Edgar Filing: GLOBE SPECIALTY METALS INC - Form 10-Q

GLOBE SPECIALTY METALS INC
Form 10-Q
February 11, 2011

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended December 31, 2010
Commission File Number 001-34420

Globe Specialty Metals, Inc.
(Exact name of registrant as specified in its charter)

Delaware 20-2055624
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

One Penn Plaza
250 West 34th Street, Suite 4125
New York, NY 10119
(Address of principal executive offices, including zip code)

(212) 798-8122
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common stock, $0.0001 par value The NASDAQ Global Select Market

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T



Edgar Filing: GLOBE SPECIALTY METALS INC - Form 10-Q

(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yeso Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated Accelerated filer o Non-accelerated filer p ~ Smaller reporting
filer o company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yeso Nop

As of February 10, 2011, the registrant had 75,168,207 shares of common stock outstanding.




Edgar Filing: GLOBE SPECIALTY METALS INC - Form 10-Q

Globe Specialty Metals, Inc.

PART I
Financial
Item 1. Statements
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Quantitative and Qualitative Disclosures About Market
Item 3. Risk
Controls and
Item 4. Procedures
PART II
Legal
Item 1. Proceedings
Item 1A. Risk Factors
Item 6. Exhibits
SIGNATURES
EX-10.1
EX-10.2
EX-10.3
EX-31.1
EX-31.2

EX-32.1

28

28

29
29
29
30




Edgar Filing: GLOBE SPECIALTY METALS INC - Form 10-Q

PART I

Item 1. Financial Statements
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GLOBE SPECIALTY METALS, INC. AND SUBSIDIARY COMPANIES

Condensed Consolidated Balance Sheets
December 31, 2010 and June 30, 2010
(In thousands, except share and per share amounts)
(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents $
Accounts receivable, net of allowance for doubtful accounts of $831
and $997 at December 31, 2010 and June 30, 2010,
respectively
Inventories
Prepaid expenses and other current assets
Total current assets
Property, plant, and equipment, net of accumulated depreciation and amortization
Goodwill
Other intangible assets
Investments in unconsolidated affiliates
Deferred tax assets
Other assets
Total assets $
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $
Current portion of long-term debt
Short-term debt
Revolving credit agreements
Accrued expenses and other current liabilities
Total current liabilities
Long-term liabilities:
Revolving credit agreements
Long-term debt
Deferred tax liabilities
Other long-term liabilities
Total liabilities
Commitments and contingencies (note 11)
Stockholders’ equity:
Common stock, $0.0001 par value. Authorized, 150,000,000 shares;
issued, 75,159,207 and 74,421,826 shares at
December 31, 2010 and June 30, 2010, respectively
Additional paid-in capital
Retained earnings

December
31,
2010

159,314

47,585
100,003
22,477
329,379
226,567
52,074
477
8,642
71
3,000
620,210

46,843
8,450
936
15,000
26,890
98,119

23,000
2,728
6,645

17,787

148,279

8
397,792
41,362

June 30,
2010

157,029

55,907
87,163
23,809
323,908
219,267
52,025
477
8,185
71
3,212
607,145

47,298
10,092
8,067

35,832
101,289

16,000
6,920
6,645

17,462

148,316

7
390,354
38,761

5
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Accumulated other comprehensive loss
Treasury stock at cost, 1,000 shares at December 31, 2010 and June 30,
2010
Total Globe Specialty Metals, Inc.
stockholders’ equity
Noncontrolling interest
Total stockholders’ equity
Total liabilities and stockholders’ equity $

(4,010)
“4)

435,148

36,783
471,931
620,210

See accompanying notes to condensed consolidated financial statements.

