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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements

COTY INC. & SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except per share data)

(Unaudited)
Three Months Six Months Ended
Ended December 31
December 31, ’
2013 2012 2013 2012
Net revenues $1,323.2 $1,379.5 $2,501.4 $2,592.6
Cost of sales 549.3 562.9 1,021.3  1,039.3
Gross profit 773.9 816.6 1,480.1 1,553.3
Selling, general and administrative expenses 603.0 590.9 1,119.4  1,139.8
Amortization expense 22.7 22.3 453 44.2
Restructuring costs 4.7 0.4 6.3 0.4
Gain on sale of asset — (193 ) — (19.3 )
Operating income 143.5 2223 309.1 388.2
Interest expense, net 16.7 18.4 34.1 353
Other income, net — ©2 H) ©2 H» ©O4 )
Income before income taxes 126.8 204.1 275.2 3533
Provision for income taxes 33.7 70.7 79.9 125.1
Net income 93.1 1334 195.3 228.2
Net income attributable to noncontrolling interests 6.8 5.2 11.1 9.0
Net income attributable to redeemable noncontrolling interests 3.8 5.0 8.2 9.3
Net income attributable to Coty Inc. $82.5 $123.2  $176.0  $209.9
Net income attributable to Coty Inc. per common share:
Basic $0.21 $0.32 $0.46 $0.55
Diluted 0.21 0.31 0.45 0.53
Weighted-average common shares outstanding:
Basic 384.4 381.3 384.2 380.5
Diluted 393.3 397.7 393.5 396.8

See notes to Condensed Consolidated Financial Statements.
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COTY INC. & SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(In millions)

(Unaudited)
Three Months  Six Months
Ended Ended
December 31, December 31,
2013 2012 2013 2012
Net income $93.1 $1334 $195.3 $2282
Other comprehensive income:
Foreign currency translation adjustment 15.8 15.8 59.1 52.9
Change in derivative losses on cash flow hedges, net of taxes of $0.2 and nil, and (14 ) — (14 ) —
$0.2 and nil during the three and six months, respectively ' ’
Pension and other post-employment benefits, net of tax of $0.3 and nil, and $0.2 01 ) — 0.4 .
and nil during the three and six months, respectively ' ’
Total other comprehensive income, net of tax 14.3 15.8 58.1 52.9
Comprehensive income 107.4 1492 2534 281.1
Comprehensive income attributable to noncontrolling interests:
Net income 6.8 52 11.1 9.0
Foreign currency translation adjustment 02 ) 02 — 0.3
Total comprehensive income attributable to noncontrolling interests 6.6 54 11.1 9.3
Comprehensive income attributable to redeemable noncontrolling interests:
Net income 3.8 5.0 8.2 9.3
Foreign currency translation adjustment 04 ) 6 ) (03 ) (©4)
Total comprehensive income attributable to redeemable noncontrolling interests 3.4 4.4 7.9 8.9
Comprehensive income attributable to Coty Inc. $974 $139.4 $2344 $262.9

See notes to Condensed Consolidated Financial Statements.
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COTY INC. & SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(In millions, except per share data)

(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Trade receivables—Iess allowances of $19.6 and $14.5, respectively
Inventories

Prepaid expenses and other current assets

Deferred income taxes

Total current assets

Property and equipment, net

Goodwill

Other intangible assets, net

Deferred income taxes

Other noncurrent assets

TOTAL ASSETS

LIABILITIES AND EQUITY

Current liabilities:

Accounts payable

Accrued expenses and other current liabilities
Short-term debt and current portion of long-term debt
Income and other taxes payable

Deferred income taxes

Total current liabilities

Long-term debt

Pension and other post-employment benefits

Deferred income taxes

Other noncurrent liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES (Note 16)
REDEEMABLE NONCONTROLLING INTERESTS
EQUITY:

Preferred stock, $0.01 par value; 20.0 shares authorized; none issued and outstanding at

December 31, 2013 and June 30, 2013

Class A Common Stock, $0.01 par value; 800.0 shares authorized, 86.3 and 73.6 issued,
respectively and 85.9 and 73.2 outstanding, respectively at December 31, 2013 and June 30,

2013

Class B Common Stock, $0.01 par value; 367.8 shares authorized, 298.6 issued and
outstanding and 310.6 issued and outstanding, respectively at December 31, 2013 and June 30,

