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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)

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

For the quarterly period ended September 30, 2016

OR

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

For the transition period from                  to                  .

Commission file number: 001-34728
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DOUGLAS DYNAMICS, INC.

(Exact name of registrant as specified in its charter)

Delaware 134275891
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

7777 North 73rd Street

Milwaukee, Wisconsin 53223

(Address of principal executive offices) (Zip code)

(414) 354-2310

(Registrant’s telephone number, including area code)

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. Yes ☒ No ☐

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 (§
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). Yes ☒ No ☐

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 filer ☐ Accelerated filer ☒

Non-accelerated filer ☐ Smaller reporting company ☐
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(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 Exchange Act). Yes ☐
No ☒

Number of shares of registrant’s common shares outstanding as of November 1, 2016 was 22,501,640.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Douglas Dynamics, Inc.

Consolidated Balance Sheets

(In thousands except share data)

September
30,

December
31,

2016 2015
(unaudited) (audited)

Assets
Current assets:
Cash and cash equivalents $ 303 $ 36,844
Accounts receivable, net 120,234 67,707
Inventories 71,607 51,584
Inventories - truck chassis floor plan 6,733  -
Refundable income taxes paid  - 4,850
Deferred income taxes 6,155 6,154
Prepaid and other current assets 4,435 2,104
Total current assets 209,467 169,243
Property, plant, and equipment, net 51,285 42,636
Goodwill 233,088 160,932
Other intangible assets, net 202,000 127,647
Other long-term assets 4,222 2,708
Total assets $ 700,062 $ 503,166
Liabilities and stockholders’ equity
Current liabilities:
Accounts payable $ 14,847 $ 14,555
Accrued expenses and other current liabilities 35,838 25,549
Floor plan obligations 6,733  -
Income taxes payable 3,381  -
Short term borrowings 26,000  -
Current portion of long-term debt 2,829 1,629
Total current liabilities 89,628 41,733
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Retiree health benefit obligation 6,966 6,656
Pension obligation 9,932 10,839
Deferred income taxes 57,667 54,932
Long-term debt, less current portion 307,293 182,506
Other long-term liabilities 14,507 6,004
Stockholders’ equity:
Common Stock, par value $0.01, 200,000,000 shares authorized, 22,501,640 and
22,387,797 shares issued and outstanding at September 30, 2016 and December 31, 2015,
respectively 225 224
Additional paid-in capital 143,883 141,626
Retained earnings 77,652 64,829
Accumulated other comprehensive loss, net of tax (7,691) (6,183)
Total stockholders’ equity 214,069 200,496
Total liabilities and stockholders’ equity $ 700,062 $ 503,166

See the accompanying notes to consolidated financial statements

3
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Douglas Dynamics, Inc.

Consolidated Statements of Operations and Comprehensive Income 

(In thousands, except share and per share data)

Three Months Ended Nine Months Ended
September
30,

September
30,

September
30,

September
30,

2016 2015 2016 2015
(unaudited) (unaudited)

Net sales $ 123,573 $ 120,565 $ 286,125 $ 281,598
Cost of sales 86,929 79,700 193,829 187,286
Gross profit 36,644 40,865 92,296 94,312
Selling, general, and administrative expense 15,761 12,506 37,986 35,227
Intangibles amortization 4,395 1,803 7,847 5,610
Income from operations 16,488 26,556 46,463 53,475
Interest expense, net (4,518) (2,824) (10,253) (8,057)
Litigation proceeds  -  - 10,050  -
Other expense, net (97) (60) (230) (189)
Income before taxes 11,873 23,672 46,030 45,229
Income tax expense 4,571 8,124 17,122 16,194
Net income $ 7,302 $ 15,548 $ 28,908 $ 29,035
Less net income attributable to participating securities 101 214 390 405
Net income attributable to common shareholders $ 7,201 $ 15,334 $ 28,518 $ 28,630
Weighted average number of common shares
outstanding:
Basic 22,501,640 22,362,787 22,473,642 22,314,198
Diluted 22,501,640 22,373,351 22,473,642 22,330,095
Earnings per common share:
Basic $ 0.32 $ 0.69 $ 1.27 $ 1.28
Diluted $ 0.32 $ 0.68 $ 1.26 $ 1.27
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Cash dividends declared and paid per share $ 0.24 $ 0.22 $ 0.71 $ 0.67
Comprehensive income $ 7,321 $ 14,553 $ 27,400 $ 28,307

See the accompanying notes to consolidated financial statements.

