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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  ☒    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
(§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  ☒    No  ☐

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 ☒ Accelerated filer ☐

Non-accelerated filer ☐(Do not check if a smaller reporting company) Smaller reporting company ☐

Emerging growth company ☐

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

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

As of August 3, 2018 the Registrant had outstanding 94,497,884 shares of common stock, par value $0.01 per share.
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PART I

FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS
Packaging Corporation of America

Consolidated Statements of Income and Comprehensive Income

(unaudited, dollars in millions, except per-share data)

Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017

Statements of Income:
Net sales $1,767.5 $1,584.0 $3,458.1 $3,120.5
Cost of sales (1,346.9) (1,219.7) (2,681.4) (2,418.0)
Gross profit 420.6 364.3 776.7 702.5
Selling, general and administrative expenses (137.7 ) (129.6 ) (272.6 ) (257.4 )
Other expense, net (13.3 ) (0.6 ) (21.6 ) (7.6 )
Income from operations 269.6 234.1 482.5 437.5
Interest expense, net and other (24.3 ) (25.5 ) (50.7 ) (49.8 )
Income before taxes 245.3 208.6 431.8 387.7
Provision for income taxes (58.7 ) (65.4 ) (105.1 ) (127.1 )
Net income $186.6 $143.2 $326.7 $260.6

Net income per common share:
Basic $1.98 $1.52 $3.46 $2.76
Diluted $1.97 $1.52 $3.46 $2.76
Dividends declared per common share $0.79 $0.63 $1.42 $1.26

Statements of Comprehensive Income:
Net income $186.6 $143.2 $326.7 $260.6
Other comprehensive income, net of tax:
Foreign currency translation adjustment — (0.1 ) (0.1 ) (0.3 )
Reclassification adjustments to cash flow hedges included in net

   income, net of tax of $0.3 million, $0.6 million, $0.7 million, and

   $1.2 million 1.0 0.8 2.0 1.6
Amortization of pension and postretirement plans actuarial loss and

   prior service cost, net of tax of $1.0 million, $1.2 million,

   $1.9 million, and $2.3 million 3.0 2.1 6.0 4.3
Other comprehensive income 4.0 2.8 7.9 5.6
Comprehensive income $190.6 $146.0 $334.6 $266.2
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See accompanying condensed notes to unaudited quarterly consolidated financial statements.
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Packaging Corporation of America

Consolidated Balance Sheets

(unaudited, dollars and shares in millions, except per-share data)

June 30,
December
31,

2018 2017
ASSETS
Current assets:
Cash and cash equivalents $199.6 $ 216.9
Accounts receivable, net of allowance for doubtful accounts and customer deductions

   of $13.0 million and $12.6 million as of June 30, 2018, and December 31, 2017,

   respectively 920.0 830.7
Inventories 763.7 762.5
Prepaid expenses and other current assets 56.6 35.5
Federal and state income taxes receivable 16.7 69.5
Total current assets 1,956.6 1,915.1
Property, plant, and equipment, net 3,026.5 2,924.9
Goodwill 888.7 883.2
Other intangible assets, net 384.1 410.0
Other long-term assets 59.7 64.3
Total assets $6,315.6 $ 6,197.5
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Current maturities of long-term debt $— $150.0
Capital lease obligations 1.4 1.3
Accounts payable 431.7 402.9
Dividends payable 75.5 60.5
Accrued liabilities 195.7 203.2
Accrued interest 11.5 14.8
Total current liabilities 715.8 832.7
Long-term liabilities:
Long-term debt 2,482.1 2,480.4
Capital lease obligations 18.3 19.0
Deferred income taxes 272.8 239.5
Compensation and benefits 374.9 372.5
Other long-term liabilities 63.7 70.8
Total long-term liabilities 3,211.8 3,182.2
Commitments and contingent liabilities
Stockholders' equity:
Common stock, par value $0.01 per share, 300.0 million shares authorized, 94.5 million

   and 94.3 million shares issued as of June 30, 2018, and December 31, 2017,

   respectively 0.9 0.9

Edgar Filing: PACKAGING CORP OF AMERICA - Form 10-Q

6



Additional paid in capital 482.1 471.2
Retained earnings 2,054.0 1,867.4
Accumulated other comprehensive loss (149.0 ) (156.9 )
Total stockholders' equity 2,388.0 2,182.6
Total liabilities and stockholders' equity $6,315.6 $ 6,197.5

