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EXECUTIVE SUMMARY 

Roust Corporation’s (previously Central European Distribution Corporation, collectively with its subsidiaries referred to as “ROUST”, 
“we”, “us”, “our” or “the Company”) objective is to be a leading global player in every major category of alcoholic beverages, including 
vodka, sparkling wines, still wines, brown spirits, liquors and ready-to-drink beverages, as well as in every price segment.  

 Roust Corporation is already a leading global spirits company, and our strategy is working to further increase 
global sales and market share profitably.  

 

o We are the second largest producer of vodka in the world and are Central and Eastern Europe’s largest integrated spirit 
beverages business, measured by total volume, with approximately 24.6 million nine-liter cases produced and 
distributed in 2015, selling across 85 countries.  

o Our business primarily involves the production and sale of our own spirit brands (principally vodka), as well as importing 
of a wide variety of spirits and wines on an exclusive basis. We are a leading importer of spirits and wines in Poland 
and Russia and we generally seek to develop a complete portfolio of premium imported spirits and wines in each of the 
markets we serve. We believe our brands are the most authentic in their categories, bringing “affordable luxury to 
everyone.” 

o Our brands in Poland and Russia are well-represented in all vodka segments. We are the largest vodka producer 
in Poland, with a brand portfolio that includes the flagship brands, Żubrówka, Soplica, Żytniówka, Bols, Absolwent and 
others. In Russia, the world’s largest vodka market, trade statistics for 2015 show that we were one of the largest vodka 
producers in the country. In 2015, ROUST was a nationwide brand leader on the Russian market. Russian Standard 
Vodka is the leading brand in the premium segment. Our Green Mark brand remains a top-selling mainstream vodka 
and our Talka, Parliament and Zhuravli brands are among the top-selling sub-premium vodkas in the country.  

o In 2015 we had 6 ‘Millionaire’ brands by volume which were Russian Standard Vodka (exclusive global distributor), 
Żubrówka, Green Mark, Talka, Soplica, and Żytniówka. These brands still have substantial opportunity for further 
domestic and global expansion.  

o Our primary operations are conducted in Poland, Russia, Ukraine and Hungary. We have six operational manufacturing 
facilities located in Poland and Russia which manufacture our brands according to strict quality standards. We see the 
quality and unique taste of our vodka as a major competitive advantage.  

 ROUST volume and revenue increases – Our operating income in the second quarter of 2016 was $13.4 million and our 

EBITDA1  in the second quarter of 2016 was $16.2 million, while our EBITDA margin improved from 5.5% in the first quarter 
to 11.2% in the second quarter of 2016. Global volumes have increased by 7.8% in the second quarter of 2016 to 6.2 million 
nine-liter cases, with a 139.4% volume increase in our International segment (mainly due to the Roust Distribution Limited 
acquisition) and 10.8% volume growth in Poland compared to the second quarter of 2015. We are still generating global 
growth, positive financial results and increasing the market share of the premium brands.  

 Global market share expansion – We increased or maintained the Moving Annual Total (“MAT”) market share position 

in our main markets in the second quarter of 2016: 

o Poland (41.7% share by volume, which is growth of 5.6 percentage points compared to last year); 

o Hungary (65.9% share by volume which is growth of 8.9 percentage points compared to last year); 

o Roust Russia remains the market leader on the premium vodka market, the share of Russian Standard Vodka increased 

by 1.4 percentage points in 2015 to 34% in the premium segment; 

o We saw growth in our businesses in France (5.6% share by value in May 2016 MAT, which is a 0.4 percentage point 
increase on last year) and Germany (6.9% share by value in May 2016, which is a 3 percentage point increase on last 
year); as well as 

o In the UK, a strategically important export market for the Company, ROUST’s portfolio market share increased in May 
year to date 2016 by 1.5% and reached 12.2%.  

 Market leadership in Poland – We are increasing our market leadership in the Polish vodka market in all segments and all 
core brands shares are growing. Our Żubrówka Biała vodka is now the best-selling brand of vodka in Poland and has been 

described as the fastest growing brand among the top 50 alcohol brands worldwide. The market shares of our other brands, 
such as Soplica and Żytniówka have also increased. Moreover, we strengthened our leadership in the traditional trade 
channel in Poland achieving 41.8% market share in June 2016 (according to Nielsen data). We are successfully countering 
significant price reductions by our prime competitor witnessed in the second quarter. 

 Russian market conditions have strongly improved - Market and economic conditions in Russia have improved in the 

second quarter of 2016, resulting in a growing vodka market, and improving Russian business results. As a consequence 
our Russian revenues in Russian rubles were above last year in May and June for the first time in 2 years. The Russian 
government is currently combating the rampant illegal and counterfeit production of alcoholic beverages, which is a direct 
result of the large hikes in excise tax from 2012 to 2014. No excise tax increases are expected this year in Russia, and we 
believe that these governmental efforts will continue to benefit alcohol producers, such as ROUST. 

                                                           

 

1 For more information about EBITDA, which is a non-US GAAP financial measure, please see Item 2. “Management’s Discussion and Analysis 

of the Financial Condition and Results of Operations” (“MD&A”). 
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 Russia has had great success with premium spirit brands and mainstream vodka has improved: ROUST increased 
its leadership on the Russian premium vodka market with Russian Standard Vodka and is a leading premium brands 
importer, with an increasing share of whisky/cognac, bitters, and remains one of the leaders in the mainstream vodka market 
in Russia. Our Russian Standard Vodka, Remy Cointreau and Jägermeister shipments in the second quarter 2016 grew 
significantly compared to the second quarter 2015 by 35%, 15% and 10%, respectively. Our mainstream leading brand, 
Talka, grew by 5% in the second quarter compared to last year. With improved vodka market conditions we expect continued 
improvement in our vodka volumes in the second half of 2016 

 Successful global expansion – Our successful global expansion is continuing in 2016: 

o We now have a strong portfolio of vodka brands on international markets, which has allowed us to achieve growth, 
strong customer engagement, and economies of scale to enhance our profitability. In the UK Russian Standard Vodka 
emerged as the number 3 vodka behind Smirnoff and Glen’s with a record 10.7% market share in May 2016, a 2.4 

percentage points increase compared to that in May 2015.  

o We see strong international growth compared to the second quarter of 2015 in the UK, Germany and Israel with 
shipments increasing by 30%, 51% and 72%, respectively.  

o We are now selling Żubrówka in 40 countries and Green Mark in 30 countries and we are continuing to expand our 

global distribution. We have a well-developed distributor network in all Top 10 vodka countries globally, supported by 
our own ROUST employees.  

o Growth in shipments in the second quarter of 2016 was almost 297 thousand nine-liter cases in the UK (an increase 
of 30% compared to last year, including Russian Standard Vodka), 172 thousand nine-liter cases in Germany 
(an increase of 51% compared to last year, including Russian Standard Vodka), and over 57 thousand nine-liter cases 
in Israel (72% growth on last year). We also grew in Lithuania, Latvia, Kazakhstan, Belgium, Czech Republic, France, 
Lebanon, Australia and Switzerland in the second quarter of 2016. 

o The retail sales volume of ROUST’s portfolio also increased by 14% in the UK in the second quarter of 2016 (MAT). 
Russian Standard’s volume increased by 15% in the second quarter of 2016 compared to last year, Green Mark’s 
volume increased by 7% in the second quarter of 2016 compared to last year, while Żubrówka’s volume increased by 
34% in the second quarter of 2016 compared to last year (according to available Nielsen retail sales data). 

o Sales in many countries from the Commonwealth of Independent States (“CIS”) show improvement and strongly grew 
by 48% in the second quarter 2016 compared to the second quarter 2015. In particular the excellent sales performance 
was achieved by Kazakhstan, showing growth of 112% in the second quarter 2016 compared to the second quarter 
2015. 

 Brand building investment – In the second quarter of 2016, we continued to increase our marketing investment in Poland, 

Hungary, the UK, France and Germany among other international markets, successfully strengthening our brand equity and 
achieving increases in market share on these markets. In contrast, in 2016, in Russia, Ukraine and the CIS, we reduced our 
marketing due to the consumer crisis. 

 Product appeal – We are continuing our efforts to keep our products attractive to customers. In 2016, we launched new 

Żubrówka Biała packaging in March, and are currently rolling out new Żytniówka packaging. A packaging upgrade for Green 
Mark took place in November 2015. Parliament restyling is planned for 2016. Our in-house design team, which has 
experience with such brands as Russian Standard Vodka and Gancia sparkling wine, has been partnering with some of 
Europe’s best design agencies to promote greater consumer appeal in our new packaging. 

 New product innovation – Our team is continuing to actively improve the quality and speed of our marketing with 
an accelerated new product pipeline, led by Poland’s notable extension of the Żubrówka brand, including Żubrówka Czarna 
(Black) in the super premium vodka segment and the flavor line extension: Żubrówka Liście Klonu (Maple Leaves) and 
Żubrówka Pędy Sosny (Pine Shoots). We have recently also extended the Soplica, Absolwent and Żytniówka brands with 
new variants: Soplica Strawberry, Soplica Blueberry, Absolwent Cherry, Absolwent Cranberry, Absolwent Lime, Żytniówka 
Lemon Peel, Żytniówka Ginger. In Russia, we successfully launched a new “flavor infusion” product under the Russian 
Standard brand in September 2015. We also agreed on a full promotional plan with retailers for the full year of 2016 to drive 
Russian Standard infusions. 

 Agency partnerships – We are continuing to extend and expand our agency brand partnerships with an important new 
Jägermeister contract in Hungary, a William Grant & Sons contract in Hungary, and a Campari contract in Poland. In order 
to pay more attention to our premium products portfolio, we established a special department in Russia – the Luxury Sales 
Force – which will be responsible for promoting and selling premium spirits and wines. A new team was added in Russia 
in the Agency Brand department to control and improve sales in all regions. In Russia, Remy Cointreau sales were extremely 
successful in the first half of 2016. The total sales performance in the second quarter of 2016 showed growth of 25% 
compared with last year. Where Remy Martin grew by 24%, Metaxa by 19% and Cointreau by 30% compared with last year, 
despite the fact that the total market of imported premium spirits declined by 8.5% compared to last year (according to 
Nielsen May 2016 data). In July 2016, we agreed to extend the distribution contract with Remy Cointreau’s representatives 
with a good chance of renewing the contract for the next long-term period in April 2017. Jägermeister is showing further 
double-digit growth, despite the overall 7.7% drop in premium liquor (according to Nielsen January 2016 data). Additionally, 
we signed a contract on exclusive distribution of the Jean Paul Chenet brand in Russia – a top global brand of French wine. 

In Poland, we continue to grow our whisky, wine and liquors business by double digit growth rates. The expansion of our 
sales force and execution scale over the last 2 years is having an immense impact on the results of our agency brands 
performance. We are maintaining exclusive longterm import contracts for a number of internationally recognized brands, 
including Grant’s whisky, Campari, Jägermeister, Remy Cointreau, E&J Gallo wines, Carlo Rossi wines, Metaxa brandy, 
Sierra tequila, Wild Turkey, Cinzano, Old Smuggler and Concha y Toro wines. 
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 Distribution – We saw continued growth in distribution described as stores coverage by our sales in the second quarter 

of 2016. 

o In Poland – distribution remained at the highest level of 100% compared to the same period of last year (with Żubrówka’s 
distribution at 99%, which is 3 percentage points higher than last year’s second quarter and Soplica’s distribution 
at 93%, which is 2 percentage points higher than last year’s second quarter). 

o In Hungary – Jägermeister’s distribution increased by 2 percentage points compared to the same period of last year, 
to 84%. Royal’s vodka distribution is 86.1% which is 7.4 percentage points growth on last year’s second quarter. 

o In the UK – Żubrówka’s distribution increased by 4 percentage points compared to the same period of last year, reaching 
58%. Russian Standard Vodka reached a record level of distribution of 92%, which is 2 percentage points higher than 
last year’s second quarter. 

o In Germany – Russian Standard’s distribution is 63%, which is an increase of 0.1 percentage points compared to the 
same period of last year, while Green Mark’s distribution increased by 2.2 percentage points on last year’s second 
quarter to 49%.  

 Performance of Russian Standard Vodka global sales and distribution – Russian Standard Vodka is an internationally 
well-established brand, being the number 3 vodka in the UK, excluding private labels (after Smirnoff and Glen’s), number 7 
in Germany (after brands such as Absolut and Smirnoff), number 4 in Global Travel Retail and having international sales of 
2 million nine-liter cases in 2015, with 12% Compound Annual Growth Rate (“CAGR”) in revenue over the last 5 years. 
ROUST believes it now has a full portfolio of brands to compete on western markets in all price segments. During the quarter 
ended June 30, 2016, we have achieved an incremental EBITDA of a positive $4.9 million through Roust Distribution Limited 
(“RDL”) (RDL has generated $13.0 million of EBITDA cumulatively since the beginning of its operations in June 2015). We 
believe we shall further benefit from the significant incremental EBITDA and increase in cash flow in the coming quarters, 
which will lead to a stronger position of our International segment of operations.  

 Production efficiency – We have established global key performance indicator reports for the whole of production, and are 

constantly reviewing our production and warehouse footprint to optimize productivity in our business. We remain focused 
on reducing production costs, while simultaneously improving the quality of our brands. We successfully launched Russian 
Standard flavors (raspberry, cherry and blackcurrant) in the third quarter of 2015. These products were developed using the 
experience of Polish premium infusions production. 

 Product quality – Product quality has always been a fundamental value for ROUST and drives quality improvements in all 

corners of our business. We have developed and conducted cross-plant internal audits and have implemented a Unified 
Electronic Management System for all distilleries. Some of our distilleries have also received ISO certification (ISO 9001, 
ISO 22000). 

 Effective industry legislation – We continued to work actively and productively with the alcohol industry and government 

in Russia in the second quarter of 2016 to develop commercially viable but responsible legislation. 

We partnered with the government in its efforts to clamp down on the black market, which included the following new 
legislation: 

o A law has been passed by the State Duma introducing obligatory state registration of technological equipment for the 
production of ethyl alcohol. Any unregistered equipment will be seized and destroyed.  

o A united governmental tracking system (EGAIS) for each bottle of alcohol was introduced in retail from the 1st of July 
2016. 

o A bill was introduced in the State Duma increasing the criminal sanctions for producing and using counterfeit excise 
stamps to the level of the sanctions set for producing and selling counterfeit money. 

o A new trade law has been passed by the State Duma reducing the maximum fees and allowances payable to retail 
chains from 10% to 5% of turnover. The payment term for buyers has been cut, in particular for alcohol from 45 to 
40 days. We expect these changes to be of benefit to our margins in Russia through the reduction in fees and discounts. 

o The minimum allowed retail price for alcohol was raised by the Russian Government from June 13, 2016. We believe 
this will improve the competitiveness of our products.  

o Consequently, we expect a reduction in the volume of counterfeit alcohol and an increase in our revenue. 

 Revenue – Our revenue in constant prices improved over the last 12 months from $23.8 per nine-liter case in the second 

quarter of 2015 to $26.0 per nine-liter case in the second quarter of 2016, with a positive brand, pack and channel mix, real 
price increases and strong control of discounts and allowances. 

 

 Indirect cost management – Cost optimization continued after ROUST’s acquisition of Roust Inc.’s distribution business 

in Russia, which enabled us to make faster progress on a combined structure. The number of employees was further 
reduced in the first half of 2016, which led to annualized savings of 158.3 million Russian rubles (approximately $2.3 million). 
We expect annualized cost savings of 900.0 million Russian rubles (approximately $12.9 million) in 2016 from all 
projects/initiatives implemented in our operations department.  

 Costs – We continue to control our indirect costs through headcount optimization, productivity measures and general tighter 

cost controls, as well as cooperation with the Russian Standard Vodka group. In the second quarter of 2016 the indirect cost 
amounted to 30.7% of net sales revenue compared to 29.4% in the second quarter of 2015. 



ROUST CORPORATION 
QUARTERLY REPORT FOR THE PERIOD ENDED JUNE 30, 2016 

All amounts are expressed in thousands of US dollars (except share and per share information) 

Page 6 of 72 

 Operating profit and EBITDA – Our operating profit reached $13.4 million in the second quarter of 2016 and was 

$6.7 million higher than the same period of last year. Our EBITDA was $16.2 million in the second quarter of 2016 compared 
to $9.3 million in the second quarter of 2015, which represents 43.0% growth. At the same time we managed to significantly 
improve our EBITDA margin by 4.4 percentage points from 6.8% in the second quarter 2015 to 11.2% in the second quarter 
2016. 

 Financing facilities – After the balance sheet date, in August 2016, we have obtained additional external financing 

of $58.5 million to finance general corporate and working capital needs of the Roust Corporation Group which will help us 
with further growth. 

We shall continue to pursue our goals of becoming a larger, world class alcohol group and we are confident in our management’s 
ability to achieve this goal in the future, as we have done over the past two years. 

Future improvement opportunity – We believe that we are only part of the way through the structural improvement of ROUST’s 

business and that we have significant revenue, EBITDA, cash flow and equity growth potential as a result of: 

 Further expansion of the International business, in particular through the acquisition of RDL; 

 Innovation with new flavors and infusions, as well as exploration of new sales channels; 

 Improved packaging and liquid quality – completion of the upgrade of the range; 

 Access to high-growth categories, such as wine, whisky and premium spirits;  

 Application of our revenue growth management principles to drive up our margin per case; 

 The combination of Roust Russia and Roust Inc., building in Russia a similar business platform to the one in Poland; 

 Further cost improvement in the Russian business, as we optimize the production footprint and logistics platforms; 

 The optimization of our sales and operations planning to improve inventory levels; 

 The maximization of growth from the consolidation of our strong international distribution network in the top ten vodka 
markets over the past two years; 

 Active collaboration with governments to optimize the legislative environment; and 

 The upgrade of our IT systems and processes to drive productivity and reduce our cost of sales. 

Our global business trend is improving, with growth by volume of 9.6% in the first half of 2016 compared to the same period of 2015 
and we see stronger growth potential in the remainder of 2016 than in previous years. In addition, in order to maximize our growth 
opportunity in 2016, we need to invest more in working capital and capital expenditure than in 2014 and 2015. We are working 
on a number of projects to ensure we have the capital to achieve the maximum potential of our business. 

The financial statements are included in this report on Form 10-Q in accordance with the United States’ generally accepted 
accounting principles (“US GAAP”) and the relevant rules of the SEC. The SEC rules prevent the inclusions of additional 
management comments and non-US GAAP financial measures in Item 1 below. Therefore, we have included the relevant 
commentaries and non-US GAAP measures in our Management’s Discussion and Analysis of the Financial Condition and 
Results of Operations.   



ROUST CORPORATION 
QUARTERLY REPORT FOR THE PERIOD ENDED JUNE 30, 2016 

All amounts are expressed in thousands of US dollars (except share and per share information) 

Page 7 of 72 

EXPLANATORY NOTE  

In this Form 10-Q and any amendment or supplement hereto, unless otherwise indicated, the terms “ROUST”, the “Company”, “we”, 
“us”, and “our” refer and relate to Roust Corporation (previously, until November 23, 2014, Central European Distribution Corporation), 
a Delaware corporation, and, where appropriate, its subsidiaries.  

On December 30, 2015, Pasalba Limited, a wholly-owned subsidiary of Roust Corporation, acquired all of the outstanding shares 
of Roust Distribution Limited (“RDL”) from Roust Trading Limited ("RTL"), pursuant to a Share Purchase Agreement, dated 
December 30, 2015, between the Company and RTL. ROUST, through the acquisition of RDL, aims to assume the international 
contracts and apply relevant processes in order to efficiently organize international distribution of alcohol beverages within the Roust 
Corporation Group.  

RTL is the sole shareholder of RDL and ROUST, therefore for accounting purposes, the acquisition was accounted for under the “as 
if pooling-of-interest” method of accounting which applies to the transfer of assets or exchange of equity interests between entities 
under common control. Under the “as if pooling-of-interest” method of accounting, the value of the assets and liabilities transferred is 
recognized at historical carrying costs as of the date of the transfer, rather than at fair value. However, in accordance with our debt 
agreements we engaged an independent valuation expert who performed a valuation of the RDL business and issued a fairness 
opinion on its valuation, to ensure that the conditions of the transactions are at least as favorable as might reasonably have been 
obtained from a non-Affiliate. After analyzing the independent valuation and the Company’s strategic objectives, an aggregate 
purchase price for RDL was agreed at $40.0 million. 

In accordance with Accounting Standards Codification Topic 805-50 (“ASC 805-50”) common control of RDL and ROUST is deemed 
to have existed since August 2014, the date of RDL inception. However, as RDL commenced its activity in June 2015, the recast 
of historical financial statements for the year ended December 31, 2014 did not have any material impact. 

Cautionary Statement Regarding Forward-Looking Information 

This report contains forward-looking statements, which present our current expectations or forecasts of future events. These forward-
looking statements may be identified by the use of forward-looking terminology, including the terms “believes,” “estimates,” 
“anticipates,” “expects,” “intends,” “may,” “will” or “should” or, in each case, their negative, or other variations or comparable 
terminology, but the absence of these words does not necessarily mean that a statement is not forward-looking. These forward-
looking statements include all matters that are not historical facts. They appear in a number of places throughout this report and 
include, without limitation:  

 information on possible or assumed future results of operations, trends in financial results and business plans, including 
those related to earnings growth and revenue growth, liquidity, prospects, strategies and the industry in which the Company 
and its affiliates operate; 

 expectations about excise taxes in Russia and Poland; 

 expected developments in our markets, including expected improvement in mainstream vodka segment in Russia, expected 
efficiencies in our business and expected cost savings; 

 expected growth in volumes; 

 expected cost improvements in our business and markets; 

 expectations about performance of our brands in the jurisdictions where we operate, including expected improvement 
in performance in Russia; 

 expected benefits of our acquisitions of Roust Inc. and RDL, including expected cost optimization and synergies; 

 information about expected future liquidity of the Company; 

 assumptions used in valuations including brand valuations; 

 statements about the expected level of our costs and operating expenses, and about the expected composition 
of the Company’s revenues and statements about expected EBITDA and EBITDA margin;  

 information about the impact of governmental regulations on the Company’s businesses; 

 statements about local and global credit markets, currency exchange rates and economic conditions; 

 other statements about the Company’s plans, objectives, expectations and intentions including with respect to its credit 
facilities and other outstanding indebtedness; 

 statements about acquisitions under common control; 

 statements with respect to discussions with holders of our New Senior Secured Notes (“NSSN”) and New Convertible Junior 
Secured Notes (“NCJSN”) and related matters; 

 our strategy, including our plan to reduce SKUs as well as revenue growth, efficiency and cost reduction initiatives and 
future improvement opportunities; and 

 other statements that are not historical facts. 
 

By their nature, forward-looking statements involve known and unknown risks and uncertainties because they relate to events and 
depend on circumstances that may or may not take place in the future. The Company’s actual results could differ materially from 
those anticipated in the forward-looking statements for many reasons, including the factors described in the section entitled “Risk 
Factors” in this report. Factors other than those described in this report could also affect the actual results. You should carefully 
consider the factors described in the section entitled “Risk Factors” and the factors described in our Annual Report on Form 10-K for 
the year ended December 31, 2015 when evaluating the Company’s forward-looking statements. 

We caution you that forward-looking statements are not guarantees of future performance and that our actual results of operations, 
financial condition and liquidity, the development of the industries in which we operate, and the effects of acquisitions and other 
investments on us may differ materially from those anticipated in or suggested by the forward-looking statements contained in this 
report. In addition, even if our results of operations, financial condition and liquidity, as well as the development of the industry in which 
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we operate, are consistent with the forward-looking statements contained in this report, those results or developments may not be 
indicative of the results or developments in subsequent periods.  

We urge you to read and carefully consider the items of this and other reports and documents that we have published for a more 
complete discussion of the factors and risks that could affect our future performance and the industry in which we operate, including 
the risk factors described in our Annual Report on Form 10-K for the year ended December 31, 2015. In the light of these risks, 
uncertainties and assumptions, the forward-looking events described in this report may not take place in the manner described, or at 
all.  

You should not unduly rely on these forward-looking statements, because they reflect our views only as of the date of this report. 
The Company assumes no obligation to publicly update or revise any forward-looking statement to reflect circumstances or events 
after the date of this report, or to reflect on the occurrence of not anticipated events. All subsequent written and oral forward-looking 
statements attributable to us or to persons acting on our behalf are expressly qualified in their entirety by the cautionary statements 
referred to above and contained elsewhere in this report. 
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PART I.  FINANCIAL INFORMATION 

Item 1. Interim Condensed Consolidated Financial Statements (unaudited) 

CONSOLIDATED BALANCE SHEETS – UNAUDITED 

Note June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

ASSETS

Current Assets

Cash and cash equivalents $ 7,901              $ 12,591                   $ 3,237                     

Restricted cash 3 895                 948                        838                        

Accounts receivable, net of allow ance for doubtful accounts at June 30, 2015 of 

$11,822 at December 31, 2015 of $11,634 and at June 30, 2016 of $11,934
4 133,803          148,350                 109,283                 

Related Party receivable, net of allow ance for doubtful accounts at June 30, 2015 of 

nil, at December 31, 2015 of nil and at June 30, 2016 of nil
18 4,446              24,293                   28,903                   

Inventories 5 85,771            74,818                   77,679                   

Prepaid expenses 6 12,694            9,975                     23,497                   

Loans granted to Related Parties 18 103,521          82,671                   94,796                   

Other loans granted -                      118                        2                            

Income taxes receivable 11 4,934              2,567                     1,994                     

Deferred income taxes 11 11,289            -                             -                             

Other current assets 7 34,622            31,450                   39,011                   

Total Current Assets $            399,876 $                   387,781 $                   379,240 

Non-Current Assets

Intangible assets, net 8 194,863          169,526                 177,271                 

Goodw ill 9 182,540          167,393                 169,820                 

Property, plant and equipment, net 10 88,826            74,671                   79,558                   

Deferred income taxes 11 2,885              4,875                     7,717                     

Loans granted to Related Parties 18 9,094              14,628                   15,835                   

Other non-current assets 6 12,383            835                        873                        

Total Non-Current Assets $            490,591 $                   431,928 $                   451,074 

Total Assets $            890,467 $                   819,709 $                   830,314 

LIABILITIES AND EQUITY / (DEFICIT)

Current Liabilities

Trade accounts payable  $ 108,566          $ 98,558                   $ 87,914                   

Related Party trade accounts payable 18 6,328              20,221                   8,793                     

Bank loans and overdraft facilities 12 123,749          109,849                 103,113                 

Bank loans and borrow ings from Related Parties 18 34,813            79,448                   97,300                   

Other borrow ings 12 26,511            20,618                   61,788                   

Interest accrued under New  Notes 12 7,743              7,743                     7,743                     

Income taxes payable 11 8,776              6,057                     5,185                     

Deferred income taxes 11 995                 -                             -                             

Taxes other than income taxes 13 134,035          111,565                 122,564                 

Other accrued liabilities 14 40,394            45,887                   47,780                   

Other current liabilities 15 16,805            20,488                   16,994                   

Total Current Liabilities $            508,715 $                   520,434 $                   559,174 

Non-Current Liabilities

Non-current obligations under New  Junior Convertible Secured Notes 12 241,172          253,230                 265,892                 

Non-current obligations under New  Senior Secured Notes 12 464,590          464,590                 464,590                 

Interest accrued under New  Notes 12 11,170            10,376                   9,346                     

Non-current bank borrow ings 12 -                      2,707                     3,395                     

Non-current bank loans and borrow ings from Related Parties 18 23,884            6,944                     5,888                     

Non-current other borrow ings 12 -                      4,737                     1,662                     

Non-current accruals and other long term liabilities 14, 15 19,042            17,592                   17,241                   

Non-current income taxes payable 11 10,204            10,377                   12,223                   

Deferred income taxes 11 50,751            18,403                   20,132                   

Total Non-current Liabilities $            820,813 $                   788,956 $                   800,369 

Temporary equity

Stockholders' Equity / (Deficit)

Successor common stock   ($0.01 par value, 90,000 shares authorized, 10,000 

shares issues and outstanding at December 31, 2015 and March 31, 2016)
17 -                      -                             -                             

Additional paid-in-capital  (97,729)           (137,727)                (137,727)                

Accumulated deficit  (308,366)         (326,878)                (350,574)                

Accumulated other comprehensive income / (loss) 25 (33,274)           (25,252)                  (41,062)                  

Total Equity / (Deficit)  attributable to the Company Stockholders $          (439,369) $                 (489,857) $                 (529,363)

Non-controlling interest 308                 176                        134                        

Total Stockholders' Equity / (Deficit)          (439,061)                 (489,681)                 (529,229)

Total Liabilities and Equity / (Deficit) $            890,467 $                   819,709 $                   830,314  

The accompanying notes are an integral part of the interim condensed consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME – UNAUDITED 

Note three-month period ended three-month period ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

 Sales  $                              346,781 $                              347,982 

 Sales to Related Parties 18                                     587                                (1,015)

 Excise taxes                             (210,742)                            (201,804)

 Net sales                               136,626                              145,163 

 Cost of goods sold                                 89,189                                85,403 

 Cost of goods sold to Related Parties 18                                     503                                  1,750 

 Gross profit                                 46,934                                58,010 

 Selling, general and administrative expenses  20                                39,360                                43,298 

 Provision for doubtful debts                                     861                                  1,287 

 Operating income / (loss)                                  6,713                                13,425 

 Non-operating income / (expense), net 

 Interest income                                       76                                         5 

 Interest income from Related Parties  18                                  2,723                                  3,641 

 Interest expense 21                              (22,683)                              (23,616)

 Interest expense to Related Parties  18,21                                (1,972)                                (2,966)

 Foreign exchange gains / (losses), net 22                                  6,153                                13,823 

 Other non-operating income / (expense), net  23                                (5,975)                                (8,530)

 Income / (Loss) before income taxes                              (14,965)                                (4,218)

 Income tax benefit / (expense)                                (2,868)                                     343 

 Net loss                               (17,833)                                (3,875)

 Less net income / (loss) attributable to non-controlling interest                                     (35)                                     (42)

 Net income / (loss) attributable to the Company                              (17,798)                                (3,833)

 Net income / (loss) per share: basic and diluted 24 $                           (1,779.80) $                              (383.30)

 Other comprehensive income / (loss), net of tax 

 Foreign currency translation adjustments, net of tax $0 25                                (2,007)                              (22,334)

 Comprehensive income / (loss)  $                              (19,840) $                              (26,209)

 Less comprehensive loss attributable to non-controlling interest                                     (35)                                     (42)

 Comprehensive income / (loss) attributable to the Company $                              (19,805) $                              (26,167)  

 

The accompanying notes are an integral part of the interim condensed consolidated financial statements. 
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Note six-month period ended six-month period ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

 Sales  $                              612,213 $                              629,311 

 Sales to Related Parties 18                                  1,002                                  1,895 

 Excise taxes                             (369,101)                            (376,058)

 Net sales                               244,114                              255,148 

 Cost of goods sold                               151,678                              153,413 

 Cost of goods sold to Related Parties 18                                     754                                  3,194 

 Gross profit                                 91,682                                98,541 

 Selling, general and administrative expenses  20                                77,858                                80,368 

 Provision for doubtful debts                                     787                                  1,328 

 Operating income / (loss)                                13,037                                16,845 

 Non-operating income / (expense), net 

 Interest income                                     117                                       15 

 Interest income from Related Parties  18                                  5,197                                  7,208 

 Interest expense 21                              (43,590)                              (45,351)

 Interest expense to Related Parties  18, 21                                (3,459)                                (6,034)

 Foreign exchange gains / (losses), net 22                                  5,773                                16,661 

 Other non-operating income / (expense), net  23                                (9,489)                              (13,717)

 Income / (Loss) before income taxes                              (32,414)                              (24,373)

 Income tax benefit / (expense)                                (2,172)                                     635 

 Net loss                               (34,586)                              (23,738)

 Less net income / (loss) attributable to non-controlling interest                                     (62)                                     (42)

 Net income / (loss) attributable to the Company                              (34,524)                              (23,696)

 Net income / (loss) per share: basic and diluted 24 $                           (3,452.40) $                           (2,369.60)

 Other comprehensive income / (loss), net of tax 

 Foreign currency translation adjustments, net of tax $0 25                              (22,798)                              (15,810)

 Comprehensive income / (loss)  $                              (57,384) $                              (39,548)

 Less comprehensive loss attributable to non-controlling interest                                     (62)                                     (42)

 Comprehensive income / (loss) attributable to the Company $                              (57,322) $                              (39,506)  

 

The accompanying notes are an integral part of the interim condensed consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS – UNAUDITED 

 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

Cash flows from operating activities

 Net loss attributable to the Company  $                  (34,524)  $                  (23,696)

 Net loss attributable to non-controlling interest                         (62)                         (42)

 Net loss                   (34,586)                  (23,738)

 Adjustments to reconcile net loss to net cash provided by operating activities: 

 Depreciation and amortization                       4,878                      5,467 

 Deferred income taxes                     (4,031)                    (1,209)

 Unrealized foreign exchange losses                    (4,016)                  (18,140)

 Interest accrued (net of interest capitalized)                    29,580                    29,524 

 New  Convertible Junior Secured Notes interest paid-in-kind                    11,484                    12,662 

 Other non cash items                         787                      1,328 

 Changes in restricted cash                      1,224                         110 

 Changes in operating assets and liabilities: 

 Accounts receivable                     37,334                    30,940 

 Inventories                     12,382                       (389)

 Prepayments and other current assets                     28,172                  (11,434)

 Trade accounts payable                   (19,921)                  (32,695)

 Other accrued liabilities and payables (including taxes)                  (29,954)                  (31,668)

 Net cash provided by / (used in) operating activities                    33,333                  (39,242)

 Cash flows from investing activities 

 Purchase of f ixed assets                    (5,495)                    (4,936)

 Proceeds from the disposal of f ixed assets                           56                           93 

 Loans granted to related parties                  (40,366)                  (25,683)

 Loans repaid by related parties                    14,832                      9,940 

 RDL acquisition                           -                      (3,883)

 Roust acquisition                    (7,000)                           -   

 UTS acquisition prepayment                  (11,450)                           -   

 Net cash provided by / (used in) investing activities                  (49,423)                  (24,469)

 Cash flows from financing activities 

 Borrow ings on bank loans, overdraft facility and other borrow ings                    75,084                  106,175 

 Repayment of bank loans, overdraft facility and other borrow ings                  (90,481)                  (79,900)

 Related Party Borrow ings                    25,710                    48,688 

 Payment of Related Party Borrow ings                  (19,403)                  (21,810)

 Net cash provided by / (used in) financing activities                    (9,090)                    53,153 

 Currency effect on brought forw ard cash balances                     (1,960)                      1,204 

 Net increase / (decrease) in cash                  (27,140)                    (9,354)

 Cash and cash equivalents at beginning of period                     35,041                    12,591 

 Cash and cash equivalents at end of period   $                      7,901 $                      3,237 

 

 

Supplemental disclosures of cash flow information

Interest paid $ (33,167)                 $ (38,440)                 

Interest received from Related Parties $ 2,330                    $ 2,712                    

Income tax (paid) / received $ (2,367)                   $ (1,092)                   

 

The accompanying notes are an integral part of the interim condensed consolidated financial statements. 
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NOTES TO THE INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) 

 

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES 

Organization and Description of the Business  

Roust Corporation (previously CEDC), a Delaware corporation incorporated on September 4, 1997, and its subsidiaries (collectively 
referred to as “ROUST,” “we,” “us,” “our,” or the “Company”) operate primarily in the alcoholic beverage industry. We are one of the 
largest producers of vodka in the world and are Central and Eastern Europe’s largest integrated spirit beverages business, measured 
by total volume, with approximately 24.6 million nine-liter cases produced and distributed in 2015. Our business primarily involves 
the production and sale of our own spirit brands (principally vodka), as well as importing of a wide variety of spirits and wines on an 
exclusive basis. Our primary operations are conducted in Poland, Russia, Ukraine and Hungary. We have six operational 
manufacturing facilities located in Poland and Russia. The ultimate beneficial owner of the Company is Mr. Roustam Tariko. ROUST 
has a total work force of approximately 3,500 employees.  

