
  
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

 
 

FORM 8-K/A
 

 

CURRENT REPORT
PURSUANT TO SECTION 13 OR 15(D)

OF THE SECURITIES EXCHANGE ACT OF 1934

Date of Report (date of earliest event reported): May 21, 2015
 

 

HRG GROUP, INC.
(Exact name of registrant as specified in its charter)

 
 

 
Delaware  1-4219  74-1339132

(State or other jurisdiction
of incorporation)  

(Commission
File No.)  

(IRS Employer
Identification No.)

450 Park Avenue, 29th Floor,
New York, NY 10022

(Address of principal executive offices)

(212) 906-8555
(Registrant’s telephone number, including area code)

N/A
(Former name or former address, if changed since last report)

 
 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following
provisions (see General Instruction A.2. below):
 

☐ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
 

☐ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
 

☐ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
 

☐ Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
   



EXPLANATORY NOTE

On May 28, 2015, HRG Group, Inc. filed a Current Report on Form 8-K (the “Original 8-K”). This Current Report on Form 8-K/A (this “Form 8-
K/A”) is being filed to amend Items 9.01(a), 9.01(b) and 9.01(d) of the Original 8-K to present certain financial statements and certain unaudited pro
forma financial information. No other modifications to the Original 8-K are being made by this Form 8-K/A.

 
Item 9.01 Financial Statements and Exhibits.

(a) Financial Statements of Assets Acquired

The audited consolidated financial statements of Armored AutoGroup Parent Inc. as of December 31, 2014 and 2013 and for each of the three years in
the period ended December 31, 2014, are attached hereto as Exhibit 99.1, which is incorporated in its entirety herein by reference. The consolidated
financial statements of Armored AutoGroup Parent Inc. as of March 31, 2015 and December 31, 2014 and for the three months ended March 31, 2015
and 2014, are attached hereto as Exhibit 99.2, which is incorporated in its entirety herein by reference.

(b) Pro Forma Financial Information

The unaudited pro forma condensed combined financial statements of HRG Group, Inc. are attached hereto as Exhibit 99.3, which is incorporated in its
entirety herein by reference.

(c) Not applicable.

(d) Exhibits.

The following exhibits are being filed with this Current Report on Form 8-K/A.
 
Exhibit

No.   Description

23.1   Consent of Ernst & Young LLP.

99.1

  

Audited consolidated financial statements of Armored AutoGroup Parent Inc. as of December 31, 2014 and 2013 and for each of the three years
in the period ended December 31, 2014 (incorporated herein by reference to Exhibit 99.1 to the Current Report on Form 8-K filed with the SEC
by HRG Group, Inc. on May 11, 2015).

99.2
  

Consolidated financial statements of Armored AutoGroup Parent Inc. as of March 31, 2015 and December 31, 2014 and for the three months
ended March 31, 2015 and 2014.

99.3   Unaudited pro forma condensed combined financial statements of HRG Group, Inc.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.
 

HRG GROUP, INC.

By:  /s/ Thomas A. Williams
Name:  Thomas A. Williams
Title:  Executive Vice President and Chief Financial Officer

Dated: August 6, 2015
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Exhibit 23.1

Consent of Independent Auditor

We consent to the incorporation by reference in the Registration Statements (Form S-3 (No. 333-176522, No. 333-180070, and No. 333-192779) and Form S-
8 (No. 333-178587, No. 333-43223, No. 333-45568, No. 333-124693, No. 333-197222, and No. 333-197223)) of HRG Group, Inc. of our report dated April
17, 2015 with respect to the consolidated financial statements of Armored AutoGroup Parent, Inc. as of December 31, 2014 and 2013 and for each of the
three years in the period ended December 31, 2014 incorporated by reference in this Current Report on Form 8-K/A from Exhibit 99.1 to HRG Group, Inc.’s
Current Report on Form 8-K dated May 11, 2015, filed with the Securities and Exchange Commission.
 

/s/ Ernst & Young LLP

Stamford, Connecticut
August 6, 2015
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Armored AutoGroup Parent, Inc.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands except share and per share amounts)
 
   

March 31,
2015   

December 31,
2014  

   (Unaudited)     
ASSETS    

Current assets:    
Cash and cash equivalents   $ 42,550   $ 47,948  
Restricted cash    3,677    3,676  
Accounts receivable, net    116,873    69,845  
Inventories    60,784    63,305  
Other current assets    15,898    13,459  

         

Total current assets    239,782    198,233  

Property, plant and equipment, net    29,855    31,008  
Goodwill    519,804    523,363  
Intangible assets, net    466,610    481,689  
Deferred financing costs, net    1,872    2,158  
Other assets    99    99  

         

Total assets   $1,258,022   $ 1,236,550  
         

LIABILITIES AND SHAREHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable   $ 30,488   $ 16,279  
Accrued expenses and other current liabilities    64,291    46,023  
Current portion of long-term debt, less discount    3,000    3,000  

         

Total current liabilities    97,779    65,302  

Long-term debt, net of premium, discount and current portion    810,867    811,323  
Other liabilities    4,271    4,161  
Deferred income taxes    137,572    140,726  

         

Total liabilities    1,050,489    1,021,512  

Commitments and contingencies    

Shareholders’ Equity:    

Series A Preferred Stock ($0.01 par value, 150,000 shares authorized, 67,312 issued and outstanding at March 31, 2015
and December 31, 2014)    1    1  

Common stock ($0.01 par value, 400,000,000 and 365,000,000 shares authorized, 288,384,891 shares issued and
outstanding at March 31, 2015 and December 31, 2014)    2,884    2,884  

Additional paid-in capital    352,693    352,693  
Accumulated deficit    (122,987)   (123,440) 
Accumulated other comprehensive loss    (25,058)   (17,100) 

         

Total shareholders’ equity    207,533    215,038  
         

Total liabilities and shareholders’ equity   $1,258,022   $ 1,236,550  
         

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Armored AutoGroup Parent, Inc.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS (UNAUDITED)

(In thousands)
 
   

Three months ended
March 31,  

   2015   2014  
Net sales   $ 119,445   $ 86,268  
Cost of products sold    68,120    45,109  

         

Gross profit    51,325    41,159  
Operating expenses:    
Selling expenses    4,991    4,262  
General and administrative expenses    9,696    11,905  
Advertising costs    3,240    5,409  
Research and development costs    733    620  
Depreciation and amortization    12,334    9,672  

         

Total operating expenses    30,994    31,868  
         

Operating profit    20,331    9,291  
Non-operating expenses:    
Interest expense    19,317    13,181  
Other expense (income), net    405    (333) 

         

Income (loss) before income taxes    609    (3,557) 
Provision (benefit) for income taxes    156    (876) 

         

Net income (loss)   $ 453   ($ 2,681) 
         

Other comprehensive loss:    
Foreign currency translation loss    (7,958)   (1,892) 

         

Comprehensive loss   ($ 7,505)  ($ 4,573) 
         

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Armored AutoGroup Parent, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
 
   

Three months ended
March 31,  

   2015   2014  
Cash flows from operating activities:    
Net income (loss)   $ 453   $ (2,681) 
Adjustments:    

Depreciation and amortization    15,126    12,456  
Share based compensation    —      27  
Deferred income taxes    (3,784)   (3,598) 
Other charges    171    2  
Cash effects of changes, net of acquisition effects in:    

Accounts receivable    (47,094)   (18,550) 
Inventories    2,520    (4,397) 
Other current assets    (1,131)   (1,965) 
Accounts payable and accrued liabilities    32,062    21,542  
Other    (1,558)   102  

         

Net cash provided by operating activities    (3,235)   2,938  
         

Cash flows from investing activities:    
Acquisition of IDQ Acquisition Corp, net of cash acquired    —      (40,234) 
Capital expenditures    (1,050)   (342) 
Proceeds from sale of fixed assets    15    —    

         

Net cash used in investing activities    (1,035)   (40,576) 
         

Cash flows from financing activities:    
Principal payments on notes payable    (750)   (9,750) 
Proceeds from issuance of preferred stock    —      62,000  
Repurchase of common stock    —      (50) 

         

Net cash provided by (used in) financing activities    (750)   52,200  
         

Effect of exchange rate changes on cash    (378)   32  
         

Net increase (decrease) in cash    (5,398)   14,594  
Cash and cash equivalents, at beginning of period    47,948    26,038  

         

Cash and cash equivalents, at end of period   $ 42,550   $ 40,632  
         

Supplemental cash flow disclosures:    
Cash paid for interest   $ 4,350   $ 4,726  

         

Cash paid for income taxes   $ 4,179   $ 555  
         

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements
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Armored AutoGroup Parent, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Note 1—The Company and Summary of Significant Accounting Policies

The Company

Armored AutoGroup Parent, Inc. (“Armored AutoGroup”, “AAG” or “the Company”) is a consumer products company consisting of industry leading
and highly recognizable brands in the automotive aftermarket appearance products: Armor All®; performance chemicals categories, STP®; and, newly
acquired products in the do-it-yourself (DIY) air conditioner recharge and retrofit kits and related products: A/C PRO, Arctic Freeze®, Sub Zero®, and Super
Seal® Stop Leak.