(4,438)
“4)

424,680

34,149
458,829
607,145
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GLOBE SPECIALTY METALS, INC. AND SUBSIDIARY COMPANIES

Condensed Consolidated Income Statements
Three and six months ended December 31, 2010 and 2009
(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Months Ended
December 31, December 31,
2010 2009 2010 2009
Net sales $ 155,775 108,278  $ 293,127 213,736
Cost of goods sold 123,220 87,974 240,101 167,952
Selling, general, and administrative expenses 12,313 13,142 24,524 25,865
Research and development 13 77 45 115
Restructuring charges - (13) (81)
Gain on sale of business - (23,368) (22,907)
Operating income 20,229 30,466 28,457 42,792
Other income (expense):
Interest income 24 65 59 201
Interest expense, net of capitalized interest (706) (1,101) (1,689) (2,419)
Foreign exchange (loss) gain (80) 871 (376) 3,286
Other income 322 199 550 192
Income before provision for income taxes 19,789 30,500 27,001 44,052
Provision for income taxes 6,143 12,568 10,497 17,951
Net income 13,646 17,932 16,504 26,101
(Income) losses attributable to noncontrolling interest, net
of tax (1,938) 602 (2,634) 875
Net income attributable to Globe Specialty
Metals, Inc. $ 11,708 18,534  $ 13,870 26,976
Weighted average shares outstanding:
Basic 75,115 74,314 74,847 72,710
Diluted 76,734 75,154 76,430 73,844
Earnings per common share:
Basic $ 0.16 0.25 $ 0.19 0.37
Diluted 0.15 0.25 0.18 0.37
Cash dividends declared per common share - - 0.15

See accompanying notes to condensed consolidated financial statements.
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GLOBE SPECIALTY METALS, INC. AND SUBSIDIARY COMPANIES

Condensed Consolidated Statement of Changes in Stockholders’ Equity
Six months ended December 31, 2010
(In thousands)
(Unaudited)

Globe Specialty Metals, Inc. Stockholders’ Equity
Accumulated
Additional Other Treasury Total
Common Stock  Paid-In Retained Comprehensive Stock Noncontrolling Comprehensive Stockholders’
Shares Amount Capital Earnings (Loss) Income at Cost Interest Income Equity

Balance
at
June
30, 74,422
2010 $ 7 390,354 38,761 (4,438) 4 34,149 458,829
Share-based
compensatdon — 2,548 — — — — 2,548
Stock
option
exercis€sl33 1 4,890 — — — — 4,891
Cash
dividend (11,269)
declared — — — — — — (11,269)
Comprehensive
income:

Foreign

currency

translation

adjustmernt— — — — 419 — — 419 419
Pension

liability

adjustment

(net of

income

tax

expense

of

$5) — — — — 9 — — 9 9
Net

income — — — 13,870 — — 2,634 16,504 16,504

Total

comprehensive

income 16,932 16,932
Baland@®,159 $ 8 397,792 41,362 (4,010) 4 36,783 16,932 471,931
at
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December
31,
2010

See accompanying notes to condensed consolidated financial statements.




Edgar Filing: GLOBE SPECIALTY METALS INC - Form 10-Q

GLOBE SPECIALTY METALS, INC. AND SUBSIDIARY COMPANIES

Condensed Consolidated Statements of Cash Flows
Six months ended December 31, 2010 and 2009
(In thousands)

(Unaudited)
Six Months Ended
December 31,
2010 2009
Cash flows from operating activities:
Net income $ 16,504 26,101
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 11,984 9,813
Share-based compensation 2,548 3,231
Gain on sale of business - (22,907)
Deferred taxes - (74)
Changes in operating assets and liabilities:
Accounts receivable, net 8,497 (17,079)
Inventories (12,895) 2,984
Prepaid expenses and other current assets 1,022 9,413
Accounts payable (587) 21,616
Accrued expenses and other current liabilities (8,327) (17,283)
Other 60 532
Net cash provided by operating activities 18,806 16,347
Cash flows from investing activities:
Capital expenditures (19,311) (9,915)
Sale of businesses, net of cash disposed of $0 and $16,555, respectively 2,500 58,445
Working capital adjustments from acquisition of businesses, net (2,038) -
Other investing activities - (733)
Net cash (used in) provided by investing
activities (18,849) 47,797
Cash flows from financing activities:
Net payments of long-term debt (5,834) (16,558)
Net (payments) borrowings of short-term debt (7,131) 7,324
Net borrowings on revolving credit agreements 22,000 -
Dividend payment (11,269) -
Proceeds from stock option exercises 4,891 -
Proceeds from warrants exercised - 1,287
Proceeds from UPOs exercised - 210
Sale of noncontrolling interest - 98,462
Sale of common stock - 36,456
Other financing activities - 937)
Net cash provided by financing activities 2,657 126,244
Effect of exchange rate changes on cash and cash equivalents (329) (33)

10
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Net increase in cash and cash equivalents 2,285
Cash and cash equivalents at beginning of period 157,029
Cash and cash equivalents at end of period $ 159,314
Supplemental disclosures of cash flow information:
Cash paid for interest, net of capitalized interest $ 1,284
Cash paid for income taxes, net of refunds totaling $454 and $2,729, respectively 4,721

See accompanying notes to condensed consolidated financial statements.