4
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Douglas Dynamics, Inc.

Consolidated Statements of Cash Flows

(In thousands)

Nine Months Ended
September
30,

September
30,

2016 2015
(unaudited)

Operating activities

Net income $ 28,908 $ 29,035
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Depreciation and amortization 12,217 9,193
Inventory step up of acquired business included in cost of sales 125 1,956
Amortization of deferred financing costs and debt discount 642 502
Stock-based compensation 2,258 2,740
Provision for losses on accounts receivable 221 170
Deferred income taxes 2,734 3,219
Earnout liability (51) 556
Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable (37,659) (57,790)
Inventories (1,973) (8,954)
Prepaid  refundable income taxes and other assets 3,087 (962)
Accounts payable (1,763) 3,714
Accrued expenses and other current liabilities 952 5,607
Benefit obligations and other long-term liabilities 1,513 (908)
Net cash provided by (used in) operating activities 11,211 (11,922)
Investing activities
Capital expenditures (7,084) (7,110)
Acquisition of business (175,927) (11,818)
Net cash used in investing activities (183,011) (18,928)

Edgar Filing: DOUGLAS DYNAMICS, INC - Form 10-Q

9



Financing activities
Shares withheld on restricted stock vesting paid for employees’ taxes  - (27)
Proceeds from exercise of stock options  - 111
Payments of financing costs (2,250)  -
Dividends paid (16,086) (15,131)
Net revolver borrowings 26,000 27,000
Borrowings on long-term debt 129,350  -
Repayment of long-term debt (1,755) (1,425)
Net cash provided by financing activities 135,259 10,528
Change in cash and cash equivalents (36,541) (20,322)
Cash and cash equivalents at beginning of period 36,844 24,195
Cash and cash equivalents at end of period $ 303 $ 3,873

Non-cash operating and financing activities
Truck chassis inventory acquired through floorplan obligations $ 8,481 $  -

See the accompanying notes to consolidated financial statements.

5
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Douglas Dynamics, Inc.

Notes to Unaudited Consolidated Financial Statements

(In thousands except share and per share data)

1.Basis of presentation

The accompanying financial statements have been prepared in accordance with accounting principles generally
accepted in the United States for interim financial information. Accordingly, they do not include all of the information
and footnotes required by generally accepted accounting principles for fiscal year-end financial statements. In the
opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair
presentation have been included. For further information, refer to the financial statements and related footnotes
included in our 2015 Form 10-K (Commission File No. 001-34728) filed with the Securities and Exchange
Commission on March 8, 2016.

The Company currently conducts business in two segments: Work Truck Attachments and Work Truck Solutions. The
Work Truck Solutions segment was established as a result of the acquisition of substantially all of the assets of Dejana
Truck & Utility Equipment Company, Inc. and certain entities directly or indirectly owned by Peter Paul Dejana
Family Trust Dated 12/31/98 (“Dejana”) in July 2016.  Our Work Truck Attachments segment consists of our operations
that, prior to our acquisition of Dejana, were our single operating segment, consisting of the manufacture and sale of
snow and ice control products.  Financial information regarding these segments is reported in Note 13 to the
Unaudited Consolidated Financial Statements.

Certain reclassifications have been made to the prior period financial statements to conform to the 2016
presentation.  In April 2015, the Financial Accounting Standards Board ("FASB") issued Accounting Standards
Update (“ASU”) No. 2015-03, Simplifying the Presentation of Debt Issuance Costs. This ASU requires an entity to
present such costs on the balance sheet as a direct deduction from the related debt liability rather than as an asset. The
Company adopted ASU No. 2015-03 during the quarter ended March 31, 2016 and applied it retrospectively. The
adoption resulted in the reclassification of debt issuance costs from Deferred Financing Costs to Long-term Debt on
the balance sheet of $2,337 as of December 31, 2015.