On March 17, 2014, the Company and its wholly owned subsidiaries, Armored AutoGroup, Inc. and AAG IDQ Acquisition Corporation, acquired a
100% equity interest in IDQ Acquisition Corp. (“IDQ” or “IDQ Acq. Corp.”). IDQ is a leading manufacturer of do-it-yourself air conditioner recharge and
retrofit kits and related products for the automotive aftermarket.

Armored AutoGroup delivers its products to distributors, resellers and end users (collectively the customers) through its direct operations in the United
States, Canada, Mexico, Australia, China and the United Kingdom and distributor relationships in approximately 50 countries. The Armor All and STP
brands offer multiple automotive appearance and performance chemicals that can be found in most of the major developed countries around the world. IDQ
products are sold in over 25,000 retail stores principally in the United States under the brands A/C PRO, Arctic Freeze®, Sub Zero®, and Super Seal® Stop
Leak.

In September 2010, Viking Acquisition Inc., an entity owned by affiliates of Avista Capital Holdings, L.P. (“Avista”), entered into an agreement to
acquire the AutoCare Products Business, Armor All, STP and certain other brands from Clorox pursuant to the terms of a Purchase and Sale Agreement dated
September 21, 2010 (the “Acquisition”). The Acquisition closed on November 5, 2010 and included employees in the United States and other countries
dedicated to the Company, related product patent and developed technology and certain other assets, including the manufacturing facilities located in
Painesville, Ohio and Wales, U.K. Viking Acquisition Inc. was subsequently renamed as Armored AutoGroup Inc. (“AAG Inc.”). The Company indirectly
owns 91.3% of AAG Inc.’s issued and outstanding capital stock through its direct subsidiary and AAG Inc.’s direct parent, Armored AutoGroup
Intermediate Inc. (“Intermediate”). The Company granted a 7.1% stake in the common equity of the Company to Kinderhook Industries on March 17, 2014,
as a component of the consideration for the sale of its ownership interest in IDQ to the Company. In addition, members of IDQ’s management acquired an
additional 1.6% common equity interest as a component of the consideration for the sale of their ownership interest in IDQ.

References to “Armored AutoGroup” or the “Company” herein, refer collectively to Armored AutoGroup Parent, Inc., as well as all of its consolidated
subsidiaries, unless otherwise specified.

Basis of Presentation

The interim condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United
States (“U.S. GAAP”). The Company’s fiscal year end is December 31. The accompanying consolidated financial statements include the accounts of the
Company and its wholly owned subsidiaries. All significant intercompany accounts and transactions have been eliminated.

The Company’s appearance and air conditioner products sales are seasonal and can be impacted by weather. Sales are typically higher in the first half of
the calendar year as the Company’s customers purchase inventory for the spring and summer seasons when weather is warmer than in the northern
hemisphere in the fall and winter months. This pattern is largely reflective of our customers’ seasonal purchasing patterns, as well as the timing of our
promotional activities. Weather can also influence consumer behavior, especially for appearance and air conditioner products. Both product lines sell best
during warm and dry weather, and less if weather is cold and wet. For these reasons, among others, the Company’s results for any quarter are not necessarily
indicative of future quarterly results and, accordingly, period-to-period comparisons should not be relied upon as an indication of future performance. The
Company builds moderate levels of working capital and inventory in advance of and during the peak selling season. Working capital is also impacted by
increases in accounts receivable, which increase significantly during the peak selling period and are typically lowest in the fourth quarter of the year.
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Armored AutoGroup Parent, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

 
Foreign Currency Translation

Local currencies are the functional currencies for substantially all of the Company’s foreign operations, with the exception of the Company’s United
Kingdom (“U.K.”) operation, whose functional currency was the U.S. dollar, during 2014 and prior. Subsequently, in early 2015 the Company’s U.K. entity
switched their functional currency from the U.S. dollar to the British Pound sterling. An entity’s functional currency is the currency of the primary economic
environment in which the entity operates. Management determined in early 2015 that due to a change in the manner in which the U. K. entity operates, that a
switch in the functional currency to the British Pound sterling from the U. S. dollar was necessary.

When the transactional currency is different than the functional currency, transaction gains and losses are included as a component of other expense, net
in the consolidated statement of comprehensive loss. Assets and liabilities of foreign operations are translated into U.S. dollars using the exchange rates in
effect at the respective balance sheet reporting date. Income and expenses are translated at the average exchange rate during the period. Gains and losses on
foreign currency translations are reported as a component of accumulated other comprehensive loss. Deferred taxes are not provided on cumulative translation
adjustments as the Company expects earnings of its foreign subsidiary to be indefinitely reinvested.

Acquisitions

The Company accounts for acquired businesses using the purchase method of accounting. Under the purchase method, the Company’s consolidated
financial statements include the operations of an acquired business from the date of acquisition. In addition, the assets acquired and liabilities assumed are
recorded at the date of acquisition at their respective estimated fair values, with any excess of the purchase price over the estimated fair values of the net
assets acquired recorded as goodwill.

Determining the fair value of certain assets and liabilities acquired is judgmental in nature and often involves the use of significant estimates and
assumptions. The Company typically uses an income method to estimate the fair value of intangible assets, which is based on forecasts of the expected future
cash flows attributable to the respective assets. Significant estimates and assumptions inherent in the valuations reflect a consideration of other marketplace
participants and include the amount and timing of future cash flows, the underlying product life cycles, the economic barriers to entry and the discount rate
applied to the cash flows. Actual results may differ from our estimates.

Finite Lived Intangible Assets

Amortization of intangible assets with finite lives (patents, customer relationships and licensing arrangements) is recognized over estimated useful lives
ranging from 5 to 16 years, which the Company believes reasonably represents the time period in which the economic benefits of the intangible assets are
consumed or otherwise realized. The Company has experienced a negligible attrition rate in its customer base, and is not able to identify a reliable pattern of
attrition and, as such, is utilizing the straight-line amortization method to amortize customer relationship intangible assets. Finite lived intangible assets are
reviewed for possible impairment whenever events or changes in circumstances occur that indicate that the carrying amount of an asset may not be
recoverable. There have been no instances of impairment identified.

Indefinite Lived Intangible Assets

The Company tests its trademarks and brand names with indefinite lives for impairment annually as of the first day of the fourth quarter, unless there
are indications during an interim period that these assets are more likely than not to have become impaired. For trademarks and brand names with indefinite
lives, impairment occurs when the carrying amount of an asset is greater than its estimated fair value. An impairment charge is recorded for the difference
between the carrying amount and the fair value. The Company uses an income approach, the relief-from-royalty method, to estimate the fair value of its
trademarks and trade names with indefinite lives. This method assumes that, in lieu of ownership, a third party would be willing to pay a royalty in order to
obtain the rights to use the comparable asset. The determination of the fair values of trademarks and brand name assets with indefinite lives requires
significant judgments in determining both the assets’ estimated cash flows as well as the appropriate discount and royalty rates applied to those cash flows to
determine fair value. Changes in such estimates or the application of alternative assumptions could produce different results.
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Armored AutoGroup Parent, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

 
Goodwill

The Company tests its goodwill for impairment annually as of the first day of the fourth quarter unless there are indications during an interim period
that these assets are more likely than not to have become impaired. The Company has four geographical reporting units under the AAG Inc. entity and one
reporting unit under the IDQ entity. The first step of the goodwill impairment test is to compare the fair value of each reporting unit to its carrying amount to
determine if there is potential impairment. If the fair value of the reporting unit is less than its carrying value, the second step of the goodwill impairment test
is performed to measure the amount of impairment loss.

The second step of the goodwill impairment test compares the implied fair value of the reporting unit’s goodwill with the carrying amount of that
goodwill. If the carrying amount of the reporting unit’s goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized in an
amount equal to that excess. The implied fair value of goodwill is determined in the same manner as the amount of goodwill recognized in a business
combination. That is, the fair value of the reporting unit is allocated to all of the assets and liabilities of that unit (including any unrecognized intangible
assets) as if the reporting unit had been acquired in a business combination at the date of the evaluation and the fair value was the purchase price paid to
acquire the reporting unit.

The Company estimates the fair value of reporting units using a weighting of fair values derived from an income approach and a market approach.
Determining the fair value of a reporting unit under the first step of the goodwill impairment test and determining the fair value of individual assets and
liabilities of a reporting unit (including unrecognized intangible assets) under the second step of the goodwill impairment test is inherently subjective in
nature and often involves the use of significant estimates and assumptions based on known facts and circumstances at the time the Company performs the
valuation. The use of different assumptions, inputs and judgments or changes in circumstances could materially affect the results of the valuation and could
have a significant impact on whether or not an impairment charge is recognized and the magnitude of any such charge.