190,355
61,876
252,231

1,719
12,999

11
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GLOBE SPECIALTY METALS, INC. AND SUBSIDIARY COMPANIES

Notes to Condensed Consolidated Financial Statements
Three and six months ended December 31, 2010 and 2009
(Dollars in thousands, except per share amounts)
(Unaudited)

(1) Organization and Business Operations

Globe Specialty Metals, Inc. and subsidiary companies (the Company, we, or our) is among the world’s largest
producers of silicon metal and silicon-based alloys, important ingredients in a variety of industrial and consumer

products. The Company’s customers include major silicone chemical, aluminum and steel manufacturers, auto
companies and their suppliers, ductile iron foundries, manufacturers of photovoltaic solar cells and computer chips,

and concrete producers.

(2) Summary of Significant Accounting Policies
a. Basis of Presentation

In the opinion of the Company’s management, the accompanying condensed consolidated financial statements include
all adjustments necessary for a fair presentation in accordance with accounting principles generally accepted in the
United States of America (U.S. GAAP) of the results for the interim periods presented and such adjustments are of a
normal, recurring nature. The accompanying condensed consolidated financial statements should be read in
conjunction with the Company’s Annual Report on Form 10-K for the fiscal year ended June 30, 2010. There have
been no material changes to the Company’s significant accounting policies during the six months ended December 31,
2010.

b. Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect amounts reported in the condensed consolidated financial statements and related notes.
Significant estimates and assumptions in these condensed consolidated financial statements include the valuation of
inventories; the carrying amount of property, plant, and equipment; estimates of fair value associated with accounting
for business combinations; goodwill and long-lived asset impairment tests; estimates of fair value of investments;
income taxes and deferred tax valuation allowances; valuation of derivative instruments; the determination of the
discount rate and the rate of return on plan assets for pension expense; and the determination of the fair value of
share-based compensation involving assumptions about forfeiture rates, stock volatility, discount rates, and expected
time to exercise. During interim periods, provision for income taxes is recognized using an estimated annual effective
tax rate. Due to the inherent uncertainty involved in making estimates, actual results could differ from these estimates.

c. Revenue Recognition

Revenue is recognized in accordance with Financial Accounting Standards Board (FASB) ASC Topic 605, Revenue
Recognition, when a firm sales agreement is in place, delivery has occurred and title and risks of ownership have
passed to the customer, the sales price is fixed or determinable, and collectability is reasonably assured. Shipping and
other transportation costs charged to buyers are recorded in both net sales and cost of goods sold. Sales taxes collected
from customers and remitted to governmental authorities are accounted for on a net basis and, therefore, are excluded

12
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from net sales. When the Company provides a combination of products and services to customers, the arrangement is
evaluated under ASC Subtopic 605-25, Revenue Recognition — Multiple Element Arrangements (ASC 605.25). ASC
605.25 addresses certain aspects of accounting by a vendor for arrangements under which the vendor will perform
multiple revenue-generating activities. If the Company cannot objectively determine the fair value of any undelivered
elements under an arrangement, the Company defers revenue until all elements are delivered and services have been
performed, or until fair value can objectively be determined for any remaining undelivered elements.

d. Recently Implemented Accounting Pronouncements

In June 2009, the FASB issued an amendment to ASC Subtopic 860-10, Transfers and Servicing. The objective of this
amendment is to improve the relevance, representational faithfulness, and comparability of the information that a
reporting entity provides in its financial statements about a transfer of financial assets; the effects of a transfer on its
financial position, financial performance, and cash flows; and a transferor’s continuing involvement, if any, in
transferred financial assets. This amendment improves financial reporting by eliminating (1) the exceptions for
qualifying special-purpose entities from the consolidation guidance and (2) the exception that permitted sale
accounting for certain mortgage securitizations when a transferor has not surrendered control over the transferred
financial assets. This amendment was adopted on July 1, 2010. This change had no effect on the Company’s financial
position or results of operations.