See accompanying condensed notes to unaudited quarterly consolidated financial statements.
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Packaging Corporation of America

Consolidated Statements of Cash Flows

(unaudited, dollars in millions)

Six Months
Ended
June 30,
2018 2017

Cash Flows from Operating Activities:
Net income $326.7 $260.6
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, depletion, and amortization of intangibles 212.2 186.2
Amortization of deferred financing costs 4.4 4.0
Share-based compensation expense 10.7 10.2
Deferred income tax provision 30.1 3.9
Pension and post-retirement benefits expense, net of contributions 9.0 4.9
Other, net 3.8 0.7
Changes in operating assets and liabilities:
Increase in assets —
Accounts receivable (82.7 ) (66.1 )
Inventories (5.7 ) (10.8 )
Prepaid expenses and other current assets (19.2 ) (20.0 )
Increase (decrease) in liabilities —
Accounts payable 11.0 18.8
Accrued liabilities (19.7 ) (24.1 )
Federal and state income taxes payable / receivable 52.9 17.3
Net cash provided by operating activities 533.5 385.6
Cash Flows from Investing Activities:
Additions to property, plant, and equipment (273.9) (139.4)
Additions to other long term assets (2.7 ) (5.5 )
Proceeds from disposals 0.5 2.9
Other, net 2.6 1.1
Net cash used for investing activities (273.5) (140.9)
Cash Flows from Financing Activities:
Repayments of debt and capital lease obligations (150.7) (33.7 )
Common stock dividends paid (118.9) (118.8)
Shares withheld to cover employee restricted stock taxes (7.7 ) (10.5 )
Net cash used for financing activities (277.3) (163.0)
Net (decrease) increase in cash and cash equivalents (17.3 ) 81.7
Cash and cash equivalents, beginning of period 216.9 239.3
Cash and cash equivalents, end of period $199.6 $321.0

See accompanying condensed notes to unaudited quarterly consolidated financial statements.
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Condensed Notes to Unaudited Quarterly Consolidated Financial Statements

1.Nature of Operations and Basis of Presentation
Packaging Corporation of America ("we," "us," "our," PCA," or the "Company") was incorporated on January 25,
1999. In April 1999, PCA acquired the containerboard and corrugated packaging products business of Pactiv
Corporation (Pactiv), formerly known as Tenneco Packaging, Inc., a wholly owned subsidiary of Tenneco Inc. We are
a large diverse manufacturer of both packaging and paper products. We are headquartered in Lake Forest, Illinois and
we operate primarily in the United States.

We report our business in three reportable segments: Packaging, Paper, and Corporate and Other. Our Packaging
segment produces a wide variety of corrugated packaging products. The Paper segment manufactures and sells a range
of papers, including communication-based papers and pressure sensitive papers. During the second quarter of 2018,
the Company discontinued the production of uncoated free sheet and coated one-side grades at the Wallula,
Washington mill and converted the No. 3 machine to a virgin kraft linerboard machine. Subsequent to the date of
conversion, operating results for the Wallula mill are primarily included in the Packaging segment. Corporate and
other includes support staff services and related assets and liabilities, transportation assets, and activity related to other
ancillary support operations. For more information about our segments, see Note 18 Segment Information.

In these consolidated financial statements, certain amounts in prior periods' consolidated financial statements have
been reclassified to conform with the current period presentation.