Income approach—To determine fair value, the Company uses a DCF approach for each of the reporting units. Under this approach, the Company
estimates the future cash flows of each reporting unit and discounts these cash flows at a rate of return that reflects their relative risk. The cash flows used in
the DCF are consistent with the Company’s long-range forecasts, and give consideration to historic and projected long-term business trends and strategies.
The other key estimates and factors used in the DCF include, but are not limited to, discount rates, future sales volumes, revenue and expense growth rates,
changes in working capital, capital expenditure forecasts, foreign exchange rates, currency devaluation, inflation, and a perpetuity growth rate.

Market approach—The Company uses the guideline public company method to select reasonably similar/guideline publicly traded companies for each
of the Company’s reporting units. Using the guideline public company method, the Company calculates earnings before interest, taxes, depreciation and
amortization (“EBITDA”) multiples for each of the public companies using both historical and forecasted EBITDA figures. By applying these multiples to
the appropriate historical and forecasted EBITDA figures for each reporting unit, fair value estimates are calculated.

During the three months ended March 31, 2015, goodwill decreased by $3.6 million due to currency translation.

Revenue Recognition

Sales are recognized when title to the product, ownership and risk of loss transfer to the customer, which can be on the date of shipment or the date of
receipt by the customer and when all of the following have occurred: a firm sales arrangement exists, pricing is fixed and determinable, and collection is
reasonably assured. Revenue includes shipping and handling costs, which generally are included in the list price to the customer. Taxes collected from
customers and remitted to governmental authorities are not included in sales. A provision for payment discounts and product return allowances is recorded as
a reduction of sales in the same period that the revenue is recognized.

The Company routinely commits to on-going and one-time trade promotion programs with customers, consisting primarily of customer pricing
allowances, merchandising funds and consumer coupons offered through various programs to customers and consumers. Accruals for expected payouts under
these programs are included as accrued marketing and promotion in the accrued expenses and other liabilities line item in the consolidated balance sheets and
are recorded as a reduction of sales in the consolidated statements of comprehensive loss.
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Armored AutoGroup Parent, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

 
Amounts received by the Company from the licensing of certain trademarks are recorded as deferred revenue on the Consolidated Balance Sheets and

are recognized in net sales on a straight-line basis over the term of the licensing agreement when the underlying royalties are earned.

Cost of Products Sold

Cost of products sold is primarily comprised of direct materials and supplies consumed in the manufacturing of product, as well as manufacturing labor,
depreciation expense, direct overhead expense necessary to acquire and convert the purchased materials and supplies into finished product, contract
manufacturing costs, and provisions for inventory losses (including losses relating to excess and obsolete inventory). Cost of products sold also includes the
cost to distribute products to customers, inbound freight costs, internal transfer costs, warehousing costs and other shipping and handling activity, as well as
costs associated with developing and designing new packaging.

Income Taxes

The Company uses the asset and liability method to account for income taxes. For purposes of the unaudited interim condensed consolidated financial
statements, the Company calculates tax with reference to the anticipated effective tax rate for the annual financial period. Deferred tax assets and liabilities
are recognized for the anticipated future tax consequences attributable to the differences between the financial statement amounts and their respective tax
bases. Management reviews the Company’s deferred tax assets to determine whether their value can be realized based upon available evidence. A valuation
allowance is established when management believes that it is more likely than not that some portion or all of its deferred tax assets will not be realized.
Changes in valuation allowances from period to period are included in the Company’s tax provision in the period of change. In addition to valuation
allowances, the Company provides for uncertain tax positions when such tax positions do not meet the recognition thresholds or measurement standards
prescribed by accounting guidance on the accounting for uncertainty in income taxes. Amounts for uncertain tax positions are adjusted when new information
becomes available or when positions are effectively settled.

As of March 31, 2015 and December 31, 2014, the Company has $5.0 million of goodwill, which is expected to be deductible for tax purposes.

Reclassifications

Certain reclassifications have been made to conform the prior period data to the current presentation. These reclassifications had no effect on reported
net loss or comprehensive loss.

Recent Accounting Pronouncements

In April 2015, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) ASU No. 2015-03—Simplifying the
Presentation of Debt Issuance Costs, which requires that debt issuance costs be presented in the balance sheet as a direct deduction from the carrying amount
of the debt liability to which they relate, consistent with debt discounts, as opposed to being presented as assets. The ASU is effective for interim and annual
reporting periods in fiscal years that begin after December 15, 2015 and requires retrospective application. The adoption of this update on January 1, 2016 is
not expected to have a material impact on our consolidated financial statements. As of March 31, 2015 and December 31, 2014, the unamortized deferred
financing costs recorded on the Company’s balance sheets were $3.2 million and $3.6 million, respectively.

In February 2015, the FASB issued ASU 2015-02, “Consolidation (Topic 10): Amendments to the Consolidation Analysis” (“ASU 2015-02”). The
ASU provides guidance on the consolidation evaluation for reporting organizations that are required to evaluate whether they should consolidate certain legal
entities. In accordance with ASU 2015-02, all legal entities are subject to reevaluation under the revised consolidation model. ASU 2015-02 will be effective
for the Company in its first quarter of fiscal 2016. The Company is currently evaluating the impact of the pending adoption of the ASU on its consolidated
financial statements.
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Armored AutoGroup Parent, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

 
In August 2014, the FASB issued ASU No. 2014-15—Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern. The ASU

requires management to evaluate whether there are conditions and events that raise substantial doubt about the entity’s ability to continue as a going concern
within one year after the financial statements are issued and, if so, to disclose that fact. The ASU requires management to make this evaluation for both the
annual and interim reporting periods, if applicable. Management is also required to evaluate and disclose whether its plans alleviate that doubt. The ASU is
effective for annual periods ending after December 15, 2016 and interim periods within annual periods beginning after December 15, 2016.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). The ASU clarifies the principles for
recognizing revenue and develops a common revenue standard for U.S. GAAP and International Financial Reporting Standards (“IFRS”) that removes
inconsistencies and weaknesses in revenue requirements, provides a more robust framework for addressing revenue issues, improves comparability of
revenue recognition practices across entities, industries, jurisdictions and capital markets, provides more useful information to users of the financial
statements through improved disclosure requirements and simplifies the preparation of financial statements by reducing the number of requirements to which
an entity must refer. For nonpublic entities, ASU No. 2014-09 is effective for the annual reporting periods beginning after December 15, 2017, and interim
periods within annual periods beginning after December 15, 2018. A nonpublic entity may elect to apply this guidance earlier as follows: (1) an annual
reporting period beginning after December 15, 2016, including interim periods within that reporting period, (2) an annual reporting period beginning after
December 15, 2016, and interim periods within annual periods beginning after December 15, 2017 (3) an annual reporting period beginning after
December 15, 2017, including interim periods within that reporting period. The Company is assessing the impact of the adoption of the ASU on its financial
statements, disclosure requirements and methods of adoption.

On April 1, 2015, the FASB proposed a one-year deferral of the effective date for its new revenue standard for public and nonpublic entities reporting
under U.S. GAAP. Under the proposal, the standard would be effective for public entities for annual reporting periods beginning after December 15, 2017 and
interim periods therein. Nonpublic entities would be required to adopt the new standard for annual reporting periods beginning after December 15, 2018, and
interim periods within annual reporting periods beginning after December 15, 2019.

The proposal also would permit both public and nonpublic entities to adopt the standard as early as the original public entity effective date (i.e., annual
reporting periods beginning after December 15, 2016 and interim periods therein). Early adoption prior to that date would not be permitted. The FASB has
issued an exposure draft on the proposal and expects to seek public comment with a 30-day comment period.

Note 2—Acquisition of IDQ Acquisition Corp. and Related-Party Transactions

On March 17, 2014, the Company, in conjunction with its wholly owned subsidiaries, AAG Inc., and AAG IDQ Acquisition Corporation, the
Company’s direct wholly-owned subsidiary (“AcquisitionCo”) collectively acquired 100% of the common stock of IDQ Acquisition Corp., pursuant to a
Stock Purchase Agreement, dated as of March 17, 2014 (the “AAG Purchase Agreement”), by and among the Company, AAG Inc., AcquisitionCo, IDQ Acq.
Corp., the then existing stockholders of IDQ Acq. Corp., and a Contribution Agreement, dated March 17, 2014 (the “Contribution Agreement”), by and
among the Company and the then existing stockholders of IDQ Acq. Corp. (“the March 17 Acquisition”) for an aggregate purchase price of $97.1 million.
The acquisition did not result in the Company or any of its subsidiaries becoming an obligor of IDQ’s debt instruments and IDQ did not become an obligor of
the Company or any of the Company’s other subsidiaries’ debt instruments.

The acquisition of IDQ expands the Company’s consumer product portfolio in the automotive aftermarket industry, as it is a leading manufacturer of
do-it-yourself air conditioner recharge and retrofit kits and related products which are sold in over 25,000 retail stores principally in the United States. In
accordance with ASC Topic 805, Business Combinations, the change in control was accounted for under the acquisition method of accounting by the
Company. As such, the assets and liabilities of IDQ were recorded at their estimated fair value on March 17, 2014.

