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PART I - FINANCIAL INFORMATION (UNAUDITED)
Item 1. Financial Statements

FARMER BROS. CO.

CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(In thousands, except share and per share data)

ggfgmber 3 June 30, 2015
ASSETS
Current assets:
Cash and cash equivalents $13,046 $15,160
Restricted cash — 1,002
Short-term investments 24,313 23,665
Accounts and notes receivable, net 45,589 40,161
Inventories 53,036 50,522
Income tax receivable 610 535
Prepaid expenses 4,447 4,640
Total current assets 141,041 135,685
Property, plant and equipment, net 98,739 90,201
Goodwill and intangible assets, net 6,591 6,691
Other assets 7,299 7,615
Deferred income taxes 751 751
Total assets $254,421 $240,943
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $26,199 $27,023
Accrued payroll expenses 22,356 23,005
Short-term borrowings under revolving credit facility 185 78
Short-term obligations under capital leases 2,522 3,249
Short-term derivative liabilities 79 3,977
Deferred income taxes 1,390 1,390
Other current liabilities 5,934 6,152
Total current liabilities 58,665 64,874
Accrued pension liabilities 47,380 47,871
Accrued postretirement benefits 23,273 23,471
Accrued workers’ compensation liabilities 11,383 10,964
Other long-term liabilities—capital leases 1,583 2,599
Other long-term liabilities 8,384 225
Deferred income taxes 1,000 928
Total liabilities $151,668 $150,932
Commitments and contingencies (Note 16)
Stockholders’ equity:
Preferred stock, $1.00 par value, 500,000 shares authorized and none issued $— $—
Common stock, $1.00 par value, 25,000,000 shares authorized; 16,738,237 and
16,658,148 issued and outstanding at December 31, 2015 and June 30, 2015, 16,738 16,658
respectively
Additional paid-in capital 37,021 38,143
Retained earnings 111,351 106,864
Unearned ESOP shares (6,434 ) (11,234
Accumulated other comprehensive loss (55,923 ) (60,420

Total stockholders’ equity $102,753 $90,011
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Total liabilities and stockholders’ equity $254,421 $240,943
The accompanying notes are an integral part of these unaudited consolidated financial statements.
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FARMER BROS. CO.

CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(In thousands, except share and per share data)

Net sales

Cost of goods sold

Gross profit

Selling expenses

General and administrative expenses
Restructuring and other transition expenses
Net gain from sale of spice assets

Net losses (gains) from sales of assets
Operating expenses

Income from operations

Other income (expense):

Dividend income

Interest income

Interest expense

Other, net

Total other income (expense)

Income before taxes

Income tax expense

Net income

Net income per common share—basic
Net income per common share—diluted
Weighted average common shares
outstanding—basic

Weighted average common shares
outstanding—diluted

Three Months Ended December

31,
2015
$142,307
89,399
52,908
37,853
9,509
5,236
(5,106
55
47,547
5,361

259
116
(109
297
563
5,924
363
$5,561
$0.34
$0.34

16,313,312

16,452,499

2014
$144,809
91,667
53,142
39,599
9,860

) —
178
49,637
3,505

291
90

) (208
(530
(357
3,148
252
$2,896
$0.18
$0.18

16,030,167

16,184,138

Six Months Ended December 31,

2015 2014
$275,752 $280,793
172,265 179,530
103,487 101,263
74,294 78,049
18,974 16,869
10,686 —
(5,106 ) —

(159 ) 239
98,689 95,157
4,798 6,106
552 585

220 179

(230 ) (415 )
(578 ) (594 )

(36 ) (245 )
4,762 5,861

275 450

$4,487 $5.411

$0.28 $0.34

$0.27 $0.33

16,291,324 16,016,984

16,426,837 16,158,725

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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FARMER BROS. CO.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) (UNAUDITED)
(In thousands)
Three Months Ended December Six Months Ended December

31, 31,

2015 2014 2015 2014
Net income $5,561 $2,896 $4,487 $5,411
Other comprehensive income (loss), net of tax:
Unrealized gains (losses) on derivative instruments
designated as cash flow hedges 310 (5,915 ) (4,330 ) (2,583
Losses (gains) on derivative instruments designated
as cash flow hedges reclassified to cost of goods 3,859 (5,132 ) 8,827 (9,842
sold
Total comprehensive income (loss), net of tax $9,730 $(8,151 ) $8,984 $(7,014

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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FARMER BROS. CO.

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)

Cash flows from operating activities:
Net income

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

Depreciation and amortization

Provision for doubtful accounts

Restructuring and other transition expenses, net of payments
Deferred income taxes

Net (gains) losses from sales of assets

ESOP and share-based compensation expense

Net losses (gains) on derivative instruments and investments
Change in operating assets and liabilities:

Restricted cash

Purchases of trading securities held for investment

Proceeds from sales of trading securities held for investment
Accounts and notes receivable

Inventories

Income tax receivable

Derivative assets, net

Prepaid expenses and other assets

Accounts payable

Accrued payroll expenses and other current liabilities
Accrued postretirement benefits

Other long-term liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Purchases of property, plant and equipment

Purchases of construction-in-progress assets under Texas facility lease
Proceeds from sales of property, plant and equipment

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from revolving credit facility

Repayments on revolving credit facility

Proceeds from Texas facility lease financing

Payment of financing costs

Payments of capital lease obligations

Proceeds from stock option exercises

Tax withholding payment related to net share settlement of equity awards

Net cash provided by (used in) financing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
(continued on next page)

Six Months Ended December 31,

2015 2014
$4,487 $5,411
10,487 12,419
217 270
3,617 —

72 90
(5,265 ) 239
2,651 2,880
9,426 (9,002
1,002 (720
(4,050 ) (2,850
3,497 1,810
(5,646 ) (4,222
(2,763 ) 346
(75 ) —
(8,822 ) 6,297
518 (611
(1,048 ) (6,659
(4,076 ) (2,619
(197 ) (493
(72 ) (165
$3,960 $2,421
(11,383 ) (9,399
(5,738 ) —
5,826 142
$(11,295 ) $(9,257
193 34,938
(87 ) (33,929
5,738 —

8 ) —
(1,723 ) (1,948
1,267 644
(159 ) (116
$5,221 $(411
$(2,114 ) $(7,247
$15,160 $11,993
$13,046 $4,746

— N N '
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FARMER BROS. CO.
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED) (continued from previous page)
(In thousands)

Six Months Ended December 31,
2015 2014
Supplemental disclosure of non-cash investing and financing activities:
Equipment acquired under capital leases $9 $42
Net change in derivative assets and liabilities

included in other comprehensive income (loss) $4,497 $(12.425
Construction-in-progress assets under Texas facility lease $2,321 $—
Texas facility lease obligation $2,321 $—
Non-cash additions to equipment $644 $17

The accompanying notes are an integral part of these unaudited consolidated financial statements.