Interim Consolidated Financial Information
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The accompanying consolidated balance sheet as of September 30, 2016 and the consolidated statements of operations
and comprehensive income for the three and nine months ended September 30, 2016 and 2015 and cash flows for the
nine months ended September 30, 2016 and 2015 have been prepared by the Company and have not been audited.

The Company is a counterparty to interest-rate swap agreements to hedge against the potential impact on earnings
from increases in market interest rates. The Company entered into three interest rate swap agreements during the first
quarter of 2015 with notional amounts of $45,000, $90,000 and $135,000 effective for the periods December 31, 2015
through March 29, 2018, March 29, 2018 through March 31, 2020 and March 31, 2020 through June 30, 2021,
respectively.  Under the interest rate swap agreement, effective as of December 31, 2015 the Company will either
receive or make payments on a monthly basis based on the differential between 6.105% and London Interbank
Offered Rate (“LIBOR”) plus 4.25% (with a LIBOR floor of 1.0%).  Under the interest rate swap agreement, effective
as of March 29, 2018 the Company will either receive or make payments on a monthly basis based on the differential
between 6.916% and LIBOR plus 4.25% (with a LIBOR floor of 1.0%). Under the interest rate swap agreement
effective as of March 31, 2020 the Company will either receive or make payments on a monthly basis based on the
differential between 7.168% and LIBOR plus 4.25% (with a LIBOR floor of 1.0%). The negative fair value of the
interest rate swap, net of tax, of ($2,723) at September 30, 2016 is included in Accumulated other comprehensive loss
on the Consolidated Balance Sheet. This fair value was determined using Level 2 inputs as defined in Accounting
Standards Codification Topic (“ASC”) 820. Additionally, other comprehensive income includes the net income of the
Company plus the Company’s adjustments for its defined benefit retirement plans based on the measurement date as of
the Company’s year-end.  For further disclosure, refer to Note 15 to the Unaudited Consolidated Financial Statements.

6
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The Company’s Work Truck Attachment segment is seasonal and consequently its results of operations and financial
condition vary from quarter-to-quarter.  Because of this seasonality, the results of operations of the Work Truck
Attachment segment for any quarter may not be indicative of results of operations that may be achieved for a
subsequent quarter or the full year, and may not be similar to results of operations experienced in prior years. The
Company attempts to manage the seasonal impact of snowfall on its revenues in part through its pre-season sales
program. This pre-season sales program encourages the Company’s distributors to re-stock their inventory of Work
Truck Attachment products during the second and third quarters in anticipation of the peak fourth quarter retail sales
period by offering favorable pre-season pricing and payment deferral until the fourth quarter. Thus, the Company’s
Work Truck Attachment segment tends to generate its greatest volume of sales during the second and third quarters.
By contrast, its revenue and operating results tend to be lowest during the first quarter, as management believes the
end-users of Work Truck Attachment products prefer to wait until the beginning of a snow season to purchase new
equipment and as the Company’s distributors sell off Work Truck Attachment inventory and wait for the pre-season
sales incentive period to re-stock inventory. Fourth quarter sales vary from year-to-year as they are primarily driven
by the level, timing and location of snowfall during the quarter. This is because most of the Company’s Work Truck
Attachment fourth quarter sales and shipments consist of re-orders by distributors seeking to restock inventory to meet
immediate customer needs caused by snowfall during the winter months.

The Company relies on a combination of patents, trade secrets and trademarks to protect certain of the proprietary
aspects of its business and technology.  In the nine months ended September 30, 2016, the Company received a
settlement resulting from an ongoing lawsuit with one of its competitors. Previously under the same lawsuit the
competitor was required to stop using the Company’s intellectual property.  Under the settlement agreement the
Company received $10,050 as part of defending its intellectual property.   The proceeds of the lawsuit are included on
the Consolidated Statements of Operations and Comprehensive Income as Litigation proceeds.