Pursuant to the AAG Purchase Agreement, immediately prior to the execution of said Agreement, the existing stockholders of IDQ Acq. Corp.,
pursuant to the Contribution Agreement noted above, collectively contributed 186,541 of their common stock in IDQ to the Company in exchange for
common and preferred shares in AAG Parent representing a total estimated fair value of $28.4 million. The remaining 458,177 issued and outstanding shares
of common stock of IDQ were
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purchased from the existing stockholders for a total $70.0 million. In addition, at the time of the close, IDQ paid $1.3 million in third party professional fees
and expenses that were incurred by AAG Inc. in connection with the acquisition, which was recorded as a reduction of the total consideration exchanged.

IDQ obtained consents for the change in control from its creditors through amendments to the indentures governing the IDQ Holdings $220 million
Notes and the IDQ Acq. Corp. $45 million Notes, and an amendment to the IDQ Holdings’ Revolving Credit Facility, in consideration of payments of $0.6
million, $0.7 million and $0.1 million, respectively (See Note 4). In addition, the creditors consented to the payments of acquisition related transaction costs,
such as advisory, legal and other professional fees, of up to $8.0 million, of which $5.6 million was expensed and included in general and administrative
expenses in the accompanying statements of comprehensive loss for the year ended December 31, 2014.

During the fourth quarter of 2014, the Company finalized its valuation of the acquisition date fair values of the consideration transferred, and the assets
acquired and liabilities assumed. Based on that assessment, management determined that the acquisition resulted in goodwill of $166.6 million, which is
attributable to expected synergies and other benefits that will result from combining certain operations of IDQ and AAG Inc.

In conjunction with the original Acquisition, the Company entered into a Transition Services Agreement (“TSA”) with Clorox whereby Clorox would
provide certain services, equipment and office space to the Company. Additionally under the TSA, the Company provided certain services to Clorox. Related
party transactions and activities involving Clorox are not always consummated on terms equivalent to those that would prevail in an arm’s-length transaction
where conditions of competitive, free-market dealings may exist. On November 1, 2011, the Company completed the transition of its North American and
export operations from Clorox provisioning to standalone operations. The Company completed the transition of certain international operations from Clorox
in the second quarter of 2012 and terminated the remaining service components of the TSA.

Avista

Avista owns approximately 91.3% of the Company. As a result, Avista has the power to elect our board of directors and has the ability to exercise
significant influence or control over the Company’s operations.

The Company has entered into a monitoring agreement with Avista and affiliates of Avista whereby Avista provides services for a fixed fee of $1.0
million annually to the Company. Selling, general and administrative expenses, including out of pocket expenses related to this monitoring agreement were
(in thousands):
 

   Three months ended  

   
March 31,

2015    
March 31,

2014  
Avista monitoring agreement fees   $ 383    $ 250  

In connection with the Original Acquisition and the issuance of its long-term debt, the Company paid $4.1 million to Avista and affiliates of Avista for
consulting expenses and recorded these as deferred financing costs which are amortized over the term of the debt using the effective interest method. Related
amortization expense was (in thousands):
 

   Three months ended  

   
March 31,

2015    
March 31,

2014  
Amortization of Avista consulting expenses   $ 148    $ 150  

Consulting Agreements

Michael Klein, who serves as the Company’s Chief Executive Officer, is the sole member of Las Colinas Investments, LLC, which is entitled to receive
$125,280 per annum from IDQ Operating, Inc., a subsidiary of IDQ Acq. Corp., pursuant to, and subject to the terms and conditions of, the Consulting
Agreement, dated as of January 28, 2013, as amended, subject to an aggregate cap of $360,000 following April 1, 2014. Gerard Rooney, who serves as the
Company’s Executive Vice President of Operations, is the sole member of Windy Hill Investments LLC, which is entitled to receive $83,250 per annum from
IDQ Operating, Inc. pursuant to, and subject to the terms and conditions of, the Consulting
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Agreement, dated as of January 28, 2013, as amended, subject to an aggregate cap of $240,000 following April 1, 2014. Under the terms of the Board Service
and Consulting Agreements, dated as of June 1, 2014 and March 17, 2014, respectively, Ms. Kranc and Mr. Yurko are each entitled to receive $50,000 per
annum from the Company for their board service and consulting services. In consideration for services rendered in connection with the IDQ investment,
Mr. Yurko received a transaction fee equal to $250,000 per the terms of the consulting agreement. In June 2014, Ms. Kranc was granted 100,000 stock
options, per the terms of her consulting agreement.

Kinderhook Industries

Under the terms of the IDQ Acquisition, Kinderhook Industries, which formerly owned 88% of IDQ Acq. Corp., received a 7.1% stake in the common
equity of the Company, as a component of the consideration for the sale of its ownership interest in IDQ Acq. Corp. Kinderhook had a monitoring agreement
whereby Kinderhook provides services for a fixed fee of $1.7 million annually to IDQ Acq. Corp. The agreement was amended in March 2014 to cap future
payments to Kinderhook at a total of $5.0 million. Selling, general and administrative expenses, including out of pocket expenses related to this monitoring
agreement were $0.3 million during the quarter ended March 31, 2015.

Directors and Officers

In connection with the Acquisition and issuance of the AAG’s long-term debt, the Company incurred costs of $1.8 million for consulting expenses from
individuals that later became directors and officers of the Company. Of this amount, $0.4 million was paid to certain directors and officers of the Company
and $1.4 million was reinvested in the Company through the purchase of common stock. Of these consulting expenses, $1.3 million was recorded in 2010
with the remaining $0.5 million deferred and amortized over the term of the respective debt using the effective interest method. Related amortization expense
was (in thousands):
 

   Three months ended  

   
March 31,

2015    
March 31,

2015  
Amortization of directors’ and officers’ consulting expenses   $ 17    $ 17  

The Company engaged Charles McIlvaine, a former Director of the Company, to provide services associated with corporate development and other
strategic initiatives on a consulting basis.

Note 3—Inventories

Inventories consisted of the following (in thousands):
 

   
March 31,

2015    
December 31,

2014  
Finished goods   $ 41,807    $ 43,600  
Work in process    1,099     1,750  
Raw materials and packaging    20,146     20,271  
Allowances for obsolescence    (2,268)    (2,316) 

          

  $ 60,784    $ 63,305  
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Note 4—Fair Value Measurement of Assets and Liabilities

The Company defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. The Company established a fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value which is intended to increase consistency and comparability and related disclosures. An asset or liability’s classification is based on the
lowest level of input that is significant to the fair value measurement and is disclosed in one of the following three categories:

Level 1—Quoted market prices in active markets for identical assets or liabilities.

Level 2—Observable market-based inputs or unobservable inputs that are corroborated by market data.

Level 3—Unobservable inputs reflecting the reporting entity’s own assumptions.

The Company’s financial instruments consist of cash, trade accounts receivable, trade accounts payable and long-term debt. Due to their short-term
maturity, the carrying amounts of cash, trade accounts receivable and trade accounts payable approximate their fair market values. The carrying and fair
values of the Company’s long-term debt were as follows (in thousands):
 

   March 31, 2015    December 31, 2014  

   
Carrying

Value    
Fair

Value    
Carrying

Value    
Fair

Value  
AAG Term Loan   $275,273    $278,250    $275,611    $278,303  
AAG Senior Notes- 9.75%, due 2018   $269,191    $279,125    $268,858    $273,625  
IDQ Holdings- Senior Secured Notes- 11.5%, due 2017   $223,052    $224,400    $223,390    $224,400  
IDQ Acq. Corp.- Senior Secured Notes- 14.0%, due 2017   $ 46,351    $ 46,800    $ 46,464    $ 46,800  

The fair value of the Term Loan and Senior Notes was determined using broker quotes (Level 2). The broker quotes are determined on an analysis of
discounted cash flows together with applicable forward LIBOR rates.

Note 5—Litigation and Other Legal Matters

The Company is subject to various lawsuits and claims relating to issues such as contract disputes, product liability, patents and trademarks,
advertising, employee and other matters. Although the results of claims and litigation cannot be predicted with certainty, it is the opinion of management that
the ultimate disposition of these matters will not have a material adverse effect, individually or in the aggregate, on the Company’s financial position or
results of operations.

In connection with the Acquisition, Clorox retained liability associated with a potential contract claim and the Company has agreed to indemnify and
reimburse Clorox for 50% of the first $5.0 million in costs related to the contract claim. As of March 31, 2015 and December 31, 2014, the Company has
accrued a $2.5 million long-term liability related to this contingency, which is included in other liabilities on the consolidated balance sheets.

Note 6—Income Taxes

The company’s effective tax rate was as follows:
 

   Three months ended  

   
March 31,

2015   
March 31,

2014  
Effective tax rate    25.6%   24.6% 
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The Company’s effective rate for 2015 differs from the statutory rate primarily due to differences in the foreign tax rates when compared to the

statutory rate, changes in valuation allowances relating to certain foreign jurisdictions and uncertain tax positions. Other items impacting the Company’s
effective benefit rate relate primarily to deductible interest expense in the U.K., and adjustments resulting from the filing of the income tax returns.