5




Edgar Filing: FARMER BROTHERS CO - Form 10-Q

FARMER BROS. CO.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

Note 1. Summary of Significant Accounting Policies

Organization

Farmer Bros. Co., a Delaware corporation (including its consolidated subsidiaries unless the context otherwise
requires, the “Company,” or “Farmer Bros.”), is a manufacturer, wholesaler and distributor of coffee and distributor of tea
and culinary products. The Company's customers include restaurants, hotels, casinos, offices, quick service restaurants
(“QSRs”), convenience stores, healthcare facilities and other foodservice providers, as well as private brand retailers in
the QSR, grocery, drugstore, restaurant, convenience store and independent coffeehouse channels. The Company was
founded in 1912, was incorporated in California in 1923, and reincorporated in Delaware in 2004. The Company
operates in one business segment.

Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information and with the instructions to Form 10-Q and

Rule 10-01 of Regulation S X. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States (“GAAP”) for complete consolidated financial statements.
In the opinion of management, all adjustments (consisting only of normal recurring accruals, unless otherwise
indicated) considered necessary for a fair presentation of the interim financial data have been included. Operating
results for the three and six months ended December 31, 2015 are not necessarily indicative of the results that may be
expected for the fiscal year ending June 30, 2016. Events occurring subsequent to December 31, 2015 have been
evaluated for potential recognition or disclosure in the unaudited consolidated financial statements for the three and

six months ended December 31, 2015.

The accompanying unaudited consolidated financial statements should be read in conjunction with the consolidated
financial statements and related notes included in the Company's Annual Report on Form 10-K for the fiscal year
ended June 30, 2015, filed with the Securities and Exchange Commission (the "SEC") on September 14, 2015.

Use of Estimates

The preparation of financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and accompanying notes. The
Company reviews its estimates on an ongoing basis using currently available information. Changes in facts and
circumstances may result in revised estimates and actual results may differ from those estimates.

Corporate Relocation Plan

On February 5, 2015, the Company announced a plan approved by the Board of Directors of the Company on
February 3, 2015, pursuant to which the Company will close its Torrance, California facility and relocate these
operations to a new facility housing the Company's manufacturing, distribution, coffee lab and corporate headquarters
(the “Corporate Relocation Plan”). The new facility will be located in Northlake, Texas in the Dallas/Fort Worth area.
Expenses related to the Corporate Relocation Plan included in “Relocation and other transition expenses” in the
Company's unaudited consolidated statements of operations include employee retention and separation benefits,
facility-related costs, and other related costs such as travel, legal, consulting and other professional services. In order
to receive the retention and/or separation benefits, impacted employees are required to provide service through their
retention dates which vary from May 2015 through December 2016 or separation dates which vary from May 2015
through December 2016. A liability for such retention and separation benefits was recorded at the communication date
in “Accrued payroll expenses” on the Company's unaudited consolidated balance sheets. Facility-related costs and other
related costs are recognized in the period when the liability is incurred (see Note 2).

Facility Lease Obligation

On July 17, 2015, the Company entered into a lease agreement (the “Lease Agreement”) with WF-FB NLTX, LLC, a
Delaware limited liability company (the “Lessor”), to lease a 538,000 square foot facility to be constructed on 28.2 acres
of

10
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Farmer Bros. Co.
Notes to Unaudited Consolidated Financial Statements
(continued)

land located in Northlake, Texas, which will include corporate offices, areas dedicated to manufacturing and
distribution, as well as a lab. Principal design work for the facility is expected to be finalized by the end of February
2016. The construction of the new facility is estimated to be completed by the end of the second quarter of fiscal 2017
(see Note 3).

The new facility will be constructed by Lessor, at its expense, in accordance with agreed upon specifications and plans
determined as set forth in the Lease Agreement. Due to the Company’s involvement in the construction of the facility,
as the deemed general contractor, pursuant to Accounting Standards Codification (“ASC”) 840, “Leases” (“ASC 840”), the
Company is required to capitalize during the construction period the cash and non-cash assets, with the exception of
the land which is not capitalized, contributed by Lessor for the construction as property, plant and equipment on the
Company’s consolidated balance sheets, with an offsetting liability for the same amount payable to Lessor.

A portion of the lease arrangement is allocated to land for which the Company will record rent expense during the
construction period. The expense associated with the land is determined using the fair value of the leased land at
construction commencement and the Company’s incremental borrowing rate, and is recognized on a straight-line basis.
Once rent payments commence under the Lease Agreement, all amounts in excess of land rent expense will be
recorded as a debt-service payment and recognized as interest expense and a reduction of the financing obligation.
Sale of Spice Assets

On December 8§, 2015, the Company completed the sale of certain assets associated with the Company’s manufacture,
processing and distribution of raw, processed and blended spices and certain other culinary products (collectively, the
“Spice Assets”) to Harris Spice Company Inc., a California corporation (‘“Harris Spice”) (see Note 4). The Company
received $6.0 million in cash at closing, and is eligible to receive an earnout amount of up to $5.0 million over a three
year period based upon a percentage of certain institutional spice sales following the closing. The Company
recognized a net gain of $5.1 million from the sale of the Spice Assets in its unaudited consolidated statements of
operations for the three and six months ended December 31, 2015. Gain from the earnout, if any, would be recognized
when earned and when realization is assured beyond a reasonable doubt.

The Company has followed the guidance in ASC 205-20, "Presentation of Financial Statements—Discontinued
Operations," as updated by Accounting Standards Update ("ASU") No. 2014-08, "Presentation of Financial
Statements (Topic 205) and Property, Plant, and Equipment (Topic 360): Reporting Discontinued Operations and
Disclosures of Disposals of Components of an Entity" and has not presented the sale of the Spice Assets as
discontinued operations. The sale of the Spice Assets does not represent a strategic shift for the Company and is not
expected to have a major effect on the Company's results of operations because the Company will continue to sell
spice products to its direct store delivery customers ("DSD Customers").

Derivative Instruments

The Company purchases various derivative instruments to create economic hedges of its commodity price risk and
interest rate risk. These derivative instruments consist primarily of derivative contracts and options. The Company
reports the fair value of derivative instruments on its consolidated balance sheets in “Short-term derivative assets,” “Other
assets,” “Short-term derivative liabilities,” or “Other long-term liabilities.” The Company determines the current and
noncurrent classification based on the timing of expected future cash flows of individual trades and reports these
amounts on a gross basis. Additionally, the Company reports cash held on deposit in margin accounts for
coffee-related derivative instruments on a gross basis on its consolidated balance sheets in “Restricted cash” if restricted
from withdrawal due to a net loss position in such margin accounts.

The accounting for the changes in fair value of the Company's derivative instruments can be summarized as follows:

Derivative Treatment Accounting Method
Normal purchases and normal sales exception Accrual accounting
Designated in a qualifying hedging relationship Hedge accounting

All other derivative instruments Mark-to-market accounting

12
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The Company enters into green coffee purchase commitments at a fixed price or at a price to be fixed (“PTF”). PTF
contracts are purchase commitments whereby the quality, quantity, delivery period, price differential to the coffee “C”
market price and other negotiated terms are agreed upon, but the date, and therefore the price at which the base “C”
market price will

7
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Farmer Bros. Co.
Notes to Unaudited Consolidated Financial Statements
(continued)

be fixed has not yet been established. The coffee “C” market price is fixed at some point after the purchase contract date
and before the futures market closes for the delivery month and may be fixed either at the direction of the Company to
the vendor, or by the application of a derivative that was separately purchased as a hedge. For both fixed-price and
PTF contracts, the Company expects to take delivery of and to utilize the coffee in a reasonable period of time and in
the conduct of normal business. Accordingly, these purchase commitments qualify as normal purchases and are not
recorded at fair value on the Company's consolidated balance sheets.