2013

December June 30,
31, 2013
2013

$1,154.0 $9204
779.0 622.7

559.9 608.2
181.7 191.2
75.1 74.4
2,749.7 2,416.9
529.5 500.7

1,573.2 1,543.2
1,930.7 1,956.6
10.6 9.2
75.3 43.4
$6,869.0 $6,470.0

$748.1 $711.7

823.1 671.1
29.0 40.1
55.9 34.8
5.8 55

1,661.9 1,463.2
2,580.1 2,590.1
2514 241.3
321.7 320.0
248.7 239.9
5,063.8 4,854.5

104.1 105.8
0.8 0.7
3.0 3.1
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Additional paid-in capital 1,898.4 1,943.9
Accumulated deficit (153.0 ) (329.0)
Accumulated other comprehensive loss (60.2 ) (118.6)
Treasury stock—at cost, shares: 0.4 at December 31, 2013 and June 30, 2013 (6.4 ) (6.1 )
Total Coty Inc. stockholders’ equity 1,682.6 1,494.0
Noncontrolling interests 18.5 15.7
Total equity 1,701.1 1,509.7

TOTAL LIABILITIES, REDEEMABLE NONCONTROLLING INTERESTS AND EQUITY $6,869.0 $6,470.0

See notes to Condensed Consolidated Financial Statements.
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY AND

REDEEMABLE NONCONTROLLING INTERESTS

For the Six Months Ended December 31, 2013

(In millions, except per share data)

(Unaudited)

Class A
Common
Stock

Shares Amoutsthares Amoun€Capital — Deficit)

BALANCE—July 1,
2013

Conversion of Class
B to Class A 12.0 0.1
Common Stock
Purchase of Class A
Common Stock
Exercise of employee
stock options
Share-based
compensation
expense

Dividends ($0.20 per
common share)

Net income

Other comprehensive
income

Distribution to
noncontrolling
interests, net
Adjustment of
redeemable
noncontrolling
interests to
redemption value
BALANCE—Decembe

312013 863 $0.8

0.7 —

Total
Class B .. Accumulated
Common Alet.lonal (Accumulfideder a’iereasury Coty Nonconffotlihg
Stock Paid-in Com rehens?\czlé Inc.
P Stockholders’
Income

(Loss) ShareAmounEquity  InterestEquity

73.6 $0.7 310.6 $3.1 $1,9439 $(329.0) $(118.6) 0.4 $(6.1) $1,494.0 $15.7 $1,509.7

(12.0) (0.1) _ B
0.3 — 03) — _
3.8 3.8 3.8
222 222 222
(774 ) (774 ) (774 )
176.0 1760  11.1  187.1
58.4 58.4 — 584
83) (83 )
5.6 5.6 5.6

298.6 $3.0 $1,898.4 $(153.0) $(60.2 ) 0.4 $(6.4) $1,682.6 $185 $1,701.1

See notes to Condensed Consolidated Financial Statements.
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COTY INC. & SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF EQUITY, REDEEMABLE COMMON STOCK AND
REDEEMABLE NONCONTROLLING INTERESTS

For the Six Months Ended December 31, 2012

(In millions, except per share data)

(Unaudited)

Accumulalted Total
Common Additional reasury Coty Redeemd
Stock Paid-in \ccumultr o Inc. Nonconfinfing . o
Comprehensive Stockholders’
Income

Shares Amoufifapital Deficit) SharesAmount Equity InterestEquity Stock I

(Loss)
I;(QIEANCE_JUIY L 3004 $40 $14962 $(3903) $(147.2) 17.5 $(105.5) $8572  $12.0 $869.2 $172.4 §
Issuance of Common
Stock
Reclassification of
common stock to (55.0 ) (55.0 ) (55.0 )
liability

Reclassification of

liability to

redeemable common

stock

Fair value adjustment

of redeemable (16.8 ) (16.8 ) (16.8 ) 16.8
common stock

Transfer of

redeemable common 93.5 93.5 93.5 (93.5)
stock to JAB

Purchases of

redeemable common 1.4 0.1 (1.4 ) 0.2 )
stock

Dividends ($0.15 per
common share) (578 ) (578 ) 578 )
Net income 209.9 209.9 9.0 218.9
Other comprehensive 53.0 530 03 533
income (loss)

Distribution to

noncontrolling 6.9) 69 )
interests, net

Adjustment of 7.5 ) 7.5 ) 7.5 )
redeemable

noncontrolling

0.7 — 550 55.0 55.0

50.7

10
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interests to
redemption value