Our brands in Poland and Russia are well-represented in all vodka segments. 

We are the largest vodka producer in Poland, with a brand portfolio that includes the Absolwent, Żubrówka, Żubrówka Biała, Soplica, 
Bols and Palace brands, each of which we produce at our Polish distilleries. Our legendary Żubrówka Master Brand has grown rapidly 
in recent years. In 2014, it grew by 19% compared to 2013 and was the fastest growing brand of vodka in the world by volume. 
In 2015, Żubrówka grew by a further 20% compared to 2014 and achieved an annual volume of 6.2 million nine-liter cases. Żubrówka 
continues to grow in 2016 by a further 19% according to Nielsen June year-to-date 2016 compared to the same period in 2015. This 
result estimates Żubrówka as being the world’s third largest global brand of vodka. 

Our portfolio strategy in Poland is to focus on our top two brands: Żubrówka and Soplica, as well as three core brands in various 
price categories: Bols in the premium segment, Żytniówka in the economy segment and Absolwent in the lower mainstream segment. 
The category is highly driven by innovation, while our portfolio and margin growth are driven by new product development . In 2015, 
we launched Soplica Walnut and Soplica Strawberry, Absolwent Cherry, Absolwent Tangerine, Absolwent Wild Strawberry, 
Żytniówka Lemon Peel and two sweet bitter flavors: Żubrówka Pine Shoots and Żubrówka Maple Leaves. We also launched the new 
350 ml Soplica flavor packaging. In the first quarter of 2016, we launched new Żubrówka Czarna in the super premium vodka segment 
and the flavor line extension: Soplica Blueberry, Absolwent Lime, Absolwent Cranberry and Żytniówka Ginger. In the second quarter 
of 2016, we have further extended our portfolio, launching Absolwent Strong Cherry, Absolwent Strong Lemon and Soplica Mirabelle 
Plum. 

In Russia, the world’s largest vodka market, trade statistics for 2015 show that we were one of the largest vodka producers in the 
country. Also in 2015, Roust Russia Group was a nationwide brand leader on the Russian market. Our Green Mark brand remains 
a top-selling mainstream vodka and our Talka, Parliament and Zhuravli brands are among the top-selling sub-premium vodkas in the 
country. We sell the Urozhay and Yamskaya brands in the economy segment. We also sell Russian Standard Vodka – the leading 
brand in the premium segment.  

Market and economic conditions have now improved in the second quarter of 2016 resulting in a growing vodka market and improving 
Roust Russia results. As a consequence Russian revenues in Russian rubles were above last year in May and June for the first time 
in 2 years. We expect further improvement of Russian results in the second half of 2016. 

We launched Talka in Russia in July 2011, which accounts for almost 2 million nine-liter cases in 2015. In 2015, we restyled Green 
Mark and launched new pack sizes to attract a wider range of customers and satisfy a greater scope of consumer demands. We 

believe our ability to launch new brands onto the market in an ever-changing economic and consumer preference environment gives 
us a distinct advantage.  

We are a leading importer of spirits and wines in Poland and Russia and we generally seek to develop a complete portfolio of premium 
imported wines and spirits in each of the markets we serve. In Poland, we are maintaining exclusive import contracts for a number 
of internationally recognized brands, including Grant’s whisky, Tullamore Dew whiskey, Old Smuggler whisky, Balvenie whisky, Glen 
Grant whisky, Glenfiddich whisky, Wild Turkey bourbon, Metaxa brandy, Sierra tequila, Jägermeister, Remy Martin cognac, Carlo 
Rossi wines, Concha y Toro wines, Torres wines, Gancia, Campari, Cinzano, Aperol, Bols liquors, Cointreau, Carolans. In Russia, 
we expanded our import portfolio with well-known global brands as a result of the Roust Inc. acquisition. We distribute brands of wine, 
such as Robert Mondavi, E&J Gallo, Concha y Toro and Paul Masson, whiskies and other global brands, such as Jägermeister, 
Remy Martin, Gancia and Sierra Tequila. In Russia, we also produce ready-to-drink alcoholic beverages: wine-based Amore, gin-
based Bravo Classic, Elle and Russian Bear with a taste of cognac and almonds. In 2015, we launched a new vodka-based drink, 
Green Mark Vodka Orange and Green Mark Grapefruit, as well as new flavors of Chateau Amore – Pina Colada and Mojito. We also 
launched Enerbee’s Sting in the alco-energy segment with a different, non-energy recipe (without caffeine and taurine) to comply 

with the recent development of legislation and a healthy brand image. 

In addition to our operations in Poland and Russia, we have a sales office in Hungary and in Ukraine and distribution agreements 
in a number of key international markets including the CIS, the Baltic States, Germany, France, the United States and the United 
Kingdom, for Green Mark, Talka, Zhuravli, Parliament and Żubrówka. Additionally, as a result of the acquisition of RDL, we have 
distribution contracts of Russian Standard Vodka products in a number of key international markets. In 2015, international sales 
(excluding Poland domestic and Russia domestic) represented approximately 13% of our sales by value. In the first half of 2016, they 
represented approximately 22% of our sales by value. 

The detailed list of our vodkas and other brands from our portfolio is presented in the Overview section of “Item 2. Management’s 
Discussion and Analysis of the Financial Condition and Results of Operations”.  



ROUST CORPORATION 
QUARTERLY REPORT FOR THE PERIOD ENDED JUNE 30, 2016 

All amounts are expressed in thousands of US dollars (except share and per share information) 

Page 14 of 72 

Basis of Presentation 

These unaudited interim condensed consolidated financial statements were prepared in accordance with US GAAP. In the opinion 
of the management they include all known accruals and adjustments necessary for a fair presentation of consolidated financial 
position of the Company and its results of operations and cash flows. All such adjustments are of a normal and recurring nature. 
Certain notes and other information have been condensed or omitted from the interim financial statements included in this report, 
therefore, these unaudited interim condensed consolidated financial statements should be read in conjunction with the consolidated 
financial statements and related notes included in our Annual Report on Form 10-K for the year ended December 31, 2015, posted 
to our website on April 1, 2016 (the “2015 Financial Statements”). 

Prior Quarter Adjustment 

sAfter issuance of our first quarter 2016 report on Form 10-Q, dated May 19, 2016 we identified that the first quarter results included 
revenue and costs related to sale and repurchase transaction that should not have been recognized. Additionally we have presented 
certain liabilities financing short-term liquidity needs as trade liabilities instead of other borrowings. The tables below summarize the 
impact of the adjustment on our consolidated statements of operations and comprehensive income for the three-month period ended 
March 31, 2016 and on our consolidated balance sheet as at March 31, 2016. Our second quarter results were prepared taking into 
account the financial data for the first quarter as adjusted. 

three-month period ended three-month period ended three-month period ended 

March 31, 2016 March 31, 2016 March 31, 2016

(as reported) (adjustment) (as adjusted)

 Sales  $                             284,347 $                                (3,018) $                              281,329 

 Sales to Related Parties                                 2,910                                  2,910 

 Excise taxes                             (174,690)                                     436                            (174,254)

 Net sales                              112,567                                (2,582)                              109,985 

 Cost of goods sold                                69,327                                (1,317)                                68,010 

 Cost of goods sold to Related Parties                                 1,444                                  1,444 

 Gross profit                                41,796                                (1,265)                                40,531 

 Selling, general and administrative expenses                                37,070                                37,070 

 Provision for doubtful debts                                      41                                       41 

 Operating income / (loss)                                 4,685                                (1,265)                                  3,420 

 Non-operating income / (expense), net 

 Interest income                                      10                                       10 

 Interest income from Related Parties                                  3,567                                  3,567 

 Interest expense                              (21,735)                              (21,735)

 Interest expense to Related Parties                                 (3,068)                                (3,068)

 Foreign exchange gains / (losses), net                                 2,838                                  2,838 

 Other non-operating income / (expense), net                                 (5,187)                                (5,187)

 Income / (Loss) before income taxes                              (18,889)                                (1,265)                              (20,155)

 Income tax benefit / (expense)                                    223                                       69                                     292 

 Net loss                               (18,666)                                (1,196)                              (19,863)

 Less net income / (loss) attributable to non-controlling interest                                       -                                         -                                         -   

 Net income / (loss) attributable to the Company                              (18,666)                                (1,196)                              (19,863)

 Net income / (loss) per share: basic and diluted $                           (1,866.60) $                              (119.40) $                           (1,986.00)

 Other comprehensive income / (loss), net of tax 

 Foreign currency translation adjustments, net of tax $0                                 6,568                                     (44)                                  6,524 

 Comprehensive income / (loss)  $                              (12,098) $                                (1,240) $                              (13,339)

 Less comprehensive loss attributable to non-controlling interest                                       -                                         -   

 Comprehensive income / (loss) attributable to the Company $                              (12,098) $                                (1,240) $                              (13,339)
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March 31, 2016 March 31, 2016 March 31, 2016

(as reported) (adjustment) (as adjusted)

ASSETS

Current Assets

Cash and cash equivalents $ 8,875                    $ $ 8,875                   

Restricted cash 871                       871                      

Accounts receivable, net of allow ance for doubtful accounts at March 31, 2015 of 

$12,471 at December 31, 2015 of $11,634 and at March 31, 2016 of $11,888
105,746                105,746               

Related Party receivable, net of allow ance for doubtful accounts at March 31, 2015 

of nil, at December 31, 2015 of nil and at March 31, 2016 of nil
33,074                  33,074                 

Inventories 65,289                                      1,817 67,106                 

Prepaid expenses 11,617                  11,617                 

Loans granted to Related Parties 98,287                  98,287                 

Other loans granted 2                           2                          

Income taxes receivable 2,415                                             71 2,486                   

Other current assets 30,646                                      1,128 31,774                 

Total Current Assets $                  356,822 $                     3,016 $                 359,838 

Non-Current Assets

Intangible assets, net 179,686                179,686               

Goodw ill 175,408                175,408               

Property, plant and equipment, net 80,309                  80,309                 

Deferred income taxes 6,172                    6,172                   

Loans granted to Related Parties 15,460                  15,460                 

Other non-current assets 851                       851                      

Total Non-Current Assets $                  457,886 $                          -   $                 457,886 

Total Assets $                  814,708 $                     3,016 $                 817,724 

LIABILITIES AND EQUITY / (DEFICIT)

Current Liabilities

Trade accounts payable $ 95,456                  $                   (3,694) $ 91,762                 

Related Party trade accounts payable 14,395                  14,395                 

Bank loans and overdraft facilities 102,285                102,285               

Bank loans and borrow ings from Related Parties 70,930                  70,930                 

Other borrow ings 43,518                  7,388                   50,906                 

Interest accrued under New  Notes 15,486                  15,486                 

Income taxes payable 7,104                    7,104                   

Taxes other than income taxes 104,650                                       563 105,213               

Other accrued liabilities 48,995                  48,995                 

Other current liabilities 21,656                  21,656                 

Total Current Liabilities $                  524,475 $                     4,257 $                 528,732 

Non-Current Liabilities

Non-current obligations under New  Junior Convertible Secured Notes 253,230                253,230               

Non-current obligations under New  Senior Secured Notes 464,590                464,590               

Interest accrued under New  Notes 19,938                  19,938                 

Non-current bank loans and borrow ings from Related Parties 5,581                    5,581                   

Non-current accruals and other long term liabilities 17,461                  17,461                 

Non-current income taxes payable 11,465                  11,465                 

Deferred income taxes 19,747                  19,747                 

Total Non-current Liabilities $                  792,012 $                          -   $                 792,012 

Temporary equity

Stockholders' Equity / (Deficit)

Successor common stock   ($0.01 par value, 90,000 shares authorized, 10,000 

shares issues and outstanding at December 31, 2015 and March 31, 2016)
-                            -                           -                           

Additional paid-in-capital (137,727)               (137,727)              

Accumulated deficit (345,544)                                 (1,197) (346,741)              

Accumulated other comprehensive income / (loss) (18,684)                                        (44) (18,728)                

Total Equity / (Deficit)  attributable to the Company Stockholders $                (501,955) $                   (1,241) $               (503,196)

Non-controlling interest 176                       176                      

Total Stockholders' Equity / (Deficit)                (501,779)                   (1,241)               (503,020)

Total Liabilities and Equity / (Deficit) $                  814,708 $                     3,016 $                 817,724  

The incorporated adjustments had also the following impact on consolidated statements of cash flows for the three-month period 
ended March 31, 2016: 

 net cash generated from operating activities decreased by $7.4 million from $18.1 million to $10.7 million due to decrease 
of net profit by $1.2 million and decrease in changes in operating assets and liabilities by $6.2 million; 

 net cash generated from financing activities increased by $7.4 million from $5.7 million to $13.1 million. 
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Liquidity and Going Concern 

These unaudited interim condensed consolidated financial statements have been prepared under the assumption that the Company 
will continue as a going concern, realizing assets and paying liabilities in the normal course of business. 

As of June 30, 2016, the Company has a Stockholder’s Deficit of $529.2 million, which is mainly resulting from the impact of the 
accounting effect of the acquisition of entities under common control and foreign currency translation adjustment. The deficit includes 
the accounting effect of the business combination with RDL and Roust Inc. under common control amounting to -$290.0 million as 
described in Note 2 below. Additionaly, it includes accumulated effect of other comprehensive income resulting from translations 
of balance sheet and statements of operations items from the functional currency to the reporting currency amounting to -$72.0 million 
as from January 1, 2014 to the balance sheet date. 

Taking into account the above, net current liability position and negative operating cash flow as described below, management is 
implementing a plan to confirm that the business is a going concern. Management considered, among others, the following significant 
factors: 

 Net sales during the first half of 2016 is $11.0 million higher than net sales for corresponding 2015 period.  

 Our operating income in the first half of 2016 was $3.8 million higher and our EBITDA2 was $4.4 million higher than 
in corresponding 2015 period.  

 The Company is expanding its marketing activities and continuously focusing on the trade spend efficiency, which we believe 
will contribute to an increase in sales. 

 The Company believes that future cash flows from operations and the available credit bank and factoring facilities 
of $61.9 million will be sufficient to finance its anticipated cash requirements for working capital purposes and normal capital 
expenditure. Additionally after the balance sheet date the Company obtained new external financing of $58.5 million. 

 We have been able to roll over most of our bank debts as they fall due for several years and believe the loans, which fall 
due in 2016 and later, as well as factoring facilities, will be renewed to manage the Company’s working capital needs. Our  
current debt is primarily in Russia with local Russian banks and our payments of principal and interest due are in full 
compliance with the debt agreements. We have been working with the banks for several years and no local lenders have 
ever called in our debt early, even when the Company was going through the Chapter 11 process in 2013.  Since June 30, 
2016, up to the date of this report we repaid $1.0 million of our external debt and rolled over $14.8 million of loans from third 
parties. Also, since June 30, 2016 new external loan of $58.5 million was drawn, as mentioned above. 

 The acquisition of RDL is intended to further strengthen our performance in the international segment, which is expected to 
result in the overall improvement of our financial condition. This should not only increase our sales and EBITDA, but 
strengthen the share of our International business, helping further to hedge profit against any Russian ruble depreciation. 

 We are working with our Related Parties to decrease the existing Related Party exposure (i.e. loans granted to Related 
Parties less borrowings from and factoring provided by Related Parties) over 2016. Our Related Party balances non-trade 
net exposure amounting to a $12.4 million net receivable as of March 31, 2016 (including off-balance sheet amount of non-
recourse factoring limit utilized by the Company of $9.0 million) reversed to a net liability amounting to $33.5 million as of 
June 30, 2016 (including off-balance sheet amount of non-recourse factoring limit utilized by the Company of $25.3 million). 
In addition, we have obtained a letter of support from RTL on its willingness to provide financial support to the Company in 
the foreseeable future, if necessary. 

At the same time the Company’s current liabilities exceed its current assets by $180.0 million, and operating cash flow for the first 
half of 2016 was negative at $39.2 million. 

Our global business trend is improving with volumes growth of 9.6% in the first half of 2016 versus comparable period of 2015, and 
we see stronger growth potential in the rest of 2016 compared to previous years. However, our high leverage and the liquidity pressure 
we face have prevented us from realizing the full growth potential of our business, as our business requires significant liquidity to 
increase sales (e.g. to fund suppliers and tax payments). In addition, the Company needs to regularly roll-over or replace its short 
term working capital facilities and factoring lines in order to continue to meet its working capital requirements. The Company believes 
that it is important to reduce its leverage and improve its liquidity to ensure that it will be able  to continue to roll-over its working 
capital facilities and factoring lines and maintain good relationships with suppliers and tax authorities. 

In order to address our high leverage and debt service requirements, and to ensure we have the necessary capital to achieve the 
maximum potential of our business, we have engaged in discussions with holders of our outstanding New Senior Secured Notes 
(“NSSN”) and New Convertible Junior Secured Notes (“NCJSN”) for possible options that will help us enhance liquidity, and optimize 
the capital structure to increase enterprise value. No agreement has been reached with any bondholders yet 

Any arrangement with the NSSN and NCJSN bondholders would contemplate no disruption of the Company’s ordinary course of 
business activities, including no disruption or other effect on transactions with customers and suppliers, payments to suppliers and 
employees and payments on its bank loans and other ordinary course business operations of the Company. We believe any potential 
arrangement with the holders of theNSSN and NCJSN will result in substantially lower leverage and improved liquidity for the 
business. 

                                                           

 

2 For more information about EBITDA, which is a non-US GAAP financial measure, please see Item 2. “Management’s Discussion and Analysis of the Financial 

Condition and Results of Operations” (“MD&A”).   
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While the terms of a potential restructuring are still under discussion, they are expected to include a substantial reduction of our debt, 
and possibly consolidation with other alcohol assets of a broader Russian Standard Group which are currently outside of the 
Company. 

The Company’s ability to meet its obligations depends on the management’s plan being achieved. There can be no absolute 
assurance that the Company will be successful, but after carefully considering the above factors and the recent positive performance 
of the business, management has concluded that the going concern basis of the presentation of the Company’s consolidated financial 
statements is appropriate. 

Recently Issued Accounting Pronouncements 

In June 2015, FASB issued ASU 2015-10 Technical Corrections and Improvements. The amendments cover a wide range of Topics 
in the FASB Accounting Standards Codification (“Codification”). The amendments represent changes to clarify the Codification, to 
correct unintended application of guidance and to make minor improvements to the Codification to make it easier to understand and 
easier to apply however but do not represent changes to core principles of the Codification.  We have started to follow the 
amendments in this update as they became effective and consider them implemented. 

In July 2015, FASB issued ASU 2015-11 Inventory (Topic 330), Simplifying the Measurement of Inventory. The amendments apply 
to inventory that is measured using first-in, first-out (FIFO) or average cost. According to the update an entity should measure 
inventory at the lower of cost and net realizable value instead of applying measurement at the lower of cost or market. The 
amendments are effective for fiscal years beginning after December 15, 2016, including interim periods within those fiscal years. The 
amendments in this update should be applied prospectively with earlier application permitted as of the beginning of an interim or 
annual reporting period. We reviewed the amendments in the ASU 2015-11 and do not expect material impact on our consolidated 
financial statements. We plan to implement amended requirements in the first quarter 2017. 

In May and April 2016 FASB issued the following Accounting Standards Updates related to Topic 606, Revenue from Contracts with 
Customers: ASU 2016-12 Revenue from Contracts with Customers (Topic 606), Narrow-Scope Improvements and Practical 
Expedients and ASU 2016-10 Revenue from Contracts with Customers (Topic 606), Identifying Performance Obligations and 
Licensing, respectively. The amendments in these updates clarify the following aspects of Topic 606: assessing collectability, 
presentation of sales taxes, noncash consideration, and completed contracts and contract modifications at transition and identifying 
performance obligations and the licensing implementation guidance, while retaining the related principles for those areas. 
The amendments in these updates affect the guidance in ASU 2014-09, Revenue from Contracts with Customers (Topic 606), which 
is not yet effective. The effective date and transition requirements for the amendments in these updates are the same as the effective 
date and transition requirements in Topic 606 (and any other Topic amended by Update 2014-09). ASU 2015-14, Revenue from 
Contracts with Customers (Topic 606): Deferral of the Effective Date, defers the effective date of ASU 2014-09 by one year. In result 
of the deferral Topic 606 is effective in annual reporting periods beginning after December 15, 2017, including interim reporting 
periods within that reporting period. Earlier application is permitted only as of annual reporting periods beginning after December 15, 
2016, including interim reporting periods within that reporting period. We are in the process of analyzing the changes in the ASU 
2014-09 and other related updates and intend to take advantage of the deferral permitted by ASU 2015-14. 

In June 2016 FASB issued ASU 2016-13 Financial Instruments - Credit Losses (Topic 326), Measurement of Credit Losses 
on Financial Instruments. According to the update the incurred loss impairment methodology is replaced with a methodology that 
reflects expected credit losses and requires consideration of a broader range of reasonable and supportable information to inform 
credit loss estimates. The amendments in the ASU are effective for fiscal years, and interim periods within those fiscal years, 
beginning after December 15, 2020. The update can be adopted earlier as of the fiscal years beginning after December 15, 2018, 
including interim periods within those fiscal years. We are in the process of analyzing the changes in the ASU 2016-13 and their 
impact on our consolidated financial statements. We plan to adopt the ASU 2016-13 in the first quarter 2019. 

Other accounting pronouncements that have been issued since the last annual report for the year ended December 31, 2015 have 
no impact on the Company’s consolidated financial statements nor are expected to have an impact on the Company’s consolidated 
financial statements in future periods. 

Use of Estimates and Interim Period 

In the opinion of management, these unaudited interim condensed consolidated financial statements, have been prepared in 
accordance with the requirements of US GAAP for interim reporting, with the use of certain assumptions and estimates, including all 
adjustments considered necessary to state such information fairly. In the interim periods, costs and expenses other than product 
costs are charged to income as incurred, or are allocated among interim periods based on an estimate of time expired, benefit 
received or activity associated with the periods. Actual results may differ from those estimates. Income taxes are recognized using 
an estimated annual effective tax rate adjusted for tax amendments related to prior years and changes in estimates.  

ROUST’s subsidiaries keep their accounts and prepare their statutory financial statements in their respective local currencies. 
The financial statements of the subsidiaries have been adjusted to reflect US GAAP for interim financial information and in accordance 
with the instructions to Form 10-Q and Article 10 of Regulation S-X. In the opinion of the management, all adjustments (consisting 
of normal recurring adjustments) considered necessary to fairly state our financial condition, results of operations and comprehensive 
income and cash flows for the interim periods have been included. The operating results for the three-month period ended June 30, 
2016 are not necessarily indicative of the results that may be expected for the year ending December 31, 2016. 

These unaudited interim consolidated financial statements are prepared in accordance with US GAAP requirements for interim 
financial information and as such do not include all of the information and footnotes required by US GAAP for complete financial 
statements. 

Critical Accounting Policies and Estimates 

Revenue Recognition 
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Revenues of the Company include sales of its own produced spirit brands, imported wine and spirit brands as well as other third party 
alcoholic products purchased locally. The sale of each of these revenue streams is processed and accounted for in the same manner. 
For all of its sources of revenue, the Company recognizes revenue when persuasive evidence of an arrangement exists, delivery 
of product has occurred, the sales price charged is fixed or determinable and collectability is reasonably assured. This generally 
means that revenue is recognized when title to the products are transferred to our customers. In particular, title usually transfers upon 
shipment to or receipt at our customers’ locations, as determined by the specific sales terms of the transactions.  

Sales are stated net of sales tax (VAT) and reflect reductions attributable to consideration given to customers in various customer 
incentive programs, including pricing discounts on single transactions, volume discounts, promotional listing fees and advert ising 
allowances, cash discounts and rebates. In most countries where the company does business the local authorities impose an 
alcohol/excise tax. It is generally a sliding scale tax based on alcohol content. In general tax liability is triggered at the moment of sale 
in Poland and at the spirit purchase in Russia. The payment is due within 25 days of the triggering event in Poland and made 
in advance in Russia if there is no bank guarantee. If a bank guarantee is issued in Russia the payment may be postponed and wil l 
become due within 25 days of the month the triggering event occurred. Net sales are presented net of excise tax.  
 
Revenue Dilution  

As part of normal business terms with customers, the Company provides for additional discounts and rebates off our standard list 
price for all of the products we sell. These revenue reductions are typically associated with annual or quarterly purchasing levels as 
well as payment terms. These rebates are divided into on-invoice and off-invoice discounts. The on-invoice reductions are presented 
on the sales invoice and deducted from the invoice gross sales value. The off-invoice reductions are calculated based on an analysis 
performed by management and are provided for in the same period the related sales are recorded. Discounts or fees that are subject 
to contractual based term arrangements are amortized over the term of the contract. The early payment discounts are also presented 
as revenue reduction.  

Accounts Receivable  

Accounts receivable are recorded based on the invoice price, inclusive of VAT (sales tax). Past due amounts are determined based 
on established payment term. The allowances for doubtful accounts are based on our experience with past due accounts, 
collectability, history of write-offs, aging of accounts receivable, our analysis of customer data and our relationships with and the 
economic status of our customers. Individual trade receivables are provided against when management deems them not to be fully 
collectable. When a trade account receivable is deemed uncollectible, the balance is charged off against the allowance for doubtful 
accounts.  

The transfer of accounts receivable to financial institutions is accounted for as a sale when all of the following conditions are met: 
1) the transferred accounts receivable are isolated from the Company, 2) the receiving financial institution has the right to pledge 
or sell the factored accounts receivable, and 3) the Company does not maintain effective control over the transferred accounts 
receivable. Isolation of the transferred accounts receivable from the Company occurs when, based on a legal opinion, it is determined 
that in accordance with local legislation the transferred accounts receivable are put presumptively beyond the reach of the Company 
and its creditors even in the event of bankruptcy of the Company. Once it is determined that the transfer of the accounts receivable 
should be accounted for as a sale, the related accounts receivable are derecognized from the balance sheet, the recourse liability (if 
applicable) is recorded, and the resulting gain or loss recorded in the statement of comprehensive income / (loss) in the period the 
transfer is complete. 

Loans Receivable 

Loans receivable are initially measured at fair value plus directly attributable transaction costs, and are subsequently measured 
at amortized cost using the effective interest method (including interest accruals less provision for impairment).  

Debt  

Debt instruments are measured using effective interest rate method. Debt discounts or premiums and debt issuance costs are 
amortized into interest expense using the effective interest method. 
 

2. ACQUISITION UNDER COMMON CONTROL 

Acquisition of Roust Distribution Limited (“RDL”) 

On December 30, 2015 the Company completed its acquisition of Roust Distribution Limited (“RDL”) from Roust Trading Ltd. (“RTL”) 
through the transfer of the 100% ownership interest in RDL from RTL to Pasalba Limited, a wholly owned subsidiary of ROUST.  

RDL is a worldwide distributor of Russian Standard Vodka. Through the acquisition of RDL we acquired the Russian Standard Vodka 
international distribution contracts, which were historically managed by RTL’s subsidiaries (other than Roust Corporation and its 
subsidiaries). The acquisition of RDL was the next step for ROUST in distributing this premium brand globally. It follows the great 
success of Roust Inc., which distributes Russian Standard Vodka in Russia. 

Russian Standard Vodka have had significant investments globally over recent years. It is now well established brand internationally, 
being number 3 vodka in UK excluding private labels (after Smirnoff and Glen’s), number 7 in Germany (after for example Absolut 
and Smirnoff), number 4 in Global Travel Retail and having 2 million nine-liter cases of international sales with 12% revenue 
compound average growth rate (CAGR) over last 5 years. Russian Standard Vodka strengths are authenticity, quality and 
prominence. These features give us significant competitive advantage being in line with recent trends in global consumptions. 

After acquisition of RDL, ROUST has now a full portfolio of brands to compete in western markets in all price segments. Bringing 
Russian Standard Vodka into our international portfolio gives us a significant opportunity to accelerate our market share, in particular 
in such markets as Germany, France, the UK, the US and Israel. ROUST has now a complete vodka portfolio to serve client’s needs 
on these markets. 
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Strategically, the Company believes the transaction will allow it to benefit from the significant incremental EBITDA and cash flows 
of the RDL business, leading to a much stronger position in its International segment of operations, and to capture significant 
synergies across the key international markets through the integration of the Company’s existing own and agency brands portfo lios 
with the leading Russian Standard Vodka brand, as well through the integration of sales and route to market opportunities. It strongly 
supports our objective to become a leading global alcohol business.  

Before ROUST entered into this agreement the board of directors of the Company engaged an independent valuation expert 
to perform a valuation of the RDL business and issue a fairness opinion on its valuation, to ensure that the conditions of the 
transactions are at least as favorable as might reasonably have been obtained from a non-Affiliate. After analyzing the independent 
valuation and the Company’s strategic objectives, an aggregate purchase price for RDL was agreed at $40.0 million. The deposits 
of $4.8 million and $9.0 million were paid in October and December 2015, respectively. The majority of the consideration amounting 
to $22.3 million was settled against loans granted by ROUST to Related Parties (within the RTL group of companies). The remaining 
$3.9 million of the consideration was paid in cash in February 2016. 

RDL was incorporated in August 2014 and for 10 months was dormant. In June 2015 RDL started to take over contracts related 
to international distribution of LLC “Russian Standard Vodka” (“RSV") products that were previously managed by RTL’s subsidiaries 
and established key processes in order to efficiently organize international distribution of alcohol beverages within Roust Corporation 
Group. No processes used previously by RTL’s subsidiaries were taken over by RDL.  

Presentation of Results of Operations after the Acquisition of RDL 

RTL is the sole shareholder of RDL and ROUST, therefore for accounting purposes, the acquisition was accounted for under the “as 
if pooling-of-interest” method of accounting applicable to the transfer of assets or exchange of equity interests between entities under 
common control. Under the “as if pooling-of-interest” method of accounting, the value of the assets and liabilities transferred is 
recognized at historical carrying costs as of the date of the transfer, rather than at fair value.  

As RDL commenced its activity in June 2015, there was no impact on prior period income or expense or assets and liabilities under 
the “as if pooling-of-interests” method. Given that RDL established its own processes, management has determined the contracts 
taken over by RDL from RTL subsidiaries, prior to the acquisition of RDL by ROUST, did not represent a business and therefore 
prospective accounting for the activities of RDL is appropriate. 

The RDL transaction has an economic value of $40.0 million, however that value is not reflected in our accompanying f inancial 
statements as an asset. The treatment of an acquisition on a common control basis versus the traditional approach of fair valuing the 
assets acquired and liabilities assumed is based on the concept that because there is a controlling shareholder on both seller and 
buyer sides of the transaction, the transaction misses the fundamental third party aspect to validate its value. However, as required 
by the indentures of our long-term debt, the Company followed a stringent corporate governance process in approving the transaction 
to ensure that all parties were treated on an arm’s length basis. In particular, the valuation of RDL was subject to an independent 
third party assessment that was used as the basis to negotiate the final purchase price. Under common control accounting, and as 
opposed to typical purchase accounting in an acquisition, the “difference” between the historical net assets of the acquired company 
and the total consideration paid is charged to equity, whereas in the typical acquisition accounting, the net assets are fair valued and 
the difference goes to goodwill. The effect on the balance sheet for a common control transaction, therefore, is that net equity will 
typically be lower than in a purchase accounting situation. In effect, under common control the goodwill (or “premium” paid over the 
historical net assets) is written off to equity on the date of the combination. The Company recognized $40.0 million, being the 
difference between net assets of the acquired entity and consideration paid, as a decrease in equity (whole amount was charged to 
additional paid in capital). Therefore, the common control treatment of the transaction has substantially decreased our book equity, 
despite the fact that the transaction has an economic value of $40.0 million.  