Note 7—Subsequent Events

On April 28, 2015, AAG Parent entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Spectrum Brands Holdings, Inc.
(“Spectrum Brands Holdings”), Ignite Merger Sub, Inc. (“Ignite”), a direct wholly owned subsidiary of Spectrum Brands, Inc., and Avista Capital Partners II
GP, LLC, as representative of the stockholders and the optionholders of AAG Parent. Pursuant to the Merger Agreement, on May 20, 2015,Ignite merged with
and into AAG Parent and with AAG Parent surviving the merger as a wholly owned subsidiary of Spectrum Brands Holdings, Inc. The merger consideration
was approximately $1.4 billion in cash and assumed debt (subject to customary adjustments for cash, debt and net working capital), as well as approximately
$56 million of transaction costs. Further, each share of common stock of AAG Parent issued and outstanding immediately prior to the effective time of the
Merger was cancelled and converted automatically into the right to receive $1.7696 in cash.

In connection with the closing of the Merger and immediately prior to the effective time of the Merger, each outstanding, unexpired and unexercised
option to purchase shares of AAG Parent common stock (each, a “AAG Option”), that was granted under any equity incentive plan of AAG, including the
2010 Equity Incentive Plan (the “2010 Equity Plan”), whether or not then exercisable or vested, was accelerated, vested and cancelled and converted into the
right to receive an amount in cash (subject to any applicable withholding taxes) equal to the product of (A) the total number of shares of AAG Parent common
stock subject to such AAG Option as of immediately prior to the effective time of the Merger and (B) the excess, if any, of the Per Share Cash Merger
Consideration over the exercise price per share (the “Option Price”) of such AAG Option (the “Option Payment”).

In connection with the closing of the Merger and immediately prior to the effective time of the Merger, each issued and outstanding share of AAG
Parent Series A preferred stock, was cancelled and converted automatically into the right to receive; (i) $1,000.00 liquidation value for each preferred share
issued and outstanding and (ii) $254.58 in accrued and unpaid dividends for each preferred share issued and outstanding at May 20, 2015.

Effect of Merger on Debt

Credit Agreement

At the closing of the Merger, AAG’s credit agreement was terminated, and paid in full and the balance due of approximately $282 million was paid in
full.

Change of Control Tender Offer

In June 2015, Spectrum redeemed any and all of the outstanding series of the: (i) $275 million of Armored AutoGroup, Inc. 9.25% Senior Notes due
November 1, 2018; (ii) the $220 million of IDQ Holdings, Inc. 11.50% Senior Secured Notes due April 1, 2017; and (iii) the $45 million of 14.00% Senior
Secured Notes due October 1, 2017. The redemptions were completed in June 2015 and required Spectrum to pay: (i) $1,046.25 per $1,000 principal amount
of the Armored AutoGroup, Inc. 9.25% Senior Notes, plus accrued and unpaid interest; (ii) $1,047.50 per $1,000 principal amount of the IDQ Holdings, Inc.
11.50% Senior Secured Notes, plus accrued and unpaid interest; (iii) $1,070.00 per $1,000 principal amount of the IDQ Holdings, Inc. 14.00% Senior Secured
Notes, plus accrued and unpaid interest. On June 15, 2015, a payment of $290.8 million, based on a principal amount of $275 million of notes and $12.7
million of accrued interest was paid. On June 22, 2015, a payment of $287.9 million, based on a principal amount of $265 million of notes and $7.1 million of
accrued interest was paid.
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HRG GROUP, INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

(In millions, except per share amounts)

On May 21, 2015, Spectrum Brands Holdings, Inc. (“SBH” and, together with its consolidated subsidiaries, including Spectrum Brands, Inc., “Spectrum
Brands”), a majority-owned subsidiary of HRG Group, Inc. (“HRG”, and collectively with its consolidated subsidiaries, the “Company”), completed
the acquisition (the “AAG Acquisition”) of Armored AutoGroup Parent Inc. (“AAG”) pursuant to the Agreement and Plan of Merger by and among AAG,
SBH, Ignite Merger Sub, Inc. and, solely in its capacity as representative, Avista Capital Partners II GP, LLC, dated as of April 28, 2015 for $1,400.0 in cash.

Spectrum Brands funded the AAG Acquisition with the proceeds of its offering of an aggregate principal amount of $1,000.0 of Spectrum Brands Inc.‘s
5.750% Senior Notes due 2025 (the “SBI 5.75% Notes”) and its registered offering of $575.0 of shares of SBH’s common stock (the “SBH Equity
Offering”). In the SBH Equity Offering, HRG acquired 49% of the common stock offered thereby, including the shares subject to the underwriters’ option to
purchase additional shares, for $281.8 through one of its wholly owned subsidiaries. The funds used for the purchase of the shares of SBH’s common stock
were derived from general working capital and the proceeds of the May HRG Unsecured Notes (as defined below) offering.

On May 19, 2015, HRG issued an additional $140.0 aggregate principal amount of its 7.75% Senior Notes due 2022 (the “May HRG Unsecured Notes”) at
98.51% of par plus accrued interest from January 15, 2015 and an additional $160.0 aggregate principal amount of its 7.875% Senior Secured Notes due 2019
(the “May HRG Secured Notes”) at 104.5% of par plus accrued interest from January 15, 2015.

On April 14, 2015, HRG issued an additional $100.0 aggregate principal amount of its 7.875% Senior Secured Notes due 2019 (the “April HRG Secured
Notes” and together with the May HRG Secured Notes and the May HRG Unsecured Notes, the “New HRG Notes”) at 104.5% of par plus accrued interest
from January 15, 2015.

The following unaudited pro forma condensed combined financial statements for the year ended September 30, 2014, the date of the latest publicly available
annual financial information for the Company and the six month period ended March 31, 2015, the date of the latest publicly available interim financial
information for the Company, gives effect to the AAG Acquisition and the New HRG Notes offerings (collectively, the “Transactions”) for such periods. The
unaudited pro forma condensed combined financial statements shown below reflect historical financial information and have been prepared on the basis that
the transaction will be accounted for using the acquisition method of accounting under Accounting Standards Codification Topic 805: “Business
Combinations” (“ASC 805”). Accordingly, the assets acquired and liabilities assumed in the AAG Acquisition will be measured at their respective fair values
with any excess reflected as goodwill. The unaudited pro forma condensed combined financial statements presented assume that AAG is a wholly owned
subsidiary of Spectrum Brands.

The following unaudited pro forma condensed combined statement of financial position at March 31, 2015 is presented on a basis to reflect the Transactions
and related transactions as if they had occurred on March 31, 2015. The following unaudited pro forma condensed combined statements of operations for the
year ended September 30, 2014 and the six month period ended March 31, 2015 are presented on a basis to reflect the Transactions and related transactions as
if they had occurred on October 1, 2013. Because of different fiscal period ends, and in order to present results for comparable periods, the unaudited pro
forma condensed combined statement of income for the year ended September 30, 2014 combines the Company’s audited historical consolidated statement of
operations for the year then ended with the AAG audited historical consolidated statement of income information for the twelve month period ended
December 31, 2014. The unaudited pro forma condensed combined statement of operations for the year ended September 30, 2014 also includes the statement
of operations for IDQ Holdings, Inc. (“IDQ”) from January 1 through March 16, 2014 as AAG acquired IDQ on March 17, 2014. The unaudited pro forma
condensed combined statement of operations for the six month ended March 31, 2015 combines the Company’s unaudited consolidated statement of
operations for the six months ended March 31, 2015 with the AAG historical consolidated statement of operations information for the six month period ended
March 31, 2015, which has been derived by combining the consolidated statement of income for the three month period ended March 31, 2015 and the
historical unaudited consolidated statement of income for the three month period ended December 31, 2014. As a result of the foregoing, the AAG historical
unaudited consolidated statement of income for the three month period ended December 31, 2014 is included in the
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unaudited pro forma condensed combined financial statements for both the year ended September 30, 2014 and the six month period ended March 31, 2015.
See Note 1 to the unaudited pro forma condensed combined financial statements for additional information. Pro forma adjustments are made in order to
reflect the potential effect of the Transactions and related transactions on the statement of operations.

The unaudited pro forma condensed combined financial statements should be read in conjunction with the notes to unaudited pro forma condensed combined
financial statements. The unaudited pro forma condensed combined financial statements and the notes to unaudited pro forma condensed combined financial
statements are based on, and should be read in conjunction with (i) the Company’s historical audited consolidated financial statements and notes thereto
included in the Company’s Annual Report on Form 10-K for the fiscal year ended September 30, 2014; (ii) the Company’s historical unaudited consolidated
financial statements and notes thereto for the six months ended March 31, 2015; (iii) the AAG historical audited consolidated financial statements for the
fiscal year ended December 31, 2014; and (iv) the AAG historical unaudited consolidated financial statements for the three months ended March 31, 2015.

