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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
Valvoline Inc. and Consolidated Subsidiaries
Condensed Consolidated Statements of Comprehensive Income
Three months ended December 31
(In millions except per share data - unaudited)

2017

Sales

$

2016
545

$

489

Cost of sales

350

304

Gross profit

195

185

Selling, general and administrative expenses

114

95

Separation costs
Equity and other income
Operating income

2

6

(9)

(10)

88

94

(10)

(26)

Net interest and other financing expense

14

10

Income before income taxes

84

110

Income tax expense

94

38

Net pension and other postretirement plan non-service income and remeasurement adjustments

$

(10)

$

72

Basic

$

(0.05)

$

0.35

Diluted

$

(0.05)

$

0.35

Net (loss) income
NET (LOSS) INCOME PER SHARE

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING
Basic

202

205

Diluted

202

205

DIVIDENDS PAID PER COMMON SHARE

$

0.07

$

0.05

$

72

COMPREHENSIVE (LOSS) INCOME
Net (loss) income

$

(10)

Other comprehensive income (loss), net of tax
Unrealized translation gain (loss)

1

(9)

Pension and other postretirement obligation adjustment

(2)

(2)

Other comprehensive loss

(1)

(11)

$

Comprehensive (loss) income

See Notes to Condensed Consolidated Financial Statements.
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(11)

$

61

Valvoline Inc. and Consolidated Subsidiaries
Condensed Consolidated Balance Sheets
December 31
2017

(In millions except per share amounts - unaudited)

September 30
2017

Assets
Current assets
Cash and cash equivalents

$

115

$

201

Accounts receivable, net

418

385

Inventories, net

170

175

32

29

735

790

Property, plant and equipment, net

384

391

Goodwill and intangibles, net

393

335

Other current assets
Total current assets
Noncurrent assets

Equity method investments
Deferred income taxes
Other noncurrent assets
Total noncurrent assets
Total assets

33

30

196

281

86

88

1,092

1,125

$

1,827

$

1,915

$

—

$

75

Liabilities and Stockholders’ Deficit
Current liabilities
Short-term debt
Current portion of long-term debt

19

15

Trade and other payables

141

192

Accrued expenses and other liabilities

208

196

368

478

Total current liabilities
Noncurrent liabilities
Long-term debt

1,147

1,034

Employee benefit obligations

331

342

Other noncurrent liabilities

175

178

1,653

1,554

—

—

2

2

Total noncurrent liabilities
Commitments and contingencies
Stockholders ’ deficit
Preferred stock, no par value, 40 shares authorized; no shares issued and outstanding
Common stock, par value $0.01 per share, 400 shares authorized; 201 and 203 shares issued and outstanding at
December 31, 2017 and September 30, 2017
Paid-in capital

—

Retained deficit

(238)

(167)

42

43

Accumulated other comprehensive income
Total stockholders’ deficit

5

(194)

Total liabilities and stockholders ’ deficit

$

See Notes to Condensed Consolidated Financial Statements.
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1,827

(117)
$

1,915

Valvoline Inc. and Consolidated Subsidiaries
Condensed Consolidated Statements of Cash Flows
Three months ended
December 31
(In millions - unaudited)

2017

2016

Cash flows from operating activities
Net (loss) income

$

(10)

$

72

Adjustments to reconcile net income (loss) to cash flows from operating activities
Depreciation and amortization

11

9

1

1

Deferred income taxes

85

—

Equity income from affiliates

(5)

(4)

3

—

Pension contributions

(3)

(3)

Gain on pension and other postretirement plan remeasurements

—

(8)

4

1

(34)

10

Debt issuance cost and discount amortization

Distributions from equity affiliates

Stock-based compensation expense
Change in assets and liabilities

(a)

Accounts receivable
Inventories
Payables and accrued liabilities
Other assets and liabilities
Total cash provided by operating activities

7

(2)

(40)

23

1

(11)

20

88

Cash flows from investing activities
Additions to property, plant and equipment

(14)

(9)

Acquisitions, net of cash acquired

(60)

—

—

(1)

(74)

(10)

Other investing activities, net
Total cash used in investing activities
Cash flows from financing activities
Net transfers to Ashland

—

(2)

Proceeds from borrowings, net of issuance costs

44

75

Repayments on borrowings

(4)

(79)

Repurchase of common stock

(37)

—

Purchase of additional ownership in subsidiary

(15)

—

Cash dividends paid

(15)

(10)

Other financing activities
Total cash used in financing activities
Effect of currency exchange rate changes on cash and cash equivalents
(Decrease) increase in cash and cash equivalents
Cash and cash equivalents - beginning of period

(4)

—

(31)

(16)

(1)

2

(86)

64

201
$

Cash and cash equivalents - end of period
(a) Excludes changes resulting from operations acquired or sold.

See Notes to Condensed Consolidated Financial Statements.
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115

172
$

236

Valvoline Inc. and Consolidated Subsidiaries
Notes to Condensed Consolidated Financial Statements (Unaudited)
NOTE 1 – BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES
The accompanying unaudited condensed consolidated financial statements have been prepared by Valvoline Inc. (“Valvoline” or the “Company”) in accordance
with accounting principles generally accepted in the United States (“U.S. GAAP”) and Securities and Exchange Commission (“SEC”) regulations for interim
financial reporting, which do not include all information and footnote disclosures normally included in annual financial statements. Therefore, these condensed
consolidated financial statements should be read in conjunction with Valvoline’s Annual Report on Form 10-K for the fiscal year ended September 30, 2017.
The preparation of condensed consolidated financial statements in conformity with U.S. GAAP requires management to make use of estimates and assumptions
that affect the reported amounts and disclosures. Actual results may vary from these estimates. In the opinion of management, all adjustments considered necessary
for a fair presentation have been included herein, and the assumptions underlying the condensed consolidated financial statements for these interim periods are
reasonable. The results for the interim periods are not necessarily indicative of results to be expected for the entire year.
Recent accounting pronouncements
A description of new U.S. GAAP accounting standards issued and adopted during the current year is required in interim financial reporting. A detailed listing of
recent accounting standards relevant to Valvoline is included in the Annual Report on Form 10-K for the fiscal year ended September 30, 2017. The following
standards relevant to Valvoline were either issued or adopted in the current period, or are expected to have a meaningful impact on Valvoline in future periods.
Recently adopted
In the first fiscal quarter of 2018, Valvoline adopted the following:
•

In July 2015, the Financial Accounting Standards Board (“FASB”) issued accounting guidance to simplify the subsequent measurement of certain
inventories by replacing the current lower of cost or market test with a lower of cost or net realizable value test. The guidance applies only to inventories
for which cost is determined by methods other than last-in, first out (“LIFO”) and retail inventory methods. Valvoline adopted this guidance prospectively
on October 1, 2017. Valvoline utilizes LIFO to value approximately 70% of its gross inventory and there were no material differences in the Company's
previous valuation methodology for its remaining inventory using lower of cost or market to lower of cost or net realizable value.

•

In March 2017, the FASB issued accounting guidance that changed how employers who sponsor defined benefit pension and/or postretirement benefit
plans present the net periodic benefit cost in the Condensed Consolidated Statements of Comprehensive Income. This guidance requires employers to
present the service cost component of net periodic benefit cost in the same caption as other employee compensation costs from services rendered during
the period. All other components of the net periodic benefit cost are presented separately outside of the operating income caption. Valvoline
retrospectively adopted this guidance on October 1, 2017. Accordingly, Net pension and other postretirement plan non-service income and
remeasurement adjustments has been reclassified to non-operating income for all periods presented within the Condensed Consolidated Statements of
Comprehensive Income, which reduced previously reported operating income by $26 million for the three months ended December 31, 2016.

Issued but not yet adopted
In May 2014, the FASB issued accounting guidance outlining a single comprehensive model for entities to use in accounting for revenue arising from contracts
with customers, which supersedes most current revenue recognition guidance. This guidance introduces a five-step model for revenue recognition that focuses on
transfer of control, as opposed to transfer of risk and rewards under current guidance. The Company is evaluating the effect of adopting the new revenue guidance
on its
6

financial statements and does not currently expect it to have a material effect to net earnings. Based on an evaluation of current contracts and revenue streams todate, Valvoline believes that most revenue transactions recorded under the new guidance will be substantially consistent with treatment under existing guidance,
with certain reclassifications expected within the Condensed Consolidated Statements of Comprehensive Earnings and certain minimal changes to the timing of the
recognition of revenues. The Company's revenue transactions generally consist of a single performance obligation to transfer promised goods and are not
accounted for under industry-specific guidance. The Company anticipates expanded footnote disclosures under the new guidance.
Management will continue to complete its assessment of revenue streams and implementation plans, including monitoring developments, and plans to substantially
complete the Company's implementation assessment in early 2018 and finalize conclusions by the fourth quarter of fiscal 2018. Valvoline will adopt this standard
in the first quarter of fiscal 2019 and will provide updated disclosures of the anticipated impacts of adoption in future filings.
In February 2016, the FASB issued new accounting guidance related to lease transactions. The primary objective of this guidance is to increase transparency and
comparability among organizations by requiring lessees to recognize assets and liabilities on the balance sheet for the rights and obligations created by leases and
to disclose key information about leasing arrangements. The Company expects to adopt the new guidance in the first quarter of fiscal 2020 using the modified
retrospective method. While adoption is expected to lead to a material increase in the assets and liabilities recorded on the Condensed Consolidated Balance Sheet
and an increase in footnote disclosures related to leases, the Company is in the process of developing assessment and implementation plans to determine the
specific impacts, including those on the Condensed Consolidated Statements of Comprehensive Earnings.
NOTE 2 - FAIR VALUE MEASUREMENTS
The following table sets forth, by level within the fair value hierarchy, the Company's financial assets and liabilities that were accounted for at fair value on a
recurring basis:
December 31, 2017

September 30, 2017

Quoted prices in active markets
for identical assets
(In millions)

Fair Value

Quoted prices in active markets
for identical assets

Level 1

Fair Value

Level 1

Assets
Cash equivalents (a)

$

Foreign currency derivatives (b)
Non-qualified trust funds

$

24

1

(c)

Total assets at fair value

24

$

1

30

46

$

1

30

46
1

30

30

$

55

$

55

$

77

$

77

$

1

$

1

$

1

$

1

$

1

$

1

$

1

$

1

Liabilities
Foreign currency derivatives (d)
Total liabilities at fair value

(a) Included in Cash and cash equivalents in the Condensed Consolidated Balance Sheets.
(b)Included in Other current assets in the Condensed Consolidated Balance Sheets.
(c) As of December 31, 2017, $2 million of this balance is included in Other current assets , with the remainder included in Other noncurrent assets in the Condensed Consolidated Balance
Sheets. As of September 30, 2017, this balance is included in Other noncurrent assets in the Condensed Consolidated Balance Sheets.
(d) Included in Accrued expense and other liabilities in the Condensed Consolidated Balance Sheets.

There were no Level 2 or 3 financial assets or liabilities that were accounted for at fair value on a recurring basis as of December 31, 2017 or September 30, 2017.
Additionally, there were no transfers between levels of the fair value hierarchy during the three months ending December 31, 2017 or 2016.
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Cash equivalents
A portion of the Company's excess cash is held in highly liquid investments with maturities of three months or less. Cash equivalents generate interest income and
are measured at fair value using prevailing market rates.
Derivatives
The Company uses derivatives not designated as hedging instruments consisting primarily of forward contracts to hedge foreign currency denominated balance
sheet exposures and exchange one foreign currency for another for a fixed rate at a future date of twelve months or less. Gains and losses recognized for changes in
the fair value of these instruments were not material during the three months ended December 31, 2017 and 2016 and are included in Selling, general and
administrative expense in the Condensed Consolidated Statements of Comprehensive Income to offset the gain or loss on the hedged item in the same period as the
remeasurement losses and gains of the related foreign currency-denominated exposures. The Company had outstanding contracts with highly-rated financial
institutions with notional values of $ 43 million and $ 47 million as of December 31, 2017 and September 30, 2017, respectively.
Non-qualified trust funds
The Company maintains a non-qualified trust to fund benefit payments for certain of its U.S. non-qualified pension plans, which primarily consists of highly liquid
fixed income U.S. government bonds. Gains and losses related to these investments are immediately recognized within Selling, general and administrative expense
in the Condensed Consolidated Statements of Comprehensive Income.
Long-term debt
The Company's outstanding fixed rate senior notes consist of 5.500% senior unsecured notes due 2024 with an aggregate principal amount of $375 million issued
in July 2016 (the “2024 Notes”) and 4.375% senior unsecured notes due 2025 with an aggregate principal amount of $400 million issued in August 2017 (the
“2025 Notes” and together with the 2024 Notes, “Senior Notes”).
The fair values shown in the table below are based on the prices at which the bonds have recently traded in the market as well as the overall market conditions on
the date of valuation, stated coupon rates, the number of coupon payments each year and the maturity dates. Long-term debt is included in the Condensed
Consolidated Balance Sheets at carrying value, rather than fair value, and is therefore excluded from the fair value table above. Carrying values shown in the
following table are net of unamortized discounts and issuance costs.
December 31, 2017
(In millions)
2024 Notes

Fair value
$

2025 Notes
Total

399

Carrying value
$

404
$

803

370

September 30, 2017

Unamortized discount
and issuance costs
$

5

$

10

395
$

765

Fair value
$

5

401

Carrying value
$

408
$

809

370

Unamortized discount
and issuance costs
$

5

$

11

394
$

764

6

Refer to Note 7 for more information on the Senior Notes and Valvoline's other debt instruments that have variable interest rates, and accordingly, their carrying
amounts approximate fair value.
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NOTE 3 - ACQUISITIONS
Henley Bluewater acquisition
On October 2, 2017, the Company completed the acquisition of 56 Quick Lubes franchise service centers from Henley Bluewater LLC for $60 million . These
stores build on the infrastructure and talent base of the existing Company-owned operations in northern Ohio and adds Company-owned locations in Michigan.
Prior to the acquisition, Valvoline licensed the right to operate quick lube service centers, including use of the Company's trademarks and trade name, to the
franchisee whose assets were acquired. In connection with the acquisition, Valvoline reacquired those rights and recognized a separate definite-lived intangible
asset which was assigned a preliminary fair value of $22 million that will be amortized on a straight-line basis over the weighted average remaining term of
approximately eight years. The effective settlement of these arrangements resulted in no settlement gain or loss as the contractual terms were at market.
The acquisition resulted in $36 million of goodwill and the remainder of the purchase price was allocated to working capital and property, plant and equipment.
Goodwill is primarily attributed to the potential growth of the business in the northern Ohio and Michigan markets, has been allocated to the Company's Quick
Lubes reportable segment, and is expected to be deductible for income tax purposes.
Remaining ownership interest in subsidiary
Valvoline historically owned a 70% controlling interest and consolidated the financial results of its subsidiary in Thailand. In December 2017, Valvoline purchased
the remaining 30% interest for total consideration of approximately $16 million , making it a wholly-owned subsidiary of the Company. This interest was not
material to the current or prior period financial statements for presentation and disclosure as a noncontrolling interest, which was eliminated as a result of this
purchase through a net charge to Paid-in capital and Retained deficit .
NOTE 4 - ACCOUNTS RECEIVABLE
The following summarizes Valvoline’s accounts receivable:
December 31
2017

(In millions)
Trade and other accounts receivable

September 30
2017

$

424

$

418

Less: Allowance for doubtful accounts

$

390

$

385

(6)

(5)

Prior to May 2017 when Valvoline's former parent company, Ashland Global Holdings Inc. (which together with its predecessors and consolidated subsidiaries is
referred to as “Ashland”), distributed its net investment in Valvoline (the “Distribution”), Ashland was party to an agreement to sell certain Valvoline customer
accounts receivable in the form of drafts or bills of exchange to a financial institution. Each draft constituted an order to pay for obligations of the customer to
Ashland arising from the sale of goods to the customer. The intention of the arrangement was to decrease the time accounts receivable was outstanding and
increase cash flows as Ashland in turn remitted payment to Valvoline. During the three months ended December 31, 2016, $11 million of accounts receivable were
sold to the financial institution under this agreement.
Following the Distribution, Valvoline became party to the arrangement to sell certain customer accounts receivable in the form of draft or bills of exchange to the
financial institution. During the three months ended December 31, 2017 , Valvoline did not sell accounts receivable to the financial institution.
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NOTE 5 - INVENTORIES
Certain lubricants are valued at the lower of cost or market using the last-in, first-out (“LIFO”) method. Remaining inventories are carried at the lower of cost or
net realizable value using the weighted average cost method.
The following summarizes Valvoline’s inventories:
December 31
2017

(In millions)
Finished products

$

September 30
2017
178

Raw materials, supplies and work in process
LIFO reserves
Obsolete inventory reserves
$

$

180

28

31

(33)

(33)

(3)

(3)

170

$

175

NOTE 6 - GOODWILL AND OTHER INTANGIBLES
Goodwill
The following table summarizes the changes in the carrying amount of goodwill by reportable segment and in total during the three months ended December 31,
2017.
(In millions)

Core North America

September 30, 2017
Acquisitions

$

(a)

December 31, 2017

Quick Lubes

89

201

$

231

—
$

International

$

$

30

89

Total
40

$

330

$

360

—
$

40

30

(a) Relates to the acquisition of Henley Bluewater LLC during the three months ended December 31, 2017 and adjustments related to prior year acquisitions.

Other Intangible Assets
Valvoline's purchased intangible assets were specifically identified when acquired and have finite lives. Intangible assets were $37 million in gross carrying
amount, net of $4 million in accumulated amortization as of December 31, 2017 and were reported in Goodwill and intangibles, net on the Condensed
Consolidated Balance Sheet. Amortization expense recognized on intangible assets during the three months ended December 31, 2017 and 2016 was not material.
Amortization expense expected in the next five fiscal years is as follows:
(In millions)
Years ending September 30 (estimated)
2018

$

5

2019

$

5

2020

$

5

2021

$

4

2022

$

4
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NOTE 7 - DEBT OBLIGATIONS
The following table summarizes Valvoline’s short-term borrowings and long-term debt:
December 31
2017

(In millions)
2025 Notes

$

400

September 30 2017
$

400

2024 Notes

375

375

Term Loans

281

285

Trade Receivables Facility

120

75

—

—

Revolver
Other

(a)

(10)

Total debt

$

1,166

(11)
$

1,124

Short-term debt

—

75

Current portion of long-term debt

19

15

$

Long-term debt

1,147

$

1,034

(a) At December 31, 2017, Other includes $12 million of debt issuance cost discounts and $2 million of debt acquired through acquisitions. At September 30, 2017, Other included $13 million
of debt issuance cost discounts and $2 million of debt acquired through acquisitions.