I;fIEOAgCE_D“embeﬁoo.l $4.0 $1,509.0 $(180.4) $(94.2 ) 17.6 $(106.9) $1,131.5 $14.4 $1,1459 $1462 $

See notes to Condensed Consolidated Financial Statements.
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COTY INC. & SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)

(Unaudited)

Six Months Ended

December 31,

2013 2012
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $1953  $228.2
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 126.6 125.0
Deferred income taxes 5.8 ) 95
Provision for bad debts 4.4 3.2
Provision for pension and other post-employment benefits 9.3 8.6
Share-based compensation 23.5 45.1
Gain on sale of asset — (19.3 )
Other 10.0 2.0
Change in operating assets and liabilities, net of effects from purchase of acquired companies:
Trade receivables (1425 ) (166.8)
Inventories 59.7 42.7
Prepaid expenses and other current assets 8.6 1.8 )
Accounts payable 30.2 (83.2 )
Accrued expenses and other current liabilities 127.9 42.4
Tax accruals 37.8 70.2
Other noncurrent assets 279 ) 0.6
Other noncurrent liabilities 9.8 ) 112)
Net cash provided by operating activities 447.3 295.2
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures (116.6 ) (104.9)
Payments for business combinations, net of cash acquired (25.0 ) (6.2 )
Proceeds from sale of asset 0.5 25.0
Net cash used in investing activities (141.1 ) (106.1)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from short-term debt, original maturity more than three months 14.7 25.7
Repayments of short-term debt, original maturity more than three months 289 ) (225)
Net proceeds from (repayments of) short-term debt, original maturity less than three months 2.1 1s )
Proceeds from revolving loan facilities 355.0 732.5
Repayments of revolving loan facilities (365.0 ) (666.0)
Repayments of term loans — (62.5 )
Dividend payment (76.9 ) (&74)
Net proceeds from issuance of Common Stock 3.8 0.6
Payments for repurchases of Common Stock 03 ) a4 )
Net proceeds from foreign currency contracts 1.1 0.9
Payment for business combinations — contingent consideration a.r ) —

12
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Proceeds from mandatorily redeemable noncontrolling interests 2.2 —
Proceeds from noncontrolling interests — 1.7
Distributions to noncontrolling interests 83 ) @®6 )
Distributions to redeemable noncontrolling interests 40 ) 95 )
Payment of deferred financing fees o0s ) —

Net cash used in financing activities (106.1 ) (68.0 )
EFFECT OF EXCHANGE RATES ON CASH AND CASH EQUIVALENTS 335 21.6
NET INCREASE IN CASH AND CASH EQUIVALENTS 233.6 142.7
CASH AND CASH EQUIVALENTS—Beginning of period 920.4 609.4
CASH AND CASH EQUIVALENTS—End of period $1,154.0 $752.1
SUPPLEMENTAL DISCLOSURE OF CASH FLOWS INFORMATION:

Cash paid during the year for interest $32.3 $36.0
Cash paid during the year for income taxes 49.7 42.3
SUPPLEMENTAL DISCLOSURE OF NONCASH FINANCING AND INVESTING

ACTIVITIES:

Accrued capital expenditure additions $36.4 $17.8

See notes to Condensed Consolidated Financial Statements.
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COTY INC. & SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

($ in millions, except per share data)

(Unaudited)

1. DESCRIPTION OF BUSINESS

Coty Inc. and subsidiaries (collectively, the “Company” or “Coty”) engage in the manufacturing, marketing and
distribution of fragrances, color cosmetics and skin & body care related products in numerous countries throughout
the world.

The Company operates on a fiscal year basis with a year-end of June 30. Unless otherwise noted, any reference to a
year preceded by the word “fiscal” refers to the fiscal year ended June 30 of that year. For example, references to “fiscal
2014” refer to the fiscal year ending June 30, 2014.

The Company’s revenues generally increase during the second fiscal quarter as a result of increased demand associated
with the holiday season. Accordingly, the Company’s financial performance, working capital requirements, cash flow
and borrowings experience seasonal variability during the three to six months preceding this season.

In June 2013, the Company completed an initial public offering (“IPO”) in a secondary offering on the New York Stock
Exchange (“NYSE”).