The consolidated financial statements of PCA as of June 30, 2018 and for the three and six months ended June 30,
2018 and 2017 are unaudited but include all adjustments (consisting only of normal recurring adjustments) that
management considers necessary for a fair presentation of such financial statements. The preparation of the
consolidated financial statements involves the use of estimates and accruals. Actual results may vary from those
estimates. These financial statements have been prepared in accordance with accounting principles generally accepted
in the United States for interim financial information and with Article 10 of Regulation S-X of the Securities and
Exchange Commission (SEC). Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States for complete audited financial statements. Operating
results for the three and six months ended June 30, 2018 are not necessarily indicative of the results that may be
expected for the year ending December 31, 2018. These consolidated financial statements should be read in
conjunction with our Annual Report on Form 10-K for the year ended December 31, 2017.

The consolidated financial statements include the accounts of PCA and its majority-owned subsidiaries after
elimination of intercompany balances and transactions.

2.New and Recently Adopted Accounting Standards

Recently Adopted Accounting Standards

Effective January 1, 2018, the Company adopted Accounting Standards Update (“ASU”) 2014-09 (Topic 606): Revenue
from Contracts with Customers. This ASU supersedes the revenue recognition requirements in Topic 605 Revenue
Recognition (Topic 605) and requires entities to recognize revenue when control of the promised goods or services is
transferred to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. The ASU requires additional disclosure about the nature, amount, timing, and
uncertainty of revenue and cash flows arising from customer contracts, including significant judgments and estimates,
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and changes in those estimates. The Company adopted the standard utilizing the modified retrospective method, in
which case the cumulative effect was recognized at the date of initial application on January 1, 2018. The adoption of
the standard did not have a material effect on the Company’s financial position or results of operations; however, the
following adjustment and reclassification of certain costs were made for the three and six months ended June 30,
2018:

a. The Company ships a portion of its products to customers under consignment agreements. These products do not
have an alternative use, and, under the new standard, revenue associated with these products is required to be
recognized earlier than under prior revenue recognition standards. Utilizing the modified retrospective method, the
cumulative impact of adopting the new standard resulted in an increase of approximately $1.6 million, net of tax, to
opening retained earnings as of January 1, 2018.

b. The new revenue standard also provides additional clarity concerning contract fulfillment costs, which resulted in
certain costs being classified as cost of sales rather than selling, general and administrative expenses beginning
January 1, 2018. For the three and six months ended June 30, 2018, this amount totaled $6.9 million and $13.1
million, respectively.

See Note 3, Revenue, for more information.

Effective January 1, 2018, the Company adopted ASU 2017-07, Compensation: Improving the Presentation of Net
Periodic Pension Cost and Net Periodic Postretirement Benefit Cost. The guidance in this update requires that an
employer disaggregate the service cost component from the other components of net benefit cost. Non-service cost
components of net periodic benefit cost are required to be presented in the income statement separately from the
service cost component and outside the subtotal of operating income. The update also allows only the service cost
component to be eligible for capitalization for internally developed capital projects. The amendments in this update
are applied retrospectively for the income statement presentations and prospectively for the capitalization of service
costs.

4
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The adoption of this ASU retrospectively resulted in a $0.3 million and $0.6 million reclassification between cost of
sales and selling, general and administrative expenses (both components of income from operations) and interest
expense, net and other (a component outside of income from operations) for the three and six months ended June 30,
2017, respectively.

Effective January 1, 2018, the Company adopted ASU 2017-09 Compensation - Stock Compensation (Topic 718):
Scope of Modification Accounting, which clarifies what changes to the terms or conditions of a share-based payment
award require an entity to apply modification accounting in Topic 718. This ASU will be applied prospectively when
changes to the terms or conditions of a share-based payment award occur.