The Company accounts for certain coffee-related derivative instruments as accounting hedges in order to minimize the
volatility created in the Company's quarterly results from utilizing these derivative contracts and to improve
comparability between reporting periods. For a derivative to qualify for designation in a hedging relationship it must
meet specific criteria and the Company must maintain appropriate documentation. The Company establishes hedging
relationships pursuant to its risk management policies. The hedging relationships are evaluated at inception and on an
ongoing basis to determine whether the hedging relationship is, and is expected to remain, highly effective in
achieving offsetting changes in fair value or cash flows attributable to the underlying risk being hedged. The
Company also regularly assesses whether the hedged forecasted transaction is probable of occurring. If a derivative
ceases to be or is no longer expected to be highly effective, or if the Company believes the likelihood of occurrence of
the hedged forecasted transaction is no longer probable, hedge accounting is discontinued for that derivative, and
future changes in the fair value of that derivative are recognized in “Other, net.”

For coffee-related derivative instruments designated as cash flow hedges, the effective portion of the change in fair
value of the derivative is reported as accumulated other comprehensive income (loss) (“AOCI”) and subsequently
reclassified into cost of goods sold in the period or periods when the hedged transaction affects earnings. Any
ineffective portion of the derivative instrument's change in fair value is recognized currently in “Other, net.” Gains or
losses deferred in AOCI associated with terminated derivative instruments, derivative instruments that cease to be
highly effective hedges, derivative instruments for which the forecasted transaction is reasonably possible but no
longer probable of occurring, and cash flow hedges that have been otherwise discontinued remain in AOCI until the
hedged item affects earnings. If it becomes probable that the forecasted transaction designated as the hedged item in a
cash flow hedge will not occur, any gain or loss deferred in AOCI is recognized in “Other, net” at that time. For
derivative instruments that are not designated in a hedging relationship, and for which the normal purchases and
normal sales exception has not been elected, the changes in fair value are reported in “Other, net.”

The following gains and losses on derivative instruments are netted together and reported in “Other, net” in the
Company's consolidated statements of operations:

Gains and losses on all derivative instruments that are not designated as cash flow hedges and for which the normal
purchases and normal sales exception has not been elected; and

The ineffective portion of unrealized gains and losses on derivative instruments that are designated as cash flow
hedges.

The fair value of derivative instruments is based upon broker quotes. At December 31, 2015 and June 30, 2015,
approximately 97% and 94%, respectively, of the Company's outstanding coffee-related derivative instruments were
designated as cash flow hedges (see Note 5).

Coffee Brewing Equipment and Service

The Company classifies certain expenses related to coffee brewing equipment provided to customers as cost of goods
sold. These costs include the cost of the equipment as well as the cost of servicing that equipment (including service
employees’ salaries, cost of transportation and the cost of supplies and parts) and are considered directly attributable to
the generation of revenues from its customers. Accordingly, such costs included in cost of goods sold in the
accompanying unaudited consolidated financial statements in the three months ended December 31, 2015 and 2014
were $6.9 million and $6.4 million, respectively. In addition, depreciation expense related to capitalized coffee
brewing equipment reported in cost of goods sold in each of the three months ended December 31, 2015 and 2014 was
$2.6 million.

14
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Coffee brewing equipment costs included in cost of goods sold in the six months ended December 31, 2015 and 2014
were $13.4 million and $12.9 million, respectively. Depreciation expense related to capitalized coffee brewing
equipment reported in cost of goods sold in the six months ended December 31, 2015 and 2014 was $5.1 million and
$5.2 million, respectively.

The Company capitalized coffee brewing equipment (included in machinery and equipment) in the amount of

$3.9 million and $5.8 million in the six months ended December 31, 2015 and 2014, respectively.
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Farmer Bros. Co.
Notes to Unaudited Consolidated Financial Statements
(continued)

Revenue Recognition

The Company recognizes sales revenue when all of the following have occurred: (1) delivery; (2) persuasive evidence
of an agreement exists; (3) pricing is fixed or determinable; and (4) collection is reasonably assured. When product
sales are made “off-truck” to the Company’s customers at their places of business or products are shipped by third-party
delivery "FOB Destination," title passes and revenue is recognized upon delivery. When customers pick up products at
the Company's distribution centers, title passes and revenue is recognized upon product pick up.

Net Income Per Common Share

Net income per share (“EPS”) represents net income attributable to common stockholders divided by the
weighted-average number of common shares outstanding for the period, excluding unallocated shares held by the
Company's Employee Stock Ownership Plan (“ESOP”) (see Note 15). Diluted EPS represents net income attributable to
common stockholders divided by the weighted-average number of common shares outstanding, inclusive of the
dilutive impact of common equivalent shares outstanding during the period. However, nonvested restricted stock
awards (referred to as participating securities) are excluded from the dilutive impact of common equivalent shares
outstanding in accordance with authoritative guidance under the two-class method. The nonvested restricted
stockholders are entitled to participate in dividends declared on common stock as if the shares were fully vested and
hence are deemed to be participating securities. Under the two-class method, net income attributable to nonvested
restricted stockholders is excluded from net income attributable to common stockholders for purposes of calculating
basic and diluted EPS.

Computation of EPS for the three months ended December 31, 2015 and 2014 includes the dilutive effect of 139,187
shares and 153,971 shares, respectively, issuable under stock options with exercise prices below the closing price of
the Company’s common stock on the last trading day of the applicable period, but excludes 13,887 shares and 988
shares, respectively, issuable under stock options with exercise prices above the closing price of the Company’s
common stock on the last trading day of the applicable period because their inclusion would be anti-dilutive.
Computation of EPS for the six months ended December 31, 2015 and 2014 includes the dilutive effect of 135,513
and 141,741 shares, respectively, issuable under stock options with exercise prices below the closing price of the
Company’s common stock on the last trading day of the applicable period, but excludes 21,723 and 69,073 shares,
respectively, issuable under stock options with exercise prices above the closing price of the Company’s common stock
on the last trading day of the applicable period because their inclusion would be anti-dilutive.

Dividends

The Company’s Board of Directors has omitted the payment of a quarterly dividend since the third quarter of fiscal
2011. The amount, if any, of dividends to be paid in the future will depend upon the Company’s then available cash,
anticipated cash needs, overall financial condition, credit agreement restrictions, future prospects for earnings and
cash flows, as well as other relevant factors.