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The unaudited interim Condensed Consolidated Financial Statements are presented in accordance with accounting
principles generally accepted in the United States of America (“GAAP”) for interim financial information. Certain
information and disclosures normally included in consolidated financial statements prepared in accordance with
GAAP have been condensed or omitted. Accordingly, these unaudited interim Condensed Consolidated Financial
Statements and accompanying footnotes should be read in conjunction with the Company’s Consolidated Financial
Statements as of and for the year ended June 30, 2013. In the opinion of management, all adjustments, of a normal

14
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recurring nature, considered necessary for a fair presentation have been included in the Condensed Consolidated
Financial Statements. The results of operations for the three and six months ended December 31, 2013 are not
necessarily indicative of the results of operations to be expected for the full fiscal year ending June 30, 2014.

During the fourth quarter of fiscal 2013, the Company corrected the presentation of the Consolidated Statement of
Cash Flows to present the proceeds and repayments related to certain short-term borrowings on a gross basis.
Amounts in the Condensed Consolidated Statement of Cash Flows for the six months ended December 31, 2012 have
been corrected to conform to the current period presentation.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and revenues and expenses during the period reported. Significant accounting
policies that contain subjective management estimates and assumptions include those related to revenue recognition,
the market value of inventory, the fair value of acquired assets and liabilities associated with acquisitions, the fair
value of share-based compensation, pension and other post-employment benefit costs, the fair value of our reporting
units, and the assessment of goodwill, other intangible assets and long-lived assets for impairment, income taxes,
derivatives and redeemable noncontrolling interests when calculating the impact on Earnings Per Share (“EPS”).
Management evaluates its estimates and assumptions on an ongoing basis using historical experience and other
factors, including the current economic environment, and makes adjustments when facts and circumstances dictate. As
future events and their effects cannot be determined with precision, actual results could differ significantly from those
estimates and assumptions. Significant changes, if any, in those estimates and assumptions resulting from continuing
changes in the economic environment will be reflected in the Consolidated Financial Statements in future periods.

7
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Tax Information

The effective income tax rate for the three months ended December 31, 2013 and 2012 is 26.6% and 34.6%, and is
29.0% and 35.4% for the six months ended December 31, 2013 and 2012, respectively. The differences in the
effective tax rates for all periods presented are primarily due to the passage of the American Taxpayer Relief Act of
2012 on January 2, 2013, which extended retroactively certain international provisions which had expired. As a result,
Internal Revenue Code Section 954(c)(6) was extended. The extension was applicable for the three and six months
ended December 31, 2013 resulting in a lower effective tax rate compared to the three and six months ended
December 31, 2012.

The effective income tax rates vary from the U.S. federal statutory rate of 35% due to the effect of (i) jurisdictions
with different statutory rates, (ii) adjustments to the Company’s unrealized tax benefits (“UTBs”) and accrued interest,
(iii) non-deductible expenses and (iv) valuation allowance changes.

As of December 31, 2013 and June 30, 2013, the gross amount of UTBs is $347.7 and $331.4, respectively. As of
December 31, 2013, the total amount of UTBs that, if recognized, would impact the effective income tax rate is
$317.6. As of December 31, 2013 and June 30, 2013, the liability associated with UTBs, including accrued interest
and penalties, is $202.6 and $189.6, respectively, which is recorded in Income and other taxes payable and Other
non-current liabilities in the Condensed Consolidated Balance Sheets. The total interest and penalties recorded in the
Condensed Consolidated Statements of Operations related to UTBs during the three months ended December 31, 2013
and 2012 is $0.8 and $1.1, and $2.4 and $2.9 during the six months ended December 31, 2013 and 2012, respectively.
The total gross accrued interest and penalties recorded in the Condensed Consolidated Balance Sheets as of December
31, 2013 and June 30, 2013 is $29.5 and $25.7, respectively. On the basis of the information available as of December
31, 2013, it is reasonably possible that a decrease of up to $12.0 in UTBs may occur within 12 months as a result of
projected resolutions of global tax examinations and a potential lapse of the applicable statutes of limitations.

Recently Adopted Accounting Pronouncements

In December 2011, the FASB enhanced its disclosure requirements regarding offsetting assets and liabilities as a joint
effort with the International Accounting Standards Board. This amendment increases the comparability of the balance
sheet prepared under GAAP and International Financial Reporting Standards (“IFRS”) by enhancing disclosures about
financial instruments and derivative instruments that are either offset on the balance sheet or subject to an enforceable
master netting arrangement or similar agreement, irrespective of whether they are offset on the balance sheet. Entities
are required to provide both net and gross information for these assets and liabilities in order to enhance comparability
between GAAP financial statements and IFRS financial statements. This pronouncement was later amended to limit
the scope of the disclosure to derivatives within the balance sheet. This amendment was adopted during the first
quarter of fiscal 2014. There were no additional disclosures required in connection with the adoption of this
amendment, as the gross values of offsetting assets and liabilities are not material as of December 31, 2013 and June
30, 2013.

