible goodwill, and (viii) $4.0 million of deferred tax liabilities. Identifiable intangible
assets included tradenames and customer relationships with useful lives ranging between 10 and 20 years. The
estimated fair values of the identifiable intangible assets were determined using an income-based approach, which
includes market participant expectations of cash flows that an asset will generate over the remaining useful life
discounted to present value using an appropriate discount rate. Net sales for Agrolux included within the Hawthorne
segment for the three and six months ended March 31, 2018 were $5.3 million and $26.0 million, respectively.

On October 3, 2016, the Company’s Hawthorne segment completed the acquisition of American Agritech, L.L.C.,
d/b/a Botanicare (“Botanicare”), an Arizona-based leading producer of plant nutrients, plant supplements and growing
systems used for hydroponic gardening, for $92.6 million. The purchase price included contingent consideration, a
non-cash investing activity, of $15.5 million, which was paid during the third quarter of fiscal 2017. The valuation of
the acquired assets included (i) $1.2 million of cash, prepaid and other current assets, (ii) $8.4 million of inventory and
accounts receivable, (iii) $1.4 million of fixed assets, (iv) $2.3 million of accounts payable and other current
liabilities, (v) $53.0 million of finite-lived identifiable intangible assets, and (vi) $30.9 million of tax-deductible
goodwill. Identifiable intangible assets included tradenames, customer relationships and non-compete arrangements
with useful lives ranging between 5 and 25 years. The estimated fair values of the identifiable intangible assets were
determined using an income-based approach, which includes market participant expectations of cash flows that an
asset will generate over the remaining useful life discounted to present value using an appropriate discount rate. Net
sales for Botanicare included within the Hawthorne segment for the three and six months ended March 31, 2018 were
$8.1 million and $15.2 million, respectively, as compared to $11.3 million and $21.2 million for the three and six
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months ended April 1, 2017, respectively.

During the first quarter of fiscal 2017, the Company’s U.S. Consumer segment completed two acquisitions of
companies whose products support the Company’s focus on the emerging areas of water positive landscapes and
internet-enabled technology for an aggregate purchase price of $3.2 million. The valuation of the acquired assets for
the transactions included finite-lived identifiable intangible assets and goodwill of $2.8 million. During the third
quarter of fiscal 2017, the Company’s Hawthorne segment completed the acquisition of a company focused on the
technology supporting hydroponic growing systems for an aggregate purchase price of $3.5 million, which included
finite-lived identifiable intangible assets of $3.2 million.

13

23



Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents

NOTE 4. INVESTMENT IN UNCONSOLIDATED AFFILIATES
As of March 31, 2018, the Company held a minority equity interest of approximately 30% in the TruGreen Joint
Venture. In addition, the Company and TruGreen Holdings are parties to a limited liability company agreement (the
“LLC Agreement”) governing the management of the TruGreen Joint Venture, as well as certain ancillary agreements
including a transition services agreement. The LLC Agreement provides the Company with minority representation on
the board of directors of the TruGreen Joint Venture. The Company’s interest had an initial fair value of $294.0 million
and was previously accounted for using the equity method of accounting, with the Company’s proportionate share of
the TruGreen Joint Venture earnings reflected in the Condensed Consolidated Statements of Operations. In the first
quarter of fiscal 2018, the Company discontinued applying the equity method of accounting for the TruGreen Joint
Venture as the Company’s net investment and advances were reduced to a liability. The Company does not have any
contractual obligations to fund losses of the TruGreen Joint Venture.
In connection with the closing of the transactions contemplated by the Contribution Agreement on April 13, 2016, the
Company invested $18.0 million in second lien term loan financing to the TruGreen Joint Venture. The second lien
term loan receivable had a carrying value of $18.1 million and $18.0 million at March 31, 2018 and April 1, 2017,
respectively, and is recorded in the “Other assets” line in the Condensed Consolidated Balance Sheets. The Company
was reimbursed $0.1 million and $0.6 million during the three and six months ended March 31, 2018, respectively,
and had accounts receivable of $0.5 million at March 31, 2018 for expenses incurred pursuant to a short-term
transition services agreement. The Company did not receive distributions from unconsolidated affiliates during the
three and six months ended March 31, 2018. The Company was reimbursed $14.7 million and $33.7 million during
the three and six months ended April 1, 2017, respectively, and had accounts receivable of $8.3 million at April 1,
2017 for expenses incurred pursuant to a short-term transition services agreement and an employee leasing agreement.
The Company received distributions from unconsolidated affiliates intended to cover required tax payments of zero
and $2.2 million during the three and six months ended April 1, 2017, respectively. The Company also had an
indemnification asset of $4.2 million and $7.4 million at March 31, 2018 and April 1, 2017, respectively, for future
payments on claims associated with insurance programs. The Company has received cumulative distributions from the
TruGreen Joint Venture in excess of its investment balance, which resulted in an amount recorded in the “Distributions
in excess of investment in unconsolidated affiliate” line in the Condensed Consolidated Balance Sheets of $21.9
million at March 31, 2018. In accordance with the applicable accounting guidance, the Company reclassified the
negative balance to the liability section of the Condensed Consolidated Balance Sheet.
During the fourth quarter of fiscal 2017, the Company made a $29.4 million investment in an unconsolidated
subsidiary whose products support the professional U.S. industrial, turf and ornamental market (the “IT&O Joint
Venture”). During the three and six months ended March 31, 2018, respectively, the Company invested $2.1 million
and $7.4 million in line of credit financing to the IT&O Joint Venture, which is recorded in the “Other assets” line in the
Condensed Consolidated Balance Sheets.
The following table presents summarized financial information of the Company’s unconsolidated affiliates:

THREE SIX MONTHS

MONTHS ENDED

ENDED

MARCHAPRIL 1, MARCH NPRIL 1,

2018 2017 2018 2017

(In millions)

Revenue $175.7 $154.7 $4479 $406.8
Gross margin 8.4 9.7 84.4 70.8
Selling and administrative expenses 52.4 51.5 1164 929
Amortization expense 10.3 21.7 224 41.9
Interest expense 18.0 16.6 35.5 33.5
Restructuring and other charges 8.3 — 11.9 26.6

Net income (loss) $(80.6) $(80.1 ) $(101.8) $(124.1)
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Due to the seasonal nature of the lawn, tree and shrub care business, the TruGreen Joint Venture anticipates a net loss
during the Company’s first and second fiscal quarters. Net income (loss) does not include income taxes, which are
recognized and paid by the partners of the unconsolidated affiliates. The income taxes associated with the Company’s
share of net income (loss) have been recorded in the “Income tax expense (benefit) from continuing operations” line in
the Condensed Consolidated Statements of Operations.

The Company recognized equity in (income) loss of unconsolidated affiliates of $(1.5) million and $(2.1) million for
the three and six months ended March 31, 2018, respectively, as compared to $24.1 million and $37.3 million and for
the three and six months ended April 1, 2017, respectively. The Company’s share of restructuring and other charges
incurred by the TruGreen Joint Venture was $2.1 million and $11.7 million for the three and six months ended

April 1, 2017, respectively. For the three and six months ended April 1, 2017, these charges included zero and $7.9
million, respectively, for nonrecurring integration and
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separation costs and $2.1 million and $3.8 million, respectively, for a non-cash purchase accounting fair value
write-down adjustment related to deferred revenue and advertising.
NOTE 5. IMPAIRMENT, RESTRUCTURING AND OTHER
Activity described herein is classified within the “Impairment, restructuring and other” and “Income (loss) from
discontinued operations, net of tax” lines in the Condensed Consolidated Statements of Operations.
The following table details impairment, restructuring and other charges for each of the periods presented:
THREE SIX MONTHS
MONTHS ENDED
ENDED
MARCAKPRIL 1, MARCHBRIL 1,
2018 2017 2018 2017
(In millions)
Operating expenses:

Restructuring and other charges $102$ 1.0 $100 $ 0.8
Impairment, restructuring and other charges from continuing operations $102 $ 1.0  $10.0 $ 0.8
Restructuring and other charges from discontinued operations 02 24 1.6 4.6

Total impairment, restructuring and other charges $104 $ 34 $116 $ 54

The following table summarizes the activity related to liabilities associated with restructuring and other, excluding
insurance reimbursement recoveries, during the six months ended March 31, 2018 (in millions):
Amounts accrued for restructuring and other at September 30, 2017 $12.1

Restructuring and other charges from continuing operations 10.0
Restructuring and other charges from discontinued operations 1.6
Payments and other 6.4 )
Amounts accrued for restructuring and other at March 31, 2018 $17.3

Included in restructuring accruals, as of March 31, 2018, is $1.1 million that is classified as long-term. Payments
against the long-term accruals will be incurred as the employees covered by the restructuring plan retire or through the
passage of time. The remaining amounts accrued will continue to be paid out over the course of the next twelve
months.

