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Part I — Financial Information
Item 1 — Financial Statements

GRIFFON CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)

CURRENT ASSETS
Cash and equivalents
Accounts receivable, net of allowances of $6,291 and $5,966

Contract costs and recognized income not yet billed, net of progress payments of $5,165

and $4,407

Inventories, net

Prepaid and other current assets

Assets of discontinued operations held for sale
Assets of discontinued operations not held for sale
Total Current Assets

PROPERTY, PLANT AND EQUIPMENT, net
GOODWILL

INTANGIBLE ASSETS, net

OTHER ASSETS

ASSETS OF DISCONTINUED OPERATIONS NOT HELD FOR SALE
Total Assets

CURRENT LIABILITIES

Notes payable and current portion of long-term debt
Accounts payable

Accrued liabilities

Liabilities of discontinued operations held for sale
Liabilities of discontinued operations not held for sale
Total Current Liabilities

LONG-TERM DEBT, net

OTHER LIABILITIES

LIABILITIES OF DISCONTINUED OPERATIONS NOT HELD FOR SALE
Total Liabilities

COMMITMENTS AND CONTINGENCIES - See Note 18
SHAREHOLDERS’ EQUITY

Total Shareholders’ Equity

Total Liabilities and Shareholders’ Equity

(Unaudited)

December 31,September 30,

2017

$ 84,420
212,023

120,200

359,844
64,837
377,275
328
1,218,927
280,725
385,076
277,160
15,675
2,952
$2,180,515

$12,593
197,814
117,482
85,737
3,924
417,550
1,238,393
84,534
5,225
1,745,702

434,813
$2,180,515

2017

$47,681
208,229

131,662

299,437
40,067
370,724
329
1,098,129
232,135
319,139
205,127
16,051
2,960

$ 1,873,541

$ 11,078
183,951
83,258
84,450
8,342
371,079
968,080
132,537
3,037
1,474,733

398,808
$ 1,873,541

The accompanying notes to condensed consolidated financial statements are an integral part of these statements.
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GRIFFON CORPORATION
CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
(Unaudited)
COMMON CAPITAL TREASURY
STOCK IN SHARES g%gggl ULATED
EXCESS RETAINED COMPREHE RED
(in thousands) SHARE%AR OF EARNINGSSHAREGOST INCOME ENSA | {) I AL
ALUE PAR (LOSS)
VALUE
Balance at

September 30, 80,663 $20,166 $487,077 $480,347 33,557 $(489,225) $ (60,481 ) $(39,076 ) $398,808
2017

Net income — — — 30,989 — — — — 30,989
Dividend — — — 2,990 ) — — — — (2,990
Shares withheld

on employee
taxes on vested
equity awards
Amortization of
deferred — — — — — — — 817 817
compensation
Equity awards
granted, net
ESOP allocation
of common stock
Stockbased 5555 S — — — 2,555
compensation
Other
comprehensive
income, net of
tax

Balance at
December 31, 81,558 $20,389 $490,017 $508,346 33,748 $(493,557) $ (52,123 ) $(38,259 ) $434,813
2017

- — — 191 (4332 ) — — (4,332

895 223 (223 ) — — — — — —

— 608 — — — — — 608

— — — — — — 8,358 — 8,358

The accompanying notes to condensed consolidated financial statements are an integral part of these statements.
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GRIFFON CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)
(in thousands, except per share data)

(Unaudited)

Three Months Ended

December 31,

2017 2016
Revenue $437,303 $352,277
Cost of goods and services 316,459 255,533
Gross profit 120,844 96,744
Selling, general and administrative expenses 105,807 78,884
Income from operations 15,037 17,860
Other income (expense)
Interest expense (16,839 )(13,295 )
Interest income 197 6
Other, net (468 )(140 )
Total other expense, net (17,110 )(13,429 )
Income (loss) before taxes from continuing operations (2,073  )4,431
Benefit from income taxes (24,904 H)(2,613 )
Income from continuing operations $22,831 $7,044

Discontinued operations:

Income from operations of discontinued operations 11,466 8,545
Provision for income taxes 3,308 3,325
Income from discontinued operations 8,158 5,220
Net income $30,989 $12,264
Income from continuing operations $0.54 $0.18
Income from discontinued operations 0.19 0.13
Basic earnings per common share $0.74 $0.31
Weighted-average shares outstanding 41,923 39,336
Income from continuing operations $0.53 $0.17
Income from discontinued operations 0.19 0.12
Diluted earnings per common share $0.72 $0.29
Weighted-average shares outstanding 43,336 42,312
Dividends paid per common share $0.07 $0.06
Net income $30,989 $12,264
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Other comprehensive income (loss), net of taxes:

Foreign currency translation adjustments (1,289  )(13,479 )
Pension and other post retirement plans 9,559 544
Change in cash flow hedges 88 1,623
Total other comprehensive income (loss), net of taxes 8,358 (11,312 )
Comprehensive income (loss), net $39,347 $952

The accompanying notes to condensed consolidated financial statements are an integral part of these statements.
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GRIFFON CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income from continuing operations

Net (income) from discontinued operations

Adjustments to reconcile net income to net cash provided by
(used in) operating activities:

Depreciation and amortization

Stock-based compensation

Provision (recovery) for losses on accounts receivable
Amortization of debt discounts and issuance costs

Deferred income taxes

Gain on sale of assets and investments

Change in assets and liabilities, net of assets and liabilities acquired:

Decrease in accounts receivable and contract costs and recognized income not yet billed

Increase in inventories

Increase in prepaid and other assets

Decrease in accounts payable, accrued liabilities and income taxes payable
Other changes, net

Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of property, plant and equipment
Acquired businesses, net of cash acquired

Proceeds from sale of assets

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Dividends paid

Purchase of shares for treasury

Proceeds from long-term debt

Payments of long-term debt

Change in short-term borrowings

Financing costs

Purchase of ESOP shares

Other, net

Net cash provided by financing activities

CASH FLOWS FROM DISCONTINUED OPERATIONS:
Net cash provided by operating activities

Net cash used in investing activities

Net cash provided by (used in) financing activities

Net cash used in discontinued operations
Effect of exchange rate changes on cash and equivalents
NET INCREASE (DECREASE) IN CASH AND EQUIVALENTS

Three Months
Ended December
31,

2017 2016

$30,989 $12,264
(8,158 )(5,220 )

12,958 11,988

2,555 2,452
(220 )112
1,243 1,892

(23,186 )(196 )
209 —

38,909 18,667
(28,073 )(13,663 )
(8,459 )(2,127 )
(24,973 )(27,423 )
552 1,536
(5,654 )282

(10,785 )(7,690 )
(198,683)(6,051 )
439 86

(209,029)(13,655 )

(2,990 )(2,499 )
(4,332 )(15,073)
326,094 39,056
(52,973 )(7,295 )
35 —
(7,392 (172 )
— (9,213 )
84 (349 )
258,526 4,455

1,261 6,841
(8,076 (14,756 )
396 (2,234 )

(6,419 )(10,149 )
(685 )(1,217 )
36,739 (20,284 )



Edgar Filing: GRIFFON CORP - Form 10-Q

CASH AND EQUIVALENTS AT BEGINNING OF PERIOD 47,681 72,553
CASH AND EQUIVALENTS AT END OF PERIOD $84,420 $52,269
The accompanying notes to condensed consolidated financial statements are an integral part of these statements.
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GRIFFON CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(US dollars and non US currencies in thousands, except per share data)

(Unaudited)

(Unless otherwise indicated, references to years or year-end refer to Griffon’s fiscal period ending September 30)

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION
About Griffon Corporation

Griffon Corporation (the “Company” or “Griffon”) is a diversified management and holding company that conducts
business through wholly-owned subsidiaries. Griffon oversees the operations of its subsidiaries, allocates resources
among them and manages their capital structures. Griffon provides direction and assistance to its subsidiaries in
connection with acquisition and growth opportunities as well as in connection with divestitures. In order to further
diversify, Griffon also seeks out, evaluates and, when appropriate, will acquire additional businesses that offer
potentially attractive returns on capital.

Headquartered in New York, N.Y., the Company was founded in 1959 and is incorporated in Delaware. Griffon is
listed on the New York Stock Exchange and trades under the symbol GFF.

On September 5, 2017, Griffon announced it would explore strategic alternatives for Clopay Plastic Products
Company, Inc. ("PPC") and on November 16, 2017, announced it entered into a definitive agreement to sell PPC to
Berry Global Group, Inc. (NYSE:BERY) ("Berry") for $475 million in cash. The transaction is subject to regulatory
approval and customary closing conditions, and is expected to close in the first quarter of calendar 2018. As a result,
Griffon classified the results of operations of the PPC business as discontinued operations in the Consolidated
Statements of Operations for all periods presented and classified the related assets and liabilities associated with the
discontinued operations as held for sale in the consolidated balance sheets. All results and information presented
exclude PPC unless otherwise noted. PPC is a global leader in the development and production of embossed,
laminated and printed specialty plastic films for hygienic, health-care and industrial products and sells to some of the
world's largest consumer products companies. See Note 14, Discontinued Operations.