The process of valuing the AAG tangible and intangible assets acquired and liabilities assumed, as well as evaluating accounting policies for conformity, is
still in the preliminary stages. Accordingly, the purchase accounting adjustments included in the unaudited pro forma condensed combined financial
statements are preliminary and have been made solely for the purpose of providing these unaudited pro forma condensed combined financial statements. For
purposes of the unaudited pro forma condensed combined financial statements, the Company has made preliminary adjustments, where sufficient information
is available to make a fair value estimate, to those tangible and intangible assets acquired and liabilities assumed based on preliminary estimates of their fair
value as of March 31, 2015. For those assets and liabilities where insufficient information is available to make a reasonable estimate of fair value, the
unaudited pro forma condensed combined financial statements reflect the historical carrying value of those assets and liabilities at March 31, 2015. A final
determination of the fair values of assets acquired and liabilities assumed will include the Company’s consideration of a final valuation. The Company
currently expects that the process of determining the fair values of the tangible and intangible assets acquired and liabilities assumed will be completed within
one year of the acquisition date. Material revisions to the Company’s preliminary estimates could be necessary as more information becomes available
through the completion of this final determination. The final amounts may be materially different from the information presented in these unaudited pro forma
condensed combined financial statements due to a number of factors, including changes in market conditions and financial results which may impact cash
flow projections used in the valuation and the identification of additional conditions that existed as of the date of the AAG Acquisition which may impact the
fair value of the AAG net assets.

The Company and AAG’s historical consolidated financial information has been adjusted in the unaudited pro forma condensed combined financial
statements to give effect to pro forma events that are (i) directly attributable to the Transactions; (ii) factually supportable; and (iii) with respect to the
unaudited pro forma statements of income, expected to have a continuing impact on the combined results. The unaudited pro forma condensed combined
financial statements do not reflect any revenue enhancements, cost savings from operating efficiencies, synergies or other restructurings, or the costs and
related liabilities that would be incurred to achieve such revenue enhancements and cost savings, which could result from the Transactions.

The pro forma adjustments are based upon available information and assumptions that the managements of the Company and AAG believe
reasonably reflect the Transactions. The unaudited pro forma condensed combined financial statements are provided for illustrative purposes only
and do not purport to represent what the actual consolidated results of operations or the consolidated financial position of the Company would have
been had the Transactions occurred on the dates assumed, nor are they necessarily indicative of the future consolidated results of operations or the
financial position of the Company.
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HRG GROUP, INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET

As of March 31, 2015
(In millions)

 

   HRG Group, Inc.  

Armored
AutoGroup Parent,

Inc.   
Pro Forma

Adjustments  Notes  
Pro Forma
Combined  

ASSETS       
Investments:       

Fixed maturities   $ 17,810.6   $ —     $ —      $17,810.6  
Equity securities    671.7    —      —       671.7  
Derivative investments    268.3    —      —       268.3  
Asset-backed loans    660.2    —      —       660.2  
Other invested assets    341.8    —      —       341.8  

                  

Total investments    19,752.6    —      —       19,752.6  
Cash and cash equivalents    1,279.6    46.2    125.8    5(a)   1,451.6  
Receivables, net    670.0    116.9    —       786.9  
Inventories, net    819.0    60.8    15.0    5(b)   894.8  
Accrued investment income    181.2    —      —       181.2  
Reinsurance recoverable    2,402.7    —      —       2,402.7  
Deferred tax assets    173.6    5.4    5.0    5(h)   184.0  
Properties, net    943.9    29.8    12.2    5(d)   985.9  
Goodwill    1,543.0    519.8    410.9    5(e)   2,473.7  
Intangibles, including deferred acquisition costs and value of

business acquired, net    2,767.3    466.6    (37.6)   5(f)   3,196.3  
Other assets    922.1    12.5    23.0    5(c)   957.6  

                  

Total assets   $ 31,455.0   $ 1,258.0   $ 554.3    $33,267.3  
                  

LIABILITIES AND EQUITY       
Insurance reserves:       

Contractholder funds   $ 17,521.0   $ —     $ —      $17,521.0  
Future policy benefits    4,065.5    —      —       4,065.5  
Liability for policy and contract claims    59.6    —      —       59.6  
Funds withheld from reinsurers    37.7    —      —       37.7  

                  

Total insurance reserves    21,683.8    —      —       21,683.8  
Debt    5,623.7    813.9    595.7    5(g)   7,033.3  
Accounts payable and other current liabilities    871.3    94.7    (37.6)   5(c,h,i)   928.4  
Employee benefit obligations    75.9    0.7    —       76.6  
Deferred tax liabilities    524.4    137.6    (42.5)   5(h)   619.5  
Other liabilities    811.8    3.6    —       815.4  

                  

Total liabilities    29,590.9    1,050.5    515.6     31,157.0  
                  

Commitments and contingencies       
HRG Group, Inc. stockholders’ equity:       

Common stock    2.0    2.9    (2.9)   5(j,k)   2.0  
Additional paid-in capital    1,429.5    352.7    (352.7)   5(j,k)   1,429.5  
Accumulated deficit    (614.4)   (123.0)   102.6    5(k,l)   (634.8) 
Accumulated other comprehensive income    251.8    (25.1)   25.1    5(k)   251.8  

                  

Total HRG Group, Inc. stockholders’ equity    1,068.9    207.5    (227.9)    1,048.5  
Noncontrolling interest    795.2    —      266.6    5(r)   1,061.8  

                  

Total permanent equity    1,864.1    207.5    38.7     2,110.3  
                  

Total liabilities and equity   $ 31,455.0   $ 1,258.0   $ 554.3    $33,267.3  
                  

See accompanying notes to unaudited pro forma condensed combined financial statements.
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HRG GROUP, INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

For The Year Ended September 30, 2014
(In millions, except per share amounts)

 

   
HRG Group,

Inc.   

Armored
AutoGroup Parent

Inc.*   

IDQ
Holdings,

Inc.**   
Pro Forma

Adjustments  Notes  
Pro Forma
Combined  

Revenues:        
Net consumer and other product sales   $ 4,449.2   $ 410.0   $ 33.3   $ —      $ 4,892.5  
Oil and natural gas    147.0    —      —      —       147.0  
Insurance premiums    56.6    —      —      —       56.6  
Net investment income    842.2    —      —      —       842.2  
Net investment gains    395.3    —      —      —       395.3  
Insurance and investment product fees and other    72.7    —      —      —       72.7  

                      

Total revenues    5,963.0    410.0    33.3    —       6,406.3  
                      

Operating costs and expenses:        
Cost of consumer products and other goods sold    2,875.6    226.0    18.4    —      5(m)   3,120.0  
Oil and natural gas direct operating costs    69.6    —      —      —       69.6  
Benefits and other changes in policy reserves    852.7    —      —      —       852.7  
Selling, acquisition, operating and general expenses    1,335.4    139.7    10.3    (34.3)   5(n,o)   1,451.1  
Impairments and bad debt expense    81.0    7.0    —      (7.0)   5(p)   81.0  
Amortization of intangibles    179.2    —      —      —       179.2  

                      

Total operating costs and expenses    5,393.5    372.7    28.7    (41.3)    5,753.6  
                      

Operating income    569.5    37.3    4.6    41.3     652.7  
Interest expense    (321.9)   (71.5)   (4.6)   (14.7)   5(q)   (412.7) 
Loss from the change in the fair value of the equity conversion

feature of preferred stock    (12.7)   —      —      —       (12.7) 
Gain on contingent purchase price reduction    0.5    —      —      —       0.5  
Other expense, net    (22.2)   (1.3)   (0.2)   —       (23.7) 

                      

Income (loss) from continuing operations before income taxes    213.2    (35.5)   (0.2)   26.6     204.1  
Income tax expense (benefit)    111.5    (11.0)   —      2.5    5 (s,t)   103.0  

                      

Net income (loss)    101.7    (24.5)   (0.2)   24.1     101.1  
Less: Net income (loss) attributable to noncontrolling interest    112.0    (10.4)   (0.1)   25.4    5(r)   126.9  

                      

Net loss attributable to controlling interest    (10.3)   (14.1)   (0.1)   (1.3)    (25.8) 
Less: Preferred stock dividends and accretion    73.6    —      —      —       73.6  

                      

Net loss attributable to common and participating
preferred stockholders   $ (83.9)  $ (14.1)  $ (0.1)  $ (1.3)   $ (99.4) 

                      

Net loss from per common share attributable to controlling
interest:        

Basic   $ (0.51)      $ (0.61) 
Diluted   $ (0.51)      $ (0.61) 

Weighted-average common shares        
Basic    162.9        162.9  
Diluted    162.9        162.9  

 
* Reflects the twelve month period ended December 31, 2014
 

** Reflects the period from January 1, 2014 through March 16, 2014

See accompanying notes to unaudited pro forma condensed combined financial statements.
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HRG GROUP, INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

For The Six Months Ended March 31, 2015
(In millions, except per share amounts)

 

   HRG Group, Inc.  