During the three months ended March 31, 2018, the Company recognized a charge of $10.2 million for a probable loss
on a previously disclosed legal matter within the “Impairment, restructuring and other” line in the Condensed
Consolidated Statements of Operations. Refer to “NOTE 12. CONTINGENCIES” for more information.

In the first quarter of fiscal 2016, the Company announced a series of initiatives called Project Focus designed to
maximize the value of its non-core assets and focus on emerging categories of the lawn and garden industry in its core
U.S. business. During the three and six months ended March 31, 2018, the Company’s U.S. Consumer segment
recognized adjustments of $0.1 million and $0.3 million, respectively, related to previously recognized termination
benefits in the “Impairment, restructuring and other” line in the Condensed Consolidated Statements of Operations.
During the three and six months ended April 1, 2017, the Company’s U.S. Consumer segment recognized charges of
$1.0 million and $0.8 million, respectively, related to termination benefits in the “Impairment, restructuring and other”
line in the Condensed Consolidated Statements of Operations. Costs incurred to date since the inception of the current
Project Focus initiatives are $9.8 million for the U.S. Consumer segment, $1.0 million for the Hawthorne segment and
$1.2 million for the Other segment, related to transaction activity, termination benefits and facility closure costs.

On April 13, 2016, as part of Project Focus, the Company completed the contribution of the SLS Business to the
TruGreen Joint Venture. Refer to “NOTE 2. DISCONTINUED OPERATIONS” for more information. During the three
and six months ended April 1, 2017, the Company recognized $0.1 million and $0.7 million, respectively, in
transaction related costs associated with the divestiture of the SLS Business in the “Income (loss) from discontinued
operations, net of tax” line in the Condensed Consolidated Statements of Operations.

On August 31, 2017, the Company completed the sale of the International Business. As a result, effective in its fourth
quarter of fiscal 2017, the Company classified its results of operations for all periods presented to reflect the
International Business as a discontinued operation and classified the assets and liabilities of the International Business
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as held for sale. Refer to “NOTE 2. DISCONTINUED OPERATIONS” for more information. During the three and six
months ended March 31, 2018, the Company recognized $0.2 million and $1.6 million, respectively, as compared to
$2.3 million and $3.9 million for the three and six months ended April 1, 2017, respectively, in transaction related
costs associated with the sale of the International Business in the “Income (loss) from discontinued operations, net of
tax” line in the Condensed Consolidated Statements of Operations.
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NOTE 6. INVENTORIES

Inventories consisted of the following for each of the periods presented:
MARCHPRIL 1, SEPTEMBER 30,
2018 2017 2017
(In millions)

Finished goods $395.8 $403.8 $ 210.6

Work-in-process 61.2  51.5 57.6

Raw materials 139.9 141.2 139.3

Total inventories $596.9 $ 596.5 $ 407.5

Adjustments to reflect inventories at net realizable values were $11.9 million at March 31, 2018, $7.6 million at

April 1, 2017 and $10.5 million at September 30, 2017.

NOTE 7. MARKETING AGREEMENT

The Scotts Company LL.C (“Scotts LLC”) is the exclusive agent of Monsanto for the marketing and distribution of
consumer Roundup® non-selective weedkiller products in the consumer lawn and garden market in certain countries
pursuant to an Amended and Restated Exclusive Agency and Marketing Agreement (the “Original Marketing
Agreement”). In consideration for the rights granted to the Company under the Original Marketing Agreement in 1998,
the Company paid a marketing fee of $32.0 million to Monsanto. The Company deferred this amount on the basis that
the payment will provide a future benefit through commissions that will be earned under the Marketing Agreement.
The economic useful life over which the marketing fee is being amortized is 20 years, with a remaining unamortized
amount of $0.4 million and remaining amortization period of less than one year. On May 15, 2015, the Company and
Monsanto entered into an Amendment to the Original Marketing Agreement (the “Marketing Agreement Amendment”),
a Lawn and Garden Brand Extension Agreement (the “Brand Extension Agreement”) and a Commercialization and
Technology Agreement (the “Commercialization and Technology Agreement”). In consideration for these agreements,
the Company paid $300.0 million to Monsanto and recorded this amount as intangible assets for which the related
economic useful life is indefinite.