Effective January 1, 2018, the Company adopted ASU 2017-01 (Topic 805), Clarifying the Definition of a Business,
which amends the guidance in ASC 805, “Business Combinations”. The ASU changes the definition of a business to
assist entities with evaluating when a set of transferred assets and activities is a business. Under the new guidance, an
entity first determines whether substantially all of the fair value of the gross assets acquired is concentrated in a single
identifiable asset or a group of similar identifiable assets. If this threshold is met, the set is not a business. If it is not
met, the entity then evaluates whether the set meets the requirements that a business include, at a minimum, an input
and a substantive process that together significantly contribute to the ability to create outputs. The ASU defines an
output as “the result of inputs and processes applied to those inputs that provide goods or services to customers,
investment income (such as dividends or interest), or other revenues.” The ASU will be applied prospectively to any
transactions subsequent to adoption.

Effective January 1, 2018, the Company adopted ASU 2016-15 (Topic 230), Statement of Cash Flows: Classification
of Certain Cash Receipts and Cash Payments. This ASU adds or clarifies guidance on the classification of certain cash
receipts and payments in the statement of cash flows. The adoption of this guidance did not have a material impact on
the Company's financial condition, results of operations, or cash flows.

New Accounting Standards Not Yet Adopted

In February 2018, the Financial Accounting Standards Board (“FASB”) issued ASU 2018-02 (Topic 220): Income
Statement – Reporting Comprehensive Income – Reclassification of Certain Tax Effects from Accumulated Other
Comprehensive Income, which allows for optional reclassification from accumulated other comprehensive income to
retained earnings for the stranded tax effects resulting from the enactment of H.R.1 (P.L. 115-97), originally known as
the “Tax Cuts and Jobs Act,” in December 2017. An entity that elects to reclassify these amounts must reclassify
stranded tax effects related to the change in federal tax rate for all items accounted for in other comprehensive income
(e.g., pension and postretirement benefits and cash flow hedges). Entities may also elect to reclassify other stranded
tax effects that relate to the Act but do not directly relate to the change in the federal tax rate (e.g., state taxes). Upon
adoption of ASU 2018-02, entities are required to disclose their policy for releasing the income tax effects from
accumulated other comprehensive income. ASU 2018-02 is effective for annual periods beginning after December 15,
2018, and interim periods within those fiscal years. Early adoption is permitted. The Company does not expect this
ASU to have a material impact on the Company’s financial position, results of operations, or cash flow.

In February 2016, the FASB issued ASU 2016-02 (Topic 842): Leases. This ASU amends a number of aspects of
lease accounting, including requiring lessees to recognize operating leases with a term greater than one year on their
balance sheet as a right-of-use asset and corresponding lease liability, measured at the present value of the lease
payments. This ASU is effective for fiscal years beginning after December 15, 2018, including interim periods within
those fiscal years, and early adoption is permitted. This ASU is required to be adopted using a modified retrospective
approach. We are in the process of implementing changes to our systems and processes in conjunction with our review
of existing lease agreements. We will adopt Topic 842 effective January 1, 2019 and expect to elect certain available
transitional practical expedients. We are still in the process of determining the effects on our financial statements but
do expect to recognize a liability and corresponding asset associated with in-scope operating leases.
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There were no other accounting standards recently issued that had or are expected to have a material impact on our
financial position or results of operations.

3.Revenue

Revenue Recognition

Revenue is recognized when control of the promised goods or services is transferred to customers in an amount that
reflects the consideration expected to be entitled in exchange for those goods or services. Sales, value added, and other
taxes collected concurrently with revenue-producing activities are excluded from revenue.

The following table presents our revenues disaggregated by product line (dollars in millions):

Three Months
Ended June 30

Six Months Ended
June 30,

2018 2017 (a) 2018 2017 (a)
Packaging $1,496.2 $1,311.5 $2,899.1 $2,568.4
Paper 250.8 253.7 520.2 512.9
Corporate and other 20.5 18.8 38.8 39.2
Total revenue $1,767.5 $1,584.0 $3,458.1 $3,120.5

(a)Prior periods have not been adjusted under the modified retrospective method for Topic 606.