In June 2009, the FASB issued an amendment to ASC Subtopic 810-10, Consolidation — Variable Interest Entities. The
objective of this amendment is to improve financial reporting by enterprises involved with variable interest entities by
eliminating the quantitative-based risks and rewards calculation and requiring an enterprise to perform an analysis to
determine whether the enterprise’s variable interest or interests give it a controlling interest in a variable interest entity.
In addition, the amendment requires an ongoing reassessment of whether an enterprise is the primary beneficiary of a
variable interest entity. This amendment was adopted on July 1, 2010. The Company is not currently involved with
variable interest entities and, therefore, this change had no effect on the Company’s financial position or results of
operations.

e. Accounting Pronouncements to be Implemented

In October 2009, the FASB issued an amendment to ASC Subtopic 820-10, Fair Value Measurements and Disclosures
(ASC 820). This amendment requires reporting entities to make new disclosures about recurring or nonrecurring fair
value measurements, including significant transfers into and out of Level 1 and Level 2 fair value measurements and
information about purchases, sales, issuances, and settlements on a gross basis in the reconciliation of Level 3 fair
value measurements. The amendment also clarifies existing fair value measurement disclosure guidance about the
level of disaggregation, inputs, and valuation techniques. The disclosure requirements of the amendment to ASC 820,
except for the detailed Level 3 roll forward disclosures, are effective for annual and interim reporting periods
beginning after December 15, 2009. The new disclosures about purchases, sales, issuances, and settlements in the roll
forward activity for Level 3 fair value measurements are effective for interim and annual reporting periods beginning
after December 15, 2010. This amendment to ASC 820 has no impact on the Company’s financial position and results
of operations.

13
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(3) Business Combinations and Divestitures
Dow Corning Transactions:

On November 5, 2009, the Company sold 100% of its interest in Globe Metais Industria e Comércio S.A. (Globe
Metais) pursuant to a purchase agreement entered into on that same date by and among the Company and Dow
Corning Corporation (Dow Corning). The sale of the Company’s equity interest in Globe Metais was executed in
connection with the sale of a 49% membership interest in WV A Manufacturing, LLC (WVA LLC) to Dow Corning,
the execution of a long-term supply agreement, and an amendment to an existing supply agreement between Dow
Corning and the Company to reduce the amount required to be sold in calendar year 2010 to 20,000 metric tons of
silicon metal.

Core Metals Group Holdings LLC:

On April 1, 2010, the Company purchased all of the ownership interests in Core Metals Group Holdings LL.C (Core
Metals). The Company has engaged a third-party appraisal firm to assist in the process of determining the estimated
fair value of certain assets acquired. Based on the preliminary purchase price allocation, goodwill totaling $17 has
been recorded in connection with the Core Metals acquisition and assigned to the GMI operating segment.

In December 2010, the Company completed the divestiture of its 49% ownership interest in Fluorita de Mexico, S.A.
de C.V. (FDM) for $2,500. The Company acquired its ownership interest in FDM in connection with the acquisition
of Core Metals. FDM operates a fluorite ore mine and fluorspar processing plant located in Mexico, an ancillary
business we do not consider critical to our fundamental business strategy. There was no gain or loss associated with
the sale of the 49% ownership interest in FDM as the sales price was equal to the recorded book value of this
investment.

(4) Inventories

Inventories comprise the following:

December
31, June 30,
2010 2010
Finished goods $ 26,968 19,655
Work in process 5,232 2,860
Raw materials 57,368 54,988
Parts and supplies 10,435 9,660
Total $ 100,003 87,163

At December 31, 2010, $93,815 in inventory is valued using the first-in, first-out method and $6,188 using the
average cost method. At June 30, 20010, $80,435 in inventory is valued using the first-in, first-out method and $6,728
using the average cost method.