Significant Changes in Shareholder’s Equity  

As noted above, the accounting for the RDL acquisition under common control resulted in the excess of the purchase price of the 
transaction of $40.0 million over the book value of RDL being charged immediately to our stockholders’ equity. It resulted in the Total 
Stockholders' Deficit at the end of 2015 amounting to $489.7 million.  

Our combined shareholder’s equity, immediately before the book keeping entry for the RDL common control acquisition, was 
a retained deficit of approximately $449.7 million. 

In addition, as disclosed in our Annual Report on Form 10-K for the year ended December 31, 2014, Total Stockholders' Deficit as 
of December 31, 2014 was also impacted by the similarly accounted transaction of Roust Inc. common control acquisition in 2014 
amounting to $250.0 million. 

3. RESTRICTED CASH 

As of June 30, 2015 the Company had $0.4 million of deposits with custom offices and $0.5 million of bank guarantees. As 
of December 31, 2015 the Company had $0.3 million of deposits for custom office, and $0.6 million of bank guarantees. As of June 
30, 2016 the Company had $0.8 million of bank guarantees. The Company has presented these funds as restricted cash since the 
use of the funds is restricted to pre-determined use. 
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4. ACCOUNTS RECEIVABLE 

Sale of Accounts Receivable (Factoring) 

From time to time the Company enters into factoring arrangements with financial institutions to sell trade accounts receivable under 
recourse and non-recourse agreements. As of June 30, 2015, December 31, 2015, and June 30, 2016 the Company was a party to 
the following factoring agreements: 

Party to the agreement
Date of signing 

the agreement

Recourse/ Non-

recourse
Financing limit under the Agreement

Status as of June 

30, 2015

Status as of 

December 31, 2015

Status as of June 

30, 2016

(unaudited) (unaudited)

Financial Institution 1 April 2015 non-recourse none active active

closed, transferred 

to Financial 

Institution 2 (see 

below )

Financial Institution 2 February 2016 non-recourse none N/A N/A active

Financial Institution 3 January 2012 non-recourse none active active active

Financial Institution 4 August 2012 non-recourse none active active active

Financial Institution 5 January 2013 non-recourse

60 million Polish zloty till April 14, 2013; 

82 million Polish zloty till November 4, 2013; 

150 million Polish zloty till January 13, 2014; 

200 million Polish zloty till March 31, 2014; 

190 million Polish zloty till May 4, 2014 and 

180 million Polish zloty since May 5, 2014 (as per 

appendix signed)

active

active, in proces of 

transfer to Financial 

Institution 2 (see 

below )

closed, transferred 

to Financial 

Institution 2 (see 

below )

Financial Institution 2 December 2015 non-recourse 180 million Polish zloty N/A active active

Financial Institution 1 February 2013
recourse/non-

recourse

 initially only service factoring w ithout f inancing; 

20 million Polish zloty since December 2013; 37 

million Polish zloty since August 2014 (recourse 

option added as per appendix signed)

active active active

Financial Institution 5 March 2013 non-recourse none active active

closed, transferred 

to Financial 

Institution 6 (see 

below )

Financial Institution 6 March 2016 non-recourse none N/A N/A active

Financial Institution 7 May 2014 non-recourse none active active active

Financial Institution 8 October 2014 non-recourse 30 million Polish zloty active active active

Financial Institution 8 October 2014 recourse

60 million Polish zloty till December 22, 2014; 

95 million Polish zloty till January 15, 2015; 

75 million Polish zloty till February 15, 2015;

60 million Polish zloty since February 16, 2015;

95 million Polish zloty in period November 1, 2015 - 

February 29, 2016;

60 million Polish zloty in period March 1, 2016 - 

March 22, 2016; 

105 million Polish zloty since March 23, 2016; (as 

per appendix signed)

active active active

Financial Institution 9 February 2016
recourse/non-

recourse
15 million Polish zloty N/A N/A active *

Financial Institution 10 December 2013 recourse 2,500 million Russian rubles active active active *

Financial Institution 11 June 2014 recourse 135 million Russian rubles active closed closed *

Financial Institution 13 October 2014 recourse 500 million Russian rubles active active active *

RSB December 2015 non-recourse 1,085 million Russian rubles N/A active active

RSB April 2016 recourse 2,300 million Russian rubles N/A N/A active *

RSB June 2016 recourse 2 million EUR N/A N/A active *

Financial Institution 14 October 2014 recourse
440 million Hungarian forints till June 21, 2015; 

874 million Hungarian forints since June 22, 2015 
active active active

* These recourse factoring agreements w ere not qualif ied as a secured borrow ing. As a result, the underlying receivables w ere derecognized and no liability w as recognized.  

The Company has no continuing involvement with the receivables sold under non-recourse factoring agreements. 

The table below summarizes our exposure to the economic return on the transferred financial assets: 

Carrying 

amount 

derecognized

Gross cash proceeds 

received for assets 

derecognized

Carrying 

amount 

derecognized

Gross cash proceeds 

received for assets 

derecognized

Carrying 

amount 

derecognized

Gross cash proceeds 

received for assets 

derecognized

Factoring accounted 

for as sales
$ 51,867            $ 46,681                       $ 50,950            $ 45,855                      $ 75,591         $ 68,032                       

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

 

Due to the short-term nature of factored receivables their carrying values approximate their fair values. 

During the three-month period ended June 30, 2016 certain customers repaid the factored amounts to the Company instead of the 
factor. As a result the Company has a liability of $45.6 million, which is presented as other borrowings in our balance sheet as 
of June 30, 2016 ($26.5 million as of June 30, 2015 and $20.6 million as of December 31, 2015). For details refer to Note 1, section 
“Critical Accounting Polices and Estimates” and Note 12 “Notes and Borrowings”. 
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As of June 30, 2015, December 31, 2015 and as of June 30, 2016 our gross obligations resulting from recourse factoring accounted 
for as secured borrowings amounted to $19.5 million, $27.8 million and $21.8 million, respectively (see also Note 12 “Notes and 
Borrowings”). All of our obligations of this type mature up to 90 days. The Company considers risk associated with the agreements 
on recourse factoring as low. Based on our history we have not faced such obligations yet. 

During the three-month period ended June 30, 2015 and the three-month period ended June 30, 2016, we recognized costs related 
to factoring in the statement of operations and comprehensive income in the amounts of $4.3 million and $6.6 million, respectively.  

During the six-month period ended June 30, 2015 and the six-month period ended June 30, 2016, we recognized costs related to 
factoring in the statement of operations and comprehensive income in the amounts of $6.2 million and $10.2 million respectively. 

5. INVENTORIES 

The table below summarizes our inventories and inventories consigned to others. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

Raw  materials and supplies $ 13,821                      $ 12,516                      $ 13,258                      

In-process inventories 3,606                        3,251                        3,539                        

Finished goods and goods for resale 68,344                      59,051                      59,650                      

Total $                        85,771 $                        74,818 $                        76,447 

Inventories consigned to others -                                -                                1,232                        

Total inventories, including consigned to others $                        85,771 $                        74,818 $                        77,679  

Because of the nature of the products supplied by the Company, great attention is paid to inventory rotation. The number of days 
in inventory amounted to 26 days, 23 days and 24 days as of June 30, 2015 and December 31, 2015 and June 30, 2016, respectively. 

Consigned inventory is typically inventory placed in third party warehouses. The Company still retains control over the inventory. As 
of June 30, 2015 and December 31, 2015 and June 30, 2016 inventory consigned to others amounts to nil, nil and $1.2 million, 
respectively.   

6. PREPAID EXPENSES 

The table below presents balances of our prepaid expenses. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

Prepaid expenses - current $ 12,694                      $ 9,975                        $ 23,497                      

Prepaid expenses - non current 12,290                      805                           843                           

Total $                        24,984 $                        10,780 $                        24,340 

of w hich:

Prepaid to Related Parties $ 16,606                      $ 5,780                        $ 17,053                      

 

The prepaid expenses comprise prepaid insurance and prepaid marketing services which will be performed in future periods, as well 
as prepayments for goods for resale and for spirit. 

Prepaid expenses to Related Parties as of June 30, 2015 include other prepayments of $12.2 million, prepayments for goods of $3.7 
million and prepayments for spirit of $0.7 million. As of June 30, 2015 other non-current prepayments consist mainly of an advance 
payment on acquisition of LLC “Union Trust Stroy’’. As of December 31, 2015 and June 30, 2016 prepaid expenses to Related Parties 
include prepayments for purchases of goods of $5.8 million and $16.7 million (prepaid by RDL and Roust Russia), respectively. The 
remaining amount as of June 30, 2016 relates to other prepayments of $0.2 million and prepayments for spirit of $0.1 million.   

7. OTHER CURRENT ASSETS 

The table below summarizes our other current assets. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

Other accounts receivable $ 13,511                      $ 15,981                      $ 27,606                      

Short-term investments -                               -                                -                                

VAT 10,426                      9,021                        7,666                        

Other taxes and duties 10,662                      6,426                        3,723                        

Other current assets 23                             22                             16                             

Total $                       34,622 $                        31,450 $                        39,011 
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The following table summarizes other accounts receivable. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

Receivables related to amounts held by factors $ 3,157                        $ 4,933                        $ 4,894                        

Recharges receivable for marketing services 4,765                        4,718                        14,843                      

Receivables from subcontracted producers 3,858                        490                           486                           

Receivables from employees 415                           301                           311                           

Other receivables 1,302                        5,539                        7,069                        

Receivable from the insurer related to the claim -                               - 3                               

Receivables from consignment partners (prebuild partners) 14                             - -                                

Total $                       13,511 $                        15,981 $                        27,606 

 
Significant increase (June 2016 vs December 2015) in other accounts receivable is caused mainly by increase in marketing recharge 
receivable. Other receivables as of June 30, 2016 include management service recharges receivable in amount of $2.7 million from 
Related Parties. 

8. INTANGIBLE ASSETS OTHER THAN GOODWILL 

Intangible assets other than goodwill consist of trademarks and related rights. These trademarks include Soplica, Żubrówka, 
Absolwent, Royal, Parliament, Talka, Green Mark, Zhuravli and the trademark rights to Bols Vodka in Poland and Hungary. 
Management considers trademarks associated with high or market-leader brand recognition within their market segments to be 
indefinite-lived assets, based on the length of time they have existed, the comparatively high volumes sold and their general market 
positions relative to other products in their respective market segments. 

Intangible assets with an indefinite life are not amortized but are reviewed for impairment annually or more frequently, if facts and 
circumstances indicate such need. As described in the 2015 Financial Statements, the Company performed its annual impairment 
test of trademarks as of December 31, 2015. The test indicated that no trademarks were impaired, the fair market value of each 
trademark was above its carrying value.  

Management closely monitors performance of each trademark throughout the year. No impairment charge was recognized during 
the three-month period ended June 30, 2015 or during the three-month period ended June 30, 2016.  

Accumulated impairment related to trademarks as of December 31, 2015 and June 30, 2016 amounts to $26.0 million and $29.9 
million, respectively. The main changes in the value of our trademarks between December 31, 2015 and June 30, 2016 resulted from 
foreign exchange rates movements. 

The table below summarizes balances and movements in our intangible assets other than goodwill. 

Trademarks and 

trademark rights

Other Intangible 

assets 

Total Intangible 

assets 

Balance as of January 01, 2015 $                 197,947 $                     1,291 $                 199,238 

Acquisition during the period -                           62                        62                        

Depreciation charge for the period -                           (151)                     (151)                     

Effect of translation (8,478)                  2                          (8,476)                  

Balance as of March 31, 2015 (unaudited) $                 189,469                     1,204                 190,673 

Acquisition during the period -                           16                        16                        

Depreciation charge for the period -                           (185)                     (185)                     

Effect of translation 4,308                   51                        4,359                   

Balance as of June 30, 2015 (unaudited) $                 193,777                     1,086                 194,863 

 

Trademarks and 

trademark rights

Other Intangible 

assets 

Total Intangible 

assets 

Balance as of January 01, 2016 $                 168,923 $                        604 $                 169,527 

Depreciation charge for the period (1)                         (110)                     (111)                     

Effect of translation 9,809                   462                      10,271                 

Balance as of March 31, 2016 (unaudited) $                 178,731                        956                 179,687 

Acquisition during the period -                           411                      411                      

Disposals during the period -                           (162)                     (162)                     

Depreciation charge for the period (1)                         (139)                     (140)                     

Effect of translation (2,155)                  (369)                     (2,525)                  

Balance as of June 30, 2016 (unaudited) $                 176,575                        697                 177,271  

9. GOODWILL 

Goodwill is not amortized but is reviewed for impairment annually, or more frequently, if facts and circumstances indicate such need. 
As described in the 2015 Financial Statements, the Company performed its annual impairment test of goodwill as of December 31, 
2015. As a result of this test no impairment charge was recognized in 2015. Management closely monitors performance of each 
business unit based on the analysis of year to date performance aligned with the expected year-to-go results, as well as benchmarking 
versus current macroeconomic and industry market factors. The Company assessed that there were no impairment indicators in the 
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three-month period ended June 30, 2016. As a result no impairment test was performed during this period. Accumulated impairment 
related to goodwill as of December 31, 2015 and June 30, 2016 amounts to $12.2 million and $12.1 million, respectively (including 
foreign exchange impact). Changes in the net value of goodwill between December 31, 2015 and June 30, 2016 were the result of 
foreign exchange rates movements. 

The table below summarizes balances and movements in goodwill. 

Poland Russia Hungary Total

Balance as of January 1, 2015 $ 139,206         $ 40,598           $ 11,328           $ 191,132         

Foreign currency translation adjustment (11,148)          409                (807)               (11,547)          

Balance as of March 31, 2015 (unaudited) $ 128,058         41,007           10,521           179,585         

Foreign currency translation adjustment 1,632             1,465             (143)               2,955             

Balance as of June 30, 2015 (unaudited) $ 129,690         42,472           10,378           182,540          

Poland Russia Hungary Total

Balance as of January 1, 2016 $ 125,149         $ 32,012           $ 10,232           $ 167,393         

Foreign currency translation adjustment 4,731             2,909             375                8,015             

Balance as of March 31, 2016 (unaudited) $ 129,880         $ 34,921           $ 10,607           $ 175,408         

Foreign currency translation adjustment (7,221)            1,921             (287)               (5,588)            

Balance as of June 30, 2016 (unaudited) $ 122,659         36,842           10,320           169,820          

10. PROPERTY, PLANT AND EQUIPMENT 

The table below summarizes balances of our property, plant and equipment. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

Land and Buildings $ 59,467                      $ 48,060                        $ 52,842                        

Equipment and other f ixed assets 25,958                      27,821                        27,283                        

Motor vehicles 7,063                        6,066                          6,998                          

Motor vehicles under lease 4,101                        3,934                          3,918                          

Computer hardw are and softw are 6,018                        6,067                          6,648                          

Fixed assets under construction 1,717                        3,227                          4,189                          

Other f ixed assets under lease 3,231                        -                                  3,995                          

Total gross book value                      107,555                          95,175                        105,873 

Less - Accumulated depreciation (17,454)                     (18,783)                       (23,941)                       

Less - Accumulated depreciation of leased assets (1,275)                       (1,721)                         (2,374)                         

Total $                        88,826 $                          74,671 $                          79,558  

Property, plant and equipment is presented net of accumulated depreciation in the consolidated balance sheets. Depreciation 
expenses for three-month period ended June 30, 2015 and June 30, 2016 amounted to $2.2 million and $2.7 million respectively. 
Depreciation expenses for six-month period ended June 30, 2015 and June 30, 2016 amounted to $4.2 million and $5.2 million 
respectively. The accumulated depreciation of property, plant and equipment as of June 30, 2015, December 31, 2015 and June 30, 
2016 amounted to $18.7 million, $20.5 million and $26.3 million, respectively. 

11. INCOME TAXES  

The tax charge for the three-month period ended June 30, 2015 was $2.9 million which represents an effective tax rate for this period 
of negative 19.2%. The tax charge for the six-month period ended June 30, 2015 was $2.2 million which represents an effective tax 
rate for this period of negative 6.7%. 

Our tax benefit for the three-month period ended June 30, 2016 was $0.3 million which represents an effective tax rate for this period 
of positive 8.1%. Our tax benefit for the six-month period ended June 30, 2016 was $0.6 million which represents an effective tax 
rate for this period of positive 2.6%.  

The Company’s underlying tax rates in key jurisdictions are 20% in Russia, 19% in Poland and Hungary, 18% in Ukraine and 35% 
in the United States. The difference between the effective tax rate and the statutory rates for the six-month periods ended June 30, 
2015 and 2016 was primarily due to a valuation allowance recorded against tax loss carryforwards that the Company believes will 
not be utilized in the future.  
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As of June 30, 2015, December 31, 2015 and June 30, 2016 the uncertain income tax position balance was $13.4 million, $11.0 
million and $12.2 million, respectively. Changes in the Company’s uncertain income tax positions are presented in the table below. 

Unrecognized 

income tax 

benefits

Interest and 

penalties

Unrecognized 

income tax 

benefits

Interest and 

penalties

Balance, beginning of the period $ 12,120 2,756 $ 9,000 3,010

Additions based on tax positions related to the current period 527               143            21                 6                

Additions of tax positions of prior periods 335               308            45                 217            

Reductions of tax positions of prior periods (3,095)           -                (1)                  (1)              

Reduction of tax positions relating to settlements w ith tax 

authorities
-                    (18)            (493)              (68)            

Foreign currency translation adjustments 240               73              349               138            

Balance, end of period $ 10,127 3,262 $              8,921          3,302 

(unaudited)

three-month period ended three-month period ended 

June 30, 2015 June 30, 2016

(unaudited)

 

Unrecognized 

income tax 

benefits

Interest and 

penalties

Unrecognized 

income tax 

benefits

Interest and 

penalties

Balance, beginning of the period $ 12,058 2,786 $ 8,287 2,733

Additions based on tax positions related to the current period 1,179            287            47                 12              

Additions of tax positions of prior periods 335               458            226               448            

Reductions of tax positions of prior periods (3,764)           (345)          (6)                  (146)          

Reduction of tax positions relating to settlements w ith tax 

authorities
-                    (18)            (493)              (68)            

Lapse of statute of limitations -                    -                (34)                (18)            

Foreign currency translation adjustments 319               94              894               341            

Balance, end of period $ 10,127 3,262 $ 8,921 3,302

(unaudited) (unaudited)

six-month period ended six-month period ended 

June 30, 2015 June 30, 2016

 

12. NOTES AND BORROWINGS 

New Notes 

New Senior Secured Notes 

On June 5, 2013, the Company along with CEDC Finance Corporation International, Inc. (“Issuer”), entered into an Indenture between 
the Company, certain subsidiary guarantors and US Bank N.A., as the Trustee. In connection with the New Senior Secured Notes 
Indenture, the Company issued $464.6 million Senior Secured Notes due in 2018 (the “New Senior Secured Notes” or “NSSN”) to 
the holders of the SSN, which were cancelled pursuant to the Plan of Reorganization (as described in more detail in 2015 Financial 
Statements, Part I, Item 1). The issuance of the New Senior Secured Notes to holders of the SSN was completed on June 25, 2013.  

The NSSN are secured, among other things by: 

• a first-priority pledge over the shares of the Issuer and certain subsidiaries of the Company; 

• a first-priority assignment of rights under certain bank accounts of the Company; 

• certain intercompany loans, and  

• a first-priority mortgage over certain real property and fixtures. 

The New Senior Secured Notes bear interest as follows: 

Period Interest rate

From June 1, 2013 to but excluding April 30, 2014 8.0%

From April 30, 2014 to but excluding April 30, 2015 9.0%

From April 30, 2015 to but excluding April 30, 2018 10.0%  
Interest under the NSSN is payable in cash on April 30 and October 31 of each year. The first interest payment of $15.5 million was 
made on October 31, 2013. The following interest payments of $18.6 million, $20.9 million, $20.9 million, $23.2 million and 
$23.2 million were paid in cash on April 28, 2014, October 30, 2014, April 30, 2015, October 28, 2015 and April 29, 2016 respectively. 
As of June 30, 2015, December 31, 2015 and June 30, 2016 the balance of interest accrued under the effective interest method 
amounted to $15.0 million, $14.0 million and $12.7 million, respectively. 

During the period from issuance of the NSSN up to the date of this report, the Company has not repurchased any of the NSSN. 

Total obligations under the NSSN are presented in the table below. There are no deferred finance costs relating to the NSSN. 
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June 30, 2015 December 31, 2015 June 30, 2016
(unaudited) (unaudited)

New  Senior Secured Notes - principal amount $ 464,590                     $ 464,590                     $ 464,590                     

Interest accrued 15,033                       13,969                       12,726                       

Total $                      479,623 $                      478,559  $                      477,316  

The Level 1 fair value of the NSSN as of June 30, 2015, December 31, 2015 and June 30, 2016 was $400.5 million, $409.4  million 
and $353.7 million, respectively (86.20 cents, 88.13 cents and 76.13 cents per 1 US dollar of face value of NSSN).  

New Convertible Junior Secured Notes 

The Company and the Issuer, entered into an Indenture (“New Convertible Junior Secured Notes Indenture”) on June 5, 2013, 
between the Company, the Issuer, certain subsidiary guarantors named therein, and US Bank N.A., as the Trustee (“Trustee”). 
In connection with the New Convertible Junior Secured Notes Indenture, the Issuer issued $200 million Convertible Junior Secured 
Notes due in 2018 (“New Convertible Junior Secured Notes” or “NCJSN” and, together with the New Senior Secured Notes, “New 
Notes”) to the holders of the SSN, which were cancelled under the Plan of Reorganization. The issuance of the New Convertible 
Junior Secured Notes to holders of the SSN was completed on June 25, 2013. 

The NCJSN are secured, among other things by: 

• a first-priority pledge3 over the shares of the Issuer and certain subsidiaries of the Company; 

• a first-priority assignment of rights under certain bank accounts of the Company; 

• certain intercompany loans, and 

• a first-priority mortgage over certain real property and fixtures. 

The NCJSN bear interest at a rate of 10% per annum. Interest on the NCJSN is payable, at the election of the Issuer, (1) entirely  
in cash, (2) in-kind, by increasing the principal amount of the outstanding NCJSN or (3) in a combination of cash interest and payment-
in-kind interest. The first interest payment was payment-in-kind interest of $8.3 million on October 31, 2013. The second and third in-
kind interest payment of $10.4 million and $10.9 million was capitalized on April 30, 2014 and October 31, 2014, respectively. In 2015 
the Company capitalized the following in-kind interest: $11.5 million on April 30, 2015 and $12.1 million on October 30, 2015. On April 
30, 2016 the Company capitalized in-kind interest payment in the amount of $12.7 million. As of June 30, 2015, December 31, 2015 
and June 30, 2016 the balance of interest accrued under the effective interest method amounts to $3.9 million, $4.2 million and 
$4.4 million respectively.  

The NCJSN are redeemable at any time at par value. The NCJSN must be redeemed in increments of $20 million, although  
if a redemption results in less than $130 million outstanding, all the NCJSN must be redeemed by the Issuer. Starting from December 
1, 2014, any holder of the NCJSN over $0.1 million can convert its NCJSN into shares of the Company’s common stock. The 
conversion rate depends on the period in which conversion is exercised. Until the date of this report none of the NCJSN was converted 
or redeemed.   

The total obligations under the NCJSN are presented in the table below. There are no deferred finance costs relating to the NCJSN. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

New  Convertible Junior Secured Notes - principal amount $ 241,172                    $ 253,230                    $ 265,892                    

Interest accrued 3,880                        4,150                        4,363                        

Total $                      245,052 $                      257,380 $                      270,255  

The Level 1 fair value of the NCJSN as of June 30, 2015, December 31, 2015 and June 30, 2016 was $145.9 million and $125.0 
million and $62.5 million, respectively (60.50 cents, 49.38 cents and 23.50 cents per 1 US dollar of face value of NCJSN). 

Covenants under New Notes 

The NSSN Indenture and NCJSN Indenture (together the “New Notes indentures”) contain a number of covenants restricting the 
actions of ROUST and its Restricted Subsidiaries. 

As of June 30, 2015 and December 31, 2015 ROUST and its Restricted Subsidiaries have complied with all material conditions and 
covenants under the New Notes indentures. As of June 30, 2016 one of Restricted Subsidiaries exceeded allowed investment limit, 
however this matter was remediated before the date of signing this report. 

More details about existing covenants are presented in Note 14 of the 2015 Financial Statements. 

Bank Loans and Overdraft Facilities 

According to the NSSN and the NCJSN the Company is permitted to raise borrowings up to a certain limit (“Permitted Debt”). As 
of June 30, 2015, December 31, 2015 and June 30, 2016 our indebtedness is below the limit. Please refer to the table on the following 
page for details of our bank loans and overdraft facilities. 

Except for one bank loan and five Related Party bank borrowings amounting to $60.9 million as of December 31, 2015 and except 
for two bank loans and seven Related Party bank borrowings amounting to $77.0 million as of June 30, 2016, all bank loans and 
overdraft facilities are raised in the local currencies of the entities, party to the applicable loan or overdraft facility agreement. As a 

                                                           

 

3 The Security for the NSJCN is the second in priority in terms of proceeds entitlement to the NSSN. 
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result, the Company’s exposure to exchange rate fluctuations is partially mitigated, as the debt issued locally by our subsidiaries is 
in their local currency. 

Total unutilized overdraft and credit facilities (including recourse factoring facilities) as of June 30, 2016 amounted to $26.6 million.  

As of June 30, 2015 and December 31, 2015 the Company had other current borrowings of $26.5 million and $20.6 million, 
respectively, which represented mainly the amount of factored receivables repaid by customers to the Company instead of the factor. 
Additionally, as of December 31, 2015 other non-current borrowings representing borrowings from other than banks third parties 
amounted to $4.7 million. As of June 30, 2016, the Company had other borrowings of $63.5 million, which represents the amount of 
factored receivables repaid by customers to the Company instead of the factor in the amount $45.6 million and borrowings from other 
than banks third parties in the amount of $17.9 million. 

As of June 30, 2015 and December 31, 2015, our Related Parties - Russian Standard Bank and its affiliates - provided financial 
support to us of $58.7 million and $86.4 million, being 32.6% and 43.4% of total of the total portfolio of bank loans, respectively. As 
of June 30, 2016 finance support provided by Russian Standard Bank and its affiliates to us amounted to $94.7 million and 
represented 47.1% of our bank loans portfolio.  

As of June 30, 2016 the Company had other non-bank borrowings from Related Parties amounting to $8.5 million. 

Bank
Type of the 

facility

Facility 

currency

Date of 

drawing
Maturity date

Financial 

covenants

Outstanding 

liability 

including 

accrued 

interest as of 

June 30, 2015  in 

k USD

Outstanding 

liability 

including 

accrued 

interest as of 

December 31, 

2015  in k USD

Outstanding 

liability 

including 

accrued 

interest as of 

June 30, 2016  in 

k USD

Bank 1 credit line USD 10/19/2015 4/19/2016 Yes -                           20,000                 -                           

Bank 1 credit line USD 3/4/2016 10/19/2016 Yes -                           -                           20,002                 

Bank 2 credit line RUB 10/16/2014 10/16/2015 Yes 2,469                   -                           -                           

Bank 2 credit line RUB 2/11/2015 5/27/2016 Yes 3,153                   2,378                   -                           

Bank 2 credit line RUB 7/10/2015 10/13/2016 Yes -                           794                      370                      

Bank 2 credit line RUB 11/16/2015 2/17/2017 Yes -                           1,362                   1,269                   

Bank 2 credit line RUB 12/28/2015 3/28/2017 Yes -                           1,071                   1,159                   

Bank 2 credit line RUB 12/29/2015 3/28/2017 Yes -                           268                      313                      

Bank 2 credit line RUB 4/14/2016 10/13/2017 Yes -                           -                           703                      

Bank 2 credit line USD 6/1/2016 6/1/2018 Yes -                           -                           3,799                   

Bank 3 credit line RUB 2/9/2015 8/9/2015 Yes 3,601                   -                           -                           

Bank 3 credit line RUB 2/11/2015 8/11/2015 Yes 7,203                   -                           -                           

Bank 3 credit line RUB 3/5/2015 9/5/2015 Yes 3,242                   -                           -                           

Bank 3 credit line RUB 3/11/2015 9/11/2015 Yes 1,261                   -                           -                           

Bank 3 credit line RUB 3/12/2015 9/12/2015 Yes 6,303                   -                           -                           

Bank 3 credit line RUB 3/23/2015 9/23/2015 Yes 1,441                   -                           -                           

Bank 3 credit line RUB 3/27/2015 9/27/2015 Yes 2,701                   -                           -                           

Bank 3 credit line RUB 4/6/2015 10/6/2015 Yes 3,601                   -                           -                           

Bank 3 credit line RUB 4/8/2015 10/8/2015 Yes 1,801                   -                           -                           

Bank 3 credit line RUB 4/10/2015 10/10/2015 Yes 2,701                   -                           -                           

Bank 3 credit line RUB 4/17/2015 10/17/2015 Yes 3,601                   -                           -                           

Bank 3 credit line RUB 5/13/2015 11/13/2015 Yes 900                      -                           -                           

Bank 3 credit line RUB 5/18/2015 11/18/2015 Yes 2,700                   -                           -                           

Bank 3 credit line RUB 5/20/2015 11/20/2015 Yes 6,300                   -                           -                           

Bank 3 credit line RUB 5/22/2015 11/22/2015 Yes 1,800                   -                           -                           

Bank 3 credit line RUB 6/17/2015 12/17/2015 Yes 4,859                   -                           -                           

Bank 3 credit line RUB 7/22/2015 1/22/2016 Yes -                           1,628                   -                           

Bank 3 credit line RUB 7/23/2015 1/23/2016 Yes -                           1,357                   -                           

Bank 3 credit line RUB 7/27/2015 1/27/2016 Yes -                           1,357                   -                           

Bank 3 credit line RUB 8/6/2015 2/6/2016 Yes -                           2,443                   -                           

Bank 3 credit line RUB 8/20/2015 2/20/2016 Yes -                           1,357                   -                           

Bank 3 credit line RUB 8/21/2015 2/21/2016 Yes -                           1,086                   -                           

Bank 3 credit line RUB 8/26/2015 2/26/2016 Yes -                           2,036                   -                           

Bank 3 credit line RUB 9/17/2015 3/17/2016 Yes -                           2,714                   -                           

Bank 3 credit line RUB 9/18/2015 3/18/2016 Yes -                           2,036                   -                           

Bank 3 credit line RUB 9/23/2015 3/23/2016 Yes -                           2,036                   -                           

Bank 3 credit line RUB 9/30/2015 3/30/2016 Yes -                           2,036                   -                           

Bank 3 credit line RUB 10/1/2015 4/1/2016 Yes -                           679                      -                           

Bank 3 credit line RUB 10/2/2015 4/2/2016 Yes -                           3,393                   -                           

Bank 3 credit line RUB 10/19/2015 10/18/2016 Yes -                           6,785                   7,798                   

Bank 3 credit line RUB 11/10/2015 5/10/2016 Yes -                           1,357                   -                           

Bank 3 credit line RUB 11/10/2015 6/10/2016 Yes -                           679                      -                           

Bank 3 credit line RUB 11/20/2015 5/20/2016 Yes -                           679                      -                           

Bank 3 credit line RUB 11/24/2015 5/24/2016 Yes -                           2,036                   -                           

Bank 3 credit line RUB 12/16/2015 6/16/2016 Yes -                           3,664                   -                           

Bank 3 credit line RUB 12/29/2015 6/29/2016 Yes -                           1,355                   -                           

Bank 3 credit line RUB 1/13/2016 7/13/2016 Yes -                           -                           1,094                   

Bank 3 credit line RUB 1/27/2016 7/27/2016 Yes -                           -                           4,211                   

Bank 3 credit line RUB 1/28/2016 7/28/2016 Yes -                           -                           1,404                   

Bank 3 credit line RUB 2/8/2016 8/8/2016 Yes -                           -                           1,248                   

Bank 3 credit line RUB 2/12/2016 8/12/2016 Yes -                           -                           1,092                   
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Bank 3 credit line RUB 3/11/2016 9/11/2016 Yes -                           -                           1,560                   

Bank 3 credit line RUB 3/17/2016 9/17/2016 Yes -                           -                           1,560                   

Bank 3 credit line RUB 3/18/2016 9/18/2016 Yes -                           -                           2,340                   

Bank 3 credit line RUB 3/22/2016 9/22/2016 Yes -                           -                           3,120                   

Bank 3 credit line RUB 3/29/2016 9/29/2016 Yes -                           -                           1,560                   

Bank 3 credit line RUB 4/1/2016 10/1/2016 Yes -                           -                           780                      

Bank 3 credit line RUB 4/4/2016 10/4/2016 Yes -                           -                           3,900                   

Bank 3 credit line RUB 4/21/2016 10/21/2016 Yes -                           -                           1,248                   

Bank 3 credit line RUB 5/6/2016 11/6/2016 Yes -                           -                           1,092                   

Bank 3 credit line RUB 5/17/2016 11/17/2016 Yes -                           -                           780                      

Bank 3 credit line RUB 5/20/2016 11/20/2016 Yes -                           -                           2,340                   

Bank 3 credit line RUB 6/3/2016 12/3/2016 Yes -                           -                           1,794                   

Bank 3 credit line RUB 6/10/2016 12/10/2016 Yes -                           -                           780                      

Bank 3 credit line RUB 6/15/2016 12/15/2016 Yes -                           -                           1,638                   

Bank 3 credit line RUB 6/24/2016 12/24/2016 Yes -                           -                           1,560                   

Bank 3 credit line RUB 6/29/2016 12/29/2016 Yes -                           -                           3,896                   

Bank 4 credit line RUB 6/9/2014 9/1/2016 Yes 14,366                 5,461                   6,286                   

Bank 4 credit line RUB 11/11/2015 9/1/2016 Yes -                           3,413                   3,907                   

Bank 7 credit line RUB 3/4/2015 3/1/2016 Yes 6,379                   4,815                   -                           

Bank 9 Overdraft RUB 7/7/2015 7/6/2016 None -                           270                      149                      

RSB credit line RUB 11/28/2007 9/30/2015 None 2,284                   -                           -                           

RSB credit line RUB 1/25/2008 9/30/2015 None 28                        -                           -                           

RSB credit line RUB 11/16/2012 9/30/2016 None 3,363                   2,539                   2,902                   

RSB credit line RUB 2/19/2013 2/19/2016 None 3,776                   2,848                   -                           

RSB credit line RUB 4/1/2013 4/1/2016 None 1,799                   1,356                   -                           

RSB credit line RUB 5/30/2013 10/31/2016 None 4,263                   3,214                   3,697                   

RSB credit line RUB 6/3/2013 10/31/2016 None 4,101                   3,092                   3,554                   

RSB credit line RUB 7/1/2013 9/30/2015 None 180                      -                           -                           

RSB credit line RUB 7/1/2013 9/30/2016 None 4,533                   3,422                   3,932                   

RSB credit line RUB 7/1/2013 12/13/2016 None 14,980                 11,298                 13,002                 

RSB credit line RUB 11/10/2014 11/3/2017 None 4,677                   3,526                   4,053                   

RSB credit line RUB 12/30/2014 12/30/2017 None 2,124                   1,601                   1,840                   

RSB credit line RUB 1/28/2015 2/9/2017 None 936                      706                      811                      

RSB credit line RUB 1/29/2015 2/9/2017 None 1,494                   1,126                   1,296                   

RSB credit line RUB 4/23/2015 12/25/2015 None 4,513                   -                           -                           

RSB credit line RUB 7/22/2015 7/21/2016 None -                           4,181                   3,849                   

RSB credit line RUB 11/17/2015 5/20/2016 None -                           3,231                   -                           

RSB credit line USD 1/1/2011 9/30/2016 None 250                      251                      250                      

RSB credit line USD 9/29/2015 12/20/2016 None -                           10,041                 10,037                 

RSB credit line USD 9/30/2015 12/20/2016 None -                           9,037                   9,033                   

RSB credit line USD 11/24/2015 8/31/2016 None -                           7,029                   6,022                   

RSB credit line USD 12/21/2015 7/29/2016 None -                           14,500                 8,832                   

RSB credit line USD 5/30/2016 7/29/2016 None -                           -                           13,048                 

RSB credit line USD 6/21/2016 10/21/2016 None -                           -                           6,000                   

Bank Forw ard credit line UAH 12/14/2015 11/14/2016 None -                           422                      700                      

Russian Standard Insurance credit line RUB 1/2/2011 1/20/2016 None 1,378                   1,039                   1,195                   

Russian Standard Insurance credit line RUB 1/3/2011 1/20/2016 None 786                      593                      682                      

Russian Standard Insurance credit line RUB 8/31/2013 1/20/2016 None 3,230                   1,357                   -                           

Other banks * RUB 23,850                 4,188                   -                           

Total bank debt                 162,927                 171,137                 179,487 

Recourse factoring                   19,519                   27,811                   21,759 

Total                 182,446                 198,948                 201,246 

* Loans repaid before the report date

 

As of June 30, 2016, $116.1 million out of the total amount of borrowings was secured by pledge on our assets. Additionally 
$10.2 million of our borrowings was secured by pledge on assets of one of our Related Parties. 