Senior Notes
During August 2017, Valvoline completed the issuance of 4.375% senior unsecured notes due 2025 with an aggregate principal amount of $400 million . The net
proceeds from the offering of the 2025 Notes was $394 million (after deducting initial purchasers' discounts and debt issuance costs), which were used to make a
voluntary contribution to the Company's qualified U.S. pension plan.
During July 2016, Valvoline completed the issuance of 5.500% senior unsecured notes due 2024 with an aggregate principal amount of $375 million . The net
proceeds from the offering of the 2024 Notes was $370 million (after deducting initial purchasers’ discounts and debt issuance costs), which were transferred to
Valvoline's former parent, Ashland.
The Senior Notes are subject to customary events of default for similar debt securities, which if triggered may accelerate payment of principal, premium, if any,
and accrued but unpaid interest on the notes. Such events of default include non-payment of principal and interest, non-performance of covenants and obligations,
default on other material debt, and bankruptcy or insolvency. If a change of control repurchase event occurs, Valvoline may be required to offer to purchase the
Senior Notes from the holders thereof. The Senior Notes are not otherwise required to be repaid prior to maturity, although they may be redeemed at the option of
Valvoline at any time prior to their maturity in the manner specified in the indentures governing the notes. The notes are guaranteed by each of Valvoline's
subsidiaries that guarantee obligations under the existing senior secured credit facility described below.
In December 2017, Valvoline completed registered exchange offers for the Senior Notes.
Senior Credit Agreement
The 2016 Senior Credit Agreement provides for an aggregate principal amount of $1,325 million in senior secured credit facilities (“2016 Credit Facilities”),
composed of (i) a five -year $875 million term loan facility (“Term Loans”), and (ii) a five -year $450 million revolving credit facility (including a $100 million
letter of credit sublimit) (“Revolver”). At December 31, 2017 and September 30, 2017, the Term Loans had outstanding principal balances of $281 million and
$285 million , respectively. At December 31, 2017 and September 30, 2017, there were no amounts outstanding under the Revolver. As of December 31, 2017,
total borrowing capacity remaining under the Revolver was $439 million due to a reduction of $11 million for letters of credit outstanding.
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The outstanding principal balance of the Term Loans is required to be repaid in quarterly installments of approximately $4 million for fiscal 2018, $8 million for
fiscal 2019 and 2020, and $15 million for fiscal 2021 with the balance due at maturity. At Valvoline’s option, amounts outstanding under the 2016 Senior Credit
Agreement bear interest at either LIBOR or an alternate base rate, in each case plus the applicable interest rate margin. The interest rate fluctuates between LIBOR
plus 1.500% per annum and LIBOR plus 2.500% per annum (or between the alternate base rate plus 0.500% per annum and the alternate base rate plus 1.500%
annum), based upon Valvoline’s corporate credit ratings or the consolidated first lien net leverage ratio (as defined in the 2016 Senior Credit Agreement).
The 2016 Credit Facilities are guaranteed by Valvoline’s existing and future subsidiaries (other than certain immaterial subsidiaries, joint ventures, special purpose
financing subsidiaries, regulated subsidiaries, foreign subsidiaries and certain other subsidiaries), and are secured by a first-priority security interest in substantially
all the personal property assets, and certain real property assets, of Valvoline and the guarantors, including all or a portion of the equity interests of certain of
Valvoline’s domestic subsidiaries and first-tier foreign subsidiaries. The 2016 Credit Facilities may be prepaid at any time without premium.
The 2016 Senior Credit Agreement contains usual and customary representations and warranties, and usual and customary affirmative and negative covenants,
including limitations on liens, additional indebtedness, investments, restricted payments, asset sales, mergers, affiliate transactions and other customary limitations,
as well as financial covenants (including maintenance of a maximum consolidated net leverage ratio and a minimum consolidated interest coverage ratio). As of
the end of any fiscal quarter, the maximum consolidated net leverage ratio and minimum consolidated interest coverage ratio permitted under the 2016 Senior
Credit Agreement are 4.5 and 3.0 , respectively. As of December 31, 2017, Valvoline was in compliance with all covenants under the 2016 Senior Credit
Agreement.
Trade Receivables Facility
On November 29, 2016, Valvoline entered into a $125 million , one -year revolving trade receivables securitization facility (“Trade Receivables Facility”) with
certain financial institutions. On November 20, 2017, the Company amended the Trade Receivables Facility to extend the maturity date to November 19, 2020 and
increase the maximum funding under the facility to $175 million based on the availability of eligible receivables and other customary factors and conditions.
Under the Trade Receivables Facility, Valvoline sells and/or transfers a majority of its U.S. trade receivables to a wholly-owned, bankruptcy-remote subsidiary as
they are originated, and advances by the lenders to that subsidiary (in the form of cash or letters of credit) are secured by those trade receivables. The assets of this
financing subsidiary are restricted as collateral for the payment of its obligations under the Trade Receivables Facility, and its assets and credit are not available to
satisfy the debts and obligations owed to the creditors of the Company. The Company includes the assets, liabilities and results of operations of this financing
subsidiary in its condensed consolidated financial statements.
During the first fiscal quarter of 2017, Valvoline borrowed $75 million under the Trade Receivables Facility and used the net proceeds to repay an equal amount of
the Term Loans. During the first fiscal quarter of 2018, Valvoline borrowed $45 million under the Trade Receivables Facility and used the proceeds to supplement
the daily cash needs of the Company's operations. The Company accounts for the Trade Receivables Facility as secured borrowings. Based upon the maturity dates
in place in each respective period, as of December 31, 2017, the $120 million balance outstanding was classified as Long-term debt and the $75 million balance
outstanding as of September 30, 2017 was classified as Short-term debt in the Condensed Consolidated Balance Sheets . Based on the availability of eligible
receivables, the total borrowing capacity remaining under the Trade Receivables Facility at December 31, 2017 was $39 million . The financing subsidiary owned
$253 million and $247 million of outstanding accounts receivable as of December 31, 2017 and September 30, 2017, respectively, and these amounts are
included in Accounts receivable, net in the Company’s Condensed Consolidated Balance Sheets.
The financing subsidiary pays customary fees to the lenders, and advances by a lender under the Trade Receivables Facility accrue interest for which the weighted
average interest rates were 2.2% and 1.5% for the three months ended December 31, 2017 and 2016, respectively. The Trade Receivables Facility contains various
customary affirmative and negative covenants and default and termination provisions, which provide for acceleration of amounts owed under the Trade
Receivables Facility in circumstances including, but not limited to, the failure to pay interest or other amounts when due, defaults on certain other indebtedness,
certain insolvency events, and breach of representation.
12

NOTE 8 – INCOME TAXES
Income tax provisions for interim quarterly periods are based on an estimated annual effective income tax rate calculated separately from the effect of significant,
infrequent or unusual items related specifically to interim periods. Income tax expense for the three months ended December 31, 2017 was $94 million , an
effective tax rate of 111.9% compared to expense of $38 million and an effective tax rate of 34.5% for the three months ended December 31, 2016. The increase in
income tax expense and the effective tax rate was principally driven by the enactment of tax reform legislation in the U.S. in December 2017, which resulted in a
net increase in income tax expense of approximately $68 million that more than offset benefits related to the reduction in the estimated annual effective tax rate for
fiscal 2018.
U.S. tax reform legislation
On December 22, 2017, the President of the United States signed into law tax reform legislation (the “Act”), which is generally effective January 1, 2018. The Act
includes a number of provisions, including lowering the U.S. corporate federal income tax rate from a maximum of 35% to 21% and changing or limiting certain
tax deductions. While the Company expects this rate reduction will ultimately benefit Valvoline, the Act also includes provisions that are expected to offset some
of the benefit of the rate reduction, including the repeal of the deduction for domestic production activities and the expansion of the limitation on the deduction of
certain executive compensation. In addition, the Act alters the landscape of taxation of non-U.S. operations and provides immediate deductions for certain new
investments, among other provisions. Based on the Company's provisional estimates of the impacts of the Act, the Company expects the Act will result in a lower
estimated annual effective tax rate for Valvoline in fiscal 2018 and beyond and decrease the Company's cash taxes, particularly in years beyond fiscal 2018.
During the three months ended December 31, 2017, enactment of the Act resulted in the following provisional impacts on income tax expense, which are described
further below:
•
•
•

The remeasurement of net deferred tax assets at the lower enacted corporate tax rate resulted in a net $67 million increase in income tax expense;
The deemed repatriation tax on unremitted non-U.S. earnings and profits resulted in a $4 million increase in income tax expense; and
The remeasurement of net indemnity liabilities associated with the Tax Matters Agreement increased pre-tax expense by $7 million and generated a $3
million tax benefit primarily related to the higher expected utilization of tax attributes payable to Ashland.

The estimated impacts of the Act recorded during the three months ended December 31, 2017 are provisional in nature, and the Company will continue to assess
the impact of the Act and will record adjustments through the income tax provision in the relevant period as amounts are known and reasonably estimable during
the measurement period. Accordingly, the impact of the Act may differ from the Company's provisional estimates due to and among other factors, information
currently not available, changes in interpretations and the issuance of additional guidance, as well as changes in assumptions the Company has currently made,
including actions the Company may take in future periods as a result of the Act.
In particular, there is currently a lack of clarity regarding the application of the executive compensation deduction limitations and state tax implications as a result
of the Act. The Company currently estimates that the effect of the Act on executive compensation deduction limitations will primarily be effective in future
periods. With regard to state tax implications, the Company generally expects taxable state income will increase as a result of deduction limitations associated with
the Act, though the impact is not currently reasonably estimable as most U.S. state tax jurisdictions have not responded to the specific effects of the Act. The
Company will make relevant updates to management's estimates and assumptions as additional information becomes available.
Given the effective date of the rate reduction in the Act, the Company's statutory federal corporate tax rate for fiscal 2018 will be a blended rate of 24.5% and will
decline to 21% for fiscal 2019 and beyond.
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Deferred tax remeasurement
The Company's net deferred income taxes represent benefits that will be used to reduce corporate taxes expected to be paid as well as differences between the tax
bases and carrying amounts of assets and liabilities that will result in taxable or deductible amounts in future years. Deferred tax assets and liabilities are measured
using enacted tax rates expected to apply to taxable income in years in which those temporary differences are expected to be recovered or settled. As changes in tax
laws or rates occur, deferred tax assets and liabilities are adjusted in the period changes are enacted through income tax expense.
The Company’s net deferred tax assets of $281 million were determined at September 30, 2017 based on the then-current enacted income tax rates prior to the
passage of the Act. As a result of the reduction in the federal corporate income tax rate from 35% to 21% under the Act, the Company revalued its net deferred tax
assets as of December 31, 2017, which resulted in a reduction in the value of net deferred tax assets of approximately $67 million that was recorded as additional
income tax expense in the Company’s Condensed Consolidated Statements of Comprehensive Income for the three months ended December 31, 2017.
Deemed repatriation
The Act implements a new territorial tax system that imposes a one-time transition tax, or deemed repatriation, on unremitted earnings of certain non-U.S.
subsidiaries that is based in part on the amount of these earnings held in cash and other specified assets. The mandatory deemed repatriation resulted in a $22
million gross liability, but allows for the realization of $18 million of previously unrecognized foreign tax credits related to taxes previously paid in relevant local
jurisdictions. The net result was $4 million of income tax expense which was recognized during the three months ended December 31, 2017.
The Company has historically intended to indefinitely reinvest undistributed earnings of its non-U.S. subsidiaries. As undistributed earnings of the Company's nonU.S. subsidiaries were subject to the one-time deemed repatriation tax, the Company began to reevaluate its intentions to indefinitely reinvest its non-U.S.
undistributed earnings. The Company now plans to repatriate up to $45 million of previously undistributed earnings of certain non-U.S. subsidiaries where the
withholding tax implications are expected to be minimal. The Company is presently not aware of any significant restrictions on the repatriation of these funds and
additional taxes and other costs that may arise between the deemed and actual distribution dates are not estimated to be material.
The Company's intent is to continue to indefinitely reinvest the remainder of its undistributed earnings of non-U.S. subsidiaries. Upon any future determination to
distribute these earnings, the Company would be subject to certain income and withholding taxes, the amount of which is not practicable to determine given the
complexities associated with such a hypothetical calculation, including dependencies on income tax laws and other circumstances in place at the time amounts are
distributed.
Tax Matters Agreement
Total liabilities related to obligations owed to Ashland under the Tax Matters Agreement were $67 million and $62 million at December 31, 2017 and September
30, 2017, respectively. At December 31, 2017 and September 30, 2017, $1 million was recorded in Accrued expenses and other liabilities , and $66 million and
$61 million was recorded in Other noncurrent liabilities in the Condensed Consolidated Balance Sheets as of December 31, 2017 and September 30, 2017,
respectively.
Under the Tax Matters Agreement, Valvoline has net indemnification obligations for a number of tax matters, including certain taxes that arise upon audit or
examination related to the periods prior to Distribution and Valvoline's utilization of legacy tax attributes contributed as part of the separation from Ashland.
During the three months ended December 31, 2017, Valvoline recognized $7 million of expense in Selling, general and administrative expenses for the estimated
increase in net amounts due. The estimated increase in net amounts due was a result of the reduction in the federal tax rate primarily related to the reduced federal
benefit of state tax deductions, which drove increases in estimated taxes payable upon audit or examination as well as the expected utilization of legacy tax
attributes, which also resulted in an income tax benefit of $3 million during the period.
14

Uncertainties in income taxes
The Company records reserves related to its uncertain tax positions when it is more likely than not that the tax position may not be sustained on examination by the
taxing authorities. As of December 31, 2017, the Condensed Consolidated Balance Sheet includes a $10 million liability for uncertain income tax positions, and
during the three months ended December 31, 2017, there were no significant changes in Valvoline's uncertain tax positions or related reserves. As tax examinations
are completed or settled, statutes of limitations expire, or other new information becomes available, the Company will adjust its liabilities for uncertain tax
positions in the respective period through payment or through the income tax provision. The Company has provided adequate reserves for its income tax
uncertainties in all open tax years based on the recognition and measurement considerations in the relevant accounting principles and any adjustments are not
expected to have a material effect on its condensed consolidated financial statements at this time; however, it is reasonably possible that there could be changes to
the Company's reserves related to its uncertain tax positions due to activities of the taxing authorities, resolution of examination issues, or reassessment of existing
uncertain tax positions.
Although the timing and nature of the resolution and/or closure of examinations cannot be predicted with certainty, management estimates that it is reasonably
possible that reserves related to uncertain tax positions may decrease by as much as $3 million from the resolution of tax examinations in U.S. jurisdictions during
the next twelve months.
NOTE 9 – EMPLOYEE BENEFIT PLANS
The total pension and other postretirement benefit income was $10 million and $25 million during the three months ended December 31, 2017 and 2016,
respectively.
Contributions to the U.S. non-qualified and non-U.S. pension plans during the three months ended December 31, 2017 were $3 million . For the remainder of fiscal
2018, Valvoline expects to contribute approximately $11 million to these plans, for a total of $14 million in fiscal 2018.
Components of net periodic benefit income
For segment reporting purposes, service cost is proportionately allocated to each reportable segment, while all other components of net periodic benefit income are
recognized below operating income within Net pension and other postretirement plan non-service income and remeasurement adjustments in the Condensed
Consolidated Statements of Comprehensive Income.
Effective January 1, 2017, Valvoline discontinued certain other postretirement health and life insurance benefits. The effect of these plan amendments resulted in a
remeasurement gain of $8 million during the three months ended December 31, 2016 as shown in the table below. The following table summarizes the components
of pension and other postretirement benefit income for the three months ended December 31:

Pension benefits
(In millions)

2017

Service cost

$

Interest cost
Expected return on plan assets
Amortization of prior service credit
Actuarial gain

2016
—

$

Net periodic benefit income
15

2017
1

$

2016
—

$

—

19

21

—

—

(26)

(36)

—

—

—

—

(3)

(3)

—
$

Other postretirement benefits

(7)

—
$

(14)

—
$

(3)

(8)
$

(11)

NOTE 10 – COMMITMENTS AND CONTINGENCIES
From time to time, Valvoline is involved in claims and legal actions that arise in the ordinary course of business. While Valvoline cannot predict with certainty the
outcome, costs recognized with respect to such actions were immaterial during the three months ended December 31, 2017. Valvoline does not have any currently
pending claims or litigation which Valvoline believes, individually or in the aggregate, will have a material adverse effect on its financial position, results of
operations, liquidity or capital resources. While Valvoline cannot predict with certainty the outcome of such matters, where appropriate, adequate reserves have
been recorded, which were not material as of December 31, 2017 and September 30, 2017 . There is a reasonable possibility that a loss exceeding amounts already
recognized may be incurred related to these matters; however, Valvoline currently believes that such potential losses will not be material.
NOTE 11 - EARNINGS PER SHARE
The following is the computation of basic and diluted EPS for the three months ended December 31, 2017 and 2016. EPS is reported under the treasury stock
method.
Three months ended
December 31
(In millions except per share data)

2017

2016

Numerator
Net (loss) income

$

(10)

$

72

Denominator
Weighted average shares used to compute basic EPS
Effect of dilutive securities (a)
Weighted average shares used to compute diluted EPS

202

205

—

—

202

205

(Loss) earnings per share
Basic

$

(0.05)

$

0.35

Diluted

$

(0.05)

$

0.35

(a) For the three months ended December 31, 2017, due to the net loss attributable to Valvoline common stockholders, potential common shares primarily related to stock-based compensation
plans of approximately 1 million were excluded from the diluted share count because their effect would have been anti-dilutive. During the three months ended December 31, 2016, there was
not a significant dilutive impact from potential common shares.
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NOTE 12 - STOCKHOLDERS’ DEFICIT
Changes in stockholders' deficit in the three months ended December 31, 2017 were as follows:
(In millions)
Balance as of September 30, 2017

$

(117)

Net loss
Repurchases of common stock

(10)
(a)

(39)

Stock-based compensation plans

2

Dividends paid, $0.0745 per common share

(15)

Purchase of remaining ownership interest in subsidiary (b)

(14)

Accumulated other comprehensive income, net of tax:
Unrealized currency translation gain

1

Amortization of pension and other postretirement prior service credits in income (c)

(2)
$

Balance as of December 31, 2017

(194)

(a)
(b)

During the three months ended December 31, 2017, the Company repurchased approximately 2 million shares of its common stock for $39 million . Upon repurchase, shares are retired.
Refer to Note 3 for details regarding the Company's purchase of the remaining ownership interest in a controlled and consolidated subsidiary during the three months ended December 31,
2017.
(c)Amortization of unrecognized prior service credits is included in net periodic benefit income within Net pension and other postretirement plan non-service income and remeasurement
adjustments in the Condensed Consolidated Statements of Comprehensive Income.

NOTE 13 – RELATED PARTY TRANSACTIONS
At December 31, 2017, Valvoline had total net obligations due to Ashland of $81 million , of which $3 million was recorded in Accrued expenses and other
liabilities and the remainder was primarily recorded and Other noncurrent liabilities in the Condensed Consolidated Balance Sheets.
At September 30, 2017 , Valvoline had total net obligations due to Ashland of $74 million , of which $2 million was recorded in Accrued expenses and other
liabilities and the remainder was primarily recorded and Other noncurrent liabilities in the Condensed Consolidated Balance Sheets.
These liabilities generally relate to net obligations due to Ashland under the Tax Matters Agreement as well as reimbursements payable to Ashland for certain other
contractual obligations, including those related to transition services and other obligations that are intended to transfer to Valvoline as part of the Distribution of
Ashland's remaining interest in Valvoline. The increase in total net obligations due to Ashland from September 30, 2017 is primarily related to the change in
obligations estimated as due under the Tax Matters Agreement related to the enactment of U.S. tax reform legislation in December 2017. Refer to Note 8 for
additional details regarding the Tax Matters Agreement and related obligations.
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NOTE 14 - REPORTABLE SEGMENT INFORMATION
Valvoline manages and reports within the following three segments:
•

Core North America - sells Valvoline and other branded products and solutions in the United States and Canada to heavy-duty customers and retailers
for consumers to perform their own automotive and engine maintenance, as well as to installer customers who use Valvoline products to service vehicles.

•

Quick Lubes - services the passenger car and light truck quick lube market through: Company-owned and franchised Valvoline Instant Oil Change
(“VIOC”) retail quick lube service stores; and its Express Care stores for independent operators to purchase Valvoline motor oil and other products and
display Valvoline branded signage.

•

International - sells Valvoline and other branded products in approximately 140 countries outside of the United States and Canada for the maintenance
of consumer and commercial vehicles and equipment.