On August 31, 2017, in connection with and as a condition to the consummation of the Company’s sale of its
International Business, the Company entered into the Second Amended and Restated Agency and Marketing
Agreement (the “Restated Marketing Agreement”) and the Amended and Restated Lawn and Garden Brand Extension
Agreement - Americas (the “Restated Brand Extension Agreement”) to reflect the Company’s transfer and assignment to
the purchaser of such business of the Company’s rights and responsibilities under the Original Marketing Agreement,
as amended, and the Brand Extension Agreement relating to those countries subject to the sale. The Company
included $32.6 million of the carrying amount of the intangible asset associated with the Marketing Agreement
Amendment with the International Business disposal unit on the basis of the asset’s historical carrying amount and this
amount was disposed of as part of the sale of the International Business.

From 1998 until May 15, 2015, the Original Marketing Agreement covered the United States and other specified
countries, including Australia, Austria, Belgium, Canada, France, Germany, the Netherlands and the United Kingdom.
The Marketing Agreement Amendment expanded the covered territories and countries to include all countries other
than Japan and countries subject to a comprehensive U.S. trade embargo or certain other embargoes and trade
restrictions. The Restated Marketing Agreement further revised the covered territories and countries to only include
Israel, China and every country throughout the Caribbean and the continents of North America and South America
that is not subject to a comprehensive U.S. trade embargo or certain other embargoes and trade restrictions.

Under the terms of the Restated Marketing Agreement, the Company is entitled to receive an annual commission from
Monsanto as consideration for the performance of the Company’s duties as agent. The annual commission payable
under the Restated Marketing Agreement is equal to (1) 50% of the actual earnings before interest and income taxes of
the consumer Roundup® business in the markets covered by the Restated Marketing Agreement for program years
2017 and 2018 and (2) 50% of the actual earnings before interest and income taxes of the consumer Roundup®
business in the markets covered by the Restated Marketing Agreement in excess of $40 million for program years
2019 and thereafter. The Restated Marketing Agreement also requires the Company to make annual payments of
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$18.0 million to Monsanto as a contribution against the overall expenses of the consumer Roundup® business. Unless
Monsanto terminates the Restated Marketing Agreement due to an event of default by the Company, the Restated
Marketing Agreement requires a termination fee payable to the Company equal to the greater of (1) $175.0 million or
(2) four times (A) the average of the program earnings before interest and income taxes for the three trailing program
years prior to the year of termination, minus (B) $186.4 million. The term of the Restated Marketing Agreement will
continue indefinitely for all included markets unless and until otherwise terminated in accordance therewith.
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The Restated Brand Extension Agreement provides the Company an exclusive license in every country throughout the
North American continent, South American continent, Central America, the Caribbean, Israel and China (in each case
that is not subject to a comprehensive U.S. trade embargo or certain other embargoes and trade restrictions) to use the
Roundup® brand on additional products offered by the Company outside of the non-selective weed category within
the residential lawn and garden market. The application of the Roundup® brand to these additional products is subject
to a product review and approval process developed between the Company and Monsanto. Monsanto will maintain
oversight of its brand, the handling of brand registrations covering these new products and new territories, as well as
primary responsibility for brand enforcement. The Restated Brand Extension Agreement has a term of twenty years,
which will automatically renew for additional successive twenty year terms, at the Company’s sole option, for no
additional monetary consideration.
The Commercialization and Technology Agreement provides for the Company and Monsanto to further develop and
commercialize new products and technology developed at Monsanto and intended for introduction into the residential
lawn and garden market. Under the Commercialization and Technology Agreement, the Company receives an
exclusive first look at new Monsanto technology and products and an annual review of Monsanto’s developing
products and technologies. The Commercialization and Technology Agreement has a term of thirty years (subject to
early termination upon a termination event under the Restated Marketing Agreement or the Restated Brand Extension
Agreement).
Under the terms of the Restated Marketing Agreement, the Company performs sales, merchandising, warehousing and
other selling and marketing services, on behalf of Monsanto in the conduct of the consumer Roundup® business. The
Company performs other services, including manufacturing conversion services, pursuant to ancillary agreements.
The actual costs incurred for these activities are charged to and reimbursed by Monsanto. The Company records costs
incurred for which the Company is the primary obligor on a gross basis, recognizing such costs in the “Cost of sales”
line and the reimbursement of these costs in the “Net sales” line in the Condensed Consolidated Statements of
Operations, with no effect on gross profit dollars or net income.
The gross commission earned under the Restated Marketing Agreement, the contribution payments to Monsanto and
the amortization of the initial marketing fee paid to Monsanto in 1998 are included in the calculation of net sales in the
Company’s Condensed Consolidated Statements of Operations. The elements of the net commission and
reimbursements earned under the Marketing Agreement and included in “Net sales” are as follows:

THREE SIX MONTHS

MONTHS ENDED

ENDED

MARCHBRIL 1, MARCHBRIL 1,

2018 2017 2018 2017

(In millions)

Gross commission $34.5 $41.1 $34.6 $42.3
Contribution expenses 45 ) @5 ) 9.0 ) (9.0 )
Amortization of marketing fee 0.2 ) (0.2 ) (0.4 ) (04 )
Net commission 29.8 364 252 329
Reimbursements associated with Marketing Agreement 19.7 19.4 325 336

Total net sales associated with Marketing Agreement  $49.5 $558  $57.7 $66.5

17

30



Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents

NOTE 8. DEBT

The components of debt are as follows:
MARCH NPRIL 1, SEPTEMBER 30,
2018 2017 2017
(In millions)

Credit Facilities:

Revolving loans $1,043.2 $1,096.8 $ 300.5
Term loans 266.3 281.3 273.8
Senior Notes — 5.250% 250.0 250.0 250.0
Senior Notes — 6.000% 400.0 400.0 400.0
Receivables facility 3000 — 80.0
Other 22.0 56.1 105.4
Total debt 2,281.5 2,084.2 1,409.7
Less current portions 335.8 32.1 143.1
Less unamortized debt issuance costs 8.0 9.2 8.6
Long-term debt $1,937.7 $2,0429 $ 1,258.0
Credit Facilities

On October 29, 2015, the Company entered into the fourth amended and restated credit agreement (the “credit
agreement’’), which provides the Company and certain of its subsidiaries with five-year senior secured loan facilities in
the aggregate principal amount of $1.9 billion that are comprised of a revolving credit facility of $1.6 billion and a
term loan in the original principal amount of $300.0 million (the “credit facilities”). The credit agreement also provides
the Company with the right to seek additional committed credit under the agreement in an aggregate amount of up to
$500.0 million plus an unlimited additional amount, subject to certain specified financial and other conditions. Under
the credit agreement, the Company has the ability to obtain letters of credit up to $100.0 million. The credit agreement
will terminate on October 29, 2020. Borrowings on the revolving credit facility may be made in various currencies,
including U.S. dollars, euro, British pounds, Australian dollars and Canadian dollars. The terms of the credit
agreement include customary representations and warranties, affirmative and negative covenants, financial covenants
and events of default. The proceeds of borrowings on the credit facilities may be used: (i) to finance working capital
requirements and other general corporate purposes of the Company and its subsidiaries; and (ii) to refinance the
amounts outstanding under the Company’s former credit facility.

Under the terms of the credit agreement, loans bear interest, at the Company’s election, at a rate per annum equal to
either the ABR or Adjusted LIBO Rate (both as defined in the credit agreement) plus the applicable margin. The

credit facilities are guaranteed by substantially all of the Company’s domestic subsidiaries, and are secured by (i) a
perfected first priority security interest in all of the accounts receivable, inventory and equipment of the Company and
the Company’s domestic subsidiaries that are guarantors and (ii) the pledge of all of the capital stock of the Company’s
domestic subsidiaries that are guarantors.