On October 2, 2017, Griffon acquired ClosetMaid LLC ("ClosetMaid"). ClosetMaid, founded in 1965, is a leading
North American manufacturer and marketer of closet organization, home storage, and garage storage products, and
sells to some of the largest home center retail chains, mass merchandisers, and direct-to-builder professional installers
in North America. ClosetMaid's accounts, affected for preliminary adjustments to reflect fair market values assigned
to assets purchased and liabilities assumed, and results of operations are included in the Company’s consolidated
financial statements from the date of acquisition of October 2, 2017. See Note 3, Acquisitions.

Griffon currently conducts its operations through two reportable segments:

Home & Building Products (“HBP”) consists of three companies, The AMES Companies, Inc. (“AMES”), Clopay
Building Products Company, Inc. (“CBP”) and ClosetMaid LLC ("ClosetMaid"):

_AMES, founded in 1774, is the leading US manufacturer and a global provider of long-handled tools and landscaping
products for homeowners and professionals.

CBP, since 1964, is a leading manufacturer and marketer of residential and commercial garage doors and sells to
professional dealers and some of the largest home center retail chains in North America.

10
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ClosetMaid, founded in 1965, is a leading North American manufacturer and marketer of closet organization, home

-storage, and garage storage products, and sells to some of the largest home center retail chains, mass merchandisers,
and direct-to-builder professional installers.

Telephonics Corporation ("Telephonics"), founded in 1933, is recognized globally as a leading provider of highly

sophisticated intelligence, surveillance and communications solutions for defense, aerospace and commercial
customers.

11



Edgar Filing: GRIFFON CORP - Form 10-Q

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (“US GAAP”) for interim financial
information and the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, these financial
statements do not include all the information and footnotes required by US GAAP for complete financial statements.
As such, they should be read together with Griffon’s Annual Report on Form 10-K for the year ended September 30,
2017, which provides a more complete explanation of Griffon’s accounting policies, financial position, operating
results, business properties and other matters. In the opinion of management, these financial statements reflect all
adjustments considered necessary for a fair statement of interim results. Griffon’s HBP operations are seasonal; for this
and other reasons, the financial results of the Company for any interim period are not necessarily indicative of the
results for the full year.

The condensed consolidated balance sheet information at September 30, 2017 was derived from the audited financial
statements included in Griffon’s Annual Report on Form 10-K for the year ended September 30, 2017.

The condensed consolidated financial statements include the accounts of Griffon and all subsidiaries. Intercompany
accounts and transactions have been eliminated on consolidation.

The preparation of financial statements in conformity with US GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at
the date of the financial statements, and the reported amounts of revenue and expenses during the reporting periods.
These estimates may be adjusted due to changes in economic, industry or customer financial conditions, as well as
changes in technology or demand. Significant estimates include allowances for doubtful accounts receivable and
returns, net realizable value of inventories, restructuring reserves, valuation of goodwill and intangible assets,
percentage of completion method of accounting, pension assumptions, useful lives associated with depreciation and
amortization of intangible and fixed assets, warranty reserves, sales incentive accruals, stock based compensation
assumptions, income taxes and tax valuation reserves, environmental reserves, legal reserves, insurance reserves and
the valuation of assets and liabilities of discontinued operations, acquisition assumptions used and the accompanying
disclosures. These estimates are based on management’s best knowledge of current events and actions Griffon may
undertake in the future. Actual results may ultimately differ from these estimates.

Certain amounts in the prior year have been reclassified to conform to current year presentation.

NOTE 2 - FAIR VALUE MEASUREMENTS

The carrying values of cash and equivalents, accounts receivable, accounts and notes payable, and revolving credit
and variable interest rate debt approximate fair value due to either the short-term nature of such instruments or the fact
that the interest rate of the revolving credit and variable rate debt is based upon current market rates.

Applicable accounting guidance establishes a fair value hierarchy requiring the Company to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value. A financial instrument’s
categorization within the hierarchy is based on the lowest level of input that is significant to the fair value
measurement. The accounting guidance establishes three levels of inputs that may be used to measure fair value, as
follows:

{evel 1 inputs are measured and recorded at fair value based upon quoted prices in active markets for identical assets.

L evel 2 inputs include inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices
in active markets for similar assets and liabilities, quoted prices for identical or similar assets or liabilities in markets

12
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that are not active, or other inputs that are observable or can be corroborated by observable market data for
substantially the full term of assets or liabilities.

Level 3 inputs are unobservable inputs in which little or no market data exists, therefore requiring an entity to develop
its own assumptions.

13
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The fair values of Griffon’s 2022 senior notes approximated $1,020,000 on December 31, 2017. Fair values were based
upon quoted market prices (level 1 inputs).