2.  Acquisition

On July 15, 2016, the Company acquired substantially all of the assets of Dejana. Total consideration was $186,127
including a preliminary estimated working capital adjustment of $3,989 and contingent consideration with an
estimated fair value of $10,200. Additionally, the Company has an accrued liability to the former owners of Dejana to
true up the working capital of $5,514 which is included in Accrued expenses and other current liabilities on the
Consolidated Balance Sheet at September 30, 2016, which the Company expects to pay before the end of the
year.  The acquisition was financed through exercising the accordion feature on the Company’s term loan for $130,000
less an original issue discount of $650 and $20,000 of short term revolver borrowings as discussed in Note 6 and
through the use of $26,577 of on hand cash. The Company incurred $2,096 and $2,841 of transaction expenses related
to this acquisition that are included in selling, general and administrative expense in the Consolidated Statements of
Income in the three and nine months ended September  30, 2016, respectively. 

The Dejana purchase agreement includes contingent consideration in the form of an earn out capped at $26,000.
Under the earn out agreement, the former owners of Dejana are entitled to receive payments contingent upon the
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revenue growth and financial performance of the acquired business for the years 2016, 2017 and 2018.  There is no
requirement for continued employment related to the contingent consideration, and thus the earn out is recorded as a
component of purchase price.    At September 30, 2016, the preliminary estimated fair value of the earn out
consideration was $10,200.

7
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The following table summarizes the preliminary allocation of the purchase price paid and the subsequent working
capital adjustment to the fair value of the net assets acquired as of the acquisition date:

Accounts receivable $ 16,247
Inventories 18,176
Truck chassis floor plan inventory 13,479
Prepaids and other current assets 705
Property and equipment 5,935
Goodwill 72,156
Intangible assets 82,200
Other assets - long term 219
Accounts payable and other current liabilities (9,511)
Floor plan obligations (13,479)
Earnout (10,200)
Total $ 175,927

 The goodwill for the acquisition is a result of acquiring and retaining the existing workforces and expected synergies
from integrating the operations into the Company.   Due to the limited amount of time since the acquisition of
substantially all of the assets of Dejana, the initial purchase price allocation is preliminary as of September 30, 2016 as
the Company has not completed its analysis of the fair value of inventories, property and equipment, intangible assets
and income tax liabilities.  The Company expects to be able to deduct amortization of goodwill for income tax
purposes over a fifteen-year period.

The acquisition was accounted for under the purchase method, and accordingly, the results of operations are included
in the Company’s financial statements from the date of acquisition.   From the date of acquisition through September
30, 2016, the Dejana assets contributed $27,107 of revenues and ($2,342) of pre-tax operating losses.

The following unaudited pro forma information presents the combined results of operations of the Company and
Dejana for the three and nine months ended September 30, 2016 as if the acquisition had occurred on January 1, 2016,
with pro forma adjustments to give effect to amortization of intangible assets, depreciation of fixed assets, an increase
in interest expense from the acquisition financing and certain other adjustments:
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Three Months
Ended

Nine Months
Ended

September 30, September 30,
2016 2016

Net sales $ 129,253 $ 364,065
Net income $ 9,921 $ 32,601
Earnings per common share assuming dilution attributable to common
shareholders $ 0.44 $ 1.45

The unaudited pro forma information above includes the historical financial results of the Company and Dejana,
adjusted to record depreciation and intangible asset amortization related to valuation of the acquired tangible and
intangible assets at fair value and the addition of incremental costs related to debt to finance the acquisition, and the
tax benefits related to the increased costs. This information is presented for information purposes only and is not
necessarily indicative of what the Company’s results of operations would have been had the acquisition been in effect
for the periods presented or future results.

