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UNITED STATES
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Washington, D.C. 20549

﻿

FORM 10-Q

﻿

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

For the quarterly period ended May 31, 2016 

OR

﻿

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

For the transition period from                to 

﻿

COMMISSION FILE NUMBER 0-22793

PriceSmart, Inc.

(Exact name of registrant as specified in its charter)

﻿
Delaware 33-0628530
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
﻿
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9740 Scranton Road, San Diego, CA 92121

(Address of principal executive offices)

﻿

(858) 404-8800

(Registrant’s telephone number, including area code)

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

﻿

﻿
Yes  ☒No  ☐
﻿

﻿

﻿
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files).
﻿

﻿

﻿
Yes  ☒No  ☐
﻿

﻿

﻿
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company.  See the definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):
﻿

﻿

﻿
Large accelerated filer  ☒Accelerated filer  ☐Non-accelerated filer  ☐Smaller Reporting Company  ☐
﻿
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﻿

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

﻿

﻿
Yes  ☐No  ☒
﻿

The registrant had 30,394,175 shares of its common stock, par value $0.0001 per share, outstanding at July 1, 2016.
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PART I—FINANCIAL INFORMATION

﻿

ITEM 1.  FINANCIAL STATEMENTS

﻿

PriceSmart, Inc.’s (“PriceSmart,” "we" or the “Company”) unaudited consolidated balance sheet as of May 31, 2016 and
the consolidated balance sheet as of August 31, 2015, the unaudited consolidated statements of income for the three
and nine months ended May 31, 2016 and 2015, the unaudited consolidated statements of comprehensive income for
the three and nine months ended May 31, 2016 and 2015, the unaudited consolidated statements of equity for the nine
months ended May 31, 2016 and 2015, and the unaudited consolidated statements of cash flows for the nine months
ended May 31, 2016 and 2015, are included herein.  Also included herein are the notes to the unaudited consolidated
financial statements.

1
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PRICESMART, INC.

CONSOLIDATED BALANCE SHEETS

(AMOUNTS IN THOUSANDS, EXCEPT SHARE DATA)

﻿

﻿

﻿
﻿
﻿ May 31,
﻿ 2016 August 31,
﻿ (Unaudited) 2015
ASSETS
Current Assets:
Cash and cash equivalents $ 202,616 $ 157,072 
Short-term restricted cash 518 61 
Receivables, net of allowance for doubtful accounts of $0 

as of May 31, 2016 and August 31, 2015, respectively 5,949 9,662 
Merchandise inventories 253,778 267,175 
Prepaid expenses and other current assets 18,030 22,535 
Total current assets 480,891 456,505 
Long-term restricted cash 2,618 1,464 
Property and equipment, net 456,584 433,040 
Goodwill 35,652 35,871 
Deferred tax assets 15,009 14,845 
Other non-current assets (includes $3,889 and $4,129 as of May 31, 2016 and

August 31, 2015, respectively, for the fair value of derivative instruments) 48,271 39,182 
Investment in unconsolidated affiliates 10,798 10,317 
Total Assets $ 1,049,823 $ 991,224 
LIABILITIES AND EQUITY
Current Liabilities:
Short-term borrowings $ 10,127 $ 6,606 
Accounts payable 245,096 241,978 
Accrued salaries and benefits 18,502 17,977 
Deferred membership income 21,127 20,184 
Income taxes payable 5,425 9,595 
Other accrued expenses (includes $192 and $66 as of May 31, 2016 and

August 31, 2015, respectively, for the fair value of foreign currency forward contracts) 21,910 23,558 
Dividends payable 10,629  —
Long-term debt, current portion 16,099 17,169 
Total current liabilities 348,915 337,067 
Deferred tax liabilities 1,879 1,755 
Long-term portion of deferred rent 8,817 6,595 
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Long-term income taxes payable, net of current portion 1,044 1,402 
Long-term debt, net of current portion 71,462 73,365 
Other long-term liabilities (includes $1,684 and $1,699 for the fair value of derivative

instruments and $3,791 and $2,757 for post employment plans as of May 31, 2016

and August 31, 2015, respectively) 5,475 4,456 
Total Liabilities 437,592 424,640 
﻿

