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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements

SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(dollars in millions, except per share amounts)
(Unaudited)

Net sales
Cost of products sold
Gross profit

Selling expense

Research expense

General expense

Total nonmanufacturing expenses

Restructuring and impairment expense
Operating profit

Interest expense

Other (expense), net

Income from continuing operations before income taxes and income from

equity affiliates

Provision for income taxes

(Loss) income from equity affiliates, net of
income taxes

Income from continuing operations

Loss from discontinued operations

Net income

Net income per share - basic:

Income per share from continuing operations

Income (loss) per share from discontinued
operations

Net income per share — basic

Net income per share — diluted:

Income per share from continuing operations

Income (loss) per share from discontinued
operations

Net income per share — diluted

Weighted average shares outstanding:

Basic

Diluted

Three Months .

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

$2704 $2553  $532.3 §$488.6
193.0 1784 3829 3483

774 769 1494 1403
9.2 8.2 183 165
4.1 4.6 82 9.0
214 222 448 442
347 350 713 697
0.6 1.6 1.0 27
421 403 771 679
66 68 128 126
©5 )16 ) ©8 )27 )
350 319 63.5 526
8.7 9.9 160  17.0
05 )03 0.8 )04
258 223 46.7  36.0
— — 04 ) —

$25.8 $223 $46.3  $36.0

$0.84 $0.73 $1.52 $1.18
— — 0.01 ) —
$0.84 $0.73 $1.51 $1.18

$0.83 $0.72  $151 $1.17
— — 0.01 ) —
$0.83 $0.72  $150 $1.17

30,565,800,412,900 30,527,430,389,000
30,705,900,546,700 30,663,080,517,100

4
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The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(dollars in millions)
(Unaudited)

Net income

Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments
Less: Reclassification adjustment for realized translation adjustments

Unrealized (losses) gains on derivative instruments
Less: Reclassification adjustment for (gains) losses on derivative instruments

included in net income

Reclassification adjustment for amortization of postretirement benefit plans' costs
included in net periodic benefit cost
Other comprehensive (loss) income

Comprehensive (loss) income

Three Months  Six Months
Ended Ended

June 30June 30, June 30June 30,
2018 2017 2018 2017
$25.8 $22.3 $463 $36.0

(30.6 ) 19.8 (22.0) 25.7
02 ) — 04 ) —

22 )@37 )03 2.6 )
08 )(©6 )16 )04 )

0.8 1.1 1.5 2.2

(33.0) 16.6 (22.2) 249
$(7.2) $38.9 $24.1 $60.9

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(dollars in millions, except per share amounts)
(Unaudited)

ASSETS

Current assets

Cash and cash equivalents
Accounts receivable, net
Inventories

Income taxes receivable
Assets held for sale

Other current assets

Total current assets

Property, plant and equipment, net
Deferred income tax benefits
Investment in equity affiliates
Goodwill

Intangible assets

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities

Current debt

Accounts payable

Income taxes payable

Accrued expenses

Total current liabilities

Long-term debt

Long-term income tax payable

Pension and other postretirement benefits
Deferred income tax liabilities

Other liabilities

Total liabilities

Stockholders’ equity:

Preferred stock, $0.10 par value; 10,000,000 shares authorized; none issued or outstanding
Common stock, $0.10 par value; 100,000,000 shares authorized; 30,754,759 and 30,711,299
shares issued and outstanding at June 30, 2018 and December 31, 2017, respectively

Additional paid-in-capital

Retained earnings

Accumulated other comprehensive loss, net of tax
Total stockholders’ equity

Total liabilities and stockholders’ equity

June 30, December 31,
2018 2017
$73.9 $ 106.9
159.4 149.4
153.7 155.2
0.3 34

11.9 12.8

7.2 54
406.4 433.1
346.7 361.9
0.6 1.0

66.8 68.5
339.9 341.3
284.7 297.2
40.0 39.5
$1,485.1 $1,542.5
$3.0 $5.1
60.8 59.4

2.5 4.0

69.9 78.6
136.2 147.1
639.8 679.1
334 36.7
28.7 30.7
45.6 42.3
58.9 59.9
942.6 995.8
3.1 3.1

68.8 66.3
582.2 566.7
(111.6 ) (894 )
542.5 546.7
$1,485.1 $1,542.5

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

(dollars in millions, except per share amounts)
(Unaudited)

Balance, December 31, 2016

Net income

Other comprehensive income, net of tax
Dividends declared ($0.84 per share)
Restricted stock issuances, net

Stock-based employee compensation expense
Stock issued to directors as compensation
Purchases and retirement of common stock
Balance, June 30, 2017

Balance, December 31, 2017

Cumulative effects of changes in accounting
standards

Net income

Other comprehensive loss, net of tax
Dividends declared ($0.86 per share)
Restricted stock issuances, net

Stock-based employee compensation expense
Stock issued to directors as compensation
Purchases and retirement of common stock
Balance, June 30, 2018

4

Common Stock
Issued

Accumulated

Retained Other

Additional
Shares Amount Paid-In

Capital
30,544,494 $ 3.1 $ 59.2 $585.3
— — — 36.0
— — — (25.8
184,213 — — —
— — 2.2 —
2,741 — 0.1 —
(24,587 ) (1.0

30,706,861 $ 3.1

30,711,299 ' $ 3.1

108,154 —
2,643 —
(67,337 ) —
30,754,759 $ 3.1

$ 615 $594.5

$ 663  $566.7

— (1.7
— 46.3
— (26.4
2.4 —
0.1 —
— 2.7

Earnings ComprehensiveT

Income (Loss)

$ (1393 )
249
) —
) —
$ (1144 )
$ (894 )
) —
(22.2 )
) —
) —

$ 68.8 $5822 §$ (1116 )
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

otal

$508.3
36.0
249
(258 )
22

0.1

(1.0 )
$544.7

$546.7
(1.7 )

46.3
(222 )
(264 )
24
0.1
27 )
$542.5
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW

(dollars in millions)
(Unaudited)

Operating

Net income

Less: Loss from discontinued operations
Income from continuing operations
Non-cash items included in net income:
Depreciation and amortization
Restructuring-related impairment
Deferred income tax provision

Pension and other postretirement benefits
Stock-based compensation

Loss (income) from equity affiliates
Other items

Changes in operating working capital, net of assets acquired:

Accounts receivable

Inventories

Prepaid expenses

Accounts payable

Accrued expenses

Accrued income taxes

Net changes in operating working capital
Net cash provided by operating activities of:
- Continuing operations

- Discontinued operations

Net cash provided by operations
Investing

Capital spending

Capitalized software costs

Acquisitions, net of cash acquired

Other investing

Net cash used in investing

5

Six Months
Ended

June 30June 30,
2018 2017
$46.3 $36.0
04 ) —

46.7 36.0
31.0 319
0.2 0.6

2.3 1.7

2.0 2.0

2.5 2.2

0.8 04 )
1.1 12 )
(19.1 ) (13.8 )
54 )05

21 )9 )
4.5 3.1

73 ) (A5 )
(1.3 ) @84 )
(30.7) (28.0 )
55.9 4438
0.2 0.1
56.1 449
(13.7) (19.3 )
0.6 )6 )
— (291.7)
(0.7 ) 1.8

(15.0) (310.8)

10
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW
(dollars in millions)

(Unaudited)

Six Months

Ended

June 30June 30,

2018 2017
Financing
Cash dividends paid to SWM stockholders (26.4) (258 )
Changes in short-term debt (1.5 )09
Proceeds from issuances of long-term debt 0.8 287.8
Payments on long-term debt 41.5) 89 )
Purchases of common stock 27 )a.o )
Payments for debt issuance costs — 0.6 )
Net cash (used in) provided by financing (71.3 ) 2524
Effect of exchange rate changes on cash and cash equivalents 2.8 ) 3.9
Decrease in cash and cash equivalents 33.0) 9.6 )
Cash and cash equivalents at beginning of period 106.9 107.4
Cash and cash equivalents at end of period $73.9 $97.8
Supplemental Cash Flow Disclosures
Cash paid for interest $13.5 $9.2
Cash paid for taxes, net $145 $232
Change in capital spending in accounts payable and accrued liabilities $1.8 $3.5
Deferred contingent business acquisition consideration $— $86

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. General
Nature of Business

Schweitzer-Mauduit International, Inc., or SWM or the Company, headquartered in the United States of America, is a
multinational diversified producer of highly engineered solutions and advanced materials for a variety of industries.
The Company maintains two operating product line segments: Advanced Materials and Structures and Engineered
Papers.

The Advanced Materials & Structures segment, or AMS, produces mostly resin-based rolled goods such as nets, films
and meltblown materials, typically through an extrusion process or other non-woven technologies. These products are
used in a variety of specialty applications across the filtration, construction and infrastructure, transportation,
industrial and medical end-markets. As discussed more fully in Note 4. Business Acquisitions, in January 2017, the
Company completed the acquisition of Conwed Plastics LLC, a Delaware limited liability company, and its Belgian
subsidiary ("Conwed NV" and collectively with Conwed Plastic LLC, “Conwed”), which has been integrated into the
AMS segment.

The Engineered Papers segment, or EP, primarily serves the tobacco industry with production of various cigarette
papers and reconstituted tobacco products, or "recon". Traditional reconstituted tobacco leaf, or "RTL", is used as a
blend with virgin tobacco in cigarettes and used as wrappers and binders for cigars. Recon, as well as LIP (low
ignition propensity) cigarette paper, a specialty product with fire-safety features, are two key profit drivers, which
together account for more than half of segment net sales. The EP segment also produces non-tobacco papers for both
premium applications, such as energy storage and industrial commodity paper grades.

We conduct business in over 90 countries and operate 23 production locations worldwide, with facilities in the U.S.,
Canada, United Kingdom, France, Luxembourg, Belgium, Russia, Brazil, China and Poland. We also have a 50%
equity interest in two joint ventures in China. The first, China Tobacco Mauduit (Jiangmen) Paper Industry Ltd., or
CTM, produces cigarette and porous plug wrap papers and the second, China Tobacco Schweitzer (Yunnan)
Reconstituted Tobacco Co. Ltd., or CTS, produces RTL.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements and the notes thereto have been prepared in
accordance with the instructions of Form 10-Q and Rule 10-01 of Regulation S-X of the Securities and Exchange
Commission, or the SEC, and do not include all of the information and disclosures required by accounting principles
generally accepted in the United States of America, or U.S. GAAP. However, such information reflects all
adjustments (consisting of normal recurring adjustments) which are, in the opinion of management, necessary for a
fair statement of results for the interim periods including the results of a business reclassified as a discontinued
operation which is more fully described in Note 5. Discontinued Operations.

The results of operations for the three and six months ended June 30, 2018 are not necessarily indicative of the results
to be expected for the full year. The unaudited condensed consolidated financial statements and these notes thereto
included herein should be read in conjunction with the audited consolidated financial statements and the related notes
thereto included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017, as filed with
the SEC on March 1, 2018.

12



Edgar Filing: SCHWEITZER MAUDUIT INTERNATIONAL INC - Form 10-Q

Principles of Consolidation

The condensed consolidated financial statements include the accounts of the Company and its wholly-owned,
majority-owned and controlled subsidiaries. The Company’s share of the net income of its 50%-owned joint ventures
in China is included in the condensed consolidated statements of income as Income from equity affiliates, net of
income taxes. Intercompany balances and transactions have been eliminated. Certain reclassifications of prior year
data were made in the Condensed Consolidated Statements of Income and in the Notes to Consolidated Financial
Statements. The reclassifications were made to conform to the current year presentation.

7
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires estimates and assumptions that affect
the reported amounts of assets and liabilities, revenues and expenses and related disclosures of contingent assets and
liabilities in the condensed consolidated financial statements and accompanying notes. Estimates are used for, but not
limited to, inventory valuation, useful lives of tangible and intangible assets, fair values, sales returns and rebates,
receivables valuation, pension, postretirement and other benefits, restructuring and impairment, taxes and
contingencies. Actual results could differ materially from those estimates.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board, or FASB, issued Accounting Standards Update ("ASU")
2014-09, "Revenue from Contracts with Customers" (Topic 606). This guidance specifies how and when an entity will
recognize revenue arising from contracts with customers and requires entities to disclose information about the nature,
amount, timing and uncertainty of revenue and cash flows arising from contracts with customers. The Company
adopted this ASU effective January 1, 2018, utilizing the modified retrospective transition approach upon adoption.
This approach required an adjustment upon adoption to the financial statements to reflect the cuamulative impact of the
guidance and results in no change to prior period financial statements. The guidance in this update was applied to all
contracts that were not completed at the date of adoption. Based on the evaluation of the provisions included in the
new guidance, along with the related updates discussed below, the adoption of this standard resulted in a
cumulative-effect adjustment directly to retained earnings of $0.5 million as of January 1, 2018. The adoption of this
guidance did not materially impact the amount or timing of revenues recognized in the consolidated financial
statements or materially effect our financial position. See Note 2. Revenue Recognition for further discussion.

In February 2016, the FASB issued ASU 2016-02, "Leases (Topic 842): Amendments to the FASB Accounting
Standards Codification." The new standard establishes a right-of-use model that requires a lessee to record a
right-of-use asset and a lease liability on the balance sheet for all leases with terms longer than twelve months. Leases
will be classified as either finance or operating, with classification affecting the pattern of expense recognition in the
income statement. This guidance is effective for annual reporting periods beginning after December 15, 2018, and
interim periods thereafter. Early adoption is permitted. Companies must apply a modified retrospective transition
approach for leases existing at, or entered into after, the beginning of the earliest comparative period presented in the
financial statements. The modified retrospective approach would not require any transition accounting for leases that
expired before the earliest comparative period presented. The Company is currently in the process of evaluating the
impact of the pronouncement on the Company's outstanding leases and expects that adoption will have a material
impact on the consolidated balance sheets related to recording right-of-use assets and corresponding lease liabilities.
Further, the Company is currently in the process of evaluating the impact of adoption on the consolidated statements
of income.

In March, April and May 2016, the FASB issued ASU 2016-08, “Revenue from Contracts with Customers: Principal
versus Agent Considerations (Reporting Revenue Gross versus Net),” ASU 2016-10, “Revenue from Contracts with
Customers: Identifying Performance Obligations and Licensing,” ASU 2016-11, "Revenue Recognition (Topic 605)
and Derivatives and Hedging (Topic 815): Rescission of SEC Guidance Because of Accounting Standards Updates
2014-09 and 2014-16 Pursuant to Staff Announcements at the March 3, 2016 EITF Meeting," and ASU 2016-12,
"Revenue from Contracts with Customers: Narrow-Scope Improvements and Practical Expedients," which provide
supplemental adoption guidance and clarification to ASU 2014-09. ASU 2016-08, ASU 2016-10, ASU 2016-11 and
ASU 2016-12 must be adopted concurrently with the adoption of ASU 2014-09. The Company adopted these updates

14
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effective January 1, 2018 and adoption of these updates did not materially affect our financial position or materially
impact the amount or timing of revenues recognized in the consolidated financial statements, as discussed above. See
Note 2. Revenue Recognition for further discussion.

In October 2016, the FASB issued ASU 2016-16, "Income Taxes (Topic 718): Intra-Entity Transfers of Assets Other
Than Inventory." This standard states that an entity should recognize the income tax consequences of an intra-entity
transfer of an asset other than inventory when the transfer occurs, thus eliminating the exception for an intra-entity
transfer of an asset other than inventory. This guidance is effective for annual reporting periods beginning after
December 15, 2017, including interim reporting periods within those annual reporting periods. Early adoption is
permitted. The

8
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Company adopted this ASU effective January 1, 2018, utilizing the modified retrospective basis transition approach
upon adoption. The adoption of this guidance resulted in a cumulative-effect adjustment directly to retained earnings
of $2.2 million as of January 1, 2018.

In January 2017, the FASB issued ASU No. 2017-01, "Business Combinations (Topic 805): Clarifying the Definition
of a Business." The guidance clarifies the definition of a business with the objective of assisting entities in evaluating
whether transactions should be accounted for as acquisitions (or disposals) of assets or businesses. Acquisitions of
integrated sets of assets and activities that do not meet the definition of a business are accounted for as asset
acquisitions. The new update is effective for annual periods beginning after December 15, 2017. The Company
adopted this guidance as of January 1, 2018. Adoption of ASU 2017-01 did not have an impact on the consolidated
financial statements.

In January 2017, the FASB issued ASU 2017-04, "Intangibles - Goodwill and Other (Topic 350): Simplifying the Test
for Goodwill Impairment." The amendment eliminates the second step of the analysis that required the measurement
of a goodwill impairment by comparing the implied value of a reporting unit’s goodwill and the goodwill’s carrying
amount. This guidance is effective for annual or any interim goodwill impairment tests in fiscal years beginning after
December 15, 2019. Early adoption is permitted. The Company is currently in the process of evaluating the impact of
the pronouncement and does not expect the adoption of this guidance to have a material impact on the consolidated
financial statements.

In March 2017, the FASB issued ASU 2017-07, "Compensation - Retirement Benefits (Topic 715): Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost." The amendment requires an
employer to report the service cost component in the same line item or line items as other compensation costs arising
from services rendered by the pertinent employees during the period. The other components of net benefit cost are
required to be presented in the income statement separately from the service cost component and outside a subtotal
from operations. This guidance is effective for annual periods beginning after December 15, 2017. The Company
adopted this ASU effective January 1, 2018, utilizing the retrospective transition approach upon adoption. The
adoption of this guidance resulted in a reclassification of the components of net periodic pension cost, other than
service cost, from Cost of products sold and General expense to Other income (expense), net, in the Consolidated
Statements of Income. The reclassification of these costs effects only the EP segment, as there are no pension costs
associated with the AMS segment. For the three and six months ended June 30, 2017, respectively, $0.8 million and
$1.8 million in pension expense were reclassified from Operating profit to Other expense in the condensed
consolidated statement of income for the 2017 comparative periods. The adoption of this guidance had no effect on
Net income in the Consolidated Statements of Income and no effect on the other consolidated financial statements.

In May 2017, the FASB issued ASU 2017-09, "Compensation-Stock Compensation (Topic 718): Scope of
Modification Accounting". This amendment clarifies the changes to terms or conditions of a share-based payment
award that require an entity to apply modification accounting. ASU 2017-09 is effective for annual reporting periods,
and interim periods therein, beginning after December 15, 2017. Early application is permitted and prospective
application is required. The Company adopted this guidance as of January 1, 2018. Adoption of ASU 2017-09 did not
have a material impact on the consolidated financial statements.

In August 2017, the FASB issued ASU 2017-12, "Derivatives and Hedging (Topic 815): Targeted Improvements to
Accounting for Hedging Activities." This amendment better aligns an entity's risk management activities and financial
reporting for hedging relationships through changes to both the designation and measurement guidance for qualifying
hedging relationships and the presentation of hedge results. ASU 2017-12 is effective for annual reporting periods,
and interim periods therein, beginning after December 15, 2018. Early application is permitted and should be applied

16
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to hedging relationships existing on the date of adoption. The effect of adoption should be reflected as of the
beginning of the fiscal year of adoption. The Company elected to early adopt this guidance as of January 1, 2018.
Refer to Note 12. Derivatives for additional information regarding the impact of adoption of this standard on the
Company's financial statements.

In February 2018, the FASB issued ASU 2018-02, "Income Statement - Reporting Comprehensive Income (Topic
220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income." This ASU was issued
following the enactment of the Tax Cuts and Jobs Act (the "Tax Act") of 2017. This ASU allows an entity to elect a
reclassification from accumulated other comprehensive income to retained earnings for stranded effects resulting from

9
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SCHWEITZER-MAUDUIT INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

the Tax Act. ASU 2018-02 is effective for annual reporting periods, and interim periods therein, beginning after
December 15, 2018. Early adoption is permitted and should be applied either in the period of adoption or
retrospectively to each period in which the effect of the change in the U.S. federal corporate income tax rate in the Tax
Act is recognized. The Company is currently in the process of evaluating the impact of the pronouncement and does
not expect the adoption of this guidance to have a material impact on the consolidated financial statements.

In June 2018, the FASB issued ASU 2018-07, "Compensation—Stock Compensation (Topic 718): Improvements to
Nonemployee Share-Based Payment Accounting." The amendments in this Update expand the scope of Topic 718 to
include share-based payment transactions for acquiring goods and services from nonemployees and make the
accounting treatment for employee and nonemployee share-based transactions more consistent. ASU 2018-07 is
effective for annual reporting periods, and interim periods therein, beginning after December 15, 2018. Early adoption
is permitted, but no earlier than the entity's adoption date of Topic 606. The Company is currently in the process of
evaluating the impact of the pronouncement and does not expect the adoption of this guidance to have a material
impact on the consolidated financial statements.

Note 2. Revenue Recognition

The Company has two main sources of revenue: product sales and materials conversion. The Company recognizes
product sales revenues when control of a product is transferred to the customer. For the majority of product sales,
transfer of control occurs when the products are shipped from one of the Company’s manufacturing facilities to the
customer. The cost of delivering finished goods to the Company’s customers is recorded as a component of cost of
products sold. Those costs include the amounts paid to a third party to deliver the finished goods. Any freight costs
billed to and paid by a customer are included in net sales. The Company also provides services to customers through
the conversion of customer-owned raw materials into processed finished goods. In these transactions, the Company
generally recognizes revenue as processing is completed.

Revenue is recognized when performance obligations under the terms of a contract with a customer are satisfied,
which generally occurs when control of the promised goods or services is transferred to the customer, in an amount
that reflects the consideration the Company expects to be entitled to in exchange for those goods or services.
Generally, the Company considers collectability of amounts due under a contract to be probable upon inception of a
sale based on an evaluation of the credit worthiness of each customer. If collectability is not considered to be
probable, the Company defers recognition of revenue on satisfied performance obligations until the uncertainty is
resolved. Any variable consideration, such as discounts or price concessions, is set forth in the terms of the contract at
inception, and is included in the assessment of the transaction price at the outset of the arrangement. The transaction
price is allocated to the individual performance obligations due under the contract based on the relative stand-alone
fair value of the performance obligations identified in the contract. The Company typically uses an observable price to
determine the stand-alone selling price for separate performance obligations.

The Company does not typically include extended payment terms or significant financing components in our contracts
with customers. Certain product sales contracts may include cash-based incentives (volume rebates or credits), which
are accounted for as variable consideration. We estimate these amounts at least quarterly based on the expected
forecast quantities to be provided to customers and reduce revenues recognized accordingly. Incidental items that are
immaterial in the context of the contract are recognized as expense in the period incurred. The Company generally
expenses sales commissions when incurred because the amortization period is one year or less. These costs are
recorded within sales and marketing expenses. The Company does not disclose the value of unsatisfied performance
obligations for (i) contracts with an original expected length of one year or less and (ii) contracts for which we
recognize revenue at the amount to which we have the right to invoice for services performed. As a practical
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expedient, the Company treats shipping and handling activities that occur after control of the good transfers as
fulfillment activities, and therefore, does not account for shipping and handling costs as a separate performance
obligation.
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Following is the Company’s net sales disaggregated by revenue source ($ in millions). Sales and usage-based taxes are
excluded from net sales.

Three Months Ended

June 30, 2018 June 30, 2017

AMS EP Total AMS EP Total
Product revenues $120.6 $133.6 $254.2 $114.7 $115.2 $229.9
Materials conversion revenues 2.2 11.5 13.7 2.6 21.0 23.6
Other revenues 1.2 1.3 2.5 0.5 1.3 1.8
Total revenues (1) $124.0 $146.4 $270.4 $117.8 $137.5 $255.3

(1) Revenues include net hedging gains and losses for the three months ended June 30, 2018 and 2017.

Six Months Ended

June 30, 2018 June 30, 2017

AMS EP Total AMS EP Total
Product revenues $229.0 $254.4 $483.4 $206.0 $228.5 $434.5
Materials conversion revenues 8.4 36.2 446 108 40.0 50.8
Other revenues 1.9 2.4 4.3 1.0 2.3 33
Total revenues (1) $239.3 $293.0 $532.3 $217.8 $270.8 $488.6

(1) Revenues include net hedging gains and losses for the six months ended June 30, 2018 and 2017.

Net sales are attributed to the following geographic locations based on the location of the Company’s direct customers
($ in millions):

Three Months Ended

June 30, 2018 June 30, 2017

AMS EP Total AMS EP Total
United States $84.8 $50.0 $134.8 $78.3 $47.1 $1254
Europe and the former Commonwealth of Independent States 10.7  60.0 70.7 129 53.1 66.0
Asia/Pacific (including China) 220 179 399 197 174 37.1
Latin America 2.5 105 13.0 3.1 109 14.0
Other foreign countries 4.0 8.0 120 3.8 9.0 12.8
Total revenues (1) $124.0 $146.4 $270.4 $117.8 $137.5 $255.3
(1) Revenues include net hedging gains and losses for the three months ended June 30, 2018 and 2017.

Six Months Ended

June 30, 2018 June 30, 2017

AMS EP Total AMS EP Total
United States $162.9 $99.7 $262.6 $147.0 $93.4 $2404
Europe and the former Commonwealth of Independent States 26.5 117.6 144.1 24.1 1023 1264
Asia/Pacific (including China) 36.6 392 758 344 385 729
Latin America 5.7 220 277 54 214 268
Other foreign countries 7.6 145 221 69 152 221
Total revenues (1) $239.3 $293.0 $532.3 $217.8 $270.8 $488.6

(1) Revenues include net hedging gains and losses for the six months ended June 30, 2018 and 2017.
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Note 3. Other Comprehensive Income

Comprehensive income includes net income, as well as certain items charged and credited directly to stockholders'
equity, which are excluded from net income. The Company has presented comprehensive income in the condensed
consolidated statements of comprehensive income (loss). Reclassification adjustments of derivative instruments are
presented in Net sales, Other (expense) income, net, or Interest expense in the condensed consolidated statements of
income. See Note 12. Derivatives for additional information. Amortization of accumulated pension and other
post-employment benefit, or OPEB, liabilities are included in the computation of net periodic pension and OPEB
costs, which are more fully discussed in Note 14. Postretirement and Other Benefits.

Components of Accumulated other comprehensive loss, net of tax, were as follows ($ in millions):
June 30, December
2018 31,2017

Accumulated pension and OPEB liability adjustments, net of income tax benefit of $13.1 million $(234 ) $(24.9 )

and $13.8 million at June 30, 2018 and December 31, 2017, respectively ) )

Accumulated unrealized (loss) gain on derivative instruments, net of income tax benefit of $1.5

million and $0.2 million at June 30, 2018 and December 31, 2017, respectively

Accumulated unrealized foreign currency translation adjustments, net of income tax benefit of

$2.6 million and $4.5 million at June 30, 2018 and December 31, 2017, respectively

09 )o04

873 ) (649 )

Accumulated other comprehensive loss $(111.6) $(89.4 )
Changes in the components of Accumulated other comprehensive loss were as follows ($ in millions):
Three Months Ended
June 30, 2018 June 30, 2017
Pre-tax Tax Net of Pre-tax Tax Net of
Tax Tax
Unrealized gain (loss) on pension and OPEB liability adjustments $1.1 $(0.3) $0.8  $1.3 $(0.2) $1.1
Unrealized (loss) gain on derivative instruments 44 )14 30 )67 )24 4.3 )
Unrealized (loss) gain on foreign currency translation (30.0 ) (0.8 ) (30.8 ) 19.8 — 19.8
Total $(33.3) $0.3 $(33.0) $144 $22 $16.6
Six Months Ended
June 30, 2018 June 30, 2017
Pre-tax Tax Net of Pre-tax Tax Net of
Tax Tax
Unrealized gain (loss) on pension and OPEB liability adjustments $2.2  $(0.7) $1.5 $2.6 $(0.4) $2.2
Unrealized (loss) gain on derivative instruments 26 )13 (1.3 ) (G.0 )20 3.0 )
Unrealized (loss) gain on foreign currency translation (205 ) (19 ) (224 ) 257 — 25.7
Total $(20.9) $(1.3) $(22.2) $23.3 $1.6 $249
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Note 4. Business Acquisitions

On January 20, 2017, the Company completed the acquisition of Conwed pursuant to the Equity Interest Purchase
Agreement, dated as of December 14, 2016, by and among the Company, Delstar Technologies, Inc., Baldwin
Enterprises, Inc., Conwed and Leucadia National Corporation. As a result of the transaction, Conwed and its
subsidiaries became wholly-owned indirect subsidiaries of the Company. The acquisition of Conwed expanded and
continued the diversification of SWM's global presence in advanced materials and has been integrated into the
Company's AMS segment.

The consideration for the Conwed acquisition was $295.0 million in cash, subject to certain customary post-closing
adjustments, plus three potential earn-out payments not to exceed $40.0 million in the aggregate, which payments are
contingent upon the achievement of certain financial metrics in each of 2019, 2020 and 2021, in each case, upon the
terms and subject to the conditions contained in the Purchase Agreement. The estimated fair value of the potential
earn-out payments at the acquisition date was $8.6 million, for total consideration transferred of $303.6 million. The
estimated fair value of the deferred contingent consideration was determined based on management's projections
related to the achievement of certain financial metrics for the aforementioned years. The discount rate used to value
the liability was based on specific business risk, cost of capital and other factors. The fair value of the contingent
consideration was determined using significant unobservable inputs and is considered a Level 3 liability. There were
no changes to the assumptions underlying the estimated fair value calculation during the six months ended June 30,
2018. As of June 30, 2018, the balance of the contingent liability was $10.0 million, including $0.5 million in
accretion year-to-date.

The purchase price for Conwed was funded from the Company’s borrowings under the First Amendment to Second
Amended and Restated Credit Agreement, while the purchase price for Conwed NV was funded from cash on hand.
See Note 11. Debt, for additional information.

The consideration paid for Conwed and the final fair values of the assets acquired and liabilities assumed as of the
January 20, 2017 acquisition date were as follows ($ in millions):

Fair
Value
as of
January
20,
2017
Cash and cash equivalents $3.3
Accounts receivable 15.4
Inventory 20.6
Other current assets 1.1
Property, plant and equipment 31.7
Identifiable intangible assets 134.4
Total assets 206.5

Accounts payable and accrued expenses 8.2
Deferred tax liabilities 0.9

Net identifiable assets acquired 197.4
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Goodwill 106.2

Fair value of consideration transferred $303.6

The Company used the income, market or cost approach (or a combination thereof) for the valuation as appropriate
and used valuation inputs in these models and analyses that were based on market participant assumptions. Market
participants are considered to be buyers and sellers in the principal or most advantageous market for the asset or

liability.
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For certain items, the carrying amount was determined to be a reasonable approximation of fair value based on
information available to SWM management. The fair value of receivables acquired from Conwed on January 20, 2017
was $15.4 million, with gross contractual amounts receivable of $15.8 million. Acquired inventories and property,
plant and equipment were recorded at their fair values. Acquired intangible assets are primarily customer
relationships, developed technology, trade names and non-competition agreements.

The fair value of the inventory acquired from Conwed on January 20, 2017 was $20.6 million, which included a
step-up in basis of $2.9 million. Finished goods and work-in-process inventory were valued using the comparative
sales method, which is a function of the estimated selling price less the sum of (a) any cost to complete, (b) costs of
disposal, (c) holding costs and (d) a reasonable profit for allowance for the acquirer. Raw materials were valued using
the replacement cost method of the cost approach.

Properties acquired included manufacturing and related facilities, land and leased sites that include leasehold
improvements, and machinery and equipment for use in manufacturing operations. Management valued properties
using the market and cost approaches, supported where available by observable market data which included
consideration of obsolescence.

Intangible assets acquired included a number of customer relationships in the infrastructure, construction and
industrial end-markets. In addition to these intangible assets, the Company acquired a number of patented and
unpatented technologies, a number of business-to-business trade names and non-competition agreements.
Management valued intangible assets using the relief from royalty, multi-period excess earnings and with-and-without
methods, all forms of the income approach supported by observable market data for peer companies. The following
table shows the fair values assigned to intangible assets ($ in millions):

Fair Value as of Weighted-Average Amortization

January 20, 2017 Period (Years)
Amortizable intangible assets:

Customer relationships $ 108.0 15.0
Developed technology 18.1 17.2
Non-competition agreements 1.2 7.2

Total amortizable intangible assets ~ 127.3

Indefinite-lived intangible assets:

Trade names 7.1 Indefinite
Total $ 1344

In connection with the acquisition, the Company recorded goodwill, which represents the excess of the consideration
transferred over the fair value of tangible and intangible assets acquired, net of liabilities assumed. The goodwill is
attributed primarily to Conwed's revenue growth and potential operational synergies from combining the SWM and
Conwed businesses and workforces as well as the benefits of access to different markets and customers. Goodwill
from the Conwed acquisition was assigned to the AMS reportable segment. The goodwill was determined on the basis
of the fair values of the assets and liabilities identified as part of the transaction. The goodwill acquired in connection
with Conwed and its domestic subsidiaries is deductible for tax purposes. The goodwill associated with Conwed NV
is not deductible for tax purposes.