Armored
AutoGroup Parent,

Inc.   
Pro Forma

Adjustments  Notes  
Pro Forma
Combined  

Revenues:       
Net consumer and other product sales   $ 2,175.3   $ 187.8   $ —      $ 2,363.1  
Oil and natural gas revenues    60.3    —      —       60.3  
Insurance premiums    26.2    —      —       26.2  
Net investment income    455.8    —      —       455.8  
Net investment gains    48.1    —      —       48.1  
Insurance and investment product fees and other    44.2    —      —       44.2  

                  

Total revenues    2,809.9    187.8    —       2,997.7  
Operating costs and expenses:       

Cost of consumer products and other goods sold    1,419.0    108.9    —      5(m)   1,527.9  
Oil and natural gas operating costs    43.8    —      —       43.8  
Benefits and other changes in policy reserves    436.7    —      —       436.7  
Selling, acquisition, operating and general expenses    717.9    61.7    (18.0)   5(n,o)   761.6  
Impairments and bad debt expense    499.5    7.0    (7.0)   5(p)   499.5  
Amortization of intangibles    50.0    —      —       50.0  

                  

Total operating costs and expenses    3,166.9    177.6    (25.0)    3,319.5  
                  

Operating (loss) income    (357.0)   10.2    25.0     (321.8) 
Interest expense    (166.1)   (38.7)   (6.3)   5(q)   (211.1) 
Gain on contingent purchase price reduction    5.5    —      —       5.5  
Other income, net    186.5    (0.7)   —       185.8  

                  

Loss from continuing operations before income taxes    (331.1)   (29.2)   18.7     (341.6) 
Income tax expense (benefit)    12.8    (10.3)   2.5    5 (s,t)   5.0  

                  

Net loss    (343.9)   (18.9)   16.2     (346.6) 
Less: Net (loss) income attributable to noncontrolling interest    (5.8)   (8.0)   14.2    5(r)   0.4  

                  

Net loss attributable to controlling interest   $ (338.1)  $ (10.9)  $ 2.0    $ (347.0) 
                  

Net (loss) income per common share attributable to controlling
interest:       

Basic   $ (1.71)     $ (1.76) 
Diluted   $ (1.71)     $ (1.76) 

Weighted-average common shares       
Basic    197.6       197.6  
Diluted    197.6       197.6  

See accompanying notes to unaudited pro forma condensed combined financial statements.
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HRG GROUP, INC. AND SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

(In millions)

(1) Conforming Interim Periods

The Company’s fiscal year end is September 30 while the AAG fiscal year end is December 31. The latest interim period for the Company is its second fiscal
quarter for the six month period ended March 31, 2015 while AAG’s latest interim period is its first quarter for the three month period ended March 31, 2015.
As required by the Securities and Exchange Commission (“SEC”), the unaudited pro forma condensed combined interim period results presented herein
include the results for the latest six month periods of the Company and AAG. Accordingly, the AAG historical financial information for the statement of
operations covering the six month period ended March 31, 2015 has been derived by adding the unaudited results for the three month period ended March 31,
2015 to the audited results for the fiscal year ended December 31, 2014 and deducting the unaudited results for the nine months ended September 30, 2014, as
follows:
 
  (a)   (b)   (c) = (a) - (b)   (d)   (e) = (c) + (d)  

  

Twelve months
ended

December 31, 2014  
Nine months ended
September 30, 2014  

Three months
ended

December 31, 2014  

Three months
ended

March 31, 2015  
Six months ended
March 31, 2015  

Revenues:      

Net consumer and other product sales  $ 410.0   $ 341.6   $ 68.4   $ 119.4   $ 187.8  
Operating costs and expenses:      
Cost of consumer products and other goods

sold   226.0    185.2    40.8    68.1    108.9  
Selling, acquisition, operating and general

expenses   139.7    109.0    30.7    31.0    61.7  
Impairments and bad debt expense   7.0    —      7.0    —      7.0  

                    

Total operating costs and expenses   372.7    294.2    78.5    99.1    177.6  
                    

Operating income (loss)   37.3    47.4    (10.1)   20.3    10.2  
Interest expense   (71.5)   (52.1)   (19.4)   (19.3)   (38.7) 
Other expense, net   (1.3)   (1.0)   (0.3)   (0.4)   (0.7) 

                    

(Loss) income from continuing operations
before income taxes   (35.5)   (5.7)   (29.8)   0.6    (29.2) 

Income tax (benefit) expense   (11.0)   (0.5)   (10.5)   0.2    (10.3) 
                    

Net (loss) income   (24.5)   (5.2)   (19.3)   0.4    (18.9) 
                    

Less: Net (loss) income attributable to
noncontrolling interest   (10.4)   (2.2)   (8.2)   0.2    (8.0) 

                    

Net (loss) income attributable to
controlling interest  $ (14.1)  $ (3.0)  $ (11.1)  $ 0.2   $ (10.9) 

                    

(2) Basis of Pro Forma Presentation

The AAG Acquisition will be accounted for under the acquisition method of accounting in accordance with ASC 805. In accounting for the transaction, the
Company will apply its historical accounting policies and recognize the assets and liabilities of AAG at their respective fair values as of May 21, 2015, the
closing date of the AAG Acquisition. In preparing the unaudited pro forma condensed combined financial statements, the assets and liabilities of AAG have
been measured at their estimated fair values on a preliminary basis using estimates and assumptions that the Company believes are reasonable based on
information currently available. Use of different estimates and judgments could yield materially different results.

For purposes of measuring the estimated fair value of the assets acquired and liabilities assumed as reflected in the unaudited pro forma condensed combined
financial statements, the Company used the guidance in ASC Topic 820, “Fair Value Measurement and Disclosure” (“ASC 820”), which established a
framework for measuring fair values. ASC 820 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date (an exit price). Market participants are assumed to be buyers and sellers in the principal
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(most advantageous) market for the asset or liability. Additionally, under ASC 820, fair value measurements for an asset assume the highest and best use of
that asset by market participants. As a result, the Company may be required to value assets of AAG at fair value measures that do not reflect the Company’s
intended use of those assets. Use of different estimates and judgments could yield different results.

(3) Significant Accounting Policies

The unaudited pro forma condensed combined financial statements do not assume any differences in accounting policies between the Company and AAG.
The Company is in the process of reviewing the accounting policies of AAG to ensure their conformity with those of the Company and, as a result of that
review, the Company may identify differences between the accounting policies of the two companies, that when conformed, could have a material impact on
the unaudited condensed combined financial statements. At this time, the Company is not aware of any differences in accounting policies that would have a
material impact on the unaudited pro forma condensed combined financial statements.

(4) AAG Acquisition

Preliminary Consideration Transferred

The acquisition method of accounting requires that the consideration transferred in a business combination be measured at fair value as of the closing date of
the AAG Acquisition. The following summarizes the preliminary consideration paid for AAG:
 

Cash paid to AAG shareholders and option holders   $ 613.7  
Cash paid to repay in full the AAG senior credit facilities    282.2  
Assumption of AAG and IDQ Notes (a)    540.0  
Cash paid to settle pre-acquisition costs incurred by AAG    25.5  
Cash paid to escrow account for post close working capital and other adjustments    10.0  

     

Preliminary purchase price of AAG   $1,471.4  
     

 
(a) Consist of $275.0 aggregate principal amount of Armored AutoGroup Inc.’s 9.25% Senior Notes due 2018, $220.0 aggregate principal amount of IDQ

Holdings, Inc.’s 11.50% Senior Secured Notes due 2017 and $45.0 aggregate principal amount of IDQ Acquisition Corp.’s 14.00%/14.75% Senior
Secured PIK Notes due 2017 (collectively, the “AAG and IDQ Notes”) assumed (cash was subsequently paid to redeem such notes on June 15,
2015, June 22, 2015 and June 22, 2015, respectively).

Preliminary Fair Values of Net Assets Acquired

For the purposes of the unaudited pro forma condensed combined financial statements, the Company made preliminary estimates of the fair values of the
assets acquired and liabilities assumed in the AAG Acquisition. These estimates have been recognized in preparing the unaudited pro forma condensed
combined financial statements and the excess of the preliminary consideration transferred above on an assumed acquisition date of March 31, 2015 has been
reflected as goodwill. On this basis, the Company has estimated that the amounts recorded in accounting for the AAG Acquisition would be as follows:
 

Preliminary purchase price of AAG   $ 1,471.4  
Less: Carrying value of net assets acquired    35.0  
Less: Fair value of indefinite lived trade names    299.0  
Less: Fair value of customer relationships    66.0  
Less: Fair value of developed technology    45.0  
Less: Fair value of licensing arrangement    19.0  
Less: Increase in net fair value of tangible assets acquired less liabilities assumed    76.7  

     

Residual goodwill   $ 930.7  
     

Carrying value of AAG net assets as of March 31, 2015   $ 207.5  
Plus: Settled acquired pre-acquisition debt    813.9  
Less: Historical intangible assets    (466.6) 
Less: Historical goodwill    (519.8) 

     

Total carrying value of net assets acquired   $ 35.0  
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Transaction Costs

The Company estimated that expenses related to this transaction will be approximately $31.1. These costs include fees for investment banking services,
advisory, legal, accounting, due diligence, tax, valuation, printing and various other services necessary to complete this transaction. In accordance with ASC
805, these fees and expenses are charged to expense as incurred. The Company incurred and recorded an immaterial amount of transaction costs related to the
AAG Acquisition, primarily professional fees, in its historical financial results for the period presented. These costs have been excluded from the pro forma
adjustments as these amounts are non-recurring.