At March 31, 2018, the Company had letters of credit outstanding in the aggregate principal amount of $22.2 million,
and $534.6 million of availability under the credit agreement, subject to the Company’s continued compliance with the
covenants discussed below. The weighted average interest rates on average borrowings under the credit agreement
were 4.1% and 3.7% for the six months ended March 31, 2018 and April 1, 2017, respectively.

The credit agreement contains, among other obligations, an affirmative covenant regarding the Company’s leverage
ratio on the last day of each quarter calculated as average total indebtedness, divided by the Company’s earnings before
interest, taxes, depreciation and amortization (“EBITDA”), as adjusted pursuant to the terms of the credit agreement
(“Adjusted EBITDA”). The maximum leverage ratio was 4.50 as of March 31, 2018. The Company’s leverage ratio was
3.46 at March 31, 2018. The credit agreement also includes an affirmative covenant regarding its interest coverage
ratio. The interest coverage ratio is calculated as Adjusted EBITDA divided by interest expense, as described in the
credit agreement, and excludes costs related to refinancings. The minimum interest coverage ratio was 3.00 for the
twelve months ended March 31, 2018. The Company’s interest coverage ratio was 6.70 for the twelve months ended
March 31, 2018. The credit agreement allows the Company to make unlimited restricted payments (as defined in the
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credit agreement), including increased or one-time dividend payments and Common Share repurchases, as long as the
leverage ratio resulting from the making of such restricted payments is 4.00 or less. Otherwise the Company may only
make restricted payments in an aggregate amount for each fiscal year not to exceed $200.0 million.
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Senior Notes - 5.250%

On December 15, 2016, Scotts Miracle-Gro issued $250.0 million aggregate principal amount of 5.250% senior notes
due 2026 (the “5.250% Senior Notes™). The net proceeds of the offering were used to repay outstanding borrowings
under the credit facilities. The 5.250% Senior Notes represent general unsecured senior obligations and rank equal in
right of payment with the Company’s existing and future unsecured senior debt. The 5.250% Senior Notes have
interest payment dates of June 15 and December 15 of each year. The 5.250% Senior Notes may be redeemed, in
whole or in part, on or after December 15, 2021 at applicable redemption premiums. The 5.250% Senior Notes
contain customary covenants and events of default and mature on December 15, 2026. Substantially all of Scotts
Miracle-Gro’s domestic subsidiaries serve as guarantors of the 5.250% Senior Notes.

Senior Notes - 6.000%

On October 13, 2015, Scotts Miracle-Gro issued $400.0 million aggregate principal amount of 6.000% senior notes
due 2023 (the “6.000% Senior Notes™). The net proceeds of the offering were used to repay outstanding borrowings
under the credit agreement. The 6.000% Senior Notes represent general unsecured senior obligations and rank equal in
right of payment with the Company’s existing and future unsecured senior debt. The 6.000% Senior Notes have
interest payment dates of April 15 and October 15 of each year. The 6.000% Senior Notes may be redeemed, in whole
or in part, on or after October 15, 2018 at applicable redemption premiums. The 6.000% Senior Notes contain
customary covenants and events of default and mature on October 15, 2023. Substantially all of Scotts Miracle-Gro’s
domestic subsidiaries serve as guarantors of the 6.000% Senior Notes.

Receivables Facility

On September 25, 2015, the Company entered into an amended and restated master accounts receivable purchase
agreement (the “MARP Agreement”). The MARP Agreement provided for the discretionary sale by the Company, and
the discretionary purchase by the participating banks, on a revolving basis, of accounts receivable generated by sales
to three specified debtors in an aggregate amount not to exceed $400.0 million. The MARP Agreement terminated
effective October 14, 2016 in accordance with its terms upon the Company’s repayment of its outstanding obligations
thereunder using $133.5 million borrowed under the credit agreement.