These segments represent components of the Company for which separate financial information is available that is utilized on a regular basis by the chief operating
decision maker in assessing segment performance and in allocating the Company's resources. Sales and operating income are the primary measures evaluated in
assessing each reportable segment’s financial performance. Intersegment sales are not material, and assets are not regularly included in the assessment of segment
performance; consequently, these items are not disclosed by segment herein.
To maintain operating focus on business performance, certain corporate and non-operational items, including adjustments related to legacy businesses that no
longer are attributed to Valvoline, are excluded from the segment operating results utilized by the chief operating decision maker in evaluating segment
performance and are separately delineated within Unallocated and other to reconcile to total reported Operating income as shown in the table below.
The following table presents sales and operating income for each reportable segment:
Three months ended December 31
(In millions)

2017

2016

Sales
Core North America

$

251

Quick Lubes

154

International

140

Consolidated sales

$

237
127
125

$

545

$

489

$

43

$

51

Operating income (loss)
Core North America
Quick Lubes

35

29

International

19

20

Total operating segments

$

Unallocated and other (a)

97

$

(9)

Consolidated operating income

$

88

100
(6)

$

94

(a) Unallocated and other includes $7 million of expense in the three months ended December 31, 2017 related to adjustments associated with Ashland tax indemnities driven by tax reform
legislation, as well as separation costs of $2 million and $6 million for the three months ending December 31, 2017 and 2016, respectively.
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NOTE 15 - GUARANTOR FINANCIAL INFORMATION
The Senior Notes are general unsecured senior obligations of Valvoline Inc. and are fully and unconditionally guaranteed on a senior unsecured basis, jointly and
severally, by the combined “Guarantor Subsidiaries.” Other subsidiaries (the “Non-Guarantor Subsidiaries”) largely represent the international operations of the
Company, which do not guarantee the Senior Notes. Under the terms of the indentures, Valvoline Inc. and the Guarantor Subsidiaries each fully and
unconditionally, jointly and severally, guarantee the payment of interest, principal and premium, if any, on each of the notes included in the Senior Notes. Refer to
Note 7 for additional information.
The Guarantor Subsidiaries are subject to release in certain circumstances, including (i) the sale of all of the capital stock of the subsidiary, (ii) the designation of
the subsidiary as an “Unrestricted Subsidiary” under the indentures governing the Senior Notes; or (iii) the release of the subsidiary as a guarantor from the
Company's 2016 Senior Credit Agreement described further in Note 7.
In connection with the registered exchange offers for the Senior Notes completed in December 2017, the Company is required to comply with Rule 3-10 of SEC
Regulation S-X (“Rule 3-10”), and has therefore included the accompanying condensed consolidating financial statements in accordance with Rule 3-10(f) of SEC
Regulation S-X.
The following tables present, on a consolidating basis, the condensed statements of comprehensive income; condensed balance sheets; and condensed statements of
cash flows for the parent issuer of these Senior Notes, the Guarantor Subsidiaries on a combined basis, the Non-Guarantor Subsidiaries on a combined basis and
the eliminations necessary to arrive at the Company's consolidated results.
Condensed Consolidating Statements of Comprehensive Income
For the three months ended December 31, 2017
Valvoline Inc.
(Parent Issuer)

(In millions)
Sales

$

—

Guarantor
Subsidiaries
$

422

Non-Guarantor
Subsidiaries
$

134

Eliminations
$

(11)

Consolidated
$

545

Cost of sales

—

263

98

(11)

350

Gross profit

—

159

36

—

195

9

83

22

—

114

Selling, general and administrative expense
Separation costs

1

1

—

—

2

—

(12)

3

—

(9)

(10)

87

11

—

88

Net pension and other postretirement plan nonservice income and remeasurement adjustments

—

(10)

—

—

(10)

Net interest and other financing expense

12

1

1

—

14

(22)

96

10

—

84

Income tax expense

21

70

3

—

94

Equity in net income of subsidiaries

33

7

—

(40)

—

Equity and other (income) expenses
Operating (loss) income

(Loss) income before income taxes

Net (loss) income

$

(10)

$

33

$

7

$

(40)

$

(10)

Total comprehensive (loss) income

$

(11)

$

32

$

8

$

(40)

$

(11)
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Condensed Consolidating Statements of Comprehensive Income
For the three months ended December 31, 2016
Valvoline Inc.
(Parent Issuer)

(In millions)
Sales

$

—

Guarantor
Subsidiaries
$

377

Non-Guarantor
Subsidiaries
$

124

Eliminations
$

(12)

Consolidated
$

489

Cost of sales

—

224

92

(12)

304

Gross profit

—

153

32

—

185

Selling, general and administrative expense

2

69

24

—

95

Separation costs

—

6

—

—

6

Equity and other (income) expenses

—

(13)

3

—

(10)

Operating (loss) income

(2)

91

5

—

94

Net pension and other postretirement plan nonservice income and remeasurement adjustments

—

(26)

—

—

(26)

Net interest and other financing expense

1

—

—

10

(11)

9

116

5

—

110

Income tax (benefit) expense

(4)

38

4

—

38

Equity in net income of subsidiaries

79

1

—

(80)

(Loss) income before income taxes

—

Net income (loss)

$

72

$

79

$

1

$

(80)

$

72

Total comprehensive income (loss)

$

61

$

68

$

(7)

$

(61)

$

61
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Condensed Consolidating Balance Sheets
As of December 31, 2017
Valvoline Inc.
(Parent Issuer)

(In millions)

Guarantor
Subsidiaries

Non-Guarantor
Subsidiaries

Eliminations

Consolidated

Assets
Current assets
Cash and cash equivalents

$

—

$

18

$

97

$

—

$

115

Accounts receivable, net

—

84

435

(101)

418

Inventories, net

—

94

76

—

170

Other current assets

—

29

3

—

32

—

225

611

(101)

735

Property, plant and equipment, net

—

346

38

—

384

Goodwill and intangibles, net

—

391

2

—

393

—

33

Total current assets
Noncurrent assets

Equity method investments

—

33

—

Investment in subsidiaries

622

444

—

Deferred income taxes

127

55

14

—

Other noncurrent assets

254

78

6

(252)

86

1,003

1,347

60

(1,318)

1,092

Total noncurrent assets
Total assets

$

1,003

$

$

19

$

(1,066)

1,572

$

671

$

—

$

—

$

(1,419)

—
196

$

1,827

Liabilities and Stockholders' Deficit
Current Liabilities
Current portion of long-term debt
Trade and other payables
Accrued expenses and other liabilities
Total current liabilities

—

$

19

—

192

50

(101)

141

119

55

34

—

208

138

247

84

(101)

368

Noncurrent liabilities
Long-term debt

1,025

2

120

—

1,147

Employee benefit obligations

—

309

22

—

331

Other noncurrent liabilities

34

392

1

(252)

175

1,059

703

143

(252)

1,653

622

444

(1,066)

Total noncurrent liabilities
Commitments and contingencies
Stockholders' (deficit) equity
Total liabilities and stockholders'
deficit/equity

(194)
$

1,003

$

1,572

21

$

671

$

(1,419)

(194)
$

1,827

Condensed Consolidating Balance Sheets
As of September 30, 2017
Valvoline Inc.
(Parent Issuer)

(In millions)

Guarantor
Subsidiaries

Non-Guarantor
Subsidiaries

Eliminations

Consolidated

Assets
Current assets
Cash and cash equivalents

$

—

$

99

$

102

$

—

$

201

Accounts receivable, net

—

57

389

(61)

385

Inventories, net

—

94

81

—

175

Other current assets

—

25

4

—

29

—

275

576

(61)

790

Property, plant and equipment, net

—

353

38

—

391

Goodwill and intangibles, net

—

333

2

—

335

—

30

Total current assets
Noncurrent assets

Equity method investments

—

30

—

Investment in subsidiaries

606

447

—

Deferred income taxes

145

122

14

—

Other noncurrent assets

314

80

6

(312)

88

1,065

1,365

60

(1,365)

1,125

Total noncurrent assets
Total assets

(1,053)

$

1,065

$

1,640

$

636

$

$

—

$

—

$

75

$

(1,426)

—
281

$

1,915

$

75

Liabilities and Stockholders' Deficit
Current Liabilities
Short-term debt
Current portion of long-term debt
Trade and other payables
Accrued expenses and other liabilities
Total current liabilities

—

15

—

—

—

15

2

198

53

(61)

192

103

60

33

—

196

120

258

161

(61)

478

1,032

2

—

—

1,034

—

321

21

—

342

30

453

7

(312)

178

1,062

776

28

(312)

1,554

606

447

(1,053)

Noncurrent liabilities
Long-term debt
Employee benefit obligations
Other noncurrent liabilities
Total noncurrent liabilities
Commitments and contingencies
Stockholders' (deficit) equity
Total liabilities and stockholders' deficit/equity

(117)
$

1,065

$

1,640

22

$

636

$

(1,426)

(117)
$

1,915

Condensed Consolidating Statements of Cash Flows
For the three months ended December 31, 2017
Valvoline Inc.
(Parent Issuer)

(In millions)
Cash flow provided by (used in) operating
activities

$

(2)

Guarantor
Subsidiaries
$

52

Non-Guarantor
Subsidiaries
$

(30)

Eliminations
$

—

Consolidated
$

20

Cash flows from investing activities
Additions to property, plant and equipment

—

(13)

(1)

—

(14)

Acquisitions, net of cash required

—

(60)

Return of advance from subsidiary

60

—

—

—

(60)

—

(60)

Total cash provided by (used in) investing
activities

—

60

(73)

(1)

(60)

(74)

Proceeds from borrowings, net of issuance costs of $1
Repayments on borrowings

—

—

44

—

44

(4)

—

—

—

(4)

(37)

—

—

—

(37)

—

—

(15)

—

(15)

(15)

—

—

—

(15)

Cash flows from financing activities

Repurchase of common stock
Purchase of additional ownership in subsidiary
Cash dividends paid
Other financing activities

(2)

—

(2)

—

(4)

Other intercompany activity, net

—

(60)

—

60

—

(58)

(60)

27

60

(31)

Effect of currency exchange rate changes on cash and
cash equivalents

—

—

(1)

—

(1)

Decrease in cash and cash equivalents

—

(81)

(5)

—

(86)

Cash and cash equivalents - beginning of year

—

99

—

201

Total cash (used in) provided by financing
activities

Cash and cash equivalents - end of period

$

—

$

18

23

102
$

97

$

—

$

115

Condensed Consolidating Statements of Cash Flows
For the three months ended December 31, 2016
(In millions)
Cash flows provided by (used in) operating activities

Valvoline Inc.
(Parent Issuer)
$

89

Guarantor
Subsidiaries
$

75

Non-Guarantor
Subsidiaries
$

(76)

Eliminations
$

—

Consolidated
$

88

Cash flows from investing activities
Additions to property, plant and equipment

—

(9)

—

—

(9)

Other investing activities, net

—

(1)

—

—

(1)

Total cash used in investing activities

—

(10)

—

—

(10)

(2)

—

—

—

(2)

Proceeds from borrowings

—

—

75

—

75

Repayments on borrowings

(79)

—

—

—

(79)

Cash dividends paid

(10)

—

—

—

(10)

Cash flows from financing activities
Net transfers to Ashland

Other intercompany activity, net

2

(2)

—

—

—

Total cash (used in) provided by financing activities

(89)

(2)

75

—

(16)

Effect of currency exchange rate changes on cash and
cash equivalents

—

—

2

—

2

Increase in cash and cash equivalents

—

63

1

—

64

Cash and cash equivalents - beginning of year

—

94

78

—

172

Cash and cash equivalents - end of period

$

—

$

157

$

79

$

—

$

236

NOTE 16 – SUBSEQUENT EVENTS
Dividend declared
On January 31, 2018, the Board of Directors of Valvoline declared a quarterly cash dividend of $0.0745 per share on Valvoline common stock. The dividend is
payable on March 15, 2018 to shareholders of record on March 1, 2018.
Share repurchases
The Company repurchased over 1 million shares for an aggregate amount of $29 million in the period from January 1, 2018 through February 6, 2018. The
Company has $32 million in aggregate share repurchase authorization remaining under the $150 million share repurchase authorization approved by the Board of
Directors on April 24, 2017 (the “2017 Share Repurchase Authorization”).
In addition, on January 31, 2018, the Board of Directors of Valvoline authorized the Company to repurchase up to $300 million of its common stock through
September 30, 2020, which amount is in addition to the amount remaining under the 2017 Share Repurchase Authorization. The timing and amount of any
purchases of shares of common stock will be based on available liquidity, general business and market conditions and other factors, including alternative
investment opportunities.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
Certain statements in this Quarterly Report on Form 10-Q, other than statements of historical facts, including estimates, projections, statements related to the
Company's business plans and operating results are forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995.
Valvoline has identified some of these forward-looking statements with words such as “anticipates,” “believes,” “expects,” “estimates,” “is likely,” “predicts,”
“projects,” “forecasts,” “may,” “will,” “should” and “intends” and the negative of these words or other comparable terminology. These forward-looking statements
are based on Valvoline’s current expectations, estimates, projections and assumptions as of the date such statements are made, and are subject to risks and
uncertainties that may cause results to differ materially from those expressed or implied in the forward-looking statements. Additional information regarding these
risks and uncertainties are described in Valvoline’s filings with the Securities and Exchange Commission, including in the “Risk Factors” and Management’s
Discussion and Analysis of Financial Condition and Results of Operations” sections of Valvoline’s most recently filed periodic reports on Forms 10-K and Form
10-Q, which are available on Valvoline’s website at http://investors.valvoline.com/sec-filings or on the SEC’s website at http://www.sec.gov. Valvoline assumes
no obligation to update or revise these forward-looking statements for any reason, even if new information becomes available in the future.
ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis should be read in conjunction with the Annual Report on Form 10-K for the fiscal year ended September 30, 2017, as well
as the Condensed Consolidated Financial Statements and the accompanying Notes to Condensed Consolidated Financial Statements included in Item 1 of Part I in
this Quarterly Report on Form 10-Q.
BUSINESS OVERVIEW
Valvoline Inc. (“Valvoline” or the “Company”) is a worldwide producer, marketer and supplier of engine and automotive maintenance products and services.
Established in 1866, Valvoline’s heritage spans over 150 years, during which it has developed powerful name recognition across multiple product and service
channels. In addition to the iconic Valvoline-branded passenger car motor oils and other automotive lubricant products, Valvoline provides a wide array of
lubricants used in heavy duty equipment, as well as automotive chemicals and fluids designed to improve engine performance and lifespan. Valvoline’s premium
branded product offerings enhance its high quality reputation and provide customers with solutions that address a wide variety of needs.
In the United States and Canada, Valvoline's products and services are sold to retailers with over 30,000 retail outlets, to installer customers with over 12,000
locations, and through 1,139 Valvoline branded franchised and company-owned stores. Valvoline also has a strong international presence with products sold in
approximately 140 countries.
Valvoline has three reportable segments: Core North America, Quick Lubes, and International, with certain corporate and non-operational items included in
Unallocated and Other to reconcile to consolidated results.
BUSINESS STRATEGY
To deliver on Valvoline's key business and growth strategies in 2018, the Company is focused on:
•

growing and strengthening Valvoline’s quick lube network through organic store expansion, opportunistic, high-quality acquisitions in both core and
new markets within the Valvoline Instant Oil Change (“VIOC”) system and strong sales efforts to partner with new Express Care operators, in addition
to continued same-store sales growth and profitability within Valvoline’s existing VIOC system stores by attracting new customers and increasing
customer satisfaction, customer loyalty and average transaction size;

•

accelerating international growth across key markets where demand for premium lubricants is growing, such as China, India and select countries in
Latin America, by building strong distribution channels in under-served
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geographies, replacing less successful distributors and improving brand awareness among installer customers in those regions; and
•

leveraging innovation, both in terms of product development, packaging, marketing and the implementation of Valvoline’s new digital infrastructure,
to strengthen market share and profitability.

FIRST FISCAL QUARTER 2018 OVERVIEW
The following were the significant events for the first fiscal quarter of 2018, each of which is discussed more fully in this Quarterly Report on Form 10-Q as
referenced below:
•

•

•
•

First quarter results were driven by strong sales led by same-store sales growth in VIOC, growth in premium product mix across all reportable segments
and continued volume gains in international markets. The Company also continues to be focused on margin expansion and cost management to drive
profitability improvements. Valvoline's gross profit as a percentage of sales (i.e., gross margin) was 35.8% and declined due to increased raw material,
new packaging and supply chain costs in the current quarter.
Tax reform legislation was enacted in the first fiscal quarter of 2018 and although Valvoline expects to ultimately benefit from the legislation, expenses
were recorded during the first quarter, including pre-tax expense of $7 million and income tax expense of $68 million primarily related to the reduction in
the federal statutory tax rate. Refer to the “Tax-Related Commitments” section in this Management's Discussion and Analysis of Financial Condition and
Results of Operations below as well as Note 8 of the Notes to Condensed Consolidated Financial Statements in Item 1 of Part I in this Quarterly Report on
Form 10-Q for additional information.
Valvoline acquired 56 company-owned stores within the Quick Lubes reportable segment in connection with the acquisition of business assets from
Henley Bluewater LLC. Refer to Note 3 of the Notes to Condensed Consolidated Financial Statements in Item 1 of Part I in this Quarterly Report on
Form 10-Q for additional information.
Valvoline extended the maturity date by three years and increased the maximum funding capacity of the trade receivables securitization facility to $175
million and borrowed an additional $45 million during the quarter. Refer to Note 7 and the Financial Position, Liquidity and Capital Resources section
below for more details.

Use of Non-GAAP Measures
To aid in the understanding of Valvoline's ongoing business performance, certain items within this document are presented on an adjusted, non-GAAP basis. These
non-GAAP measures, presented on both a consolidated and reportable segment basis are not defined within U.S. GAAP and do not purport to be alternatives to net
income/loss or cash flows from operating activities as measures of operating performance or cash flows. The following are the non-GAAP measures management
has included and how management defines them:
•
•
•

Earnings before interest, taxes, depreciation and amortization (“EBITDA”), which management defines as net income/loss, plus income tax
expense/benefit, net interest and other financing expenses, and depreciation and amortization;
Adjusted EBITDA, which management defines as EBITDA adjusted for key items, as further described below, and net pension and other postretirement
plan non-service income and remeasurement adjustments; and
Free cash flow, which management defines as operating cash flows less capital expenditures and certain other adjustments as applicable.

These measures are not prepared in accordance with U.S. GAAP and contain management’s best estimates of cost allocations and shared resource costs.
Management believes the use of non-GAAP measures on a consolidated and reportable segment basis assists investors in understanding the ongoing operating
performance of Valvoline’s business by presenting comparable financial results between periods. The non-GAAP information provided is used by Valvoline’s
management and may not be comparable to similar measures disclosed by other companies, because of differing methods used by other companies in calculating
EBITDA, Adjusted EBITDA and free cash flow. EBITDA, Adjusted EBITDA, and free cash flow provide a supplemental presentation of Valvoline’s operating
performance. For a reconciliation of non-GAAP measures, refer to the “Results of Operations” and “Financial Position, Liquidity and Capital Resources” sections
below.
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Due to depreciable assets associated with the nature of the Company's operations and interest costs associated with Valvoline's capital structure, management
believes EBITDA is an important supplemental measure to evaluate the Company's consolidated and reportable segment operating results between periods on a
comparable basis.
Management believes Adjusted EBITDA provides investors with a meaningful supplemental presentation of Valvoline’s operating performance. Adjusted
EBITDA excludes the impact of the following:
•

Key items - Key items consist of income or expenses associated with certain unusual, infrequent or non-operational income or expenses not directly
attributable to the underlying business, which management believes impacts the comparability of operational results between periods. Key items may
consist of adjustments related to: the impairment of an equity investment; legacy businesses, including the separation from Ashland and associated
impacts of related indemnities; significant acquisitions or dispositions, restructuring-related matters, and other matters that are non-operational or unusual
in nature. Key items are considered by management to be outside the comparable operational performance of the business and are also often related to
legacy matters or market-driven events that are not directly related to the underlying business and do not have an immediate, corresponding impact on the
Company's ongoing performance. Details with respect to the composition of key items recognized during the respective periods presented herein are set
forth below in the “EBITDA and Adjusted EBITDA” section of “Results of Operations” that follows.

•

Net pension and other postretirement plan non-service income and remeasurement adjustments - Net pension and other postretirement plan non-service
income and remeasurement adjustments include several elements impacted by changes in plan assets and obligations that are primarily driven by changes
in the debt and equity markets, as well as those that are predominantly legacy in nature and related to prior service to the Company from employees (e.g.,
retirees, former employees, current employees with frozen benefits). These elements include (i) interest cost, (ii) expected return on plan assets, (iii)
actuarial gains/losses, and (iv) amortization of prior service cost. Significant factors that can contribute to changes in these elements include changes in
discount rates used to remeasure pension and other postretirement obligations on an annual basis or upon a qualifying remeasurement, differences
between actual and expected returns on plan assets, and other changes in actuarial assumptions, such as the life expectancy of plan participants.
Accordingly, management considers that these elements are more reflective of changes in current conditions in global financial markets (in particular,
interest rates) and are outside the operational performance of the business and are also primarily legacy amounts that are not directly related to the
underlying business and do not have an immediate, corresponding impact on the compensation and benefits provided to eligible employees for current
service. Adjusted EBITDA will continue to include pension and other postretirement service costs related to current employee service as well as the costs
of other benefits provided to employees for current service.