16
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In February 2013, the FASB issued authoritative guidance that requires entities to disclose information about
significant items reclassified, in their entirety, out of Accumulated other comprehensive income (“AOCI”) either in the
statement where net income is disclosed or in the notes to the financial statements. This guidance was adopted for
fiscal 2014. There were no additional disclosures required in connection with the adoption of this guidance, as there
were no significant items reclassified in their entirety out of AOCI during the three and six months ended December
31, 2013.

3. SEGMENT REPORTING

Operating segments (also referred to as “segments”) include components of the enterprise for which separate financial
information is available and evaluated regularly by the chief operating decision maker (“CODM”) in deciding how to
allocate resources and assess performance. The Company has designated its Chief Executive Officer as the CODM.
The Company’s operating and reportable segments are Fragrances, Color Cosmetics and Skin & Body Care (also
referred to as “segments”). The reportable segments also represent the Company’s product groupings.

8
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Three Months Six Months Ended
Ended December 31
December 31, ’
SEGMENT DATA 2013 2012 2013 2012
Net revenues:
Fragrances $7914  $810.8 $1,4959 $1,513.3
Color Cosmetics 334.2 369.0 645.7 716.7
Skin & Body Care 197.6 199.7 359.8 362.6
Total $1,323.2 $1,379.5 $2,501.4 $2,592.6
Operating income (loss):
Fragrances $143.5 $160.5 $2963  $294.8
Color Cosmetics 33.7 57.1 70.5 130.3
Skin & Body Care 6.1 3.1 2.6 (14 )
Corporate (39.8 ) 1.6 603 ) (355 )
Total $143.5 $2223  $309.1 $388.2
Reconciliation:
Operating income $143.5  $222.3  $309.1  $388.2
Interest expense, net 16.7 18.4 34.1 35.3
Other income — ©2 ) ©2 ) ©O4 )
Income before income taxes $126.8  $204.1 $275.2  $353.3

Within the Company’s reportable segments, product categories exceeding 5% of consolidated net revenues are
presented below; no individual Skin & Body Care product category exceeded 5% of consolidated net revenues:

Three Months Six Months

Ended Ended

December 31, December 31,
PRODUCT CATEGORY 2013 2012 2013 2012
Fragrances:
Designer 393 % 372 % 403 % 379 %
Lifestyle 13.1 13.1 12.2 11.9
Celebrity 7.4 8.5 7.3 8.6
Total 598 % 588 % 59.8 % 584 %
Color Cosmetics:
Nail Care 105 % 137 % 117 % 145 %
Other Color Cosmetics 14.8 13.0 14.1 13.1
Total 253 % 2677 % 258 % 27.6 %
Skin & Body Care 149 % 145 % 144 % 140 %
Total 100.0% 100.0% 100.0% 100.0%

4. BUSINESS COMBINATIONS

On July 1, 2013, the Company executed a Share Purchase Agreement (“SPA”) to acquire 100% of the shares of StarAsia
Group Pte Ltd. (“StarAsia”) for consideration of $27.0, subject to post-closing adjustments. Included in the
consideration is $3.0 that was deposited in escrow under the SPA, which was placed in escrow to provide for
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adjustments for net working capital and indemnities against the seller’s warranties. StarAsia is a regional distribution
company that acted as a third party distributor of the Company’s fragrance, color cosmetics and skin & body care
products, as well as beauty products supplied by parties other than the Company.

In accordance with the terms set forth in the SPA, the net working capital post-closing adjustments have been agreed
to by both parties in the amount of $3.5 as of December 31, 2013. The Company received the cash settlement of $3.5
in January 2014. The following table summarizes the consideration and preliminary purchase price allocation to the
net assets acquired in the StarAsia acquisition. The purchase price allocation is expected to be finalized during fiscal
2014.

9
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Consideration:
Cash paid $25.0
Noncash consideration of pre-acquisition trade-receivables 2.0
Receivable from seller of net working capital adjustment (3.5)
Purchase price $23.5
Estimated Estlmat.e d
. useful life
fair value .
(in years)
Goodwill $11.3
Customer relationships 7.2 12
Trademarks 0.2 2
Other net assets 4.8

Total identifiable net assets: $ 23.5

The goodwill is not deductible for tax purposes and represents expected benefits associated with the Company’s
control over future expansion in Asia and all of our segments. Preliminary goodwill of $6.9, $3.7, and $0.7 is
allocated to Skin & Body Care, Fragrances and Color Cosmetics segments, respectively.

