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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

UNIVERSAL CORPORATION

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

(in thousands, except share and per share data)

Sales and other operating revenues

Costs and expenses

Cost of goods sold

Selling, general and administrative expenses
Restructuring and impairment costs

Operating income

Equity in pretax earnings of unconsolidated affiliates
Interest income

Interest expense

Income before income taxes

Income tax expense (benefit)

Net income

Less: net income attributable to noncontrolling interests in
subsidiaries

Net income attributable to Universal Corporation
Dividends on Universal Corporation convertible perpetual
preferred stock

Earnings available to Universal Corporation common shareholders

Earnings per share attributable to Universal Corporation common
shareholders:

Basic

Diluted

Weighted average common shares outstanding:
Basic
Diluted

Total comprehensive income, net of income taxes

Less: comprehensive (income) loss attributable to noncontrolling
interests, net of income taxes

Comprehensive income attributable to Universal Corporation, net
of income taxes

Dividends declared per common share

See accompanying notes.

Three Months Ended
September 30,

2015 2014
(Unaudited)

$456,382  $464,116

358,288 379,045
60,810 59,809

— 3,350
37,284 21,912
846 3,317
205 67
3,912 4,852
34,423 20,444
9,359 4,960

25,064 15,484
(2,599 ) (459 )
22,465 15,025
(3,687 ) 3,713 )
$18,778 $11,312

$0.83 $0.49
$0.81 $0.48

22,675,323 23,178,082
27,850,628 23,508,527

$19,470 $4,954
(2,259 ) (178 )

$17,211 $4,776

$0.52 $0.51

Six Months Ended
September 30,

2015 2014
(Unaudited)
$731,801 $735,588

585,318 594,977
112,106 123,586
2,389 3,350
31,988 13,675

230 3,918

444 210

7,796 8,872
24,866 8,931

5,927 (7,078 )
18,939 16,009

(2421 ) (267 )
16,518 15,742
(7,374 ) (1425 )
$9,144  $8317

$0.40 $0.36
$0.40 $0.35

22,649,270 23,200,589
22,936,631 23,521,571

$21,850  $6,303
(1,995 ) (230 )

$19,855  $6,073

$1.04 $1.02
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UNIVERSAL CORPORATION
CONSOLIDATED BALANCE SHEETS
(in thousands of dollars)

ASSETS

Current assets

Cash and cash equivalents
Accounts receivable, net
Advances to suppliers, net

Accounts receivable—unconsolidated affiliates

Inventories—at lower of cost or market:
Tobacco

Other

Prepaid income taxes

Deferred income taxes

Other current assets

Total current assets

Property, plant and equipment
Land

Buildings

Machinery and equipment

Less: accumulated depreciation

Other assets

Goodwill and other intangibles
Investments in unconsolidated affiliates
Deferred income taxes

Other noncurrent assets

Total assets

See accompanying notes.
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September 30,

2015
(Unaudited)

$68,970
303,963
40,627
59,370

999,312
85,222
19,779
31,491
75,122
1,683,856

16,583
252,153
585,466
854,202
(539,749
314,453

99,049
79,995
20,661
55,976
255,681

$2,253,990

September 30, March 31,

2014
(Unaudited)

$29,567
290,162
70,296
98,707

1,164,293
100,516
28,138
34,560
83,754
1,899,993

17,022
239,568
577,064
833,654
(528,722
304,932

99,291
88,841
18,861
68,973
275,966

$2,480,891

2015

$248,783
434,362
114,883
1,907

636,488
62,195
17,811
36,611
81,570
1,634,610

16,790
238,372
576,010
831,172
(525,783
305,389

99,146
76,512
6,301
76,515
258,474

$2,198,473
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UNIVERSAL CORPORATION
CONSOLIDATED BALANCE SHEETS
(in thousands of dollars)

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities

Notes payable and overdrafts

Accounts payable and accrued expenses

Accounts payable—unconsolidated affiliates
Customer advances and deposits

Accrued compensation

Income taxes payable

Current portion of long-term obligations

Total current liabilities

Long-term obligations

Pensions and other postretirement benefits
Other long-term liabilities

Deferred income taxes

Total liabilities

Shareholders’ equity
Universal Corporation:
Preferred stock:

Series A Junior Participating Preferred Stock, no par value,
500,000 shares authorized, none issued or outstanding

Series B 6.75% Convertible Perpetual Preferred Stock, no par
value, 220,000 shares authorized, 218,490 shares issued and
outstanding (219,999 at September 30, 2014 and 218,490 at March

31, 2015)

Common stock, no par value, 100,000,000 shares authorized,
22,680,233 shares issued and outstanding (23,183,259 at September

30, 2014, and 22,593,266 at March 31, 2015)
Retained earnings

Accumulated other comprehensive loss

Total Universal Corporation shareholders' equity
Noncontrolling interests in subsidiaries

Total shareholders' equity

Total liabilities and shareholders' equity

See accompanying notes.

September 30,
2015
(Unaudited)

$86,095
155,824
98
67,100
18,423
5,612

333,152

370,000
93,588
37,472
32,067
866,279

211,562

207,349

1,005,353
(71,657
1,352,607
35,104
1,387,711

$2,253,990

September 30,
2014
(Unaudited)

$359,349
154,826
1,150
57,723
20,272
11,164
118,750
723,234

230,000
74,975
34,567
39,235
1,102,011

213,023

207,552

971,391
(44,001 )
1,347,965
30,915
1,378,880

$2,480,891

March 31,
2015

$59,862
140,112
3,281
30,183
28,232
9,243

270,913

370,000
97,048
36,790
26,628
801,379

211,562

206,002

1,020,155
(74,994
1,362,725
34,369
1,397,094

$2,198,473
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UNIVERSAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of dollars)
Six Months Ended September 30,

2015 2014

(Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $18,939 $16,009
Adjustments to reconcile net income to net cash used by operating activities:
Depreciation 18,362 17,298
Amortization 446 816
Net p'rovision for losses (recoveries) on advances and guaranteed loans to (4.354 ) (2497
suppliers
Foreign currency remeasurement loss (gain), net 21,981 7,156
Restructuring and impairment costs 2,389 3,350
Other, net 481 (9,470
Changes in operating assets and liabilities, net (202,046 ) (386,404
Net cash used by operating activities (143,802 ) (353,742
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment (28,457 ) (30,571
Proceeds from sale of property, plant and equipment 1,155 983
Net cash used by investing activities (27,302 ) (29,588
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance (repayment) of short-term debt, net 23,826 297,507
Repayment of long-term obligations — (7,500
Dividends paid to noncontrolling interests (1,260 ) (1,977
Issuance of common stock — 187
Repurchase of common stock — (7,202
Dividends paid on convertible perpetual preferred stock (7,374 ) (7,425
Dividends paid on common stock (23,536 ) (23,661
Net cash provided (used) by financing activities (8,344 ) 249,929
Effect of exchange rate changes on cash (365 ) (564
Net decrease in cash and cash equivalents (179,813 ) (133,965
Cash and cash equivalents at beginning of year 248,783 163,532
Cash and cash equivalents at end of period $68,970 $29,567

See accompanying notes.
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UNIVERSAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. BASIS OF PRESENTATION

Universal Corporation, which together with its subsidiaries is referred to herein as “Universal” or the “Company,” is the
leading global leaf tobacco supplier. Because of the seasonal nature of the Company’s business, the results of
operations for any fiscal quarter will not necessarily be indicative of results to be expected for other quarters or a full
fiscal year. All adjustments necessary to state fairly the results for the period have been included and were of a normal
recurring nature. Certain amounts in prior year statements have been reclassified to conform to the current year
presentation. This Form 10-Q should be read in conjunction with the financial statements and notes thereto included in
the Company’s Annual Report on Form 10-K for the fiscal year ended March 31, 2015.

NOTE 2. ACCOUNTING PRONOUNCEMENTS

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update No. 2014-09,
“Revenue from Contracts with Customers” (“ASU 2014-09"), which supersedes substantially all of the current revenue
recognition guidance under U.S. generally accepted accounting principles (“U.S. GAAP”). ASU 2014-09 was
developed under a joint project with the International Accounting Standards Board (“IASB”) to improve and converge
the existing revenue recognition accounting guidance in U.S. GAAP and International Accounting Standards. Under
ASU 2014-09, the central underlying principle is to recognize revenues when promised goods or services are
transferred to customers at an amount determined by the consideration a company expects to receive for those goods
or services. The guidance outlines a five-step process for determining the amount and timing of revenue to be
recognized from those arrangements. It is more principles-based than the existing guidance under U.S. GAAP, and
therefore is expected to require more management judgment and involve more estimates than the current guidance.
ASU 2014-09 is effective for annual periods beginning after December 15, 2017, including all interim periods within
the year of adoption. Companies are allowed to select between two transition methods: (1) a full retrospective
transition method with the application of the new guidance to each prior reporting period presented, or (2) a
retrospective transition method that recognizes the cumulative effect on prior periods at the date of adoption together
with additional footnote disclosures. Universal expects to adopt ASU 2014-09 effective April 1, 2018, which is the
beginning of the fiscal year ending March 31, 2019. The Company is currently evaluating the impact that the
adoption of ASU 2014-09 will have on its consolidated financial statements and has not made any decision on the
method of adoption.

In April 2015, the FASB issued Accounting Standards Update No. 2015-03, “Simplifying the Presentation of Debt
Issuance Costs” (“ASU 2015-03). ASU 2015-03 requires that debt issuance costs related to a recognized debt liability be
presented in the balance sheet as a direct deduction from the carrying amount of that debt liability, consistent with

debt discounts. ASU 2015-03 is effective for fiscal years beginning after December 31, 2015. The Company will

make the required balance sheet presentation change upon adoption of ASU 2015-03 effective for the quarter ending
June 30, 2016, which is the first quarter of the fiscal year ending March 31, 2017.

In July 2015, the FASB issued Accounting Standards Update No. 2015-11, “Simplifying the Measurement of Inventory”
(“ASU 2015-117). ASU 2015-11 requires that most inventory be measured at the lower of cost and net realizable value.
ASU 2015-11 defines net realizable value as the "estimated selling price in the ordinary course of business, less
reasonable predictable costs of completion, disposal, and transportation." ASU 2015-011 is effective for fiscal years
beginning after December 31, 2016. The Company is currently evaluating the impact that the adoption of ASU

2015-11 will have on its consolidated financial statements. ASU 2015-11 will be applied prospectively after the date

of adoption, as required by the guidance.

NOTE 3. GUARANTEES, OTHER CONTINGENT LIABILITIES, AND OTHER MATTERS
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Guarantees and Other Contingent Liabilities
Guarantees of Bank Loans and Other Contingent Liabilities

Guarantees of bank loans to tobacco growers for crop financing and construction of curing barns or other tobacco
producing assets have long been industry practice in Brazil and support the farmers’ production of tobacco there. At
September 30, 2015, the Company’s total exposure under guarantees issued by its operating subsidiary for banking
facilities of farmers in Brazil was approximately $25 million ($26 million face amount including unpaid accrued
interest, less $1 million recorded for the fair value of the guarantees). All of these guarantees expire within one year.
The subsidiary withholds payments due to the farmers on delivery
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of tobacco and forwards those payments to the third-party banks. Failure of farmers to deliver sufficient quantities of
tobacco to the subsidiary to cover its obligations to the third-party banks could result in a liability for the subsidiary
under the related guarantees; however, in that case, the subsidiary would have recourse against the farmers. The
maximum potential amount of future payments that the Company’s subsidiary could be required to make at
September 30, 2015, was the face amount, $26 million including unpaid accrued interest ($35 million at

September 30, 2014, and $17 million at March 31, 2015). The fair value of the guarantees was a liability of
approximately $1 million at September 30, 2015 ($2 million at September 30, 2014, and $2 million at March 31,
2015). In addition to these guarantees, the Company has other contingent liabilities, primarily related to outstanding
letters of credit, totaling approximately $3 million at September 30, 2015.

Value-Added Tax Assessments in Brazil

As further discussed below, the Company’s local operating subsidiaries pay significant amounts of value-added tax
(“VAT”) in connection with their normal operations. In Brazil, VAT is assessed at the state level when green tobacco is
transferred between states. The Company’s operating subsidiary there pays VAT when tobaccos grown in the states of
Santa Catarina and Parana are transferred to its factory in the state of Rio Grande do Sul for processing. The
subsidiary has received assessments for additional VAT plus interest and penalties from tax authorities for the states
of Santa Catarina and Parana based on audits of the subsidiary’s VAT filings for specified periods. In June 2011, tax
authorities for the state of Santa Catarina issued assessments for tax, interest, and penalties for periods from 2006
through 2009 totaling approximately $12 million. In September 2014, tax authorities for the state of Parana issued an
assessment for tax, interest, and penalties for periods from 2009 through 2014 totaling approximately $14 million.
Those amounts are based on the exchange rate for the Brazilian currency at September 30, 2015. Management of the
operating subsidiary and outside counsel believe that errors were made by the tax authorities for both states in
determining all or significant portions of these assessments and that various defenses support the subsidiary’s
positions.

With respect to the Santa Catarina assessments, the subsidiary took appropriate steps to contest the full amount of the
claims. As of September 30, 2015, a portion of the subsidiary’s arguments had been accepted, and the outstanding
assessment had been reduced. The reduced assessment, together with the related accumulated interest through the end
of the current reporting period, totaled approximately $10 million (at the September 30, 2015 exchange rate). The
subsidiary is continuing to contest the full remaining amount of the assessment. While the range of reasonably
possible loss is zero up to the full $10 million remaining assessment, based on the strength of the subsidiary’s defenses,
no loss within that range is considered probable at this time and no liability has been recorded at September 30, 2015.
With respect to the Parana assessment, management of the subsidiary and outside counsel have undertaken the steps
required to contest the full amount of the claim. A significant portion of the Parana assessment is based on positions
taken by the tax authorities that management and outside counsel believe deviate significantly from the underlying
statutes and relevant case law. In addition, under the law, the subsidiary’s tax filings for certain periods covered in the
assessment were no longer open to any challenge by the tax authorities. On that basis, the range of reasonably possible
loss is considered to be zero up to a maximum of $12 million (including accumulated interest), rather than the full
amount of the assessment. Based on the strength of the subsidiary's defenses, no loss within that range is considered
probable at this time and no liability has been recorded at September 30, 2015.

In both states, the process for reaching a final resolution to the assessments is expected to be lengthy, and management
is not currently able to predict when either case will be concluded. Should the subsidiary ultimately be required to pay
any tax, interest, or penalties in either case, the portion paid for tax would generate value-added tax credits that the
subsidiary may be able to recover.

Other Legal and Tax Matters
Various subsidiaries of the Company are involved in other litigation and tax examinations incidental to their business
activities. While the outcome of these matters cannot be predicted with certainty, management is vigorously

defending the matters and does not currently expect that any of them will have a material adverse effect on the
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Company’s business or financial position. However, should one or more of these matters be resolved in a manner
adverse to management’s current expectation, the effect on the Company’s results of operations for a particular fiscal
reporting period could be material.

Advances to Suppliers

In many sourcing origins where the Company operates, it provides agronomy services and seasonal advances of seed,
fertilizer, and other supplies to tobacco farmers for crop production, or makes seasonal cash advances to farmers for
the procurement of those inputs. These advances are short term, are repaid upon delivery of tobacco to the Company,
and are reported in advances to suppliers in the consolidated balance sheets. In several origins, the Company has made
long-term advances to tobacco farmers to finance curing barns and other farm infrastructure. In some years, due to low
crop yields and other factors, individual farmers may not deliver sufficient volumes of tobacco to fully repay their
seasonal advances, and the Company may extend repayment of those advances into future crop years. The long-term
portion of advances is included in other noncurrent assets in the consolidated

8
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balance sheets. Both the current and the long-term portions of advances to suppliers are reported net of allowances
recorded when the Company determines that amounts outstanding are not likely to be collected. Short-term and
long-term advances to suppliers totaled $71 million at September 30, 2015, $115 million at September 30, 2014, and
$156 million at March 31, 2015. The related valuation allowances totaled $27 million at September 30, 2015, $38
million at September 30, 2014, and $35 million at March 31, 2015, and were estimated based on the Company’s
historical loss information and crop projections. The allowances were reduced by net recoveries of approximately $4
million and $2 million in the six-month periods ended September 30, 2015 and 2014, respectively. These net
recoveries are included in selling, general, and administrative expenses in the consolidated statements of income.
Interest on advances is recognized in earnings upon the farmers’ delivery of tobacco in payment of principal and
interest.

Recoverable Value-Added Tax Credits

In many foreign countries, the Company’s local operating subsidiaries pay significant amounts of value-added tax
(“VAT”) on purchases of unprocessed and processed tobacco, crop inputs, packing materials, and various other goods
and services. In some countries, VAT is a national tax, and in other countries it is assessed at the state level. Items
subject to VAT vary from jurisdiction to jurisdiction, as do the rates at which the tax is assessed. When tobacco is sold
to customers in the country of origin, the operating subsidiaries generally collect VAT on those sales. The subsidiaries
are normally permitted to offset their VAT payments against the collections and remit only the incremental VAT
collections to the tax authorities. When tobacco is sold for export, VAT is normally not assessed. In countries where
tobacco sales are predominately for export markets, VAT collections generated on downstream sales are often not
sufficient to fully offset the subsidiaries’ VAT payments. In those situations, unused VAT credits can accumulate.
Some jurisdictions have procedures that allow companies to apply for refunds of unused VAT credits from the tax
authorities, but the refund process often takes an extended period of time and it is not uncommon for refund
applications to be challenged or rejected in part on technical grounds. Other jurisdictions may permit companies to
sell or transfer unused VAT credits to third parties in private transactions, although approval for such transactions
must normally be obtained from the tax authorities, limits on the amounts that can be transferred may be imposed, and
the proceeds realized may be heavily discounted from the face value of the credits. Due to these factors, local
operating subsidiaries in some countries can accumulate significant balances of VAT credits over time. The Company
reviews these balances on a regular basis and records valuation allowances on the credits to reflect amounts that are
not expected to be recovered, as well as discounts anticipated on credits that are expected to be sold or transferred. At
September 30, 2015, the aggregate balance of recoverable tax credits held by the Company’s subsidiaries totaled
approximately $52 million ($69 million at September 30, 2014, and $60 million at March 31, 2015), and the related
valuation allowances totaled approximately $21 million ($37 million at September 30, 2014, and $23 million at
March 31, 2015). The net balances are reported in other current assets and other noncurrent assets in the consolidated
balance sheets.

NOTE 4. RESTRUCTURING AND IMPAIRMENT COSTS

Universal continually reviews its business for opportunities to realize efficiencies, reduce costs, and realign its
operations in response to business changes. Restructuring and impairment costs are periodically incurred in
connection with those activities.  For the reporting periods ended September 30, 2015 and 2014, all restructuring
costs incurred related to operations that are part of the Other Regions reportable segment of the Company's
Flue-Cured and Burley Tobacco Operations.

Six Months Ended September 30, 2015

In the first quarter of fiscal year 2016, the Company recorded restructuring and impairment costs totaling $2.4 million
related to plans to significantly scale back its operations in Zambia. Those costs included statutory employee
termination benefits, impairment charges related to outstanding balances on loans to farmers whose contracts were
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terminated as a result of the decision, and impairment charges on certain property and equipment. The total
restructuring liability related to these costs at September 30, 2015, was $1.6 million, the majority of which the
Company expects will be paid before the end of the current fiscal year.

Three and Six Months Ended September 30, 2014

In the second quarter of fiscal year 2015, the Company announced plans to suspend its operations in Argentina. In
connection with that decision, during the quarter ended September 30, 2014, the Company's subsidiary in Argentina
incurred costs related to employee terminations, as well as costs related to exiting its business arrangements with a
supplier. Substantially all operations in Argentina were discontinued effective December 31, 2014. The Company also
initiated and completed a program to downsize certain functions at its operations in Brazil during the quarter and
recorded employee termination costs in connection with that initiative. Restructuring costs recorded in Argentina and
Brazil totaled approximately $3.4 million on a consolidated basis, all of which was paid by the end of fiscal year 2015.

13
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NOTE 5. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share:

Three Months Ended Six Months Ended
September 30, September 30,
(in thousands, except share and per share data) 2015 2014 2015 2014

Basic Earnings Per Share

Numerator for basic earnings per share
Net income attributable to Universal Corporation $22.465 $15,025 $16,518 $15,742
Less: Dividends on convertible perpetual preferred stock (3,687 ) (3,713 ) (7,374 ) (7,425 )
Earnings available to Universal Corporation common

shareholders for calculation of basic earnings per share 18,778 11,312 9,144 8,317
Denominator for basic earnings per share

Weighted average shares outstanding 22,675,323 23,178,082 22,649,270 23,200,589
Basic earnings per share $0.83 $0.49 $0.40 $0.36
Diluted Earnings Per Share

Numerator for diluted earnings per share

Earnings available to Universal Corporation common $18.778 $11.312 $9.144 $8.317
shareholders

Add: Dividends on convertible perpetual preferred stock (if 3.687 o o .
conversion assumed) ’

Earnings available to Universal Corporation common

shareholders for calculation of diluted earnings per share 22,465 11,312 9,144 8,317
Denominator for diluted earnings per share

Weighted average shares outstanding 22,675,323 23,178,082 22,649,270 23,200,589
Effect of dilutive securities (if conversion or exercise

assumed)

Convertible perpetual preferred stock 4,848,766  — — —
Employee share-based awards 326,539 330,445 287,361 320,982
Denominator for diluted earnings per share 27,850,628 23,508,527 22,936,631 23,521,571
Diluted earnings per share $0.81 $0.48 $0.40 $0.35

For the six months ended September 30, 2015 and the three- and six-month periods ended September 30, 2014,
conversion of the Company's outstanding Series B 6.75% Convertible Perpetual Preferred Stock was not assumed
since the effects would have been antidilutive. The Company had the following potentially dilutive securities (stock
appreciation rights) outstanding for the six months ended September 30, 2015 and 2014 that were not included in the
computation of diluted earnings per share because their exercise price exceeded the market price of the Company's
common stock, and thus their effect would have been antidilutive:

Six Months Ended

September 30,

2015 2014
Potentially dilutive securities 133,600 169,000
Weighted-average exercise price $62.66 $62.66

14
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NOTE 6. INCOME TAXES

The Company is subject to the tax laws of many jurisdictions. Changes in tax laws or the interpretation of tax laws can
affect the Company’s earnings, as can the resolution of pending and contested tax issues. The Company's consolidated
effective income tax rate on pretax earnings is affected by a number of factors, including the mix of domestic and
foreign earnings, the effect of exchange rate changes on deferred taxes, and the Company’s ability to utilize foreign tax
credits.

The consolidated effective income tax rate was approximately 27% for the quarter ended September 30, 2015,
compared to 24% for the quarter ended September 30, 2014. The effective rate for both quarters was lower than the
35% U.S. federal statutory rate, primarily due to a lower effective tax rate on dividend income from unconsolidated
operations, as well as the effect of changes in exchange rates on deferred income tax assets and liabilities of foreign
subsidiaries. The reduction in the effective rate created by those items was more significant for the quarter ended
September 30, 2014, primarily because pretax earnings were lower for that period.

The comparison of the consolidated effective income tax rates for the six-month periods ended September 30, 2015
and 2014 is affected by an income tax benefit of $8 million recorded in the prior year period, arising from the ability
of a subsidiary to pay a significant portion of a fine and related interest charges that were settled during that period
following the unsuccessful appeal of a case involving anti-competitive activities in the Italian tobacco market.
Although the portion of the fine paid by the subsidiary was not deductible for income tax purposes in its local tax
jurisdiction, it reduced the subsidiary’s cumulative undistributed earnings and the associated consolidated tax liability,
resulting in the $8 million benefit in the Company’s consolidated income tax provision. Excluding this discrete item in
the prior year, the consolidated effective income tax rate was 24% for the six months ended September 30, 2015,
compared to 10% for the six months ended September 30, 2014. The effective tax rates for both periods benefited
from the lower effective tax rate on dividend income from unconsolidated operations and from the effect of exchange
rate changes on deferred income tax assets and liabilities; however, the effect of those items was more significant for
the six months ended September 30, 2014 due to the lower pretax earnings for that period.

NOTE 7. DERIVATIVES AND HEDGING ACTIVITIES

Universal is exposed to various risks in its worldwide operations and uses derivative financial instruments to manage
two specific types of risks — interest rate risk and foreign currency exchange rate risk. Interest rate risk is managed by
entering into interest rate swap agreements, and foreign currency exchange rate risk is managed by entering into
forward foreign currency exchange contracts. However, the Company’s policy also permits other types of derivative
instruments. In addition, foreign currency exchange rate risk is also managed through strategies that do not involve
derivative instruments, such as using local borrowings and other approaches to minimize net monetary positions in
non-functional currencies. The disclosures below provide additional information about the Company’s hedging
strategies, the derivative instruments used, and the effects of these activities on the consolidated statements of income
and the consolidated balance sheets. In the consolidated statements of cash flows, the cash flows associated with all of
these activities are reported in net cash provided by operating activities.

Hedging Strategy for Interest Rate Risk

In January 2015, the Company entered into receive-floating/pay-fixed interest rate swap agreements that were
designated and qualified as hedges of the exposure to changes in interest payment cash flows created by fluctuations
in variable interest rates on two outstanding non-amortizing bank term loans that were funded as part of a new bank
credit facility in December 2014. Although no significant ineffectiveness is 