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Lydall, Inc. and its subsidiaries are hereafter collectively referred to as “Lydall,” the “Company” or the “Registrant.” Lydall
and its subsidiaries’ names, abbreviations thereof, logos, and product and service designators are all either the
registered or unregistered trademarks or trade names of Lydall and its subsidiaries.

CAUTIONARY NOTE CONCERNING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains “forward-looking statements” within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”). Any statements contained in this Quarterly Report
on Form 10-Q that are not statements of historical fact may be deemed to be forward-looking statements. All such
forward-looking statements are intended to provide management’s current expectations for the future operating and
financial performance of the Company based on current assumptions relating to the Company’s business, the economy
and future conditions. Forward-looking statements generally can be identified through the use of words such as
“believes,” “anticipates,” “may,” “should,” “will,” “plans,” “projects,” “expects,” “‘expectations,” “estimates,” “forecasts,” “pre
“prospects,” “strategy,” “signs” and other words of similar meaning in connection with the discussion of future operating or
financial performance. Forward-looking statements may include, among other things, statements relating to future
sales, earnings, cash flow, results of operations, uses of cash and other measures of financial performance. Because
forward-looking statements relate to the future, they are subject to inherent risks, uncertainties and changes in
circumstances that are difficult to predict. Accordingly, the Company’s actual results may differ materially from those
contemplated by the forward-looking statements. Investors, therefore, are cautioned against relying on any of these
forward-looking statements. They are neither statements of historical fact nor guarantees or assurances of future
performance. Forward-looking statements in this Quarterly Report on Form 10-Q include, among others, statements
relating to:
Overall economic and business conditions and the effects on the Company’s markets;
Outlook for the fourth quarter of 2016;
Expected vehicle production in the North American, European or Asian markets;
Growth opportunities in markets served by the Company;
Ability to integrate the Texel business which was acquired in the third quarter of 2016;
Expected future financial and operating performance of Texel;
Expected gross margin, operating margin and working capital improvements from the application of Lean Six Sigma;
Product development and new business opportunities;
Future strategic transactions, including but not limited to: acquisitions, joint ventures, alliances, licensing agreements
and divestitures;
Pension plan funding;
Future cash flow and uses of
cash;
Future amounts of stock-based compensation
expense;

Future earnings and other measurements of financial performance;
Ability to meet cash operating requirements;
Future levels of indebtedness and capital spending;
Ability to meet financial covenants in the Company's amended credit facility;
Future impact of the variability of interest rates and foreign currency exchange rates;
Expected future impact of recently issued accounting pronouncements upon adoption;
Future effective income tax rates and realization of deferred tax assets;

Estimates of fair values of reporting units and long-lived assets used in assessing goodwill and long-lived assets

for possible impairment; and
The expected outcomes of legal proceedings and other contingencies.
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All forward-looking statements are inherently subject to a number of risks and uncertainties that could cause the actual
results of the Company to differ materially from those reflected in forward-looking statements made in this Quarterly
Report on Form 10-Q, as well as in press releases and other statements made from time to time by the Company’s
authorized officers. Such risks and uncertainties include, among others, worldwide economic cycles that affect the
markets which the Company’s businesses serve, which could have an effect on demand for the Company’s products and
impact the Company’s profitability; disruptions in the
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global credit and financial markets, including diminished liquidity and credit availability; the uncertainty surrounding
the implementation and effect Brexit will have on the Company's operations in the United Kingdom; challenges in the
integration of the Texel acquisition; swings in consumer confidence and spending; unstable economic growth;
volatility in foreign currency exchange rates; raw material pricing and supply issues; fluctuations in unemployment
rates; retention of key employees; increases in fuel prices; and outcomes of legal proceedings, claims and
investigations, and with respect to possible violations of German anti-trust laws by employees in the Company's
German operation; as well as other risks and uncertainties identified in Part II, Item 1A - Risk Factors of this
Quarterly Report on Form 10-Q, and Part I, Item 1A - Risk Factors of Lydall’s Annual Report on Form 10-K for the
year ended December 31, 2015. The Company does not assume any obligation to update any forward-looking
statements, whether as a result of new information, future events or otherwise.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
LYDALL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In Thousands Except Per Share Data)