For the three months ended December 31, 2013, Net revenues and Net loss included in the Company’s Condensed
Consolidated Statements of Operations were $5.6 and $(2.3), respectively. For the six months ended December 31,
2013, Net revenues and Net loss included in the Company’s Condensed Consolidated Statements of Operations from
the date of acquisition were $11.0 and $(3.1), respectively.

Transaction-related costs associated with this acquisition of $1.1 during fiscal 2013 were expensed as incurred and
included in Selling, general, and administrative expenses in the Condensed Consolidated Statements of Operations.
There were no transaction-related costs during the three and six months ended December 31, 2013.

5. RESTRUCTURING COSTS

Productivity Program

During the fourth quarter of fiscal 2013, the Company’s Board of Directors approved a number of business integration
and productivity initiatives aimed at enhancing long-term operating margins (the “Productivity Program”). Such
activities primarily relate to integration of supply chain and selling activities within the Skin & Body Care segment, as
well as certain commercial organization re-design activities, primarily in Europe and optimization of selected
administrative support functions.
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The Company anticipates completing the implementation of all project activities by fiscal 2016. The total charge
associated with the Productivity Program is expected to be approximately $70.0 to $75.0, of which $31.6 and $25.3
was incurred as of December 31, 2013 and June 30, 2013, respectively.

The related liability balance and activity for the restructuring costs are presented below:

Severance Third-Party ~ Other

and

Employee Contract Exit

Benefits  Terminations Costs
Balance—1July 1, 2013 $ 21.7 $ 04 $0.1
Restructuring charges 5.1 0.2 1.0
Payments 9.0 ) (0.1 ) (1.0)
Foreign currency translation 0.3 — —
Balance—December 31, 2013$ 18.1 $ 05 $0.1

Total

Program
Costs
$222
6.3
(10.1 )
0.3
$18.7

The Company currently estimates that the total remaining accrual of $18.7 will result in cash expenditures of
approximately $12.0, $3.7 and $3.0 in fiscal 2014, 2015 and 2016, respectively.

10
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Service Agreement Termination

During fiscal 2013, a service agreement in which the Company provided selected selling, distribution, and
administrative services throughout North America in return for a commission-based fee expired and was not renewed.
The fees from the agreement comprised an insignificant portion of revenue. As a result of the service agreement
termination, the Company eliminated several positions and reduced certain other support activities.

The related liability balance and activity for the restructuring charges are presented below:

Severance
and
Employee
Benefits
Balance—July 1, 2013 $ 3.7
Payments (1.8 )
Balance—December 31, 201% 1.9

The Company expects to pay the remaining accrual of $1.9 primarily during fiscal 2014.

6. INVENTORIES

Inventories as of December 31, 2013 and June 30, 2013 are presented below:

December June

31, 30,

2013 2013
Raw materials  $ 160.9  $184.4
Work-in-process  14.1 35.6

Finished goods 384.9 388.2
Total inventories $ 559.9 $608.2

7. GOODWILL AND OTHER INTANGIBLE ASSETS, NET

Goodwill and Other intangible assets, net as of December 31, 2013 and June 30, 2013 are presented below, net of
impairment charges:
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?ﬁ cember June 30,
2013 2013
Goodwill
Fragrances $723.2 $711.0
Color Cosmetics 536.4 529.8
Skin & Body Care® 313.6 302.4
Total Goodwill $1,573.2 $1,543.2

Other intangible assets, net

Indefinite-lived other intangible assets® $1,175.4 $1,171.9
Finite-lived other intangible assets, net 755.3 784.7
Total Other intangible assets, net $1,930.7 $1,956.6

(@ Net of accumulated impairments of $384.4 as of December 31, 2013 and June 30, 2013.

®Net of accumulated impairments of $188.6 as of December 31, 2013 and June 30, 2013.

The effect of foreign currency translation in the carrying amount of goodwill and indefinite-lived intangible assets are
$18.6 and $3.4, respectively, as of December 31, 2013. In addition, during the six months ended December 31, 2013,
the Company acquired 100% of the shares of StarAsia. The transaction was accounted for as a business combination
(See Note 4).