As of June 30, 2016 one of our subsidiaries was technically non-compliant with certain ratio under its loan of principal amount 
of $3.9 million. The non-compliance did not cause acceleration of the debt.   

The table below presents the amount of outstanding lines of credit for financing and the weighted average interest rate on these 
borrowings. 

(unaudited)

Principal 

Amount 

outstanding

Weighted 

average 

interest rate

Principal 

Amount 

outstanding

Weighted 

average 

interest rate

Principal 

Amount 

outstanding

Weighted 

average 

interest rate

Bank loans and overdraft facilities and other 

borrow ings 3rd party 
$ 101,683     18.2% $ 89,082          15.8% $ 102,446     18.4%

Other borrow ings - amount repayable to the factor 26,511       -                 19,253          -                 45,588       -                 

Bank loans and borrow ings from Related Parties 53,080       13.2% 83,599          14.1% 100,706     13.7%

Recourse factoring 19,519       -                 27,811          -                 21,759       -                 

Letters of credit 2,203         -                 1,480            -                 -                 -                 

(unaudited)

June 30, 2015 June 30, 2016December 31, 2015

  

As of June 30, 2015, December 31, 2015 and June 30, 2016 the liabilities from factoring with recourse amounted to $19.5 million, 
$27.8 million and $21.8 million respectively and are included in the short term bank loan in the balance sheet as described in Note 4. 
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Debt Issuance Cost and Future Principal Repayments  

The debt issuance costs balance related to the Company’s debt was nil as of June 30, 2015, December 31, 2015 and June 30, 2016.  

The following is a schedule by years of the future principal repayments for borrowings as of June 30, 2016: 

Future repayments of borrow ings (principal) June 30, 2016

2016 247,860                   

2017 18,849                     

2018 734,271                   

2019 and beyond -                               

Total $                  1,000,980  

13. TAXES OTHER THAN INCOME TAXES 

Taxes payable other than income taxes comprise mainly excise and VAT payable as presented in the table below. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

VAT payable $ 39,247                      $ 30,140                      $ 35,838                      

Excise tax payable 92,273                      78,495                      83,710                      

Other taxes and charges payable 2,515                        2,930                        3,016                        

Total $                     134,035 $                     111,565 $                     122,564  

14. ACCRUALS 

Current Accruals 

The table below presents details of our current accruals. 

June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

Accrued marketing related services $ 11,908             $ 20,703                   $ 18,863                     

Accrued employee benefits 9,417               7,646                     7,151                       

Accrued cost to satisfy the claims 518                  500                        1,367                       

Accrued legal and professional services 4,119               3,141                     6,520                       

Accrued retro-bonus expenses -                       5,786                     7,428                       

Other 14,432             8,111                     6,450                       

Total $               40,394 $                     45,887 $                      47,780 
 

As of December 31, 2015 the amount of marketing related services accruals increased in Poland and in Roust Inc. in amount 
of $8.8 million (due to lack of account receivables to be netted off). As of June 30, 2016 retro-bonus accruals increased in amount 
of $1.6 million compared to December 31, 2015 due to the decrease of the account receivables which can be netted off. As of June 30, 
2016 marketing related services accruals decresed in amount of $1.8 million compared to December 31, 2015 due to the fact that 
significant part of accruals from previous year were invoiced and because of the lower promotion activity than in the fourth quarter 
which is annual tendency. Legal and professional services accruals increased in amount of $3.4 million compared to December 31, 
2015 as a result of the recognition of costs incurred in connection with discussions with bondholders relating to a potential 
deleveraging of the NSSN and NSJCN.. 

Non-current Accruals 

Non-current accruals amount to $0.3 million as of June 30, 2015, $0.3 million as of December 31, 2015 and $0.2 million as of June 
30, 2016. They are mainly comprised of retirement benefits and jubilee award accruals. 

15. OTHER LIABILITIES 

Other Current Liabilities 

Other current liabilities as of June 30, 2015, December 31, 2015 and June 30, 2016 amounted to $16.8 million, $20.5 million and 
$17.0 million, respectively. As of June 30, 2016 the amount of liability for the Roust Inc. acquisition is $0.4 million. The majority 
of other current liabilities relates to marketing services, finance leases and employee benefits payable. 

Other Non-current Liabilities 

Other non-current liabilities excluding non-current accruals described in Note 14 above, amount to $18.8 million as of June 30, 2015, 
$17.3 million as of December 31, 2015 and $17.0 million as of June 30, 2016. As of December 31, 2015 and June 30, 2016 deferred 
income due to interest income received in advance, on loans granted to Related Parties amounts to $16.0 million and $15.6 million, 
respectively. Current part of this deferred income amounting to $0.8 million and $0.8 million, are respectively, presented in other 
current liabilities. The non-current part of this deferred income amounting to $15.2 million and $14.8 million, respectively, is included 
in other non-current liabilities. The other non-current liabilities are comprised of finance lease liabilities. As of June 30, 2015 deferred 



ROUST CORPORATION 
QUARTERLY REPORT FOR THE PERIOD ENDED JUNE 30, 2016 

All amounts are expressed in thousands of US dollars (except share and per share information) 

Page 29 of 72 

income due to interests income in advance, regarding loans granted to Related Parties amounts to $16.3 million and is included 
in other long-term liabilities. 

16. COMMITMENTS AND CONTINGENT LIABILITIES 

Bank Guarantees 

The Company is a party to guarantee agreements with banks relating to purchases of spirit, excise stamps and custom duties. 
In accordance with current legislation in Russia, a producer purchasing spirit alcohol must (a) prepay the excise tax in full or (b) 
provide the relevant tax body with a bank guarantee in the full amount of the excise tax before purchasing, to secure payment of the 
excise tax. The bank guarantee serves as insurance that the excise tax is paid on time.  

The JSC “Roust Russia” and subsidiaries has in place a guarantee line agreement with multiple banks pursuant to which it has been 
provided with a guarantee limit of 15.5 billion Russian rubles (approximately $240.7 million) for a period up to one year.  

Bravo Premium has also guarantee line agreements with multiple banks pursuant to which it has been provided with a total guarantee 
limit of 0.8 billion Russian rubles (approximately $12.5 million) for a period up to one year.  

According to these agreements, our subsidiaries have the right to obtain bank guarantees during the agreement term for each 
purchase of excise stamps which are needed to import alcohol to the Russian Federation. The guarantees for excise stamps are 
being issued in favor of Central Custom for the whole period until products are delivered to the territory of the Russian Federation 
and passed the customs clearance procedure after which they are allowed to be sold on the territory of the Russian Federation.  

In Poland, as of June 30, 2015, December 31, 2015 and June 30, 2016 the Company had bank guarantees related to excise stamps 
and customs duties on imported goods at a value of 5.9 million Polish zlotys (approximately $1.6 million), 5.8 million Polish zlotys 
(approximately $1.8 million), and 6.3 million Polish zlotys (approximately $1.6 million), respectively.  

In Hungary, as of June 30, 2015 and December 31, 2015 the Company had a guarantee related to office rent and insurance for 
bonded warehouse at a value of 20.1 million Hungarian forints (approximately $0.1 million) and 60.0 million Hungarian forints 
(approximately $0.2 million). As of June 30, 2016 the value of these guarantees is 22.1 million Hungarian forints (approximately 
$0.1 million) and 60.0 million Hungarian forints (approximately $0.2 million), respectively.  

Operating Leases and Rent Commitments  

Total rental expenses related to operating leases for the for six-month period ended June 30, 2015 and for six-month period ended 
June 30, 2016 amounted to $3.1 million and $2.1 million, respectively.  

The following is a schedule by years of the future rental payments under the non-cancelable operating leases as of June 30, 2016: 

Future rental payments under operating leases
June 30, 2016 

(unaudited)

2016 $ 3,874

2017 7,206

2018 5,036

2019 3,864

2020 3,864

Thereafter 10,184

Total $                        34,028  

The future minimum lease payments for the assets under capital leases as of June 30, 2016 are as follows: 

Future minimum lease payments under capital leases
June 30, 2016 

unaudited

2016 $ 1,282

2017 1,711

2018 890

2019 514

2020 23

Gross payments due $ 4,420

Less interest 250

Net payments due $                        4,170  

Factoring 

As of June 30, 2015, December 31, 2015 and June 30, 2016 the Company is a party to recourse factoring as described in Note 4. In 
case of recourse factoring, if our debtors will not pay the amounts due under the factoring agreement, the factors have the right to 
require payments from the Company. In such a case the Company will have to re-recognize the related receivable from the debtor 
and related liability to the bank. The Company believes that there are no substantial risks of the debtors not paying on time. 

Assets Subject to Pledges in Respect of the NSSN and the NCJSN  

As of June 30, 2016 the following assets were subject to pledges: 

 Poland:  

o pledges of shares in each of CEDC International Sp. z o.o. and PWW Sp. z o.o.;  

o mortgages over real property and fixtures at CEDC International Sp. z o.o.’s factories located at Oborniki and Bialystok;  
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o security over certain intellectual property rights owned by CEDC International Sp. z o.o. related to the Palace, Żubrówka, 
Absolwent and Soplica brands;  

 Hungary:  

o registered business quota pledge over Roust Hungary Kft (previously Bols Hungary Kft);  

o security over certain intellectual property rights owned by Roust Hungary Kft (previously Bols Hungary Kft) in respect 
of the Royal, Royal Feny and Royal vodka trademarks;  

 Cyprus:  

o registered pledges of shares in each of Latchey Limited, Jelegat Holdings Ltd., Pasalba Ltd, Roust Distribution Limited;  

 United Kingdom:  

o English law assignment of the intercompany proceeds loans from Jelegat Holdings Ltd. to Roust Russia (previously 
Russian Alcohol Group) subsidiaries granted by Jelegat Holdings Ltd.;  

 Luxembourg:  

o pledges of shares in each of Lion/Rally Lux 1 S.A., Lion/Rally Lux 2 S.à r.l. and Lion/ Rally Lux 3 S.à r.l.;  

 United States:  

o pledges of the capital stock of each of CEDC Finance Corporation LLC and CEDC Finance Corporation International 
Inc.; 

o pledges of the intercompany loans made by CEDC Finance Corporation International Inc. to CEDC International 
Sp. z. o. o and Jelegat Holdings Ltd. (respectively);  

 Russia:  

o pledges of participatory interests in LLC “Glavspirttrest”, Bravo Premium LLC, LLC “The TH Russian Alcohol”;  

o mortgages over real property, land rights and fixtures (to the extent qualified as real property under Russian law) of the 
JSC “Siberian Distillery” (First Tula Distillery LLC was merged with JSC Siberian Distillery in December 2014);  

o pledges of shares of JSC “Distillery Topaz”, JSC “Roust Russia”, CJSC “Roust Inc.”, JSC “Siberian Distillery” (First Tula 
Distillery LLC and CJSC Mid-Russian Distilleries was merged with JSC Siberian Distillery in December 2014);;  

o security over certain intellectual property rights owned by  LLC “Glavspirttrest”, LLC “Parliament Distribution”, JSC 
“Roust Russia”, Vlaktor Trading Limited, AUK Holdings Limited and Ardy Investments Limited related to the Green 
Mark, Zhuravli, Marusya, Yamskaya, Parliament, Talka, Urozhay, Perchik and Kauffman vodka brands.  

Legal Proceedings  

From time to time, we are involved in litigation arising from the normal course of our business, including appeal and cancellation 
proceedings with respect to trademarks that are similar to some of our brands, as well as other proceedings, in the United States, 
Russia, Poland and elsewhere. Except as set forth below, we are not currently involved in or aware of any pending or threatened 
litigation that we reasonably expect, either individually or in aggregate, will result in a material adverse effect on our consolidated 
financial statements. 

Our subsidiary, CEDC International Sp. z o.o., filed an action against Stock Polska S.A. (“Stock”) in December 2013 for unfair 
competition relating to the misleading term, “wódka”, placed on Stock’s flagship product Żołądkowa Gorzka. Following CEDC 
International Sp. z o.o.’s petition, the court issued an interim injunction in December 2013 prohibiting Stock from selling the products 
with the misleading term “wódka”. CEDC International Sp. z o.o. has taken a number of steps with respect to old inventory of products 
released by Stock onto the market, which still use the term “wódka” on the bottle. Three different court pleadings were filed, including 
a petition to extend the previously issued injunction. The court agreed with the arguments presented by CEDC International Sp. z o.o. 
and extended the original injunction, imposing the obligation on Stock to withdraw all incorrectly labeled products from the market. 
Stock filed an appeal against this new injunction imposing the obligation to withdraw the product. The Court of Appeal dismissed the 
interim injunction. The first instance court proceedings were completed on March 11, 2016. The court agreed with our claim, and 
ruled as follows:  

 Stock’s placement of “wódka” indicator on Żołądkowa Gorzka product was the unfair competition act in the meaning of unfair 
competition law,  

 Stock must withdraw all products with wrong “wódka” indicator from the market,  

 Stock must publish public apologies in “Rzeczpospolita” daily and on their Żołądkowa Gorzka website,  

 Stock must pay a penalty of 50 thousand Polish zloty (approximately $13 thousand) in favor of local foundation in Białystok.  

 Stock filed the appeal against the first instance ruling described above and the parties now await the Court of Appeal 
to schedule an appeal hearing, expected to happen before the end of 2016. 

  

17. STOCKHOLDERS’ EQUITY  

Authorized Shares 

The Company has 90,000 $0.01 par value shares of common stock authorized of which 10,000 shares are issued and outstanding 
as of June 30, 2015, December 31, 2015 and June 30, 2016. Additionally the Company has authorized 10,000 preferred shares none 
of which had been issued or were outstanding as of June 30, 2015, December 31, 2015 and June 30, 2016. 
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Stock Option Plans and Warrants 

No equity based incentive compensation was recognized during the six-month periods ended June 30, 2015 and 2016. 

18. RELATED PARTY TRANSACTIONS 

Identification of Related Parties 

As described in Note 2 of the 2015 Financial Statements, upon emergence from bankruptcy protection on June 5, 2013, Mr. Roustam 
Tariko became the sole ultimate shareholder of ROUST. Further, Mr. Roustam Tariko has been appointed to ROUST’s Board of 
Directors as Executive Chairman of the Board. Given that Mr. Roustam Tariko indirectly controls RTL and RTL directly controls 
Russian Standard Corporation (and indirectly controls other Russian Standard entities), all entities controlled by Mr. Roustam Tariko, 
have become Related Parties of ROUST, including Russian Standard Bank, Russian Standard Corporation, Russian Standard Vodka 
(USA) Inc., LLC “Russian Standard Vodka”, LLC “Union Trust Stroy” and F.lli Gancia & C. SpA.  

Transactions with Related Parties 

In the ordinary course of business, the Company is involved in transactions with entities controlled by Mr. Tariko that result in the 
recognition of revenues, expenses, assets and liabilities by the Company. 

The following table summarizes our transactions with the Related Parties as included in these consolidated financial statements.  

three-month period 

ended 

June 30, 2016

(unaudited)

Net sales $                            587 $                       (1,015)

Cost of goods sold                            503                         1,750 

Purchases of goods                       16,525                       23,495 

Purchases of raw  materials                         1,090                            507 

Selling, general and administrative expenses                         1,591                         4,201 

Other operating income                         3,636                               -   

Interest expense                         1,972                         2,966 

Interest Income                         2,723                         3,641 

Other Income                              17                                9 

Other Expense                            100                                3 

Factoring costs $ $                         5,749 

CONSOLIDATED STATEMENTS OF OPERATIONS 

AND COMPREHENSIVE INCOME
three-month period 

ended 

June 30, 2015

(unaudited)

 

 

six-month period 

ended 

six-month period 

ended 

June 30, 2016

(unaudited)

Net sales $                       1,001 $                         1,895 

Cost of goods sold                          754                         3,194 

Purchases of goods                     21,114                       32,788 

Purchases of raw  materials                       2,470                         1,053 

Selling, general and administrative expenses                          958                         6,178 

Other operating income                       5,008                               -   

Interest expense                       3,459                         6,034 

Interest Income                       5,197                         7,208 

Other Income                            25                              17 

Other Expense                          100                                7 

Factoring costs $ $                         5,749 

CONSOLIDATED STATEMENTS OF OPERATIONS 

AND COMPREHENSIVE INCOME

June 30, 2015

(unaudited)
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June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

Assets

Accounts receivable $ 4,446                     $ 24,293                   $ 28,903                   

Prepaid expenses 16,606                   5,780                     17,053                   

Other current receivables 6,125                     3,010                     11,966                   

Loans granted to Related Parties 112,615                 97,299                   110,631                 

Long-term investments -                             30                          29                          

Total due from Related Parties $                   139,792 $                   130,412 $                   168,582 

Liabilities

Trade accounts payable $ 6,328                     $ 20,221                   $ 8,793                     

Other accounts payable 3,221                     6,142                     1,192                     

Other accrued liabilities -                             -                             5,144                     

Bank loans and borrow ings from Related Parties* 58,697                   86,392                   103,188                 

Deferred income 16,250                   16,038                   15,638                   

Total due to Related Parties $                     84,496 $                   128,793 $                   133,955 

CONSOLIDATED BALANCE SHEETS

 

* Loans from Russian Standard Bank, Russian Standard Insurance and Bank Forward. 

 

Accounts receivable and trade accounts payable arise from sale, purchases of goods and transactions related to marketing activities 
made primarily with LLC “Russian Standard Vodka” and F.lli Gancia & C. SpA in the ordinary course of business. For details on 
prepaid expenses please refer to Note 6 “Prepaid expenses”. Deferred income represents prepaid interest on a loan granted to RTL. 
Selling, general and administrative expenses apply to costs of renting office premises from LLC “Union Trust Stroy” and LLC “Russian 
Standard Vodka”. Additionally, in the six-month period ended June 30, 2016 the Company recognized $0.9 million income of 
management service recharges to Related Parties. As of December 31, 2015 other accounts payable include the outstanding liability 
for the Roust Inc. acquisition in amount of $0.4 million and for RDL acquisition (as described in Note 2) in amount of $3.9 million. The 
liability for RDL acquisition was paid in February 2016. As of June 30, 2016, other accounts payable of $1.2 million include the 
outstanding liability for the Roust Inc. acquisition in amount of $0.4 million. 
 
The acquisition of Roust Inc. brought 9% of the shares of LLC “Russian Standard Vodka” with a historically de minimis book va lue. 
The Company believes that the fair market value of these shares is significantly higher than its book value. The shareholder has 
a call option on the buy-back of the shares. The option is exercisable at fair market value. 

Loans Granted to Related Parties 

As of June 30, 2015, December 31, 2015 and June 30, 2016 the Company had loan receivables from Related Parties in principal 
amount equal to $103.8 million, $91.1 million and $100.1 million, respectively. All of the loans as of June 30, 2016, together with 
accrued interest and deferred income related to interest received in advance, amount to $95.0 million. The loans were granted to 
RTL and Russian Standard Corporation, to support the growth of their business. The details of loans granted as of June 30, 2016 
are presented in the table below. 

Principal amount* Date of signing the agreement Maturity date Interest rate

$55.3 million February 17, 2014 - March 1, 2016 July 31, 2016 - September 14, 2022 13.8%-15.0%

$22.7 million December 21, 2015 - March 23, 2016 October 22, 2016 17.0%-18.5%

$15.6 million February 20, 2014 - June 29, 2015 November 15, 2015 - June 29, 2020 10.0%

$3.6 million March 24, 2014 - March 01, 2016 March 10, 2022 12.0%

$2.9 million October 16, 2015 - November 2, 2015 October 16, 2016 - November 2, 2016 7.0%

 
* these facilities include the loans of principal amount of $20.6 million which originate from period before Roust Inc. acquisition 

 

These loans have been guaranteed by certain Related Party subsidiaries. We believe RTL and Russian Standard Corporation have 
intent and ability to settle the loans upon maturity and therefore these loans are presented as assets in balance sheet not 
in shareholders’ equity.  

In the three-month period ended June 30, 2016 Related Parties repaid the loans in amount of $6.2 million. 

In addition to the above, since June 30, 2016, up to the date of this report Related Parties repaid their loans in the total amount 
of $5 million. 

Borrowings from Related Parties 

As of June 30, 2016 the Company had bank borrowings from Related Parties in the amount of $94.7 million, which represents 47.1% 
of our bank loans portfolio, and additional non-bank borrowings of $8.5 million. For details please see Note 12 “Notes and Borrowings”. 

Since June 30, 2016, up to date of this report the Company received new borrowings of $2.5 million, repaid $28.8 million and rolled 
over $6.1 million of borrowings from Related Parties. 
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Factoring from Related Parties 

Related Parties support the Company also by providing factoring. As of December 31, 2015 and June 30, 2016 the utilized limit of 
non-recourse factoring provided by Related Parties amounted to $10.6 million and $25.3 million, respectively. As of June 30, 2015 
the Company had no unutilized factoring limit under the agreements with Related Parties.  

Since June 30, 2016, up to date of this report Related Parties provided additional net factoring support in amount of $2.5 million. 

Guarantees from/to Related Parties 

Roust Inc. has provided guarantees of $122.7 million to Related Parties as of June 30, 2016. These amounts date from the period 
before the Roust Inc. acquisition. RTL and its subsidiaries have provided guarantees of $27.5 million to Roust Inc. as of June 30, 
2016. The majority of the guarantees relate to purchases of spirit, excise stamps and custom duties. Such guarantees are typical and 
necessary in our industry. 

19. FAIR VALUE MEASUREMENTS 

As of June 31, 2015, December 31, 2015 and June 30, 2016, the Company held certain financial assets that are measured at fair 
value on a recurring basis. These consisted of cash and cash equivalents. The monetary assets represented by these financial 
instruments are primarily located in Poland, Hungary and Russia. Consequently, they are subject to currency translation risk when 
reporting in US dollars.  

The Company does not have any financial assets measured at fair value on a recurring basis as Level 3. The Company has certain 
financial liabilities which are to be measured at fair value on a recurring basis for disclosure purposes only, namely, the NCJSN and 
NSSN. The fair value of NSSN and NCJSN is determined on the basis of the quoted market prices on public markets and is 
categorized as Level 1. The fair value of NSSN and NCJSN is disclosed in Note 12. There were no transfers in or out of Level 1, 
Level 2 or Level 3 during the three-month and six-month periods ended June 30, 2015 and 2016. 

The Company has other financial instruments, such as accounts receivable, accounts payable, overdrafts, short term bank loans and 
other liabilities. Due to the short-term nature of these instruments, their carrying values approximate their fair values. The Company 
did not have any other financial instruments within the scope of the fair value disclosure requirements as of June 30, 2015, 
December 31, 2015 and June 30, 2016. 

Non-financial assets, such as goodwill, trademarks and long-lived assets, and liabilities are measured at fair value on a non-recurring 
basis. The book value of these assets is the fair value as established as of the fresh start date (as described in 2015 Financial 
Statements, Part I, Item 1) adjusted for subsequent changes including depreciation and amortization for definite-lived assets. These 
items are tested for impairment on the occurrence of a triggering event or in the case of goodwill and indefinite-lived trademarks, on 
at least an annual basis. The test was performed as of December 31, 2015 and no impairment was recognized as a result of the test. 
Refer to Notes 7, 8 and 9 for the carrying value of the Company’s long-lived assets and amount of recognized impairment. 

None of assets were measured at fair value on a non-recurring basis as of June 30, 2015, December 31, 2015 and June 30, 2016. 
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20. OPERATING COSTS 

Operating costs of the Company comprise selling, general and administrative expenses (including selling, general and administrative 
expenses charged by the Related Parties), provision for doubtful debts and impairment charges (if any). The table below presents 
details of our operating costs. 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Staff costs $                          22,605 $                          20,473 

Warehousing and transportation                            7,437                            5,929 

Marketing                            4,840                            4,851 

Administration expenses                            2,662                          10,144 

Depreciation and amortization                            1,816                            1,901 

Selling, general and administrative expenses $                          39,360 $                          43,298 

Provision for doubtful debts                               861                            1,287 

Total Operating Costs $                          40,221 $                          44,585  

six-month period ended six-month period ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Staff costs $                          44,002 $                          40,385 

Warehousing and transportation                          13,382                          11,490 

Marketing                            8,986                            9,315 

Administration expenses                            8,019                          15,543 

Depreciation and amortization                            3,469                            3,635 

Selling, general and administrative expenses $                          77,858 $                          80,368 

Provision for doubtful debts                               787                            1,328 

Total Operating Costs $                          78,645 $                          81,696  

21. INTEREST EXPENSE 

The tables below present items included in interest expense for the three-month and six-month periods ended June 30, 2015 and 
2016. There was no payment-in-kind interest capitalized in the three month period ended June 30, 2015 and June 30, 2016.  

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Notes* $                        16,980 $                        17,556 

Other borrow ings                          7,675                          9,026 

Total interest expense $                        24,655 $                        26,582 

of w hich:

Interest expense to Related Parties $                          1,972 $                          2,966  

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Notes* $                        33,509 $                        34,862 

Other borrow ings                        13,540                        16,523 

Total interest expense $                        47,049 $                        51,385 

of w hich:

Interest expense to Related Parties $                          3,459 $                          6,034  

* The NSSN and the NCJSN notes 

Interest expense includes amortization of debt discounts/ provisions and debt issuance costs. 

22. OTHER FINANCIAL INCOME / (EXPENSE), NET 

For the three-month periods ended March 31, 2015 and 2016, the following items are included in other financial income / (expense): 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Unrealized foreign exchange impact related to 

foreign currency financing
                         7,623                        17,589 

Unrealized foreign exchange impact - other balance 

sheet items
$                           (301) $                        (3,210)

Other gains / (losses)                        (1,169)                           (556)

Total foreign exchange gains / (losses), net $                          6,153 $                        13,823  
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six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Unrealized foreign exchange impact related to 

foreign currency financing
                         3,134                        24,586 

Unrealized foreign exchange impact - other balance 

sheet items
$                             882 $                        (6,446)

Other gains / (losses)                          1,757                        (1,479)

Total foreign exchange gains / (losses), net $                          5,773 $                        16,661  

Foreign exchange gains / (losses), net include realized and unrealized exchange differences. The main item is the unrealized foreign 
exchange gain related to foreign currency financing. Unrealized foreign exchange impact related to other balance sheet items 
accounts for the difference from the translation of working capital items. Other gains / (losses) for three-month and six-month periods 
ended June 30, 2015 and 2016 are mainly realized exchange differences related to foreign currency financing. 

23. OTHER NON-OPERATING INCOME / (EXPENSE), NET  

For the three-month and six-month periods ended June 30, 2015 and 2016, respectively, the following items are included in other 
non-operating income / (expense):  

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Factoring costs and bank guarantee fees $                        (5,540) $                        (7,398)

Other gains / (losses)                           (435)                        (1,132)

Total other non-operating income / 

(expense), net
$                        (5,975) $                        (8,530)

 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Factoring costs and bank guarantee fees $                        (8,607) $                      (11,909)

Other gains / (losses)                           (882)                        (1,808)

Total other non-operating income / 

(expense), net
$                        (9,489) $                      (13,717)

 

24. EARNINGS / (LOSS) PER SHARE  

The following table sets forth the computation of basic and diluted earnings / (loss) per share for the periods indicated. 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Net Income / (loss) attributable to the Company                      (17,798)                        (3,833)

Weighted average shares of common stock outstanding 

(used to calculate basic EPS) 
                       10,000                        10,000 

Net income / (loss) per common share - basic $                   (1,779.80) $                      (383.30)

Net income / (loss) per common share - diluted $                   (1,779.80) $                      (383.30)  

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Net Income / (loss) attributable to the Company                      (34,524)                      (23,696)

Weighted average shares of common stock 

outstanding (used to calculate basic EPS) 
                       10,000                        10,000 

Net income / (loss) per common share - basic $                   (3,452.40) $                   (2,369.60)

Net income / (loss) per common share - diluted $                   (3,452.40) $                   (2,369.60)
 

No employee stock options were granted in the three-month and six-month periods ended June 30, 2015 and 2016. No options were 
outstanding as of June 30, 2015, December 31, 2015 and June 30, 2016. There is no adjustment to diluted earnings per share related 
to the New Convertible Junior Secured Notes as the inclusion of these shares would have been antidilutive.  

25. COMPREHENSIVE INCOME / (LOSS) 

Comprehensive income is defined as all changes in equity during a period except for those resulting from investments by owners and 
distributions to owners. Comprehensive income of the Company includes net income adjusted by foreign currency translation 
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adjustments. The foreign exchange losses / gains on the translation from foreign currencies to US dollars are classified separately 
as foreign currency translation adjustments within accumulated other comprehensive income included in stockholders’ equity. 

Other comprehensive loss of $15.8 million reported for the six-month period ended June 30, 2016 on the face of the consolidated 
statement of operations and comprehensive income results from currency translation adjustment. The adjustment is calculated for 
each group entity that has functional currency different from US dollar (primarily Polish zloty and Russian ruble) when its respective 
financial statements are translated into US dollar.  

In the six-month period ended June 30, 2015 functional currency exchange rates used to translate the balance sheet weakened 
against the US dollar as compared to the exchange rates as of December 31, 2014 and as a result a loss of $22.8 million of foreign 
currency translation adjustment was recognized for the six-month period ended June 30, 2015. 

In the three-month periods ended June 30, 2015 and June 30, 2016 other comprehensive loss amounted to $2.0 million and $22.4 
million, respectively. 

26. SEASONALITY OF THE BUSINESS 

Our business is subject to seasonality. There is a lower demand for vodka during the first three fiscal quarters of the year. Historically, 
sales in the fourth quarter have been significantly higher than in the other quarters of the year due to higher demand for vodka during 
the holiday season at year end. Sales in the first quarter have been historically the lowest of all quarters. Our results in any particular 
quarter might therefore not be a reliable basis to formulate expectations of our performance over a full fiscal year and may not be 
comparable with the results in other fiscal quarters. 

The table below demonstrates the movement and significance of seasonality by quarter in our statement of operations for the last 
four quarters ended June 30, 2015 and 2016. 