On January 17, 2017, Griffon's 4% convertible subordinated notes settled for a total of $173,855. The total settlement
value for the convertible notes was based on the sum of the daily Volume Weighted Average Price multiplied by the
conversion rate over a 40-day observation period (level 1 inputs). The settlement value was split between $125,000 in
cash and $48,858, or 1,954,993 shares, of common stock issued from treasury.

Insurance contracts with values of $3,000 at December 31, 2017 are measured and recorded at fair value based upon
quoted prices in active markets for similar assets (level 2 inputs) and are included in Prepaid and other current assets
on the Consolidated Balance Sheets.

Items Measured at Fair Value on a Recurring Basis

At December 31, 2017, trading securities, measured at fair value based on quoted prices in active markets for similar
assets (level 2 inputs), with a fair value of $3,352 ($2,824 cost basis), were included in Prepaid and other current
assets on the Consolidated Balance Sheets. Realized and unrealized gains and losses on trading securities are included
in Other income in the Consolidated Statements of Operations and Comprehensive Income (Loss).

In the normal course of business, Griffon’s operations are exposed to the effects of changes in foreign currency
exchange rates. To manage these risks, Griffon may enter into various derivative contracts such as foreign currency
exchange contracts, including forwards and options. During the quarter ended December 31, 2017, Griffon entered
into several such contracts in order to lock into a foreign currency rate for planned settlements of trade and
inter-company liabilities payable in US dollars.

At December 31, 2017, Griffon had $15,000 and $1,422 of Australian dollar and British Pound Sterling contracts,
respectively, at a weighted average rate of $1.28 and $0.74, respectively, which qualified for hedge accounting. These
hedges were all deemed effective as cash flow hedges with gains and losses related to changes in fair value deferred
and recorded in Accumulated other comprehensive income (loss) ("AOCI") and Prepaid and other current assets, or
Accrued liabilities, until settlement. Upon settlement, gains and losses are recognized in the Consolidated Statements
of Operations and Comprehensive Income (Loss) in Cost of goods and services ("COGS"). AOCI included deferred
gains of $130 ($42, net of tax) at December 31, 2017 and a loss of $7 was recorded in COGS during the quarter ended
December 31, 2017 for all settled contracts. All contracts expire in 15 to 179 days.

At December 31, 2017, Griffon had $4,129 of Canadian dollar contracts at a weighted average rate of $1.25. The
contracts, which protect Canadian operations from currency fluctuations for US dollar based purchases, do not qualify
for hedge accounting. For the quarter ended December 31, 2017, a fair value gain of $237 was recorded to Other
liabilities and to Other income for the outstanding contracts, based on similar contract values (level 2 inputs). Realized
losses of $29 were recorded in Other income during the quarter ended December 31, 2017 for all settled contracts. All
contracts expire in 28 to 238 days.

NOTE 3 — ACQUISITIONS

Griffon accounts for acquisitions under the acquisition method, in which assets acquired and liabilities assumed are
recorded at fair value as of the date of acquisition using a method substantially similar to the goodwill impairment test
methodology (level 3 inputs). The operating results of the acquired companies are included in Griffon’s consolidated
financial statements from the date of acquisition; in each instance, Griffon is in the process of finalizing the initial
purchase price allocation.

14
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On November 6, 2017, AMES acquired Harper Brush Works (“Harper”), a division of Horizon Global, for
approximately $5,000. Harper is a leading U.S. manufacturer of cleaning products for professional, home, and
industrial use. The acquisition will broaden AMES’ long-handled tool offering in North America to include brooms,
brushes, and other cleaning tools and accessories.

On October 2, 2017, Griffon Corporation completed the acquisition of ClosetMaid, a market leader of home storage
and organization products, for approximately $185,700, inclusive of post-closing adjustments, or $165,000 net of the
estimated present value of tax benefits under the current tax law. There is no other contingent consideration
arrangement relative to the acquisition of ClosetMaid. ClosetMaid adds to Griffon's Home and Building Products
segment, complementing and diversifying Griffon's portfolio of leading consumer brands and products. During the
quarter ended December 31, 2017, SG&A and Cost of goods and services included acquisition costs of $1,612 and
$1,500, respectively. ClosetMaid is part of the HBP segment.

ClosetMaid's accounts, affected for preliminary adjustments to reflect fair market values assigned to assets purchased
and liabilities assumed, and results of operations are included in the Company’s consolidated financial statements from
the date of acquisition

7
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of October 2, 2017. The Company has recorded a preliminary allocation of the purchase price to the Company’s
tangible and identifiable intangible assets acquired and liabilities assumed based on their fair market values (level 3
inputs) at the acquisition date. The excess of the purchase price over the fair value of the net tangible and intangible
assets was recorded as goodwill and is deductible for tax purposes. Goodwill recognized at the acquisition date
represents the other intangible benefits that the Company will derive from the ownership of ClosetMaid, however,
such intangible benefits do not meet the criteria for recognition of separately identifiable intangible assets.