2
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﻿

﻿
﻿
Equity:
Common stock, $0.0001 par value, 45,000,000 shares authorized; 31,214,715 and
30,977,764 shares issued and 30,394,175 and 30,184,584 shares outstanding (net of
treasury shares) as of May 31, 2016 and August 31, 2015, respectively 3 3 
Additional paid-in capital 409,979 403,168 
Tax benefit from stock-based compensation 11,290 10,711 
Accumulated other comprehensive loss (106,431) (101,512)
Retained earnings 328,804 283,611 
Less: treasury stock at cost; 820,540 shares as of May 31, 2016 and 793,180 shares as of
August 31, 2015 (31,414) (29,397)
Total Equity 612,231 566,584 
Total Liabilities and Equity $ 1,049,823 $ 991,224 
﻿

See accompanying notes.

3
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PRICESMART, INC.

CONSOLIDATED STATEMENTS OF INCOME

(UNAUDITED—AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)

﻿

﻿

﻿

﻿
﻿
﻿ Three Months Ended Nine Months Ended
﻿ May 31, May 31, May 31, May 31,
﻿ 2016 2015 2016 2015
Revenues:
Net warehouse club sales $ 684,547 $ 675,314 $ 2,134,365 $ 2,043,849 
Export sales 7,091 9,465 21,872 24,126 
Membership income 11,475 11,189 34,226 32,202 
Other income 1,149 1,135 3,661 3,244 
Total revenues 704,262 697,103 2,194,124 2,103,421 
Operating expenses:
Cost of goods sold:
Net warehouse club 590,500 578,868 1,832,183 1,743,772 
Export 6,742 8,992 20,799 22,953 
Selling, general and administrative:
Warehouse club operations 62,745 60,754 188,348 179,006 
General and administrative 16,439 14,214 48,086 41,681 
Pre-opening expenses 13 33 389 3,411 
Loss/(gain) on disposal of assets 334 724 399 1,087 
Total operating expenses 676,773 663,585 2,090,204 1,991,910 
Operating income 27,489 33,518 103,920 111,511 
Other income (expense):
Interest income 322 283 780 813 
Interest expense (1,571) (1,615) (4,480) (4,759)
Other income (expense), net (222) (311) (1,018) (4,602)
Total other income (expense) (1,471) (1,643) (4,718) (8,548)
Income before provision for income taxes and
income (loss) of unconsolidated affiliates 26,018 31,875 99,202 102,963 
Provision for income taxes (9,168) (10,750) (33,113) (36,378)
Income (loss) of unconsolidated affiliates (13) 70 362 92 
Net income 16,837 $ 21,195 $ 66,451 66,677 
Net income per share available for distribution:
Basic net income per share $ 0.55 $ 0.70 $ 2.19 $ 2.20 
Diluted net income per share $ 0.55 $ 0.70 $ 2.19 $ 2.20 
Shares used in per share computations:
Basic 29,951 29,883 29,918 29,834 
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Diluted 29,955 29,888 29,923 29,841 
Dividends per share $  — $  — $ 0.70 $ 0.70 
﻿

See accompanying notes.
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PRICESMART, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(UNAUDITED—AMOUNTS IN THOUSANDS)

﻿

﻿

﻿
﻿
﻿ Three Months Ended Nine Months Ended
﻿ May 31, May 31, May 31, May 31,
﻿ 2016 2015 2016 2015
Net income $ 16,837 $ 21,195 $ 66,451 $ 66,677 
Other Comprehensive Income, net of tax:
Foreign currency translation adjustments (1) $ 6,509 $ (1,684) $ (4,383) $ (24,241)
Defined benefit pension plan:
Amortization of prior service cost and actuarial gains included in net
periodic pensions cost (6) (11) (14) (35)
Total defined benefit pension plan (6) (11) (14) (35)
Derivative instruments: (2)
Unrealized gains/(losses) on change in
fair value of interest rate swaps (191) 38 (522) 3,506 
Total derivative instruments (191) 38 (522) 3,506 
Other comprehensive income (loss) 6,312 (1,657) (4,919) (20,770)
Comprehensive income $ 23,149 $ 19,538 $ 61,532 $ 45,907 
﻿

(1) