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General

This Annual Report on Form 10-K, which we refer to herein as our Annual Report, contains “forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities

Exchange Act of 1934, as amended (the “Exchange Act”). Among other things, these statements relate to Universal
Corporation’s financial condition, results of operations and future business plans, operations, opportunities, and
prospects. In addition, Universal Corporation and its representatives may make written or oral forward-looking

statements from time to time, including statements contained in other filings with the Securities and Exchange
Commission (the “SEC”) and in reports to shareholders. These forward-looking statements are generally identified by

the use of words such as we “expect,” “believe,” “anticipate,” “could,” “should,” “may,” “plan,” “will,” “predict,” “estimate,”
expressions or words of similar import. These forward-looking statements are based upon management’s current
knowledge and assumptions about future events and involve risks and uncertainties that could cause actual results,
performance, or achievements to be materially different from any anticipated results, prospects, performance, or
achievements expressed or implied by such forward-looking statements. Such risks and uncertainties include, but are

not limited to: anticipated levels of demand for and supply of our products and services; costs incurred in providing

these products and services; timing of shipments to customers; changes in market structure; government regulation;
product taxation; industry consolidation and evolution; changes in exchange rates and interest rates; impacts of

regulation and litigation on our customers; and general economic, political, market, and weather conditions. For a
description of factors that may cause actual results to differ materially from such forward-looking statements, see Item
1A, “Risk Factors.” We caution investors not to place undue reliance on any forward-looking statements as these
statements speak only as of the date when made, and we undertake no obligation to update any forward-looking
statements made in this report. In addition, the discussion of the impact of current trends on our business in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Other Information
Regarding Trends and Management’s Actions” in Item 7 should be read carefully in connection with evaluating our
business and the forward-looking statements contained in this Annual Report.

This Annual Report uses the terms “Universal,” “the Company,” “we,” “us,” and “our” to refer to Universal Corporation and it
subsidiaries when it is not necessary to distinguish among Universal Corporation and its various operating subsidiaries

or when any distinction is clear from the context in which it is used.

See the “Results of Operations” section in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in Item 7 for a discussion of segment operating income, a non-GAAP financial measure that we refer to in
this Annual Report on Form 10-K and consider useful in understanding our business results and trends.

99 ¢ 29 ¢

PART I
Item 1. Business

A.The Company

Overview

We are the leading global leaf tobacco supplier. We operate in over 30 countries on five continents and procure,
finance, process, pack, store and ship leaf tobacco and other agri-products. Tobacco has been our principal focus since
our founding in 1918. The largest portion of our business involves procuring and processing flue-cured and burley leaf
tobacco for manufacturers of consumer tobacco products. We do not manufacture any consumer products. Rather, we
support consumer product manufacturers by selling them processed raw products and performing related services for
them. Our reportable segments for our flue-cured and burley tobacco operations are North America and Other
Regions. We also have a third reportable segment, Other Tobacco Operations, which comprises our dark tobacco
business, our oriental tobacco joint venture, and certain tobacco- and non-tobacco-related services. We generated
approximately $2.1 billion in consolidated revenues and earned $188.5 million in total segment operating income in
fiscal year 2017. Universal Corporation is a holding company that operates through numerous directly and indirectly
owned subsidiaries. Universal Corporation’s primary subsidiary is Universal Leaf Tobacco Company, Incorporated.
See Exhibit 21, “Subsidiaries of the Registrant,” for additional subsidiary information.
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Key Operating Principles

We believe that by following several key operating principles we can continue to produce good financial returns from

our business and enhance shareholder value. These key operating principles are:

Strategic market position. We work closely with both our customers and suppliers to ensure that we deliver a product

that meets our customers' needs while cultivating a strong, sustainable supplier base. We balance purchases of leaf

tobacco against indicated customer demand and maintain global procurement and production operations to maximize

supply chain efficiencies.

Strong local management. Having strong local management in all of our key supply origins allows us to identify and

react to constantly shifting market conditions. Empowered and experienced local management, coupled with global

coordination, affords us the flexibility and knowledge necessary to adapt quickly in order to continually deliver high

quality, competitively-priced products and services.

Compliant products. Customers expect a sustainable supply of compliant, traceable, competitively-priced product, and

we believe that we lead in delivering these products. Among other initiatives, we invest in training farmers in good

agricultural practices that encompass crop quality, environmental stewardship and agricultural labor standards.
Diversified sources. We operate in over 30 countries on five continents and maintain a presence in all major
flue-cured, burley, oriental, and dark air-cured tobacco origin markets. This global presence allows us to meet
our customers' diverse leaf requirements while minimizing the effects of adverse crop conditions and other
localized supply disruptions.

Financial strength. Financial strength is critical and enables us to fund our global operations efficiently and to

facilitate investment when suitable opportunities arise. Management of liquidity, interest expense and capital costs

provides us with a competitive advantage and affords us flexibility when responding to customer requirements and

market changes.

Additional Information

Our website address is www.universalcorp.com. We post regulatory filings on this website as soon as reasonably
practicable after they are electronically filed with or furnished to the SEC. These filings include annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements, Section 16 reports on
Forms 3, 4, and 5, and any amendments to those reports filed with or furnished to the SEC. Access to these filings on
our website is available free of charge. Copies are also available, without charge, from Universal Corporation Investor
Relations, 9201 Forest Hill Avenue, Richmond, VA 23235. Reports filed with the SEC may be viewed at
www.sec.gov or obtained at the SEC Public Reference Room at 100 F Street, NE, Washington, D.C. 20549.
Information regarding the operation of the Public Reference Room may be obtained by calling the SEC at
1-800-SEC-0330. We also post our press releases on our website. Information on our website is not deemed to be
incorporated by reference into this Annual Report.

In addition, our Corporate Governance Guidelines, Code of Conduct, and charters for the Audit Committee, the
Executive Committee, the Executive Compensation, Nominating and Corporate Governance Committee, the Pension
Investment Committee, and the Finance Committee are available free of charge to shareholders and the public through
the “Corporate Governance” section of our website. Printed copies of the foregoing are available to any shareholder
upon written request to our Treasurer at the address set forth on the cover of this Annual Report or may be requested
through our website, www.universalcorp.com.
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B.Description of Business

General

Our primary business is procuring, financing, processing, packing, storing, and shipping leaf tobacco for sale to
manufacturers of consumer tobacco products. Procuring leaf tobacco involves contracting with, providing agronomy
support to, and financing farmers in many origins. We do not manufacture cigarettes or other consumer tobacco
products. Rather, we support consumer product manufacturers by selling them processed leaf tobacco and performing
related services for them. Through various operating subsidiaries and unconsolidated affiliates located in
tobacco-growing origins around the world, we contract, purchase, process, and sell flue-cured and burley tobaccos, as
well as dark air-cured and oriental tobaccos. Flue-cured, burley, and oriental tobaccos are used principally in the
manufacture of cigarettes, and dark air-cured tobaccos are used mainly in the manufacture of cigars, smokeless, and
pipe tobacco products. We also provide value-added services to our customers, including blending, chemical and
physical testing of tobacco, service cutting for select manufacturers, manufacturing reconstituted leaf tobacco, and
managing just-in-time inventory.

Several important operating factors characterize our company and our primary business, leaf tobacco:

Experience dealing with large numbers of farmers,

Expertise in delivering a sustainable supply of compliant, traceable, competitively-priced leaf tobacco,

Capability to meet unique customer requirements for style, volume and quality,

{.ongstanding customer relationships,

Presence in all major leaf tobacco sourcing areas, and

Financial strength and flexibility.

In addition to our leaf tobacco business, we are involved in other smaller-scale agribusiness opportunities. We
participate in a joint venture that supplies liquid nicotine, manufactured in the United States, to the vapor products
industry. We also have businesses that test and analyze tobacco products, produce high-quality dehydrated and juiced
fruit and vegetable products, and recycle waste materials from tobacco production. When looking at new
opportunities, we seek prospects where we believe we can earn an adequate return, leverage our assets and expertise,
and enhance our farmer base.