8
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The Company has a receivable for $1,158 included in Prepaid and other current assets on the Consolidated Balance
Sheet at September 30, 2016 owed to the Company from the former owners of Dejana related to customer cash
receipts being sent to the former owner’s bank account after the close of the transaction.      

3.Fair Value

Fair value is the price at which an asset could be exchanged in a current transaction between knowledgeable, willing
parties. A liability’s fair value is defined as the amount that would be paid to transfer the liability to a new obligor, not
the amount that would be paid to settle the liability with the creditor.  Fair value measurements are categorized into
one of three levels based on the lowest level of significant input used: Level 1 (unadjusted quoted prices in active
markets); Level 2 (observable market inputs available at the measurement date, other than quoted prices included in
Level 1); and Level 3 (unobservable inputs that cannot be corroborated by observable market data).

The following table presents financial assets and liabilities measured at fair value on a recurring basis and discloses
the fair value of long-term debt:

Fair Value
at

Fair Value
at

September
30,

December
31,

2016 2015
Assets:
Other long-term assets (a) $ 3,411 $ 2,500

Total Assets $ 3,411 $ 2,500

Liabilities:
Interest rate swaps (b) $ 4,378 $ 1,501
Long term debt (c) 315,081 185,540
Earnout - TrynEx (d)  - 1,606
Earnout - Henderson (e) 677 761
Earnout - Dejana (f) 10,200  -
Total Liabilities $ 330,336 $ 189,408
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(a)  Included in other assets is the cash surrender value of insurance policies on various individuals that are associated
with the Company. The carrying amounts of these insurance policies approximates their fair value.

(b) Valuation models are calibrated to initial trade price. Subsequent valuations are based on observable inputs to the
valuation model (e.g. interest rates and credit spreads). Model inputs are changed only when corroborated by market
data. A credit risk adjustment is made on each swap using observable market credit spreads. Thus, inputs used to
determine fair value of the interest rate swap are Level 2 inputs.  Interest rate swaps of $372 and $4,006 at September
30, 2016 are included in Accrued expenses and other current liabilities and Other long-term liabilities, respectively. 
Interest rate swaps of $286 and $1,215 at December 31, 2015 are included in Accrued expenses and other current
liabilities and Other long-term liabilities, respectively.

(c)  The fair value of the Company’s long-term debt, including current maturities, is estimated using discounted cash
flows based on the Company’s current incremental borrowing rates for similar types of borrowing arrangements, which
is a Level 2 input for all periods presented. Meanwhile, long-term debt is recorded at carrying amount, net of discount
and deferred debt issuance costs, as disclosed on the face of the balance sheet.

(d)  Included in Accrued expenses and other current liabilities in the amount of $0 and  $2,032 at September 30, 2016
and September 30, 2015, respectively, is an obligation for a portion of the potential earn out incurred in conjunction
with the acquisition of substantially all of the assets of TrynEx, Inc. (“TrynEx”).  The carrying amount of the earn out
approximates its fair value.  Fair value is based upon Level 3 inputs of a monte carlo simulation analysis using key

9
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inputs of forecasted future sales and financial performance as well as a growth rate reduced by the market required
rate of return.  See reconciliation of liability included below:

Three
Months
Ended

Nine
Months
Ended

Three
Months
Ended

Nine
Months
Ended

September
30,

September
30,

September
30,

September
30,

2016 2016 2015 2015

Beginning Balance $ — $ 1,606 $ 2,032 $ 1,987
Additions — — — —
Adjustments to fair value — — — 313
Payment to former owners — (1,606) — (268)
Ending balance $ — $ — $ 2,032 $ 2,032

(e) Included in Accrued expenses and other current liabilities and other long term liabilities in the amounts
of $235 and $442, respectively, at September 30, 2016 is the fair value of an obligation for a portion of the potential
earn out acquired in conjunction with the acquisition of Henderson Enterprise Group, Inc. (“Henderson”).   Included in
accrued expenses and other current liabilities and Other long term liabilities in the amounts of $356 and $442,
respectively, at September 30, 2015 is the fair value of an obligation for a portion of the potential earn out acquired in
conjunction with the acquisition of Henderson. Fair value is based upon Level 3 discounted cash flow analysis using
key inputs of forecasted future sales as well as a growth rate reduced by the market required rate of return. See
reconciliation of liability included below: 