5
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Packaging Revenue

Our containerboard mills produce linerboard and semi-chemical corrugating medium which are papers primarily used
in the production of corrugated products. The majority of our containerboard production is used internally by our
corrugated products manufacturing facilities. The remaining containerboard is sold to outside domestic and export
customers. Our corrugated products manufacturing plants produce a wide variety of corrugated packaging products
and retail merchandise displays. We sell corrugated products to national, regional and local accounts, which are
broadly diversified across industries and geographic locations.

The Company recognizes revenue for its packaging products when performance obligations under the terms of a
contract with a customer are satisfied. This occurs with the transfer of control of our products at a specific point in
time. Based on our express terms and conditions of the sale of products to our customers, as well as terms included in
contractual arrangements with our customers, we do not have an enforceable right of payment that includes a
reasonable profit throughout the duration of the contract for products that do not have an alternative use. Revenue is
recognized when the product is shipped from the mill or from our manufacturing facility to our customer. Certain
customers may receive volume-based incentives, which are accounted for as variable consideration. We estimate these
amounts based on the expected amount to be provided to customers and reduce revenue recognized.

Certain customers receive a portion of their packaging products as consigned inventory with billing triggered once the
customer uses or consumes the designated product. Prior to invoicing, these amounts are handled as unbilled
receivables. Total unbilled receivables, which are immaterial in amount, are included in the accounts receivable
financial statement caption.

Paper Revenue

We manufacture and sell a range of white papers, including communication papers and pressure sensitive papers.
Communication papers consist of cut-size office papers, and printing and converting papers. Pressure sensitive papers,
including release liners, are used for specialty applications such as consumer and commercial product labels.

The Company recognizes revenue for its paper products when performance obligations under the terms of a contract
with a customer are satisfied. This occurs with the transfer of control of our products at a specific point in time.
Revenue is recognized when the product is shipped from the mill or from our manufacturing facility or distribution
center to our customer. Certain customers may receive volume-based incentives, which are accounted for as variable
consideration.  We estimate these amounts based on the expected amount to be provided to customers and reduce
revenue recognized.

Corporate and Other Revenue

Revenue in this segment primarily relates to Louisiana Timber Procurement Company, L.L.C. (LTP), a
variable-interest entity that is 50% owned by PCA and 50% owned by Boise Cascade Company (Boise Cascade).
PCA is the primary beneficiary of LTP and has the power to direct the activities that most significantly affect the
economic performance of LTP. Therefore, we consolidate 100% of LTP in our financial statements. See Note 17,
Transactions With Related Parties, for more information related to LTP.

The Company recognizes revenue within this segment when performance obligations under the terms of a contract
with a customer are satisfied. This occurs with the transfer of control of our products at a specific point in time.
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Practical Expedients and Exemption

Shipping and handling fees billed to a customer are recorded on a gross basis in "Net sales" with the corresponding
shipping and handling costs included in "Cost of sales" in the concurrent period as the revenue is recorded. We
expense sales commissions when incurred because the amortization period is one year or less. Sales commissions are
recorded in "Selling, general, and administrative expenses".

We do not disclose the value of unsatisfied performance obligations for contracts with an original expected duration of
one year or less.

4. Acquisitions

Sacramento Container Acquisition

On October 2, 2017, PCA acquired substantially all of the assets of Sacramento Container Corporation, and 100% of
the membership interests of Northern Sheets, LLC and Central California Sheets, LLC (collectively referred to as
“Sacramento Container”) for a purchase price of $274 million, including working capital adjustments. Funding for the
$274 million purchase price came from available cash on hand. Assets acquired include full-line corrugated products
and sheet feeder operations in both McClellan, California and Kingsburg, California. Sacramento Container provides
packaging solutions to customers serving portions of California’s strong agricultural market. Sacramento Container’s
financial results are included in the Packaging segment from the date of acquisition.