With respect to our leaf tobacco business, we generate our revenues from product sales of processed, packed tobacco
that we source, from processing fees for tobacco owned by third parties, and from fees for other services. Sales to our
six largest customers, with whom we have longstanding relationships, have accounted for more than two-thirds of our
consolidated revenues for each of the past three fiscal years. Our sales consist primarily of flue-cured and burley
tobaccos. For the fiscal year ended March 31, 2017, our flue-cured and burley operations accounted for 89% of our
revenues and 95% of our segment operating income.

We conduct our business in varying degrees in a number of countries, including Bangladesh, Brazil, the Dominican
Republic, Germany, Guatemala, Hungary, India, Indonesia, Italy, Malawi, Mexico, Mozambique, the Netherlands,
Nicaragua, Paraguay, the People’s Republic of China, the Philippines, Poland, Russia, Singapore, South Africa, Spain,
Switzerland, Tanzania, the United Arab Emirates, the United States, and Zimbabwe. In addition, our oriental tobacco
joint venture, Socotab, L.L.C. has operations in Bulgaria, Greece, Macedonia, and Turkey.

Because unprocessed, or “green,” leaf tobacco is a perishable product, timely processing is an essential service to our
customers. Our processing of leaf tobacco includes grading in the factories, blending, removal of non-tobacco
material, separation of leaf from the stems, drying, packing to precise moisture targets for proper aging, as well as
temporary storage. Accomplishing these tasks generally requires investments in factories and machinery in areas
where the tobacco is grown. Processed tobacco that has been properly packed can be stored by customers for a number
of years prior to use, but most processed tobacco is used within two to three years.

We are a major purchaser and processor in the chief exporting regions for flue-cured and burley tobacco throughout
the world. Africa, Brazil, and the United States produce approximately two-thirds of the flue-cured and burley tobacco
grown outside of China. We estimate that we have historically handled, through leaf sales or processing, between 30%
and 40% of the annual production of such tobaccos in both Africa and the United States and between 15% and 25% in
Brazil. These percentages can change from year to year based on the size, price, and quality of the crops. We
participate in the procurement, processing, storage, and sale of oriental tobacco through ownership of a 49% equity
interest in Socotab, L.L..C., a leading supplier of oriental tobaccos. In addition, we maintain a presence, and in certain
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cases, a leading presence, in all other major tobacco growing regions in the world. We believe that our leading
position in the leaf tobacco industry is based on our operating presence in all of the major sourcing areas, our ability to
meet customer style, volume, and quality requirements, our expertise in dealing with large numbers of farmers, our
long-standing relationships with customers, our development of processing equipment and technologies, and our
financial position. The efficiencies that we offer our customers, due to our established network of operational
expertise and infrastructure on the ground and our ability to market most styles and grades of leaf to a diverse
customer base, are also key to our success.

We also have a leading position in worldwide dark tobacco markets. Our dark tobacco operations are located in most
of the major producing countries and in other smaller markets. We operate in major dark tobacco producing countries,
including the
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United States, the Dominican Republic, Indonesia, Paraguay, the Philippines, Nicaragua, and Brazil. Dark tobaccos
are typically used in the manufacture of cigars, pipe tobacco, and smokeless tobacco products, and as components of
certain “roll-your-own” cigarette products.

Sales are made by our sales force and, to a much smaller degree, through the use of commissioned agents. Most
customers are long-established tobacco product manufacturers. Customer contract arrangements vary around the
world and include negotiated pricing as well as cost plus arrangements. Discussions of a customer’s longer-term needs
may begin as early as one to two years in advance of a particular crop purchase. These discussions are key to our
future crop production planning. Prior to planting each year, we use early customer indications for type, style,
processing, and volume requirements for the upcoming season’s crop to help us determine our farmer contracting and
grower input needs in our origins. We work with our farmers and customers continually throughout the crop season.
As crops progress through the growing season, customers will inspect the crop, and a customer’s early indications may
be refined based upon emerging crop qualities and quantities and market pricing expectations. Ultimately, purchase
agreements specifying quantity, quality, grade and price are executed, leading to inventory allocations of harvested
green or processed leaf that we have acquired.

In the majority of the countries where we operate, we contract directly with tobacco farmers or tobacco farmer
cooperatives. In most countries outside the United States, we advance seed or seedlings, fertilizer, and other
agricultural inputs to farmers. These advances are repaid by farmers with the tobacco they produce. We are dedicated
to promoting a sustainable farmer base and provide our farmers with agronomy support. Our Good Agricultural
Practices programs educate farmers in such matters as the reduction of non-tobacco related materials, product
traceability, environmental sustainability, agricultural labor standards, and social responsibility. In Malawi and
Zimbabwe, we also purchase some tobacco under auction systems.

Our foreign operations are subject to international business risks, including unsettled political conditions,
expropriation, import and export restrictions, exchange controls, and currency fluctuations. During the tobacco season
in many of the countries listed above, we advance funds, guarantee local loans, or do both, each in substantial
amounts, for the eventual purchase of tobacco. The majority of these seasonal advances and loan guarantees mature in
one year or less upon the farmers’ delivery of contracted tobaccos. Most advances to farmers are denominated in local
currency, which is a source of foreign currency exchange rate risk. Most tobacco sales are denominated in U.S.
dollars, which reduces our foreign currency exchange risk after the tobacco has been purchased. See Item 1A, “Risk
Factors” for more information about our foreign currency exchange and other risks.

For a discussion of recent developments and trends in our business, along with factors that may affect our business,
see Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and Item 1A,
“Risk Factors.”

Seasonality

Our operations are seasonal in nature. Tobacco in Brazil is usually purchased from January through July, while buying
in Malawi, Mozambique, and other African countries typically begins around April and continues through November.
Farmers begin to sell U.S. flue-cured tobacco in late July, and the marketing season lasts for approximately four
months.

We normally operate each of our processing plants for seven to nine months of the year. During this period for each
region, inventories of green tobacco, inventories of processed tobacco, and trade accounts receivable normally reach
peak levels in succession. We normally finance this expansion of current assets with cash, short-term borrowings from
banks, and customer advances, and these funding sources normally reach their peak usage in each region during its
respective purchasing or processing period. Our balance sheet at our fiscal year end reflects seasonal expansions in
working capital in South America and Central America. Our financial performance is also impacted by the seasonality
of our business. Due to global tobacco growing cycles, as well as customer shipment preferences, we typically ship a
larger portion of our volumes in the second half of our fiscal year. Changes in customer shipment schedules or
changes in crop timing in a season can shift recognition of revenue in a given fiscal year or between fiscal years.
Customers

A material part of our business is dependent upon a few customers. Our six largest customers are Altria Group Inc.,
British American Tobacco plc, China Tobacco International, Inc., Imperial Brands plc, Japan Tobacco, Inc., and
Philip Morris International, Inc. In the aggregate, these customers have accounted for more than two-thirds of our



Edgar Filing: UNIVERSAL CORP /VA/ - Form 10-K

consolidated revenues for each of the past three fiscal years. For the fiscal year ended March 31, 2017, each of British
American Tobacco plc, Imperial Brands plc, and Philip Morris International, Inc., including their respective affiliates,
accounted for 10% or more of our revenues. The loss of, or substantial reduction in business from, any of these
customers could have a material adverse effect on our results. We have longstanding relationships with all of these
customers.

We had commitments from customers for approximately $450 million of the tobacco in our inventories at March 31,
2017. Based upon historical experience, we expect that at least 90% of such orders will be delivered during fiscal year
2018. Most of our product requires shipment via trucks and oceangoing vessels to reach customer destinations. Delays
in the delivery of orders can result from such factors as truck and container availability, port access and capacity,
vessel scheduling, and changing customer requirements for shipment.

6
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As more fully described in Note 1 to the consolidated financial statements in Item 8 of this Annual Report, we
recognize revenue from the sale of tobacco when title and risk of loss is transferred to our customer. Individual
shipments may be large, and since the customer typically specifies shipping dates, our financial results may vary
significantly between reporting periods due to timing of sales. In some markets, including the United States, Italy,
Tanzania, Poland, and Brazil, we process tobacco that is owned by our customers, and we recognize the revenue for
that service when the processing is completed.