Three
Months
Ended

Nine
Months
Ended

Three
Months
Ended

Nine
Months
Ended

September
30,

September
30,

September
30,

September
30,

2016 2016 2015 2015
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Beginning Balance $ 705 $ 761 $ 714 $ 600
Additions — — — —
Adjustments to fair value — — 95 287
Payment to former owners (28) (84) (11) (89)
Ending balance $ 677 $ 677 $ 798 $ 798

10
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(f) Included in Accrued expenses and other current liabilities and Other long term liabilities in the amounts
of $5,314 and $4,886, respectively, at September 30, 2016 is the fair value of an obligation for a portion of the
potential earn out incurred in conjunction with the acquisition of Dejana.   The carrying amount of the earn out
approximates its fair value.  Fair value is based upon Level 3 inputs of a real options approach where gross sales were
simulated in a risk-neutral framework using Geometric Brownian Motion, a well-accepted model of stock price
behavior that is used in option pricing models such as the Black-Scholes option pricing model, using key inputs of
forecasted future sales and financial performance as well as a risk adjusted expected growth rate adjusted
appropriately based on its correlation with the market.  See reconciliation of liability included below: 
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Three
Months
Ended
September
30,
2016

Beginning Balance $ —
Additions 10,200
Adjustments to fair value —
Payment to former owners —
Ending balance $ 10,200

4.Inventories
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Inventories consist of the following:

September
30,

December
31,

2016 2015

Finished goods and work-in-process $ 41,783 $ 40,984
Raw material and supplies 29,824 10,600

$ 71,607 $ 51,584

The inventories in the table above do not include truck chassis inventory financed through a floor plan financing
agreement as discussed in Note 6.  The Company takes title to truck chassis upon receipt of the inventory through
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their floor plan agreement and performs up-fitting service installations to the truck chassis inventory during the
installation period.  The floor plan obligation is then assumed by their dealer customer upon delivery.  At September
30, 2016, the Company had $6,733 of chassis inventory and related floor plan financing obligation.  The Company
recognizes revenue associated with up-fitting and service installations net of the truck chassis.
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5.Property, plant and equipment

Property, plant and equipment are summarized as follows:

September
30,

December
31,

2016 2015

Land $ 2,378 $ 1,500
Land improvements 4,357 3,010
Leasehold Improvements 2,617 859
Buildings 25,997 24,476
Machinery and equipment 40,143 35,628
Furniture and fixtures 12,345 11,657
Mobile equipment and other 3,904 2,255
Construction-in-process 2,120 2,155
Total property, plant and equipment 93,861 81,540
Less accumulated depreciation (42,576) (38,904)
Net property, plant and equipment $ 51,285 $ 42,636

6.Long-Term Debt

Long-term debt is summarized below:
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September
30,

December
31,

2016 2015

Term Loan, net of debt discount of $2,050 and $1,629 at September 30, 2016 and December
31, 2015, respectively $ 314,295 $ 186,472

Less current maturities 2,829 1,629
Long term debt before deferred financing costs 311,466 184,843
Deferred financing costs, net 4,173 2,337
Long term debt, net $ 307,293 $ 182,506

On July 15, 2016, the Company amended its senior credit facilities to, among other things, (i) provide for an
incremental senior secured term loan facility in the aggregate principal amount of $130,000 to finance the acquisition
of Dejana; (ii) permit the Company to enter into floor plan financing arrangements in an aggregate amount not to
exceed $20,000 under both the term loan and revolving credit facility; (iii) revise the calculation of excess cash flow
in determining the amount of mandatory prepayments under the agreement for the term loan facility (the “Term Loan
Credit Agreement”) to reduce the amount of excess cash flow by the cash portion of the purchase price of a permitted
acquisition paid during any fiscal year, net of any proceeds of any related financings with respect to such purchase
price and any sales of capital assets used to finance such purchase price; and (iv) extend the final maturity date of the
revolving credit facility from December 31, 2019 to June 30, 2021.   