Quarter Ended
September 30,
2016 2015
(Unaudited)
Net sales $155,725 $131,240
Cost of sales 117,532 99,549
Gross profit 38,193 31,691
Selling, product development and administrative expenses 19,896 16,850
Operating income 18,297 14,841
Interest expense 389 187
Other income, net (218 ) (150 )
Income before income taxes 18,126 14,804
Income tax expense 5,392 3,618
Income from equity method investment (51 ) —
Net income $12,785 $11,186
Earnings per share:
Basic $0.76 $0.67
Diluted $0.75 $0.66
Weighted average number of common shares outstanding:
Basic 16,888 16,715
Diluted 17,138 17,028

See accompanying Notes to Condensed Consolidated Financial Statements.
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LYDALL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In Thousands Except Per Share Data)

Nine Months Ended
September 30,
2016 2015
(Unaudited)
Net sales $422,660 $393,107
Cost of sales 316,100 299,827
Gross profit 106,560 93,280
Selling, product development and administrative expenses 59,062 51,332
Operating income 47,498 41,948
Gain on sale of business — (18,647 )
Interest expense 643 595
Other income, net (884 ) (619 )
Income before income taxes 47,739 60,619
Income tax expense 15,023 19,679
Income from equity method investment (51 ) —
Net income $32,767 $40,940
Earnings per share:
Basic $1.94 $2.45
Diluted $1.92 $2.40
Weighted average number of common shares outstanding:
Basic 16,859 16,744
Diluted 17,084 17,085

See accompanying Notes to Condensed Consolidated Financial Statements.
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LYDALL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In Thousands)

Quarter Ended Nine Months
September 30 Ended
’ September 30,
2016 2015 2016 2015
(Unaudited) (Unaudited)
Net income $12,785 $11,186 $32,767 $40,940

Other comprehensive income:

Foreign currency translation adjustments (1,056 ) (1,318 ) (2,324 ) (7,305 )
Pension liability adjustment, net of tax 142 136 427 410
Comprehensive income $11,871 $10,004 $30,870 $34,045

See accompanying Notes to Condensed Consolidated Financial Statements.
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LYDALL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In Thousands)
September IDecember 31,
2016 2015
(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $77.117  $ 75,909
Accounts receivable, less allowances (2016 - $1,606; 2015 - $1,251) 110,286 82,149
Inventories 62,412 46,530
Taxes receivable 4,609 4,194
Prepaid expenses 3,581 3,009
Other current assets 4,640 7,512
Total current assets 262,645 219,303
Property, plant and equipment, at cost 352,000 302,618
Accumulated depreciation (202,308 ) (188,185 )
Net, property, plant and equipment 149,692 114,433
Goodwill 44,800 16,841
Other intangible assets, net 27,063 5,399
Other assets, net 3,899 2,284
Total assets $488,099 $ 358,260
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term debt $42 $ 323
Accounts payable 57,878 42.470
Accrued payroll and other compensation 14,583 10,210
Accrued taxes 3,421 1,200
Other accrued liabilities 7,522 6,797
Total current liabilities 83,446 61,000
Long-term debt 95,125 20,156
Deferred tax liabilities 16,883 14,997
Benefit plan liabilities 10,587 14,222
Other long-term liabilities 3,206 2,660
Commitments and Contingencies (Note 12)
Stockholders’ equity:
Preferred stock — —
Common stock 248 247
Capital in excess of par value 80,421 76,746
Retained earnings 321,046 288,358