Intangible assets subject to amortization are presented below:

11

23



Edgar Filing: COTY INC. - Form 10-Q

Cost Accun}ula.ted Net
Amortization
June 30, 2013
License agreements $827.0 $ (451.6 ) $375.4

Customer relationships  543.3 (173.1 ) 370.2

Trademarks 145.9 (112.5 ) 334
Product formulations 31.8 (26.1 ) 5.7
Total $1,548.0 $ (763.3 ) $784.7

December 31, 2013
License agreements $837.1 $ (475.1 ) $362.0
Customer relationships  556.7 (197.5 ) 359.2

Trademarks 147.6 (116.5 ) 31.1
Product formulations 32.0 (29.0 ) 3.0
Total $1,573.4 $ (818.1 ) $755.3

Amortization expense totaled $22.7 and $22.3 for the three months ended December 31, 2013 and 2012, and $45.3
and $44.2 for the six months ended December 31, 2013 and 2012, respectively.

8. FINANCING ARRANGEMENTS

On July 22, 2013, the Company amended the Note Purchase Agreement relating to its Senior Notes to, among other
things, align the definition of “Change of Control” with the Company’s credit facility with JP Morgan Chase Bank, N.A.
as administrative agent (the “Credit Facility”), and to modify the definition of “Consolidated EBITDA” to include or
increase certain add-backs related to non-recurring expenses similar to those contained in the Credit Facility. Deferred
financing fees of $0.5 were recorded in Other noncurrent assets in the Condensed Consolidated Balance Sheet in
connection with the amendment as of December 31, 2013.

On April 4, 2013, the Company entered into agreements with a third party to establish an entity that exclusively
markets and sells beauty products in retail channels in Brazil. The third party provided 4.9 million Brazilian Reais
($2.2) of funding for the entity during the six months ended December 31, 2013. The funding is classified as Other
noncurrent liabilities as of December 31, 2013 since the Company is obligated to repay the funding to the third party
on April 4, 2023, which is the maximum contract term. The third party is entitled to its proportionate share of the
earnings of the Brazil entity, payable annually for the expected life of the contract.

9. INTEREST EXPENSE

Interest expense, net for the three and six months ended December 31, 2013 and 2012 is presented below:
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Three Six Months
Months
Ended

Ended December 31

December 31, ’

2013 2012 2013 2012
Interest expense $17.5 $19.3 $349 $39.5
Derivative (gains)—foreign exchange contracts (1.4) — (1.4) (0.6)
Foreign exchange transaction losses (gains) 1.6 0.1 2.5 (1.7)
Accretion of acquisition-related liability — 0.1) — 0.1
Interest income (1.0) (©09) 1.9) (2.0)
Total interest expense, net $16.7 $184 $34.1 $35.3

12
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10. EMPLOYEE BENEFIT PLANS

The components of net periodic benefit cost for pension plans and other post-employment benefit plans recognized in
the Condensed Consolidated Statements of Operations are presented below for the three and six months ended

December 31, 2013 and 2012:

Three Months Ended December 31,

Pension Plans Other Post-
Employment
U.S. International Benefits Total
2013 2012 2013 2012 2013 2012 2013 2012
Service (income) cost $—  $0.8)$14 $1.1 $06 $0.7 $20 $1.0
Interest cost 09 2.2 1.4 1.4 0.9 1.0 32 4.6
Expected return on plan assets 0.6) ((1.1) (0.2) (©.3) — — 0.8) (1.4)
Amortization of prior service credit — — — — 0.1) — 0.1) —
Amortization of net loss 0.2 0.7 0.5 0.3 — 02 0.7 1.2
Net periodic benefit cost $0.5 $1.0 $3.1 $25 $14 $19 $50 $54
Six Months Ended December 31,
Pension Plans Other Post-
Employment
U.S. International Benefits Total
2013 2012 2013 2012 2013 2012 2013 2012
Service (income) cost $— $— $28 $22 S$12 $14 $4.0 $3.6
Interest cost 1.7 1.6 2.7 2.7 1.9 2.1 6.3 6.4
Expected return on plan assets (1.2) (1.1) (0.5) (0.5 — — (1.7) (1.6)

Amortization of prior service credit
Amortization of net loss
Net periodic benefit cost

0.4 1.4 1.0 0.6 0.3
$09 $19 $6.0 $50 $3.0 $37

0.1) (0.1) (0.1) (0.1)

14 23
$9.9 $10.6

The Company expects to contribute approximately $9.0, $10.8, $1.8 to its U.S. and international pension plans and
other post-employment benefit plans, respectively, during fiscal 2014.