(5) Property, Plant, and Equipment

Property, plant, and equipment, net of accumulated depreciation and amortization, comprise the following:

14
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December
31 June 30,
2010 2010
Land, land improvements, and land use rights $ 6,403 6,080
Building and improvements 42,238 41,262
Machinery and equipment 86,586 78,370
124,898
Furnaces 131,425
Other 3,946 3,640
Construction in progress 20,850 17,824
272,074
Property, plant, and equipment, gross 291,448
Less accumulated depreciation and amortization (64,881) (52,807)
219,267
Property, plant, and equipment, net of accumulated depreciation and amortization $ 226,567

Depreciation expense for the three months and six months ended December 31, 2010 was $6,210 and $11,984, of
which $6,026 and $11,625 is recorded in cost of goods sold and $184 and $359 is recorded in selling, general, and
administrative expenses, respectively. Depreciation expense for the three months and six months ended December 31,
2009 was $4,855 and $9,503, of which $4,762 and $9,283 is recorded in cost of goods sold and $93 and $220 is
recorded in selling, general, and administrative expenses, respectively.

Capitalized interest for the three months and six months ended December 31, 2010 was $9 and $15, respectively.
Capitalized interest for the three months and six months ended December 31, 2009 was $70 and $298, respectively.

(6) Goodwill and Other Intangibles

Goodwill and other intangibles presented below have been allocated to the Company’s operating segments.

15
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a. Goodwill

Changes in the carrying amount of goodwill, by reportable segment, during the six months ended December 31, 2010
are as follows:

Globe
GMI Metales Solsil Other Total

Goodwill $30,405 14,313 57,656 7,307 109,681
Accumulated impairment loss — —(57,656) —(57,656)
Balance at June 30, 2010 30,405 14,313 — 7,307 52,025
Core Metals purchase price allocation adjustments (133) — — —  (133)
Foreign exchange rate changes — — — 182 182
Goodwill 30,272 14,313 57,656 7,489 109,730
Accumulated impairment loss — —(57,656) —(57,656)
Balance at December 31, 2010 $30,272 14,313 — 7,489 52,074

b. Other Intangible Assets

There were no changes in the value of the Company’s definite lived intangible assets, which are fully amortized, or
indefinite lived intangible assets during the six months ended December 31, 2010. Amortization expense of purchased
intangible assets for the three months and six months ended December 31, 2009 was $46 and $310, respectively,
which is recorded in cost of goods sold.

(7) Debt

a. Short-Term Debt

Short-term debt comprises the following:
Weighted

Outstanding Average  Unused
Interest Credit

Balance Rate Line
December 31, 2010:
Type debt:
Export financing $ — — $7,041
Other 936 4.44% 2,445
Total $ 936 $ 9,486
June 30, 2010:
Type debt:
Export financing $ — — $7,041
Other 8,067 3.42% 446
Total $ 8,067 $ 7,487

16
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Export Financing Agreements — The Company’s Argentine subsidiary maintains various short-term export financing
agreements. Generally, these arrangements are for periods ranging between seven and eleven months, and require the
Company to pledge as collateral certain export receivable. There is no export financing debt outstanding at December
31, 2010 or June 30, 2010.

Other — The balance at June 30, 2010 relates primarily to $5,880 in short-term notes payable to Dow Corning for
working capital loans given to WV A LLC. The notes accrued interest at 3.0% and were settled during October 2010.

b. Revolving Credit Agreements

A summary of the Company’s revolving credit agreements at December 31, 2010 is as follows:

Weighted
Outstanding Average Unused Total
Interest
Balance Rate Commitment Commitment
Senior credit facility $ 23,000 2.51%$ 2,750 28,000
Revolving credit facility 15,000 2.52% — 15,000

17



Edgar Filing: GLOBE SPECIALTY METALS INC - Form 10-Q

As part of the Dow Corning transactions discussed in note 3, the Company agreed to modify the terms of its senior
credit facility, which included a reduction of revolving credit from $35,000 to $28,000 in exchange for the release of
the assets of West Virginia Alloys, Inc. (West Virginia Alloys) as a security for the senior credit facility. This
revolving credit agreement expires in September 2013. Interest on advances under the revolving credit facility accrues
at LIBOR plus an applicable margin percentage or, at the Company’s option, prime plus an applicable margin
percentage. The amount available under the revolving credit facility is subject to a borrowing base calculation. The
total available commitment on the revolving credit facility includes $10,000 for letters of credit. At December 31,
2010, there was a $23,000 balance outstanding on this revolver. The total commitment outstanding on this credit
facility includes $440 outstanding letters of credit associated with supplier contracts and a $1,810 outstanding letter of
credit associated with a power supply contract. The revolving credit facility is secured by substantially all of the assets
of Globe Metallurgical, Inc. (GMI) and is subject to certain restrictive and financial covenants, which include limits
on additional debt, restrictions on capital expenditures, restrictions on dividend and other equity distributions, a
maximum ratio of debt to earnings before interest, taxes, depreciation, and amortization, and minimum net worth and
interest coverage requirements. The commitment under the revolving credit facility may be withdrawn if the Company
defaults under the terms of these covenants or fails to remit payments when due. The Company was in compliance
with, or had received waivers for, the loan covenants at December 31, 2010.