Accumulated other comprehensive loss
Treasury stock, at cost

Total stockholders’ equity

Total liabilities and stockholders’ equity

(36,482 ) (34,585 )
(86,381 ) (85,541 )
278,852 245,225
$488,099 $ 358,260

See accompanying Notes to Condensed Consolidated Financial Statements.
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LYDALL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands)

Cash flows from operating activities:
Net income

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

Gain on sale of business

Depreciation and amortization

Inventory step-up amortization

Deferred income taxes

Stock based compensation

Income from equity method investment

Loss on disposition of property, plant and equipment
Changes in operating assets and liabilities:
Accounts receivable

Inventories

Accounts payable

Accrued payroll and other compensation
Accrued taxes

Other, net

Net cash provided by operating activities

Cash flows from investing activities:

Business acquisitions, net of cash acquired
Proceeds from the sale of business, net

Capital expenditures

Net cash (used for) provided by investing activities
Cash flows from financing activities:

Proceeds from borrowings

Debt repayments

Common stock issued

Common stock repurchased

Excess tax benefit on stock awards

Net cash provided by (used for) financing activities
Effect of exchange rate changes on cash
Increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Non-cash capital expenditures of $4.2 million and $2.4 million were included in accounts payable at September 30,

2016 and 2015, respectively.

See accompanying Notes to Condensed Consolidated Financial Statements.

Nine Months
Ended
September 30,
2016 2015
(Unaudited)

$32,767 $40,940

— (18,647 )
14,064 12,968
1,607 —

719 ) 867 )
3,070 2,283
(51 ) —

— 273

(15,380 ) (11,649 )
(150 ) (11,817)

10,930 2,511
2,652 (2,962 )
2,096 5,987

(3,464 ) (4,123 )
47,422 14,897

(101,099 —

— 28,550
(19,032 ) (15,460 )
(120,131) 13,090

85,000 —
(10,320 ) (428 )
611 1,211
(809 ) (8,481 )

— 522
74,482 (7,176 )
(565 ) (2,599 )
1,208 18,212
75,909 62,051
$77,117 $80,263



Edgar Filing: LYDALL INC /DE/ - Form 10-Q

14



Edgar Filing: LYDALL INC /DE/ - Form 10-Q

LYDALL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1.Basis of Financial Statement Presentation
Description of Business

Lydall, Inc. and its subsidiaries (the “Company” or “Lydall””) design and manufacture specialty engineered nonwoven
filtration media, industrial thermal insulating solutions, and thermal and acoustical barriers for filtration/separation
and heat abatement and sound dampening applications.

On July 7, 2016, the Company completed an acquisition of the nonwoven and coating materials businesses primarily
operating under the Texel brand (“Texel”) from ADS, Inc. (“ADS”), a Canadian based corporation. The Texel operations
manufacture nonwoven needle punch materials and predominantly serve the geosynthetic, liquid filtration, and other
industrial markets. The acquired businesses are included in the Company's Technical Nonwovens reporting segment.

Basis of Presentation

The accompanying Condensed Consolidated Financial Statements include the accounts of Lydall, Inc. and its
subsidiaries. All financial information is unaudited for the interim periods reported. All significant intercompany
transactions have been eliminated in the Condensed Consolidated Financial Statements. The Condensed Consolidated
Financial Statements have been prepared in accordance with accounting principles generally accepted in the United
States of America (“U.S. GAAP”). The operating results of Texel have been included in the Consolidated Statements of
Operations beginning on the date of the acquisition, July 7, 2016, through September 30, 2016. As part of the
acquisition of Texel, the Company acquired a fifty percent interest in a joint venture, Afitex Texel Geosynthetiques
Inc., which is accounted for under the equity method of accounting. The operating results of the Life Sciences Vital
Fluids business have been included in the Consolidated Statement of Operations through the date of disposition,
January 30, 2015. The year-end Condensed Consolidated Balance Sheet was derived from the December 31, 2015
audited financial statements, but does not include all disclosures required by accounting principles generally accepted
in the United States of America. Management believes that all adjustments, which include only normal recurring
adjustments necessary for a fair statement of the Company’s condensed consolidated financial position, results of
operations and cash flows for the periods reported, have been included. For further information, refer to the audited
consolidated financial statements and accompanying notes included in the Company’s Annual Report on Form 10-K
for the year ended December 31, 2015.