Management uses free cash flow as an additional non-GAAP metric of cash flow generation. By including capital expenditures and certain other adjustments as
applicable, management is able to provide a better indication of the ongoing cash being generated that is ultimately available for both debt and equity holders as
well as other investment opportunities. Unlike cash flow from operating activities, free cash flow includes the impact of capital expenditures, providing a more
complete picture of cash generation. Free cash flow has certain limitations, including that it does not reflect adjustments for certain non-discretionary cash flows,
such as mandatory debt repayments . The amount of mandatory versus discretionary expenditures can vary significantly between periods.
Valvoline’s results of operations are presented based on Valvoline’s management structure and internal accounting practices. The structure and practices are
specific to Valvoline; therefore, Valvoline’s financial results, EBITDA, Adjusted EBITDA and free cash flow are not necessarily comparable with similar
information for other comparable companies. EBITDA, Adjusted EBITDA and free cash flow each have limitations as analytical tools and should not be
considered in isolation from, or as an alternative to, or more meaningful than, net income and cash flows from operating activities as determined in accordance
with U.S. GAAP. Because of these limitations, you should rely primarily on net income and cash flows from operating activities as determined in accordance with
U.S. GAAP and use EBITDA, Adjusted EBITDA, and free cash flow only as supplements. In evaluating EBITDA, Adjusted EBITDA, and free cash flow, you
should be aware that in the future Valvoline may incur expenses/income similar to those for which adjustments are made in calculating EBITDA, Adjusted
EBITDA, and free cash flow. Valvoline’s presentation of EBITDA, Adjusted EBITDA, and free cash flow should not be construed as a basis to infer that
Valvoline’s future results will be unaffected by unusual or nonrecurring items.
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RESULTS OF OPERATIONS
Consolidated Review
The following table summarizes the results of the Company's operations for the three months ended December 31, 2017 and 2016:
Three months ended
December 31
2017
(In millions)

2016
% of Sales

% of Sales

Sales

$

545

100.0%

$

489

100.0%

Gross profit

$

195

35.8%

$

185

37.8%

Net operating expenses

$

107

19.6%

$

91

18.6%

Operating income

$

88

16.1%

$

94

19.2%

Net (loss) income

$

(10)

(1.8)%

$

72

14.7%

Sales
Sales for the three months ended December 31, 2017 increased $56 million, or 11%, compared to the three months ended December 31, 2016. The following table
provides a reconciliation of the change in sales:
Year over year change Quarter

(In millions)
Pricing

$

Volume

20
10

Product mix

6

Currency exchange

7

Acquisitions

13
$

Change in sales

56

The primary drivers of this increase were higher product pricing and higher volume levels, which increased sales by $20 million, or 4%, and $10 million, or 2%,
respectively. During the current quarter, lubricant gallons sold increased 2% to 43.8 million. Favorable changes in product mix with increases in the percentage of
sales of premium lubricants across all reportable segments and favorable foreign currency exchange increased sales by $6 million and $7 million, respectively.
Acquisitions within the Quick Lubes reportable segment increased sales by $13 million, or 3%, in the current quarter.
The changes to reportable segment sales and the drivers thereof are discussed in further detail in “Reportable Segment Review” below.
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Gross profit
Gross profit margin was 35.8% for the three months ended December 31, 2017 compared to 37.8% in the prior year quarter. Gross profit increased $10 million and
the table below provides a reconciliation of the change:
Year over year change Quarter

(In millions)
Volume and product mix

$

7

Acquisitions

3

Currency exchange

2

Price and cost

(2)
$

Change in gross profit

10

The increase in gross profit was primarily driven by higher volume levels and favorable changes in product mix of $7 million, or 4%. Additional profits generated
by acquisitions of Quick Lubes locations and favorable foreign currency exchange increased gross profit by $3 million and $2 million, respectively. Lower product
margins of $2 million were attributed to higher product costs primarily driven by new product packaging as well as increased raw material costs associated with the
hurricanes in the late summer of 2017.
The changes to reportable segment gross profit and the drivers thereof are discussed in further detail in “Reportable Segment Review” below.
Net operating expenses
Net operating expenses were $107 million or 19.6% of sales for the three months ended December 31, 2017 compared to $91 million or 18.6% for the three months
ended December 31, 2016. The table below provides further details of the components of net operating expenses during each period:
Three months ended
December 31
2017
(In millions)

2016

% of Sales

Selling, general and administrative expenses

$

Separation costs
Equity and other income
Net operating expenses

$

% of Sales

114

20.9 %

2

0.4 %

6

1.2 %

(9)

(1.7)%

(10)

(2.0)%

91

18.6 %

107

19.6 %

$

$

95

19.4 %

Selling, general and administrative expenses were $114 million, or 20.9% of sales, in the three months ended December 31, 2017 as compared to $95 million, or
19.4% of sales, in the three months ended December 31, 2016. Adjustments in the estimates of the amounts payable to Ashland related to indemnities under the
Tax Matters Agreement as a result of tax reform legislation increased selling, general and administrative expense by $7 million in the current quarter. Acquisitions,
depreciation and foreign currency exchange also contributed $4 million to the year-over-year increase in selling, general and administrative expenses. The
remaining increase was primarily the result of planned increased spend related to the Company's investments in its teams and shared infrastructure expenses
necessary to operate independently subsequent to the separation from Ashland, which phased in during fiscal 2017, including investments in sales and marketing to
drive growth and profitability.
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The Company incurred $2 million of costs during the current period related to the separation from Ashland. The decline from the prior year quarter is due to the
substantial completion of separation-related activities as Ashland distributed all of its remaining interest in Valvoline in May 2017, marking the completion of
Valvoline's separation from Ashland.
Equity and other income decreased $1 million during the current year period compared to the prior year period driven by a decrease of $2 million in income
generated by research and development testing, partially offset by an increase of $1 million in equity income.
Net pension and other postretirement plan non-service income and remeasurement adjustments
Net pension and other postretirement plan non-service income and remeasurement adjustments decreased by $16 million from the prior year period due to a
decrease of $8 million in pension and other postretirement plan non-service income primarily attributed to the pension de-risking actions taken by the Company in
late fiscal 2017 to shift the U.S. qualified plan's target asset allocation toward more fixed income securities and better match the asset duration to that of the
pension plan obligations, which resulted in a decrease in related recurring income. In addition, during the prior year quarter, a gain on other postretirement plan
remeasurement of $8 million was recorded due to the discontinuation of certain postretirement health and life insurance benefits, compared to none during the
current year period as there were no changes requiring remeasurement.
Net interest and other financing expense
Net interest and other financing expense increased by $4 million during the three months ended December 31, 2017 compared to the three months ended December
31, 2016. There was an increase in interest associated with higher outstanding debt at December 31, 2017 compared to December 31, 2016 primarily related to the
borrowing to fund the U.S. qualified pension plan in the aggregate principal amount of $400 million during the fourth fiscal quarter of 2017 and $45 million in new
borrowings on the trade receivables securitization facility entered into during the three months ended December 31, 2017.
Income tax expense
Income tax expense for the three months ended December 31, 2017 was $94 million or an effective tax rate of 111.9% compared to an expense of $38 million or an
effective tax rate of 34.5% for the three months ended December 31, 2016. The increase in income tax expense and the effective tax rate in the current year was
primarily attributed to the enactment of U.S. tax reform legislation during the period, which resulted in a net increase in income tax expense of approximately $68
million that more than offset benefits related to the reduction in the estimated annual effective tax rate for fiscal 2018. Specifically, the Company recorded
provisional one-time adjustments to income tax expense of $67 million related to the remeasurement of net deferred tax assets due to the income tax rate reduction
and $4 million for the deemed repatriation tax on unremitted non-U.S. earnings and profits, net of benefits related to the rate reduction, including $3 million as a
result of adjustments to the estimates of the net amounts payable related to indemnities under the Tax Matters Agreement, as well as a reduction in the estimated
annual blended effective tax rate for fiscal 2018 . Refer to the “Tax-Related Commitments” section in this Management's Discussion and Analysis of Financial
Condition and Results of Operations below for additional details regarding tax reform legislation and its estimated impacts to Valvoline.
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EBITDA and Adjusted EBITDA
The following table reconciles EBITDA and Adjusted EBITDA to net income for the interim periods presented:

Three months ended December 31
(In millions)

2017

Net (loss) income

$

2016
(10)

$

72

Income tax expense

94

38

Net interest and other financing expense

14

10

Depreciation and amortization

11

9

109

129

2

6

EBITDA
Separation costs
Adjustment associated with Ashland tax indemnity
Non-service pension and other postretirement plan net periodic income (a)
Gain on pension and other postretirement plan remeasurements
$

Adjusted EBITDA

7

—

(10)

(18)

—

(8)

108

$

109

(a) Recurring non-service pension and other postretirement net periodic income, which consists of interest cost, expected return on plan assets and amortization of prior service credit. Refer to
Note 9 in Item 1 of Part I in this Quarterly Report on Form 10-Q for further details.

The decrease in Adjusted EBITDA of $1 million was primarily due to the performance of the Company's operating segments, notably higher planned investments
in selling, general and administrative expenses and higher raw material costs related to new product packaging and the hurricanes partially offset by higher volume
levels and favorable changes in product mix.
The changes to reportable segment EBITDA and Adjusted EBITDA and the drivers thereof are discussed in further detail in “Reportable Segment Review” below.
Reportable Segment Review
Valvoline’s business is managed within the following three reportable segments:
•

Core North America - sells Valvoline and other branded products and solutions in the United States and Canada to heavy-duty customers and retailers
for consumers to perform their own automotive and engine maintenance, as well as to installer customers who use Valvoline products to service vehicles.

•

Quick Lubes - services the passenger car and light truck quick lube market through: Company-owned and franchised VIOC retail quick lube service
stores; and its Express Care stores for independent operators to purchase Valvoline motor oil and other products and display Valvoline branded signage.

•

International - sells Valvoline and other branded products in approximately 140 countries outside of the United States and Canada for the maintenance
of consumer and commercial vehicles and equipment.

Results of Valvoline’s reportable segments are presented based on how operations are managed internally, including how the results are reviewed by the chief
operating decision maker. The structure and practices are specific to Valvoline; therefore, the financial results of its reportable segments are not necessarily
comparable with similar information for other comparable companies. Valvoline's reportable segments are measured for profitability based on operating income;
therefore, Valvoline does not generally allocate items to each reportable segment below operating income, such as non-service pension and other postretirement
income and remeasurement adjustments, interest expense or income tax expense. Valvoline allocates all items above operating income to its reportable segments
except for certain significant corporate and non-operational matters, including, but not limited to, company-wide restructuring activities and costs or adjustments
that relate to former businesses
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that Valvoline no longer operates. The service cost component of pension and other postretirement benefit plans is allocated to each reportable segment on a
ratable basis, while the remaining non-service and remeasurement components of pension and other postretirement benefits costs are recorded below operating
income and attributed to Unallocated and other.
The EBITDA and Adjusted EBITDA amounts presented within this section are provided as a means to enhance the understanding of financial measurements that
Valvoline has internally determined to be relevant measures of comparison for each reportable segment. Each of these non-GAAP measures is defined as follows:
EBITDA (operating income plus depreciation and amortization) and Adjusted EBITDA (EBITDA adjusted for key items, which may include adjustments for
significant acquisitions or divestitures, as applicable). As Valvoline does not allocate items to each reportable segment below operating income, reportable segment
EBITDA and Adjusted EBITDA are reconciled directly to operating income since it is the most directly comparable Condensed Consolidated Statements of
Comprehensive Income caption.
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The following table presents sales, operating income and statistical operating information by reportable segment for the three months ended December 31, 2017
and 2016:

Three months ended December 31
(In millions)

2017

2016

Sales
Core North America

$

251

$

237

Quick Lubes

154

127

International

140

125

$

545

$

489

$

43

$

51

Operating income (loss)
Core North America
Quick Lubes

35

International

19

20

97

100

Total operating segments
Unallocated and other

29

(9)

(6)

$

88

$

94

$

4

$

3

Depreciation and amortization
Core North America
Quick Lubes

6

International

5

1
$

11

1
$

9

Operating information
Core North America
Lubricant sales gallons

23.8

24.1

Premium lubricants (percent of U.S. branded volumes)

47.8%

43.8%

Gross profit as a percent of sales (a)

37.7%

40.9%

5.7

5.3

Premium lubricants (percent of U.S. branded volumes)

61.5%

58.6%

Gross profit as a percent of sales (a)

40.4%

40.1%

Lubricant sales gallons (b)

14.3

13.7

Lubricant sales gallons, including unconsolidated joint ventures

25.1

23.0

Premium lubricants (percent of lubricant volumes)

27.7%

27.4%

28.2%

30.7%

Quick Lubes
Lubricant sales gallons

International

Gross profit as a percent of sales

(a)

(a) Gross profit as a percent of sales is defined as sales, less cost of sales, divided by sales.
(b) Excludes volumes from unconsolidated joint ventures.
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Core North America
Core North America sales increased $14 million , or 6% , to $251 million during the current quarter compared to the prior year quarter. This increase was primarily
driven by higher product pricing and favorable changes in product mix of $13 million, or 5%, and $4 million, or 2%, respectively. These increases were partially
offset by volume declines of approximately $4 million.
Gross profit decreased $2 million compared to the prior year quarter. Higher raw material costs decreased gross profit by $3 million and overall decreases in
volume related to the timing of promotions drove declines in non-branded product sales which decreased gross profit by $2 million. These decreases were partially
offset by gains in premium product mix which increased gross profit by $3 million. Gross profit margin decreased 3.2 percentage points to 37.7% for the quarter
ended December 31, 2017 driven largely by incremental costs associated with the launch of new packaging and higher raw material costs attributed to the
hurricanes in late 2017.
Selling, general and administrative expenses, which include corporate expense allocations of costs, increased $3 million, or 6%, during the current quarter
compared to the prior year quarter due to planned increases related to the Company's investments in its teams and shared infrastructure expenses.
Operating income totaled $43 million in the current quarter compared to $51 million in the prior year quarter. EBITDA decreased $7 million to $47 million in the
current quarter. EBITDA margin decreased 4.1 percentage points to 18.7%.
Core North America - EBITDA and Adjusted EBITDA reconciliation
The following EBITDA presentation is provided as a means to enhance the understanding of financial measurements that the Company has internally determined
to be relevant measures of comparison for the results of Core North America. There were no unusual or key items that affected comparability for Adjusted
EBITDA during the three months ended December 31, 2017 and 2016.

Three months ended December 31
(In millions)

2017

Operating income

$

Depreciation and amortization

2016
43

$

4

EBITDA

$

47

51
3

$

54

Quick Lubes
Quick Lubes sales increased $27 million , or 21% , to $154 million during the current quarter compared to the prior year quarter. Volume increased sales by $8
million as lubricant sales gallons increased to 5.7 million gallons during the quarter. Increased pricing and favorable changes in product mix increased sales $5
million and $1 million, respectively. Acquisitions increased sales by $13 million.
Gross profit increased $11 million during the current quarter compared to the prior year quarter. Increases in volumes and higher premium product mix combined
to increase gross profit by approximately $4 million. Favorable pricing increased gross profit by $4 million, while acquisitions increased gross profit by $3 million.
Gross profit margin during the current quarter increased 0.3 percentage points to 40.4% as a percentage of sales for the quarter, driven primarily by favorable
margins due to increased ticket as a result of pricing improvements coupled with effective store execution, including increased transactions.
34

Selling, general and administrative expenses, which include corporate expense allocations of costs, increased $6 million, or 27%, during the current quarter
compared to the prior year quarter. The increase was primarily a result of planned increases related to the Company's investments in its teams and shared
infrastructure expenses of $3 million, an increase of $1 million in operating costs as a result of acquisitions and an increase of $1 million in advertising costs.
Operating income totaled $35 million in the current quarter as compared to $29 million in the prior year quarter. EBITDA increased $7 million to $41 million in
the current quarter. EBITDA margin decreased 0.2 percentage points to 26.6% in the current quarter.
Quick Lubes - Additional growth and sales information
Quick Lubes sales are influenced by the number of company-owned stores and the business performance of those stores. Through Quick Lubes, Valvoline sells
products to and receives royalty fees from VIOC franchisees. As a result, Quick Lubes sales are influenced by the number of units owned by franchisees and the
business performance of franchisees. The following tables provide supplemental information regarding company-owned stores and franchisees that Valvoline
believes is relevant to an understanding of the Quick Lubes business.
Company-owned

Beginning of period
Opened

First
Quarter
2018

Fourth
Quarter
2017

Third
Quarter
2017

Second
Quarter
2017

First
Quarter
2017

384

383

374

347

342

2

2

1

—

—

Acquired

—

1

—

28

—

Conversions between company-owned and franchise

56

—

9

—

5

Closed

—

(2)

(1)

(1)

—

End of period

442

384

383

374

347

Franchise

Beginning of period

First
Quarter
2018

Fourth
Quarter
2017

Third
Quarter
2017

Second
Quarter
2017

First
Quarter
2017

743

730

734

729

726

Opened

11

15

6

7

10

Acquired

—

—

—

—

—

(56)

—

(9)

—

(5)

(1)

(2)

(1)

(2)

(2)

Conversions between company-owned and franchise
Closed
End of period
Total VIOC Stores

697

743

730

734

729

1,139

1,127

1,113

1,108

1,076

The year over year change from December 31, 2017 to December 31, 2016 is primarily driven by opening new company-owned stores and franchise locations,
including the acquisition of Time-It Lube in the second quarter of 2017, which added 28 company-owned locations. In addition, the acquisition of 56 Henley
Bluewater stores converted from franchises in the first quarter of 2018.
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Three months ended December 31
2017

2016

Same-Store Sales Growth** - Company-owned

8.2%

9.5%

Same-Store Sales Growth** - Franchisee*

7.7%

8.9%

Same-Store Sales Growth** - Combined*

7.9%

9.0%

* Valvoline’s franchisees are distinct legal entities and Valvoline does not consolidate the results of operations of its franchisees.
** Valvoline has historically determined same-store sales growth on a fiscal year basis, with new stores excluded from the metric until the completion of their first full fiscal year in operation.

Quick Lubes - EBITDA and Adjusted EBITDA reconciliation
The following EBITDA presentation is provided as a means to enhance the understanding of financial measurements that the Company has internally determined
to be relevant measures of comparison for the results of Quick Lubes. There were no unusual or key items that affected comparability for Adjusted EBITDA during
the three months ended December 31, 2017 and 2016.
Three months ended December 31
(In millions)

2017

Operating income

$

Depreciation and amortization

2016
35

$

6

EBITDA

$

41

29
5

$

34

International
International sales increased $15 million , or 12% , to $140 million during the current quarter compared to the prior year quarter. Higher volume levels and changes
in product mix combined to increase sales by $6 million, or 5%. Favorable foreign currency exchange increased sales by $6 million and favorable product pricing
increased sales $3 million.
Gross profit increased $1 million, or 3%, during the current quarter compared to the prior year quarter. Increases in volumes and favorable changes in product mix
combined to increase gross profits by $2 million. Favorable foreign currency exchange increased gross profit by $1 million, while higher product and supply chain
costs resulted in a $2 million decrease in gross profit. Gross profit margin decreased by 2.5 percentage points to 28.2% compared to the prior year quarter largely
driven by higher raw material and supply chain costs in some markets and the lower contribution from higher-margin geographies.
Selling, general and administrative expenses, which include corporate expense allocations of costs, increased $3 million, or 12%, during the current quarter
compared to the prior year quarter. The increase was primarily related to $2 million of planned increases related to the Company's investments in its teams and
shared infrastructure expenses, and a $1 million increase in employee costs. Equity and other income increased $1 million compared to the prior year quarter
primarily as a result of increased equity and royalty income from the Company's investments in joint ventures, which had increased volumes during the quarter.
Operating income totaled $19 million in the current quarter as compared to $20 million in the prior year quarter. EBITDA decreased $1 million to $20 million in
the current quarter. EBITDA margin decreased 2.5 percentage points to 14.3% in the current quarter.
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International - EBITDA and Adjusted EBITDA reconciliation
The following EBITDA presentation is provided as a means to enhance the understanding of financial measurements that Valvoline has internally determined to be
relevant measures of comparison for the results of International. There were no unusual or key items that affected comparability for Adjusted EBITDA during the
three months ended December 31, 2017 and 2016.
Three months ended December 31
(In millions)

2017

Operating income

$

2016
19

Depreciation and amortization

$

20

1

EBITDA

$

1

20

$

21

Unallocated and Other
Unallocated and other operating income/loss generally includes items such as certain other corporate and non-operational matters, such as company-wide
restructuring activities and legacy costs, including those associated with the separation from Ashland. The following table summarizes the components of
Unallocated and other operating income/loss for the three months ended December 31, 2017 and 2016:
Three months ended December 31
(In millions)

2017

Separation costs

$

Adjustments associated with Ashland tax indemnity

2016
(2)

$

(7)
$

Operating loss

(9)

(6)
—

$

(6)

Unallocated and other had operating loss of $9 million and loss of $6 million during the three months ended December 31, 2017 and 2016, respectively. The
increased operating loss is primarily the result of increased expense related to adjustments recorded for indemnities associated with the Tax Matters Agreement
primarily as a result of tax reform legislation, partially offset by decreased separation costs from the prior year as the separation from Ashland was completed in
May 2017.
FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES
Overview
The Company closely manages its liquidity and capital resources. Valvoline's liquidity requirements depend on key variables, including the level of investment
needed to support business strategies, the performance of the business, capital expenditures, borrowing arrangements, and working capital management. Capital
expenditures, acquisitions, share repurchases, and dividend payments are components of the Company's cash flow and capital management strategy, which to a
large extent, can be adjusted in response to economic and other changes in the business environment. The Company has a disciplined approach to capital
allocation, which focuses on investing in key priorities that support Valvoline's business and growth strategies, while funding ongoing operations.
As of December 31, 2017, the Company had $115 million in Cash and cash equivalents , of which approximately $96 million was held by Valvoline's non-U.S.
subsidiaries. The Company utilizes a variety of strategies to deploy available cash in locations where it is needed, and the Company has historically intended to
indefinitely reinvest undistributed earnings of
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its non-U.S. subsidiaries. As a result of the enactment of tax reform legislation in December 2017, undistributed earnings of the Company's non-U.S. subsidiaries
were subject to the one-time deemed repatriation tax, which provides certain expected opportunities to repatriate with lower tax consequences. Consequently, the
Company began to reevaluate its intentions to indefinitely reinvest its non-U.S. undistributed earnings. The Company now plans to repatriate up to approximately
$45 million of previously undistributed earnings of certain non-U.S. subsidiaries where the withholding tax implications are expected to be minimal. The Company
is presently not aware of any significant restrictions on the repatriation of these funds and additional taxes and other costs that may arise between the deemed and
actual distribution dates are not estimated to be material.
The Company's intent is to continue to indefinitely reinvest the remainder of its undistributed earnings of non-U.S. subsidiaries. Upon any future determination to
distribute these earnings, the Company would be subject to certain income and withholding taxes, the amount of which is not practicable to determine given the
complexities associated with such a hypothetical calculation, including dependencies on income tax laws and other circumstances in place at the time amounts are
distributed.
Cash Flow
Valvoline’s cash flows as reflected in the Condensed Consolidated Cash Flows are summarized as follows for the three months ended December 31, 2017 and
2016:

Three months ended December 31
(In millions)

2017

2016

Cash provided by (used in):
Operating activities

$

20

$

88

Investing activities

(74)

(10)

Financing activities

(31)

(16)

Effect of currency exchange rate changes on cash and cash equivalents

(1)
$

(Decrease) increase in cash and cash equivalents

(86)

2
$

64

Operating activities
The decrease in cash flows provided by operating activities for the three months ended December 31, 2017 compared to the prior year period was primarily related
to the timing of cash settlements of both asset and liability working capital accounts, including those related to Valvoline's separation from Ashland that drove
higher operating cash flows in the prior year period . Specifically, in the three months ended December 31, 2016, Valvoline received $23 million from Ashland in
customer payments on certain Valvoline receivables that were collected by Ashland and remitted to Valvoline during the period. In addition, Valvoline's accrued
liabilities increased by approximately $40 million during the three months ended December 31, 2016 related primarily to transition services, tax sharing and other
miscellaneous billings from Ashland. Also, as described further in Note 4 of the Notes to Condensed Consolidated Financial Statements included in Item 1 of Part I
of this Quarterly Report on Form 10-Q, during the three months ended December 31, 2016, the Company sold $11 million of accounts receivables to a financial
institution and did not sell accounts receivable during the three months ended December 31, 2017.
Investing activities
The increase in cash flows used in investing activities for the three months ended December 31, 2017 compared to the prior year period was primarily related to the
acquisition of 56 franchise service centers from Henley Bluewater LLC for $60 million, combined with a moderate increase in capital expenditures due to planned
investments. Valvoline is currently forecasting approximately $80 million to $90 million of capital expenditures for full year fiscal 2018, funded primarily from
operating cash flows.
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Financing activities
The increase in cash flows used in financing activities for the three months ended December 31, 2017 compared to the prior year period was related to transactions
that occurred in the current year, including payments related to the repurchase of common stock of $37 million, the purchase of the remaining ownership interest in
a consolidated subsidiary for $15 million, lower borrowings in the period related to the trade receivables securitization facility, and the increase in dividends that
resulted in an incremental $5 million payment. These increases in cash usage were partially offset by reduced repayments of borrowings in the current year period.
Free cash flow and other liquidity information
The following table sets forth free cash flow for the disclosed periods and reconciles cash flows provided by operating activities to free cash flow. As previously
noted, free cash flow has certain limitations, including that it does not reflect adjustments for certain non-discretionary cash flows, such as mandatory debt
repayments, and includes pension and other postretirement plan remeasurement gains/losses. Refer to the “Use of Non-GAAP Measures” section previously
included in this Item 2 for additional information.
Three months ended December 31
(In millions)

2017

Cash flows provided by operating activities

2016

$

20

Additions to property, plant and equipment

$

88

(14)

Free cash flow

$

6

(9)
$

79

Free cash flow was lower for the three months ended December 31, 2017 as compared to the prior year period driven by lower cash flows from operating activities
as described above, coupled with higher capital expenditures due to planned investments.
As of December 31, 2017, working capital (current assets minus current liabilities, excluding long-term debt due within one year) amounted to $386 million,
compared to $327 million at September 30, 2017. Liquid assets, (cash, cash equivalents, and accounts receivable) was 145% of current liabilities as of December
31, 2017 and 123% at September 30, 2017.
Debt
The following summary reflects Valvoline’s debt as of:

(In millions)
Short-term debt

$

Long-term debt (including current portion and debt issuance cost discounts) (a)

December 31

September 30

2017

2017
—

$

1,166
$

Total debt

1,166

75
1,049

$

1,124

(a)Amount includes $2 million of debt acquired through acquisitions and is net of $12 million and $13 million of debt issuance cost discounts as of December 31 and September 30, 2017,
respectively, which are direct reductions from the carrying amount of debt.

As of December 31, 2017, the senior secured credit facility consisted of a term loan facility with an aggregate principal outstanding balance of $281 million and a
$450 million revolving credit facility with no outstanding balance. The revolving credit facility also allows a portion of the availability to be used for outstanding
letters of credit, and as of December 31, 2017, there were $11 million in letters of credit outstanding. As of September 30, 2017, the outstanding principal balance
of the term loan facility was $285 million and there was no outstanding balance on the revolving facility.
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As of December 31 and September 30, 2017, the Company had outstanding $400 million in aggregate principal balance of 4.375% senior unsecured notes due in
2025 and $375 million in aggregate principal balance of 5.500% senior unsecured notes due in 2024. In December 2017, the Company completed registered
exchange offers for the senior notes.
During the first fiscal quarter of 2018, the Company amended the trade receivables securitization facility to extend the maturity date to November 19, 2020 and
increase the maximum funding under the facility to $175 million. Valvoline borrowed an additional $45 million under this facility during the three months ended
December 31, 2017 and used the proceeds to supplement the daily cash needs of the Company's operations. As of December 31, 2017, $120 million remains
outstanding under this facility. As of September 30, 2017, the Company had $75 million outstanding under this facility.
Debt covenant restrictions
Valvoline’s debt contains usual and customary representations and warranties, and usual and customary affirmative and negative covenants, including limitations
on liens, additional indebtedness, investments, restricted payments, asset sales, mergers, affiliate transactions and other customary limitations, as well as financial
covenants (including maintenance of a maximum consolidated leverage ratio and a minimum consolidated interest coverage ratio). As of the end of any fiscal
quarter, the maximum consolidated net leverage ratio and minimum consolidated interest coverage ratio permitted under the 2016 Senior Credit Agreement are 4.5
and 3.0, respectively. As of December 31, 2017, Valvoline was in compliance with all covenants of its debt obligations.
Pension and Other Postretirement Plan Obligations
During fiscal 2018, the Company expects to make contributions of approximately $14 million to its pension plans related to its U.S. non-qualified and non-U.S.
pension plans, of which contributions of $3 million were made during the three months ended December 31, 2017. Refer to Note 9 of the Notes to Condensed
Consolidated Financial Statements for additional information.
Tax-related Commitments
On December 22, 2017, the President of the United States signed into law tax reform legislation (the “Act”), which is generally effective January 1, 2018. The Act
includes a number of provisions, including lowering the U.S. corporate federal income tax rate from a maximum of 35% to 21% and changing or limiting certain
tax deductions. While the Company expects the Act will ultimately benefit Valvoline, it also includes provisions that are expected to offset some of the benefit of
the rate reduction, including the repeal of the deduction for domestic production activities and the expansion of the limitation on the deduction of certain executive
compensation. In addition, the Act alters the landscape of taxation of non-U.S. operations and provides immediate deductions for certain new investments, among
other provisions.
During the three months ended December 31, 2017, enactment of the Act resulted in pre-tax expense of $7 million and income tax expense of $68 million due to
the following:
•
•
•

The remeasurement of net deferred tax assets at the lower enacted corporate tax rate resulted in a net $67 million increase in income tax expense;
The deemed repatriation tax on unremitted non-U.S. earnings and profits resulted in a $4 million increase in income tax expense; and
The remeasurement of net indemnity liabilities associated with the Tax Matters Agreement increased pre-tax expense by $7 million and generated a $3
million tax benefit related to the higher expected utilization of tax attributes payable to Ashland.

Based on the Company's provisional estimates of the impacts of the Act, management expects there will be a net favorable impact on Valvoline and its U.S.
operations primarily due to the reduction in the federal statutory income tax rate. Set forth below is a discussion of certain provisions of the Act and the Company's
preliminary assessment of the impact of such provisions on Valvoline's consolidated financial statements:
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•

Given the effective date of the rate reduction in the Act, the Company's statutory federal corporate tax rate for fiscal 2018 will be a blended rate of 24.5%,
with the federal statutory rate of 21% beginning in fiscal 2019. Inclusive of the reduction of the annual estimated effective tax rate and combined with
income tax expense recorded in the three months ended December 31, 2017 related to the enactment of the Act, the Company currently anticipates an
estimated consolidated effective tax rate between 44% and 45% for fiscal 2018. The reduced federal tax rate is expected to result in overall lower income
tax expense in fiscal 2019, and the Company currently expects that its consolidated effective tax rate for fiscal 2019 will be between 25% and 26%. Such
estimates are based on management’s current assumptions with respect to, among other things, the Company’s earnings, state income tax levels and tax
deductions.

•

The Act implements a new territorial tax system and imposes a one-time U.S. tax on the deemed repatriation of certain accumulated non-U.S. earnings
and profits. The Company currently expects to settle the related gross liability of approximately $22 million through utilization of foreign tax credits of
$18 million, resulting in a net impact of $4 million which was recorded as income tax expense in the three months ended December 31, 2017. As a result
of certain opportunities to repatriate with estimated lower tax consequences, the Company now intends to repatriate up to approximately $45 million of
previously undistributed non-U.S. earnings in the foreseeable future.

•

The Act expands the limitation on the deduction of certain executive compensation. This expansion is subject to transition rules that provide grandfather
relief. The Company has currently estimated that these deduction limitations will primarily be effective in future periods.

•

The Act repeals the deduction for domestic manufacturing production activities. With Valvoline’s domestic manufacturing footprint, the repeal will have
an unfavorable impact beginning in fiscal 2019.

•

The Act includes a new incentive for U.S. companies to produce goods and services domestically and sell them abroad, which the Company expects will
have a favorable impact on Valvoline beginning in fiscal 2019.

•

The Act provides for an election of 100 percent tax depreciation on certain property expenditures through 2022. The depreciation percentage will be
phased down beginning in 2023 through 2026, when the prior depreciation rules will return. The Company expects to benefit from this provision related
to the timing of deductions for investments.

•

Given the Company's present financial profile, management expects to fully deduct interest expense under the present and future limitation rules under the
Act.

•

The Company generally expects taxable state income will increase as a result of deduction limitations associated with the Act. However, the impact is not
currently reasonably estimable as most U.S. state tax jurisdictions have not responded to the specific effects of the Act.

As summarized above, based on the Company's provisional estimates of the impacts of the Act, management expects there will be a net favorable impact on
Valvoline, taking into account the impact on profitability and improved capital generation, which will provide the Company the opportunity to evaluate the
potential utilization of the expected savings to increase or accelerate investments in its business and growth.
The estimated impacts of the Act recorded during the three months ended December 31, 2017 as well as the forward-looking estimates are provisional in nature,
and the Company will continue to assess the impact of the Act and provide additional information and record adjustments through the income tax provision in the
relevant period as amounts are known and reasonably estimable during the measurement period. Accordingly, the impact of the Act may differ from the Company's
provisional estimates due to and among other factors, information currently not available, changes in interpretations and the issuance of additional guidance, as
well as changes in assumptions the Company has currently made, including actions the Company may take in future periods as a result of the Act.
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Dividend Payments and Share Repurchases
For the three months ended December 31, 2017, the Company paid cash dividends of $0.0745 per common share for $15 million. On January 31, 2018, the
Valvoline Board of Directors declared a quarterly cash dividend of $0.0745 per share on Valvoline common stock. The dividend is payable on March 15, 2018 to
shareholders of record on March 1, 2018.
Future declarations of quarterly dividends are subject to approval by the Board of Directors and may be adjusted as business needs or market conditions change.
For the three months ended December 31, 2016, the Company paid cash dividends of $0.049 per common share for $10 million.
For the three months ended December 31, 2017, the Company repurchased approximately 2 million shares for $39 million under the $150 million share repurchase
authorization approved by the Board of Directors on April 24, 2017 (the “2017 Share Repurchase Authorization”). As of December 31, 2017, there was $61
million of share repurchase authority remaining under the 2017 Share Repurchase Authorization. This repurchase authority allows the Company to repurchase its
stock from time to time in the open market or in privately negotiated transactions depending upon market price and other factors. Repurchases were and will
continue to be in accordance with all applicable securities laws and regulations and funded from available liquidity. The Company did not repurchase shares during
the three months ended December 31, 2016.
On January 31, 2018, the Board of Directors of Valvoline:
•
•

Declared a quarterly cash dividend of $0.0745 per share on Valvoline common stock that is payable on March 15, 2018 to shareholders of record on
March 1, 2018; and
Authorized the Company to repurchase up to $300 million of its common stock through September 30, 2020, which amount is in addition to the 2017
Share Repurchase Authorization.

Off-Balance Sheet Arrangements and Contractual Obligations
Other than the matters disclosed in this Quarterly Report on Form 10-Q and in the ordinary course of business since the end of fiscal 2017, there have been no
material changes in the Company's contractual obligations. See the Annual Report on Form 10-K for the fiscal year ended September 30, 2017 for additional
information regarding the Company's off-balance-sheet arrangements and contractual obligations.
Summary
As of December 31, 2017, cash and cash equivalents totaled $115 million and total debt was $1.2 billion. Valvoline's ability to generate positive cash flows from
operations is dependent on general economic conditions, and the competitive environment in the industry, and is subject to the business and other risk factors
described in Item 1A of Part I of the Annual Report on Form 10-K for the year ended September 30, 2017. If the Company is unable to generate sufficient cash
flows from operations, or otherwise comply with the terms of its credit facilities, Valvoline may be required to seek additional financing alternatives. Valvoline's
financial position has enabled it to achieve a Moody's rating of Ba2 and a Standard & Poor’s rating of BB+, which was upgraded in the fourth fiscal quarter of
2017. Subsequent changes to ratings may have an effect on Valvoline's borrowing rate or ability to access capital markets in the future. Borrowing capacity under
the 2016 Senior Credit Agreement was $439 million (due to a $11 million reduction for letters of credit) and based on the availability of eligible receivables, $39
million under the trade receivables securitization facility as of December 31, 2017.
Management believes that the Company has sufficient liquidity based on its current cash position, cash generated from business operations and existing financing
to meet its required pension and other postretirement plan contributions, debt servicing obligations, tax-related and other contractual commitments, as well as
operating requirements for the next twelve months.
RECENT ACCOUNTING PRONOUNCEMENTS
For a discussion and analysis of recently issued accounting pronouncements and the impact on Valvoline, refer to Note 1 in the Notes to Condensed Consolidated
Financial Statements in Item 1 of Part I in this Quarterly Report on Form 10-Q.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES
The Company's critical accounting policies and estimates are discussed in detail in Item 7 in Valvoline’s Annual Report on Form 10-K for the fiscal year ended
September 30, 2017. As described in Note 1 of the Notes to Condensed Consolidated Financial Statements included in Item 1 of Part I in this Quarterly Report on
Form 10-Q, the Company adopted accounting policy changes related to the classification of non-service pension and other postretirement net periodic income
effective October 1, 2017. Accordingly, Net pension and other postretirement plan non-service income and remeasurement adjustments for all periods presented
has been reclassified from within operating income to non-operating income within the Condensed Consolidated Statements of Comprehensive Income.
Management reassessed the critical accounting policies as disclosed in the Annual Report on Form 10-K and determined there were no other changes to critical
accounting policies in the three months ended December 31, 2017. There were also no significant changes in estimates associated with those policies.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
The Company's market risks are discussed in detail in Item 7A in Valvoline’s Annual Report on Form 10-K for the fiscal year ended September 30,
2017. Management reassessed the quantitative and qualitative market risk disclosures as described in the Annual Report on Form 10-K and determined there were
no material changes to market risks in the three months ended December 31, 2017.
ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures
Valvoline's Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”), with the assistance of management, have evaluated the effectiveness of the
Company's disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (“Exchange
Act”)), as of the end of the period covered by this Quarterly Report on Form 10-Q (the “Evaluation Date”), and based upon such evaluation, have concluded that as
of the Evaluation Date, the Company's disclosure controls and procedures were effective. These controls are designed to ensure that information required to be
disclosed in the reports that are filed or submitted under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in
the rules and forms of the Securities and Exchange Commission (“SEC”), and that such information is accumulated and communicated to Valvoline's management,
including the CEO and CFO, to allow timely decisions regarding required disclosure.
Changes in Internal Control
There were no significant changes in Valvoline’s internal control over financial reporting that occurred during the three months ended December 31, 2017 that
have materially affected, or are reasonably likely to materially affect, Valvoline’s internal control over financial reporting.
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PART II - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
From time to time, Valvoline is involved in claims and legal actions that arise in the ordinary course of business. While Valvoline cannot predict with certainty the
outcome, costs recognized with respect to such actions were immaterial during the three months ended December 31, 2017. Valvoline does not have any currently
pending claims or litigation which Valvoline believes, individually or in the aggregate, will have a material adverse effect on its financial position, results of
operations, liquidity or capital resources. While Valvoline cannot predict with certainty the outcome of such matters, where appropriate, adequate reserves have
been recorded, which were not material as of December 31, 2017 . There is a reasonable possibility that a loss exceeding amounts already recognized may be
incurred related to these matters; however, Valvoline currently believes that such potential losses will not be material.
ITEM 1A. RISK FACTORS
During the period covered by this report, there were no material changes from the risk factors previously disclosed in Valvoline's Annual Report on Form 10-K for
the fiscal year ended September 30, 2017.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
During the three months ended December 31, 2017, the Company repurchased 1.6 million shares of its common stock for $39 million under the 2017 Share
Repurchase Authorization. Under the authorization, shares may be repurchased on the open market, through Rule 10b5-1 trading plans, Rule 10b-18 repurchase
programs and accelerated share acquisition programs. As of December 31, 2017, $61 million remains available for repurchase under this authorization, and on
January 31, 2018, the Board of Directors of Valvoline authorized the Company to repurchase up to $300 million of its common stock through September 30, 2020,
which amount is in addition to the 2017 Share Repurchase Authorization.
Share repurchase activity during the three months ended December 31, 2017 was as follows:

Fiscal Period
October 1, 2017 to
October 31, 2017
November 1, 2017 to November 30, 2017
December 1, 2017 to
December 31, 2017
Total

Total Number of
Shares Purchased (1)

Average Price Paid per
Share, including
Commission

Total Number of Shares
Purchased as Part of
Publicly Announced Plans
or Programs (2)

Dollar Value of Shares
That May Yet Be
Purchased Under the
Plans or Programs (in
millions) (2)

—

$

—

—

$

100

747,265

$

24.04

737,629

$

82

875,728

$

24.58

875,728

$

61

1,622,993

1,613,357

(1) Total

number of shares purchased includes both shares repurchased under the Board of Directors authorization described above, as well as vested restricted stock awards purchased to cover
withholding taxes.
(2) Further

information regarding the Company's share repurchases can be found in Note 12 of the Notes to Condensed Consolidated Financial Statements in Item 1 of Part I of this Quarterly
Report on Form 10-Q.
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ITEM 6. EXHIBITS
10.1*

First Amendment to the Transfer and Administration Agreement, dated as of November 20, 2017, among Valvoline LLC, Lex Capital LLC, the
Originators, the Investors, Letter of Credit Issuers, Managing Agents and Administrators party thereto, and PNC Bank National Association, as agent
for the Investors.