The Company classifies borrowings under the senior credit facility as long-term liabilities given our ability to renew
and extend borrowings under this agreement beyond one year from the balance sheet date.

On October 1, 2010, the Company entered into a new $15,000 revolving credit facility, and utilized proceeds from

borrowings under the revolving credit facility to repay the Company’s $5,880 short-term notes payable to Dow
Corning. Total borrowings under this credit facility were $15,000 at December 31, 2010. Interest on advances under

the revolving credit facility accrues at LIBOR plus an applicable margin percentage or, at the Company’s option, prime
plus an applicable margin percentage. The credit facility is subject to certain restrictive and financial covenants, which

include limits on additional debt, a maximum ratio of debt to earnings before interest, taxes, depreciation and

amortization and minimum net worth. The Company was in compliance with the loan covenants at December 31,

2010.

The Company classifies borrowings under this revolving credit facility as current liabilities as the arrangement is
payable in full upon the earlier of 10 business days following written demand by the lender or the agreement’s
expiration on March 31, 2012.

c. Long-Term Debt

Long-term debt comprises the following:

December
31, June 30,
2010 2010
Senior term loan $ 11,148 16,916
Other 30 96
Total 11,178 17,012
Less current portion of long-term debt (8,450) (10,092)
Long-term debt, net of current portion $ 2,728 6,920

Senior Term Loan — The Company’s subsidiary, GMI, entered into a five-year senior term loan in an aggregate principal
amount of $40,000 during September 2008. Interest on the senior term loan accrues at LIBOR plus an applicable
margin percentage or, at the Company’s option, prime plus an applicable margin percentage. Principal payments are

18
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due in quarterly installments of $2,105, commencing on December 31, 2008, and the unpaid principal balance is due
in full in September 2013, subject to certain mandatory prepayments. Mandatory prepayments of $1,558 and $2,347
were made during the second quarter of fiscal years 2011 and 2010, respectively, based on excess cash flow, as
defined in the loan agreement, generated during fiscal years 2010 and 2009. As part of the Dow Corning transactions
discussed in note 3, the Company made a $6,000 prepayment of the senior term loan, applied to the scheduled
installments of principal in inverse order of maturity, in exchange for the release of the assets of West Virginia Alloys
as security for the senior term loan. The interest rate on this loan was 2.51%, equal to LIBOR plus 2.25%, at
December 31, 2010. The senior term loan is secured by substantially all of the assets of GMI and is subject to certain
restrictive and financial covenants, which include limits on additional debt, restrictions on capital expenditures,
restrictions on dividend and other equity distributions, a maximum ratio of debt to earnings before interest, taxes,
depreciation, and amortization, and minimum net worth and interest coverage requirements. The Company was in
compliance with, or had received waivers for, the loan covenants at December 31, 2010.

See note 8 (Derivative Instruments) for a discussion of derivative financial instruments entered into to reduce the
Company’s exposure to interest rate fluctuations on outstanding debt.

d. Debt Covenant Waiver

As discussed above, the Company’s senior credit facility and senior term loan are subject to certain restrictive and
financial covenants. The Company was in compliance with these loan covenants at December 31, 2010, except as

related to the minimum fixed charge coverage ratio. The Company received a waiver, which reduced the minimum

fixed charge coverage ratio for the fiscal quarters ending December 31, 2010 and March 31, 2011.

e. Fair Value of Debt

The recorded carrying values of our debt balances approximate fair value given our debt is at variable rates tied to
market indicators or is short-term in nature.

(8) Derivative Instruments

The Company enters into derivative instruments to hedge certain interest rate, currency, and commodity price risks.