Impairment of Goodwill and Indefinite-lived Intangible Assets

The Company performs its annual impairment test of goodwill and/or other indefinite-lived intangible assets as of
June 30. Goodwill and other indefinite-lived intangible assets are not amortized but instead are reviewed for
impairment annually, as well as on an interim basis if events or changes in circumstances between annual tests
indicate that an asset might be impaired.

Testing for impairment of goodwill is a two-step process. The first step requires the Company to compare the fair
value of its reporting unit to the carrying value of the net assets of the reporting unit, including goodwill. If the fair
value of the reporting unit is less than its carrying value, goodwill of the reporting unit is potentially impaired and the
Company then completes step two to measure the impairment loss, if any. The second step requires the calculation of
the implied fair value of goodwill, which is the residual fair value remaining after deducting the fair value of all
tangible and intangible net assets of the reporting unit from the fair value of the reporting unit. If the implied fair value
of goodwill is less than the carrying amount of goodwill, an impairment loss is recognized equal to the difference. As
of December 31, 2015, the Company determined that there were no events or circumstances that indicated impairment

16
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and, therefore, no goodwill impairment charges were recorded in the six months ended December 31, 2015. The
Company had no goodwill recorded at December 31, 2014.
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Farmer Bros. Co.
Notes to Unaudited Consolidated Financial Statements
(continued)

Indefinite-lived intangible assets are tested for impairment by comparing their fair values to their carrying values. An
impairment charge is recorded if the estimated fair value of such assets has decreased below their carrying value.
There were no such events or circumstances during the six months ended December 31, 2015 and 2014.

Long-Lived Assets, Excluding Goodwill and Indefinite-lived Intangible Assets

The Company reviews the recoverability of its long-lived assets whenever events or changes in circumstances indicate
that the carrying amount of such assets may not be recoverable. Long-lived assets evaluated for impairment are
grouped with other assets to the lowest level for which identifiable cash flows are largely independent of the cash
flows of other groups of assets and liabilities. The estimated future cash flows are based upon, among other things,
assumptions about expected future operating performance, and may differ from actual cash flows. If the sum of the
projected undiscounted cash flows (excluding interest) is less than the carrying value of the assets, the assets will be
written down to the estimated fair value in the period in which the determination is made. There were no such events
or circumstances during the six months ended December 31, 2015 and 2014. The Company may incur certain other
non-cash asset impairment costs in connection with the Corporate Relocation Plan.

Self-Insurance

The Company is self-insured for workers’ compensation insurance subject to specific retention levels and uses
historical analysis to determine and record the estimates of expected future expenses resulting from workers’
compensation claims. The estimated outstanding losses are the accrued cost of unpaid claims. The estimated
outstanding losses, including allocated loss adjustment expenses (“ALAE”), include case reserves, the development of
known claims and incurred but not reported claims. ALAE are the direct expenses for settling specific claims. The
amounts reflect per occurrence and annual aggregate limits maintained by the Company. The analysis does not include
estimating a provision for unallocated loss adjustment expenses.

The Company accounts for its accrued liability relating to workers’ compensation claims on an undiscounted basis.
The estimated gross undiscounted workers’ compensation liability relating to such claims as of December 31, 2015 and
June 30, 2015, respectively, was $13.3 million and $13.4 million, and the estimated recovery from reinsurance was
$2.2 million and $2.5 million, respectively. The short-term and long-term accrued liabilities for workers’ compensation
claims are presented on the Company's consolidated balance sheets in "Other current liabilities" and in "Accrued
workers' compensation liabilities," respectively. The estimated insurance receivable is included in "Other assets" on
the Company's consolidated balance sheets.

Due to its failure to meet the minimum credit rating criteria for participation in the alternative security program for
California self-insurers for workers” compensation liability, the Company posted a $7.0 million letter of credit at
December 31, 2015 and June 30, 2015 as a security deposit with the State of California Department of Industrial
Relations Self-Insurance Plans.

The estimated liability related to the Company's self-insured group medical insurance at December 31, 2015 and June
30, 2015 was $1.0 million, recorded on an incurred but not reported basis, within deductible limits, based on actual
claims and the average lag time between the date insurance claims are filed and the date those claims are paid.
General liability, product liability and commercial auto liability are insured through a captive insurance program. The
Company retains the risk within certain aggregate amounts. Cost of the insurance through the captive program is
accrued based on estimates of the aggregate liability claims incurred using certain actuarial assumptions and historical
claims experience. The Company's liability reserve for such claims at December 31, 2015 and June 30, 2015 was $1.0
million and $0.8 million, respectively.

The estimated liability related to the Company's self-insured group medical insurance, general liability, product
liability and commercial auto liability is included on the Company's consolidated balance sheets in “Other current
liabilities.”

Recently Adopted Accounting Standards

In August 2015, the Financial Accounting Standards Board (the “FASB”) issued ASU No. 2015-15, “Interest—Imputation
of Interest (Subtopic 835-30): Presentation and Subsequent Measurement of Debt Issuance Costs Associated with
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Line-of-Credit Arrangements” (“ASU 2015-15"). ASU 2015-15 incorporates into the ASC an SEC staff announcement
that the SEC staff will not object to an entity presenting the cost of securing a revolving line of credit as an asset,
regardless of whether a balance is outstanding. The standard, as issued, did not address revolving lines of credit,

which may not have outstanding balances. An entity that repeatedly draws on a revolving credit facility and then
repays the balance could present the cost as a
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deferred asset and reclassify all or a portion of it as a direct deduction from the liability whenever a balance is
outstanding. However, the SEC staff’s announcement provides a less-cumbersome alternative. Either way, the cost
should be amortized over the term of the arrangement. This guidance was effective upon announcement by the SEC
on June 18, 2015. The Company adopted this guidance on the effective date. Adoption of ASU 2015-15 did not have a
material effect on the results of operations, financial position or cash flows of the Company.

New Accounting Pronouncements

In November 2015, the FASB issued ASU No. 2015-17, "Income Taxes (Topic 740): Balance Sheet Classification of
Deferred Taxes" ("ASU 2015-17") which will require entities to present deferred tax assets ("DTAs") and deferred tax
liabilities ("DTLs") as noncurrent in a classified balance sheet. ASU 2015-17 simplifies the current guidance, which
requires entities to separately present DTAs and DTLs as current and noncurrent in a classified balance sheet. For
public business entities, the amendments in ASU 2015-17 are effective for financial statements issued for annual
periods beginning after December 15, 2016, and interim periods within those annual periods. Early application is
permitted as of the beginning of an interim or annual reporting period. ASU 2015-17 is effective for the Company
beginning July 1, 2017. Adoption of ASU 2015-17 is not expected to have a material effect on the results of
operations, financial position or cash flows of the Company.

In September 2015, the FASB issued ASU No. 2015-16, “Business Combinations (Topic 805): Simplifying the
Accounting for Measurement-Period Adjustments” (“ASU 2015-16""). ASU 2015-16 eliminates the requirement that an
acquirer in a business combination account for measurement-period adjustments retrospectively. Instead, an acquirer
will recognize a measurement-period adjustment during the period in which it determines the amount of the
adjustment, including the effect on earnings of any amounts it would have recorded in previous periods if the
accounting had been completed at the acquisition date. The guidance is effective for public business entities for fiscal
years, including interim periods within those fiscal years, beginning after December 15, 2015, with early adoption
permitted. ASU 2015-16 is effective for the Company beginning July 1, 2016. Adoption of ASU 2015-16 is not
expected to have a material effect on the results of operations, financial position or cash flows of the Company.

In July 2015, the FASB issued ASU No. 2015-12, “Plan Accounting: Defined Benefit Pension Plans (Topic 960),
Defined Contribution Pension Plans (Topic 962), Health and Welfare Benefit Plans (Topic 965), (Part I) Fully
Benefit-Responsive Investment Contracts, (Part IT) Plan Investment Disclosures, (Part III) Measurement Date
Practical Expedient” ("ASU 2015-12”). ASU 2015-12 eliminates requirements that employee benefit plans measure the
fair value of fully benefit-responsive investment contracts ("FBRICs") and provide the related fair value disclosures.
As aresult, FBRICs are measured, presented and disclosed only at contract value. Also, plans will be required to
disaggregate their investments measured using fair value by general type, either on the face of the financial statements
or in the notes, and self-directed brokerage accounts are one general type. Plans no longer have to disclose the net
appreciation/depreciation in fair value of investments by general type or individual investments equal to or greater
than 5% of net assets available for benefits. In addition, a plan with a fiscal year end that does not coincide with the
end of a calendar month is allowed to measure its investments and investment-related accounts using the month end
closest to its fiscal year end. The new guidance for FBRICs and plan investment disclosures should be applied
retrospectively. The measurement date practical expedient should be applied prospectively. The guidance is effective
for fiscal years beginning after December 15, 2015, with early adoption permitted. ASU 2015-12 is effective for the
Company beginning July 1, 2016. Adoption of ASU 2015-12 is not expected to have a material effect on the results of
operations, financial position or cash flows of the Company.

In July 2015, the FASB issued ASU No. 2015-11, “Inventory (Topic 330): Simplifying the Measurement of Inventory”
(“ASU 2015-117). ASU 2015-11 simplifies the subsequent measurement of inventory by requiring inventory to be
measured at the lower of cost and net realizable value. Entities will continue to apply their existing impairment models
to inventories that are accounted for using last-in first-out or LIFO and the retail inventory method or RIM. Under
current guidance, net realizable value is one of several calculations an entity needs to make to measure inventory at
the lower of cost or market. ASU 2015-11 is effective for public business entities for fiscal years beginning after

20



Edgar Filing: FARMER BROTHERS CO - Form 10-Q

December 15, 2016, including interim periods within those fiscal years. Early adoption is permitted, and the guidance
must be applied prospectively after the date of adoption. ASU 2015-11 is effective for the Company beginning July 1,
2017. Adoption of ASU 2015-11 is not expected to have a material effect on the results of operations, financial
position or cash flows of the Company.

In May 2015, the FASB issued ASU No. 2015-07, “Fair Value Measurement (Topic 820): Disclosures for Investments
in Certain Entities That Calculate Net Asset Value per Share (or Its Equivalent)” (“ASU 2015-07”). ASU 2015-07
removes the requirement to categorize investments for which the fair values are measured using the net asset value per
share (“NAV”) practical expedient within the fair value hierarchy. It also limits certain disclosures to investments for
which the entity has

11

21



Edgar Filing: FARMER BROTHERS CO - Form 10-Q

Farmer Bros. Co.
Notes to Unaudited Consolidated Financial Statements
(continued)

elected to measure the fair value using the practical expedient. ASU 2015-07 is effective for fiscal years, and interim
periods within those years, beginning after December 15, 2015, with early adoption permitted. ASU 2015-07 is
effective for the Company beginning July 1, 2016. The Company is in the process of assessing the impact of the
adoption of ASU 2015-07 on its consolidated financial statements.

In May 2014, the FASB issued accounting guidance which requires an entity to recognize the amount of revenue to
which it expects to be entitled for the transfer of promised goods or services to customers under ASU No. 2014-09,
“Revenue from Contracts with Customers (Topic 606)” (“ASU 2014-09"). ASU 2014-09 will replace most existing
revenue recognition guidance in U.S. GAAP when it becomes effective. On July 9, 2015, the FASB decided to delay
the effective date of ASU 2014-09 by one year allowing early adoption as of the original effective date of January 1,
2017. The deferral results in the new revenue standard being effective January 1, 2018. The Company is currently
evaluating the impact of ASU 2014-09 on its results of operations, financial position and cash flows.

Note 2. Corporate Relocation Plan

On February 5, 2015, the Company announced the Corporate Relocation Plan pursuant to which the Company will
close its Torrance facility and relocate these operations to a new facility housing the Company's manufacturing,
distribution, coffee lab and corporate headquarters. Approximately 350 positions were impacted as a result of the
Torrance facility closure. The new facility will be located in Northlake, Texas in the Dallas/Fort Worth area. The
Company’s decision resulted from a comprehensive review of alternatives designed to make the Company more
competitive and better positioned to capitalize on growth opportunities.

The Company expects to close its Torrance facility in phases, and began the process in the spring of 2015. Through
April 2015, coffee purchasing, roasting, grinding, packaging and product development took place at the Company’s
Torrance, California, Portland, Oregon and Houston, Texas production facilities. In May 2015, the Company moved
the coffee roasting, grinding and packaging functions that had been conducted in Torrance to its Houston and Portland
production facilities and in conjunction relocated its Houston distribution operations to its Oklahoma City distribution
center. As of December 31, 2015, distribution continued to take place out of the Company’s Torrance and Portland
production facilities, as well as separate distribution centers in Northlake, Illinois; Oklahoma City, Oklahoma; and
Moonachie, New Jersey. Effective September 15, 2015, the Company transferred a majority of its primary
administrative offices from Torrance to Fort Worth, Texas, where the Company has leased 32,000 square feet of
temporary office space. The transfer of the Company’s primary administrative offices to this temporary office space
was substantially completed in the second quarter of fiscal 2016. On December 8, 2015, the Company completed the
sale of the Spice Assets to Harris Spice (see Note 4). Pursuant to a transitional co-packaging supply agreement, the
Company will provide Harris Spice with certain transition services for a limited time period following closing of the
sale. As a result, spice blending, grinding and packaging will continue to take place at the Company’s Torrance
production facility until the conclusion of the transition services, which is expected to occur during the fourth quarter
of fiscal 2016. In December 2015, the Company announced its plans to replace its long-haul fleet operations with third
party logistics ("3PL") and a vendor managed inventory initiative. The first phase of the 3PL program began in
January 2016 and is expected to be fully implemented by the end of the fourth quarter of fiscal 2016. Subsequent to
the quarter ended December 31, 2015, specifically in January 2016, the Company listed its Torrance facility for sale.
Construction of and relocation to the new facility are expected to be completed by the end of the second quarter of
fiscal 2017.