Recent Accounting Pronouncements

In June 2014, the FASB issued ASU No. 2014-12, “Compensation - Stock Compensation (Topic 718): Accounting for
Share-Based Payments When the Terms of an Award Provide That a Performance Target Could be Achieved after the
Requisite Service Period". This ASU affects entities that grant their employees share-based payments in which terms
of the award provide that a performance target that affects vesting could be achieved after the requisite service period.
The amendments in this ASU require that a performance target that affects vesting and that could be achieved after the
requisite service period be treated as a performance condition. This ASU was effective for fiscal years beginning after
December 15, 2015. The adoption of this ASU did not have any impact on the Company's consolidated financial
statements and disclosures.
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In August 2014, the FASB issued ASU No. 2014-15, “Disclosure of Uncertainties about an Entity's Ability to Continue
as a Going

Concern” (Subtopic 205-40). This ASU establishes specific guidance to an organization's management on their
responsibility to evaluate whether there is substantial doubt about the organization's ability to continue as a going
concern. This ASU is effective in the first annual period ending after December 15, 2016, and subsequent interim
periods. This ASU is not expected to have an impact on the Company’s consolidated financial statements and
disclosures.

In November 2015, the FASB issued ASU No. 2015-17, "Income Taxes (Topic 740): Balance Sheet Classification of
Deferred Taxes". This ASU requires an entity to classify all deferred tax assets and liabilities, along with any related
valuation allowance, as noncurrent on the balance sheet. The current requirement that deferred tax liabilities and assets
of a tax-paying component of an entity be offset and presented as a single amount is not affected by the amendments
in this ASU. This ASU is effective for fiscal years beginning after December 15, 2016, with early adoption permitted.
The Company adopted this standard prospectively during the quarter ended March 31, 2016. The adoption of this
standard resulted in the reclassification of $4.6 million from current deferred income tax assets in the Consolidated
Balance Sheet as of March 31, 2016 to noncurrent deferred income tax assets. Prior periods were not retrospectively
adjusted.

In February 2016, the FASB issued ASU No. 2016-02, "Leases (Topic 842)". This ASU requires entities that lease
assets with lease terms of more than 12 months to recognize right-of-use assets and lease liabilities created by those
leases on their balance

10
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sheets. The ASU will also require new qualitative and quantitative disclosures to help investors and other financial
statement users better understand the amount, timing, and uncertainty of cash flows arising from leases. This ASU is
effective for fiscal years beginning after December 15, 2018, with early adoption permitted. The Company is currently
evaluating the method and impact the adoption of ASU 2016-02 will have on the Company’s consolidated financial
statements and disclosures.

In March 2016, the FASB issued ASU No. 2016-09, "Compensation - Stock Compensation (Topic 718):
Improvements to Employee Share-Based Payment Accounting”. This ASU simplifies several aspects of the
accounting for share-based payment transactions, including the income tax consequences, classification of awards as
either equity or liabilities, classification on the statement of cash flows, and accounting for forfeitures. This ASU is
effective for fiscal years beginning after December 15, 2016, with early adoption permitted. The Company adopted
this accounting standard update in the first quarter of 2016, effective January 1, 2016. As a result of the adoption of
this ASU, the Company recognized excess tax benefits from stock award exercises and vesting as a discrete tax
benefit of $0.3 million during the first quarter ended March 31, 2016. In addition, as a result of this change, excess tax
benefits were excluded from the calculation of assumed proceeds in the Company’s calculation of diluted weighted
shares. The Company applied these changes prospectively, and therefore prior periods have not been adjusted. As
permitted by this ASU, the Company has made an accounting policy election to record forfeitures as they occur rather
than estimating expected forfeitures and, as a result, the cumulative effect of this change in accounting principle of
$0.1 million was recorded as an adjustment to retained earnings as of January 1, 2016. The ASU permits equity
classification of awards for tax withholding up to the maximum individual tax rate in a given jurisdiction for the net
settlement of an award. The Company is currently evaluating its policy on tax withholding for award net settlement.