The Company does not engage in interest rate, currency, or commodity speculation, and no derivatives are held for

trading purposes. All derivatives are accounted for using mark-to-market accounting. The Company believes it is not

practical to designate its derivative instruments as hedging instruments as defined under ASC Subtopic 815-10,

Derivatives and Hedging (ASC 815). Accordingly, the Company adjusts its derivative financial instruments to current

market value through the condensed consolidated income statement based on the fair value of the agreement as of
period-end. Although not designated as hedged items as defined under ASC 815, these derivative instruments serve to

significantly offset the Company’s interest rate, currency, and commodity risks. Gains or losses from these transactions
offset gains or losses on the assets, liabilities, or transactions being hedged. No credit loss is anticipated as the

counterparties to these agreements are major financial institutions that are highly rated.

19



Edgar Filing: GLOBE SPECIALTY METALS INC - Form 10-Q

Interest Rate Risk:
The Company is exposed to market risk from changes in interest rates on certain of its debt obligations.

In connection with GMI’s senior credit facility and senior term loan (note 7), the Company entered into an interest rate
cap arrangement and three interest rate swap agreements to reduce our exposure to interest rate fluctuations.

In October 2008, the Company entered into an interest rate cap arrangement to cap LIBOR on a $20,000 notional
amount of debt, with the notional amount decreasing by $1,053 per quarter through the interest rate cap’s expiration on
June 30, 2013. Under the interest rate cap, the Company capped LIBOR at a maximum of 4.5% over the life of the
agreement.

In November 2008, the Company entered into an interest rate swap agreement involving the exchange of interest
obligations relating to a $13,333 notional amount of debt, with the notional amount decreasing by $702 per quarter.
Under the interest rate swap, the Company receives LIBOR in exchange for a fixed interest rate of 2.85% over the life
of the agreement. The agreement expires in June 2013.

In January 2009, the Company entered into a second interest rate swap agreement involving the exchange of interest
obligations relating to a $12,632 notional amount of debt, with the notional amount decreasing by $702 per quarter.
Under the interest rate swap, the Company receives LIBOR in exchange for a fixed interest rate of 1.66% over the life
of the agreement. The agreement expires in June 2013.

In April 2009, the Company entered into a third interest rate swap agreement involving the exchange of interest
obligations relating to an $11,228 notional amount of debt, with the notional amount decreasing by $702 per quarter.
Under the interest rate swap, the Company receives LIBOR in exchange for a fixed interest rate of 2.05% over the life
of the agreement. The agreement expires in June 2013.

Foreign Currency Risk:

The Company is exposed to market risk arising from changes in currency exchange rates as a result of its operations
outside the United States, principally in Argentina and China. A portion of the Company’s net sales generated from its
non-U.S. operations is denominated in currencies other than the U.S. dollar. Most of the Company’s operating costs for
its non-U.S. operations are denominated in local currencies, principally the Argentine peso and the Chinese renminbi.
Consequently, the translated U.S. dollar value of the Company’s non-U.S. dollar net sales, and related accounts
receivable balances, and our operating costs are subject to currency exchange rate fluctuations. Derivative instruments
are not used extensively to manage this risk. The Company utilized derivative financial instruments, including foreign
exchange forward contracts, to manage a portion of its net foreign currency exposure to the Brazilian real, prior to the
sale of Globe Metais discussed in note 3, and the Euro. No foreign currency derivative financial instruments are
outstanding at December 31, 2010.

Commodity Price Risk:

The Company is exposed to price risk for certain raw materials and energy used in its production process. The raw

materials and energy that the Company uses are largely commodities subject to price volatility caused by changes in

global supply and demand and governmental controls. Derivative financial instruments are not used extensively to

manage the Company’s exposure to fluctuations in the cost of commodity products used in its operations. The
Company attempts to reduce the impact of increases in its raw material and energy costs by negotiating long-term

contracts and through the acquisition of companies or assets for the purpose of increasing its access to raw materials

with favorable pricing terms.
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In June 2010, the Company entered into a power hedge agreement on a 175,440 MWh notional amount of electricity,
representing approximately 20% of the power required by our Niagara Falls, New York plant not supplied by the
facility’s long-term power contract over the term of the hedge agreement. The notional amount decreases equally per
month through the agreement’s expiration on June 30, 2012. Under the power hedge agreement, the Company fixed the
power rate at $39.60 per MWh over the life of the contract. In October 2010, the Company entered into a power hedge
agreement on an 87,600 MWh notional amount of electricity, also for power required at our Niagara Falls, New York
plant. The notional amount decreases equally per month from the agreement’s July 1, 2012 effective date through its
expiration on June 30, 2013. Under this power hedge agreement, the Company fixed the power rate at $39.95 per
MWh over the life of the contract.