The following unaudited proforma summary from continuing operations presents consolidated information as if the
Company acquired ClosetMaid on October 1, 2016:
Proforma
For the
three
months
ended
December
31,2016
(unaudited)
Revenue $429,178
Income from continuing operations 7,980

Griffon did not include any material, nonrecurring proforma adjustments directly attributable to the business
combination included in the proforma revenue and earnings. These proforma amounts have been compiled by adding
the historical results from continuing operations of Griffon, restated for classifying the results of operations of the
PPC business as a discontinued operation, to the historical results of ClosetMaid after applying Griffon’s accounting
policies and the following proforma adjustments:

Additional depreciation and amortization that would have been charged assuming the preliminary fair value
adjustments to property, plant, and equipment, and intangible assets had been applied from October 1, 2016.
Elimination of intercompany interest income recorded on ClosetMaid’s financial statements earned on an
intercompany receivable due from ClosetMaid’s former parent.

Additional interest and related expenses from the add-on offering of $275,000 aggregate principal amount of 5.25%
senior notes due 2022 that Griffon used to acquire ClosetMaid.

Removal of $600 of restructuring costs from ClosetMaid's historical results.

The consequential tax effects of the above adjustments using a 59% tax rate.

The calculation of the preliminary purchase price allocation, which is pending finalization of tax-related items and
completion of the related final valuation, is as follows:

Cash and cash equivalents $5,999
Accounts receivable 32,234
Inventories 28,772
Property, plant and equipment 48,260
Goodwill 66,147
Intangible assets 72,465
Other current and non-current assets 3,852
Total assets acquired 257,729
Accounts payable and accrued liabilities 63,281
Long-term liabilities 8,719
Total liabilities assumed 72,000

16
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$185,729
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The amounts assigned to goodwill and major intangible asset classifications, all of which are tax deductible, for the
ClosetMaid acquisition are as follows:

Average

Life

(Years)
Goodwill $66,147 N/A
Indefinite-lived intangibles 48,920 N/A
Definite-lived intangibles 23,545 18

Total goodwill and intangible assets $138,612

On September 29, 2017, AMES Australia completed the acquisition of Tuscan Landscape Group Pty, Ltd. ("Tuscan
Path") for approximately $18,000 (AUD 22,250). Tuscan Path is a leading Australian provider of pots, planters,
pavers, decorative stone, and garden decor products. The acquisition of Tuscan Path broadens AMES' outdoor living
and lawn and garden business, and will strengthen AMES' industry leading position in Australia. The purchase price
was primarily allocated to intangible assets of AUD 3,900 and inventory and accounts receivable of AUD 7,900.

On July 31, 2017, The AMES Companies, Inc. acquired La Hacienda Limited, a leading United Kingdom outdoor
living brand of unique heating and garden decor products, for approximately $11,400 (GBP 9,175), including an
approximate contingent earn out payment of $790 (GBP 600). The acquisition of La Hacienda broadens AMES' global
outdoor living and lawn and garden business and supports AMES' UK expansion strategy. The purchase price
allocation was primarily allocated to intangible assets of approximately GBP 3,100.

On December 30, 2016, AMES Australia acquired Hills Home Living ("Hills") for approximately $6,051 (AUD
8,400). The purchase price has been allocated to acquired assets and assumed liabilities and primarily consists of
inventory, tooling and identifiable intangible assets, including trademarks, intellectual property and customer
relationships. Hills, founded in 1946, is a market leader in the supply of clothesline, laundry and garden products. The
Hills acquisition adds to AMES' existing broad category of products and enhances our lawn and garden product
offerings in Australia. The purchase price was primarily allocated to intangible assets of approximately AUD 6,400.

On February 14, 2016, AMES Australia acquired substantially all of the Intellectual Property (IP) assets of
Australia-based Nylex Plastics Pty Ltd. for approximately $1,744 (AUD 2,452). Through this acquisition, AMES and
Griffon secured the ownership of the trademark “Nylex” for certain categories of AMES products, principally in the
country of Australia. Previously, the Nylex name was licensed. The acquisition of the Nylex IP was contemplated as
a post-closing activity following the Cyclone acquisition and supports AMES' Australian watering products strategy.
The purchase price was allocated to indefinite lived trademarks and is not deductible for income taxes.

NOTE 4 - INVENTORIES
Inventories are stated at the lower of cost (first-in, first-out or average) or market.