Third Quarter Fourth Quarter First Quarter Second Quarter

2015 2015 2016 2016

Net sales $ 141,922             $ 188,377             $ 109,985             $ 145,163             

Seasonality* 21.6% 33.6% 19.1% 25.9%

Gross profit 51,662               61,614               40,531               58,010                

Third Quarter Fourth Quarter First Quarter Second Quarter

2014 2014 2015 2015

Net sales $ 211,207             $ 243,614             $ 107,488             $ 136,626             

Seasonality* 30.2% 34.9% 15.4% 19.5%

Gross profit 82,373               85,443               44,748               46,934               

*Net sales for the given period as a percentage of the total net sales for the relevant four quarters as presented in the table. 

27. SEGMENT INFORMATION 

We manage our business on the basis of the following segments: Poland domestic, Russia domestic, International (comprising export 
activities of Poland-based and Russia-based entities and other activities of an international nature) and Corporate, which comprises 
other non-production and non-trading activities.  

Management assesses the results of the segments based on operating income adjusted for depreciation and impairment charges 
(ñEBITDAò). In previous year Management used Underlying EBITDA, i.e. operating income adjusted for depreciation, impairment 
charges and other excluded items (which are: costs related to business restructuring and reorganization, costs of acquisitions and 
disposals of subsidiaries and one-time items). Underlying EBITDA is now used as a supplementary measure of performance. The 
below information presents both: the primary measure used by the Management to assess segmentsô performance, and the measure 
which was used by Management in previous year. 

Selected financial data splits based upon these segmentations are shown below for the relevant periods (intercompany revenues 
and profits are eliminated in line with management accounting policies): 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Segment

Poland domestic $                      57,192 $                      72,331  $          15,139 26.5%

Russia domestic                      66,887                      44,072        (22,815)  (34.1%)

International                      12,547                      28,760          16,213 129.2%

Total Net Sales $                    136,626 $                    145,163  $            8,537 6.2%

three-month period ended 

June 30, 2016 vs. three-

month period ended June 

30, 2015

Net Sales
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six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Segment

Poland domestic $                    108,048 $                    132,376  $             24,328 22.5%

Russia domestic                    113,783                      72,979            (40,804)  (35.9%)

International                      22,283                      49,793             27,510 123.5%

Total Net Sales $                    244,114 $                    255,148  $             11,034 4.5%

six-month period ended 

June 30, 2016 vs. six-

month period ended June 

30, 2015

Net Sales

 

three-month period 

ended 

June 30, 2015

(unaudited)

Segment

Poland $                         10,368 $                      18,942  $              8,574 82.7%

Russia                            (694)                        1,178              1,872  -

International                           2,700                        3,937              1,237 45.8%

Corporate Overhead                         (3,108)                      (7,814)             (4,706)  (151.4%)

Total EBITDA $                           9,266 $                      16,243  $              6,977 75.3%

EBITDA (non US GAAP measures)

three-month period 

ended three-month period ended 

June 30, 2016 vs. three-month 

period ended June 30, 2015

June 30, 2016

(unaudited)

 

six-month period 

ended 

June 30, 2015

(unaudited)

Segment

Poland $                         18,275 $                   27,214  $             8,939 48.9%

Russia                           1,544                   (4,030)            (5,574)  -

International                           4,022                     9,397             5,375 133.6%

Corporate Overhead                         (5,926)                 (10,269)            (4,343)  (73.3%)

Total EBITDA $                         17,915 $                   22,312  $             4,397 24.5%

EBITDA (non US GAAP measure)

six-month period 

ended 

six-month period ended 

June 30, 2016 vs. six-

month period ended June 

30, 2015

June 30, 2016

(unaudited)

 

three-month period 

ended 

June 30, 2015

(unaudited)

Segment

Poland $                         15,535 $                      19,040  $              3,505 22.6%

Russia                           1,597                        1,171                (426)  (26.7%)

International                           2,728                        3,938              1,210 44.4%

Corporate Overhead                         (3,108)                      (1,896)              1,212 39.0%

Total Underlying EBITDA $                         16,752 $                      22,253  $              5,501 32.8%

three-month period 

ended 

June 30, 2016

(unaudited)

three-month period ended 

June 30, 2016 vs. three-month 

period ended June 30, 2015

 Underlying EBITDA (non US GAAP measure)

 

six-month period 

ended 

June 30, 2015

(unaudited)

Segment

Poland $                         24,514 $                   27,395  $             2,881 11.8%

Russia                           5,814                   (4,031)            (9,845)  -

International                           4,048                     9,402             5,354 132.3%

Corporate Overhead                         (5,926)                   (3,723)             2,203 37.2%

Total Underlying EBITDA $                         28,450 $                   29,043  $                593 2.1%

six-month period 

ended 

June 30, 2016

six-month period ended 

June 30, 2016 vs. six-

month period ended June 

30, 2015

 Underlying EBITDA (non US GAAP measure)

(unaudited)

 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Operating income / (loss) $                          6,713 $                        13,425 $            6,712 100.0%

Depreciation and amortization                          2,553                          2,818               265 10.4%

Impairment charge                               -                                 -                     -  -

Total EBITDA                          9,266                        16,243            6,977 75.3%

Other excluded items (non US GAAP measures)                          7,486                          6,010          (1,476)  (19.7%)

Total Underlying EBITDA $                        16,752 $                        22,253 
 

$ 
           5,501 32.8%

three-month period ended 

June 30, 2016 vs. three-

month period ended June 

30, 2015

 EBITDA (non US GAAP measure) to Operating Income reconciliation
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six-month period six-month period 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Operating income / (loss) $                        13,037 $                        16,845 $               3,808 29.2%

Depreciation and amortization                          4,878                          5,467                  589 12.1%

Impairment charge                               -                                 -                         -  -

Total EBITDA                        17,915                        22,312               4,397 24.5%

Other excluded items (non US GAAP measures)                        10,535                          6,731             (3,804)  (36.1%)

Total Underlying EBITDA $                        28,450 $                        29,043 
 

$ 
                 593 2.1%

 EBITDA (non US GAAP measure) to Operating Income reconciliation

six-month period ended June 

30, 2016 vs. six-month period 

ended June 30, 2015

 

Segment

Poland domestic $                        1,611 $                        1,796  $               185 11.5%

Russia domestic                           856                           941                 85 9.9%

International                             72                             72                   -  -

Corporate                             14                               9                 (5)  (35.7%)

Total depreciation / amortization expense $                        2,553 $                        2,818  $               265 10.4%

Depreciation / Amortization Expense

three-month period ended 

June 30, 2016 vs. three-

month period ended June 

30, 2015

three-month period 

ended 

June 30, 2016June 30, 2015

three-month period 

ended 

(unaudited)(unaudited)

 

six-month period 

ended 

June 30, 2015

(unaudited)

Segment

Poland domestic $                        3,164 $                      3,481  $          317 10.0%

Russia domestic                        1,495                      1,796          301 20.1%

International                           190                         174          (16)  (8.4%)

Corporate                             29                           16          (13)  (44.8%)

Total depreciation / amortization expense $                        4,878 $                      5,467  $          589 12.1%

six-month period 

ended 

June 30, 2016

six-month period 

ended June 30, 2016 

vs. six-month period 

ended June 30, 2015

Depreciation / Amortization Expense

(unaudited)

 

28. GEOGRAPHIC DATA 

Net sales and long-lived assets, by geographic area, consisted of the following for the three-month periods ended March 31, 2015 
and 2016: 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

United States $                             231 $                               -    $          (231)  -

Rest of the World

Poland                     57,192                     72,331       15,139 26.5%

Russia                     66,887                     44,072     (22,815)  (34.1%)

Other Countries                     12,316                     28,760       16,444 133.5%

Total Rest of the World                      136,395                      145,163         8,768 6.4%

Total $                      136,626 $                      145,163  $         8,537 6.2%

three-month period 

ended June 30, 2016 

vs. three-month period 

ended June 30, 2015

Net Sales to External Customers (a)

 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

United States $                             632 $                               -    $          (632)  -

Rest of the World

Poland                   108,048                   132,376       24,328 22.5%

Russia                   113,783                     72,979     (40,804)  (35.9%)

Other Countries                     21,651                     49,793       28,142 130.0%

Total Rest of the World                      243,482                      255,148       11,666 4.8%

Total $                      244,114 $                      255,148  $       11,034 4.5%

six-month period 

ended June 30, 2016 

vs. six-month period 

ended June 30, 2015

Net Sales to External Customers (a)
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June 30, 2015 December 31, 2015 June 30, 2016

(unaudited) (unaudited)

United States $ -                                 $                               - $                                 - 

Other Countries

Poland                       275,723                   267,227                     263,600 

Russia                       179,393                   133,337                     151,849 

Other Countries                         11,113                     11,026                       11,200 

Total Rest of the World                       466,229 411,590                 426,649                    

Total consolidated long-lived assets $                       466,229 $                   411,590 $                     426,649 

Long-lived Assets (b)

 

(a) Net sales to external customers based on the location to which the sale was delivered.  
(b) Long-lived assets primarily consist of property, plant and equipment and trademarks.  

29. SUBSEQUENT EVENTS 

Subsequent events were evaluated through August 18, 2016 which is the date these unaudited interim condensed consolidated 
financial statements were issued. 

 
Changes in external financing 

In August 2016 ROUST obtained new external financing of $58.5 million to be used towards the general corporate and working capital 
purposes of the Roust Corporation Group. 

In addition to the above, since June 30, 2016, up to the date of this report we repaid $1.0 million of our external debt and rolled over 
$14.8 million of loans from third parties.  

 

Changes to net exposure on Related Party financing 

Since June 30, 2016, up to the date of this report we received $2.5 million of additional factoring from Related Parties. In that period 
we also received new borrowings from Related Parties of $2.5 million, repaid $28.8 million and rolled over $6.0 million of borrowings 
from Related Parties and granted new loans to Related Parties in the amount of $0.8 million.  

In addition to the above, since June 30, 2016, up to the date of this report Related Parties repaid their loans in the total amount 
of $5 million. 

Over the period from July 1, 2016 until the issuance of this report our Related Party net liabilitiy decreased by $19.6 million. 
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Item 2. Management’s Discussion and Analysis of the Financial Condition and Results 
of Operations 

The following analysis should be read in conjunction with the unaudited interim condensed consolidated financial statements and the 
notes thereto appearing elsewhere in this report and with the audited consolidated financial statements and the notes thereto included 
in our Form 10-K for the year ended December 31, 2015. 

Overview  

The Company is one of the world’s largest vodka producers and Central and Eastern Europe’s largest integrated spirit beverages 
business with its primary operations in Poland, Russia and Hungary. In our key markets we have a market leading portfolio of domestic 
vodkas covering all key sectors. In addition to our domestic vodka portfolio, we have a complementary import portfolio of leading 
import wines and spirits. The ROUST portfolio is very well positioned to grow its share of the world’s largest vodka markets, such as 
Russia and Poland, and to participate in the growth of a dynamic category across major international markets. The ROUST mission 
is focused on the key strengths of our brands and our core principle of authenticity, which in turn positions us favorably to compete 
and differentiate ourselves to consumers around the world. We also benefit competitively from vertical and horizontal integration as 
brand owner, producer and distributor. Additionally, working with the Russian Standard Vodka group, we have also benefited from 
our ability to access high quality spirit sourcing for our sub-premium products in Russia and internationally. Our acquisition of Roust 
Inc. in 2014 has enabled us to broaden our import portfolio in Russia to include well-known global brands, such as Remy Martin, 
Jägermeister and Gancia. By acquisition of RDL in 2015 we acquired the Russian Standard Vodka international distribution contracts, 
which strengthens our International segment of operations. 

The detailed list of our vodkas and other brands from our portfolio is presented below. 

Poland 

 

 

* brands with annual sales over 1 million nine-liter cases (9l cs) 
 

 

 

Vodka Wine & Champagnes Brow n Spirits Vermouth & Bitters Liqueurs White Spirits

Bols * Gallo Balvenie Cinzano Amaretto Cachaca

Soplica * B. P. Rothschild Glen Grant Campari Carolans Finsbury

Absolwent * Penfolds Glenfiddich Jägermeister Cointreau Hendricks

Palace Trivente Grant’s Aperol Passoa Old Pascas

Żubrówka * Rosemount Metaxa Gancia Bols Liqueurs Sierra

Żytniówka *M.Chapoutier Monkey Shoulder

BoireManoux Old Smuggler

Faustino Sailor Jerry

J. Moreau & Fils Torres

Laroche Tullamore Dew

Gancia Wild Turkey

Barefoot Remy Martin

Carlo Rossi

Cinzano

Gran Dolce

Cassilero del Diablo

Marques de Casa Concha

Frontera

Sunrise

Sendero

Torres

Apothic Red

Rancho Zabaco

Concha y Toro

Taittinger

Marchesi di Barol

Castello Banfi

Cecchi

around 11,589k

nine-liter cases

around 1,196k

nine-liter cases

around 514k

nine-liter cases

around 68k

nine-liter cases

around 19k

nine-liter cases

around 14k

nine-liter cases

Annual sales
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Russia 

Vodka White Spirits Brow n Spirits Vermouth & Bitters Wine & Champagnes Liqueurs

Russian Standard Molinari ** Remy Martin ** Gancia ** Gancia wines ** Cointreau

Green M ark * Mount Gay Metaxa Jägermeister ** Grand Reale DeKuyper

Parliament * Sierra Tequila ** Saint Remy Piper Heidsieck

Talka * King Robert II ** Sandeman

Zhuravli * Hedges&Butler ** Offley

Urozhay Concha y Toro

Marusya Trivento

Yamskaya Pascual Toso

Kauffman Sileni

Tahuna

Seghesio

Gallo Family Vinyards

Carlo Rossi

Robert Mondavi

Paul Masson

J.P.Chenet

around 10,600k

nine-liter cases

above 15k

nine-liter cases

above 230k

nine-liter cases

around 79k

nine-liter cases

around 733k

nine-liter cases

above 8k

nine-liter cases

Annual sales

 

* brands with annual sales over 1 million nine-liter cases (9l cs) 
** brands brought to the portfolio through the Roust Inc. acquisition 

 

Hungary 

Vodka White Spirits Brow n Spirits Vermouth & Bitters Wine & Champagnes Liqueurs

Bols José Cuervo Remy Martin Jägermeister Gancia wines Bols Liqueurs

Żubrówka Ron Varadero Metaxa Gancia Americano Cointreau

Royal Silver Top Gin St Remy Galliano

Russian Standard Hendrick's Grant’s Bols Advocaat

Bols Genever Glenfiddich

Tullamore Dew

Monkey Shoulder

Sailor Jerry

around 305k

nine-liter cases

around 4k

nine-liter cases

around 40k

nine-liter cases

around 210k

nine-liter cases

around 10k

nine-liter cases

around 7k

nine-liter cases

Annual sales

 

 

In the second quarter of 2016, the Company continued to focus on developing sales volumes in its key markets. We also continued 
to seek new international sales opportunities for our vodka brands by extending pack sizes on existing markets, entering new markets 
(through new distribution partners) and extending our brand portfolio. 

Poland 

The information presented in this section relates to the Poland domestic segment (“Poland domestic”) of our operations, including 
sales of vodka and imported products on the Polish market. It does not consider export of Polish production, which is included in our 
international segment. 

The second quarter of 2016 was another very successful quarter for the Polish business. After growing by 27% in the first quarter of 
2016 compared with the first quarter of 2015, particularly reflecting the benefit from the previous year’s destocking, we managed to 
increase shipments by 11% in the second quarter of 2016 compared to the same period of 2015. Compared with last year’s second 
quarter, on a currency neutral basis, revenue increased by 33%, gross margin rose by 55% (due to changes in commercial terms of 
contracts) and net contribution increased by 41%, reflecting front-loaded investment in brand marketing (point of sales materials for 
the Perfect Store Program and the promotion of Żubrówka Czarna) partially offset by efficiency in logistics and warehousing costs. 
As a result, EBITDA increased by 92% from $10.4 million in the second quarter of 2015 to $20.0 million in the second quarter of 
2016, at constant prices. Furthermore, EBITDA growth was lower than expected due to the higher than initially planned investments 
in our top customer in Poland. 

The second quarter of 2016 saw a further manifestation of our strategic imperatives: 

 On people and capabilities – we changed our customer focus and knowledge-based collaboration with several key 

customers. Examples include category management, range review, joint promotional activities and joint business planning, 
which affected our results in the second quarter of 2016 and will have an impact in the future. Overall, as a team, we continue 
to operate as a highly performing unit. The increased focus on developing the future pipeline of talents via the HI Potential 
program (development program for employees with high potential) is already bringing benefits in internal promotions, as 
well as in Cross Functional Projects, which are future-oriented. Structured career path programs have been developed in 
sales, resulting in internal promotions. Capabilities are being continuously verified and replenished through Performance 
and Calibration Appraisals. Involvement is actively being increased through annual Employee Opinion Surveys and the 
introduction of specific action plans to address opportunities. Employees are motivated through recognition and idea-
generating initiatives. We are focusing this year on our middle level managers’ involvement in the Company Strategy sharing 
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with other employees through dedicated workshops. Feedback and ideas from these forums will be aggregated, analyzed 
and acted upon. 

 On the breakthrough innovation pipeline – further launches in the flavored vodka arena have significantly affected our 
positive financial results, namely the launch of Absolwent Wild Strawberry, Absolwent Tangerine, Absolwent Cherry, 
Żytniówka Lemon Peel, Soplica Walnut, Soplica Strawberry, Żubrówka Maple Leaves and Żubrówka Pine Shoots and 
recently, flavor line extensions: Soplica Blueberry, Absolwent Lime, Absolwent Cranberry and Żytniówka Ginger Flavor, in 
the first quarter of 2016 and in the second quarter of 2016 Absolwent Strong Cherry, Absolwent Strong Lemon, Soplica 
Mirabelle Plum. This has enabled us to continue winning market share of flavored small packs in which we reached 41%, 
which continued to grow by 9.7 percentage points compared to last year (June 2016 compared to June 2015 according to 
Nielsen data).  

We are also delighted by the initial results of our recent launch of Żubrówka Czarna – our entry into the super-premium clear 
vodka segment in which we previously did not compete.  

 On the improvement in the pack mix - we are continuing to drive a positive pack and category mix as small packs grew 

at a rate of 45%, while big packs grew 0.5% in the second quarter of 2016 compared to the second quarter of the prior year 
and flavored vodka grew at 29%, while clear vodka grew at 6% in the second quarter of 2016 compared to the second 
quarter of the prior year. We have further strengthened our position by placing over 22 thousand coolers onto the market. 
In the first quarter of 2016, we gained leadership in the small pack vodka category and strengthened it further in the second 
quarter of 2016, reaching a level of 41.2% of the total vodka small pack market in June (+7.8 percentage points compared 
with June 2015). Stock Spirits, the previous leader in small pack segment, had a 36.9% share of the small packs vodka 
segment in June 2016 (-6.2 percentage points compared to June 2015).  

 On the improvement of coverage of traditional trade and execution capabilities – we have increased our traditional 

field sales force by a further 53 people since August 2015, thereby increasing our coverage to over 34 thousand traditional 
retail stores. Our Perfect Store program is continuing to expand and is now active in over 24 thousand traditional retail 
stores. This, together with innovations and the revision of our portfolio strategy, has been the key factor of rapid growth in 
market share in this key channel and the achievement of a leading market position in October 2015. In June 2016, we 
achieved a market share of 41.8% in traditional trade and increased the distance from our key competitor to 11.3 percentage 
points compared to 0.3 percentage point positive gap last year. It is particularly noteworthy that Żubrówka Biała is the best-
selling vodka brand on the Polish market, with a share of 17% in June 2016. Żytniówka has profitably emerged as the 
number one economy brand on the Polish market and Soplica flavors have become the number one brand in flavored vodka 
in Poland with a total share of 5.5% of the total vodka market. Our more recent innovations using Żytniówka, Żubrówka and 
Absolwent in flavored vodkas are continuing to perform well, with over 52% growth in shipments of flavored small packs in 
the second quarter of 2016 compared to the second quarter of the prior year.  

 On securing strategic agency brands and leveraging the synergy between vodka, whisky and wine – we have 

recently secured a new long-term contract with Remy Cointreau over and above the recent long-term contracts signed with 
Gallo Wines, William Grants, Concha Y Toro. We are also well advanced in closing the negotiations on a new contract with 
Jägermeister, as well the extension of the contract with Gruppo Campari. Additionally, we are satisfied with Gancia’s 
presence on the Polish market. We believe that Gancia will be the number two premium sparkling wine on the Polish market 
by the end of the year as a result of the development of sales of the Gancia sparkling wine portfolio and the brand building 
investment. The results of the performance of our agency brands have been good: our growth of Gallo in April-June 2016 is 
13.6% compared to the same period of last year, while growth of Remy is 13.3%, William Grants is over 43% and 
Jägermeister is 56%. These results, together with growth in flavored vodkas, small packs and traditional trade, have been 
the key driver of our financial results. 

 On Quality, Cost, Delivery and Service – we are continuing to improve our standards, with greater collaboration with our 

key suppliers. Moreover, major cost-saving initiatives ranging from packaging to procurement and supply chain management 
have strongly affected our results. We are satisfied that we are reaching customer service levels close to 99%, which is an 
all-time high, supported by significant improvements in our key routines in innovation, demand planning, inventory 
management and production planning, while being close to operating at maximum capacity. 

This result was achieved as we continued to strengthen our position on the market. In June 2016 our vodka category market share 
by volume in Poland amounted to 41.7% (+5.6 percentage points compared to June 2015) that is the second best result ever after 
the May 2016 peak, when our market share reached 42.5%.  

ROUST* 38.1% +6.0 p.p. 41.7% +5.6 p.p.

Stock Spirits 25.7% -7.2 p.p. 25.0% -4.3 p.p.

Sobieski 15.3% +0.7 p.p. 15.7% +0.6 p.p.

*ROUST's Polish subsidiary - CEDC International Sp. z o.o.

December 2015

(market share and 

change versus PY)

June 2016

(market share and 

change versus PY)

Nielsen Vodka Market Shares Total Poland

 

Increase of share in vodka market also enabled us to increase our leadership over Stock Spirits even further. Since July 2013, 
ROUST and Stock Spirits have jointly held shares of between 60% and 66% of the total Polish vodka market. During that time, 
ROUST has become the market leader, starting from 22.2% of the market in July 2013 (compared to Stock’s market share of 38.5%) 
and reaching 42.5% of the market in May 2016 (compared to Stock’s market share of 24.2%), having overtaken Stock Spirits in 
December 2014. 
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While the increase in market share reflects a strong strategy of ROUST’s Polish business, it also reflects weakness in Stock Spirits’ 
trading performance. Whilst Stock Spirits’ current market position is weak compared to ROUST, the new Stock Spirits management 
team could be given freedom to develop a new strategy. 

According to Nielsen, Stock’s sell-out dropped by -15% in April–June 2016 compared to the prior year, while ROUST’s grew by 18%. 

In June 2016, with a market share 41.7%, our result is 16.8 percentage points higher than Stock, which means that the gap between 
us and Stock Spirits increased from 6.9 percentage points in June 2015 to 16.8 percentage points in June 2016. 

ROUST* 38.5% +7.1 p.p. 41.8% +6.2 p.p.

Stock Spirits 32.4% -7.8 p.p. 30.5% -4.8 p.p.

Sobieski 13.9% +0.2 p.p. 13.9% +0.3 p.p.

*ROUST's Polish subsidiary - CEDC International Sp. z o.o.

December 2015

(market share and 

change versus PY)

June 2016

(market share and 

change versus PY)

Nielsen Vodka Market Shares Traditional Trade

 

Our performance in the key traditional sales channel is excellent. We are continuing to generate above-average gains in share of this 
key channel. Specifically: 

 ROUST has a share of 41.8% (June 2016), having increased its leadership to 11.3 percentage points over Stock Spirits in 
this key channel 

 Our growth in the share of traditional trade is higher than the overall country average, which means we are outperforming 
the rest of the market in traditional trade (excluding modern trade and discounters) 

 Sobieski is showing almost no share growth in traditional trade, which means that the whole of their total country growth in 
share is generated exclusively by modern trade and discounters. 

In May 2016, ROUST strengthened its position in the whisky category with a share of 17.3% (increase of 3.2 percentage points 
compared to May 2015). ROUST’s May year-to-date share in whisky is 17% and has increased by 1.8 percentage points, driven by 
balanced expansion in the traditional trade and modern trade channels, as well as a stable position with discounters. 

Stock Spirits had a share of 5.6% in May 2016 in the whisky category and is losing with respect to May 2015 (decrease of3.8 
percentage points compared to the previous year).  

Diageo is losing across all channels with May results of 17.7% (decrease of 3.7 percentage points compared to the previous year). 

Pernod Ricard’s share of the whisky category in May was 28.1%, which is growth of 4.2 percentage points compared to May 2015, 
mainly in modern trade (6.7 percentage points) and in discounters (4.3 percentage points), while it was just 0.6 percentage points up 
in traditional trade.  

Overall, we are optimistic about the future of our Polish business, especially since we still see opportunities for continued improvement 
in small packs, flavored vodkas, traditional trade and imports, as well as opportunities for further price increases, as well as an 
improvement in the mix. We believe we have the scale and depth to capitalize on these opportunities while maintaining our leadership 
position. However, as discussed above under Note 1 “Organization and significant Accounting Policies” (section Liquidity and Going 
Concern) of the Item 1. “Interim Condensed Consolidated Financial Statement (unaudited)”, we believe that a restricting of our NSSN 
and NCJSN will be necessary to enable us to access to sufficient liquidity to maximize the performance of this business. 

 

Russia 

Our Russian business is developing well compared to overall market trends and is making significant progress in the Roust Inc. 
integration process, enabling the business to reduce costs and optimize its structure for future growth of market share: 

 Russia has had great success with premium spirit brands and mainstream vodka started to recover: ROUST Inc. 

increased its leadership in the Russian premium vodka market with Russian Standard Vodka, is a leading premium brands 
importer, with an increasing share of whisky/cognac, and is one of the leaders in the mainstream vodka market in Russia. 
In March 2016 Status Group started to experience government pressure because of its semi-legal schemes and, as a result, 
we see increased sales volumes, in particular one of ROUST’s mainstream leading brands, Talka, grew +5% in the second 
quarter compared to last year. Our Russian Standard Vodka, Remy Cointreau and Jägermeister shipments in the second 
quarter 2016 grew significantly compared to the second quarter 2015 by 35%, 15% and 10%, respectively. We expect further 
improvements in our Russian business in the second half of 2016.  

 Our Russian revenues in Russian rubles were above to last year in May and June for the first time in 2 years – these 

are signs of recovery from previous quarter sales, but now we have resolved some temporary supply issues, have the stock 
level optimized and expect further improvements in sales in the second half of 2016. The Russian vodka market is now 
growing by 1.5% year to date in 2016 compared to last year according to the Nielsen. We are working to further improve 
our customer service level with the aim of achieving a positive impact of approximately 15% on our sales. 

 Focus on Profit - together with our principles of Revenue Growth management, which were implemented last year in 

Russia, in 2016, we continued “resetting” our profitability through direct and indirect cost optimization. In the second quarter 
of 2016, this enabled us to keep costs flat compared to the same period of last year. The key drivers are savings in staff 
costs, including the effect of synergy from the integration with our subsidiaries – Roust Inc. and Bravo, lower logistics and 
warehousing costs as a result of the optimization of the trading model, lower marketing expenses and indirect costs due to 
effective resource allocation and strong budget control. We believe that these activities will support our EBITDA growth, 
allowing us to achieve an EBITDA margin which is in line with last year’s results. 
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 ROUST remains one of the leaders in market share by volume and value, in particular, in the top key accounts. We 

have now already signed 100% of the new contracts with our top national key accounts and expect an improvement in 
market share compared to 2015. 

 The integration of the Roust Inc. distribution business in Russia into Roust Russia (former Russian Alcohol Group) is 

bringing benefits amounting to approximately 1.0 billion Russian rubles (approximately $14.3 million). Significant synergies 
have already been achieved in the sales and back office structures and further efficiencies are expected in 2016. A unified, 
single-contract approach to national key accounts is being implemented in Moscow and St. Petersburg for the 2015 
contracts, which should help improve the level of our service and optimize the costs of logistics. Our trade spend is being 
optimized through a similar common approach.  

 No excise tax increases in 2015-2016 – In October 2014, the State Duma of the Russian Federation indicated that there 

would be no further excise tax increases in 2015-2016. This decision shows that the government has realized that damage 
has been inflicted on the sector through multiple increases in excise tax since 2012. Additionally, the government has started 
to pass laws with higher penalties for illegal producers, including immediate confiscation of equipment.  

 Operational improvements in the business – We spent a substantial amount of time restructuring and improving the 

business, increased brand equity, enhanced sales capability, opportunities for growth in distribution of the premium brands 
after the Roust Inc. acquisition and opportunities for increasing market shares. 

 Access to the premium portfolio – The acquisition of Roust Inc.’s distribution business resulted in 10-year distribution 

exclusivity in contracts for the long-term premium segment leader, Russian Standard Vodka, Gancia sparkling wines and 
vermouth in Russia, as well as access to categories of alcohol with higher growth potential, such as whisky and brandy in 
Roust Inc.’s portfolio, leading to a greater overall margin potential in Russia for ROUST. 

 New commercial policy – we reduced distributors’ margins and provided an incremental contribution of 311 million Russian 

rubles (approximately $4.7 million) starting from September 2015. We expect a favorable effect of the policy on our EBITDA 
of approximately 500 million Russian rubles (approximately $6.8 million) in 2016. 

 Distributors’ inventory level improved but more growth potential exists – we completed partly our work with our 

distributors on the optimization of their inventory to improve working capital, reduce receivables and make our supply chain 
more efficient. Distributor inventory of 432 thousand nine-liter cases at the end of the second quarter of 2016, which is 103 
thousand nine-liter cases more than at the end of the first quarter of 2016. The distributor inventory has more growth 
potential. 

 Russian Standard market share continues to grow. We saw growth in Russian Standard Vodka’s market share by 

volume, achieving 34% of the premium vodka market in 2015, which, according to Nielsen data, is an increase of 1.4 
percentage points compared with the same period a year earlier. In the second quarter of 2016, shipments by volume 
increased by 16% compared to the second quarter of 2015.  

 We are starting to sell our champion vodka brand, Żubrówka in Russia from 2016. In 2016 ROUST received a licence 
from Soyuzplodoimport to produce and sell Żubrówka in Russia. We plan to launch two core SKUs and, with the planned 
marketing support, we expect significant volumes to be sold in the second half of 2016. 

 Remy Cointreau sales in the first half of 2016 were extremely successful. Total sales performance in the second quarter 

of 2016 showed growth of 25% compared with last year. Remy Martin increased by 24%, Metaxa by 19% and Cointreau by 
30% compared with last year, despite the fact that the total market of imported premium spirits declined by 8.5% compared 
to last year (according to Nielsen May 2016 data). These results were achieved as a result of the additional listings in 
national key accounts, the upgraded KPI system for our sales force (where Remy Cointreau brands received special 
attention of all members of the sales team) and the effective execution of the promo-calendar. We agreed to extend the 
distribution contract with Remy Cointreau’s representatives in July 2016, with a good chance of renewing the contract for 
the next long-term period in April 2017. 

 Jägermeister shows further double-digit growth, despite an overall drop of 7.7% in premium liquor (according to 
Nielsen January 2016 data). After a successful 2015, Jägermeister continues its outstanding performance in the ROUST 
portfolio in Russia. With the current annual business plan, which is approved by our German partner, we have a strong 
opportunity to show 50% growth in 2016. The brand is currently performing perfectly well in all channels and is showing 
+17% growth by volume and +31% by value. The existing promo-calendar for the second half of the year enables us to 
expect further growth. 

 JP Chenet (LGCF) – Roust started its first sales of JP Chenet on the market, delivering products to NKAs (Lenta, 

X5 Retail, 7Continent) and to key regional partners. The negotiation campaign successfully held in the second quarter of 
2016 will enable the shipping of JP Chenet wines to KiB and Dixi. As a result, the brand will be distributed in more than 
5,000 outlets across Russia which we expect will turn around the losses in market coverage during the transaction period 
from RusImport to ROUST. The volume estimate for 2016 is about 58 thousand nine-liter cases, which will place the brand 
in the number one spot in its category. 

 Gancia is growing in NKAs by +5% compared with last year during January–June 2016 (40% of the total Gancia 
business).  Strong growth is demonstrated by the key SKUs: Prosecco (+14% compared to last year) and Rose (+155% 
compared to last year). Growth on last year is driven by activation in key accounts and distribution development: listing of 
Rose and Prosecco in Metro CC, Rose in Perekrestok Express, focus SKUs were listed in 34 local key accounts.  

The improvement of our results has been driven by the following strategies and activities: 

 Cost management – Cost optimization continued after ROUST’s acquisition of Roust Inc.’s distribution business in Russia, 

which enabled us to make faster progress on a combined structure. The number of employees was reduced in the first half 
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of 2016, which led to annualized savings of 158.3 million Russian rubles (approximately $2.3 million). Our operations 
department runs a pool of projects/initiatives with cumulative annualized cost savings of 900 million Russian rubles 
(approximately $12.9 million) including the following:  

o Production footprint – we are optimizing manufacturing assets to reduce production costs, improve efficiency and 
simplify and streamline manufacturing. Headcount was reduced at the plants. In 2016, total savings should amount to 
80 million Russian rubles (approximately $1.1 million). 

o Spirit Supply – we restarted the spirit supply contract parameters and audit principles with the group’s supplier, and we 
are preparing for a further investment program to increase the share of spirits produced by our sister company – RSV. 
The program will be implemented in 2016–2020 and will give annual savings of over 300 million Russian rubles 
(approximately $4.3 million). 

o Glass Supply – we are developing alternative strategic suppliers, such as alternative glass suppliers to our Siberian 
facility in terms of quality and price. A positive impact is expected this year of 100 million Russian rubles (approximately 
$1.4 million). 