6
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The Company accounted for the Sacramento Container acquisition using the acquisition method of accounting in
accordance with ASC 805, Business Combinations. The total purchase price has been allocated to tangible and
intangible assets acquired and liabilities assumed based on respective fair values, as follows (dollars in millions):

12/31/2017
Allocation Adjustments

Revised
Allocation

Goodwill $ 151.1 $ 5.5 $ 156.6
Other intangible assets 72.6 (5.5 ) 67.1
Property, plant and equipment 26.7 — 26.7
Other net assets 23.4 — 23.4
Net assets acquired $ 273.8 $ — $ 273.8

During the second quarter of 2018, we made a $5.5 million net adjustment based on the final valuation of the
intangible assets. We recorded the adjustment as a decrease to other intangible assets with an offset to goodwill. The
purchase price allocation presented above is preliminary and is subject to finalization of working capital adjustments.
Our current estimates and assumptions may change as more information becomes available. We expect to finalize the
allocations within the 12-month period following the acquisition date.

Goodwill is calculated as the excess of the purchase price over the fair value of the net assets acquired. Among the
factors that contributed to the recognition of goodwill were Sacramento Container’s commitment to continuous
improvement and regional synergies, as well as the expected increases in PCA’s containerboard integration levels.
Goodwill is deductible for tax purposes.

Other intangible assets, primarily customer relationships, were assigned an estimated weighted average useful life of
9.6 years.

Property, plant, and equipment were assigned estimated useful lives ranging from one to 13 years.      

5. Earnings Per Share
The following table sets forth the computation of basic and diluted income per common share for the periods
presented (dollars and shares in millions, except per share data):

Three Months
Ended

Six Months
Ended

June 30, June 30,
Numerator: 2018 2017 2018 2017
Net income $186.6 $143.2 $326.7 $260.6
Less: distributed and undistributed earnings allocated to

   participating securities (1.4 ) (1.2 ) (2.5 ) (2.3 )
Net income attributable to common shareholders $185.2 $142.0 $324.2 $258.3
Denominator:
Weighted average basic common shares outstanding 93.6 93.4 93.6 93.4
Effect of dilutive securities 0.2 0.2 0.2 0.2
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Weighted average diluted common shares outstanding 93.8 93.6 93.8 93.6
Basic income per common share $1.98 $1.52 $3.46 $2.76
Diluted income per common share $1.97 $1.52 $3.46 $2.76

6. Other Income (Expense), Net
The components of other income (expense), net, were as follows (dollars in millions):

Three Months
Ended

Six Months
Ended

June 30, June 30,
2018 2017 2018 2017

Asset disposals and write-offs $(4.1 ) $(2.4) $(9.2 ) $(4.7)
Wallula mill restructuring (a) (7.2 ) — (7.9 ) —
Facilities closure, integration-related, and other costs (b) — (0.5) (0.1 ) (1.3)
DeRidder mill incident (c) — 2.5 — (2.5)
Hexacomb working capital adjustment (d) — — — 2.3
Other (2.0 ) (0.2) (4.4 ) (1.4)
Total $(13.3) $(0.6) $(21.6) $(7.6)

(a)Includes charges related to the discontinuation of production of uncoated free sheet and coated one-side grades at
the Wallula, Washington mill in the second quarter of 2018 and the conversion of the No. 3 paper machine to a
high-performance 100% virgin kraft linerboard machine.

7
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(b)For 2018, includes charges consisting of closure costs related to corrugated products facilities. For 2017, includes
charges consisting of closure costs related to corrugated products facilities, integration costs related to the TimBar
Corporation and Columbus Container Inc. acquisitions, and costs related to a lump sum settlement payment of a
multiemployer pension plan for one of our corrugated products facilities.

(c)Includes costs for the property damage and business interruption insurance deductible corresponding to the
February 2017 explosion at our DeRidder, Louisiana mill.