The following table details the components of inventory:

At At
December 31, September 30,
2017 2017
Raw materials and supplies $ 87,588 $ 67,990
Work in process 82,988 78,846
Finished goods 189,268 152,601
Total $ 359,844 $ 299,437

18
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NOTE 5 - PROPERTY, PLANT AND EQUIPMENT

The following table details the components of property, plant and equipment, net:

At At
December 31, September 30,
2017 2017
Land, building and building improvements $ 89,770 $ 71,764
Machinery and equipment 497,743 462,173
Leasehold improvements 48,046 43,040
635,559 576,977
Accumulated depreciation and amortization (354,834 ) (344,842 )
Total $ 280,725 $ 232,135

Depreciation and amortization expense for property, plant and equipment was $10,702 and $10,349 for the quarters
ended December 31, 2017 and 2016, respectively. Depreciation included in SG&A expenses was $3,742 and $3,060
for the quarters ended December 31, 2017 and 2016, respectively. Remaining components of depreciation, attributable
to manufacturing operations, are included in Cost of goods and services.

No event or indicator of impairment occurred during the three months ended December 31, 2017 which would require
additional impairment testing of property, plant and equipment.

NOTE 6 - GOODWILL AND OTHER INTANGIBLES

The following table provides changes in the carrying value of goodwill by segment during the three months ended
December 31, 2017:

. Other

At g(c))rc;dwﬂl adjustments At

September 30, ClosetMaid including  December 31,

2017 . .. currency 2017

acquisition ;
translations

Home & Building Products $ 300,594 $66,147 $ (210 ) $ 366,531
Telephonics 18,545 — — 18,545
Total $ 319,139 $66,147 $ (210 ) $ 385,076

The following table provides the gross carrying value and accumulated amortization for each major class of intangible
assets:

At December 31, 2017 At September 30, 2017
Gross. Accumulated A.V crage Gross. Accumulated
Carrying o Carrying o
Amortization Amortization

Amount (Years) Amount

Customer relationships $162,464 $ 44,956 25 $152,025 $ 43,421

Technology and patents 18,877 5,303 12.5 6,193 4,719

Total amortizable intangible assets 181,341 50,259 158,218 48,140

Trademarks 146,078 — 95,049 —

Total intangible assets $327,419 $ 50,259 $253,267 $ 48,140
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Amortization expense for intangible assets was $2,256 and $1,639 for the quarters ended December 31, 2017 and
2016, respectively.

No event or indicator of impairment occurred during the three months ended December 31, 2017 which would require
impairment testing of long-lived intangible assets including goodwill.

10
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NOTE 7 - INCOME TAXES

On December 22, 2017, the "Tax Cuts and Jobs Act" ("TCJA") was signed into law, significantly impacting several
sections of the Internal Revenue Code. ASC 740, Accounting for Income Taxes, requires companies to recognize the
effect of tax law changes in the period of enactment even though the effective date for most provisions is for tax years
beginning after December 31, 2017, or in the case of certain other provisions, January 1, 2018. Though certain key
aspects of the TCJA are effective January 1, 2018 and have an immediate accounting effect, other significant
provisions are not effective or may not result in accounting effects for September 30 fiscal year companies until
October 1, 2018.

Given the significance of the TCJA, the SEC staff issued Staff Accounting Bulletin No. 118 (SAB 118), which allows
registrants to record provisional amounts during a one year “measurement period”. During the measurement period,
impacts of the law are expected to be recorded at the time a reasonable estimate for all or a portion of the effects can
be made, and provisional amounts can be recognized and adjusted as information becomes available, prepared or
analyzed.

Among the significant changes to the U.S. Internal Revenue Code, the TCJA lowers the U.S. federal corporate income
tax rate (“Federal Tax Rate”) from 35% to 21% effective January 1, 2018. The Company will compute its income tax
expense for the September 30, 2018 fiscal year using a blended Federal Tax Rate of 24.5%. The 21% Federal Tax
Rate will apply to fiscal years ending September 30, 2019 and each year thereafter.

The Company has recorded provisional amounts for the effects of the TCJA where accounting is not complete but a
reasonable estimate has been determined. The company recorded a $23,941 benefit on the revaluation of deferred tax
liabilities as a provisional amount for the re-measurement of deferred tax assets and liabilities, as well as an amount
for deductible executive compensation expense, both of which have been reflected in the tax benefit for the quarter
ended December 31, 2017.

A reasonable estimate cannot yet be made and therefore taxes are reflected based on the law in effect prior to the
enactment of the Tax Cuts and Jobs Act for the impact of the one-time mandatory repatriation transition tax on the net
accumulated earnings and profits of a U.S. taxpayer’s foreign subsidiaries, bonus depreciation expensing for qualified
property placed in service after September 27, 2017 and the impact on state income taxes.

The provisional amounts incorporate assumptions made based upon the Company’s current interpretation of the TCJA
and may change as the Company receives additional clarification and implementation guidance.

In accordance with SAB 118 adjustments recorded to the provisional amounts will be reflected within the
measurement period through the quarter ended December 31, 2018 and will be included in income from continuing
operations and net income as an adjustment to tax expense.

In the quarter ended December 31, 2017, the Company recognized a tax benefit of $24,904 on a Loss before taxes
from continuing operations of $2,073, compared to a tax benefit of $2,613 on Income before taxes from continuing
operations of $4,431 in the comparable prior year quarter.

The quarters ended December 31, 2017 and 2016 tax rates included net tax benefits that affect comparability of
$23,018 and $4,421, respectively. The current year quarter ended December 31, 2017 included net tax benefits from
the December 22, 2017 tax reform bill primarily from approximately $23,941 related to revaluation of deferred tax
liabilities. The prior year quarter ended December 31, 2016 included discrete benefits from the adoption of Financial
Accounting Standards Board guidance which requires the Company to recognize excess tax benefits from the vesting
of equity awards within income tax expense. Excluding these tax items, the effective tax rates for the quarters ended
December 31, 2017 and 2016 were 35.4% and 40.8%, respectively.
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NOTE 8 - LONG-TERM DEBT

At December 31, 2017

Outstanding EZf;?algjsgtglze%alance

Balance PremiunkExpenses Sheet

Senior
notes due (a)$1,000,000 $1,484 $(15,619) $985,865
2022

Revolver

due 2021 (b) 147,743 — (1,830 ) 145913
Realestale 03047 — (04 ) 22,743
mortgages

ESOP

Loans (e)42,106 — (279 ) 41,827
Capital

lease - real (f) 9,705 — (99 ) 9,606
estate

Non US

lines of  (g)4,675 — 27 ) 4,648
credit

Non US

term loans (g)34,765 — (108 ) 34,657
Other long

term debt (h)5,748 — (21 ) 5,727
Totals 1,267,789 1,484 (18,287 ) 1,250,986
less:

Current (12,593 ) — — (12,593
portion

g‘:;g‘term $1,255,196 $1,484 $(18,287) $1,238,393

(1) n/a = not applicable

12

)

Coupon
Interest
Rate (1)

5.25 %

Variable
Variable

Variable

5.00 %

Variable

Variable

Variable

At September 30, 2017
Original CapitalizedBalanCe

Outstandin
Balance

725,000

144,216
23,642

42,675

5,312

9,402

35,943

6,211
992,401

(11,078 )

$981,323 $(1,177) $(12,066) $968,080

$(1,177) $(9,220 ) $714,603

Fees &
Discount Expenses

(1,951
(320

(310

(105

(31

(108

@1

Sheet

) 142,265
) 23,322

) 42,365

) 5,207

) 9,371

) 35,835

) 6,190

1,177 ) (12,066 ) 979,158

(11,078

Coupon
Interest
Rate (1)

5.25

Variable
Variable

Variable

5.00

Variable

Variable

Variable

)
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Three Months Ended December 31, 2017

Amort.
Effective Amort. Debt Total
Cash Issuance
Interest Interest Debt Costs Interest
Rate (1) Dlscou% Other Expense
Fees

Senior notes due
2022 (a)5.6 % 13,125 67 939 14,131
Revolver due )
2021 (b)Variable 1,356 — 141 1,497
Convert. debt (©)n/a o o o .
due 2017
Realestate 435 ¢ g5 — 17 20
mortgages
ESOP Loans (e)4.1 % 413 — 31 444
Capital lease - ) 5.5 % 164 o 6 170
real estate
Non US lines of )
credit (g)Variable 7 — 8 15
NonUSterm o) yariable 334 — 33 367
loans
Other long term .
debt (h)Variable 115 — 1 116
Capitalized
interest (103 ) — T (103 )
Totals $15596 $ 67 $1,176 $16,839

(1) n/a = not applicable

13

Three Months Ended December 31, 2016

Amort.
Debt
Effective ash Amort. Issuancélotal
Interest Interest Debt Costs Interest
Rate (1) Discount& Expense
Other
Fees
5.5 % 9,516 67 473 10,056
Variable 325 — 132 457
9.1 % 1,000 1,058 111 2,169
2.4 % 120 — 2 122
3.3 % 364 — 27 391
5.4 % 80 — 6 86
Variable 4 — 3 7
Variable 222 — 11 233
Variable 74 — 2 76
(302 ) — — (302 )