31.1*

Certification of Samuel J. Mitchell, Jr., Chief Executive Officer of Valvoline, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2*

Certification of Mary E. Meixelsperger, Chief Financial Officer of Valvoline, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32*

Certification of Samuel J. Mitchell, Jr., Chief Executive Officer of Valvoline, and Mary E. Meixelsperger, Chief Financial Officer of Valvoline,
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101

Interactive data files pursuant to Rule 405 of Regulation S-T: (i) the Condensed Consolidated Statements of Comprehensive Income for the three
months ended December 31, 2017 and 2016, (ii) the Condensed Consolidated Balance Sheets at December 31, 2017 and September 30, 2017, (iii) the
Condensed Consolidated Statements of Cash Flows for the three months ended December 31, 2017 and 2016, and (iv) the Notes to Condensed
Consolidated Financial Statements.
* Filed herewith.
SM Service mark, Valvoline or its subsidiaries, registered in various countries.
™ Trademark, Valvoline or its subsidiaries, registered in various countries.
† Trademark owned by a third party.
45

SIGNATURE
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
thereunto duly authorized.
VALVOLINE INC.
(Registrant)
February 8, 2018

By:

/s/ Mary E. Meixelsperger
Mary E. Meixelsperger
Chief Financial Officer
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EXHIBIT 10.1
FIRST AMENDMENT
Dated as of November 20, 2017
to the
TRANSFER AND ADMINISTRATION AGREEMENT
Dated as of November 29, 2016
This FIRST AMENDMENT (this “ Amendment ”) dated as of November 20, 2017 is entered into among VALVOLINE
LLC, a Delaware limited liability company (“ Valvoline ” or “ Master Servicer ”), LEX CAPITAL LLC, a Delaware limited
liability company (“ SPV ”), the Originators, the Investors, Letter of Credit Issuers, Managing Agents and Administrators party
hereto, and PNC BANK, NATIONAL ASSOCIATION (“ Agent ” or “ PNC ”), as agent for the Investors.
RECITALS
WHEREAS, the parties hereto and PNC Capital Markets, LLC, have entered into that certain Transfer and
Administration Agreement, dated as of November 29, 2016 (as amended, supplemented or otherwise modified through the date
hereof, the “ Agreement ”);
WHEREAS, concurrently herewith, the parties hereto and PNC Capital Markets LLC are entering into that certain
Amended and Restated Master Fee Letter, dated as of the date hereof (the “ Fee Letter ”); and
WHEREAS, the parties hereto desire to amend the Agreement as set forth herein.
NOW THEREFORE, for good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties hereto agree as follows:
SECTION 1. Definitions .
All capitalized terms not otherwise defined herein are used as defined in the Agreement.
SECTION 2.
Amendment to the Agreement . The Agreement is hereby amended to incorporate the changes
shown on the marked pages to the Agreement attached hereto as Exhibit A .
SECTION 3.
Representations and Warranties . Each of Valvoline, each Originator and the SPV, as to itself,
hereby represents and warrants to each of the other parties hereto as follows:
(a)
after giving effect to this Amendment and the transactions contemplated hereby and thereby, no Termination
Event or Potential Termination Event shall exist;
(b)
the representations and warranties of such Person set forth in the Transaction Documents to which it is a party (as
amended hereby) are true and correct as of the date hereof (except to the extent such representations and warranties relate solely
to an earlier date and then as of such earlier date); and
(c) this Amendment constitutes the legal, valid and binding obligations of such Person enforceable against such Person
in accordance with their respective terms, subject to the effect of any applicable bankruptcy, insolvency, reorganization,
moratorium or similar law affecting creditors’

rights generally and to the effect of general principles of equity (regardless of whether such enforceability is considered in a
proceeding in equity or at law).
SECTION 4.
Pro Forma Master Servicer Report . On or prior to the date hereof, the Master Servicer shall
deliver to the SPV, the Agent and each Managing Agent a pro forma Master Servicer Report as of October 31, 2017 setting forth
the characteristics of the Receivables.
SECTION 5.
Effectiveness. This Amendment shall become effective as of the date first above written upon
receipt by the Agent of each of the following, each in form and substance satisfactory to the Agent:
(a)

counterparts of this Amendment duly executed by each of the parties hereto;

(b)
the pro forma Master Servicer Report described in Section 4 above;
(c)
receipt by the Agent of counterparts of the Fee Letter duly executed by each of the parties thereto and
confirmation that any fees owing thereunder have been paid in full;
(d)
receipt by the Agent of a favorable opinion, in form and substance reasonably satisfactory to the Agent and each
Managing Agent, of external counsel to Valvoline, the SPV and the Parent, as to certain general corporate, enforceability and noconflict matters; and
(e)
receipt by the Agent of such other agreements, documents, certificates, instruments and opinions as the Agent may
reasonably request prior to the date hereof.
SECTION 6.

Reference to the Effect on the Transaction Documents .

(a)
On and after the effectiveness of this Amendment, each reference in the Agreement to “this Agreement”,
“hereunder”, “hereof” or words of like import referring to the Agreement, and each reference in each of the other Transaction
Documents to “the Transfer and Administration Agreement” or “the TAA,” “thereunder”, “thereof” or words of like import
referring to the Agreement, shall mean and be a reference to the Agreement, as amended by this Amendment.
(b)
The Agreement and each of the related documents, as specifically amended by this Amendment, is and shall
continue to be in full force and effect and is hereby in all aspects ratified and confirmed. The covenants and other obligations of
the SPV, Master Servicer, and each Originator (each in any capacity) shall continue under the Transaction Documents.
(c) The execution, delivery and effectiveness of this Amendment shall not operate as a waiver of any right, power or
remedy of Agent, any of the Investors or any Indemnified Party under the Agreement or any other Transaction Document, nor
constitute a waiver of any provision of the Agreement or any other Transaction Document.
SECTION 7.
Counterparts . This Amendment may be executed in one or more counterparts, each of which
shall be deemed to be an original, but all of which together shall constitute one and the same instrument. Delivery by facsimile or
email of an executed signature page of this Amendment shall be effective as delivery of an executed counterpart hereof.
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SECTION 8.
Governing Law . This Amendment shall be governed by and construed in accordance with
the internal laws of the State of New York (including Sections 5-1401-1 and 5-1401-2 of the General Obligations Law, but
without regard to any other ConflictS of Law provisions thereof) .
SECTION 9. Transaction Document . This Amendment shall be deemed to be a Transaction Document for all
purposes of the Agreement and each other Transaction Document.
SECTION 10. Severability . If any one or more of the agreements, provisions or terms of this Amendment shall
for any reason whatsoever be held invalid or unenforceable, then such agreements, provisions or terms shall be deemed severable
from the remaining agreements, provisions and terms of this Amendment and shall in no way affect the validity or enforceability
of the provisions of this Amendment or the Agreement.
SECTION 11. Section Headings . The various headings of this Amendment are included for convenience only
and shall not affect the meaning or interpretation of this Amendment, the Agreement or any provision hereof or thereof.
SECTION 12.
Ratification . After giving effect to this Amendment and each of the other agreements,
documents and instruments contemplated in connection herewith, the Parent Undertaking, along with each of the provisions
thereof, remains in full force and effect and is hereby ratified and reaffirmed by the Parent and each of the other parties hereto.
[Signature pages follow.]
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IN WITNESS WHEREOF, the parties have executed this Amendment as of the date first written above.

VALVOLINE LLC

By:
Name:
Title:

/s/ Lynn P. Freeman
Lynn P. Freeman
Vice President and Assistant Treasurer

[ SIGNATURES CONTINUE ON THE FOLLOWING PAGE ]

S- 1
First Amendment to the TAA
(Valvoline - LEX Capital LLC)

LEX CAPITAL LLC

By:
Name:
Title:

/s/ Lynn P. Freeman
Lynn P. Freeman
President

[ SIGNATURES CONTINUE ON THE FOLLOWING PAGE ]

S- 2
First Amendment to the TAA
(Valvoline - LEX Capital LLC)

VALVOLINE INC.

By:
Name:
Title:

/s/ Lynn P. Freeman
Lynn P. Freeman
Assistant Treasurer

[ SIGNATURES CONTINUE ON THE FOLLOWING PAGE ]
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PNC BANK , NATIONAL ASSOCIATION,
as the Agent, as a Managing Agent and as a Committed Investor for
the PNC Investor Group
By:
Name:
Title:

/s/ Eric Bruno
Eric Bruno
Senior Vice President

PNC BANK, NATIONAL ASSOCIATION,
as a Letter of Credit Issuer
By:
Name:
Title:

/s/ Eric Bruno
Eric Bruno
Senior Vice President

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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THE BANK OF TOKYO-MITSUBISHI UFJ, LTD., as a
Managing Agent and Administrator for the MUFG Investor Group

By:
Name:
Title:

/s/ Eric Williams
Eric Williams
Managing Director

THE BANK OF TOKYO-MITSUBISHI UFJ, LTD., as a
Committed Investor for the MUFG Investor Group
LTD. , as a Committed Investor for the MUFG Investor Group

By:
Name:
Title:

/s/ Eric Williams
Eric Williams
Managing Director

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]

S- 5
First Amendment to the TAA
(Valvoline - LEX Capital LLC)

GOTHAM FUNDING CORPORATION ,
as a Conduit Investor and an Uncommitted Investor for the MUFG
Investor Group

By:
Name:
Title:

/s/ David V. DeAngelis
David V. DeAngelis
Vice President

[ SIGNATURES CONTINUE ON THE FOLLOWING PAGE ]
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EXHIBIT A
[Attached]

Exhibit A

CONFORMED COPY
Conformed through the Supplement to Schedule 1.1, dated December 19, 2016
Conformed through the First Amendment, dated November 20, 2017
TRANSFER AND ADMINISTRATION AGREEMENT
Dated as of November 29, 2016
by and among
LEX CAPITAL LLC,
VALVOLINE LLC,
and each other entity from time to time party hereto
as an Originator, as Originators,
VALVOLINE LLC ,
as initial Master Servicer,
PNC BANK, NATIONAL ASSOCIATION ,
as the Agent, a Letter of Credit Issuer, a Managing Agent and
a Committed Investor,
THE BANK OF TOKYO-MITSUBISHI UFJ, LTD., NEW YORK BRANCH
as a Managing Agent, an Administrator and a Committed Investor,
GOTHAM FUNDING CORPORATION,
as a Conduit Investor and an Uncommitted Investor,
PNC CAPITAL MARKETS, LLC,
as Structuring Agent,
and
THE VARIOUS INVESTOR GROUPS, MANAGING AGENTS, LETTER OF CREDIT ISSUERS AND
ADMINISTRATORS FROM TIME TO TIME PARTIES HERETO

This Transfer and Administration Agreement (this “ Agreement ”), dated as of November 29, 2016, by and among:
(1)

LEX Capital LLC , a Delaware limited liability company (the “ SPV ”);

(2)
Valvoline LLC , a Delaware limited liability company (“ Valvoline LLC ”), and each other entity from time to
time party hereto as an “Originator” pursuant to a joinder agreement substantially in the form of Exhibit E hereto (each, an “
Originator ” and collectively, the “ Originators ”);
(3)

Valvoline LLC , as initial Master Servicer;

(4)
PNC Bank, National Association (“ PNC ”), as the Agent, a Letter of Credit Issuer, a Managing Agent and a
Committed Investor;
(5)
The Bank of Tokyo-Mitsubishi UFJ, Ltd., NEW YORK BRANCH (“ MUFG ”), as a Managing Agent, an
Administrator and a Committed Investor;
(6)
Investor;

Gotham Funding Corporation, a Delaware corporation (“ Gotham ”), as a Conduit Investor and an Uncommitted

(7)
the various Investor Groups, Managing Agents, Letter of Credit Issuers and Administrators from time to time
parties hereto; and
(8)

PNC Capital Markets LLC , a Pennsylvania limited liability company, as the Structuring Agent.
ARTICLE I
SECTION 1.1

DEFINITIONS
Certain Defined Terms . As used in this Agreement, the following terms shall have the following

meanings:
“ Administrators ” means the Gotham Administrator and any other Person that becomes a party to this Agreement as an “
Administrator ”.
“ Adverse Claim ” means a Lien on any Person’s assets or properties in favor of any other Person; provided that
“Adverse Claim” shall not include any “precautionary” financing statement filed by any Person not evidencing any such Lien.
“ Affected Assets ” means, collectively, (a) the Receivables, (b) the Related Security, (c) with respect to any Receivable,
all rights and remedies of the SPV under the First Tier Agreement, together with all financing statements filed by the SPV
against the Originators in connection therewith, and (d) all proceeds of the foregoing.
“ Affiliate ” means, as to any Person, any other Person which, directly or indirectly, owns, is in control of, is controlled
by, or is under common control with such Person, in each case

whether beneficially, or as a trustee, guardian or other fiduciary. A Person shall be deemed to control another Person if the
controlling Person possesses, directly or indirectly, the power to direct or cause the direction of the management or policies of
the other Person, whether through the ownership of voting securities or membership interests, by contract, or otherwise.
“ Agent ” means PNC, in its capacity as agent for the Secured Parties, and any successor thereto appointed pursuant to
Article X .
“ Agents ” means, collectively, the Managing Agents and the Agent.
“ Agent-Related Persons ” means, with respect to any Managing Agent or the Agent, such Person together with its
Affiliates, and the officers, directors, employees, agents and attorneys-in-fact of such Persons and their respective Affiliates.
“ Aggregate Unpaid Balance ” means, as of any date of determination, the sum of the Unpaid Balances of all Receivables
which constitute Eligible Receivables as of such date of determination.
“ Aggregate Unpaids ” means, at any time, an amount equal to the sum of (a) the aggregate unpaid Yield accrued and to
accrue through the end of all Rate Periods (or calendar month for Portions of Investment with daily Rate Periods) in existence at
such time, (b) the Net Investment at such time and (c) all other amounts owed (whether or not then due and payable) hereunder
and under the other Transaction Documents by the SPV and each Originator to the Agent, the Managing Agents, the
Administrators, the Investors or the Indemnified Parties at such time.
“ Agreement ” is defined in the Preamble .
“ Alternate Rate ” is defined in Section 2.4 .
“ Anti-Corruption Laws ” means all laws, rules, and regulations of any jurisdiction applicable to the SPV, the initial
Master Servicer, any Originator or any of their respective Subsidiaries from time to time concerning or relating to bribery or
corruption, including the Foreign Corrupt Practices Act of 1977, and any applicable law or regulation implementing the
Organisation for Economic Co-operation and Development Convention on Combating Bribery of Foreign Public Officials in
International Business Transactions.
“ Anti-Terrorism Laws ” has the meaning set forth in Section 4.1(bb) .
“ Applicable Special Designated Obligor Percentage ” means initially (i) for Genuine Parts Company (d/b/a NAPA),
15.0%, (ii) for AutoZone, Inc., 15.0 20.0 % , (iii) Advance Auto Parts, Inc., 10.0%, and (iv) for each other Special Designated
Obligor, the applicable percentage designated in a written supplement to this Agreement signed by the Agent, each Managing
Agent, the Master Servicer and the SPV, each in their sole discretion, by which such Special Designated Obligor is so
designated, in each case, as such percentage is modified from time to time pursuant to the terms of this Agreement.
“ Ashland Global ” means Ashland Global Holdings Inc., a Delaware corporation.
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“ Closing Date ” means November 29, 2016.
“ Code ” means the Internal Revenue Code of 1986, as amended, or any successor thereto.
“ Collections ” means, with respect to any Receivable, all cash collections and other cash proceeds of such Receivable,
including (i) all scheduled interest and principal payments, and any applicable late fees, in any such case, received and collected
on such Receivable, (ii) all proceeds received by virtue of the liquidation of such Receivable, net of expenses incurred in
connection with such liquidation, (iii) all proceeds received (net of any such proceeds which are required by law to be paid to the
applicable Obligor) under any damage, casualty or other insurance policy with respect to such Receivable, (iv) all cash proceeds
of the Related Security related to or otherwise attributable to such Receivable, and (v) all Deemed Collections, Repurchase Price
amounts and other payments received with respect to such Receivable, but, for the avoidance of doubt, excluding any Excluded
Amounts.
“ Commercial Paper ” means the promissory notes issued or to be issued by a Conduit Investor (or its related commercial
paper issuer if such Conduit Investor does not itself issue commercial paper) in the commercial paper market.
“ Commitment ” means, with respect to each Committed Investor, as the context requires, (a) the commitment of such
Committed Investor to make Investments (including Investments funding the reimbursement of each Letter of Credit Issuer for
draws on its Letters of Credit) and to pay Assignment Amounts in accordance herewith in an amount not to exceed the amount
described in the following clause (b) , and (b) the dollar amount set forth opposite such Committed Investor’s signature on the
signature pages hereof under the heading “Commitment” (or, in the case of a Committed Investor which becomes a party hereto
pursuant to an Assignment and Assumption Agreement, as set forth in such Assignment and Assumption Agreement), minus the
dollar amount of any Commitment or portion thereof assigned by such Committed Investor pursuant to an Assignment and
Assumption Agreement, plus the dollar amount of any increase to such Committed Investor’s Commitment consented to by such
Committed Investor prior to the time of determination; provided that if the Facility Limit is reduced, the aggregate of the
Commitments of all the Committed Investors shall be reduced in a like amount and the Commitment of each Committed Investor
shall be reduced in proportion to such reduction.
“ Commitment Fee ” is defined in the Master Fee Letter.
“ Commitment Termination Date ” means November 27, 2017, 19, 2020, or such later date to which the Commitment
Termination Date may be extended by the SPV, the Agent and the Committed Investors (in their sole discretion).
“ Committed Investors ” means (a) for the PNC Investor Group, the PNC Committed Investors, (b) for the MUFG
Investor Group, the Gotham Committed Investors, and (c) for any other Investor Group, each of the Persons executing this
Agreement in the capacity of a
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(a)
with respect to each Special Designated Obligor, if the aggregate Unpaid Balance of all Eligible Receivables
relating to such Special Designated Obligor (together with its subsidiaries and Affiliates), exceeds the Applicable Special
Designated Obligor Percentage of the Aggregate Unpaid Balance at such time;
(b)
with respect to each Obligor other than a Special Designated Obligor, if the aggregate Unpaid Balance of all
Eligible Receivables relating to such Obligor (and any other Obligor(s) aggregated with it for such purpose pursuant to the rules
of construction set forth in the definitions of Group A, B and C Obligor below, respectively), exceeds the applicable percentage
of the Aggregate Unpaid Balance specified below;
Group
Group A Obligor
Group B Obligor
Group C Obligor

Concentration Limit Percentage
20.0%
10.0%
6.67%

Group D Obligor

if such Group D Obligor is the Largest
Group D Obligor, 7.0%, otherwise, 5.0%

(c) if the aggregate Unpaid Balance of all Extended Term Receivables 61-90 exceeds 50.0% of the Aggregate Unpaid
Balance at such time;
(d) if the aggregate Unpaid Balance of all Extended Term Receivables 91-195 exceeds 35.0% of the Aggregate Unpaid
Balance at such time;
(e)
if the aggregate Unpaid Balance of all Eligible Extended Term Receivables 196-360 exceeds 3.5% of the
Aggregate Unpaid Balance at such time;
( f ) if the aggregate Unpaid Balance of all Eligible Receivables, the Obligors of which are Official Bodies, exceeds
1.0% of the Aggregate Unpaid Balance at such time;
( f g ) if the aggregate Unpaid Balance of all Eligible Receivables, the Obligors of which are Eligible Foreign Obligors,
exceeds 1.0% of the Aggregate Unpaid Balance at such time;
(gh)
if the aggregate Unpaid Balance of all Eligible Receivables, the Obligors of which are Canadian Obligors,
exceeds 3.0% of the Aggregate Unpaid Balance at such time; or
( h i ) if the aggregate Unpaid Balance of all Eligible Receivables for which the related merchandise has been shipped,
but has not yet been delivered, to the related Obligor exceeds 3.0% of the Aggregate Unpaid Balance at such time.
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“ Conduit Assignee ” means, with respect to any Conduit Investor, any special purpose entity that finances its activities
directly or indirectly through asset backed commercial paper and is administered by a Managing Agent or any of its Affiliates
and designated by such Conduit Investor’s Managing Agent from time to time to accept an assignment from such Conduit
Investor of all or a portion of the Net Investment.
“ Conduit Investment Termination Date ” means, with respect to any Conduit Investor, the date of the delivery by such
Conduit Investor to the SPV of written notice that such Conduit Investor elects, in its sole discretion, to permanently cease to
fund Investments hereunder.
“ Conduit Investor ” means Gotham and any other Person that shall become a party to this Agreement in the capacity as a
“Conduit Investor” and any Conduit Assignee of any of the foregoing.
“ Contract ” means, in relation to any Receivable, any and all contracts, instruments, agreements, leases, invoices, notes,
or other writings pursuant to which such Receivable arises or which evidence such Receivable or under which an Obligor
becomes or is obligated to make payment in respect of such Receivable.
“ CP Rate ” is defined in Section 2.4 .
“ Credit and Collection Policy ” means Valvoline LLC’s credit and collection policy or policies and practices relating to
Receivables as in effect on the Closing Date and set forth in Exhibit B , as modified, from time to time, in compliance with
Sections 6.1(a)(vii) and 6.2(c) .
“ CRR ” means Regulation (EU) No. 575/2013 of the European Parliament and the Council of June 26, 2013 on
prudential requirements for credit institutions and investment firms and amending Regulation (EU) No. 648/2012, together with
the related implementing technical standards and regulatory technical standards and any related regulatory guidance published by
the European Banking Authority and adopted by the European Commission.
“ Debtor Relief Laws ” means the Bankruptcy Code of the United States, and all other liquidation, conservatorship,
bankruptcy, assignment for the benefit of creditors, moratorium, rearrangement, receivership, insolvency, reorganization, or
similar debtor relief laws of the United States or other applicable jurisdictions from time to time in effect and affecting the rights
of creditors generally.
“ Deemed Collections ” means any Collections on any Receivable deemed to have been received pursuant to Sections 2.6
.
“ Deemed Financial Covenants ” means any one of the “financial covenants” set forth in Section 7.11 of the Parent Credit
Agreement (or any replacement or successor to such Section or any similar section or sections in any replacement senior credit
agreement) as in effect immediately prior to the initial occurrence of (i) any Committed Investor and each of its Affiliates, if
applicable, ceasing to be a party to the Parent Credit Agreement as a lender thereunder . or (ii) any amendment, restatement,
waiver or supplement thereto to which any Managing Agent does not consent pursuant to Section 6.3.
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withholding by presenting the obligation for payment in another member state of the European Union without any undue expense
or hardship on the recipient and (i) any United States federal withholding Taxes imposed under FATCA.
“ Extended Term Receivables 61-90 ” means all Eligible Receivables with maturities greater than 60 days but not
more than 90 days.
“ Extended Term Receivables 91-195 ” means all Eligible Receivables with maturities greater than 90 days but
not more than 195 days.
“Extended Term Receivables 196-360” means all Eligible Receivables with maturities greater than 195
days but not more than 360 days.
“ Facility Limit ” means at any time the lesser of (i) $ 125,000,000 175,000,000 and (ii) the aggregate
Commitments then in effect, as reduced in accordance with Section 2.16 .
“ FATCA ” means Sections 1471 through 1474 of the Code, as of the date of this Agreement (or any amended or
successor version that is substantively comparable and not materially more onerous to comply with) and any current or future
regulations or official interpretations thereof.
“ Federal Funds Rate ” is defined in Section 2.4 .
“ Fee Letter ” means either the Master Fee Letter, any Upfront Fee Letter or any L/C Fee Letter, and “Fee Letters”
means, collectively, the Master Fee Letter, all such Upfront Fee Letters and all such L/C Fee Letters.
“ Final Payout Date ” means the date, after the Termination Date, on which the Net Investment has been reduced
to zero, all accrued Servicing Fees have been paid in full and all other Aggregate Unpaids have been paid in full in cash.
“ Financial Covenant ” means any one of the “financial covenants” set forth in Section 7.11 of the Parent Credit
Agreement (or any replacement or successor to such Section or any similar section or sections in any replacement senior credit
agreement) at such time.
“ Financial Covenant Amendment ” is defined in Section 6.3 .
“ Financial Covenant Grace Period ” is defined in Section 7.5(f) .
“ First Tier Agreement ” means the Sale Agreement, dated as of the Closing Date, among the Originators and the
SPV.
“ Foreign Currency Receivable ” means a Foreign Receivable denominated in a currency other than Dollars.
“ Foreign Receivable ” means any Receivable, the Obligor of which is not a U.S. Obligor.

13

“ L/C Fee Expectation ” is defined in Section 2.17(g) .
“ L/C Fee Letter ” means any confidential letter agreement among the SPV, Valvoline LLC and a Letter of Credit Issuer
for the Letter of Credit Fees pursuant to Section 2.5(b) .
“ L/C Issuance Date ” is defined in Section 2.17(b) .
“ L/C Request ” means each request substantially in the form of Exhibit D .
“Largest Group D Obligor” means the Group D Obligor with the greatest aggregate Unpaid Balance of all
Eligible Receivables relating to any Group D Obligor as of the most recent Month End Date.
“ Law ” means any law (including common law), constitution, statute, treaty, regulation, rule, ordinance, order,
injunction, writ, decree, judgment or award of any Official Body.
“ Letter of Credit ” means a standby letter of credit substantially in the form of Exhibit I (as such form may be modified
from time to time by a Letter of Credit Issuer in accordance with its standard business practices) issued by a Letter of Credit
Issuer pursuant to Section 2.17 either as originally issued or as the same may, from time to time, be amended or otherwise
modified or extended.
“ Letter of Credit Application ” means an application and agreement for a standby letter of credit by and between the
SPV and a Letter of Credit Issuer in a form acceptable to such Letter of Credit Issuer (and customarily used by it in similar
circumstances) and conformed to the terms of this Agreement, either as originally executed or as it may from time to time be
supplemented, modified, amended, renewed, or extended; provided that, to the extent that the terms of such Letter of Credit
Application are inconsistent with the terms of this Agreement, the terms of this Agreement shall control.
“ Letter of Credit Fees ” is defined in Section 2.5(b) .
“ Letter of Credit Issuer ” means PNC, or any other Investor or Affiliate of PNC, or such other Investor so designated,
and which accepts such designation, by the SPV, and which is approved by the Agent (such approval not to be unreasonably
withheld, conditioned or delayed).
“ Letter of Credit Liability ” means the aggregate amount of the undrawn face amount of all outstanding Letters of Credit
plus the amount drawn under Letters of Credit for which the Letter of Credit Issuers and the Investors, or any one or more of
them, have not yet received payment or reimbursement (in the form of a conversion of such liability to Investments, or
otherwise). For all purposes of this Agreement, if on any date of determination a Letter of Credit has expired by its terms but any
amount may still be drawn thereunder by reason of the operation of Rule 3.14 of the ISP, such Letter of Credit shall be deemed
to be “outstanding” in the amount so remaining available to be drawn.
“ Letter of Credit Sublimit ” means, at any time, an amount equal to the lesser of (i) $125,000,000 and (ii) the Facility
Limit.
“ Lien ” means any mortgage, pledge, hypothecation, assignment, deposit arrangement, encumbrance, lien (statutory or
other), charge, or preference, priority or other security interest or

19
“ Sanctioned Person ” means a Person that is, or is owned or controlled by Persons that are: (i) the subject of any
Sanctions, or (ii) located, organized or resident in a Sanctioned Country.
“ Sanctions ” means any sanctions administered or enforced by the U.S. Department of Treasury’s Office of Foreign
Assets Control, the U.S. Department of State, the United Nations Security Council, the European Union, Her Majesty’s
Treasury, or other relevant sanctions authority.
“ Secured Parties ” means the Investors, the Letter of Credit Issuers, the Agent, each Managing Agent, each
Administrator and the Program Support Providers.
“ Separation Agreement ” means that certain Separation Agreement by and between Ashland Global Holdings Inc. and
Parent dated as of September 22, 2016, as amended from time to time.
“ Servicing Fee ” means the fees payable to the Master Servicer from Collections, in an amount equal to either (i) at any
time when the Master Servicer is a Subsidiary of Parent, 1.0% per annum on the weighted daily average of the aggregate Unpaid
Balances of the Receivables for the preceding calendar month, or (ii) at any time when the Master Servicer is not a Subsidiary of
Parent, the amount determined upon the agreement of the Master Servicer, and the Agent, payable in arrears on each Settlement
Date from Collections pursuant to, and subject to the priority of payments set forth in, Section 2.12 . With respect to any Portion
of Investment, the Servicing Fee allocable thereto shall be equal to the Servicing Fee determined as set forth above, times a
fraction, the numerator of which is the amount of such Portion of Investment and the denominator of which is the Net
Investment.
“ Settlement Date ” means (a) prior to the Termination Date , and starting in December 2017, the 15 20 th day of each
calendar month (or, if such day is not a Business Day, the immediately succeeding Business Day) or such other day as agreed
upon in writing by the SPV and the Agent, after consultation with the Managing Agents, and (b) for any Portion of Investment
on and after the Termination Date, each day selected from time to time by the Agent, after consultation with the Managing
Agents (it being understood that the Agent may select such Settlement Date to occur as frequently as daily) or, in the absence of
any such selection, the date which would be the Settlement Date for such Portion of Investment pursuant to clause (a) of this
definition.
“ Special Designated Obligor ” means each of Genuine Parts Company, AutoZone, Inc., Advance Auto Parts, Inc. and
any other Obligor approved as such in a written supplement to this Agreement signed by the Agent, each Managing Agent, the
Master Servicer and the SPV; provided that such Special Designated Obligor status may be revoked by any Managing Agent
upon ten (10) Business Day’s written notice to the SPV, at which time the affected Obligor shall be subject to the Concentration
Limits as provided in clause (b) of the definition thereof. As of the Closing Date, Genuine Parts Company, AutoZone, Inc. and
Advance Auto Parts, Inc. are the sole Special Designated Obligors.
“ SPV ” is defined in the Preamble .
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Deemed Collection and such amount shall be applied by the Master Servicer as a Collection in accordance with Section 2.12 .
(c)
Repurchase Amounts . In the event the SPV at any time receives the payment in full of any Repurchase
Price pursuant to Section 4.4 of the First Tier Agreement, the SPV shall immediately pay such amounts to the Master Servicer
for application as a Collection in accordance with the terms and conditions hereof and, at all times prior to such payment, such
amounts shall be held in trust by the SPV for the exclusive benefit of the Investors, the Managing Agents and the Agent.
SECTION 2.7 Payments and Computations, Etc. All amounts to be paid or deposited by the SPV or the Master
Servicer hereunder shall be paid or deposited in accordance with the terms hereof no later than 12:00 noon on the day when due
in immediately available funds without set-off or counterclaim; if such amounts are payable to the Agent or any Managing Agent
(whether on behalf of any Investor or otherwise) they shall be paid or deposited in the account indicated under the heading
“Payment Information” in Section 11.3 , until otherwise notified by the Agent or any Managing Agent. The SPV shall, to the
extent permitted by Law, pay to the Agent or the applicable Managing Agent, for the benefit of the Investors, upon demand,
interest on all amounts not paid or deposited when due hereunder at the Default Rate. All computations of per annum fees
hereunder shall be made on the basis of a year of 360 days for the actual number of days (including the first but excluding the
last day) elapsed. Any computations made by the Agent or any Managing Agent of amounts payable by the SPV hereunder shall
be binding upon the SPV absent manifest error.
SECTION 2.8
Reports . By Starting in December 2017, by no later than 4:00 p.m. on the fourth second
Business Day prior to each Settlement Date , or if such day is not a Business Day then on the next succeeding Business Day
(and, during the continuation of a Termination Event or a Potential Termination Event, within three (3) Business Days after a
request from the Agent or any Managing Agent), the Master Servicer shall prepare and forward to the Agent and each Managing
Agent a Master Servicer Report, certified by the Master Servicer. In addition to the foregoing, at such times as Parent’s
unsecured debt has a public rating from S&P or Moody’s below “BB-” or “Ba3”, respectively, the Master Servicer shall be
obligated to prepare and forward to the Agent and each Managing Agent a Weekly Master Servicer Report on every Thursday of
each calendar week (or the next Business Day if such day is not a Business Day), certified by the Master Servicer. The reporting
period covered by a Weekly Servicing Report shall be the period ending on (and including) the Friday preceding the applicable
Reporting Date and beginning on (and including) the Saturday preceding such Friday.
SECTION 2.9 Accounts . Any Collections (other than Collections on Foreign Currency Receivables) received
directly by the SPV, any of the Originators or the Master Servicer shall be sent promptly (but in any event within two (2)
Business Days the SPV, the Master Servicer or any Originator becomes aware of the receipt of each such Collection) to a
Blocked Account. If any Collections are received directly by Ashland LLC or any Affiliate thereof (including pursuant to the
Separation Agreement), the SPV, the Originators and the Master Servicer shall promptly cause Ashland LLC or any Affiliate
thereof to deliver such Collections to a Blocked Account following such receipt. With respect to the Receivables and any
Collections thereon, the Originator and the Master Servicer shall enforce all obligations of Ashland LLC and its Affiliates

36

none or less than all the Commitments of the non-renewing Committed Investors are so assigned as provided above, then the
Commitment Termination Date shall not be renewed.
SECTION 3.4
Replacement of Investor Group . Notwithstanding any other provision of the Transaction
Documents and so long as no Termination Event exists and is continuing, if any Committed Investor and its Affiliates ceases to
be a party to the Parent Credit Agreement as a lender thereunder and or fails to consent to the Financial Covenants, the SPV
may, at its sole expense, upon written notice to the Managing Agent for such Committed Investor and the Agent, (i) remove such
Committed Investor and its Investor Group as a party hereto or (ii) require such Committed Investor and its Investor Group to
assign and delegate, without recourse (in accordance with and subject to the restrictions contained in, and consents required by,
Section 11.8(b) ), all of its interests, rights and obligations under this Agreement and the related Transaction Documents to a new
or existing Committed Investor who agrees to assume such obligations, provided that:
(a)
the Managing Agent for such Committed Investor shall, on behalf of its Investor Group, have received
payment of an amount equal to the Aggregate Unpaids due and payable to its Investor Group hereunder and under the other
Transaction Documents from the SPV in the case of a removal pursuant to clause (i) above or from the assignee and the SPV, as
applicable, in the case of an assignment pursuant to clause (ii) above;
(b)

in the case of an assignment pursuant to clause (ii) above, such assignment does not conflict with applicable

law;
(c) a Committed Investor and its Investor Group shall not be required to be removed from this Agreement or
make any such assignment or delegation if, prior thereto, as a result of a waiver or consent by such Committed Investor or
otherwise, the circumstances entitling the SPV to require such removal or such assignment and delegation cease to apply;
(d) in the case of a removal pursuant to clause (i) above, the Maximum Commitment shall (x) be reduced by the
corresponding amount of such Committed Investor’s Commitment and (y) if applicable, concurrently increased up to the amount
of the removed Committed Investor’s Commitment by the Commitment of any existing Committed Investor that has, in its sole
discretion, consented to increase its Commitment or new Committed Investor that has joined this Agreement by execution of a
separate joinder agreement hereto, subject to the consent of the Managing Agents (in their sole discretion); provided that, such
consent shall not be required if the SPV (with funds other than Collections (except for amounts returned to the SPV pursuant to
Section 2.12(c)(vi) ) has fully Cash Collateralized the Fronting Exposure with respect to such new Committed Investor and
agrees that it will continue to do so in connection with each future Letter of Credit issuance hereunder; provided further that in
no event shall the Maximum Commitment be reduced such that the Net Investment will exceed the Available Commitment; and
(e) such removal or assignment shall be made upon not less than ten (10) Business Days’ notice delivered by the
SPV to the Managing Agent for such Committed Investor and the Agent. Any Investor required to assign pursuant to this Section
3.4 shall have no duty to procure an assignee.
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to take, any other action under the First Tier Agreement that would reasonably be expected to result in a material adverse effect
on the Agent, any Managing Agent or any Investor.
(i)
Other Debt . Except as provided herein, the SPV shall not create, incur, assume or suffer to exist any
Indebtedness whether current or funded, or any other expense, fee, obligation or liability other than (i) Indebtedness of the SPV
representing fees, expenses and indemnities arising hereunder or under the First Tier Agreement for the purchase price of the
Receivables and other Affected Assets under the First Tier Agreement, (ii) the Deferred Purchase Price payable in respect of the
Receivables acquired pursuant to the First Tier Agreement and (iii) other outstanding Indebtedness, expenses, fees or obligations
incurred in the ordinary course of its business each in an amount that does not exceed $13,000; provided that all reasonable legal
and accounting expenses and fees incurred in connection with this Agreement shall be permitted.
(j)
Payment to the Originators . The SPV shall not acquire any Receivable other than through, under, and
pursuant to the terms of the First Tier Agreement, through the payment by the SPV either in cash, by increase of the capital
contribution of the Originators pursuant to the First Tier Agreement, by increase in the Deferred Purchase Price or by the
arrangement of Letters of Credit hereunder that support the obligations of one or more Originators (or, if applicable and
permitted by the terms hereof, extending the expiration date of an existing Letter of Credit), in an amount equal to the unpaid
purchase price for such Receivable as required by the terms of the First Tier Agreement.
(k) Restricted Payments . The SPV shall not (A) purchase or redeem any equity interest in the SPV, (B) prepay,
purchase or redeem any Indebtedness, (C) lend or advance any funds or (D) repay any loans or advances to, for or from any of its
Affiliates (the amounts described in clauses (A) through (D) being referred to as “ Restricted Payments ”), except that the SPV
may (1) make Restricted Payments out of funds received pursuant to Section 2.2 and (2) may make other Restricted Payments
(including the payment of dividends or distributions, and payments of the Deferred Purchase Price) if, after giving effect thereto,
no Termination Event or Potential Termination Event shall have occurred and be continuing.
(l)
Transaction Information . Unless requested by the Managing Agent for any Investor Group or unless
required by Law, neither the SPV nor the Master Servicer shall provide Transaction Information to any NRSRO which to its
knowledge relates to an initial credit rating of, or undertaking credit rating surveillance on, the Commercial Paper of such
Managing Agent’s related Conduit Investor.
SECTION 6.3 Affirmative Covenant of Parent; Deemed Financial Covenants . If, at any time after the Closing
Date November 20, 2017 and until the Final Payout Date, the Financial Covenants are amended or are otherwise varied from
as set forth in the Parent Credit Agreement in effect on the Closing Date, November 20, 2017 are amended, restated, waived
or supplemented, (i) Valvoline LLC shall provide copies of such changes or amendments to the Agent within three (3) Business
Days following the effective date of any such changes or amendments to the Agent and each Managing Agent . So long as and
(ii) such Financial Covenants for purposes of this clause shall be deemed to be also so amended, restated, waived or
supplemented if (and only if) (a) each Committed Investor (or its Affiliates) is or an Affiliate, if applicable, is then a party to
the Parent Credit Agreement as a lender thereunder and (b) each
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Managing Agent consents in writing to such amendment, restatement, waiver or supplement. So long as each Managing
Agent consents to such amendments, restatements, waivers and supplements, this Agreement shall not contain independent
financial covenants (whether identical to those in the Parent Credit Agreement or otherwise). If (i) any Committed Investor (and
its Affiliates) ceases to be a party to the Parent Credit Agreement as a lender thereunder (including due to termination or
expiration of the Parent Credit Agreement without being replaced by a successor credit agreement) and such Committed
Investor or (ii) any Managing Agent does not otherwise consent to the Financial Covenants, Deemed Financial Covenants
shall become effective. If requested by any Investor or the Agent, the Master Servicer, the Originators and the SPV shall
cooperate with the Investors to amend the provisions of this Agreement to evidence the Deemed Financial Covenants (a “
Financial Covenant Amendment ”); provided that in lieu of Deemed Financial Covenants becoming effective, the SPV may
instead exercise its rights to remove or replace the applicable Committed Investor and its Investor Group under Section 3.4 .
Neither the agent nor any Investor shall require any fee to provide a waiver of any breach of a Financial Covenant or the
document a Financial Covenant Amendment if such fee is in addition to the fees otherwise payable to such party as a
lender under the Parent Credit Agreement (it being understood that the foregoing shall not apply to the reimbursement
of the Agent for reasonable legal expenses to the extent otherwise payable under Section 9.5 hereof).
ARTICLE VII
ADMINISTRATION AND COLLECTIONS
SECTION 7.1

Appointment of Master Servicer .