11. FAIR VALUE MEASUREMENTS

The following fair value hierarchy is used in selecting inputs for those assets and liabilities measured at fair value that

distinguishes between assumptions based on market data (observable inputs) and the Company’s assumptions
(unobservable inputs). The hierarchy consists of three levels:
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Level I—Valuation based on quoted market prices in active markets for identical assets or liabilities;

Level 2—Valuation based on inputs other than Level 1 inputs that are observable for the assets or liabilities either
directly or indirectly;

Level 3—Valuation based on prices or valuation techniques that require inputs that are both significant to the fair value
measurement and supported by little or no observable market activity.

The financial assets and liabilities that the Company measures at fair value on a recurring basis based on the fair value
hierarchy, as of December 31, 2013 and June 30, 2013 are presented below:

Level 1 Level 2 Level 3
Decemlgre DecemBeme Decemlare
31, 30, 31, 30, 31, 30,
2013 2013 2013 2013 2013 2013
Financial assets and liabilities
Recurring fair value measurements

Assets:

Foreign exchange contracts $— % —$03 $06 $— $ —
Liabilities:

Foreign exchange contracts $— 8% —$31 $08 $— $ —
Total recurring fair value measurements $ — $ — $(2.8) $(0.2) $ — $§ —
13
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The Company has concluded that the carrying amounts of cash and cash equivalents, trade receivables, accounts
payable, certain accrued expenses, and short-term debt approximate their fair values due to their short-term nature.

The following methods and assumptions were used to estimate the fair value of the Company’s other financial
instruments for which it is practicable to estimate that value:

Foreign exchange contracts—The Company uses an industry standard valuation model, which is based on the income
approach, to value the foreign exchange contracts. The significant observable inputs to the model, such as swap yield
curves and currency spot and forward rates, were obtained from an independent pricing service. Based on the
assumptions used to value foreign exchange contracts at fair value, these assets and/or liabilities are categorized as
Level 2 in the fair value hierarchy.

Coty Inc. Credit Facility and Senior Notes —The Company uses the income approach to value the Credit Facility and
the Senior Notes. The Company uses a present value calculation to discount interest payments and the final maturity
payment on the Credit Facility and the Senior Notes using a discounted cash flow model based on observable inputs.
The Company discounts the debt based on what the current market rates would offer the Company as of the reporting
date. Based on the assumptions used to value the Credit Facility and the Senior Notes at fair value, this debt is
categorized as Level 2 in the fair value hierarchy.

Dividends Payable — The Company uses the income approach to value the long-term portion Dividends Payable by
utilizing a present value calculation to discount the settlements of the long-term portion Dividends Payable using a
discounted cash flow model based on observable inputs. The Company discounts the liability based on an internally
developed discount rate as of the reporting date. Based on the assumptions used to value the long-term portion of
Dividends Payable at fair value, this debt is categorized as Level 3 in the fair value hierarchy.

The fair values of the Company’s financial instruments estimated as of December 31, 2013 and June 30, 2013 are
presented below:

December 31, 2013  June 30, 2013

Carrying Fair Carrying Fair

Amount Value Amount Value
Coty Inc. Credit Facility $2,085.0 $2,077.0 $2,095.0 $2,086.1
Senior Notes - Series A 100.0 107.5 100.0 108.3
Senior Notes - Series B 225.0 239.9 225.0 244 4
Senior Notes - Series C 175.0 184.2 175.0 190.0
Dividends Payable 0.9 0.7 0.4 0.3

12. DERIVATIVE INSTRUMENTS
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The Company is exposed to foreign currency exchange fluctuations and interest rate volatility through its global
operations, with manufacturing and distribution facilities in various countries around the world. The Company may
reduce its exposure to fluctuations in the cash flows associated with changes in foreign exchange rates by creating
offsetting positions through the use of derivative instruments. The Company expects that through hedging, any gain or
loss on the derivative instruments would generally offset the expected increase or decrease in the value of the
underlying firm commitments or forecasted transactions. During the three months ended December 31, 2013, the
Company entered into foreign currency forward contracts that are designated and qualify for hedge accounting
treatment. In addition, the Company also uses certain derivatives as economic hedges of foreign currency exposure on
firm commitments and forecasted transactions. Although these derivatives were not designated for hedge accounting,
the overall objective of mitigating foreign currency exposure is the same for both derivative inst