$11,403 $1,125 $767

$13,295
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On October 2, 2017, in an unregistered offering through a private placement under Rule 144 A, Griffon completed
the add-on offering of $275,000 principal amount of its 5.25% senior notes due 2022, at 101.00% of par, to
Griffon's previously issued $125,000 principal amount of its 5.25% senior notes due 2022, at 98.76% of par,
completed on May 18, 2016 and $600,000 5.25% senior notes due 2022, at par, completed on February 27, 2014

(a)(collectively the “Senior Notes”). As of December 31, 2017, outstanding Senior Notes due totaled $1,000,000;
interest is payable semi-annually on March 1 and September 1. The net proceeds of the $275,000 add-on offering
were used to acquire ClosetMaid with the remaining proceeds used to pay down outstanding loan borrowings under
Griffon's revolving credit facility (the "Credit Agreement"). The net proceeds of the previously issued $125,000
add-on offering were used to pay down outstanding revolving loan borrowings under the Credit Agreement.

The Senior Notes are senior unsecured obligations of Griffon guaranteed by certain domestic subsidiaries, and subject
to certain covenants, limitations and restrictions. On December 18, 2017, Griffon commenced an offer to exchange all
of the $275,000 Senior Notes issued on October 2, 2017 for substantially identical Senior Notes registered under the
Securities Act of 1933. On July 20, 2016 and June 18, 2014, Griffon exchanged all of the $125,000 and $600,000
Senior Notes, respectively, for substantially identical Senior Notes registered under the Securities Act of 1933 via an
exchange offer. The fair value of the Senior Notes approximated $1,020,000 on December 31, 2017 based upon
quoted market prices (level 1 inputs). In connection with the issuance and exchange of the $275,000 senior notes,
Griffon capitalized $8,434 of underwriting fees and other expenses; Griffon capitalized $3,016 of underwriting fees
and other expenses in connection with the $125,000 senior notes; and Griffon capitalized $10,313 in connection with
the previously issued $600,000 senior notes. All capitalized fees will amortize over the term of the notes.

On March 22, 2016, Griffon amended the Credit Agreement to increase the credit facility from $250,000 to
$350,000, extend its maturity date from March 13, 2020 to March 22, 2021 and modify certain other provisions of
the facility. On October 2, 2017, Griffon further amended the Credit Agreement in association with the ClosetMaid
acquisition to modify the net leverage covenant through the quarter ended March 31, 2019. The facility includes a
letter of credit sub-facility with a limit of $50,000 and a multi-currency sub-facility of $50,000. The Credit
Agreement provides for same day borrowings of base rate loans. Borrowings under the Credit Agreement may be
repaid and re-borrowed at any time, subject to final maturity of the facility or the occurrence of an event of default
under the Credit Agreement. Interest is payable on borrowings at either a LIBOR or base rate benchmark rate, in
each case without a floor, plus an applicable margin, which adjusts based on financial performance. Current
margins are 1.25% for base rate loans and 2.25% for LIBOR loans. The Credit Agreement has certain financial
maintenance tests including a maximum total leverage ratio, a maximum senior secured leverage ratio and a
minimum interest coverage ratio, as well as customary affirmative and negative covenants and events of default.
The negative covenants place limits on Griffon's ability to, among other things, incur indebtedness, incur liens, and
make restricted payments and investments. Borrowings under the Credit Agreement are guaranteed by Griffon’s
material domestic subsidiaries and are secured, on a first priority basis, by substantially all domestic assets of the
Company and the guarantors, and a pledge of not greater than 65% of the equity interest in Griffon’s material,
first-tier foreign subsidiaries (except that a lien on the assets of Griffon's material domestic subsidiaries securing a
limited amount of the debt under the Credit Agreement relating to Griffon's Employee Stock Ownership Plan
("ESOP") ranks pari passu with the lien granted on such assets under the Credit Agreement; see footnote (e)
below). At December 31, 2017, under the Credit Agreement, there were $147,743 in outstanding borrowings;
standby letters of credit were $14,938; and $187,319 was available, subject to certain loan covenants, for
borrowing at that date.

(b)

(c)On December 21, 2009, Griffon issued $100,000 principal amount of 4% convertible subordinated notes due 2017
(the “2017 Notes”). On July 14, 2016, Griffon announced that it would settle, upon conversion, up to $125,000 of the
conversion value of the 2017 Notes in cash, with amounts in excess of $125,000, if any, to be settled in shares of
Griffon common stock. On January 17, 2017, Griffon settled the convertible debt for $173,855 with $125,000 in
cash, utilizing borrowings under the Credit Agreement, and $48,858, or 1,954,993 shares, of common stock issued
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from treasury.

In September 2015 and March 2016, Griffon entered into mortgage loans in the amounts of $32,280 and $8,000,
respectively. The mortgage loans are secured by four properties occupied by Griffon's subsidiaries. The loans
(d)matur