(a)
The servicing, administering and collection of the Receivables shall be conducted by the Person (the “
Master Servicer ”) so designated from time to time as Master Servicer in accordance with this Section 7.1 . Each of the SPV, the
Managing Agents and the Investors hereby appoints as its agent the Master Servicer, from time to time designated pursuant to
this Section, to enforce its respective rights and interests in and under the Affected Assets. To the extent permitted by applicable
law, each of the SPV and the Originators (to the extent not then acting as Master Servicer hereunder) hereby grants to any Master
Servicer appointed hereunder an irrevocable power of attorney to take any and all steps in the SPV’s and/or such Originator’s
name and on behalf of the SPV or such Originator as necessary or desirable, in the reasonable determination of the Master
Servicer, to collect all amounts due under any and all Receivables, including endorsing the SPV’s and/or such Originator’s name
on checks and other instruments representing Collections and enforcing such Receivables and the related Contracts and to take
all such other actions set forth in this Article VII . Until the Agent gives notice to the existing Master Servicer (in accordance
with this Section 7.1 ) of the designation of a new Master Servicer, the existing Master Servicer is hereby designated as, and
hereby agrees to perform the duties and obligations of, the Master Servicer pursuant to the terms hereof. At any time following
the occurrence and during the continuation of a Master Servicer Default, the Agent may upon the direction of the Managing
Agents representing the Majority Investors, designate as Master Servicer any Person (including the Agent) to succeed the initial
Master Servicer or any successor Master Servicer, on the condition in each case that any such Person so designated shall agree to
perform the duties and obligations of the Master Servicer pursuant to the terms hereof.
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payable or required to be prepaid (other than by a regularly scheduled payment) prior to its stated maturity; or
(d)
there is entered against the Master Servicer or any Material Subsidiary thereof (i) one or more final
judgments or orders for the payment of money in an aggregate amount (as to all such judgments and orders) exceeding
$100,000,000 (to the extent not covered by independent third-party insurance as to which the insurer is rated at least “A” by
A.M. Best Company, has been notified of the potential claim and does not dispute coverage), or (ii) any one or more nonmonetary final judgments that have, or would reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect and, in either case, (A) enforcement proceedings are commenced by any creditor upon such judgment or order, or
(B) there is a period of ten (10) consecutive days during which a stay of enforcement of such judgment, by reason of a pending
appeal or otherwise, is not in effect;
(e)

any Event of Bankruptcy shall occur with respect to the Master Servicer or any of its Material Subsidiaries;

or
(f)
the Master Servicer breaches a breach of a Financial Covenant or a Deemed Financial Covenant, as
applicable , shall occur ; provided that, with respect to a breach of a Financial Covenant, (i) so long as Parent is in good faith
pursuing a waiver under the Parent Credit Agreement, the breach of such Financial Covenant shall not constitute a Master
Servicer Default until thirty (30) days after Parent receives notice or otherwise obtains knowledge of such breach (the “ Financial
Covenant Grace Period ”) and (ii) to the extent any such breach of a Financial Covenant is cured by Parent or waived by the
lenders under the Parent Credit Agreement within the Financial Covenant Grace Period, the related Master Servicer Default
hereunder shall also be deemed waived automatically but only so long as such waiver is granted at a time when each Committed
Investor (or its Affiliates) is then also a party to the Parent Credit Agreement and a majority of such Committed Investors (being
those Committed Investors that hold Commitments aggregating in excess of 50% of the Facility Limit as of such date) have
consented to such waiver under the Parent Credit Agreement (it being understood that the vote of Affiliates of a Committed
Investor party to the Parent Credit Agreement shall be considered for purposes of determining consent).
SECTION 7.6 Servicing Fee . The Master Servicer shall be paid a Servicing Fee in accordance with 2.12 and
subject to the priorities therein.
SECTION 7.7
Protection of Ownership Interest of the Investors . Each of the Originators and the SPV agrees
that it shall, from time to time, at its expense, promptly execute and deliver all instruments and documents and take all actions as
may be necessary or as the Agent may reasonably request in order to perfect or protect the Asset Interest or to enable the Agent,
each Managing Agent or the Investors to exercise or enforce any of their respective rights hereunder. Without limiting the
foregoing, each of the Originators and the SPV shall, upon the request of the Agent, any Managing Agent or any of the Investors,
in order to accurately reflect the transactions evidenced by the Transaction Documents, (i) execute and file such financing or
continuation statements or amendments thereto or assignments thereof (as otherwise permitted to be executed and filed pursuant
hereto) as may be requested by the Agent, any Managing Agent or any of the Investors and (ii) mark its respective master data
processing records and other documents with a
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Commitment:
$ 75,000,000 105,000,000
PNC BANK , NATIONAL ASSOCIATION,
as the Agent, as a Managing Agent and as a Committed Investor for
the PNC Investor Group
By:
Name:
Title:

PNC BANK, NATIONAL ASSOCIATION,
as a Letter of Credit Issuer
By:
Name:
Title:

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]

S-3

PNC-Valvoline Transfer
and Administration Agreement

Commitment:
$ 50,000,000 70,000,000
THE BANK OF TOKYO-MITSUBISHI UFJ,
LTD. , NEW YORK BRANCH as a Managing
Agent and Administrator for the MUFG Investor
Group

By:
Name:
Title:

THE BANK OF TOKYO-MITSUBISHI UFJ,
LTD. , as a Committed Investor for the MUFG
Investor Group
By:
Name:
Title:

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]

S-4
PNC-Valvoline Transfer
PNC-Valvoline Transfer

and Administration Agreement

distributor (after giving effect to the credit and any delivery allowance) is less than the balance of the original Receivable from the
distributor, such difference shall constitute Dilution); provided further that writeoffs or credits related to pricing adjustments shall
not constitute Dilution so long as (a) such pricing adjustments are treated as sale reversals and (b) the applicable pricing adjustment
is processed the same calendar month during which the related Receivable was generated.
“ Dilution Horizon Ratio ” means, for any Calculation Period, the ratio (expressed as a percentage) computed as of the most
recent Month End Date by dividing (i) the aggregate initial Unpaid Balance of sales by the Originators giving rise to Receivables
during (a) the calendar month ended on such Month End Date or, (b) with the approval of all Investors, the two calendar month
period ended on such Month End Date by (ii) the Net Pool Balance as of such Month End Date.
“ Dilution Ratio ” means, for any Calculation Period, the ratio (expressed as a percentage) computed as of the most recent
Month End Date of (a) the aggregate Dilution incurred during such period, divided by (b) the aggregate amount of sales by the
Originators giving rise to Receivables in the month prior to the month of determination.
“ Dilution Reserve Percentage ” for any Calculation Period, a percentage equal to:

where:
SF

=

EDR
DS
DHR

the Stress Factor;
=

=

the Expected Dilution Ratio;
the Dilution Spike; and

=

the Dilution Horizon Ratio.

“ Dilution Spike ” means, as of any date of determination, the highest average Dilution Ratio for any three consecutive
calendar months during the immediately preceding 12 calendar months.
“ Expected Dilution Ratio ” means, for any Calculation Period, the average of the Dilution Ratios for the 12 calendar months
ending on the most recent Month End Date.
“ Loss Horizon Ratio ” means, for any Calculation Period, the quotient, expressed as a percentage, of (a) the aggregate initial
Unpaid Balance of sales by the Originators giving rise to Receivables which arose during the period ending on the most recent
Month End Date equal to six the sum of (i) two and one half (6.5) months, quarter (2.25) months plus (ii) the quotient of (x)
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the Weighted Average Remaining Credit Terms divided by (y) 30, divided by (b) the Net Pool Balance at the most recent Month
End Date.
“ Loss Reserve Ratio ” means, for any Calculation Period, the product of (a) the Stress Factor, (b) the highest three-month
average, during the twelve-month period ending on the most recent Month End Date, of the Default Ratio and (c) the Loss Horizon
Ratio for such Calculation Period.
“ Minimum Percentage ” means, for any Calculation Period, the sum (expressed as a percentage) of (a) the Concentration
Reserve Percentage, plus (b) the product of (i) the Expected Dilution Ratio and (ii) the Dilution Horizon Ratio.
“ Month End Date ” means the last day of each calendar month.
“ Obligor Percentage ” means, for any Calculation Period, for each Obligor, a fraction, expressed as a percentage and
determined as of the most recent Month End Date, (a) the numerator of which is the aggregate Unpaid Balance of the Eligible
Receivables of such Obligor less the amount (if any) then deducted from the Net Pool Balance pursuant to clause (b) of the
definition thereof with respect to such Obligor due to the Concentration Limits and (b) the denominator of which is the Aggregate
Unpaid Balance at such time.
“ Required Reserves ” at any time means the sum of (a) the Yield Reserve, plus (b) the Servicing Fee Reserve, plus (c) the
greater of (i) the sum of the Loss Reserve Ratio and the Dilution Reserve Percentage and (ii) the Minimum Percentage, each as in
effect at such time, multiplied by the Net Pool Balance on such date.
“ Servicing Fee Reserve ” means, at any time, an amount equal to the product of (a) the current Servicing Fee times, (b) the
product of (i) a fraction, the numerator of which is the highest monthly Days Sales Outstanding during the last 12 calendar months
and the denominator of which is 360 multiplied by (ii) the Net Pool Balance.
“ Stress Factor ” means 2.25.
“ Yield Reserve ” means, as of any date of determination, an amount equal to (a) the product of (i) 2 times (ii) the Days Sales
Outstanding in effect on such date times (iii) the sum of the Offshore Rate in effect on such date (as determined by the Agent) plus
2%, divided by (b) 360, multiplied by (c) the Net Pool Balance on such date.
“Weighted Average Remaining Credit Terms” means, for any Calculation Period, the weighted average of remaining
days until the due date for any Receivables outstanding as of such date.
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SCHEDULE 1.1
ELIGIBLE RECEIVABLES PAYMENT TERMS FOR CERTAIN OBLIGORS

Obligor

Payment Terms
Within (a) Prior to January 1, 2018, within 100

Advance Auto Parts, Inc.
days of the original billing date and (b) on and
after January 1, 2018, within 110 days of the original
billing date
AutoZone, Inc.

Within 120 days of the original billing date

Genuine Parts Company d/b/a NAPA

Within 195 days of the original billing date

Ozark Purchasing LLC

Within 360 days of the original billing date

1.1-1

SCHEDULE 4.1(i)

Location of Certain Offices and Records
Principal Place of Business:

SPV :
3475 Blazer Parkway 100 Valvoline Way , Suite 3001
Lexington, Kentucky 40509
Initial Master Servicer:
3499 Blazer Parkway
100 Valvoline Way
Lexington, Kentucky 40509

Chief Executive Office:

SPV:
3475 Blazer Parkway 100 Valvoline Way , Suite 3001
Lexington, Kentucky 40509
Initial Master Servicer:
3499 Blazer Parkway
100 Valvoline Way
Lexington, Kentucky 40509

Location of Records:

SPV :
3475 Blazer Parkway 100 Valvoline Way , Suite 3001
Lexington, Kentucky 40509
Initial Master Servicer:
3499 Blazer Parkway
100 Valvoline Way
Lexington, Kentucky 40509
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SCHEDULE 11.3
Address and Payment Information
If to the Conduit Investor :
Gotham Funding Corporation
c/o The Bank of Tokyo-Mitsubishi UFJ, Ltd.
1221 Avenue of Americas
New York, NY 10020
Attention: Securitization Group - Eric Williams / Katherine
Connolly/Aditya Reddy
Telephone: (212) 792-4910 / (212) 782-4628 / (212) 782-6957
Email: securitization_reporting@us.mufg.jp
ewilliams@us.mufg.jp
areddy@us.mufg.jp
kconnolly@us.mufg.jp
If to the SPV :
LEX Capital LLC
3475 Blazer Parkway 100 Valvoline Way , Suite 3001
Lexington, Kentucky 40509
Attention: Lynn P. Freeman, President
Telephone: (859) 357-7556
Email: lpfreeman@valvoline.com
Payment Information:
Citibank, N.A.
Branch: Citibank New York
SWIFT: CITIUS33
ABA: 021000089
Address: 11 Wall Street, New York, NY 10043 (USA)
Account Number: 31021912
Account Name: LEX Capital LLC
If to the Originators :
[Originator Name]
c/o Valvoline LLC
3499 Blazer Parkway 100 Valvoline Way
Lexington, Kentucky 40509
Attention: Lynn P. Freeman
Telephone: (859) 357-7444
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Email:
If to the Master Servicer :

lpfreeman@valvoline.com

Valvoline LLC
3499 Blazer Parkway 100 Valvoline Way
Lexington, Kentucky 40509
Attention: Lynn P. Freeman
Telephone: (859) 357-7444
Email: lpfreeman@valvoline.com
If to the Agent :
PNC Bank, National Association
300 Fifth Avenue, 11 th Floor
Pittsburgh, PA 15222-2707
Attention: Robyn Reeher
Telephone: 412-768-3090
Email: robyn.reeher@pnc.com
If to the Gotham Administrator :
The Bank of Tokyo-Mitsubishi UFJ, Ltd.,
as Administrator
1221 Avenue of Americas
New York, NY 10020
Attention: MUFG Securitization Group / Eric Williams /Katherine
Connnolly
Telephone: (212) 792-4910 / (212) 782-4628/ (201) 413-8138
Email: securitization_reporting@us.mufg.jp
ewilliams@us.mufg.jp
kconnolly@us.mufg.jp
Payment Information:
Bank: The Bank of Tokyo-Mitsubishi UFJ, Ltd., New York
Branch
ABA#: 026-009-632
Account: Gotham Funding Corporation
Account #: 310-035-147
Reference: Valvoline LEX Capital LLC)
If to the Managing Agent for the PNC Investor Group :
PNC Bank, National Association
300 Fifth Avenue, 11 th Floor
Pittsburgh, PA 15222-2707
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Exhibit C
Form of Investment Request

LEX Capital LLC (the “ SPV ”), pursuant to Section 2.2(a) of the Transfer and Administration Agreement, dated as of
November 29, 2016 (as amended, modified, or supplemented from time to time, the “ Agreement ”), among LEX Capital LLC, as
transferor (in such capacity, the “ SPV ”), the Originators party thereto, Valvoline LLC, as master servicer (in such capacity, the “
Master Servicer ”), PNC Bank, National Association, as agent, and each of the Conduit Investors, Committed Investors, Managing
Agents and Administrators from time to time parties thereto, hereby requests that the Investors effect an Investment from it pursuant
to the following instructions:
Investment Date:[___________________________________]
Purchase Price:[ ___________________________________] 2
PNC Bank, National Association:
$[______] ([___]% of Purchase Price)
The Bank of Tokyo-Mitsubishi UFJ, Ltd. ,
New York Branch : $[______] ([___]% of Purchase Price)
[Add appropriate level of detail for calculation of Purchase Price]
Account to be credited:
[bank name]
ABA No.[ _____________________________________]
Account No. [_________________________________]
Reference No.[ _______________________________]
Please credit the above-mentioned account on the Investment Date. Capitalized terms used herein and not otherwise defined
herein have the meaning assigned to them in the Agreement.
The SPV hereby certifies as of the date hereof that the conditions precedent to such Investment set forth in Section 5.2 of the
Agreement have been satisfied, and that all of the representations and warranties made in Section 4.1 of the Agreement are true and
correct in all material respects (except those representations and warranties qualified by materiality or by reference to a material
adverse effect, which are true and correct in all respects), with respect to on and as of the Investment Date, both before and after
giving effect to the Investment (unless such representations or warranties specifically refer to a previous day, in which case, they
shall be complete and correct in all material respects (or, with respect to such representations or warranties as are qualified by
materiality or by reference to a material adverse effect, complete and correct in all respects) on and as of such previous day).

2 At

least $1,000,000 and in integral multiples of $100,000. Please break-out applicable amounts and
percentages per Investor Group as provided below Purchase Price.
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Exhibit D
Form of L/C Request

[DATE]
PNC Bank, National Association
[________________]
[________________]
Attention:
Tel. No.:
Email:

[_______________]
(____) ____-_____

[_______________]

Ladies and Gentlemen:
This Request for Letter of Credit (this “ Request for Letter of Credit ”) is executed and delivered by LEX Capital LLC (the “
SPV ”) to PNC Bank, National Association (“ PNC ”), pursuant to Section 2.17 of that certain Transfer and Administration
Agreement (as amended, modified, supplemented, or restated from time to time, the “ Agreement ”) dated as of November 29, 2016,
entered into by and among the SPV, Valvoline LLC, as an Originator and as initial Master Servicer, and each other Originator from
time to time party thereto, Gotham Funding Corporation, as a Conduit Investor and an Uncommitted Investors, PNC, as Agent, a
Letter of Credit Issuer, a Managing Agent and a Committed Investor, The Bank of Tokyo-Mitsubishi UFJ, Ltd., New York Branch,
as a Managing Agent, an Administrator and a Committed Investor, and the various Investor Groups, Managing Agents, Letter of
Credit Issuers and Administrators from time to time party thereto. Capitalized terms not defined herein shall have the meanings
assigned to such terms in the Agreement. SPV has contemporaneously executed and delivered to the Agent for each of the Letter of
Credit Issuers a Letter of Credit Application dated [DATE]. In the event of a conflict between the terms of the Agreement and said
Letter of Credit Application, the terms of the Agreement will control.
1.

SPV hereby requests that [___________], as Letter of Credit Issuer, [issue][amend] a Letter of Credit as follows:

For issuances :
Proposed Issuance Date:
Stated Amount:
Expiry Date:
Beneficiary Name and Address:

$
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Exhibit E
Form of Originator Joinder Agreement
This JOINDER AGREEMENT (this “Joinder”) is made as of _______, 20__.
Reference is made to (i) that certain Transfer and Administration Agreement (as amended, modified, supplemented, or
restated from time to time, the “ Transfer and Adminisration Agreement ”) dated as of November 29, 2016, entered into by and
among the LEX Capital LLC (the “ SPV ”), Valvoline LLC, as an Originator and as initial Master Servicer, and each other
Originator from time to time party thereto, Gotham Funding Corporation, as a Conduit Investor and an Uncommitted Investor, PNC
Bank, National Association, as Agent, a Letter of Credit Issuer, a Managing Agent, and a Committed Investor, The Bank of TokyoMitsubishi UFJ, Ltd., New York Branch as a Managing Agent, an Administrator and a Committed Investor, and the various
Investor Groups, Managing Agents, Letter of Credit Issuers and Administrators from time to time party thereto; and (ii) the certain
Sale Agreement (as amended, modified, supplemented, or restated from time to time, the “ Sale Agreement ”) dated as of November
29, 2016, entered into by and among the Originators and the SPV. Terms defined in the Transfer and Administration Agreement and
the Sale Agreement are used herein with the same meaning.
The “ New Originator[s] ” referred to on Schedule 1 hereby agree as follows:
Each New Originator agrees to become an Originator and to be bound by the terms of the Transfer and Administration
Agreement, the Sale Agreement and each of the other Transaction Documents.
Each New Originator: (a) confirms that it has received a copy of the Transfer and Administration Agreement, the Sale
Agreement and the other Transaction Documents, and such other documents and information as it has deemed appropriate to make
its own analysis and decision to enter into this Joinder; (b) agrees that it will perform in accordance with their terms all of the
obligations that by the terms of the Transfer and Administration Agreement, the Sale Agreement and the other Transaction
Documents are required to be performed by it as an Originator; and (c) represents and warrants to the SPV and the Secured Parties
that each of the representations and warranties set forth in Sections 5.1 and 5.2 of the Sale Agreement as supplemented by Schedule
1 are true and correct with respect to itself as of the date hereof, except to the extent such representations or warranties relate to an
earlier date, in which case such representations and warranties are true and correct as of such earlier date.
This Joinder shall be effective on the date (the “Effective Date” ) that the Agent shall have received: (a) a fully executed
copy of this Joinder; (b) such officer certificates and legal opinions as it may reasonably request; (c) UCC search results and filings,
reasonably acceptable to the Agent; (d) its reasonable costs incurred in connection with this Joinder, including any applicable fees of
its legal counsel; and (e) such other documentation or information as the Agent may request in its reasonable discretion.
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ACCEPTED AND APPROVED:
VALVOLINE LLC,
as Master Servicer
By:
Name:
Title:
PNC BANK, NATIONAL ASSOCIATION,
as the Agent and as a Managing Agent
By:
Name:
Title:
THE BANK OF TOKYO-MITSUBISHI UFJ, LTD, NEW YORK BRANCH
as a Managing Agent
By:
Name:
Title:

Exhibit J
Form of Optional Reduction Notice

[DATE]
To: Managing Agents
Ladies and Gentlemen:
This Optional Reduction Notice (this “ Optional Reduction Notice ”) is executed and delivered by LEX Capital LLC (the “
SPV ”) to the Managing Agents pursuant to Section 2.13(b) of that certain Transfer and Administration Agreement (as amended,
modified, supplemented, or restated from time to time, the “ Agreement ”) dated as of November 29, 2016, entered into by and
among the SPV, Valvoline LLC, as an Originator and as initial Master Servicer, and each other Originator from time to time party
thereto, Gotham Funding Corporation, as a Conduit Investor and an Uncommitted Investor, PNC Bank, National Association, as
Agent, a Letter of Credit Issuer, a Managing Agent and a Committed Investor, The Bank of Tokyo-Mitsubishi UFJ, Ltd., New York
Branch, as a Managing Agent, an Administrator and a Committed Investor, and the various Investor Groups, Managing Agents,
Letter of Credit Issuers and Administrators from time to time party thereto. Capitalized terms not defined herein shall have the
meanings assigned to such terms in the Agreement.
The SPV hereby gives notice that it will reduce the Net Investment outstanding under the Agreement (the “ Reduction ”), and
in connection therewith sets forth below the terms on which the Reduction is to be made:
1.

Date of Reduction: 3 ______________________________________

2.

Amount of Reduction: 4 ____________________________________
PNC Bank, National Association:

$[______] ([___]% of Reduction)

The Bank of Tokyo-Mitsubishi UFJ, Ltd.

$[______] ([___]% of Reduction)

REMAINDER OF PAGE INTENTIONALLY LEFT BLANK.
SIGNATURE PAGE(S) FOLLOW(S).

3 Reductions
4 Reduction

require one (1) Business Day’s prior notice received by 3:00 p.m.
shall be in the minimum amount of $1,000,000.
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EXHIBIT 31.1
CERTIFICATION
I, Samuel J. Mitchell, Jr., certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Valvoline Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d.

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the Audit Committee of the registrant’s Board of Directors (or persons performing the equivalent functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: February 8, 2018
/s/ Samuel J. Mitchell, Jr.
Samuel J. Mitchell Jr.
Chief Executive Officer and Director
(Principal Executive Officer)

EXHIBIT 31.2
CERTIFICATION
I, Mary E. Meixelsperger, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Valvoline Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f) for the registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d.

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the registrant’s auditors and the Audit Committee of the registrant’s Board of Directors (or persons performing the equivalent functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: February 8, 2018
/s/ Mary E. Meixelsperger
Mary E. Meixelsperger
Chief Financial Officer
(Principal Financial Officer)

EXHIBIT 32
VALVOLINE INC.
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Valvoline Inc. (the “Company”) on Form 10-Q for the period ended December 31, 2017 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), each of the undersigned, Samuel J. Mitchell, Jr., Chief Executive Officer of the Company, and Mary E.
Meixelsperger, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, that:

(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ Samuel J. Mitchell, Jr.
Samuel J. Mitchell, Jr.
Chief Executive Officer and Director
February 8, 2018

/s/ Mary E. Meixelsperger
Mary E. Meixelsperger
Chief Financial Officer
February 8, 2018