Prior to the amendments, the Company’s senior credit facilities consisted of a $190,000 term loan facility and a
$100,000 revolving credit facility with a group of banks, of which $10,000 were available in the form of letters of
credit and $5,000 were available for the issuance of short-term swing line loans. After the amendments, the Company’s
senior credit facility consists of a $320,000 term loan facility which is comprised of the original $190,000 term loan
and the incremental $130,000 term loan. 
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The Term Loan Credit Agreement provides for a senior secured term loan facility in the aggregate principal amount of
$320,000 and generally bears interest (at the Company’s election) at either (i) 3.25% per annum plus the greatest of (a)
the Prime Rate (as defined in the Term Loan Credit Agreement) in effect on such day, (b) the weighted average of the
rates on overnight Federal funds transactions with members of the Federal Reserve System arranged by Federal funds
brokers plus 0.50% and (c) 1.00% plus the greater of (1) the LIBOR for a one month interest period multiplied by the
Statutory Reserve Rate (as defined in the Term Loan Credit Agreement) and (2) 1.00% or (ii) 4.25% per annum plus
the greater of (a) the LIBOR for the applicable interest period multiplied by the Statutory Reserve Rate and (b)
1.00%.  The Term Loan Credit Agreement also allows the Company to request the establishment of one or more
additional term loan commitments in an aggregate amount not in excess of $80,000 subject to specified terms and
conditions, which amount may be further increased so long as the First Lien Debt Ratio (as defined in the Term Loan
Credit Agreement) is not greater than 3.25 to 1.00. 

The agreement for the revolving credit facility (the “Revolving Credit Agreement”) provides that the Company has the
option to select whether borrowings will bear interest at either (i) a margin ranging from 1.50% to 2.00% per annum,
depending on the utilization of the facility, plus the LIBOR for the applicable interest period multiplied by the
Statutory Reserve Rate (as defined in the Revolving Credit Agreement) or (ii) a margin ranging from 0.50% to 1.00%
per annum, depending on the utilization of the facility, plus the greatest of (a) the Prime Rate (as defined in the
Revolving Credit Agreement) in effect on such day, (b) the weighted average of the rates on overnight Federal funds
transactions with members of the Federal Reserve System arranged by Federal funds brokers plus 0.50% and (c) the
LIBOR for a one month interest period multiplied by the Statutory Reserve Rate plus 1%. The maturity date for the
Revolving Credit Agreement is June 30, 2021, and the Company’s term loan amortizes in nominal amounts quarterly
with the balance payable on December 31, 2021.

The term loan was originally issued at a $1,900 discount and the incremental term loan was issued at a $650 discount
both of which are being amortized over the term of the term loan.  The Company incurred $2,250 in financing costs in
conjunction with the amendment, of which $2,050 relates to the term loan and $200 related to the revolving line of
credit, which are included as deferred financing costs as a reduction to Long – Term Debt on the Consolidated Balance
Sheet.

At September 30, 2016, the Company had $26,000 outstanding borrowings on the Revolving Credit Agreement and
remaining borrowing availability of $73,315.  There were no outstanding borrowings on the Revolving – Credit
Agreement at December 31, 2015.  The Company had Inventories – truck chassis floor plan of $6,733 at September 30,
2016 financed by the floor plan obligations.   The Inventories – truck chassis floor plan and related obligation relates to
floor plan chassis inventory at the Work Truck Solutions segment.