Competition

Competition among leaf tobacco suppliers is based on the ability to meet customer specifications in the growing,
buying, processing, and financing of tobacco, and on the prices charged for products and services. Competition varies
depending on the market or country involved. The number of competitors varies from country to country, but there is
competition in most areas to buy and sell the available tobacco. Our principal competitor is Alliance One
International, Inc. (“Alliance One”). Alliance One operates in many of the countries where we operate. We consider
ourselves and Alliance One to be the only global leaf suppliers based on our worldwide scope of operations. Most of
our major customers are partially vertically integrated, and thus also compete with us for the purchase of leaf tobacco
in several of the major markets.

In most major markets, smaller competitors are very active. These competitors typically have lower overhead
requirements and provide less support to customers and farmers. Due to their lower cost structures, they can often
offer a price on products that is lower than our price. However, we believe that we provide quality controls and farm
programs that add value for our customers in an increasingly regulated world and make our products highly desirable.
Our Good Agricultural Practices support an approach to farming that is focused on sustainability, employing sound
field production and labor management practices that meet our customers’ needs, promote farmer profitability, and
reflect environmental sensitivity. We provide comprehensive training, technical support in the field, and crop analytics
through ongoing research and development. We believe that our major customers increasingly require these services
and that our programs increase the quality and value of the products and services we offer. We also believe that our
customers value the security of supply that we are able to provide due to our strong relationships with our farmer base
and our global footprint.

Reportable Segments

We evaluate the performance of our leaf tobacco business by geographic region, although the dark air-cured and
oriental tobacco businesses are each evaluated on the basis of their worldwide operations. Performance of the oriental
tobacco operations is evaluated based on our equity in the pretax earnings of our affiliate. Under this structure, we
have the following primary operating segments: North America, South America, Africa, Europe, Asia, Dark
Air-Cured, Oriental, and Special Services. North America, South America, Africa, Europe, and Asia are primarily
involved in flue-cured and burley leaf tobacco operations for supply to cigarette manufacturers. Our Dark Air-Cured
group supplies dark air-cured tobacco principally to manufacturers of cigars, pipe tobacco, and smokeless tobacco
products, and our Oriental business supplies oriental tobacco to cigarette manufacturers. Our Special Services group
provides laboratory services, including physical and chemical product testing, electronic nicotine delivery system and
e-liquid testing, and smoke testing for customers. Our liquid nicotine joint venture and our fruit and vegetable
ingredients business are also included in the Special Services group.

The five regional operating segments serving our cigarette manufacturer customers share similar characteristics in the
nature of their products and services, production processes, class of customer, product distribution methods, and
regulatory environment. Based on the applicable accounting guidance, four of the regions — South America, Africa,
Europe, and Asia — are aggregated into a single reporting segment, Other Regions, because they also have similar
economic characteristics. North America is reported as an individual operating segment, because its economic
characteristics differ from the other regions, generally because its operations require lower working capital
investments for crop financing and inventory. The Dark Air-Cured, Oriental, and Special Services segments, which
have differing characteristics in some of the categories mentioned above, are reported together as Other Tobacco
Operations, because each is below the measurement threshold for separate reporting.

Financial Information about Segments

Our North America and Other Regions reportable segments, which represent our flue-cured and burley tobacco
operations, accounted for 20% and 69% of our revenues and 19% and 76% of our segment operating income,

11
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respectively, in fiscal year 2017. Our Other Tobacco Operations reportable segment accounted for 11% of our
revenues and 5% of our segment operating income in fiscal year 2017. Sales and other operating revenues and
operating income attributable to our reportable segments for each of the last three fiscal years, along with segment
assets for each reportable segment at March 31, 2017, 2016, and 2015, are set forth in Note 14 to the consolidated
financial statements, which are included in Item 8 of this Annual Report. Information with respect to the geographic

distribution of our revenues and long-lived assets is also set forth in Note 14 to the consolidated financial statements.

C.Employees
We employed over 24,000 employees throughout the world during the fiscal year ended March 31, 2017. We
estimated this figure because the majority of our personnel are seasonal employees.

12



Edgar Filing: UNIVERSAL CORP /VA/ - Form 10-K

D.Research and Development

We did not expend material amounts for research and development during the fiscal years ended March 31, 2017,
2016, or 2015.

E.Patents, etc.

We hold no material patents, licenses, franchises, or concessions.

F.Government Regulation, Environmental Matters, and Other Matters

Our business is subject to general governmental regulation in the United States and in foreign jurisdictions where we
conduct business. Such regulation includes, but is not limited to, matters relating to environmental protection. To date,
governmental provisions regulating the discharge of material into the environment have not had a material effect upon
our capital expenditures, earnings, or competitive position. See Item 1A, “Risk Factors” for a discussion of government
regulations and other factors that may affect our business.

8
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Item 1A. Risk Factors

Operating Factors

In areas where we purchase leaf tobacco directly from farmers, we bear the risk that the tobacco we receive will not
meet quality and quantity requirements.

When we contract directly with tobacco farmers or tobacco farmer cooperatives, which is the method we use to
purchase tobacco in most countries, we bear the risk that the tobacco delivered may not meet customer quality and
quantity requirements. If the tobacco does not meet such market requirements, we may not be able to fill all of our
customers’ orders, and such failure would have an adverse effect on profitability and results of operations. In a contract
market our obligation is to purchase the entire tobacco plant, which encompasses many leaf styles, therefore, we also
have a risk that not all of that production will be readily marketable at prices that support acceptable margins. In
addition, in many foreign countries where we purchase tobacco directly from farmers, we provide them with
financing. Unless we receive marketable tobacco that meets the quality and quantity specifications of our customers,
we bear the risk that we will not be able to fully recover our crop advances or recover them in a reasonable period of
time.

The leaf tobacco industry is competitive, and we are heavily reliant on a few large customers.

We are one of two major independent global competitors in the leaf tobacco industry, both of whom are reliant upon a
few large customers. The loss of one of those large customers or a significant decrease in their demand for our
products or services could significantly decrease our sales of products or services, which would have a material
adverse effect on our results of operations. The competition among leaf tobacco suppliers and dealers is based on the
ability to meet customer requirements in the buying, processing, and financing of tobacco, and on the price charged
for products and services. We believe that we consistently meet our customers’ requirements and charge competitive
prices. Since we rely upon a few significant customers, the consolidation or failure of any of these large customers, or
a significant increase in their vertical integration, could contribute to a significant decrease in our sales of products
and services.

We compete for both the purchase and sale of leaf with smaller leaf tobacco suppliers in some of the markets where
we conduct business. Some of these smaller leaf tobacco suppliers operate in more than one country. Since they
typically provide little or no support to farmers, these leaf tobacco suppliers typically have lower overhead
requirements than we do. Due to their lower cost structures, they often can offer prices on products and services that
are lower than our prices. Our customers also directly source leaf tobacco from farmers to meet some of their raw
material needs. Direct sourcing provides our customers with some qualities and quantities of leaf tobacco that they
prefer not to use in their existing blends and that may be offered for sale. This competition for both the sale and
purchase of leaf could reduce the volume of the leaf we handle and could negatively impact our financial results.
Our financial results can be significantly affected by changes in the balance of supply and demand for leaf tobacco.
As a leaf tobacco supplier, our financial results can be significantly affected by changes in the overall balance of
worldwide supply and demand for leaf tobacco. The demand for leaf tobacco, which is based upon customers’
expectations of their future requirements, can change from time to time depending upon factors affecting the demand
for their products. Our customers’ expectations and their demand for leaf tobacco are influenced by a number of
factors, including:

trends in the global consumption of cigarettes,

¢rends in consumption of cigars and other tobacco products,

trends in consumption of alternative tobacco products, such as electronic nicotine delivery systems and
non-combustible products,

{evels of competition among our customers, and

regulatory and governmental factors.

The world supply of leaf tobacco at any given time is a function of current tobacco production, inventories held by
manufacturers, and the stocks of leaf tobacco held by leaf tobacco suppliers. Production of tobacco in a given year
may be significantly affected by such factors as:

demographic shifts that change the number of farmers or the amount of land available to grow tobacco,

decisions by farmers to grow crops other than leaf tobacco,

volume of annual tobacco plantings and yields realized by farmers,

14
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availability of crop inputs,

weather and natural disasters, including any adverse weather conditions that may result from climate change, and
erop infestation and disease.