For the six months ended June 30, 2018 and 2017, the Company recognized no and $0.1 million of direct and indirect
acquisition-related costs, respectively. In the six months ended June 30, 2017, the Company incurred $0.6 million in
acquisition-related financing costs. Direct and indirect acquisition-related costs were expensed as incurred and are
included in the General expense line item in the condensed consolidated statements of income. Financing costs related
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to expanding the Amended Credit Agreement (as defined below) have been capitalized and are amortized in Interest
expense over the life of the Amended Credit Agreement.
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The amounts of Net sales and Income from continuing operations of Conwed included in the Company's consolidated
income statement from the acquisition date are as follows ($ in millions):

Income
Net from
Sales Continuing
Operations

April 1, 2017 - June 30, 2017 $380 % 3.3
January 20, 2017 - June 30,2017 65.5 3.2

The amounts of the unaudited pro forma Net sales and Income from continuing operations of the combined entity had
the acquisition date been January 1, 2017 are as follows ($ in millions):
Income
Net from
Sales Continuing
Operations
2017 Supplemental Pro Forma from January 1, 2017 - June 30, 2017  $496.3 $§ 32.7

Note 5. Discontinued Operations

The Company's former paper mill in San Pedro, Philippines has been reported as a discontinued operation since 2013.
This operation was previously presented as a component of the EP segment. The physical assets at the Philippines
paper mill were sold during the fourth quarter of 2013. For all periods presented, results of this operation have been
removed from each individual line within the statements of income and the operating activities section of the
statements of cash flow. In each case, a separate line has been added for the net results of discontinued operations.

Included in Other current assets, Other assets and Accrued expenses within the condensed consolidated balance sheet
are the following major classes of assets and liabilities, respectively, associated with the discontinued operations ($ in
millions):

June 30, December 31,

2018 2017
Assets of discontinued operations:
Current assets $08 $ 1.0
Other assets 1.9 24
Liabilities of discontinued operations:
Current liabilities 0.1 0.1

Summary financial results of discontinued operations were as follows ($ in millions):
Three Six Months
Months Ended
Ended
June Bhe 30, June 3dne 30,
20182017 2018 2017

Net sales $ —$ —3$—3 —
Other income (expense) — — 0.3 —
Loss from discontinued operations before income taxes — — 0.3 —

Income tax (provision) benefit — — — —
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Loss from discontinued operations — — 0.3 —
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Note 6. Net Income Per Share

The Company uses the two-class method to calculate earnings per share. The Company has granted restricted stock
that contains non-forfeitable rights to dividends on unvested shares. Since these unvested shares are considered
participating securities under the two-class method, the Company allocates earnings per share to common stock and
participating securities according to dividends declared and participation rights in undistributed earnings.

Diluted net income per common share is computed based on net income divided by the weighted average number of
common and potential common shares outstanding. Potential common shares during the respective periods are those
related to dilutive stock-based compensation, including long-term stock-based incentive compensation and directors’
accumulated deferred stock compensation, which may be received by the directors in the form of stock or cash. A
reconciliation of the average number of common and potential common shares outstanding used in the calculations of
basic and diluted net income per share follows ($ in millions, shares in thousands):

Three Months  Six Months

Ended Ended

June 30June 30, June 30June 30,

2018 2017 2018 2017
Numerator (basic and diluted):

Net income $25.8 $223 $463 $36.0
Less: Dividends paid to participating securities — @1 ) @1 )2 )
Less: Undistributed earnings available to participating securities 0.2 ) @1 ) (02 )H)@©1 )H

Undistributed and distributed earnings available to common stockholders $25.6 $22.1 $46.0 $35.7

Denominator:
Average number of common shares outstanding 30,565.80,412.9 30,527.40,389.0
Effect of dilutive stock-based compensation 140.1 133.8 135.6 128.1

Average number of common and potential common shares outstanding 30,705.80,546.7 30,663.30,517.1
Note 7. Inventories

Inventories are valued at the lower of cost (using the First-In, First-Out and weighted average methods) or net
realizable value. The Company's costs included in inventory primarily include resins, pulp, chemicals, direct labor,
utilities, maintenance, depreciation, finishing supplies and an allocation of certain overhead costs. Machine start-up
costs or abnormal machine shut downs are expensed in the period incurred and are not reflected in inventory. The
Company reviews inventories at least quarterly to determine the necessity of write-offs for excess, obsolete or
unsalable inventory. The Company estimates write-offs for inventory obsolescence and shrinkage based on its
judgment of future realization. These reviews require the Company to assess customer and market demand. The
following schedule details inventories by major class ($ in millions):

June 30, December 31,

2018 2017
Raw materials $48.1 $ 504
Work in process 25.9 21.3
Finished goods  70.4 74.2
Supplies and other 9.3 9.3
Total $153.7 $ 1552
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Note 8. Goodwill

The changes in the carrying amount of goodwill by segment for the six months ended June 30, 2018 were as follows