In March 2016, the FASB issued ASU No. 2016-10, "Revenue from Contracts with Customers (Topic 606):
Identifying Performance Obligations and Licensing", which reduces the complexity when applying the guidance for
identifying performance obligations and improves the operability and understandability of the license implementation
guidance. In May 2016, the FASB issued ASU No. 2016-12, "Revenue from Contracts with Customers (Topic 606):
Narrow-Scope Improvements and Practical Expedients”, which amends the guidance on transition, collectability,
non-cash consideration and the presentation of sales and other similar taxes. The effective date for this ASU is the
same as the effective date for ASU 2014-09, "Revenue from Contracts with Customers (Topic 606)". In August 2015,
the FASB issued ASU 2015-14, "Revenue from Contracts with Customers (Topic 606): Deferral of the Effective
Date", which deferred the effective date of ASU 2014-09 to fiscal years beginning after December 15, 2017, including
interim reporting periods within that reporting period. Early adoption is permitted for fiscal years beginning after
December 15, 2016. The Company is currently evaluating the method and impact the adoption of these ASUs will
have on the Company’s consolidated financial statements and disclosures.

In June 2016, the FASB issued ASU No. 2016-13, "Financial Instruments - Credit Losses (Topic 326): Measurement
of Credit Losses on Financial Statements", which requires entities to measure all expected credit losses for financial
assets held at the reporting date based on historical experience, current conditions, and reasonable and supportable
forecasts. Entities will now use forward-looking information to better form their credit loss estimates. The ASU also
requires enhanced disclosures to help financial statement users better understand significant estimates and judgments
used in estimating credit losses. The broad scope of this ASU includes trade receivables. This ASU is effective for
fiscal years beginning after December 15, 2019. Early adoption is permitted beginning after December 15, 2018. The
Company is currently evaluating the method and impact the adoption of ASU 2016-13 will have on the Company’s
consolidated financial statements and disclosures.

In August 2016, the FASB issued ASU No. 2016-15, "Statement of Cash Flows (Topic 230): Classification of Certain
Cash Receipts and Cash Payments", which provides guidance on eight specific cash flow classification issues. Current
GAAP does not include specific guidance on these eight cash flow classification issues. This ASU is effective for
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fiscal years beginning after December 15, 2017, with early adoption permitted. The Company is currently evaluating
the impact the adoption of ASU 2016-15 will have on the Company’s consolidated financial statements and
disclosures.

2. Acquisition and Divestiture
Acquisition

On July 7, 2016, the Company completed an acquisition of the nonwoven and coating materials businesses primarily
operating under Texel from ADS, a Canadian based corporation. The Texel operations manufacture nonwoven needle
punch materials and predominantly serve the geosynthetic, liquid filtration, and other industrial markets. The
Company acquired one hundred percent of Texel for $102.7 million in cash, including a post-closing working capital
adjustment. The purchase price was financed with a combination of cash on hand and $85.0 million of borrowings
through the Company’s amended $175 million credit facility. As part of the acquisition, the Company acquired a fifty
percent interest in a joint venture, Afitex Texel Geosynthetiques, Inc., with a fair value of $0.6 million. The joint
venture is accounted for under the equity method of accounting. The operating results of the Texel business have been
included in the Condensed Consolidated Statements of Operations since July 7, 2016, the date of the acquisition and
are reported within the Technical Nonwovens segment.

11
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During the three and nine months ended September 30, 2016, the Company incurred $0.5 million and $2.6 million of
transaction related costs, respectively, primarily related to the acquisition of Texel. These transaction costs include
legal fees and other professional services fees to complete the transaction. These corporate office expenses have been
recognized in the Company’s Condensed Consolidated Statements of Operations as selling, product development and
administrative expenses.

The following table summarizes the fair values of identifiable assets acquired and liabilities assumed at the date of the
acquisition:

In thousands

Cash and cash equivalents $1,610
Accounts receivable 13,355
Inventories 17,525
Prepaid expenses and other current assets 2,469
Non-current environmental indemnification receivable (Note 12) 925
Property, plant and equipment, net 31,603
Investment in joint venture 616
Goodwill (Note 4) 28,281
Other intangible assets, net (Note 4) 22,887
Total assets acquired $119,271
Current liabilities $(8,520 )
Long-term environmental remediation liability (Note 12) (925 )
Deferred tax liabilities (7,117 )
Total liabilities assumed (16,562 )
Net assets acquired $102,709

The following table reflects the unaudited pro forma operating results of the Company for the three and nine months
ended September 30, 2016 and the three and nine months ended September 30, 2015, which give effect to the
acquisition of Texel as if it had occurred on January 1, 2015. The pro forma information includes the historical
financial results of the Company and Texel. The pro forma results are not necessarily indicative of the operating
results that would have occurred had the acquisition been effective January 1, 2015, nor are they intended to be
indicative of results that may occur in the future. The pro forma information does not include the effects of any
synergies related to the acquisition.

(Unaudited Pro (Unaudited Pro

Forma) Forma)
Quarter Ended Nine Months Ended
September 30, September 30,
In thousands 2016 2015 2016 2015
Net sales $157,528 $153,180$462,068 $447,102
Net income $14,679 $12,630 $36,497 $41,319
Earnings per share:
Basic $0.87 $0.76  $2.16 $2.47
Diluted $0.86 $0.74 $2.14 $2.42
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Pro forma earnings during the three months ended September 30, 2016 were adjusted to exclude non-recurring items
such as acquisition related costs of $0.7 million and expense related to the fair value adjustment to inventory of $1.6
million. No amount is included in the pro forma earnings for the three months ended September 30, 2016 related to
inventory fair value adjustments which would have been recognized in cost of sales as the corresponding inventory
would have been completely sold during 2015. Pro forma earnings during the three months ended September 30, 2016
were adjusted to include additional expense of $0.3 million related to the amortization of acquired Technical
Nonwoven intangible assets recognized at fair value in purchase accounting.

Pro forma earnings during the three months ended September 30, 2015 were adjusted to include expense of $0.6
million related to the amortization of acquired Technical Nonwoven intangible assets recognized at fair value in
purchase accounting, interest expense of $0.2 million associated with borrowings under the Company’s Amended
Credit Facility, additional depreciation expense

12
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of $0.3 million resulting from increased basis of property, plant and equipment, and expense of $0.2 million related to
the fair value adjustment to inventory. Customer freight billings of $0.5 million were reclassed from costs of sales to
net sales for the three months ended September 30, 2015 to conform to GAAP.

Pro forma earnings during the nine months ended September 30, 2016 were adjusted to exclude non-recurring items
such as acquisition related costs of $2.3 million and expense related to the fair value adjustment to inventory of $1.6
million, and to include $1.6 million for additional amortization of the acquired Technical Nonwoven intangible assets
recognized at fair value in purchase accounting, additional interest expense of $0.2 million associated with borrowings
under the Company’s Amended Credit Facility, and additional depreciation expense of $0.6 million resulting from
increased basis of property, plant and equipment. No amount is included in the pro forma earnings during the nine
months ended September 30, 2016 related to inventory fair value adjustments which would have been recognized in
cost of sales as the corresponding inventory would have been completely sold during 2015. Customer freight billings
of $0.9 million were reclassed from costs of sales to net sales for the nine ended September 30, 2016.