Any significant change in these factors could cause a material imbalance in the supply of and demand for tobacco,
which would affect our results of operations.

9
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Our financial results will vary according to tobacco growing conditions, customer requirements, and other factors.
These factors may also limit the ability to accurately forecast our future performance and increase the risk of an
investment in our common stock or other securities.

Our financial results, particularly our year-over-year quarterly comparisons, may be significantly affected by
variations in tobacco growing seasons and fluctuations in crop sizes. The timing of the cultivation and delivery of
tobacco is dependent upon a number of factors, including weather and other natural events, and our processing
schedules and results of operations can be significantly altered by these factors. In addition, the potential impact of
climate change is uncertain and may vary by geographic region. The possible effects, as described in various public
accounts, could include changes in rainfall patterns, water shortages, changing storm patterns and intensities, and
changing temperature levels that could adversely impact our costs and business operations and the supply and demand
for leaf tobacco. Our operations also rely on dependable and efficient transportation services. A disruption in
transportation services, as a result of climate change or otherwise, may also significantly impact our results of
operations.

Further, the timing and unpredictability of customer orders and shipments may require us to keep tobacco in inventory
and may also result in variations in quarterly and annual financial results. We base sales recognition on the passage of
ownership. Since individual shipments may represent significant amounts of revenue, our quarterly and annual
financial results may vary significantly depending on the timing of needs and shipping instructions of our customers
and the availability of transportation services. These fluctuations result in varying volumes and sales in given periods,
which also reduce the comparability of financial results.

Major shifts in customer requirements for tobacco supply may significantly affect our operating results.

If our customers significantly alter their requirements for tobacco volumes from certain regions, we may have to
change our production facilities and alter our fixed asset base in certain origins. Permanent or long-term reduction in
demand for tobacco from origins where we have operations may trigger restructuring and impairment charges. We
may also need to make significant capital investments in other regions to develop the needed infrastructure to meet
customer supply requirements.

Weather and other conditions can affect the marketability of our products.

Tobacco crops are subject to vagaries of weather and the environment that can, in some cases, change the quality or
size of the crops. If a weather event is particularly severe, such as a major drought or hurricane, the affected crop
could be destroyed or damaged to an extent that it would be less desirable to manufacturers, which would result in a
reduction in revenues. If such an event is also widespread, it could affect our ability to acquire the quantity of tobacco
required by our customers. In addition, other factors can affect the marketability of tobacco, including, among other
things, the presence of excess residues of crop protection agents or non-tobacco related materials. A significant event
impacting the condition or quality of a large amount of any of the crops that we buy could make it difficult for us to
sell these products or to fill customers’ orders.

Our food ingredient business is subject to industry-specific risks which could adversely affect our operating results.
Our food ingredients business is subject to risks posed by food spoilage or food contamination; shifting consumer
preferences; federal, state, and local food processing regulations; product tampering; and product liability claims. If
one or more of these risks were to materialize, our revenues and operating results could be adversely affected, and our
Company’s reputation might be damaged.

We may be adversely impacted if our information technology systems fail to perform adequately, including with
respect to cybersecurity issues.

The efficient operation of our business depends on our information technology systems. We rely on our information
technology systems to effectively manage our business data, communications, supply chain, order entry and
fulfillment, and other business processes. The failure of our information technology systems (including those provided
to us by third parties) to perform as we anticipate could disrupt our business and affect our results of operations.

In addition, our information technology systems may be vulnerable to damage or interruption from circumstances
beyond our control, including fire, natural disasters, systems failures, security breaches or intrusions (including theft
of confidential data), and viruses. If we are unable to prevent physical and electronic break-ins, cyber-attacks and
other information security breaches, we may suffer financial and reputational damage, be subject to litigation, or incur
remediation costs or penalties because of the unauthorized disclosure of confidential information belonging to us or to
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our partners, customers, suppliers or employees.

10
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Regulatory and Governmental Factors

Government efforts to regulate the production and consumption of tobacco products could have a significant impact
on the businesses of our customers, which would, in turn, affect our results of operations.

About 5% of cigarettes manufactured worldwide are consumed in the United States. Nationally, the U.S. federal
government and certain state and local governments have taken or proposed actions that may have the effect of
reducing U.S. consumption of tobacco products and indirectly reducing demand for our products and services. These
activities have included:

restrictions on the use of tobacco products in public places and places of employment,

legislation authorizing the U.S. Food and Drug Administration (the “FDA”) to regulate the manufacturing and
marketing of all tobacco products,

tncreases in the federal, state, and local excise taxes on cigarettes and other tobacco products, and

the policy of the U.S. government to link certain federal grants to the enforcement of state laws restricting the sale of
tobacco products.

Numerous other legislative and regulatory anti-smoking measures have been proposed at the federal, state, and local
levels.

Globally, a number of foreign governments and non-government organizations also have taken or proposed steps to
restrict or prohibit tobacco product advertising and promotion, to increase taxes on tobacco products, to indirectly
limit the use of certain types of tobacco, and to discourage tobacco product consumption. A number of such measures,
including plain packaging, are included in the Framework Convention on Tobacco Control (“FCTC”), which was
negotiated and promoted globally under the auspices of the World Health Organization (“WHO”). We cannot predict the
extent or speed at which the efforts of governments or non-governmental agencies to reduce tobacco consumption
might affect the business of our primary customers. However, a significant decrease in worldwide tobacco
consumption brought about by existing or future governmental laws and regulations would reduce demand for tobacco
products and services and could have a material adverse effect on our results of operations.

Government actions can have a significant effect on the sourcing of tobacco. If some of the current efforts are
successful, we could have difficulty obtaining sufficient tobacco to meet our customers’ requirements, which could
have an adverse effect on our performance and results of operations.

The WHO, through the FCTC, created a formal study group in 2007 to identify and assess crop diversification
initiatives and alternatives to growing leaf tobacco in countries whose economies depend upon tobacco production. If
certain countries were to partner with the FCTC study group and seek to eliminate or significantly reduce leaf tobacco
production, we could encounter difficulty in sourcing leaf tobacco to fill customer requirements, which could have an
adverse effect on our results of operations.

Certain recommendations by the WHO, through the FCTC, may cause shifts in customer usage of certain styles of
tobacco. As seen in countries like Canada and Brazil and in the European Union, efforts have been taken to eliminate
ingredients from the manufacturing process for tobacco products. Recently, the FCTC and the FDA have discussed
formulating a nicotine strategy (limitations on the level of nicotine allowed in tobacco and tobacco smoke). Such
decisions could cause a change in requirements for certain styles of tobacco in particular countries. Shifts in customer
demand from one type of tobacco to another could create sourcing challenges as requirements move from one origin
to another.

Trade proposals have included provisions that could effectively allow governments to regulate tobacco products
differently than other products. These “carve outs” could negatively impact the industry and reduce requirements for leaf
tobacco.

In addition, continued government and public emphasis on environmental issues, including climate change,
conservation, and natural resource management, could result in new or more stringent forms of regulatory oversight of
industry activities, which may lead to increased levels of expenditures for environmental controls, land use restrictions
affecting us or our suppliers, and other conditions that could have a material adverse effect on our business, financial
condition, and results of operations. For example, certain aspects of our business generate carbon emissions.
Regulatory restrictions on greenhouse gas emissions have been proposed. These may include limitations on such
emissions, taxes or emission allowance fees on such emissions, various restrictions on industrial operations, and other
measures that could affect land-use decisions, the cost of agricultural production, and the cost and means of
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processing and transporting our products. These actions could adversely affect our business, financial condition, and
results of operations.

Because we conduct a significant portion of our operations internationally, political and economic uncertainties in
certain countries could have an adverse effect on our performance and results of operations.