($ in millions):

Advanced

Materials Engineered Total

& Papers

Structures
Goodwill as of December 31, 2017 $ 336.1 $ 5.2 $341.3
Foreign currency translation adjustments (1.3 ) (0.1 ) (14 )
Goodwill as of June 30, 2018 $334.8 $ 5.1 $339.9

Note 9. Intangible Assets

The gross carrying amount and accumulated amortization for intangible assets consisted of the following ($ in
millions):
June 30, 2018
Gross Accumulated Accumulated Accqmulated Net .
Foreign Carrying

Carrying . .
Amortization Impairments
Amount Exchange =~ Amount

Amortized Intangible Assets
Advanced Materials & Structures

Customer relationships $276.3 $ 41.7 $ — $ (0.5 ) $235.1
Developed technology 340 73 — — 26.7
Trade names 21.8 0.8 20.7 0.3 —
Non-compete agreements 2.9 1.4 — — 1.5
Patents 1.5 0.3 — — 1.2
Total $336.5$ 51.5 $ 20.7 $ (0.2 ) $264.5
Unamortized Intangible Assets (Advanced Materials & Structures)

Trade names $200 $ — $ — $ (0.2 ) $20.2
17
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December 31, 2017

Gross Accumulated Accumulated Accqmulated Net .
Foreign Carrying

Carrying . .
Amortization Impairments
Amount Exchange =~ Amount

Amortized Intangible Assets
Advanced Materials & Structures

Customer relationships $276.3 $ 32.9 $ — $ 23 ) $245.7
Developed technology 340 6.0 — (0.1 ) 28.1
Customer contracts 0.9 0.9 — — —
Trade names 21.8 0.8 20.7 0.3 —
Non-compete agreements 2.9 1.1 — — 1.8
Patents 1.5 0.3 — — 1.2
Total $3374 $ 42.0 $ 20.7 $ 21 ) $276.8

Unamortized Intangible Assets (Advanced Materials & Structures)
Trade names $200 $ — $ — $ (04 ) $204

Amortization expense of intangible assets was $5.2 million and $5.5 million for the three months ended June 30, 2018
and 2017, respectively, and $10.4 million and $10.5 million for the six months ended June 30, 2018 and 2017,
respectively. Finite-lived intangibles in the AMS segment are expensed using the straight-line amortization method.
The estimated average aggregate amortization expense is $20.3 million in each of the next five years.

Note 10. Restructuring and Impairment Activities

The Company incurred Restructuring and impairment expense of $0.6 million and $1.6 million in the three months
ended June 30, 2018 and 2017, respectively, and $1.0 million and $2.7 million in the six months ended June 30, 2018
and 2017, respectively.

In the AMS segment, Restructuring and impairment expense was $0.4 million and $0.8 million for the three months
ended June 30, 2018 and 2017, respectively, and $0.8 million and $1.2 million in the six months ended June 30, 2018
and 2017, respectively. Restructuring and impairment expense for the six months ended June 30, 2018 consisted
of$0.6 million in severance accruals for employees at our U.S. manufacturing operations, as well as $0.2 million in
impairment charges at our U.S manufacturing operations. In the six months ended June 30, 2017, Restructuring and
impairment expense consisted of severance accruals for employees at our U.S. and Belgium manufacturing operations.

In the EP segment, Restructuring and impairment expense was $0.2 million and $0.8 million for the three months
ended June 30, 2018 and 2017, respectively, and $0.2 million and $1.3 million in the six months ended June 30, 2018
and 2017, respectively. During the six months ended June 30, 2018, Restructuring and impairment expense consisted
of $0.2 million in severance accruals for employees at our manufacturing facilities in France. During the six months
ended June 30, 2017, Restructuring and impairment expense consisted of $0.7 million in severance accruals for
employees at our manufacturing facilities in the U.S. and France, as well as an impairment charge of $0.6 million at
our Philippines RTL location.

Additionally, the Company incurred no restructuring and impairment expense during the three months ended June 30,
2018 and 2017, respectively, and $0.0 million and $0.2 million in the six months ended June 30, 2018 and 2017,
respectively, in each case related to accruals for severance expenses within supporting overhead departments which
were not allocated to a specific segment.
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Restructuring liabilities were classified within Accrued expenses in each of the condensed consolidated balance sheets
as of June 30, 2018 and December 31, 2017. Changes in the restructuring liabilities, substantially all of which are
employee-related, during the periods ended June 30, 2018 and December 31, 2017 are summarized as follows ($ in
millions):

Six
Months Year Ended
Ended
June 30, December 31,
2018 2017
Balance at beginning of year $17 $ 43
Accruals for announced programs 0.8 35
Cash payments (1.3 ) (64 )
Other 1.8 —
Exchange rate impacts — 0.3
Balance at end of period $30 $ 1.7

Long-lived assets to be sold are classified as held for sale in the period in which all of the following criteria are met:
management, having the authority to approve the action, commits to a plan to sell the assets; the assets are available
for immediate sale in present condition subject only to terms that are usual and customary for sales of such assets; an
active program to locate a buyer and other actions required to complete the plan to sell the assets have been initiated;
the sale of the assets is probable, and transfer of the assets is expected to qualify for recognition as a completed sale
within one year, except if events or circumstances beyond our control extend the period of time required to sell the
assets beyond one year; the assets are being actively marketed for sale at a price that is reasonable in relation to
current fair value; and actions required to complete the plan indicate that it is unlikely that significant changes to the
plan will be made or that the plan will be withdrawn.

A long-lived asset that is classified as held for sale is initially measured 