Based on current assumptions and subject to continued implementation of the Corporate Relocation Plan as planned,
the Company estimates that it will incur approximately $27 million in cash costs consisting of $16 million in
employee retention and separation benefits, $5 million in facility-related costs and $6 million in other related costs.
The estimated employee-related costs include an additional $1.5 million in employee retention and separation benefits
relating to the replacement of the Company’s long-haul fleet operations with 3PL and the extension of retention and
separation benefits to certain employees impacted by the Corporate Relocation Plan.
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Expenses related to the Corporate Relocation Plan in the three months ended December 31, 2015 consisted of $3.0
million in employee retention and separation benefits, $0.9 million in facility-related costs including lease of
temporary office space, costs associated with the move of the Company's headquarters, and expenses associated with
production transition and relocation of certain distribution centers, and $1.3 million in other related costs including
travel, legal, consulting and other professional services. Facility-related costs in the three months ended December 31,
2015 also included $0.3 million in non-cash depreciation expense associated with the Torrance production facility
resulting from the consolidation of coffee production operations with the Houston and Portland production facilities.
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Expenses related to the Corporate Relocation Plan in the six months ended December 31, 2015 consisted of

$6.6 million in employee retention and separation benefits, $2.0 million in facility-related costs including lease of
temporary office space, costs associated with the move of the Company's headquarters, and expenses associated with
production transition and relocation of certain distribution centers, and $2.1 million in other related costs including
travel, legal, consulting and other professional services. Facility-related costs in the six months ended December 31,
2015 also included $0.6 million in non-cash depreciation expense associated with the Torrance production facility
resulting from the consolidation of coffee production operations with the Houston and Portland production facilities.
Since adoption of the Corporate Relocation Plan through December 31, 2015, the Company has recognized a total of
$20.3 million of the estimated $27 million in aggregate cash costs consisting of an aggregate of $13.1 million in
employee retention and separation benefits, $2.0 million in facility-related costs and $5.2 million in other related
costs. The remainder is expected to be recognized in the balance of fiscal 2016 and the first half of fiscal 2017. The
Company may incur certain other non-cash asset impairment costs, postretirement benefit costs and pension-related
costs.

The following table sets forth the activity in liabilities associated with the Corporate Relocation Plan for the six
months ended December 31, 2015:

Balances, Non-Cash Balances,
(In thousands) June 30, Additions  Payments Settled Adjustments December 31,
2015 2015
Employee-related costs(1) $6,156 $6,614 $3,620 $— $— $9,150
Facility-related costs(2) — 1,945 1,335 610 — —
Other(3) 200 2,127 2,327 — — —

Total $6,356 $10,686 $7,282 $610 $— $9,150
Current portion 6,356 9,150
Non-current portion — —

Total $6,356 $9,150

(1) Included in "Accrued payroll expenses" on the Company's consolidated balance sheets.

(2) Non-cash settled facility-related costs represent depreciation expense associated with the Torrance production
facility resulting from the consolidation of coffee production operations with the Houston and Portland production
facilities.

(3) Included in "Accounts payable" on the Company's consolidated balance sheets.
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Note 3. Facility Lease Obligation

On July 17, 2015, the Company entered into the Lease Agreement pursuant to which the Company will lease a
538,000 square foot facility to be constructed on 28.2 acres of land located in Northlake, Texas, which will include
corporate offices, areas dedicated to manufacturing and distribution, as well as a lab. Principal design work for the
facility is expected to be finalized by the end of February 2016. The construction of the new facility is estimated to be
completed by the end of the second quarter of fiscal 2017.

The new facility will be constructed by Lessor, at its expense, in accordance with agreed upon specifications and plans
determined as set forth in the Lease Agreement. Due to the Company's involvement in the construction of the facility,
as the deemed general contractor, pursuant to ASC 840, the Company is required to capitalize during the construction
period the cash and non-cash assets, with the exception of the land which is not capitalized, contributed by Lessor for
the construction as property, plant and equipment on the Company’s consolidated balance sheets, with an offsetting
liability for the same amount payable to Lessor.

The Company recorded an asset related to the facility lease obligation included in property, plant and equipment of
$8.1 million as of December 31, 2015. The facility lease obligation included in "Other long-term liabilities" on the
Company’s consolidated balance sheet was $8.1 million as of December 31, 2015 (see Note 12). There were no such
amounts recorded at June 30, 2015. As of December 31, 2015 and June 30, 2015, respectively, the Company had
recorded $0 and $0.3 million in “Other receivables” representing costs incurred by the Company associated with the
new facility (see Note 8).

A portion of the lease arrangement is allocated to land for which the Company will record rent expense during the
construction period. The expense associated with the land is determined using the fair value of the leased land at
construction commencement and the Company’s incremental borrowing rate, and is recognized on a straight-line basis.
Once rent payments commence under the Lease Agreement, all amounts in excess of land rent expense will be
recorded as a debt-service payment and recognized as interest expense and a reduction of the financing obligation.
Rent expense for the facility lease obligation included in the Company’s consolidated statements of operations in the
three and six months ended December 31, 2015 was $74,000 and $0.1 million, respectively. There was no comparable
rent expense in the three and six months ended December 31, 2014.

The Lease Agreement contains a purchase option exercisable at any time by the Company on or before ninety days
prior to the scheduled completion date with an option purchase price equal to 103% of the total project cost as of the
date of the option closing if the option closing occurs on or before July 17, 2016. The option purchase price will
increase by 0.35% per month thereafter up to and including the date which is the earlier of (A) ninety days after the
scheduled completion date and (B) December 31, 2016. Based upon the preliminary budget delivered at the time the
Lease Agreement was executed, the Company had estimated that if it were to exercise the purchase option under the
Lease Agreement on or before July 17, 2016, the estimated option purchase price in lieu of the lease payments would
be $51.1 million payable in the year ending June 30, 2017. This estimate was based upon the preliminary budget and
included amounts in respect of construction costs, acquisition of the land upon which the Northlake, Texas facility
will be constructed, Lessor and Company fees and expenses (such as legal fees), and preliminary contingency
amounts of approximately $5.1 million, in the aggregate. The actual option purchase price would be based upon the
amounts set forth in the final budget. The Company is currently evaluating the optimal size, capacity, utilization,
automation and build-out of the Texas facility, among other things, and expects to deliver the final budget to Lessor
by the end of February 2016, which may exceed the estimated preliminary budget and result in an increase in the rent
payments or the option exercise price under the Lease Agreement. The obligation to pay rent will commence on
December 31, 2016, if the option remains unexercised. The decision of whether to exercise the option or not will
depend upon, among other things, whether the Company can sell the Torrance facility at an acceptable price.

The initial term of the lease is for 15 years from the rent commencement date with six options to renew, each with a
renewal term of 5 years. The annual base rent under the Lease Agreement will be an amount equal to:
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the product of 7.50% and (a) the total estimated budget for the project, or (b) all construction costs outlined in the final

budget on or prior to the scheduled completion date; or
sthe product of 7.50% and the total project costs, to the extent that all components of the document delivery and
completion requirement are fully satisfied on or prior to the scheduled completion date.
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Based on the preliminary budget, the Company had estimated that the annual base rent would be approximately $3.7
million which amount may be higher when the final budget is determined. The annual base rent will increase by 2%
during each year of the lease term.