(5) Pro Forma Adjustments — the Transactions
 

 (a) Adjustment reflects the net addition to cash as a result of the Transactions. The adjustment consists of the following.
 

Proceeds from the SBH Equity Offering, net of commissions   $ 563.3  
Gross proceeds from the SBI 5.75% Notes    1,000.0  
Financing fees related to the SBI 5.75% Notes    (17.5) 
Preliminary consideration paid for AAG    (931.4) 
AAG transaction costs paid by Spectrum Brands    (31.0) 
Principal payment of AAG and IDQ Notes    (540.0) 
Payment of AAG and IDQ Notes accrued interest    (10.2) 
Payment of call premium related to AAG and IDQ Notes    (28.5) 
Net cash proceeds from the issuance of the May HRG Unsecured Notes    135.7  
Net cash proceeds from the issuance of the May HRG Secured Notes    164.7  
Net cash proceeds from the issuance of the April HRG Secured Notes    102.5  
Acquisition of Spectrum Brand common stock by HRG    (281.8) 

     

Total pro forma adjustment to cash   $ 125.8  
     

 
 (b) An adjustment of $15.0 was recorded to adjust inventory to estimated fair value. Finished goods were valued at estimated selling prices less the

sum of estimated costs of disposal and reasonable profit allowance for selling effort.
 

 

(c) Adjustments reflects: (i) the elimination of debt issuance costs related to the AAG Term Loan and the AAG and IDQ Notes of $1.4 and $1.9 that
were retired in connection with the AAG Acquisition; (ii) $19.5 of new debt issuance costs related to the $1,000.0 of SBI 5.75% Notes that were
issued as part of the AAG Acquisition; (iii) $2.2 of new debt issuance costs related to the May HRG Unsecured Notes; (iv) $2.5 of new debt
issuance costs related to the May HRG Secured Notes; and (v) $2.0 of new debt issuance costs related to the April HRG Secured Notes. Of the
$19.5 long-term debt issuance costs, $17.5 were paid upon the close of the AAG Acquisition and $2.0 is reflected within accounts payable.

 

 (d) Adjustment reflects the recognition of acquired property, plant and equipment at estimated fair value based on a preliminary valuation.
 

 (e) Adjustment reflects net effect of the elimination of the AAG historical goodwill balance and the establishment of $930.7 of goodwill resulting
from the AAG Acquisition transaction based on a preliminary valuation of the assets acquired and liabilities assumed.

 

 (f) Adjustment reflects net effect of the elimination of the AAG historical intangible asset balance and the recording of the identifiable intangible
assets acquired in the AAG Acquisition at their estimated fair value of $429.0.

As part of the AAG Acquisition, certain AAG intangible assets were identified and their fair value was estimated. These identifiable intangible
assets principally consist of customer relationships, the AAG portfolio of trade names, proprietary technology and a licensing agreement. The
total estimated fair value of the acquired identifiable intangible assets of $429.0 is based on a preliminary valuation.
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The preliminary estimates of the fair values of the intangible assets acquired are as follows: $299.0 for indefinite lived trade names, $66.0 for
branded and private label relationships, $45.0 for proprietary technology and $19.0 for a license agreement. Customer relationships were valued
utilizing the multi-period excess earnings method. The relief-from-royalty method was used to value the AAG portfolio of trade names and the
proprietary technology.

The customer relationships and proprietary technology intangible assets are subject to amortization, using the straight line method, over their
estimated useful lives. The preliminary estimates of useful lives of the acquired intangible assets subject to amortization are as follows: 8-10
years for proprietary technology, 13-15 years for branded and private label relationships and 8-10 years for licensing agreements. The majority of
acquired trade names are considered to be indefinite-lived intangible assets and are not amortized.

 

 

(g) Adjustment reflects the (i) $1,000.0 principal amount of the new SBI 5.75% Notes that were issued in connection with the closing of the AAG
Acquisition; (ii) repayment of the AAG Term Loan in conjunction with the closing of the AAG Acquisition - as of March 31, 2015, the balance
of the former AAG Term Loan was $275.3; (iii) June 2015 repayments of the AAG and IDQ Notes called in conjunction with the AAG
Acquisition, which totaled $538.6; (iv) $137.9 related to borrowing under the May HRG Unsecured Notes; (v) $167.2 related to borrowing under
the May HRG Secured Notes; and (vi) $104.5 related to borrowing under the April HRG Secured Notes.

 

 

(h) Adjustment reflects the net increase in current tax assets of $5.0, the net decrease in current income tax liabilities of $9.5 and the net decrease in
long term deferred tax liabilities of $8.9, resulting from the recognition of the tax effects of the pro forma adjustments related to certain acquired
assets, assuming a 35% effective tax rate. The adjustment also reflects the release of $33.6 of Spectrum Brands valuation allowance, which is part
of net long-term deferred taxes.

 

 (i) Adjustment reflects the elimination of accrued interest of $30.1 as of March 31, 2015, associated with the AAG Term Loan and the AAG and
IDQ Notes.

 

 (j) Adjustment reflects the elimination of the effect of SBH Equity Offering.
 

 (k) Adjustment reflects the elimination of historical equity of AAG.
 

 (l) Adjustment reflects the net impact of all pro forma adjustments associated with the Transactions.
 

 
(m) The Company estimates cost of sales will increase by approximately $15.0 during the first inventory turn subsequent to the acquisition date as a

result of the sale of inventory that was written-up to fair value in purchase accounting. This cost has been excluded from the pro forma
adjustments as this amount is considered non-recurring. See (b) above for further explanation on the write-up of inventory.

 

 (n) Adjustment reflects increased depreciation expense of $2.0 and $1.0, respectively, associated with the adjustment to record the AAG property,
plant and equipment at fair value for the fiscal year ended September 30, 2014 and the six months ended March 31, 2015.

 

 (o) Adjustment reflects decreased amortization expense of $36.3 and $19.0, respectively, associated with the adjustment to record the AAG
intangible assets at fair value for the fiscal year ended September 30, 2014 and the six months ended March 31, 2015.

 

 
(p) Adjustment reflects the reversal of the AAG intangible asset impairment charge recorded during the three months ended December 31, 2014, as

the acquired AAG intangible assets have been reflected at fair value for the fiscal year ended September 30, 2014 and the six months ended
March 31, 2015.

 
9



 

(q) The Transactions resulted in substantial changes to the Company’s debt structure. A substantial portion of the historical AAG debt was repaid in
connection with the AAG Acquisition. These changes in the combined debt structure gave rise to interest expense adjustments that resulted in a
net increase to interest expense of $14.7 for the fiscal year ended September 30, 2014 and $6.3 for the six months ended March 31, 2015. The
adjustments consist of the following:

 
  

Assumed
interest rate  

Year ended
September 30, 2014  

Six months ended
March 31, 2015  

New SBI 5.75% Notes ($1,000.0)   5.750%  $ 58.1   $ 28.6  
May HRG Unsecured Notes - USD ($140.0)   8.750%   10.9    5.5  
May HRG Secured Notes - USD ($160.0)   8.875%   12.6    6.3  
April HRG Secured Notes - USD ($100.0)   8.875%   7.9    4.0  
Amortization of discount on the May HRG Unsecured Notes   —      0.2    0.1  
Amortization of premium on the May HRG Secured Notes and

the April HRG Secured Notes   —      (3.1)   (1.5) 
Amortization of debt issuance costs   —      3.2    1.6  

         

Total pro forma interest expense    89.8    44.6  
Less: elimination of interest expense related to prior AAG debt

facilities that were repaid    (75.1)   (38.3) 
         

Pro forma adjustment   $ 14.7   $ 6.3  
         

 

 (r) Adjustment reflects HRG’s non-controlling interest in Spectrum Brands’ pro forma decrease in income from continuing operations resulting from
the Transactions using a non-controlling interest factor of 42.5%.

 

 
(s) The increase in pro forma interest expense for the May HRG Unsecured Notes, the May HRG Secured Notes and the April HRG Secured Notes

will not result in a net impact to HRG’s current and deferred tax expense due to HRG’s existing net operating loss carry forwards in the U.S., for
which valuation allowances have been provided.

 

 

(t) As a result of Spectrum Brands’ valuation allowance, the pro forma income adjustments do not have income tax consequences, except for the
impact on the indefinite lived intangible adjustments, which resulted in the reversal of a $2.5 income tax benefit assuming a 35% effective tax
rate. The impact of all other pro forma income adjustments is solely a change in deferred income taxes offset by the change in the valuation
allowance.
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