Our international operations are subject to uncertainties and risks relating to the political stability of certain foreign
governments, principally in developing countries and emerging markets, and also to the effects of changes in the trade
policies and economic regulations of foreign governments. These uncertainties and risks, which include undeveloped
or antiquated commercial law, the expropriation, indigenization, or nationalization of assets, and the authority to
revoke or refuse to renew business licenses and work permits, may adversely impact our ability to effectively manage
our operations in those countries. We have substantial capital investments in South America and Africa, and the
performance of our operations in those regions can materially affect our

11
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earnings. If the political situation in any of the countries where we conduct business were to deteriorate significantly,
our ability to recover assets located there could be impaired. To the extent that we do not replace any lost volumes of
tobacco with tobacco from other sources, or we incur increased costs related to such replacement, our financial
condition or results of operations, or both, would suffer.

In addition, there have been recent public announcements by members of the U.S. Congress and President Trump and
his administration regarding their plans to make substantial changes in the taxation of U.S. companies and their
foreign operations, including the possible implementation of a border tax, tariff or increase in customs duties on
products manufactured outside of, and imported into, the United States, as well as the renegotiation of U.S. trade
agreements, including the North American Free Trade Agreement. In the event such taxes, tariffs, increased customs
duties or other measures are implemented, they could have a materially adverse effect on our business, financial
condition and results of operations. Due to broad uncertainty regarding the timing, content and extent of any
regulatory changes in the United States or abroad, we cannot predict the impact, if any, that these changes could have
to our business, financial condition and results of operations.

Changes in tax laws in the countries where we do business may adversely affect our results of operations.

Through our subsidiaries, we are subject to the tax laws of many jurisdictions. Changes in tax laws or the
interpretation of tax laws can affect our earnings, as can the resolution of various pending and contested tax issues. In
most jurisdictions, we regularly have audits and examinations by the designated tax authorities, and additional tax
assessments are common. We believe that we comply with applicable tax laws in the jurisdictions where we operate,
and we vigorously contest all significant tax assessments where we believe we are in compliance with the tax laws.
Financial Factors

Failure of our customers or suppliers to repay extensions of credit could materially impact our results of operations.
We extend credit to both suppliers and customers. A significant bad debt provision related to amounts due could
adversely affect our results of operations. In addition, crop advances to farmers are generally secured by the farmers’
agreement to deliver green tobacco. In the event of crop failure, delivery failure, or permanent reductions in crop
sizes, full recovery of advances may never be realized, or otherwise could be delayed until future crops are delivered.
See Notes 1 and 13 to the consolidated financial statements in Item 8 for more information on these extensions of
credit.

Fluctuations in foreign currency exchange rates may affect our results of operations.

We account for most of our tobacco operations using the U.S. dollar as the functional currency. The international
tobacco trade generally is conducted in U.S. dollars, and we finance most of our tobacco operations in U.S. dollars.
Although this generally limits foreign exchange risk to the economic risk that is related to leaf purchase and
production costs, overhead, and income taxes in the source country, significant currency movements could materially
impact our results of operations. Changes in exchange rates can make a particular crop more or less expensive in U.S.
dollar terms. If a particular crop is viewed as expensive in U.S. dollar terms, it may be less attractive in the world
market. This could negatively affect the profitability of that crop and our results of operations. In tobacco markets that
are primarily domestic, such as Eastern Europe and the Philippines, the local currency is the functional currency. In
addition, the local currency is the functional currency in other markets, such as Western Europe, where export sales
have been denominated primarily in local currencies. In these markets, reported earnings are affected by the
translation of the local currency into the U.S. dollar. See Item 7A, “Qualitative and Quantitative Disclosure About
Market Risk” for additional discussion related to foreign currency exchange risk.

Our purchases of tobacco are generally made in local currency, and we also provide farmer advances that are
denominated in the local currency. We account for currency remeasurement gains or losses on those advances as
period costs, and they are usually accompanied by offsetting increases or decreases in the purchase cost of tobacco,
which is priced in the local currency. The effect of differences in the cost of tobacco is generally not realized in our
earnings until the tobacco is sold, which often occurs in a quarter or fiscal year subsequent to the recognition of the
related remeasurement gains or losses. The difference in timing could affect our profitability in a given quarter or
fiscal year.

We have used currency hedging strategies to reduce our foreign currency exchange rate risks in some markets. In
addition, where we source tobacco in countries with illiquid or nonexistent forward foreign exchange markets, we
often manage our foreign exchange risk by matching funding for inventory purchases with the currency of sale and by

20



Edgar Filing: UNIVERSAL CORP /VA/ - Form 10-K

minimizing our net investment in these countries. To the extent that we have net monetary assets or liabilities in local
currency, and those balances are not hedged, we may have currency remeasurement gains or losses that will affect our
results of operations.
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Changes in interest rates may affect our results of operations.

We generally use both fixed and floating interest rate debt to finance our operations. Changes in market interest rates
expose us to changes in cash flows for floating rate instruments and to changes in fair value for fixed-rate instruments.
We normally maintain a proportion of our debt in both variable and fixed interest rates to manage this exposure, and
from time to time we may enter hedge agreements to swap the interest rates. In addition, our customers may pay
market rates of interest for inventory purchased on order, which could mitigate a portion of the floating interest rate
exposure on short-term borrowings. To the extent we are unable to match these interest rates, a decrease in interest
rates could increase our net financing costs. We also periodically have large cash balances and may receive deposits
from customers, both of which we use to fund seasonal purchases of tobacco, reducing our financing needs. Decreases
in short-term interest rates could reduce the income we derive from those investments. Changes in interest rates also
affect expense related to our defined benefit pension plan, as described below.

Low investment performance by our defined benefit pension plan assets and changes in pension plan valuation
assumptions may increase our pension expense and may require us to fund a larger portion of our pension obligations,
thus diverting funds from other potential uses.

We sponsor domestic defined benefit pension plans that cover certain eligible employees. Our results of operations
may be positively or negatively affected by the amount of expense we record for these plans. U.S. generally accepted
accounting principles (“GAAP”) require that we calculate expense for the plans using actuarial valuations. These
valuations reflect assumptions about financial market and other economic conditions that may change based on
changes in key economic indicators. The most significant year-end assumptions we used to estimate pension expense
for fiscal year 2017 were the discount rate, the expected long-term rate of return on plan assets, and the mortality
rates. In addition, we are required to make an annual measurement of plan assets and liabilities, which may result in a
significant change to shareholders’ equity through a reduction or increase to the “Pension and other postretirement
benefit plans” component of Accumulated Other Comprehensive Loss. At the end of fiscal year 2017, the projected
benefit obligation of our qualified U.S. pension plan was $223 million and plan assets were $207 million. For a
discussion regarding how our financial statements can be affected by pension plan valuation assumptions, see “Critical
Accounting Estimates — Pension and Other Postretirement Benefit Plans” in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in Item 7 and in Note 10 to the consolidated financial statements in
Item 8. Although GAAP expense and pension funding contributions are not directly related, key economic factors that
affect GAAP expense can also affect the amount of cash we are required to contribute to our pension plans under
requirements of the Employee Retirement Income Security Act (“ERISA”). Failure to achieve expected returns on plan
assets could also result in an increase to the amount of cash we would be required to contribute to our pension plans.
In order to maintain or improve the funded status of our plans, we may also choose to contribute more cash to our
plans than required by ERISA regulations.

Item 1B. Unresolved Staff Comments

None
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Item 2.  Properties
We own the following significant properties (greater than 500,000 square feet):
Principal

Location Use Building Area
(Square Feet)

Flue-Cured and Burley Leaf Tobacco Operations:

North America:

United States
Factory

Nash County, North Carolina and 1,323,000
storages

Other Regions:

Brazil
Factory

Santa Cruz and 2,386,000
storages

Malawi
Factory

Lilongwe and 942,000
storages

Mozambique
Factory

Tete and 770,000
storages

Philippines
Factory

Agoo, La Union and 770,000
storages

Tanzania
Factory

Morogoro and 895,000
storages

Zimbabwe
Factory

Harare and 1,445,000
storages

Other Tobacco Operations:

United States
Factory

Lancaster, Pennsylvania and 793,000
storages

(1) Owned by an unconsolidated subsidiary.
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We lease headquarters office space of about 50,000 square feet at 9201 Forest Hill Avenue in Richmond, Virginia,
which we believe is adequate for our current needs.