The effect of the Company’s derivative instruments on the condensed consolidated income statement is summarized in
the following table:

Gain (Loss) Recognized Gain (Loss) Recognized

During the Three
Months During the Six Months
Ended December 31, Ended December 31, Location
2010 2009 2010 2009 of Gain (Loss)
Interest rate derivatives $ 22 (267) (165) (745)  Interest expense
Foreign exchange

Foreign exchange forward contracts — 33 (190) 849 (loss) gain

Power hedges 583 — 170 — Cost of goods sold

The fair values of the Company’s derivative instruments at December 31, 2010 are summarized in note 15 (Fair Value
Measures). The liabilities associated with the Company’s interest rate derivatives and power hedges of $424 and $73,
respectively, are included in other long-term liabilities.

10
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(9) Pension Plans

The Company’s subsidiary, GMI, sponsors three noncontributory defined benefit pension plans covering certain
domestic employees. These plans were frozen in 2003. The Company’s subsidiary, Core Metals, sponsors a
noncontributory defined benefit pension plan covering certain domestic employees. This plan was closed to new
participants in April 2009. The components of net periodic pension expense for the Company’s defined benefit pension
plans are as follows:

Three Months Ended Six Months Ended

December 31, December 31,
2010 2009 2010 2009
Interest cost $ 359 301 720 604
Service cost 29 — 57 —
Expected return on plan assets (364) (245) (743) (493)
Amortization of net loss 183 135 338 286
Net periodic pension expense $ 207 191 372 397

The Company expects to make discretionary contributions of approximately $1,080 to the plans for the fiscal year
ended June 30, 2011, of which $542 has been contributed through December 31, 2010.

(10) Income Taxes

The provision for income taxes is based on the current estimate of the annual effective tax rate, adjusted as necessary
for quarterly events. In accordance with ASC Topic 740, Income Taxes — Accounting for Income Taxes in Interim
Periods, the Company’s quarterly effective tax rate does not reflect a benefit associated with losses related to certain
foreign subsidiaries. The effective tax rates for the six months ended December 31, 2010 and 2009 were based on our
forecasted annualized effective tax rates, adjusted for discrete items that occurred within the respective periods.

The Company’s effective tax rate for the six months ended December 31, 2010 was 38.9% compared to 40.7% for the
six months ended December 31, 2009. The annual effective rate excluding discrete items is 34.6% for the six months

ended December 31, 2010. Discrete items for the exercise of stock options and for research and development credit

carryforward have been recorded in the period of $1,596 and ($954), respectively.

The Company maintains valuation allowances where it is more likely than not that all or a portion of a deferred tax

asset will not be realized. In determining whether a valuation allowance is warranted, the Company evaluates factors

such as prior earnings history, expected future earnings, carry back and carry forward periods and tax strategies that

could potentially enhance the likelihood of the realization of a deferred tax asset. During the six months ended

December 31, 2010, the Company’s net valuation allowances decreased primarily due to the income forecasted for the
current year in Poland.

The Company files a consolidated U.S. income tax return and tax returns in various state and local jurisdictions. Our

subsidiaries also file tax returns in various foreign jurisdictions. The Company’s principal jurisdictions include the
U.S., Argentina, Poland, and China. A number of years may elapse before a tax return is audited and finally resolved.

The open tax years subject to examination varies depending on the tax jurisdiction. The Company’s major taxing
jurisdictions and the related open tax years subject to examination are as follows: the U.S. from 2007 to present,

Argentina from 2005 to present, Poland from 2005 to present and China from 2007 to present. The Company is also

subject to tax examinations in Brazil for the period from 2005 to November 5, 2009, the date of sale of our Brazilian

manufacturing operations.
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The Company regularly evaluates its tax positions for additional unrecognized tax benefits and associated interest and
penalties, if applicable. There are many factors that are considered when evaluating these tax positions including:
interpretation of tax laws, recent tax litigation on a position, past audit or examination history, and subjective
estimates and assumptions that have been deemed reasonable by management. However, if management’s estimates
are not representative of actual outcomes, the Company’s results could be materially impacted. 