Pro forma earnings during the nine months ended September 30, 2015 were adjusted to include acquisition-related
costs of $0.4 million, expense of $2.5 million related to the amortization of the fair value adjustments to inventory and
$1.6 million of additional amortization of the acquired Technical Nonwoven intangible assets recognized at fair value
in purchase accounting, additional depreciation expense of $1.0 million resulting from increased basis of property,
plant and equipment, as well as $0.4 million of interest expense associated with borrowings under the Company’s
Amended Credit Facility. Customer freight billings of $1.3 million were reclassed from costs of sales to net sales for
the nine months ended September 30, 2015 to conform to GAAP.

Divestiture

On January 30, 2015, the Company sold all of the outstanding shares of common stock of its Life Sciences Vital
Fluids business, reported as Other Products and Services, for a cash purchase price of $30.1 million. The disposition
was completed pursuant to a Stock Purchase and Sale Agreement, dated January 30, 2015, by and among the
Company, and the buyer. The Company recognized a pre-tax gain on the sale of $18.6 million, reported as
non-operating income in the first quarter of 2015. Net of income taxes, the Company reported a gain on sale of $11.8
million.

In accordance with the revised accounting guidance for reporting discontinued operations, the Company did not report
Life Sciences Vital Fluids as a discontinued operation as it would not be considered a strategic shift in Lydall's
business. Accordingly, the operating results of Life Sciences Vital Fluids are included in the operating results of the
Company through the sale date.

3. Inventories

Inventories as of September 30, 2016 and December 31, 2015 were as follows:

In thousands September 30, December 31,

2016 2015
Raw materials $ 26,061 $ 17,128
Work in process 15,058 14,670
Finished goods 22,395 15,048
63,514 46,846
Less: Progress billings (1,102 ) (316 )
Total inventories $ 62,412 $ 46,530
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Included in work in process is gross tooling inventory of $8.5 million and $9.5 million at September 30, 2016 and
December 31, 2015, respectively. Tooling inventory, net of progress billings, was $7.4 million and $9.2 million at
September 30, 2016 and December 31, 2015, respectively.

4. Goodwill and Other Intangible Assets

Goodwill:

The Company tests its goodwill for impairment annually in the fourth quarter, and whenever events or changes in
circumstances indicate that the carrying value may exceed its fair value.

13
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The changes in the carrying amount of goodwill by segment as of and for the quarter ended September 30, 2016 were
as follows:

Currency
December 31, . .. September
In thousands 2015 trap slation  Additions 30?2016
adjustments
Performance Materials $ 12,898 $ 136 $— $ 13,034
Technical Nonwovens 3,943 (458 ) 28,281 31,766
Total goodwill $ 16,841 $ (322 ) $28,281 $44,800

The additional goodwill of $28.3 million within the Technical Nonwovens segment results from the acquisition of
Texel on July 7, 2016. The amount allocated to goodwill is reflective of the benefits the Company expects to realize
from its entrance into the geosynthetic market, expansion in the liquid filtration and other industrial markets, and
Texel's assembled workforce. None of the goodwill is expected to be deductible for income tax purposes.

Other Intangible Assets:

The table below presents the gross carrying amount and, as applicable, the accumulated amortization of the Company’s
acquired intangible assets other than goodwill included in “Other intangible assets, net” in the Condensed Consolidated
Balance Sheets as of September 30, 2016 and December 31, 2015:

September 30, 2016 December 31, 2015

Gross. Accumulated Gross' Accumulated
In thousands Carrying ... Carrying .

Amortization Amortization
Amount Amount

Amortized intangible assets

Customer Relationships $22.875 $ (891 ) $2.412 $ (411 )
Patents 4,259 (3,460 ) 4,137 (3,272 )
Technology 2,500 (435 ) 2,500 (310 )
Trade Names 2,276 (246 ) 220 (82 )
License Agreements 611 (611 ) 771 (771
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