Our business involves, among other things, storing and processing green tobacco and storing processed tobacco. We
operate processing facilities in major tobacco growing areas. In addition, we require tobacco storage facilities that are
in close proximity to the processing facilities. We own most of the tobacco storage facilities, but we lease additional
space as needs arise, and expenses related to such leases are not material. We believe that the properties currently
utilized in our tobacco operations are maintained in good operating condition and are suitable and adequate for our
purposes at our current volumes.

In addition to our significant properties listed above, we own other processing facilities in the following countries:
Germany, Guatemala, Italy, the Netherlands, Poland, and the United States. In addition, we have an ownership interest
in a processing plant in Mexico and have access to processing facilities in other areas, such as India, the People’s
Republic of China, and South Africa. Socotab L.L.C., an oriental tobacco joint venture in which we own a
noncontrolling interest, owns tobacco processing plants in Turkey, Macedonia, and Bulgaria.

Except for the Lancaster, Pennsylvania facility, the facilities described above are engaged primarily in processing
tobaccos used by manufacturers in the production of cigarettes. The Lancaster facility, as well as facilities in Brazil,
the Dominican Republic, Indonesia, and Paraguay, process tobaccos used in making cigar, pipe, and smokeless
products, as well as components of certain “roll-your-own” products.
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Item 3. Legal Proceedings

Some of our subsidiaries are involved in litigation or legal matters incidental to their business activities. While the
outcome of these matters cannot be predicted with certainty, we are vigorously defending the matters and do not
currently expect that any of them will have a material adverse effect on our business or financial position. However
should one or more of these matters be resolved in a manner adverse to our current expectation, the effect on our
results of operations for a particular fiscal reporting period could be material.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II
Ttem S Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
“Securities
Common Equity
Our common stock is traded on the New York Stock Exchange (“NYSE”) under the symbol “UVV.” The following table
sets forth the high and low sales prices per share of the common stock on the NYSE Composite Tape, based upon
published financial sources, and the dividends declared on each share of common stock for the quarter indicated.
First Second Third  Fourth
Quarter Quarter Quarter Quarter
Fiscal Year Ended March 31, 2017

Cash dividends declared $053 $053 $054 $054
Market price range:

High 57.75 61.69 64.20 83.35

Low 52.26 55.29 52.40 63.30

Fiscal Year Ended March 31, 2016

Cash dividends declared $052 $052 $053 $0.53
Market price range:

High 57.76 58.41 57.72 57.27

Low 46.80 46.98 49.70 51.49

Our current dividend policy anticipates the payment of quarterly dividends in the future. However, the declaration and
payment of dividends to holders of common stock is at the discretion of the Board of Directors and will be dependent
upon our future earnings, financial condition, and capital requirements. Under certain of our credit facilities, we must
meet financial covenants relating to minimum tangible net worth and maximum levels of debt. If we were not in
compliance with them, these financial covenants could restrict our ability to pay dividends. We were in compliance
with all such covenants at March 31, 2017. At May 19, 2017, there were 1,126 holders of record of our common
stock. See Notes 5 and 11 to the consolidated financial statements in Item 8 for more information on debt covenants
and equity securities.
Purchases of Equity Securities
As indicated in the following table, we did not repurchase shares of our common stock or our Series B 6.75%
Convertible Perpetual Preferred Stock during the three-month period ended March 31, 2017.

Series B 6.75% Convertible

Common Stock Perpetual Preferred Stock )

Total Total
Number of Number of  Dollar Value
Tot ‘%) Shares To ta}%j Shares of Shares that
Nurig et e° Repurchased Nunﬁ et B0 Repurchased May Yet Be
Period (1 rice as Part of of as Part of Purchased
ShaPasld Pg Publicly ShaPasld ng Publicly ~ Under the
Repurcaﬁased Announced Repurcaﬁas Announced Plans or
Plans or Plans or Programs 3
Programs ) Programs )
January 1-31,2017 — $ —_ — — $ — — $100,000,000
February 1-28, 2017 — — — — — 100,000,000
March 1-31,2017 — — — — — — 100,000,000
Total — $ —_ — — $ — — $100,000,000

1y Repurchases are based on the date the shares were traded. This presentation differs from the consolidated statement
of cash flows, where the cost of share repurchases is based on the date the transactions were settled.

2 Amounts listed for average price paid per share include broker commissions paid in the transactions.

(3) A stock repurchase plan, which was authorized by our Board of Directors, became effective and was publicly
announced on November 5, 2015. This stock repurchase plan authorizes the purchase of up to $100 million in
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common and/or preferred stock in open market or privately negotiated transactions, subject to market conditions
and other factors, and will expire on the earlier of November 15, 2017, or when we have exhausted the funds
authorized for the program. The conversion of the remaining shares of our Series B 6.75% Convertible Perpetual
Preferred Stock did not affect our stock repurchase plan.

On January 9, 2017, the Company announced a mandatory conversion of all 107,418 remaining outstanding shares
of the preferred stock after meeting the requirements to initiate the mandatory conversion under the original terms
of the preferred shares. The Company chose to satisfy the full conversion obligation for the mandatory conversion
in cash, paying approximately $178.4 million for those preferred shares on January 31, 2017 to complete the
conversion.
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Item 6. Selected Financial Data

Summary of Operations

Sales and other operating revenues
Operating income

Segment operating income (1)

Net income

Net income attributable to Universal
Corporation )

Earnings available to Universal
Corporation common shareholders
Return on beginning common
shareholders’ equity

Earnings per share attributable to
Universal Corporation common
shareholders:

Basic

Diluted

Financial Position at Year End
Current ratio

Total assets

Long-term debt

Working capital

Total Universal Corporation
shareholders’ equity

General

Ratio of earnings to fixed charges
Ratio of earnings to combined fixed
charges and preference dividends
Number of common shareholders
Weighted average common shares
outstanding:

Basic

Diluted

Dividends per share of convertible
perpetual preferred stock (annual)
Dividends per share of common stock
(annual)

Book value per common share

Fiscal Year Ended March 31,

2017

2016

2015

2014

(in thousands, except share and per share data, ratios, and
number of shareholders)

$2,071,218
$178,351
$188,484
$112,506

$106,304
$20,890

1.7

$0.89
$0.88

5.83
$2,123,405
$368,733
$1,293,403

$1,286,489

10.25
5.30
1,131

23,433,860
23,770,088

$50.63

$2.14
$50.90

$2,120,373
$181,647
$186,068
$118,148

$109,016
$94,268

8.2

$4.16
$3.92

6.65
$2,231,177
$368,380
$1,392,276

$1,414,222

10.22
4.59
1,182

22,683,290
27,825,491

$67.50

$2.10
$52.94

%

$2,271,801
$167,874
$167,225
$120,461

$114,608
$99,748

8.6

$4.33
$4.06

5.96
$2,186,476
$368,027
$1,329,770

$1,378,230

8.46
4.05
1,225

23,035,920
28,221,264

$67.50

$2.06
$50.95

%

$2,542,115
$246,151
$175,175
$155,155

$149,009
$134,159

12.8

$5.77
$5.25

3.66
$2,264,401
$239,508
$1,200,023

$1,378,230

10.73
5.49
1,295

23,238,978
28,392,033

$67.50

$2.02
$50.19

%

2013

$2,461,699
$223,009
$232,757
$140,919

$132,750
$117,900

12.1 %

$5.05
$4.66

2.77
$2,285,987
$180,060
$1,094,764

$1,258,571

8.87
4.69
1,354

23,354,793
28,478,058

$67.50

$1.98
$44.79

(1) The Company evaluates the performance of its segments based on operating income after allocated overhead

expenses (excluding significant charges or credits), plus equity in the pretax earnings of unconsolidated affiliates. See
Note 14 to the consolidated financial statements in Item 8 of this Annual Report.
(2) We hold less than a 100% financial interest in certain consolidated subsidiaries, and a portion of net income is
attributable to the noncontrolling interests in those subsidiaries.
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The calculations of the ratio of earnings to fixed charges and the ratio of earnings to combined fixed charges and
preference dividends are shown in Exhibit 12. Fixed charges primarily represent interest expense we incurred during
the designated fiscal year, and preference dividends represent the pretax equivalent of dividends on preferred stock.
Significant items included in the operating results in the above table are as follows:
Fiscal Year 2017 — $4.4 million restructuring and impairment costs, primarily related to our decision to close our
tobacco processing facility in Hungary. We are now processing tobaccos sourced from Hungary in our facilities in
Italy. The restructuring and impairment costs reduced net income by $2.8 million, or $0.10 per diluted share. In
addition, all 218,490 outstanding shares of our Series B 6.75% Convertible Perpetual Preferred Stock were converted
.during the third and fourth quarters. Of the total shares converted, 107,418 shares were converted for cash, resulting in
a reduction of retained earnings of approximately $74.4 million for the excess of the conversion cost over the carrying
value of the shares. The reduction in retained earnings resulted in a corresponding one-time reduction of earnings
available to common shareholders for purposes of determining the amounts reported for basic and diluted earnings per
share for the year. The reduction in earnings available to common shareholders decreased diluted earnings per share
by $2.99.
Fiscal Year 2016 — a $3.4 million pretax gain arising from the acquisition of a joint venture partner's 50% ownership
interest in a tobacco processing entity in Guatemala. The transaction increased our ownership interest in the entity to
100%, requiring us to consolidate the financial statements of the entity and to remeasure our original 50% ownership
interest to fair value, resulting in the gain. In addition, we recorded restructuring and impairment costs of $2.4 million
related to a decision to significantly scale back our operations in Zambia. The net effect of the gain and the
restructuring and impairment costs increased pretax income by $1 million and net income by $0.7 million, or $0.02
per diluted share.
Fiscal Year 2015 — a $12.7 million benefit to pretax earnings from the reversal of a valuation allowance on the
remaining unused balance of the excise tax credits realized from the favorable outcome of litigation by our subsidiary
in Brazil in fiscal year 2014. In addition, we recorded a consolidated income tax benefit of $8.0 million arising from
the ability of our subsidiary, Deltafina S.p.A. ("Deltafina"), to pay a significant portion of the European Commission
fine and related interest charges settled during the first quarter following the unsuccessful appeal of the case related to
tobacco buying practices in Italy. The effect of those items was partially offset by restructuring costs of $4.9 million,
primarily related to downsizing certain functions at our operations in Brazil and the decision to suspend our
operations in Argentina. On a combined basis, the net effect of these items increased pretax income by $7.8 million
and net income by $13.1 million, or $0.46 per diluted share.
Fiscal Year 2014 — an $81.6 million pretax gain resulting from the favorable outcome of litigation by our operating
subsidiary in Brazil related to previous years’ excise tax credits. In addition to the gain, we recorded restructuring costs
of $6.7 million, primarily related to the closure of a tobacco processing facility in Brazil and the consolidation of
these operations into our main processing facility there. The net effect of the gain and the restructuring costs increased
pretax income by $74.9 million and net income by $48.7 million, or $1.72 per diluted share.
Fiscal Year 2013 — $4.1 million in restructuring costs, primarily related to workforce reductions in Africa. The effect of
those charges was a reduction in net income of $1.8 million, or $0.06 per diluted share.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of financial condition and results of operations is provided to enhance the
understanding of, and should be read in conjunction with, Part I, Item 1, “Business” and Item 8, “Financial Statements
and Supplementary Data.” For information on risks and uncertainties related to our business that may make past
performance not indicative of future results, or cause actual results to differ materially from any forward-looking
statements, see “General,” and Part I, Item 1A, “Risk Factors.”

OVERVIEW

We are the leading global leaf tobacco supplier. We derive most of our revenues from sales of processed tobacco to
manufacturers of tobacco products throughout the world and from fees and commissions for specific services. We
hold a strategic position in the world leaf markets where we work closely with both our customers and farmers to
ensure that we deliver a compliant product that meets our customers' needs while promoting a strong supplier base.
We adapt to meet changes in customer requirements as well as broader changes in the leaf markets, while continuing
to provide the stability of supply and high level of service that distinguishes us in the marketplace. We believe that we
have successfully met the needs of both our customers and suppliers while adapting to changes in leaf markets. Over
the last three fiscal years, we have generated over $660 million in net cash flow from operations, invested over $145
million in our businesses, settled the mandatory conversion of our Series B 6.75% Convertible Perpetual Preferred
Stock ("Series B Preferred Stock™) for about $178 million in cash, and returned over $210 million to our shareholders
through a combination of dividends and share repurchases.

We have also faced challenging market conditions over the last three fiscal years. In fiscal year 2015, declines in some
of our customers’ sales volumes in the U.S. and Western European markets, partially due to weak economic
conditions, reduced demand for leaf tobacco. At the same time, crops sold in fiscal year 2015 were larger than those
sold in fiscal year 2014. Given fiscal year 2015’s oversupplied market conditions, we were pleased with the results we
achieved. We ended the year with strong fourth quarter results, which helped to bring our segment operating earnings
for the fiscal year in line with our expectations. We also realized higher margins and maintained our solid financial
position. We believe that our performance that year demonstrated our ability to execute well on our objective of
delivering a compliant product in an efficient manner to our customers, under challenging circumstances.

We achieved improved results in fiscal year 2016, after managing through a second year of oversupplied market
conditions. As anticipated, we ended the year with strong fourth quarter volumes, primarily driven by later timing of
customer shipping orders in Brazil and Asia, and the positive change in leaf supply arrangements in our North
America segment. We also achieved modest growth in overall volumes for the full fiscal year and improved our
margins, and our selling, general, and administrative costs were lower. Our inventories continued to be well-managed,
and uncommitted stocks declined from fiscal year 2015’s level, in line with our target.

We delivered solid results again in fiscal year 2017 despite supply headwinds, most notably from the weather-reduced
crop sizes in Brazil and ongoing challenging market conditions in Tanzania. Although we had anticipated ending the
year with slightly lower volumes, earlier shipment timing as well as attractive green prices in some origins resulting in
some additional purchases by our customers boosted shipments later in our fiscal year, allowing us to improve our
market share and achieve lamina sales volumes that were slightly above those of the prior fiscal year.

Our segment operating income for the 2017 fiscal year was also improved, primarily attributable to a reduction in
selling, general, and administrative costs and earlier receipt of distributions from unconsolidated subsidiaries. We
believe that our success reflects our continuing efforts to bring efficiencies to the leaf tobacco supply chain. Through
the hard work of our dedicated employees around the world, we have been able to expand services that we provide our
customers and, despite continuing slow decline in demand for consumer tobacco products, maintain our volumes
handled.

We also maintained our strong balance sheet in fiscal year 2017, and our lower working capital requirements from
smaller crops and prudent buying programs helped us to retain the necessary cash reserves to support our working
capital needs in fiscal year 2018. In addition, in fiscal year 2017, we continued our focus on providing returns to our
shareholders through completion of the conversion of our preferred stock, increasing the common dividend rate, and
returning more than $60 million in dividends.

As we move into fiscal year 2018, we are forecasting that global flue-cured tobacco production outside of China will
increase by about 9%, largely from the recovery of the Brazilian crop due to better weather conditions there, and that
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burley tobacco production will decrease by approximately 8%, primarily due to reductions in Africa. Although it is
too early to determine whether the additional purchases by customers in fiscal year 2017 may impact their
requirements in fiscal year 2018, we continue to strive to be our customers’ supplier of choice, providing them
compliant products and quality services at a competitive price.
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RESULTS OF OPERATIONS

Amounts described as net income and earnings per diluted share in the following discussion are attributable to
Universal Corporation and exclude earnings related to non-controlling interests in subsidiaries. The total for segment
operating income referred to in the discussion below is a non-GAAP financial measure. This measure is not a financial
measure calculated in accordance with GAAP and should not be considered as a substitute for net income, operating
income, cash flows from operating activities or any other operating performance measure calculated in accordance
with GAAP, and it may not be comparable to similarly titled measures reported by other companies. We have
provided a reconciliation of the total for segment operating income to consolidated operating income in Note 14.
"Operating Segments" to the consolidated financial statements in Item 8. We evaluate our segment performance
excluding certain significant charges or credits. We believe this measure, which excludes these items that we believe
are not indicative of our core operating results, provides investors with important information that is useful in
understanding our business results and trends.