On April 7, 2017, the Company entered into a Master Repurchase Agreement (including the annexes thereto, the
“Repurchase Agreement”) and a Master Framework Agreement (the “Framework Agreement” and, together with the
Repurchase Agreement, the “Receivables Facility”). Under the Receivables Facility, the Company may sell a portfolio
of available and eligible outstanding customer accounts receivable to the purchasers and simultaneously agrees to
repurchase the receivables on a weekly basis. The eligible accounts receivable consist of up to $250.0 million in
accounts receivable generated by sales to three specified customers. The Receivables Facility is considered a secured
financing with the customer accounts receivable, related contract rights and proceeds thereof (and the collection
accounts into which the same are deposited) constituting the collateral therefor. The repurchase price for customer
accounts receivable bears interest at LIBOR (with a zero floor), as defined in the Repurchase Agreement, plus 0.90%.
On August 25, 2017, the Company entered into Amendment No. 1 to Master Framework Agreement (the
“Amendment”). The Amendment (i) extends the expiration date of the Receivables Facility from August 25, 2017 to
August 24, 2018, (ii) defines the seasonal commitment period of the Receivables Facility as beginning on February
23,2018 and ending on June 15, 2018, (iii) increases the eligible amount of customer accounts receivable which may
be sold from up to $250.0 million to up to $400.0 million and (iv) increases the commitment amount of the
Receivables Facility during the seasonal commitment period from up to $100.0 million to up to $160.0 million.

The Company accounts for the sale of receivables under the Receivables Facility as short-term debt and continues to
carry the receivables on its Condensed Consolidated Balance Sheet, primarily as a result of the Company’s requirement
to repurchase receivables sold. There were $300.0 million in borrowings on receivables pledged as collateral under the
Receivables Facility as of March 31, 2018. The carrying value of the receivables pledged as collateral was $333.3
million as of March 31, 2018. As of March 31, 2018, there was $78.4 million of availability under the Receivables
Facility.

Other

In connection with the acquisition of a controlling interest in Gavita during fiscal 2016, the Company recorded a loan
to the noncontrolling ownership group of Gavita. On October 2, 2017, the Company’s Hawthorne segment acquired the
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remaining 25% noncontrolling interest in Gavita, which included extinguishment of the loan to the noncontrolling
ownership group of Gavita with a fair value and carrying value of $55.6 million. The fair value of the loan was $37.2
million and $55.6 million at April 1, 2017 and September 30, 2017, respectively.

19

34



Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents

Interest Rate Swap Agreements

The Company has outstanding interest rate swap agreements with major financial institutions that effectively convert a
portion of the Company’s variable-rate debt to a fixed rate. The swap agreements had a maximum total U.S. dollar
equivalent notional amount of $1,300.0 million at March 31, 2018, $1,150.0 million at April 1, 2017 and $1,100.0
million at September 30, 2017, respectively. Interest payments made between the effective date and expiration date
are hedged by the swap agreements, except as noted below.

The notional amount, effective date, expiration date and rate of each of these swap agreements outstanding at

March 31, 2018 are shown in the table below:

Notional Amount o .
(in ective  Expiration Fixed

millions)Date (a) Date Rate

$300®™ 11/21/2016 6/20/2018 0.83%
200 ® 11/7/2016 8/7/2018  0.84%
150 © 2/7/2017  5/7/2019 2.12%
50 © 2/7/2017  5/7/2019 2.25%
50 2/28/2018 5/28/2019 2.01%
200 @ 12/20/2016 6/20/2019 2.12%
250 ® 1/8/2018  6/8/2020  2.09%
100 6/20/2018 10/20/2020 2.15%

The effective date refers to the date on which interest payments were first hedged by the applicable swap

agreement.

Notional amount adjusts in accordance with a specified seasonal schedule. This represents the maximum notional

amount at any point in time.

Interest payments made during the three-month period of each year that begins with the month and day of the

effective date are hedged by the swap agreement.

) Interest payments made during the six-month period of each year that begins with the month and day of the
effective date are hedged by the swap agreement.

Estimated Fair Values

The methods and assumptions used to estimate the fair values of the Company’s debt instruments are described below:

Credit Facilities

The interest rate currently available to the Company fluctuates with the applicable LIBO rate, prime rate or Federal

Funds Effective Rate and thus the carrying value is a reasonable estimate of fair value. The fair value measurement for

the credit facilities was classified in Level 2 of the fair value hierarchy.

5.250% Senior Notes

The fair value of the 5.250% Senior Notes was determined based on the trading of the 5.250% Senior Notes in the

open market. The difference between the carrying value and the fair value of the 5.250% Senior Notes represents the

premium or discount on that date. Based on the trading value on or around March 31, 2018, the fair value of the

5.250% Senior Notes was approximately $247.5 million. The fair value measurement for the 5.250% Senior Notes

was classified in Level 1 of the fair value hierarchy.