(d)Includes income related to a working capital adjustment from the April 2015 sale of our Hexacomb corrugated
manufacturing operations in Europe and Mexico.

7. Income Taxes

On December 22, 2017, the President signed into law H.R.1 (P.L. 115-97), originally known as the “Tax Cuts and Jobs
Act” (the “Tax Act”). The Tax Act significantly revises the U.S. tax code by, among other items, reducing the federal
corporate tax rate from 35% to 21%, providing for the full expensing of certain depreciable property, eliminating the
corporate alternative minimum tax, limiting the deductibility of interest expense, further limiting the deductibility of
certain executive compensation, limiting the use of net operating loss carryforwards created in tax years beginning
after December 31, 2017, and implementing a territorial tax system imposing a deemed repatriation transition tax
(“Transition Tax”) on earnings of foreign subsidiaries.

The SEC staff issued Staff Accounting Bulletin (“SAB”) 118, Income Tax Accounting Implications of the Tax Cuts and
Jobs Act, which provides guidance on accounting for the effects and includes a measurement period that ends when a
company has obtained, prepared, and analyzed the information necessary to finalize its accounting of the Tax Act,
which cannot extend beyond one year. In accordance with SAB 118, the Company recorded provisional estimates of
the income tax effects of the Tax Act in our 2017 Form 10-K.

During the three and six months ended June 30, 2018, we have not recorded any measurement period adjustments to
the provisional estimates recorded at December 31, 2017. Final accounting for the income tax effects of the Tax Act
will occur after the completion of our 2017 federal and state income tax returns in the fourth quarter of 2018.

For the three months ended June 30, 2018 and 2017, we recorded $58.7 million and $65.4 million of income tax
expense and had an effective tax rate of 23.9% and 31.4%, respectively. For the six months ended June 30, 2018 and
2017, we recorded $105.1 million and $127.1 million of income tax expense and had an effective tax rate of 24.3%
and 32.8%, respectively. The decrease in our effective tax rate for both the three and six months ended June 30, 2018
compared with the same periods in 2017 was primarily due to federal tax reform (P.L. 115-97), which included a
reduction in the federal tax rate of 14.0% offset by the loss of the Domestic Production Activities Deduction benefit of
about 3.2% and a reduction in the federal benefit of state tax deductions of about 0.8%, as well as lower excess tax
benefits from employee share-based payment awards under ASU 2016-09 in 2018 compared to the same periods in
2017.

Our effective tax rate may differ from the federal statutory income tax rate of 21.0% due primarily to the effect of
state and local income taxes. During the six months ended June 30, 2018 and 2017, cash paid for taxes, net of refunds
received, was $22.2 million and $105.7 million, respectively. The decrease in cash tax payments between the periods
is primarily due to a federal overpayment carryforward from the 2017 tax year into the 2018 year as a result of tax
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reform related changes.

During the three and six months ended June 30, 2018, there were no significant changes to our uncertain tax positions.
For more information, see Note 6, Income Taxes, of the Notes to Consolidated Financial Statements in “Part II, Item 8.
Financial Statements and Supplementary Data” of our 2017 Annual Report on Form 10-K.

8. Inventories
We value our raw materials, work in process, and finished goods inventories using lower of cost, as determined by the
average cost method, or market. Supplies and materials are valued at the first-in, first-out (FIFO) or average cost
methods.

The components of inventories were as follows (dollars in millions):

June 30,
December
31,

2018 2017
Raw materials $ 291.7 $ 279.8
Work in process 15.1 12.6
Finished goods 197.6 217.0
Supplies and materials 259.3 253.1
Inventories $ 763.7 $ 762.5

8
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9. Property, Plant, and Equipment
The components of property, plant, and equipment were as follows (dollars in millions):

June 30,
December
31,

2018 2017
Land and land improvements $ 159.7 $ 156.0
Buildings 735.8
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