Fiscal Year Ended March 31, 2017, Compared to the Fiscal Year Ended March 31, 2016

Net income for the fiscal year ended March 31, 2017, was $106.3 million, or $0.88 per diluted share, compared with
fiscal year 2016’s net income of $109.0 million, or $3.92 per diluted share. The fiscal year 2017 results included a
one-time reduction of earnings available to common shareholders of $74.4 million, or $2.99 per diluted share, for
purposes of determining the amounts reported for basic and diluted earnings per share, from the conversion for cash of
the remaining outstanding shares of our Series B 6.75% Convertible Perpetual Preferred Stock under the mandatory
conversion in January 2017. That one-time reduction and certain other non-recurring items are detailed in Other Items
below. Excluding those items, diluted earnings per share for the fiscal year of $3.97 increased $0.07 compared to the
same period last year. Operating income of $178.4 million for the fiscal year ended March 31, 2017, was down $3.3
million compared to the fiscal year ended March 31, 2016. Segment operating income, which excludes non-recurring
items, was $188.5 million for fiscal year 2017, an increase of $2.4 million from the prior year, primarily attributable to
improved results for the North America segment, partly offset by a decline for the Other Tobacco Operations segment.
Revenues of $2.1 billion for fiscal year 2017 were relatively flat compared with the previous year, as the slightly
higher volumes and a benefit from earlier receipt of distributions from unconsolidated subsidiaries were offset by
lower green leaf costs and lower processing revenues.

Flue-cured and Burley Leaf Tobacco Operations

Other Regions

Operating income for the Other Regions segment for the fiscal year ended March 31, 2017, of $143.3 million, was
nearly flat, down only $0.3 million compared to $143.6 million in the previous fiscal year. Total volumes for the
segment declined, but overall margins improved, benefitting from lower selling, general, and administrative expenses
and timing of receipt of distributions from unconsolidated subsidiaries. Africa volumes were slightly lower, reflecting
challenging market conditions in Tanzania which offset volume improvements in other origins. South America’s
results were down, continuing the trend noted throughout the fiscal year from lower volumes and higher factory unit
costs as a result of the reduced buying program and lower third-party processing volumes there this year. Selling,
general, and administrative expenses for the segment were down significantly for the fiscal year on several items,
including the favorable comparison to costs incurred in fiscal year 2016 to settle challenges regarding property rights
and valuation of forestry land in South America, the reversal of value-added tax reserves, lower net foreign currency
and exchange remeasurement losses, and a reduction in provisions for supplier advances compared to the previous
fiscal year. Revenues for the segment were down about $116.0 million to $1.4 billion, on the lower sales volumes at
lower average green leaf prices and lower processing revenues, offset in part by increased distributions from
unconsolidated subsidiaries.

North America

Operating income for the North America segment was $35.2 million for the fiscal year ended March 31, 2017, up $4.0
million compared with the previous year. Earnings improvements were driven mainly by higher sales volumes,
partially due to earlier timing of current crop shipments in fiscal 2017. However, margins for the year were lower
from a less favorable product mix, as well as reduced factory yields on weather affected U.S. crops. Fiscal year 2017
revenues for the segment increased by $54.6 million to $416.4 million compared to the previous fiscal year, on those
higher sales volumes, at lower green leaf prices, and a less favorable product mix.
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Other Tobacco Operations

For the fiscal year ended March 31, 2017, the Other Tobacco Operations segment operating income decreased by $1.3
million to $10.0 million compared with the same period last year. Earnings improved modestly for the dark tobacco
operations as higher domestic volumes were largely offset by a less favorable sales mix and higher inventory
write-downs this year. Results from the oriental joint venture also improved for the period mainly on favorable
comparisons due to tax accruals in the prior year. Those improvements were outweighed by higher losses in the
special services group, primarily for the new food ingredients business. Higher selling, general, and administrative
costs for the segment also contributed to the declines. Revenues for the segment were up by $12.2 million to $231.8
million for the year ended March 31, 2017, mostly due to increased volumes from the timing of shipments of oriental
tobaccos into the United States compared to the previous year.
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Other Items

Cost of goods sold decreased by about 2% to $1.7 billion for the fiscal year ended March 31, 2017. The decline was
consistent with a comparable percentage decline in revenues, mostly as a result of lower green leaf prices. Selling,
general, and administrative costs decreased by $14.7 million, or 6%, for the fiscal year ended March 31, 2017,
compared with the prior fiscal year. The decline in fiscal year 2017 was mainly due to the favorable comparison to
costs incurred in fiscal year 2016 to settle challenges regarding property rights and valuation of forestry land in South
America, the reversal of value-added tax reserves, and lower net foreign currency and exchange remeasurement losses
compared to the previous fiscal year.

The consolidated effective income tax rates were approximately 34% and 32% for the fiscal years ended March 31,
2017 and 2016, respectively. Income taxes in both fiscal years were lower than the 35% federal statutory rate on a
combination of lower net effective tax rates on income from certain foreign subsidiaries, and effects of changes in
local currency exchange rates on deferred income tax balances, mainly in Brazil.

In December 2016, 111,072 shares of the Series B 6.75% Convertible Perpetual Preferred Stock were converted into
approximately 2.5 million shares of our common stock. In January 2017, we announced a mandatory conversion of all
107,418 remaining outstanding shares of the preferred stock after meeting the requirements to initiate the mandatory
conversion under the original terms of the preferred shares. We chose to satisfy the conversion obligation for the
mandatory conversion in cash. Although the conversions of the preferred stock into common stock or for cash did not
impact net income, the shares converted for cash under the mandatory conversion in January 2017 resulted in a
one-time reduction of retained earnings of approximately $74.4 million during the quarter ended March 31, 2017,
representing the excess of the conversion cost over the carrying value of those shares. The reduction in retained
earnings resulted in a corresponding one-time reduction of earnings available to common shareholders for the fiscal
year ending March 31, 2017 for purposes of determining the amounts reported for basic and diluted earnings per
share. The effect of the mandatory conversion on diluted earnings per share for the fiscal year ended March 31, 2017,
was ($2.99).

Results for the year ended March 31, 2017, also included restructuring and impairment costs of $4.4 million ($0.10
per diluted share). Results for the year ended March 31, 2016, included restructuring and impairment costs of $2.4
million ($0.06 per diluted share) and a gain of $3.4 million ($0.08 per diluted share) on remeasuring our interest in a
tobacco processing joint venture to fair value upon acquiring our partner’s 50% ownership in the third fiscal quarter.
Fiscal Year Ended March 31, 2016, Compared to the Fiscal Year Ended March 31, 2015

Net income for the fiscal year ended March 31, 2016, was $109.0 million, or $3.92 per diluted share, compared with
net income for the fiscal year ended March 31, 2015, of $114.6 million, or $4.06 per diluted share. Those results
included certain non-recurring items, detailed in Other Items below, which increased diluted earnings per share by
$0.02 and $0.46 for the years ended March 31, 2016 and 2015, respectively. Excluding those items in both years, net
income for fiscal year 2016 increased $6.8 million ($0.30 per diluted share) compared to the same period in fiscal year
2015. Segment operating income, which excludes those items, was $186.1 million for fiscal year 2016, an increase of
$18.8 million, or 11%, from fiscal year 2015. That improvement was primarily attributable to a reduction in selling,
general, and administrative costs, as well as improved gross margins on fiscal year 2016’s modestly higher sales
volumes. Revenues of $2.1 billion for fiscal year 2016 declined 7% compared with fiscal year 2015, driven mainly by
lower green leaf costs and lower processing revenues, partly mitigated by the increase in volumes.

Flue-cured and Burley Leaf Tobacco Operations

Other Regions

Operating income for the Other Regions segment for the fiscal year ended March 31, 2016, was $143.6 million, up
14% compared to $125.8 million for the fiscal year ended March 31, 2015. Better margins, fewer inventory
write-downs, and lower selling, general, and administrative expenses drove the earnings improvement. These positive
factors outweighed lower margins in Europe and the currency translation effects of a stronger U.S. dollar which
negatively impacted results from that region. Strong volumes in most regions were offset by declines in Africa on
smaller crop siz