On July 17, 2015, the Company also entered into a Development Management Agreement (“DMA”) with Stream Realty
Partners-DFW, L.P., a Texas limited partnership (“Developer”).

Pursuant to the DMA, the Company retained the services of Developer to manage, coordinate, represent, assist and
advise the Company on matters concerning the pre-development, development, design, entitlement, infrastructure, site
preparation and construction of the facility. The term of the DMA is from July 17, 2015 until final completion of the
project. Pursuant to the DMA, the Company will pay Developer:

*a development fee of 3.25% of all development costs;

ean oversight fee of 2% of any amounts paid to the Company-contracted parties for any oversight by Developer of
Company-contracted work;

ean incentive fee, the amount of which will be determined by the parties, if final completion occurs prior to the
scheduled completion date; and

*an amount equal to $2.6 million as additional fee in respect of development services.

Note 4. Sale of Spice Assets

On December 8§, 2015, the Company completed the sale of the Spice Assets to Harris Spice. Harris Spice acquired
substantially all of the Company’s personal property used exclusively in connection with the Spice Assets, including
certain equipment; trademarks, tradenames and other intellectual property assets; contract rights under sales and
purchase orders and certain other agreements; and a list of certain customers, other than the Company’s DSD
Customers, and assumed certain liabilities relating to the Spice Assets. The Company received $6.0 million in cash at
closing, and is eligible to receive an earnout amount of up to $5.0 million over a three year period based upon a
percentage of certain institutional spice sales following the closing. The Company recognized a net gain of $5.1
million from the sale of the Spice Assets in its unaudited consolidated statements of operations for the three and six
months ended December 31, 2015. Gain from the earnout, if any, would be recognized when earned and when
realization is assured beyond a reasonable doubt.

In connection with the sale of the Spice Assets, the Company and Harris Spice entered into certain other agreements,
including (1) a transitional co-packaging supply agreement pursuant to which the Company, as the contractor, will
provide Harris Spice with certain transition services for a six-month transitional period following the closing of the
asset sale, and (2) an exclusive supply agreement pursuant to which Harris Spice will supply to the Company, after the
closing of the asset sale, spice and culinary products that were previously manufactured by the Company on
negotiated pricing terms. While title to the Spice Assets transferred at closing, certain of the assets purchased by
Harris Spice are expected to be transferred to Harris Spice's own manufacturing facilities, in phases, during the
transitional period. After the closing of the asset sale, the Company will continue to sell certain spice and other
culinary products purchased from Harris Spice under that supply agreement to the Company’s DSD Customers.

Note 5. Derivative Instruments

Derivative Instruments Held

Coffee-Related Derivative Instruments

The Company is exposed to commodity price risk associated with its PTF green coffee purchase contracts, which are
described further in Note 1. The Company utilizes derivative contracts and options to manage exposure to the
variability in expected future cash flows from forecasted purchases of green coffee attributable to commodity price
risk. Certain of these coffee-related derivative instruments utilized for risk management purposes have been
designated as cash flow hedges, while other coffee-related derivative instruments have not been designated as cash
flow hedges or do not qualify for hedge accounting despite hedging the Company's future cash flows on an economic
basis.
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The following table summarizes the notional volumes for the coffee-related derivative instruments held by the
Company at December 31, 2015 and June 30, 2015:

December 31,

(In thousands) June 30, 2015

2015
Derivative instruments designated as cash flow hedges:
Long coffee pounds 39,675 32,288
Derivative instruments not designated as cash flow hedges:
Long coffee pounds 1,419 1,954
Total 41,094 34,242

Coffee-related derivative instruments designated as cash flow hedges outstanding as of December 31, 2015 will expire
within 24 months.

Effect of Derivative Instruments on the Financial Statements

Balance Sheets

Fair values of derivative instruments on the Company's consolidated balance sheets:

Derivative Instruments Derivative Instruments Not
Designated as Designated as
Cash Flow Hedges Accounting Hedges
December 31,  June 30, December 31, June 30,
(In thousands) 2015 2015 2015 2015
Financial Statement Location:
Short-term derivative assets(1):
Coffee-related derivative instruments $581 $128 $24 $25
Long-term derivative assets(1):
Coffee-related derivative instruments $286 $136 $11 $2
Short-term derivative liabilities(1):
Coffee-related derivative instruments $560 $4,128 $125 $2
Long-term derivative liabilities(2):
Coffee-related derivative instruments $421 $163 $— $—

(1) Included in "Short-term derivative liabilities" on the Company's consolidated balance sheets.
(2) Included in "Other long-term liabilities" on the Company's consolidated balance sheets.
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Statements of Operations
The following table presents pretax net gains and losses for the Company's coffee-related derivative instruments
designated as cash flow hedges, as recognized in "AOCI," "Cost of goods sold" and "Other, net":

Three Months Ended Six Months Ended Financial
December 31, December 31, Statement
(In thousands) 2015 2014 2015 2014 Classification
Net gains (losses) recognized in
accumulated other comprehensive $310 $(5,915 ) $(4,330 ) $(2,583 ) AOCI
(loss) income (effective portion)
Net (losses) gains recogmzed in $(3.859 ) $5.132 $(8.827 ) $9.842 Cost of goods
earnings (effective portion) sold
Net losses recognized in earnings $(128 ) $(119 ) $(484 ) $(170 ) Other, net

(ineffective portion)
For the three and six months ended December 31, 2015 and 2014, there were no gains or losses recognized in earnings
as a result of excluding amounts from the assessment of hedge effectiveness or as a result of reclassifications to
earnings following the discontinuance of any cash flow hedges.

Gains and losses on derivative instruments not designated as accounting hedges are included in “Other, net” in the
Company's consolidated statements of operations and in “Net losses (gains) on derivative instruments and investments”
in the Company's consolidated statements of cash flows.

Net gains and losses recorded in "Other, net" are as follows:

Three Months Ended Six Months Ended
December 31, December 31,
(In thousands) 2015 2014 2015 2014
Net gains (losses) on coffee-related derivative $32 $(904 ) $(695 ) $(855 )
instruments
Net gains on investments 265 205 118 15
Net gains (losses) on derivative instruments and 297 (699 ) (577 ) (840 )
investments(1)
Other gains (losses), net — 169 (1 ) 246
Other, net $297 $(530 ) $(578 ) $(594 )

(I)Excludes net (losses) gains on coffee-related derivative instruments designated as cash flow hedges recorded in
cost of goods sold in the three and six months ended December 31, 2015 and 2014.