The Company’s senior credit facilities include certain negative and operating covenants, including restrictions on its
ability to pay dividends, and other customary covenants, representations and warranties and events of default. The
senior credit facilities entered into and recorded by the Company’s subsidiaries significantly restrict its subsidiaries
from paying dividends and otherwise transferring assets to Douglas Dynamics, Inc. The terms of the Revolving Credit
Agreement specifically restrict subsidiaries from paying dividends if a minimum availability under the Revolving
Credit Agreement is not maintained, and both senior credit facilities restrict subsidiaries from paying dividends above

Edgar Filing: DOUGLAS DYNAMICS, INC - Form 10-Q

27



certain levels or at all if an event of default has occurred. These restrictions would affect the Company indirectly since
the Company relies principally on distributions from its subsidiaries to have funds available for the payment of
dividends. In addition, the Revolving Credit Agreement includes a requirement that, subject to certain exceptions,
capital expenditures may not exceed $12,500 in any calendar year (plus the unused portion of permitted capital
expenditures from the preceding year subject to a $12,500 cap and a separate one-time $15,000  capital
expenditures  to be used for the consolidation of facilities and costs associated with the acquiring and/or development
and construction of one new manufacturing facility) and, if certain minimum availability under the Revolving Credit
Agreement is not maintained, that the Company comply with a monthly minimum fixed charge coverage ratio test of
1.0:1.0. Compliance with the fixed charge coverage ratio test is subject to certain cure rights under the Revolving
Credit Agreement. At September 30, 2016, the Company was in compliance with the respective covenants. The credit
facilities are collateralized by substantially all assets of the Company.

In accordance with the senior credit facilities, the Company is required to make additional principal prepayments over
the above scheduled payments under certain conditions. This includes, in the case of the term
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loan facility, 100% of the net cash proceeds of certain asset sales, certain insurance or condemnation events, certain
debt issuances, and, within 150 days of the end of each fiscal year, 50% of consolidated excess cash flow including a
deduction for certain distributions (which percentage is reduced to 0% upon the achievement of certain leverage ratio
thresholds), for such fiscal year. Consolidated excess cash flow is defined in the senior credit facilities as consolidated
adjusted EBITDA (earnings before interest, taxes, depreciation and amortization) plus a consolidated working capital
adjustment, less the sum of repayments of debt and capital expenditures (subject to certain adjustments), interest and
taxes paid in cash, management fees and certain restricted payments (including certain dividends or distributions).
Consolidated working capital adjustment is defined in the senior credit facilities as the change in working capital,
defined as current assets, excluding cash and cash equivalents, less current liabilities, excluding the current portion of
long term debt.  As of September 30, 2016, the Company was not required to make an excess cash flow payment.

The Company entered into interest rate swap agreements on February 20, 2015 to reduce its exposure to interest rate
volatility.  The three interest rate swap agreements have notional amounts of $45,000, $90,000 and $135,000 effective
for the periods December 31, 2015 through March 29, 2018, March 29, 2018 through March 31, 2020 and March 31,
2020 through June 30, 2021, respectively.  The interest rate swaps’ negative fair value at September 30, 2016 was
$4,378, of which $372 and $4,006 are included in Accrued expenses and other current liabilities and Other long-term
liabilities on the Consolidated Balance Sheet, respectively.  Meanwhile, the interest rate swaps’ negative fair value at
September 30, 2015 was $1,888, of which $212 and $1,676 are included in Accrued expenses and Other
current liabilities and Other long-term liabilities on the Consolidated Balance Sheet, respectively. The Company has
counterparty credit risk resulting from the interest rate swap, which it monitors on an on-going basis. This risk lies
with one global financial institution. Under the interest rate swap agreement, effective as of December 31, 2015, the
Company will either receive or make payments on a monthly basis based on the differential between 6.105% and
LIBOR plus 4.25% (with a LIBOR floor of 1.0%).  Under the interest rate swap agreement, effective as of March 29,
2018, the Company will either receive or make payments on a monthly basis based on the differential between
6.916% and LIBOR plus 4.25% (with a LIBOR floor of 1.0%).  Under the interest rate swap agreement, effective as
of March 31, 2020, the Company will either receive or make payments on a monthly basis based on the differential
between 7.168% and LIBOR plus 4.25% (with a LIBOR floor of 1.0%).

7.Accrued Expenses and Other Current Liabilities

Accrued expenses and other liabilities are summarized as follows:
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