6.000% Senior Notes

The fair value of the 6.000% Senior Notes was determined based on the trading of the 6.000% Senior Notes in the

open market. The difference between the carrying value and the fair value of the 6.000% Senior Notes represents the

premium or discount on that date. Based on the trading value on or around March 31, 2018, the fair value of the

6.000% Senior Notes was approximately $419.0 million. The fair value measurement for the 6.000% Senior Notes

was classified in Level 1 of the fair value hierarchy.

Accounts Receivable Pledged

The interest rate on the short-term debt associated with accounts receivable pledged under the Receivables Facility

fluctuated with the applicable LIBOR and thus the carrying value is a reasonable estimate of fair value. The fair value

(a)
(b)
(©)
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measurement for the Receivables Facility was classified in Level 2 of the fair value hierarchy.
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Weighted Average Interest Rate

The weighted average interest rates on the Company’s debt were 4.4% and 4.3% for the six months ended March 31,
2018 and April 1, 2017, respectively.

NOTE 9. RETIREMENT AND RETIREE MEDICAL PLANS
The following summarizes the components of net periodic benefit (income) cost for the retirement and retiree medical

plans sponsored by the Company:

Service cost

Interest cost

Expected return on plan assets
Net amortization

Net periodic benefit (income) cost

Service cost

Interest cost

Expected return on plan assets
Net amortization

Net periodic benefit (income) cost

21

THREE MONTHS ENDED

MARCH 31, 2018 APRIL 1, 2017
U.SInternational U.S. U.S. International U.S.
PenBFension Medical PensionPension Medical
(In millions)

$—$ 0.3 $01 $— $ 02 $0.1
0.71.1 0.2 0.7 1.0 0.1
(Dh12.1 ) — 1.2 ) 0 ) —
0403 03 )04 04 0.2 )

$—$ 04 ) $— S$O1S$ 04 ) $—
SIX MONTHS ENDED

MARCH 31, 2018 APRIL 1, 2017
U.SInternational U.S. U.S. International U.S.
PenBFension Medical PensionPension Medical
(In millions)

$—$ 0.5 $02 $— §$ 04 $02
1.52.1 0.3 1.4 1.9 0.3
(23(4.1 ) — 2.4 ) @39 ) —
0.80.6 05 )08 09 04 )

$—% 09 ) $— $02)$ 0.7 ) $0.1
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NOTE 10. EQUITY

The following table provides a summary of the changes in total equity, equity attributable to controlling interest, and
equity attributable to noncontrolling interests for the six months ended March 31, 2018 and April 1, 2017 (in
millions):

Common

Shares

and Accumulated Total

Capital Retained Treasury Other Equity - Non-controllifiiptal

in Earnings Shares  Comprehensiv€ontrollinglnterest Equity

Excess Loss Interest

of Stated

Value
Balance at September 30, 2016 $401.7 $881.8 $@451.4) $ (1169 ) $7152 $ 19.1 $734.3
Net income (loss) — 99.8 — — 99.8 0.5 100.3
Other comprehensive income (loss) — — — 3.2 3.2 — 3.2
Share-based compensation 19.1 — — — 19.1 — 19.1
Dividends declared ($1.00 per share) — (60.6 ) — — 60.6 ) — (60.6 )
Treasury share purchases — — 90.6 ) — 906 ) — (90.6 )
Treasury share issuances (200 ) — 13.8 — (6.2 ) — 6.2 )
Adjustment to noncontrolling interest
due to ownership change (Lo ) — o o (1.0 ) 1.0 o
Distribution declared by AeroGrow — — — — — (8.1 ) (8.1 )
Balance at April 1, 2017 $399.8 $921.0  $(528.2) $ (113.7 ) $6789 $ 125 $691.4
Balance at September 30, 2017 $407.6 $978.2 $(667.8) $ (692 ) $6488 $ 129 $661.7
Net income (loss) — 127.7 — — 127.7 0.1 127.8
Other comprehensive income (loss) — — — 17.9 17.9 — 17.9
Share-based compensation 15.7 — — — 15.7 — 15.7
Dividends declared ($