Offsetting of Derivative Assets and Liabilities

The Company has agreements in place that allow for the financial right of offset for derivative assets and liabilities at

settlement or in the event of default under the agreements. Additionally, the Company maintains accounts with its

brokers to facilitate financial derivative transactions in support of its risk management activities. Based on the value of

the Company’s positions in these accounts and the associated margin requirements, the Company may be required to

deposit cash into these broker accounts.
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The following table presents the Company’s net exposure from its offsetting derivative asset and liability positions, as
well as cash collateral on deposit with its counterparty as of the reporting dates indicated:

Gross
Amount Netting Cash
(In thousands) Reported on . Collateral Net Exposure
Adjustments
Balance Posted
Sheet
December 31, 2015 Derivative assets $902 $(717 ) $— $185
Derivative liabilities $1,106 $(717 ) $— $389
June 30, 2015 Derivative assets $291 $(291 ) $— $—
Derivative liabilities $4,292 $(291 ) $1,001 $3,000

Credit-Risk-Related Features

The Company does not have any credit-risk-related contingent features that would require it to post additional
collateral in support of its net derivative liability positions. At December 31, 2015 and June 30, 2015, the Company
had $0 and $1.0 million in restricted cash representing cash held on deposit in margin accounts for coffee-related
derivative instruments. Changes in commodity prices and the number of coffee-related derivative instruments held
could have a significant impact on cash deposit requirements under the Company's broker and counterparty
agreements.

Cash Flow Hedges

Changes in the fair value of the Company's coffee-related derivative instruments designated as cash flow hedges, to
the extent effective, are deferred in AOCI and reclassified into cost of goods sold in the same period or periods in
which the hedged forecasted purchases affect earnings, or when it is probable that the hedged forecasted transaction
will not occur by the end of the originally specified time period. Based on recorded values at December 31, 2015,
$4.4 million of net losses on coffee-related derivative instruments designated as cash flow hedges are expected to be
reclassified into cost of goods sold within the next twelve months. These recorded values are based on market prices
of the commodities as of December 31, 2015. Due to the volatile nature of commodity prices, actual gains or losses
realized within the next twelve months may likely differ from these values.

Note 6. Investments

The following table shows gains and losses on trading securities held for investment by the Company:

Three Months Ended Six Months Ended
December 31, December 31,
(In thousands) 2015 2014 2015 2014
Total gains recognized from trading securities held for $265 $205 $118 $15
investment
Less: Realized losses from sales of trading securities
held for investment (26 ) (39 ) $@7 ) $39 )
Unrealized gains from trading securities held for $291 $244 $145 $54

investment

Note 7. Fair Value Measurements
The Company groups its assets and liabilities at fair value in three levels, based on the markets in which the assets and
liabilities are traded and the reliability of the assumptions used to determine fair value. These levels are:

{.evel 1—Valuation is based upon quoted prices for identical instruments traded in active markets.

Level 2—Valuation is based upon inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly or indirectly. Inputs include quoted prices for similar instruments in active markets,
and quoted prices for similar instruments in markets that are not active. Level 2 includes those financial instruments
that are valued with industry standard valuation models that incorporate inputs that are observable in the marketplace

31



18

Edgar Filing: FARMER BROTHERS CO - Form 10-Q

32



Edgar Filing: FARMER BROTHERS CO - Form 10-Q

Farmer Bros. Co.
Notes to Unaudited Consolidated Financial Statements
(continued)

throughout the full term of the instrument, or can otherwise be derived from or supported by observable market data in
the marketplace.

Level 3—Valuation is based upon one or more unobservable inputs that are significant in establishing a fair value
estimate. These unobservable inputs are used to the extent relevant observable inputs are not available and are
developed based on the best information available. These inputs may be used with internally developed
methodologies that result in management’s best estimate of fair value.

Securities with quotes that are based on actual trades or actionable bids and offers with a sufficient level of activity on
or near the measurement date are classified as Level 1. Securities that are priced using quotes derived from implied
values, indicative bids and offers, or a limited number of actual trades, or the same information for securities that are
similar in many respects to those being valued, are classified as Level 2. If market information is not available for
securities being valued, or materially-comparable securities, then those securities are classified as Level 3. In
considering market information, management evaluates changes in liquidity, willingness of a broker to execute at the
quoted price, the depth and consistency of prices from pricing services, and the existence of observable trades in the
market.

Assets and liabilities measured and recorded at fair value on a recurring basis were as follows:

(In thousands) Total Level 1 Level 2 Level 3
December 31, 2015
Preferred stock(1) $24,313 $20,591 $3,722 $—

Derivative instruments designated as cash flow hedges:

Coffee-related derivative assets $867 $867 $— $—
Coffee-related derivative liabilities $981 $981 $— $—
Derivative instruments not designated as accounting

hedges:

Coffee-related derivative assets $35 $35 $— $—
Coffee-related derivative liabilities $125 $125 $— $—
June 30, 2015 Total Level 1 Level 2 Level 3
Preferred stock(1) $23,665 $19,132 $4,533 $—
Derivative instruments designated as cash flow hedges:

Coffee-related derivative assets $264 $264 $— $—
Coffee-related derivative liabilities $4.290 $4,290 $— $—
Derivative instruments not designated as accounting

hedges:

Coffee-related derivative assets $27 $27 $— $—
Coffee-related derivative liabilities $2 $2 $— $—

(1)Included in "Short-term investments" on the Company's consolidated balance sheets.

During the six months ended December 31, 2015, there was one transfer from Level 1 to Level 2, resulting from a
decrease in the quantity and quality of information related to trading activity and broker quotes for that security.

Note 8. Accounts and Notes Receivable, Net
(In thousands)

December 31, 2015

June 30, 2015

Trade receivables $44.759 $38,783

Other receivables(1) 1,690 2,021

Allowance for doubtful accounts (860 ) (643 )
Accounts and notes receivable, net $45,589 $40,161
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(1) Includes $0 and $0.3 million in costs incurred by the Company associated with the new Texas facility as of
December 31, 2015 and June 30, 2015, respectively.
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Note 9. Inventories

(In thousands) December 31, 2015 June 30, 2015
Coffee:
Processed $14,952 $13,837
Unprocessed 12,491 11,968
Total $27,443 $25,805
Tea and culinary products:
Processed $18,761 $17,022
Unprocessed 1,693 2,764
Total $20,454 $19,786
Coffee brewing equipment parts $5,139 $4,931
Total inventories $53,036 $50,522

In addition to product cost, inventory costs include expenditures such as direct labor and certain supply and overhead
expenses incurred in bringing the inventory to its existing condition and location. The “Unprocessed” inventory values
stated in the above table represent the value of raw materials and the “Processed” inventory values represent all other
products consisting primarily of finished goods.

Inventories are valued at the lower of cost or market. The Company accounts for coffee, tea and culinary products on
the last in, first out ("LIFO") basis and coffee brewing equipment parts on the first in, first out ("FIFO") basis. The
Company regularly evaluates these inventories to determine whether market conditions are appropriately reflected in
the recorded carrying value. At the end of each quarter, the Company records the expected effect of the liquidation of
LIFO inventory quantities, if any, and records the actual impact at fiscal year-end. An actual valuation of inventory
under the LIFO method is made only at the end of each fiscal year based on the inventory levels and costs at that time.
If inventory quantities decline at the end of the fiscal year compared to the beginning of the fiscal year