 Marketing activities: 

o We have developed a new pricing strategy for Russian Standard Infusion that will significantly increase sales volume 
and profitability. We plan to implement this strategy in the third quarter of 2016.  

o We decided to produce a new flavor of Russian Standard Infusion. All the processes required to launch a new product 
in March 2017 have started. 

o We continued to develop distribution for our latest launches, such as small packs of Green Mark (Green Mark 0.25l 
which accounts for 25% of the active customer base), a new flavor of Urozhay Medovaya and Talka Siberian Pine. We 
put more time and effort into improving the quality of our marketing programs by increasing in-store demonstrations to 
explain our product range.  

o We launched Green Mark restyling in the fourth quarter of 2015 and we are currently continuing to focus on supporting 
the launch of Green Mark restyling in the second half of 2016. 

o We started the restyling process for Talka to protect it against counterfeiting (introducing more protective elements for 
the cap and labels). 

o The perception of the “modern rectification system” and “advanced technology” is still strongly associated with the 
Parliament brand in the consumer’s mind in the sub-premium segment. Furthermore, according to Comcon data, brand 
loyalty and awareness levels remain high on the market. In addition, the brand acceleration strategy and the new 
effective price program have been implemented to drive these factors forward. A new design launch strategy is being 
prepared for 2016 to build a stronger image and gain better positions on the market. 

 Product quality – Our liquid quality improvements are moving forward rapidly, bolstering the reputation of our brands among 

consumers. 

o We established tighter controls over third-party spirit production in Russia and improved liquid consistency at our own 
plants through a “one brand – one distillery” policy, which has resulted in a shift of some production of our brands to 
single plants. Our Global Operations team has appointed new executives focusing on quality (liquid, dry goods and 
systems). 

o The Russian and Polish teams are integrated, sharing knowledge and resources across large vodka markets. 

o We have completed the introduction of a methodology for filtering new ingredients at all plants in Russia. This has 
helped us significantly improve the filtration process. 

o In September 2015, we successfully launched production of Russian Standard flavors (raspberry, cherry and 
blackcurrant). These products are based on the success of the Polish Soplica formula. Major national key accounts 
have already put Russian Standard flavors on their shelves. 

 Revenue Growth Management – Last year, we applied the principles of “Revenue Growth Management” to our Russian 

business. This involves introducing real price increases on certain products without a significant impact on volume, 
promoting a positive brand, pack and channel mix, controlling and increasing the return on investment of discounts and 
trade-spend, controlling cross-channel pricing and price-point management, so our most profitable channels are protected, 
and prioritizing the highest net contribution opportunities in our portfolio. The positive brand and channel mix effect on net 
sales revenue in the second quarter of 2016 was $2.9 million or 4%. In the second quarter of 2016, we also introduced a 
price increase on vodka in the modern trade channel. We shall continue to focus on “resetting” our profitability in the coming 
months of 2016 in Russia through negotiations with key accounts on pricing and contract terms, a reduction in the levels of 
promotional discounts, monitoring foreign exchange rates fluctuations and corresponding price increases on all categories 
of our brands. 

 Effective industry legislation – We continued to work actively and productively with the alcohol industry and government 

in Russia in the second quarter of 2016 to develop commercially viable but responsible legislation. 

 We partnered with the government in its efforts to clamp down on the black market, which included the following new 
legislation: 

o A law has been passed by the State Duma introducing obligatory state registration of technological equipment for the 
production of ethyl alcohol. Any unregistered equipment will be seized and destroyed.  
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o A united governmental tracking system (EGAIS) for each bottle of alcohol was introduced in retail from the 1st of July 
2016. 

o A bill was introduced in the State Duma increasing the criminal sanctions for producing and using counterfeit excise 
stamps to the level of the sanctions set for producing and selling counterfeit money. 

Consequently, we expect a reduction in the volume of counterfeit alcohol that should benefit alcohol producers such as 
ROUST. 

o A new trade law has been passed by the State Duma reducing the maximum fees and allowances payable to retail 
chains from 10% to 5% of turnover. The maximum payment term for buyers has been cut, in particular for alcohol from 
45 to 40 days. We expect these changes to be of benefit to our margins in Russia through the reduction in fees and 
discounts. 

o The minimum allowed retail price for alcohol was raised to 190 Russian rubles per 0.5 liter bottle by the Government 
from June 13, 2016. We believe this will improve the competitiveness of our products. 

With our market share now stabilized and a clear government decision not to increase excise tax in 2016, we expect increases in the 
volume of our core brands in our Russian vodka business. Our large vodka portfolio is now bolstered with premium agency brands 
in high-growth alcohol categories, creating potential for revenue growth and substantial EBITDA growth in the future in Russia. 

Hungary 

Our strategy developed in 2015, with the launch of the herbal version of Royal Vodka, Żubrówka Bison Grass and Żubrówka Złota, 
which are exempt from the health tax introduced on January 1, 2015, continued to work well in the first half of 2016. We were able to 
maintain our leadership position with the increase in April – May 2016 year-to-date (YTD) market share to 65.4%, which is 1.2 
percentage points higher than the same period of last year. Royal Vodka’s market share was 65.9% MAT (which is an increase of 
8.9 percentage points from the previous year). Russian Standard Vodka achieved a market share of 11.3% MAT, which is 2.9 
percentage point increase on the prior year. We are also achieving good results with Jägermeister, with a 0.3 percentage point 

increase in share (on a MAT basis) and 9.9% volume growth in retail (MAT basis). We also continued to grow our other key brand – 
Gancia. 

Our overall sales based on shipments in the second quarter of 2016 increased by 21.8 thousand nine-liter cases, which is a 15.9% 
increase in volume compared to the second quarter of 2015. In the first half of 2016, our sales increased by 87.1 thousand nine-liter 
cases, which is a 42.0% increase in volume compared to the first half year of 2015.  

The macroeconomic indicators showed significant improvements in the market conditions in Hungary throughout 2015. Economic 
stabilization had a positive impact on purchasing power, consumer confidence, household consumption and retail sales, which means 
domestic demand is recovering throughout the first half of 2016. In the case of the spirits business, all these promising economic 
trends were adversely affected by the introduction of the health tax on spirits on January 1, 2015 (21% loss of volume on sales of 
spirits compared with 2014) with recovery taking place in January-February 2016 (43.6% growth compared to same period in 2015). 

 Portfolio extension – In the second quarter of 2016, we continued to work on the extension of our portfolio and finalized 
our projects of the launch of Royal Vodka flavors. In April 2016, we launched 100 ml Royal Vodka and two innovative 
flavored Royal Vodka brand extensions: Royal Vodka Lemongrass and Royal Vodka Elderflower very received well, both 
by our customers and consumers. We also launched the re-formulated health tax free Metaxa 3* as a result of the regulatory 
changes in Hungary. The re-formulated Metaxa 3* was launched at a competitive retail price at the end of the first quarter 
of 2016. We also established collaboration and signed a three-year distribution agreement with Molinari and we started to 
distribute Molinari Sambucca and Limoncello di Capri from the second quarter of 2016, by taking over the distribution from 
Heinemann. All these activities constitute our response to the new trends in spirit consumption in the various segments, as 
well as the changing market conditions arising from the introduction of the health tax by the Hungarian government on 
January 1, 2015. 

 Marketing plans and investments – The changing market conditions meant that we had to reconsider our 2015 plans in 

order to achieve and manage sustainable volume growth and increased marketing investments in the ROUST brands, mainly 
in Royal Vodka – the number one brand of spirits in Hungary. We shall continue our investments into brand-building 
communications in 2016 to ensure sustainable growth of brand equity. We also invested in the re-launch of our other key 
brand, Żubrówka Bison Grass, with an ATL TV campaign in May 2016, as well as a new package design and price 
positioning, achieving a remarkable 96% increase in sales volume compared to the previous year. We also started to develop 
the first ever, TV commercial for our key brand, Royal Vodka. We plan to be on air with this commercial in November – 
December this year. Owners of third party brands keep their investments, in order to gain further leverage on the potential 
of the core brands within our portfolio, namely Jägermeister, Grant’s whisky, Hendrick’s gin, Glenfiddich and Metaxa. Gancia 
sparkling wines had double-digit growth in 2015, constituting a base for further brand investment and business growth 
throughout 2016.  

 Agency partnerships – We strengthened the partnerships with our key agency brands, achieving extensions of our 

contracts with Jägermeister until the end of 2018. We also signed a new five-year contract with William Grant & Sons and a 
three-year contract with Rémy Cointreau Group. We maintained strong relationships with José Cuervo International and 
Lucas Bols, and acquired the distribution rights to the Molinari brands in Hungary from January 2016. Our aim is to solidify 
these strong relationships with our selected, strategic key brand owners by offering appropriate implementation of joint 
marketing strategies, including extensions to the brand portfolio, correct pricing and continued investment in brand equity 
building. 

 Distribution – We continued to focus on weighted distribution growth for our core brands, continuing a good relationship 

with the key retailers in Hungary. We also continued to work closely with major local chains and intensified cooperation with 
other small, local retail chains and convenience stores, selling spirits through our wholesale partners. 
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 Sales – we extended our Perfect Store program, which was initiated in the CBA Prima stores, to Coop stores. We also 

continued to work with our top wholesale partners and continued a project encompassing major National Tobacco Shops 
that sell spirits. We are also pursuing various projects targeted at the HoReCa (Hotel/Restaurant/Café) sector focusing on 
our premium vodka portfolio (Russian Standard Vodka), the Gancia sparkling wine portfolio and key agency brands 
(Jägermeister, Metaxa, Hendrick’s and Grant’s). Furthermore, we have been working with an external sales team since the 

second quarter of 2015, which is supported by our field sales force in a “Mainstream HoReCa” program to cover more 
mainstream HoReCa outlets not regularly visited by our team. We boosted this project in the first half of 2016 with greater 
focus on execution, monitoring and reporting to deliver in excess of the agreed targets for 2016, with further improvements 
and increased coverage expected (we also plan to include independent retail outlets in the program) from the third quarter 
of 2016.  

We are closely monitoring and evaluating our trade support investments and trade activities through our enhanced control system in 
order to improve our effectiveness, increase return on investment and control our trade budget.  

These actions have resulted in material improvements to all of our key numerical and financial KPIs: 

 Our flagship brand, Royal Vodka has maintained its strong No. 1 position in the mainstream category and achieved 

a market share of 65.8% MAT in the mainstream vodka category in retail in April–May 2016, increasing by 8.9 percentage 
points with respect to the same period of the prior year and achieving 58.6% MAT volume growth in retail compared with 
the previous year.  

 Our key agency brand Jägermeister is still the No. 1 brand of imported spirits in Hungary and achieved a 34.8% MAT 

market share in the premium bitter category in retail in April–May 2016, which was 0.3 percentage point growth compared 
to the same period of the prior year with volume growth of 9.9% in retail. 

 

International expansion into other markets 

Our objective is still to achieve a leading position in all of the top ten vodka countries around the world. We continue to perform 
strongly in UK, Germany, France, and Travel retail. The US is expected to accelerate further this year, taking a more prudent 
approach, building momentum off a lower base from 2015. We expect to drive more presence in our smaller or white space markets 
in the second half of the year. 

United Kingdom 

 Promising market trends continue, despite some increase in overall inflation – consumer confidence is reaching the 

highest level since 2011. Grocery prices continue to decline (as opposed to overall inflation), while the overall grocery market 
is adding 0.6% to the overall growth rate – although this means spirits were extremely competitive, putting more pressure 
on our portfolio performance.  

 Total UK spirits are performing ahead of the liquor market in both value (increasing 5.2% 2015 versus 2014) and volume 
terms (increasing 2.7% 2015 versus 2014). Premium spirits are growing at over 5 times the market rate and are now worth 
over £1 billion (approximately $1.3 billion) in the UK.  

 Sales by value (increasing 3.2% 2015 versus 2014) are moving back ahead of sales by volume (increasing 3.0% 2015 
versus 2014) in the off-trade as the category continues to be driven by a lower average price per bottle, shoppers are buying 
more per trip with significant value growth through premium spirits, up by 15.5% (2015 versus 2014).  

 The vodka off-trade market increased by 0.8% by value and 1.2% by volume (2015 versus 2014), driven by increased 
competition from the major players, as Smirnoff, Russian Standard, Green Mark and Absolut are all in growth, with declines 
across the tertiary brands.  

 Convenience retail continues to grow ahead of overall grocery, although this growth is predominately in the multiple and 
cooperative sectors. Vodka and blended whisky account for 67.1% of spirit sales in convenience stores.  

 Spirits in the on-trade continue to see value (+6.5%) grow faster than volume (+1.3%) over March 2016 MAT. The main 
driver of value growth is the increasing importance of premium spirit brands on the market, now up by 13.7% MAT by value 
over March 2016.  

 After a quiet first two months of 2016, March has seen a significant amount of promotional activity and we have seen some 
new mechanics enter the market (e.g. cross-category multi-buy). 

 Development of core ROUST brands - In the UK, a strategically important export market for ROUST, Nielsen reported 

that the growth in the volume share of Vodka in our portfolio was +1.1 percentage points compared to last year, achieving 
almost 12% of the total vodka market (Nielsen MAT to June 2016 vs 2015). Russian Standard Vodka is the key driver here, 
reaching a record 13.2% share by volume in groceries. Both Green Mark and Żubrówka continue to grow with depletions of 
20% and 75% respectively compared to the first quarter of 2015, despite Tesco and Asda being out-of-stock on Green Mark. 

o Russian Standard Vodka – strong performance in the second quarter of 2016, as we continue our momentum with the 
new distributor, William Grant and Sons, with Nielsen volume growth of 11.2% year to date compared to the same 
period last year (Nielsen YTD June 2016). We are continuing to grow strongly in all channels, with high growth of 2.5 
percentage points in Impulse in February–March 2016 compared to the same period last year.  

o Green Mark – strong performance in the first quarter of 2016, gaining share and off-take (increasing 29% compared to 

the first quarter of 2015). The second half of the year is promising, given that we expect to launch the new upgrade of 
our packaging to further boost trial and penetration. 
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o Żubrówka – Off-take in off- and on-trade continue to grow in strong double digits (+34% and 18% respectively compared 

to the second quarter of 2015). We should expect a further build-up, as we introduce a new premium looking packaging 
on Żubrówka.  

Germany 

 Stable market trends –  solid base for our further growth 

o Total alcohol category – the German market is dominated by beer, wine and local spirits. There is good potential for 
driving conversion into new categories and international brands. 

o Vodka remains the largest category in Germany with a 15% share of total spirits. The development of vodka continues 
on a stable basis, slightly increasing by 6% in 2016. (May MAT) 

o Vodka has the third highest promotion volumes (after Brandy and Herbal Liqueur), increasing by 4% in 2016. (May 
MAT). Competition for promotional slots continues with some leading brands achieving over 50% volume on promotion. 

The market is dominated by low value vodka in the sub 6 euro ($6.4) per 0.7 liter bottle sector, accounting for 49% of 
the market. Mainstream vodka in the 6-10 euro ($6.4-$10.7) sector, accounts for 33% of the market. Premium vodka 
(over 10 euro ($10.7)) accounts for 18% of volume but 30% of the value. 

 Growth of ROUST’s brands – All of ROUST’s core brands are continuing to perform strongly according to Nielsen, with 
volumes up by 5% and strong 16% growth on Green Mark compared to 2015 (May MAT). According to Nielsen (May MAT), 
the share is stable and accounts for about 4% of the total market for the whole portfolio. 

o Russian Standard Vodka – continued to grow in the first six months of 2016, with depletions up by 4% on a MAT (May 
MAT) basis compared to last year. The market share is stable despite strong promotional pressure from Absolut and 
Three Sixty. We expect to accelerate this performance in the second half of 2016, as we expand our promotional 
activities and have a second run of the above-the-line campaign. 

o Parliament vodka – is ROUST’s leading brand in Germany, forecasting sales of over 143 thousand nine-liter cases in 
2016. The first quarter of 2016 was soft for the brand, with sales 12% down against last year, driven by stock-outs 
and, as a result, reduced promotional activities (in Lidl) and competitor activity in the mid-range sector.  

o Green Mark – has continued to be a strong performer, forecasting 68 thousand nine-liter cases in 2016 (growth of 15% 
compared to last year). We should expect stronger results and a further build up of distribution in the second half of the 
year. We currently have a continuous supply and good stock levels, with more promotional activities in the second half 
of the year.  

o Yamskaya – our exclusive contract with Aldi has been a great success. We expect to continue building momentum on 
the brand to reach over 80 thousand nine-liter cases this year through Aldi South alone. We will monitor the supplies 
through the year and if stable, consider then the expansion into the North (potential of an estimated 40 thousand  nine-
liter cases in 2016).  

o Żubrówka – in just the second year after the launch of the brand, we are continuing to build distribution, more than 
doubling the levels from 2015 (+120%) reaching 17% year to date (June year-to-date 2016). We are focusing on driving 
turnover from a low base to start building consumer pull. 

o Soplica and other Polish vodkas – smaller brands are performing well with growth at 47% (June year-to-date 2016) 
compared to the first half of 2015, but from a low base. 

Our key focus on going forward is to regain momentum and accelerate growth across the portfolio with a stable supply, while 
continuing to build our smaller brands, as well as controlling our promotional activities. 

France 

 Challenging market trends  

o The total spirits and total alcohol category is declining. The key upward trend across various categories is 
premiumization  

o Vodka - Growth in the vodka category has flattened, although there has been some acceleration in recent months (+3% 
growth compared with 2015). The mid-tier price segment at 12-14 euros ($12.9-$15) is in decline by 11.7%, losing to 
both low- and high-price tiers. Promotional volumes keep driving sales across the segments. Poliakoff, Żubrówka and 
Absolut are the key winners at the expense of Eristoff, Smirnoff and private labels. 

 Growth of ROUST’s brands – The total portfolio is growing faster than the market. Żubrówka, our major brand on the 

French market, is continuing to develop strongly in France, with 16% growth in the first half of 2016 compared to the same 
period of 2015, driven by Żubrówka Biała. This result is very promising, anticipating stronger promo and consumer activation 

in the second half of 2016. 

o Building distribution is continuing, with a presence in off- and on-trade reaching total distribution for Żubrówka at 96%.  

o The development of Żubrówka Biała is continuing, with distribution at 63%. The launch of 1 liter bottles should help us 
achieve 27 thousand nine-liter cases in 2016. 

We are continuing to see very good progress on Żubrówka behind the strong off-trade activation plan on Bison Grass and 
Biała in the first half of 2016, and plan to deliver 90 thousand nine-liter cases by the end of the year.  
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We shall continue seeding other Polish brands (e.g. Soplica) in France for the rest of the portfolio, with plans to ship 

2 thousand nine-liter cases in 2016.  

 

Sales volumes by segment  

Sales volumes in the reported periods by segments are presented below (in thousands of nine-liter cases). 

three-month period 

ended

three-month period 

ended

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Poland domestic                        3,210                        3,558             348 10.8%

Russia domestic                        2,065                        1,518           (547)  (26.5%)

International                           465                        1,113             648 139.4%

Total Sales Volumes                        5,740                        6,189             449 7.8%

three-month period 

ended June 30, 2016 vs. 

three-month period 

ended June 30, 2015

Segment Volumes (in thousand of 9 liter cases)

 

six-month period 

ended

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Poland domestic                   5,830                         6,889             1,059 18.2%

Russia domestic                   3,603                         2,513           (1,090)  (30.3%)

International                      831                         1,842             1,011 121.7%

Total Sales Volumes                 10,264                       11,244                980 9.5%

six-month period ended 

June 30, 2016 vs. six-month 

period ended June 30, 2015

Segment Volumes (in thousand of 9 liter cases)

 

Acquisition of Roust Distribution Limited (“RDL”) 

As disclosed in our Annual Report on Form 10-K for the year ended December 31, 2015, on December 30, 2015, ROUST acquired 
all of the outstanding shares of Roust Distribution Limited (“RDL”).  

RDL is a worldwide distributor of Russian Standard Vodka. Through the acquisition of RDL we acquired the Russian Standard Vodka 
international distribution contracts, which were historically managed by RTL’s subsidiaries. Acquisition of RDL was the next step for 
ROUST in distributing this premium brand globally. It follows the great success of Roust Inc., which distributes Russian Standard 
Vodka in Russia. 

Russian Standard Vodka have had significant investments globally over recent years to build a 3 million nine-liter cases premium 
growing business. It is now well established brand internationally, being number 3 vodka in the UK excluding private labels (after 
Smirnoff and Glen’s), number 7 in Germany (after for example Absolut and Smirnoff), number 4 in Global Travel Retail and having 2 
million nine-liter cases of international sales with 12% revenue compound average growth rate (CAGR) over last 5 years. Russian 
Standard Vodka strengths are authenticity, quality and prominence. These features give us significant competitive advantage being 
in line with recent trends in global consumptions. 

After acquisition of RDL, ROUST has now a full portfolio of brands to compete in western markets in all price segments. Bringing 
Russian Standard Vodka into our international portfolio gives us a significant opportunity to accelerate our market share, in particular 
in such markets as Germany, France, the UK, the US and Israel. ROUST has now a complete vodka portfolio to serve client’s needs 
on these markets. 

Strategically, the Company believes the transaction will allow it to benefit from the significant incremental EBITDA and cash flows 
increase, leading to a much stronger position in its International segment of operations, and to capture significant synergies across 
the key international markets through the integration of the Company’s existing own and agency brands portfolios with the leading 
Russian Standard Vodka brand, as well through the integration of sales and route to market opportunities. It strongly supports our 
objective to become a leading global alcohol business.  

RTL is the sole shareholder of RDL and ROUST, therefore for accounting purposes, the acquisition was accounted for under the “as 
if pooling-of-interest” method of accounting which applies to the transfer of assets or exchange of equity interests between entities 
under common control. Under the “as if pooling-of-interest” method of accounting, the value of the assets and liabilities transferred is 
recognized at historical carrying cost as at the date of the transfer, rather than at fair value. However in accordance with our debt 
agreements we engaged an independent valuation expert who performed a valuation of the RDL business and issued a fairness 
opinion on its valuation, to ensure that the conditions of the transactions are at least as favorable as might reasonably have been 
obtained from a non-Affiliate. After analyzing the independent valuation and the Company’s strategic objectives, an aggregate 
purchase price for RDL was agreed at $40.0 million. In accordance with Accounting Standards Codification Topic 805-50 (“ASC 805-
50”) common control of RDL and ROUST is deemed to have existed since August 2014, the date of RDL’s inception. However, as 
RDL commenced its activity in June 2015, the recast of historical financial statements for the year ended December 31, 2014 did not 
have any material impact. 

Acquisition terms 

In accordance with our debt agreements, we engaged an independent valuer who developed the range of fair value of RDL, to ensure 
that the conditions of the transactions are at least as favorable as might reasonably have been obtained from a non-Affiliate. After 
analyzing the independent valuation and the Company’s strategic objectives, an aggregate purchase price for RDL was agreed at 
$40.0 million. The purchase price was settled as follows: 

 the deposits of $4.8 million and $9.0 million were paid in October and December 2015, respectively; 
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 the majority of the consideration amounting to $22.3 million was settled against loans granted by ROUST to Related Parties 
(within the RTL legal structure); 

 the remaining $3.9 million of the consideration was paid in cash in February 2016. 

Distribution agreement terms and supply contracts between RDL and RSV 

The share purchase agreement concluded between RTL and Pasalba Ltd. on RDL acquisition (“the SPA”) sets forth a framework of 
the terms for contracts between RDL and RSV. The document specifies the 10-year nature of the arrangement and other key criteria. 
In particular, the SPA prescribes that RTL takes necessary actions by the end of 2016 to assure that Permitted Territory includes the 
CIS and that the contract term is extended till the end of 2025. 
As of March 31, 2016 RDL was party to supply contract with RSV, signed in May 2015, subsequently amended in March 2016 (“the 
Contract”). It fixed Russian ruble pricing per SKU. RSV had the right to revisit pricing in case of increase in production costs of the 
goods as opposed to the same as of the date of the latest negotiations of the price list under the Contract, and in case monthly 
average exchange rate exceeds 75 Russian ruble per US dollar. Margin split between RSV and RDL was 65/35, which falls within 
normal range of comparables for a distribution contract. 
 
The amended distribution agreement superseding the Contract was signed between RSV and RDL in May 2016 for a 10 year duration. 
Under the new contract RSV has no right to terminate the agreement at its sole discretion. The agreement confirms the terms of SPA 
and covers all jurisdictions except Russia. The above described pricing arrangements remain valid under the distribution agreement. 
Governing law remains Russian. 
 

Significant factors affecting our consolidated results of operations 

Our business and results of operations may be adversely affected by geopolitical events in and possible trade sanctions 
related to our countries of operation.  

Our business may be adversely affected in the markets in which we operate by geopolitical events, trade disagreements, barriers to 
financial flows or unilateral economic actions by governments. Such events could affect our ability to fund our operations, make 
payments on our obligations or reduce our earnings and cash flows due to a rapid movement in the currencies in which we hold our 
debt, in particular our US dollar denominated debt, versus our principal functional currencies: the Polish zloty, Russian ruble and 
Hungarian forint. We cannot predict how political events in our countries of operations will unfold or whether or how such 
developments might adversely affect our business and results of operations. We cannot guarantee that such developments and 
influences will not have an adverse effect on our business and results of operations. 

Indebtedness and debt servicing 

We have significant indebtedness. As of June 30, 2016, we had had total debt including interest accrued of $1,012.3 million, including 
borrowings from Related Parties of $94.7 million, debt relating to our NSSN of $477.3 million, debt relating to our NCJSN of $270.3 
million and bank debt from external lenders of $106.5 million. Our debt has important consequences for our financial condition, 
including:  

 making it more difficult for us to satisfy the obligations under the New Notes;  

 making it more difficult to refinance our liabilities as they fall due;  

 increasing our vulnerability to general adverse economic, competitive and industry conditions;  

 limiting our ability to obtain additional financing to fund working capital and capital expenditures, implement our business 
strategy, acquisitions, operations and other general corporate requirements and to maximize our business operations;  

 limiting our ability to make strategic acquisitions or causing us to make non-strategic divestitures;  

 requiring a substantial portion of our cash flow from operations to repay principal and interest on our debt and reducing our 
ability to use our cash flow to fund working capital, capital expenditures, the implementation of our business strategy, 
acquisitions, operations, working capital and general corporate requirements;  

 limiting our ability to purchase raw materials on satisfactory credit terms, thereby limiting our sources of supply or increasing 
cash required to finance operations;  

 limiting our flexibility in planning for, or reacting to changes in our business and the industry in which we operate; and  

 limiting our ability to receive trade credit from our vendors or otherwise placing us at a competitive disadvantage to other 
less-leveraged competitors.  
 

We may incur additional debt in the future. The terms of the indentures that govern the New Notes restrict our ability to incur, but will 
not prohibit us from incurring, additional debt. If we were to incur additional debt, the related risks we now face could become greater.  

Our debt requires us to use a significant portion of our cash flows from operations to meet cash interest payments, with cash interest 
payments of $71.2 million in 2015, $7.6 million and $30.8 million in the first and second quarter of 2016, respectively, and of 
$2.0 million since June 30, 2016 up to the date of this report. We also have principal payments due on our NSSN and NCJSN in 
2018.  

Our ability to make payments on and refinance our debt, finance planned capital expenditures and implement our business strategy 
depends on our ability to generate cash flow in the future. To some extent, this is subject to general economic (such as foreign 
exchange movements and consumer demand), financial, competitive and other factors that are beyond our control. For example, the 
negative situation in Russia and Ukraine and devaluation of the Russian ruble have put significant pressure on our cash flow and 
cash position. There can be no assurance that our business will continue to generate cash flows at or above current levels or that we 
will be able to meet our cash needs, including with respect to the repayment of our indebtedness, including any cash payments due 
upon the maturity of such indebtedness, including the New Notes.  
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If we are unable to service our debt or experience a significant reduction in our liquidity, we could be forced to reduce or delay planned 
capital expenditures and other initiatives (including business expansion efforts), sell assets, restructure or refinance our debt or seek 
additional equity capital, and we may be unable to take any of these actions on satisfactory terms or in a timely manner, or at all. 
Further, any of these actions may not be sufficient to allow us to service our debt obligations or may have a materially adverse effect 
on our results of operations and financial condition. Our existing debt agreements, and the indentures governing the New Notes, limit 
our ability to take certain of these actions. Our failure to generate sufficient operating cash flows to pay our debts or refinance our 
indebtedness could have a material adverse effect on our results of operations and financial condition. If we cannot make scheduled 
payments on our debt, including the New Notes, we would be in default, and as a result, holders of such debt could declare all 
outstanding principal and interest to be due and payable and our existing and future lenders could, under certain circumstances, 
terminate their commitments to lend us money and foreclose on the assets securing our borrowings. Refer to “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources” for further discussion 
on our current liquidity position. 

In addition, we generate most of our revenues and profits in currencies other than the US dollar, yet our NSSN and NCJSN are 
denominated in US dollars.  Accordingly, devaluations of the currencies in which we do business versus the US dollar which we have 
recently experienced, will require us to devote a greater portion of our cash flows from operations to service interest on the New 
Notes.  

If we are unable to refinance our NSSN or NCJSN before they fall due, we may be unable to meet the principal payments thereon, 
and any refinancing of these notes may result in higher interest expense, which would require us to devote a greater portion of our 
cash flows from operations for debt service. 

Effect of exchange rate and interest rate fluctuations  

Our operations are conducted primarily in Poland and Russia, substantially all of Company’s operating cash flows and assets are 
denominated in Polish zlotys, Russian rubles and Hungarian forints and our functional currencies are primarily the Polish zloty, 
Hungarian forint and Russian ruble and the reporting currency is the US dollar. Our financial instruments consist primarily of cash 
and cash equivalents, accounts receivable, accounts payable, investments, bank loans, overdraft facilities and long-term debt. All of 
the monetary assets represented by these financial instruments are located in Poland, Russia and Hungary. Consequently, they are 
subject to currency translation movements when reporting in US dollars. The impact on working capital items is demonstrated in the 
cash flow statement as the movement in exchange on cash and cash equivalents. The impact on the statement of operations arises 
from the movement of the average exchange rate used to translate the statements of operations from Polish zlotys, Russian rubles, 
Hungarian forints and Ukrainian hryvnias to US dollars. The amounts shown as exchange gains or losses in the statements of 
operations only apply to gains or losses realized on transactions that are not denominated in Polish zlotys, Russian rubles, Hungarian 
forints or Ukrainian hryvnias.  

The table below presents the exchange rates used for translation of our balance sheet as of June 30, 2015, December 31, 2015 and 
June 30, 2016 and the statement of operations and comprehensive income balances for three-month period ended June 30, 2015 
and for the three-month period ended June 30, 2016. 

June 30, 2015 December 31, 2015 June 30, 2016 June 30, 2015 June 30, 2016

PLN/USD 3.7645 3.9011 3.9803 2.0% 3.7022 3.8711

RUB/USD 55.6879 73.8845 64.1984  (13.1%) 52.5806 65.8238

HUF/USD 282.7900 286.8245 284.3884  (0.8%) 277.0486 277.5181

Balance sheet rate as of % change

June 30, 2016 

vs Dec 31, 2015

Average rates for the three-month periods 

 

Because the Company’s reporting currency is the US dollar, the translation effects of fluctuations in the exchange rate of our functional 
currencies have impacted the Company’s financial condition and results of operations and have affected the comparability of our 
results between financial periods.  

If the US dollar strengthens against the Polish zloty, Russian ruble or Hungarian forint, the value in US dollars of assets, liabilities, 
revenues and expenses originally recorded in Polish zlotys, Russian rubles or Hungarian forints will decrease. Conversely, if the US 
dollar weakens against the Polish zloty, Russian ruble or Hungarian forint, the value in US dollars of assets, liabilities, revenues and 
expenses originally recorded in Polish zlotys, Russian rubles or Hungarian forints will increase. Thus, increases and decreases in 
the value of the US dollar can have a material impact on the value in US dollars of our non-US dollar assets, liabilities, revenues and 
expenses, even if the value of these items has not changed in their original currency. 

The Russian ruble has depreciated against the US dollar since June 30, 2015 by approximately 13.3% to 64.1984 Russian ruble for 
the US dollar as of June 30, 2016. Additionally the Polish zloty depreciated against the US dollar since June 30, 2015 by approximately 
5.4% to 3.9803 Polish zloty for the US dollar as of June 30, 2016.  

As at June 30, 2016, the Company had borrowings, including our New Senior Secured Notes and our New Convertible Junior Secured 
Notes (together: the “New Notes”) that are denominated in US dollars, which have been lent to its operations where the functional 
currency is the Polish zloty and the Russian ruble. The effect of having debt denominated in currencies other than the Company’s 
functional currencies is to increase or decrease the value of the Company’s liabilities on that debt in terms of the Company’s functional 
currencies when those functional currencies depreciate or appreciate in value, respectively. As a result, the Company is exposed to 
gains and losses on the re-measurement of these liabilities. The table below summarizes the pre-tax impact of a one percent 
movement in each of the exchange rates which could result in a significant impact in the results of the Company’s operations.  

USD-Polish zloty $ 480,738  $ 4,640

USD-Russian ruble $ 263,699  $ 2,543

Exchange rate Value of notional amount
Pre-tax impact of a 1% 

movement in exchange rate
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Results of operations: three-month period ended June 30, 2015 compared to three-month period ended June 30, 2016 

The following discussion and analysis relates to items that have affected the results of operations of the three-month periods ended 
June 30, 2015 and 2016, respectively. This analysis should be read in conjunction with our unaudited interim condensed consolidated 
financial statements and the accompanying notes there to included in this Form 10-Q. 

A summary of the Company’s operating performance is presented below. 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

 Sales  $                  346,781 $                  347,982 $         1,201 0.3%

 Sales to Related Parties                         587                    (1,015)       (1,602)  -

 Excise taxes                 (210,742)                (201,804)         8,938 4.2%

 Net sales                   136,626                  145,163         8,537 6.2%

 Cost of goods sold                     89,189                    85,403         3,786 4.2%

 Cost of goods sold to Related Parties                         503                      1,750       (1,247)  (247.9%)

 Gross profit                     46,934                    58,010       11,076 23.6%

 Selling, general and administrative expenses                     39,360                    43,298       (3,938)  (10.0%)

 Provision for doubtful debts                         861                      1,287          (426)  (49.5%)

 Operating income / (loss)                      6,713                    13,425         6,712 100.0%

 Non-operating income / (expense), net 

 Interest income                           76                             5            (71)  (93.4%)

 Interest income from Related Parties                       2,723                      3,641            918 33.7%

 Interest expense                  (22,683)                  (23,616)          (933)  (4.1%)

 Interest expense to Related Parties                     (1,972)                    (2,966)          (994)  (50.4%)

 Foreign exchange gains / (losses), net                      6,153                    13,823         7,670 124.7%

 Other non-operating income / (expense), net                     (5,975)                    (8,530)       (2,555)  (42.8%)

 Income / (Loss) before income taxes                  (14,965)                    (4,218)       10,747 71.8%

 Income tax benefit / (expense)                    (2,868)                         343         3,211  -

 Net loss                   (17,833)                    (3,875)       13,958 78.3%

 Less net income / (loss) attributable to non-controlling 

interest 
                        (35)                         (42)              (7)  (20.0%)

 Net income / (loss) attributable to the Company                  (17,798)                    (3,833)       13,965 78.5%

 Net income / (loss) per share: basic and diluted $               (1,779.80) $                  (383.30) $    1,396.50 78.5%

 Other comprehensive income / (loss), net of tax 

 Foreign currency translation adjustments, net of tax $0                    (2,007)                  (22,334)     (20,327)  (1012.8%)

 Comprehensive income / (loss)  $                  (19,840) $                  (26,209) $       (6,369)  (32.1%)

 Less comprehensive loss attributable to non-controlling 

interest 
                        (35)                         (42)              (7)  (20.0%)

 Comprehensive income / (loss) attributable to the 

Company 
$                  (19,805) $                  (26,167) $       (6,362)  (32.1%)

three-month period ended 

June 30, 2016 vs. three-

month period ended June 

30, 2015

 

 

Net Sales  

Net sales represent total sales net of all customer rebates, excise tax on production and imports and value added tax.  

Our business split by segment, which represents our primary geographic locations of operations, Poland domestic, Russia domestic 
and International, is presented below: 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Segment

Poland domestic $                      57,192 $                      72,331  $        15,139 26.5%

Russia domestic                      66,887                      44,072      (22,815)  (34.1%)

International                      12,547                      28,760        16,213 129.2%

Total Net Sales $                    136,626 $                    145,163  $          8,537 6.2%

three-month period 

ended June 30, 2016 

vs. three-month period 

ended June 30, 2015

Net Sales
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Net Sales Key Highlights 

three-month 

period ended 

three-month 

period ended 

June 30, 2015 June 30, 2016

Net Sales reported $           136,626           145,163  $                8,537 6.2%

Foreign exchange impact             15,673              15,673  -

Net sales at constant foreign exchange rate $           136,626           160,836  $              24,210 17.7%

of w hich:

Poland domestic             57,192             75,781              18,589 32.5%

Russia domestic             66,887             54,453            (12,434)  (18.6%)

International             12,547             30,602              18,055 143.9%

Net sales at constant foreign exchange rate $           136,626           160,836  $              24,210 17.7%

Segment Net Sales

three-month period ended 

June 30, 2016 vs. three-month 

period ended June 30, 2015

 

On a currency-neutral basis, our total net sales increased by approximately 17.7% or 24.2 million.  

 sales in Poland increased by 32.5% on a currency-neutral basis as a result of a higher volumes sold on the domestic market, 

 sales in the Russian segment decreased by 18.6% on a currency-neutral basis as a result of a reduction in real consumer 
income, strong position of Status Group selling cheap (at a legal minimum price of 185 Russian rubles) vodka, where at this 
price point we would generate a negative margins and inflationary price increases,  

 sales for International increased by 143.9% on a currency-neutral basis as a result of RDL acquisition and synergies with 
our related parties. 

The negative foreign exchange impact contributed $15.7 million to the total change quarter on quarter. Total net sales increased by 
$8.5 million (approximately 6.2%) from $136.6 million for the three-month period ended June 30, 2015 to $145.2 million for the three-
month period ended June 30, 2016.  

Changes in net sales value of the Poland domestic segment 

 Net sales for the three-month period ended June 30, 2015  $                   57,192 

 Domestic sales volume increase                     5,898 

 Price, channel and brand mix impact net of excise tax increase effect                   10,637 

 Discounts & allow ances                     1,978 

 Trade marketing expenses                        594 

 Other changes                      (518)

 Net sales for the three-month period ended June 30, 2016 excluding foreign exchange impact                   75,781 

 Foreign exchange impact                   (3,450)

 Net sales for the three-month period ended June 30, 2016 $                   72,331 

Changes in Net Sales - Poland domestic

 

Poland domestic’s sales on a currency-neutral basis increased by $18.6 million, from $57.2 million for the three-month period ended 
June 30, 2015 to $75.8 million for the three-month period ended June 30, 2016. This change was driven mainly by: 

 domestic sales volume growth of $5.9 million – total sales by volume in Poland increased by 10.8% in the second quarter of 
2016, increasing market share by 5.6 percentage points to 41.7% as at the quarter-end compared to the second quarter of 
2015. Since February 2015, we are the No.1 player on Polish vodka market and since February 2016, Soplica became the 
flavored vodka market leader holding around 24% of the flavoured vodka market share as of June 2016. Domestic growth 
was driven mainly by: 

o the continued success of the Żubrówka brands – which increased by 5.2% compared to the second quarter of 

2015 and reached 1.6 million nine-liter cases sold in the second quarter of 2016, 

o increase by 26.5% or 145 thousand nine-liter cases sold of Soplica vodkas,  

o growth of 43.1% or 29 thousands nine-liter cases of Grant’s whisky by volume, 

o an increase of 28 thousand nine-liter cases or 13.6% in Carlo Rossi wines by volume, 

 a favourable price, channel and brand mix impact, net of the excise tax increase of $10.6 million, 

 a lower level of discounts and allowances of $2.0 million,  

 a lower trade marketing expenses of $0.6 million 

 offset by other factors with a negative impact of $0.5 million. 

The negative foreign exchange effect from the weakening of the Polish zloty against the US dollar accounted for $3.5 million negative 
effect on sales. 
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Changes in net sales value of the Russia domestic segment   

 Net sales for the three-month period ended June 30, 2015  $                   66,887 

 Domestic sales volume decline                 (18,371)

 Price, channel and brand mix impact net of excise tax increase effect                   14,001 

 Discounts & allow ances including trade marketing expenses                   (6,304)

 Excise                   (1,762)

 Other changes                            2 

 Net sales for the three-month period ended June 30, 2016 excluding foreign exchange impact                   54,453 

 Foreign exchange impact                 (10,381)

 Net sales for the three-month period ended June 30, 2016 $                   44,072 

Changes in Net Sales - Russia domestic

 

Sales in Russia on a currency-neutral basis decreased by $12.4 million, from $66.9 million for the three-month period ended June 
30, 2015 to $54.5 million for the three-month period ended June 30, 2016, mainly as a result of: 

 depreciation of the local currencies against the US dollar, which led to a reduction in real consumer income, resulted in a 
reduced domestic sales volume and caused our gross profit in US dollar terms to be lower by $18.4 million, 

 total domestic sales volume decline is due to the decrease in sales of low margin economy vodka and wine category, which 
was at the same time positively impacted by growth in premium brands sales, 

 discounts and trade marketing expenses increased by $6.3 million, 

 excise increase by $1.8 million.  

We have taken several actions to protect our results in Russia. These actions positively impacted our net sales mainly a favorable 
price, channel and brand mix, net of the excise tax increase, had a positive impact of $14.0 million in the three-month period ended 
June 30, 2016. 

Negative foreign exchange effect from the significant weakening of the Russian ruble against the US dollar accounted for $10.4 million 
decrease in sales. 

Changes in net sales value of the International segment 

 Net sales for the three-month period ended June 30, 2015  $                   12,547 

 Domestic sales volume decline                   (8,624)

 Price, channel and brand mix impact net of excise tax increase effect                     4,244 

 Discounts & allow ances                   10,564 

 Trade marketing expenses                      (305)

 Excise                      (960)

 RDL acquisition                   13,162 

 Other changes                        (27)

 Net sales for the three-month period ended June 30, 2016 excluding foreign exchange impact                   30,601 

 Foreign exchange impact                   (1,841)

 Net sales for the three-month period ended June 30, 2016 $                   28,760 

Changes in Net Sales - International

 

International’s sales on a currency-neutral basis increased by $18.1 million, from $12.5 million for the three-month period ended 
June 30, 2015 to $30.6 million for the three-month period ended June 30, 2016. This change was driven mainly by: 

 the acquisition of RDL and consolidation of its results for the second quarter of 2016, contributed $13.2 million, 

 positive effect on discounts, allowances and trade marketing of $10.3 million, 

 decrease of $8.6 million in international sales, 

 a favourable price, channel and brand mix of $4.2 million as a result of corrective actions undertaken to mitigate the results 
of the difficult geopolitical situation in Ukraine and depreciation of local currencies against the US dollar in the CIS countries, 
which led to inflationary price increases and a decline in consumer income. 

Negative foreign exchange effect from the weakening of the functional currencies of our International segments, namely Polish zloty, 
Russian ruble, Hungarian forint, Ukrainian hryvnia and euro, against the US dollar accounted for $1.8 million, causing total net sales 
for the three-month period ended June 30, 2016 amounting to $28.7 million to be higher by $16.3 million compared to previous period. 

Expansion of the international business 

In the second quarter of 2016, we continued efforts to expand our international business (i.e. sales to markets other than Poland and 
Russia). We noted growing depletions in our international business. We recorded a 139.4% increase in our international sales 
volumes, growing from 465 thousand nine-liter cases for the three-month period ended June 30, 2015 to 1.1 million nine-liter cases 
for the three-month period ended June 30, 2016. Our international sales value increased by 129.2%, from $12.5 million for the three-
month period ended June 30, 2015 to $28.8 million for the three-month period ended June 30, 2016.  
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Total international volumes (thousands of nine-liter cases) and net sales are presented below: 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

International sales - volume 

(thousands of 9 liter cases)
                            465                          1,113                648 139.4%

International sales - value $                        12,547 $                        28,760  $           16,213 129.2%

International Sales

three-month period ended 

June 30, 2016 vs. 

three-month period ended 

June 30, 2015

 

Gross Profit  

On a currency-neutral basis gross profit increased by $14.8 million for the three-month period ended June 30, 2016 compared to 
$46.9 million for the three-month period ended June 30, 2015. Gross profit, as a percentage of net sales, increased by 5.6 percentage 
points from 34.4% for the three-month period ended June 30, 2015 to 40.0% for the three-month period ended June 30, 2016.  

Favourable foreign exchange effect amounted to $3.7 million, causing total gross profit for the three-month period ended June 30, 
2016 amounting to $58.0 million to be higher by $11.1 million compared to previous year. 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

Gross profit reported $ 46,934                     $ 58,010                      $        11,076 23.6%

Foreign exchange impact 3,745                                3,745  -

Gross profit at constant foreign exchange rate $                      46,934 $                      61,755  $        14,821 31.6%

three-month period 

ended June 30, 2016 

vs. three-month period 

ended June 30, 2015

 

Operating expenses  

Operating expenses comprise selling, general and administrative expenses (“SG&A”) and impairment charges. SG&A consists of 
staff costs, warehousing and transportation costs, marketing expenses, administrative expenses and non-production depreciation 
and amortization. Total operating costs increased by $4.4 million, from $40.2 million for the three-month period ended June 30, 2015 
to $44.6 million for the three-month period ended June 30, 2016. This change was primarily driven by negative exchange differences 
of $4.9 million partially offset by increased transportation and marketing expenses, which are in line with increased sales.  

The following table presents the items of operating expenses. 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Staff costs  $                        22,605  $                        20,473  $               2,132 9.4%

Warehousing and transportation                          7,437                          5,929               1,508 20.3%

Marketing                          4,840                          4,851                  (11)  (0.2%)

Administrative and other operating expenses                          2,662                        10,144             (7,482)  (281.1%)

Depreciation and amortization                          1,816                          1,901                  (85)  (4.7%)

Selling, general and administrative 

expenses
 $                        39,360  $                        43,298  $             (3,938)  (10.0%)

Provision for doubtful debts                             861                          1,287                (426)  (49.5%)

Total operating costs  $                        40,221  $                        44,585  $             (4,364)  (10.9%)

Total operating costs as % of net sales 29.4% 30.7%

Operating Expenses

three-month period ended 

June 30, 2016 vs. 

three-month period ended 

June 30, 2015

 

Total SG&A increased by $3.9 million from $39.4 million for the three-month period ended June 30, 2015 to $43.3 million for the 

three-month period ended June 30, 2016 and, as a percent of net sales, it increased by 1.0 percentage point from 28.8% for the 
three-month period ended June 30, 2015 to 29.8% for the three-month period ended June 30, 2016. 

Staff costs were reduced by $2.1 million from $22.6 million for the three-month period ended June 30, 2015 to $20.5 million for 

the three-month period ended June 30, 2016. This decrease was mainly a result of positive foreign exchange rate effect of $2.6 
million and staff reduction, which were partially offset with the consolidation of RDL results for the first quarter of 2016, which 
contributed $2.2 million.  

Warehousing and transportation costs were reduced by $1.5 million from $7.4 million for the three-month period ended June 30, 

2015 to $5.9 million for the three-month period ended June 30, 2016, of which $0.9 million is a result of positive foreign exchange 
rate changes, partially offset by increased transportation expenses which follow the increase in sales and by RDL contribution of 
$0.5 million.  

Marketing costs remained stable and amounted to $4.8 million for the three-month period ended June 30, 2015 and to $4.9 million 

for the three-month period ended June 30, 2016, of which $0.3 million is a result of positive foreign exchange rate changes whereas 
the rest of the change is related to higher marketing investments to increase brand equity and market share in Poland and to expenses 
related promotion of vodka produced in Poland which is sold on the Ukrainian market. 
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Administrative expenses increased by $7.5 million from $2.7 million for the three-month period ended June 30, 2015 to 

$10.1 million for the three-month period ended June 30, 2016. Administrative expenses mainly consist of legal, professional and 
office costs. The increase is mainly due to the non-recurring professional fees related to the debt restructuring. 

Depreciation and amortization increased by $0.1 million from $1.8 million for the three-month period ended June 30, 2015 to 

$1.9 million for the three-month period ended June 30, 2016.  

Operating Income / (Loss)  

Total operating income increased by $6.7 million from $6.7 million for the three-month period ended June 30, 2015 to $13.4 million 

for the three-month period ended June 30, 2016, mainly due to the impact of the good operating results in Poland, Russia and 
International markets, partially offset by increased corporate overheads.  

The following table summarizes the segmental split of operating income/(loss):  

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

Poland domestic                           8,758                   17,147              8,389 95.8%

Foreign exchange impact                        925                 925  -

Poland domestic at constant foreign 

exchange rate
                          8,758                   18,072              9,314 106.3%

Russia domestic                          (1,550)                        235              1,785  -

Foreign exchange impact                      (447)               (447)  -

Russia domestic at constant foreign 

exchange rate
                         (1,550)                      (212)              1,338 86.3%

International                           2,627                     3,865              1,238 47.1%

Foreign exchange impact                   (1,769)            (1,769)  -

International at constant foreign exchange                           2,627                     2,096               (531)  (20.2%)

General corporate overhead                          (3,122)                   (7,822)            (4,700)  (150.5%)

Foreign exchange impact                        103                 103  -

General corporate overhead at constant 

foreign exchange rate
                         (3,122)                   (7,719)            (4,597)  (147.2%)

Total Operating Income / (Loss) 

reported
 $                           6,713  $                   13,425  $              6,712 100.0%

Foreign exchange impact                                   -                   (1,188)            (1,188)  -

Total Operating Income / (Loss) at 

constant foreign exchange rate
 $                           6,713  $                   12,237  $              5,524 82.3%

Operating Income / (Loss)

three-month period ended 

June 30, 2016 vs. three-

month period ended June 30, 

2015

six-month period ended June 

 

 

Operating income in Poland domestic, on a currency neutral basis, increased by $9.3 million (approximately 106.3%) from 

$8.8 million for the three-month period ended June 30, 2015 to $18.1 million for the three-month period ended June 30, 2016, mainly 
due to the increase in net sales of $18.6 million together with lower cost of goods sold of $7.5 million related to higher volumes sold 
and increase of spirit and sugar prices and the $1.8 million decrease in operating expenses. A negative foreign exchange effect from 
the weakening of the Polish zloty against the US dollar accounted for $0.9 million, causing operating income in Poland for the three-
month period ended June 30, 2016 amounting to $17.1 million to be higher by $8.4 million compared to previous period. 

Operating income in Russia domestic, on a currency neutral basis, increased by $1.3 million (approximately 86.3%) from a 

loss of $1.6 million for the three-month period ended June 30, 2015 to a loss of $0.2 million for the three-month period ended June 
30, 2016, mainly as a result of the $12.4 million decline in net sales, offset by savings in cost of sales of $12.1 million and in operating 
costs of $1.7 million. A positive foreign exchange effect from the strengthening of the Russian ruble against the US dollar accounted 
for $0.4 million, causing operating income in Russia for the three-month period ended June 30, 2016 amounting to $0.2 million to be 
higher by $1.8 million compared to the previous year. 

Operating income in International, on a currency neutral basis, decreased by $0.5 million (approximately 20.2%) from 

$2.6 million for the three-month period ended June 30, 2015 to $2.1 million for the three-month period ended June 30, 2016, mainly 
as a result of the acquisition of RDL contributing  loss of $3.4 million, favorable impact of our portfolio optimization in relation to health 
tax introduction in Hungary and better performance in Ukraine, which focused on selling brands produced in Poland. A positive foreign 
exchange effect from the strengthening of our functional currencies against the US dollar accounted for $1.8 million, causing operating 
income in International for the three-month period ended June 30, 2016 to be higher by $1.2 million compared to previous year and 
amounting to $3.9 million.  

See Overview above for a discussion of the reasons for the changes in results. 

Corporate overheads increased by $4.7 million (approximately 150.5%) from $3.1 million for the three-month period ended June 

30, 2015 to $7.8 million for the three-month period ended June 30, 2016, mainly as a result of the non-recurring professional fees 
related to discussions with bondholders relating to a potential deleveraging of the NSSN and NSJCN. All recurring corporate costs 
are strictly monitored.  
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EBITDA 

The Company’s Management assesses the performance of the business based on the EBITDA i.e. operating income adjusted  for 
depreciation and impairment charges. Our EBITDA increased by $7.0 million, or 75.3%, from $9.3 million for the three-month period 
ended June 30, 2015 to $16.2 million for the three-month period ended June 30, 2016. The tables below present a reconciliation of 
our operating results to EBITDA and our EBITDA by segment. 

In previous years, Management assessed the performance of the business based on Underlying EBITDA, i.e. operating income 
adjusted for depreciation, impairment charges and other excluded items. Underlying EBITDA is now used as an additional measure 
of performance.  

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Operating income / (loss) $                           6,713 $                    13,425  $            6,712 100.0%

Depreciation and amortization                           2,553                      2,818               265 10.4%

EBITDA                           9,266                    16,243            6,977 75.3%

Other excluded items (non US 

GAAP measures)
                          7,486                      6,010          (1,476)  (19.7%)

Total Underlying EBITDA $                         16,752 $                    22,253  $            5,501 32.8%

three-month period ended 

June 30, 2016 vs. 

three-month period ended 

June 30, 2015

Underlying EBITDA (non US GAAP measure) to Operating Income reconciliation

 

Segment

Poland domestic $                      10,368 $                     18,942  $                8,574 82.7%

Russia domestic                         (694)                       1,178                1,872  -

International                        2,700                       3,937                1,237 45.8%

Corporate                      (3,108)                     (7,814)               (4,706)  (151.4%)

Total EBITDA $                        9,266 $                     16,243  $                6,977 75.3%

EBITDA (non US GAAP measure)

three-month period 

ended 

three-month period 

ended 

three-month period ended June 

30, 2016 vs. 

three-month period ended June 

30, 2015

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

 

Segment

Poland domestic $                      15,535 $                     19,040  $                3,505 22.6%

Russia domestic                        1,597                       1,171                  (426)  (26.7%)

International                        2,728                       3,939                1,211 44.4%

Corporate                      (3,108)                     (1,897)                1,211 39.0%

Total Underlying EBITDA $                      16,752 $                     22,253  $                5,501 32.8%

three-month period ended June 

30, 2016 vs. 

three-month period ended June 

30, 2015

 Underlying EBITDA (non US GAAP measure)

three-month period 

ended 

June 30, 2016June 30, 2015

(unaudited) (unaudited)

three-month period 

ended 

 

 

We recognized $7.5 million and $6.0 million of excluded items in the three-month periods ended June 30, 2015 and 2016, respectively. 
In the three-month period ended June 30, 2015 excluded items related mainly to the impact of destocking (optimization of distributors’ 
inventory levels) in Russia. In the three-month period ended June 30, 2016 these mainly apply to the non-recurring advisory costs 
related to the debt restructuring. Over two years we destocked approximately 2 million nine-liter cases. Had the destocking not been 
done, our cumulative EBITDA for 2014-2015 would be approximately $25.0 million higher.  

Notwithstanding the substantial weakening of our local currencies, the decline in the purchasing power of the citizens in Russia, and 
the CIS countries, destocking, and political headwinds, the Company’s performance remains solid with our EBITDA in the three-
month period ended June 30, 2016 amounting to $16.2 million, as compared to $9.3 million for the three-month period ended 
June 30, 2015. 

three-month 

period ended 

three-month 

period ended 

three-month 

period ended 

three-month 

period ended 

Total twelve 

months

September 30, 2015 December 31, 2015 March 31, 2016 June 30, 2016 June 30, 2016

Poland domestic  $                 10,624  $                 10,378  $                   8,272  $                 18,942  $                      48,216 

Russia domestic                   9,532                   9,650                 (5,208)                   1,178                      15,152 

International                      835                   6,810                   5,460                   3,937                      17,042 

Corporate                    (673)                 (1,833)                 (2,455)                 (7,814)                    (12,775)

Total EBITDA  $                 20,318  $                 25,005  $                   6,069  $                 16,243  $                      67,635 

Last twelve months  EBITDA (non US GAAP measure)
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three-month 

period ended 

three-month 

period ended 

three-month 

period ended 

three-month 

period ended 

Total twelve 

months

September 30, 2015 December 31, 2015 March 31, 2016 June 30, 2016 June 30, 2016

Poland domestic  $                 13,167  $                 17,974  $                   8,355  $                 19,040  $                      58,536 

Russia domestic                 12,744                 11,611                 (5,202)                   1,171                      20,324 

International                      841                   6,821                   5,463                   3,939                      17,064 

Corporate                    (672)                 (1,833)                 (1,827)                 (1,897)                      (6,229)

Total Underlying EBITDA  $                 26,080  $                 34,573  $                   6,789  $                 22,253  $                      89,695 

Last twelve months Underlying EBITDA (non US GAAP measure)

 

Our EBITDA in the second quarter of the year is not indicative of the full year results because of seasonality. 

The table below presents the significance of seasonality by quarter in our statements of operations for the last four quarters ended 
June 30, 2015 and June 30, 2016.  

Third Quarter Fourth Quarter First Quarter Second Quarter

2015 2015 2016 2016

Net sales $ 141,922             $ 188,377             $ 109,985             $ 145,163             

Seasonality* 21.6% 33.6% 19.1% 25.9%

Gross profit 51,662               61,614               40,531               58,010               

Third Quarter Fourth Quarter First Quarter Second Quarter

2014 2014 2015 2015

Net sales $ 211,207             $ 243,614             $ 107,488             $ 136,626             

Seasonality* 30.2% 34.9% 15.4% 19.5%

Gross profit 82,373               85,443               44,748               46,934                 

*Net sales for the given period as a percentage of the total net sales for the relevant four quarters as presented in the table. 

Interest Income / (Expense) 

Total net interest expense increased by approximately 4.9%, or $1.1 million, from $21.9 million for the three-month period ended 
June 30, 2015 to $22.9 million for the three-month period ended June 30, 2016. This increase was primarily driven by higher interest 
expense from Notes and other borrowings due to higher balance of Notes resulting from capitalization of PIK interest, as well as 
higher other borrowings balance. 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Interest income $ 2,799 $ 3,646  $               847 30.3%

Interest expense

Notes $                      (16,980) $                      (17,556)  $             (576)  (3.4%)

Other borrow ings                        (7,675)                        (9,026)          (1,351)  (17.6%)

Total interest expense $                      (24,655) $                      (26,582)  $          (1,927)  (7.8%)

Total interest income / (expense), net $                      (21,856) $                      (22,936)  $          (1,080)  (4.9%)

Interest Income / (Expense)

three-month period ended 

June 30, 2016 vs. 

three-month period ended 

June 30, 2015

 

Other Financial Income / (Expense) 

The Company recognized $6.2 million of foreign exchange gains and $13.8 million of foreign exchange losses for the three-month 
periods ended June 30, 2015 and June 30, 2016, respectively. 

Foreign exchange gains in the second quarter of 2015 include the negative impact of foreign exchange translation of approximately 
$15.7 million related to bond proceeds on-lent in US dollars to subsidiaries having local functional currencies different from US dollar. 
These foreign exchange losses are offset by net foreign exchange losses of approximately $9.5 million arising on other loans and 
other balance sheet items.  

Foreign exchange losses in the second quarter of 2016 include the negative impact of foreign exchange translation of approximately 
$13.5 million related to bond proceeds on-lent in US dollars to subsidiaries having local functional currencies different from US dollar. 
These foreign exchange losses are offset by net foreign exchange losses of approximately $27.3 million arising on other loans and 
other balance sheet items. 
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three-month period 

ended 

three-month period 

ended 

June 30, 2016

(unaudited) (unaudited)

Unrealized foreign exchange impact 

related to foreign currency financing
$                        7,623                       17,589 $                 9,966 130.7%

Unrealized foreign exchange impact - 

other balance sheet items
                        (301)                       (3,210)               (2,909)  (90.6%)

Other gains / (losses)                      (1,169)                          (556)                    613 -

Total foreign exchange gains / 

(losses), net
$                        6,153 $                       13,823 $                 7,670 124.7%

June 30, 2015

Foreign exchange gains / (losses), net

three-month period ended 

June 30, 2016 vs. 

three-month period ended 

June 30, 2015

 

Other Non-Operating Expenses  

Total other non-operating expenses increased by $2.5 million from $6.0 million for the three-month period ended June 30, 2015 to 
$8.5 million for the three-month period ended June 30, 2016.  

The main items included in other non-operating expenses are as follows:  
 

 the cost of bank guarantees, which decreased by $0.4 million from $1.2 million to $0.8 million for the three-month periods 
ended June 30, 2015 and June 30, 2016, respectively;  

 factoring expenses amounting to $4.4 million and $6.6 million for the three-month periods ended June 30, 2015 and June 
30, 2016, respectively;  

 

three-month period 

ended 

three-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Factoring costs and bank fees $                        (5,540) $                        (7,398) $          (1,858)  (25.1%)

Other gains / (losses)                           (435)                        (1,133)             (698)  (61.6%)

Total other non-operating income / 

(expense), net
 $                        (5,975) $                        (8,531) $          (2,556)  (30.0%)

Non-operating Income / (Expense)

three-month period 

ended June 30, 2016 

vs. three-month period 

ended June 30, 2015

 

Income Tax 

The tax benefit for the three-month period ended June 30, 2015 was $2.9 million, which represents an effective tax rate for this period 
of negative 19.2%. Our tax benefit for the three-month period ended June 30, 2016 was $0.3 million which represents an effective 
tax rate for this period of positive 8.1%. The difference between the effective tax rate and the statutory rates (20% in Russia, 19% in 
Poland and Hungary, 18% in Ukraine and 35% in the United States) was primarily due to the valuation allowance recorded against 
tax loss carryforwards that the Company believes will not be utilized in the future. 
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Results of operations: six-month period ended June 30, 2015 compared to six-month period ended June 30, 2016 

The following discussion and analysis relates to items that have affected the results of operations of the six-month periods ended 
June 30, 2015 and 2016, respectively. This analysis should be read in conjunction with our unaudited interim condensed consolidated 
financial statements and the accompanying notes thereto included in this Form 10-Q. 

A summary of the Company’s operating performance is presented below. 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

 Sales  $                  612,213 $                    629,311 $       17,098 2.8%

 Sales to Related Parties                      1,002                        1,895            893 89.1%

 Excise taxes                 (369,101)                  (376,058)       (6,957)  (1.9%)

 Net sales                   244,114                    255,148       11,034 4.5%

 Cost of goods sold                   151,678                    153,413       (1,735)  (1.1%)

 Cost of goods sold to Related Parties                         754                        3,194       (2,440)  (323.6%)

 Gross profit                     91,682                      98,541         6,859 7.5%

 Selling, general and administrative expenses                     77,858                      80,368       (2,510)  (3.2%)

 Provision for doubtful debts                         787                        1,328          (541)  (68.7%)

 Operating income / (loss)                    13,037                      16,845         3,808 29.2%

 Non-operating income / (expense), net 

 Interest income                         117                             15          (102)  (87.2%)

 Interest income from Related Parties                       5,197                        7,208         2,011 38.7%

 Interest expense                  (43,590)                    (45,351)       (1,761)  (4.0%)

 Interest expense to Related Parties                     (3,459)                      (6,034)       (2,575)  (74.4%)

 Foreign exchange gains / (losses), net                      5,773                      16,661       10,888 188.6%

 Other non-operating income / (expense), net                     (9,489)                    (13,717)       (4,228)  (44.6%)

 Income / (Loss) before income taxes                  (32,414)                    (24,373)         8,041 24.8%

 Income tax benefit / (expense)                    (2,172)                           635         2,807  -

 Net loss                   (34,586)                    (23,738)       10,848 31.4%

 Less net income / (loss) attributable to non-controlling 

interest 
                        (62)                           (42)              20 32.3%

 Net income / (loss) attributable to the Company                  (34,524)                    (23,696)       10,828 31.4%

 Net income / (loss) per share: basic and diluted $               (3,452.40) $                 (2,369.60) $    1,082.80 31.4%

 Other comprehensive income / (loss), net of tax 

 Foreign currency translation adjustments, net of tax $0                  (22,798)                    (15,810)         6,988 30.7%

 Comprehensive income / (loss)  $                  (57,384) $                    (39,548) $       17,836 31.1%

 Less comprehensive loss attributable to non-controlling 

interest 
                        (62)                           (42)              20 32.3%

 Comprehensive income / (loss) attributable to the 

Company 
$                  (57,322) $                    (39,506) $       17,816 31.1%

six months ended 30 

June, 2016 vs. six months 

ended June 30, 2015

 

 

Net Sales  

Net sales represent total sales net of all customer rebates, excise tax on production and imports and value added tax.  

Our business split by segment, which represents our primary geographic locations of operations, Poland domestic, Russia domestic 
and International, is presented below: 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Segment

Poland domestic $                    108,048 $                    132,376  $     24,328 22.5%

Russia domestic                    113,783                      72,979   (40,804)  (35.9%)

International                      22,283                      49,793     27,510 123.5%

Total Net Sales $                    244,114 $                    255,148  $     11,034 4.5%

six-month period 

ended June 30, 2016 

vs. six-month period 

ended June 30, 2015

Net Sales
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Net Sales Key Highlights 

six-month 

period ended 

six-month 

period ended 

June 30, 2015 June 30, 2016

Net Sales reported $           244,114           255,148  $              11,034 4.5%

Foreign exchange impact             26,008              26,008  -

Net sales at constant foreign exchange rate $           244,114           281,156  $              37,042 15.2%

of w hich:

Poland domestic           108,048           139,009              30,961 28.7%

Russia domestic           113,783             89,225            (24,558)  (21.6%)

International             22,283             52,922              30,639 137.5%

Net sales at constant foreign exchange rate $           244,114           281,156  $              37,042 15.2%

Segment Net Sales

six-month period ended June 

30, 2016 vs. six-month period 

ended June 30, 2015

 

On a currency-neutral basis, our total net sales increased by approximately 15.2% or 37.0 million.  

 sales in Poland increased by 28.7% on a currency-neutral basis as a result of a higher volumes sold by 18.1% on the 
domestic market, 

 sales in the Russian segment decreased by 21.6% on a currency-neutral basis as a result of a reduction in real consumer 
income, strong position of Status Group selling cheap (at a legal minimum price of 185 Russian rubles) vodka, where at this 
price point we would generate a negative margins and inflationary price increases,  

 sales for International increased by 137.5% on a currency-neutral basis as a result of RDL acquisition and synergies with 
our related parties. 

The negative foreign exchange impact contributed $26.0 million to the total change. Total net sales increased by $11.0 million 
(approximately 4.5%) from $244.1 million for the six-month period ended June 30, 2015 to $255.1 million for the six-month period 
ended June 30, 2016.  

Changes in net sales value of the Poland domestic segment 

 Net sales for the six-month period ended June 30, 2015  $                 108,048 

 Domestic sales volume increase                   22,653 

 Price, channel and brand mix impact net of excise tax increase effect                     9,152 

 Discounts & allow ances                      (123)

 Trade marketing expenses                      (799)

 Other changes                          76 

 Net sales for the six-month period ended June 30, 2016 excluding foreign exchange impact                 139,007 

 Foreign exchange impact                   (6,631)

 Net sales for the six-month period ended June 30, 2016 $                 132,376 

Changes in Net Sales - Poland domestic

 

Poland domestic’s sales on a currency-neutral basis increased by $31.0 million, from $108.0 million for the six-month period ended 
June 30, 2015 to $139.0 million for the six-month period ended June 30, 2016. This change was driven mainly by: 

 domestic sales volume growth of $22.7 million – total sales by volume in Poland increased by 18.1% in the first half of 2016, 
increasing market share by 5.6 percentage points to 41.7% as at the quarter-end compared to the second quarter of 2015. 
Since February 2015, we are the No.1 player on Polish vodka market and since February 2016, Soplica became the flavored 
vodka market leader holding around 24% of the falovoured vodka market share. Domestic growth was driven mainly by: 

o the continued success of the Żubrówka brands – which increased by 18.0% comparing to the six-month period 
ended June 30, 2015 and reached 3.0 million nine-liter cases sold in the first half of 2016, 

o increase by 28.9% or 308 thousand nine-liter cases sold of Soplica vodkas,  

o growth of 29.4% or 41 thousands nine-liter cases of Grant’s whisky by volume, 

o an increase of 86 thousand nine-liter cases or 22.9% in Carlo Rossi wines by volume, 

 a favourable price, channel and brand mix impact, net of the excise tax increase of $9.2 million, 

 decreased trade marketing expenses of $0.8 million, 

 negative impact of discounts and allowances of $0.1 million,  

 other factors with a positive impact of $0.1 million. 

The negative foreign exchange effect from the weakening of the Polish zloty against the US dollar accounted for $6.6 million on sales. 
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Changes in net sales value of the Russia domestic segment  

 Net sales for the six-month period ended June 30, 2015  $                 113,783 

 Domestic sales volume decline                 (31,862)

 Price, channel and brand mix impact net of excise tax increase effect                   25,292 

 Discounts & allow ances including trade marketing expenses                 (11,045)

 Excise                   (3,105)

 Other changes                   (3,838)

 Net sales for the six-month period ended June 30, 2016 excluding foreign exchange impact                   89,225 

 Foreign exchange impact                 (16,246)

 Net sales for the six-month period ended June 30, 2016 $                   72,979 

Changes in Net Sales - Russia

 

Sales in Russia on a currency-neutral basis decreased by $24.6 million, from $113.8 million for the six-month period ended June 30, 
2015 to $89.2 million for the six-month period ended June 30, 2016, mainly as a result of: 

 depreciation of the local currencies against the US dollar, which led to a reduction in real consumer income, resulted in 
a reduced domestic sales volume and caused our gross profit in US dollar terms to be lower by $31.9 million, 

 total domestic sales volume decline is due to decrease in sales of low margin economy vodka and wine category, which was 
at the same time positively impacted by growth in premium brands sales, 

 discounts and trade marketing expenses increased by $11.0 million. 

We have taken several actions to protect our results in Russia. These actions positively impacted our net sales mainly a favorable 
price, channel and brand mix, net of the excise tax increase, had a positive impact of $25.3 million in the six-month period ended 
June 30, 2016. 

Negative foreign exchange effect from the significant weakening of the Russian ruble against the US dollar accounted for $16.2 million 
negative effect on sales. 

Changes in net sales value of the International segment  

 Net sales for the six-month period ended June 30, 2015  $                   22,283 

 Domestic sales volume decline                   (7,010)

 Price, channel and brand mix impact net of excise tax increase effect                        835 

 Discounts & allow ances                   11,721 

 Trade marketing expenses                      (248)

 Excise                        647 

 RDL acquisition                   24,743 

 Other changes                        (49)

 Net sales for the six-month period ended June 30, 2016 excluding foreign exchange impact                   52,922 

 Foreign exchange impact                   (3,129)

 Net sales for the six-month period ended June 30, 2016 $                   49,793 

Changes in Net Sales - International

 

International’s sales on a currency-neutral basis increased by $30.6 million, from $22.3 million for the six-month period ended June 
30, 2015 to $52.9 million for the six-month period ended June 30, 2016. This change was driven mainly by: 

 the acquisition of RDL and consolidation of its results for the first half of 2016, contributed $24.7 million, 

 positive effect on discounts, allowances and trade marketing of $11.5 million, 

 decrease of $7.0 million in international sales, 

 favorable effect on excise of $0.6 million mainly driven by adjusting our portfolio to meet health tax requirement introduced 
in Hungary in 2015, 

 favorable effect on price, channel and brand mix of $0.8 million. 

Negative foreign exchange effect from the weakening of the functional currencies of our International segments, namely Polish zloty, 
Russian ruble, Hungarian forint, Ukrainian hryvnia and euro, against the US dollar accounted for $3.1 million, causing total net sales 
for the six-month period ended June 30, 2016 amounting to $52.9 million to be higher by $30.6 million compared to previous period. 

Expansion of the international business 

In the first half of 2016, we continued efforts to expand our International business (i.e. sales to markets other than Poland and Russia). 
We noted growing depletions in our international business. We recorded a 122.5% increase in our international sales volumes, 
growing from 828 thousand nine-liter cases for the six-month period ended June 30, 2015 to 1.8 million nine-liter cases for the six-
month period ended June 30, 2016. Our international sales value increased by 123.5%, from $22.3 million for the six-month period 
ended June 30, 2015 to $49.8 million for the six-month period ended June 30, 2016.  
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Total international volumes (thousands of nine-liter cases) and net sales are presented below: 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

International sales - volume 

(thousands of 9 liter cases)
                            828                          1,842            1,014 122.5%

International sales - value $                        22,283  $                        49,793  $          27,510 123.5%

International Sales

Six months ended June 30, 

2016 vs. six months ended 

June 30, 2015

 

Gross Profit  

On a currency-neutral basis gross profit increased by $0.4 million, from $91.7 million for the six-month period ended June 30, 2015 
to $92.1 million for the six-month period ended June 30, 2016. Gross profit, as a percentage of net sales, increased by 1.0 percentage 
points from 37.6% for the six-month period ended June 30, 2015 to 38.6% for the six-month period ended June 30, 2016.  

Positive foreign exchange effect accounted to $6.5 million, causing total gross profit for the six-month period ended June 30, 2016 
amounting to $98.5 million to be higher by $6.9 million compared to previous year. 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

Gross profit reported $ 91,682                     $ 98,541                      $          6,859 7.5%

Foreign exchange impact (6,464)                            (6,464)  -

Gross profit at constant foreign exchange rate $                      91,682 $                      92,077  $             395 0.4%

six-month period ended 

June 30, 2016 vs. six-

month period ended 

June 30, 2015

 

Operating expenses  

Operating expenses comprise selling, general and administrative expenses (“SG&A”) and impairment charges. SG&A consists 
of staff costs, warehousing and transportation costs, marketing expenses, administrative expenses and non-production depreciation 
and amortization. Total operating costs increased by $3.1 million, from $78.6 million for the six-month period ended June 30, 2015 to 
$81.7 million for the six-month period ended June 30, 2016. This change was primarily driven by positive exchange differences 
of $9.1 million offset by increased non-recurring advisors’ fees related to to discussions with bondholders relating to a potential 
restructuring of the NSSN and NSJCN.   

The following table presents the items of operating expenses. 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Staff costs  $                        44,002  $                        40,385  $               3,617 8.2%

Warehousing and transportation                        13,382                        11,490               1,892 14.1%

Marketing                          8,986                          9,315                (329)  (3.7%)

Administrative and other operating expenses                          8,019                        15,543             (7,524)  (93.8%)

Depreciation and amortization                          3,469                          3,635                (166)  (4.8%)

Selling, general and administrative 

expenses
 $                        77,858  $                        80,368  $             (2,510)  (3.2%)

Provision for doubtful debts                             787                          1,328                (541)  (68.7%)

Total operating costs  $                        78,645  $                        81,696  $             (3,051)  (3.9%)

Total operating costs as % of net sales 32.2% 32.0%

Operating Expenses

Six months ended June 30, 

2016 vs. six months ended 

June 30, 2015

 

Total SG&A were increased by $2.5 million from $77.9 million for the six-month period ended June 30, 2015 to $80.4 million for 

the six-month period ended June 30, 2016 and, as a percent of net sales, they decreased by 0.2 percentage points from 32.2% for 
the six-month period ended June 30, 2015 to 32.0% for the six-month period ended June 30, 2016. 

Staff costs were reduced by $3.6 million from $44.0 million for the six-month period ended June 30, 2015 to $40.4 million for the 

six-month period ended June 30, 2016. This decrease was mainly a result of positive foreign exchange rate effect of $5.1 million and 
reversal of bonuses, which were partially offset with the consolidation of RDL results for the first quarter of 2016, which contributed 
$3.2 million.  

Warehousing and transportation costs were reduced by $1.9 million from $13.4 million for the six-month period ended June 30, 

2015 to $11.5 million for the six-month period ended June 30, 2016, of which $1.6 million is a result of positive foreign exchange rate 
changes, partially offset by increased transportation expenses which follow the increase in sales and by RDL contribution of 
$0.9 million.  

Marketing costs increased by $0.3 million from $9.0 million for the six-month period ended June 30, 2015 to $9.3 million for the 

six-month period ended June 30, 2016, of which $1.0 million is RDL contribution offset by $0.6 million of foreign exchange rate 
changes. 

Administrative expenses increased by $7.5 million and amounted to $15.5 million for the six-month period ended June 30, 2015 

and for the six-month period ended June 30, 2016. Administrative expenses mainly consist of legal, professional and office costs. 
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The increase is mainly driven by the non-recurring advisory services’ costs related to to discussions with bondholders relating to 
a potential deleveraging of the NSSN and NSJCN.  

Depreciation and amortization remained stable and amounted to $3.6 million for the six-month period ended June 30, 2015 

compared to $3.5 million for the six-month period ended June 30, 2016.  

Operating Income / (Loss)  

Total operating income increased by $3.8 million from $13.0 million for the six-month period ended June 30, 2015 to $16.8 million 

for the six-month period ended June 30, 2016, mainly due to the impact of the good operating results in Poland and International 
markets, partially offset by increased corporate overheads and underperformance of our Russian business in the first quarter of 2016.  

The following table summarizes the segmental split of operating income/(loss):  

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

Poland domestic                         15,112                   23,734              8,622 57.1%

Foreign exchange impact                     1,099              1,099  -

Poland domestic at constant foreign 

exchange rate
                        15,112                   24,833              9,721 64.3%

Russia domestic                                49                   (5,827)            (5,876)  -

Foreign exchange impact                   (1,386)            (1,386)  -

Russia domestic at constant foreign 

exchange rate
                               49                   (7,213)            (7,262)  -

International                           3,831                     9,223              5,392 140.7%

Foreign exchange impact                   (2,485)            (2,485)  -

International at constant foreign exchange                           3,831                     6,738              2,907 75.9%

General corporate overhead                          (5,955)                 (10,285)            (4,330)  (72.7%)

Foreign exchange impact                          90                   90  -

General corporate overhead at constant 

foreign exchange rate
                         (5,955)                 (10,195)            (4,240)  (71.2%)

Total Operating Income / (Loss) 

reported
 $                         13,037  $                   16,845  $              3,808 29.2%

Foreign exchange impact                                   -                   (2,682)            (2,682)  -

Total Operating Income / (Loss) at 

constant foreign exchange rate
 $                         13,037  $                   14,163  $              1,126 8.6%

six-month period ended June 

30, 2016 vs. 

six-month period ended June 

30, 2015

Operating Income / (Loss)

 

 

Operating income in Poland domestic, on a currency neutral basis, increased by $9.7 million (approximately 64.3%) from 

$15.1 million for the six-month period ended June 30, 2015 to $24.8 million for the six-month period ended June 30, 2016, mainly 
due to the increase in net sales of $31.0 million together with higher cost of goods sold of $17.0 million related to higher volumes sold 
and increase of spirit and sugar prices and the $4.3 million increase in operating expenses. A negative foreign exchange effect from 
the weakening of the Polish zloty against the US dollar accounted for $1.1 million, causing operating income in Poland for the six-
month period ended June 30, 2016 amounting to $23.7 million to be higher by $8.6 million compared to previous period. 

Operating income in Russia domestic, on a currency neutral basis, decreased by $7.3 million from $0.0 million for the six-

month period ended June 30, 2015 to a loss of $7.2 million for the six-month period ended June 30, 2016, mainly as a result of the 
$24.6 million decline in net sales, offset by savings in cost of sales of $14.7 million and in operating costs of $2.6 million. A positive 
foreign exchange effect from the weakening of the Russian ruble against the US dollar accounted for $1.4 million, causing operating 
loss in Russia for the six-month period ended June 30, 2016 amounting to $5.8 million to be lower by $5.9 million compared to 
previous year. 

Operating income in International, on a currency neutral basis, increased by $2.9 million (approximately 75.9%) from 

$3.8 million for the six-month period ended June 30, 2015 to $6.7 million for the six-month period ended June 30, 2016, mainly as a 
result of the organic growth, favorable impact of our portfolio optimization in relation to health tax introduction in Hungary and better 
performance in Ukraine, which focused on selling brands produced in Poland. A positive foreign exchange effect from the 
strengthening of our functional currencies against the US dollar accounted for $2.5 million, causing operating income in International 
for the six-month period ended June 30, 2016 to be higher by $5.4 million compared to previous year and amounting to $9.2 million.  

See Overview above for a discussion of the reasons for the changes in results. 

Corporate overheads increased by $4.3 million (approximately 72.7%) from $6.0 million for the six-month period ended June 30, 

2015 to $10.3 million for the six-month period ended June 30, 2016, mainly as a result of the non-recurring professional fees related 
to discussions with bondholders relating to a potential deleveraging of the NSSN and NSJCN. All recurring corporate costs are strictly 
monitored.  
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EBITDA 

The Company’s management assesses the performance of the business based on the EBITDA i.e. operating income adjusted for 
depreciation and impairment charges. Our EBITDA increased by $4.4 million, or 24.5%, from $17.9 million for the six-month period 
ended June 30, 2015 to $22.3 million for the six-month period ended June 30, 2016. The tables below present a reconciliation of our 
operating results to EBITDA and our EBITDA by segment. 

In previous years the Management assessed the performance of the business based on Underlying EBITDA, i.e. operating income 
adjusted for depreciation, impairment charges and other excluded items. Underlying EBITDA is now used as an additional measure 
of performance.  

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Operating income / (loss) $                         13,037 $                    16,845      3,808 29.2%

Depreciation and amortization                           4,878                      5,467         589 12.1%

Impairment charge                                  -                             -              -  -

EBITDA                         17,915                    22,312      4,397 24.5%

Other excluded items (non US 

GAAP measures)
                        10,535                      6,731     (3,804)  (36.1%)

Total Underlying EBITDA $                         28,450 $                    29,043  $         593 2.1%

Underlying EBITDA (non US GAAP measure) to Operating Income reconciliation

Six months ended 

June 30, 2016 vs. six 

months ended June 

30, 2015

 

Segment

Poland domestic $                         18,275 $                   27,214  $             8,939 48.9%

Russia domestic                           1,544                   (4,030)           (5,574)  -

International                           4,022                     9,397             5,375 133.6%

Corporate                         (5,926)                 (10,269)           (4,343)  (73.3%)

Total EBITDA $                         17,915 $                   22,312  $             4,397 24.5%

June 30, 2016

(unaudited)

EBITDA (non US GAAP measure)

six-month period ended six-month period six-month period ended 

June 30, 2016 vs. 

six-month period ended 

June 30, 2015

(unaudited)

 

Segment

Poland domestic $                         24,514 $                   27,395  $             2,881 11.8%

Russia domestic                           5,814                   (4,031)           (9,845)  -

International                           4,048                     9,402             5,354 132.3%

Corporate                         (5,926)                   (3,723)             2,203 37.2%

Total Underlying EBITDA $                         28,450 $                   29,043  $                593 2.1%

 Underlying EBITDA (non US GAAP measure)

six-month period ended six-month period six-month period ended 

June 30, 2016 vs. 

six-month period ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

 

We recognized $10.5 million and $6.7 million of excluded items in the six-month periods ended June 30, 2015 and 2016, respectively. 
In the six-month period ended June 30, 2015 excluded item related mainly to the impact of early payments discounts in Poland and 
Russia, penalties in Poland and Russia and destocking (optimization of distributors’ inventory levels) in Russia. In the six-month 
period ended June 30, 2016 these mainly apply to one-off advisory costs. Over two years we destocked approximately 2 million nine-
liter cases. Had the destocking not been done, our cumulative EBITDA for 2014-2015 would be approximately $25.0 million higher.  

Notwithstanding the substantial weakening of our local currencies, the decline in the purchasing power of the citizens in Russia, and 
the CIS countries, destocking, and political headwinds, the Company’s performance remains solid with our EBITDA in the six-month 
period ended June 30, 2016 amounting to $22.3 million, as compared to $17.9 million for the six-month period ended June 30, 2015. 

The table showing significance of seasonality by quarter in our statements of operations for the last four quarters ended June 30, 
2014 and June 30, 2015 is presented in the section describing our quarterly results above. 

Interest Income / (Expense) 

Total net interest expense increased by approximately 5.8%, or $2.5 million, from $41.7 million for the six-month period ended June 
30, 2015 to $44.2 million for the six-month period ended June 30, 2016. This increase was primarily driven by higher interest expense 
from Notes and other borrowings due to higher balance of Notes resulting from capitalization of PIK interest, as well as higher other 
borrowings balance. 
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six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Interest income $ 5,314 $ 7,223  $            1,909 35.9%

Interest expense

Notes $                      (33,509) $                      (34,862)  $          (1,353)  (4.0%)

Other borrow ings                      (13,540)                      (16,523)          (2,983)  (22.0%)

Total interest expense $                      (47,049) $                      (51,385)  $          (4,336)  (9.2%)

Total interest income / (expense), net $                      (41,735) $                      (44,162)  $          (2,427)  (5.8%)

Interest Income / (Expense)

Six months ended June 30, 

2016 vs. six months ended 

June 30, 2015

 

Other Financial Income / (Expense) 

The Company recognized $5.8 million of foreign exchange gains and $16.7 million of foreign exchange gains for the six-month periods 
ended June 30, 2015 and June 30, 2016, respectively. 

Foreign exchange gains in the first half of 2015 include the positive impact of foreign exchange translation of approximately $20.5 
million related to bond proceeds on-loans in US dollars to subsidiaries having local functional currencies different from US dollar. 
These foreign exchange gains are offset by net foreign exchange losses of approximately $14.7 million arising on other loans and 
other balance sheet items.  

Foreign exchange gains in the first half of 2016 include the positive impact of foreign exchange translation of approximately $29.7 
million related to bond proceeds on-lent in US dollars to subsidiaries having local functional currencies different from US dollar. These 
foreign exchange losses are offset by net foreign exchange losses of approximately $13.0 million arising on other loans and other 
balance sheet items. 

six-month period 

ended 

June 30, 2016

(unaudited) (unaudited)

Unrealized foreign exchange impact 

related to foreign currency financing
$                        3,134 $                        24,586 $               21,452 684.5%

Unrealized foreign exchange impact - 

other balance sheet items
                          882                        (6,446)               (7,328)  -

Other gains / (losses)                        1,757                        (1,479)               (3,236) -

Total foreign exchange gains / 

(losses), net
$                        5,773 $                        16,661 $               10,888 -

Foreign exchange gains / (losses), net

Six months ended June 30, 

2016 vs. six months ended 

June 30, 2015

six-month period ended 

June 30, 2015

 

Other Non-Operating Expenses  

Total other non-operating expenses increased by $4.2 million from $9.5 million for the six-month period ended June 30, 2015 to 
$13.7 million for the six-month period ended June 30, 2016.  

The main items included in other non-operating expenses are as follows:  
 

 the cost of bank guarantees, which decreased by $0.7 million from $2.4 million to $1.7 million for the six-month periods 
ended June 30, 2015 and June 30, 2016, respectively;  

 factoring expenses amounting to $6.2 million and $10.2 million for the six-month periods ended June 30, 2015 and June 
30, 2016, respectively;  

 

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Factoring costs and bank fees $                        (8,607) $                      (11,909) $          (3,302)  (27.7%)

Other gains / (losses)                           (882)                        (1,808)             (926)  (51.2%)

Total other non-operating income / 

(expense), net
 $                        (9,489) $                      (13,717) $          (4,228)  (30.8%)

Non-operating Income / (Expense)

Six months ended June 

30, 2016 vs. six months 

ended June 30, 2015

 

Income Tax 

The tax charge for the six-month period ended June 30, 2015 was $2.2 million, which represents an effective tax rate for this period 
of negative 6.7%. Our total tax benefit for the six-month period ended June 30, 2016 was $0.1 million, which represents an effective 
tax rate for this period of positive 0.24%. The difference between the effective tax rate and the statutory rates (20% in Russia, 19% 
in Poland and Hungary, 18% in Ukraine and 35% in the United States) was primarily due to the valuation allowance recorded against 
tax loss carryforwards that the Company believes will not be utilized in the future. 
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Statement of Liquidity and Capital Resources: six-month period ended June 30, 2015 compared to six-month period 
ended June 30, 2016 

Operating cash outflow for the six-month period ended June 30, 2016 amounted to $39.2 million, as compared to operating cash 
inflow of $33.3 million for the six-month period ended June 30, 2015. We used $23.2 million to pay the coupon due on our NSSN 
in April 2016. 

The cash outflow used in operating activities amounted to $39.2 million compared to an inflow of $33.3 million in the second half of 
2015. Our global business trend is improving, with growth by volume of 9.6% in the first half of 2016 compared to the same period of 
2015 and we see stronger growth potential in the remainder of 2016 than in previous years. In addition, in order to maximize our 
growth opportunity in 2016, we need to invest more in working capital and capital expenditure than in 2014 and 2015. Furthermore, 
the current business situation and economic environments in the countries where we operate has resulted in significant leverage of 
our business and liquidity requirements. We are working on a number of projects to ensure we have this liquidity to achieve the 
maximum potential of our business and reduce our leverage, taking into account our debt service requirements and maturity profile. 
For more information, see  Part I of this quarterly report on Form 10-Q, Note 1, section “Liquidity and Going Concern.” 

The Company refinanced $55.7 million of loans during the six-month period ended June 30, 2016, while new loans amounted to 
$36.0 million.  

During the six-month period ended June 30, 2016, the Company’s primary sources of liquidity were credit facilities. The Company’s 
primary uses of cash were to finance its working capital requirements, service indebtedness and finance capital expenditure. The 
following table presents selected information about the Company’s consolidated cash flow during the periods indicated.  

six-month period 

ended 

six-month period 

ended 

June 30, 2015 June 30, 2016

(unaudited) (unaudited)

Cash flow  from / (used) in operating activities $                       33,333 $                      (39,242)  $          (72,575)  -

Cash flow  from / (used) in investing activities                      (49,423)                      (24,469)            24,954 50.5%

Cash flow  from / (used) in f inancing activities                        (9,090)                       53,153            62,243  -

Cash Flow

six-month period ended 

June 30, 2016 vs. 

six-month period ended 

June 30, 2015

 

Management views and performs analysis of financial and non-financial performance indicators of the business by segments that are 
split by countries. The extensive analysis of indicators such as sales value in local currencies, gross margin and operating expenses 
by segment is included earlier in the Management Discussion & Analysis section of this Form 10-Q.  

Net cash flow from operating activities  

 

Net cash flow from operating activities represents net cash from operations and interest.  

During the six-month period ended June 30, 2016, the Company reported an operating cash outlow of $39.2 million. The overall cash 
flow from operating activities decreased by $72.6 million, from cash inflow of $33.3 million for the six-month period ended June 30, 
2015. The abovementioned is a result of investement in working capital during the six-month period ended June 30, 2016 and stronger 
negative foreign exchange impact in the six-month period ended June 30, 2016 compared to six-month period ended June 30, 2015. 

Overall working capital movements of accounts receivable, inventory, prepayments, other current assets, other accrued liabilities and 
payables and trade account payable resulted in a cash inflow of $28.0 million in the six-month period ended June 30, 2015 and an 
outflow of $45.2 million in the six-month period ended June 30, 2016. 

Days of sales outstanding (“DSO”) amounted to 28 days on June 30, 2015 compared to 18 days on June 30, 2016.  
As a result of the factoring agreements that the Company has entered into, phasing in accounts receivable collection is partially 
neutralized. 

The number of days in inventory (“DIO”) as of June 30, 2015 amounted to 26 days compared to 24 days as of June 30, 2016. As of 
December 31, 2015 DIO amounted to 23 days.  

Days of payables outstanding (“DPO”) amounted to 115 days, 91 days and 73 days as of June 30, 2015, December 31, 2015 and 
June 30, 2016, respectively. Now we reached what we believe is our optimal level of DPO. 

June 30, 2015 December 31, 2015 June 30, 2016

DSO 28 39 18

DIO 26 23 24

DPO 115 91 73  

The ratio of our current assets, net of inventories to current liabilities, slightly decreased from 0.62 as of June 30, 2015 to 0.54 as of 
June 30, 2016.  

Net cash flow used in investing activities  

Net cash flows used in investing activities represent net cash used to grant loans and acquire fixed assets.  

The net cash outflow in the six-month period ended June 30, 2015 was $49.4 million. Net cash outflow for the six-month period ended 
June 30, 2016 was $24.5 million. The decrease in outflow by $25.0 million was mainly driven by lower net outflow of loans granted 
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to Related Parties ($15.7 million net outflow in the six month period ended June 30, 2016 as compared to $25.5 million net outflow 
in the six month period ended June 30, 2015) as well as payments related to acquisition of Roust and UTS, amounting to $7.0 million 
and $11.5 million, respectively in the first half of 2015, as compared to payment for acquisition of RDL of $3.9 million in the first half 
of 2016. 

Net cash flow from financing activities  

Net cash outflow from financing activities was $9.1 million for the six-month period ended June 30, 2015 as compared to an inflow of 
$53.2 million for the six-month period ended June 30, 2016. In the first half of 2016, proceeds from new financing. The increase is 
driven mainly by proceeds from new external financing exceeding repayments of bank loans and overdrafts by $26.3 million whereas 
in the first half of 2015 there was a net cash outflow related to external financing in the amount of $15.4 million. Also, in the first half 
of 2016, net inflow from Related Party financing was higher by $20.6 million in comparison to the first half of 2015.  

Changes in working capital recorded in the consolidated balance sheet  

Accounts receivable, net of allowance for doubtful debts, decreased by $34.5 million from $172.6 million as of December 31, 2015 
to $138.2 million as of June 30, 2016. The decrease resulted from the fact that in the fourth quarter of the year, the Company 
generates its highest turnover and part of its payments are collected in the following quarters. The phasing in accounts receivable 
collection is partially neutralized by factoring. 

Inventories (including inventories consigned to others) increased by $2.9 million, from $74.8 million as of December 31, 2015 to $77.7 
million as of June 30, 2016. Trade accounts payable decreased by $22.1 million, from $118.8 million as of December 31, 2015 to 
$96.7 million as of June 30, 2016. The decrease arose from the seasonality of the Company’s business. The Company has its highest 
turnover in the fourth quarter of the year. Inventory is built up during the second half of the year and higher sales occur in the fourth 
quarter. As a result, accounts payable are paid in the following months.  

The Company’s Future Liquidity and Capital Resources 

ROUST’s consolidated financial statements have been prepared under the assumption that the Company will continue as a going 
concern, realizing assets and paying liabilities in the normal course of business as described in Note 1. “Organization and S ignificant 
Accounting Policies” (section Liquidity and Going Concern) of the Item 1. “Interim Condensed Consolidated Financial Statements 
(unaudited)”. 

As previously noted, while our functional currencies are primary the Polish zloty, the Russian ruble and the Hungarian forint, our 
borrowings are primary denominated in US dollars. Refer to section ”Effect of exchange rate and interest rate fluctuations’’ above 
(page 52) for further discussion on the Company’s exposure to the foreign exchange risk. 

The Company had cash and cash equivalents of $3.2 million as of June 30, 2016 and amounts available under credit facilities and 
recourse and non-recourse factoring facilities of $61.9 million. We believe that cash in hand, cash from operations and available 
credit and factoring facilities will be sufficient to finance our anticipated cash requirements for working capital purposes and normal 
capital expenditures, and that we will be in compliance with the financial covenants contained in our debt agreements, for at least the 
next twelve months. The Company has not made any assumptions and has not raised any financing as of June 30, 2016 in relation 
to the conversion option on NCJSN effective December 2014. No holders of these notes have exercised their option to convert the 
notes into equity of the Company. Our cash flow forecasts used in making this determination include the assumption that certain 
credit and factoring facilities that are falling due in 2016 will be renewed to manage the Company’s working capital needs.  

Existing Financing Arrangements  

The Company’s liquidity requirements include cash interest payments on its NSSN and its bank loans facilities. 

Our key financing arrangements are: 

 NSSN 

 NCJSN 

 Bank loans, overdraft facilities and other borrowings 

All these facilities are discussed in Note 12. “Notes and Borrowings” of the “Item 1. Interim Condensed Consolidated Financial 
Statements” included in this report.  

Capital Expenditures  

Our net capital expenditures on tangible and intangible fixed assets for the six-month periods ended June 30, 2015 and 2016 were 
$5.7 million and $6.1 million, respectively. Capital expenditures during these periods were used primarily for production equipment 
and the car fleet, as well as SAP implementation. The remaining capital expenditures in 2016 are expected to be used for production 
and related equipment to support further growth of the Company. 

We have estimated that capital expenditures for 2016 will be approximately $20.0 million, and cumulatively from 2017 up to 2020 will 
amount to approximately $93.2 million. A substantial portion of these future amounts of capital expenditure are discretionary, and we 
may adjust spending in any period according to our needs. We currently intend to finance all of our capital expenditure through cash 
generated from operating activities.  
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Contractual Obligations  

The following table summarizes our contractual obligations as at June 30, 2016:  

Total 2016 2017-2018 2019-2020 After 2020

Long-term debt obligations $           747,980  $                    -    $           747,980  $                    -    $                    -   

Interest on long-term debt           115,429                    -             115,429                    -                      -   

Short-term debt obligations           253,000           247,860               5,140                    -                      -   

Interest on short-term debt             46,525             45,853                  672                    -                      -   

Operating leases             36,961               4,041             12,909               8,394             11,617 

Capital leases               4,420               1,282               2,601                  537                    -   

Contracts w ith suppliers                    -                      -                      -                      -                      -   

Short-term FIN 48 liabilities                    -                      -                      -                      -                      -   

Total $        1,204,315 $           299,036  $           884,731  $               8,931  $             11,617 

Payments due by periods

 

The remaining FIN 48 liabilities are excluded from the contractual obligations table because the Company cannot make a reasonably 
reliable estimate of the period of cash settlement with the respective tax authority.  

Effects of Inflation and Foreign Currency Movements  

Effects of inflation and foreign currency movements, together with the summary of the pre-tax impact of a one percent movement in 
each of the exchange rates, which could have a significant impact on the results of the Company’s operations, are described in “Item 
3. Quantitative and Qualitative Disclosures about Market Risk”.  

Critical Accounting Policies and Estimates  

For a discussion of our critical accounting policies, see “Item 7. Management’s Discussion and Analysis of Financial Condition and 
Results of Operation” in the Company’s Annual Report on Form 10-K for the year ended December 31, 2015, dated April 1, 2016. 
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Item 3. Quantitative and Qualitative Disclosures about Market Risk  

Exchange risk  

Our operations are conducted primarily in Poland and Russia and our functional currencies are primarily the Polish zloty, Hungarian 
forint and Russian ruble and our reporting currency is the US dollar. Our financial instruments consist primarily of cash and cash 
equivalents, accounts receivable, accounts payable, inventories, bank loans, overdraft facilities and long-term debt. The monetary 
assets represented by these financial instruments are located in Poland, Russia and Hungary. Consequently, they are subject to 
currency translation movements when reporting in US dollars.  

If the US dollar strengthens against the Polish zloty, Russian ruble or Hungarian forint, the value in US dollars of assets, liabilities, 
revenues and expenses originally recorded in Polish zlotys, Russian rubles or Hungarian forints will decrease. Conversely, if the US 
dollar weakens against the Polish zloty, Russian ruble or Hungarian forint, the value in US dollars of assets, liabilities, revenues and 
expenses originally recorded in Polish zlotys, Russian rubles or Hungarian forints will increase. Thus, increases and decreases in 
the value of the US dollar can have a material impact on the value in US dollars of our non-US dollar assets, liabilities, revenues and 
expenses, even if the value of these items has not changed in their original currency.  

Refer to item 2 “Management’s Discussion and Analysis of Financial Condition and Results of Operations”, section ”Effect of 
exchange rate and interest rate fluctuations’’ for further discussion on the Company’s exposure to the foreign exchange risk.  

 

Item 4.  Controls and Procedures 

Not Applicable 
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PART II.  OTHER INFORMATION  

Item 1. Legal Proceedings 

Refer to Note 15 of the accompanying unaudited interim condensed consolidated financial statements (unaudited) attached in this 
Quarterly Report on Form 10-Q for a discussion of certain legal proceedings.  

Item 1A. Risk Factors 

For a discussion of the company’s risk factors, refer to information under the heading “Risk Factors” in the Company’s Annual Report 
on Form 10-K for the year ended December 31, 2015, published on April 1, 2016 and Part I of this quarterly report on Form 10-Q, 
Note 1, section “Liquidity and Going Concern”. 

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 

The Company did not sell any unregistered securities during the three-month period ended June 30, 2016 or any subsequent period 
through the date hereof. 

Item 3. Defaults upon Senior Securities 

None 

Item 4. Mine Safety Disclosures 

Not Applicable 

 

Item 5. Other Information 

None 

 

Item 6. Exhibits 

Not Applicable 
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SIGNATURES 

 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its 
behalf by the undersigned, thereunto duly authorized.  

 

  

 ROUST CORPORATION 

 

  

By: /S/ GRANT WINTERTON 

 Grant Winterton 

 Chief Executive Officer 

  

Date: August 18, 2016 

 


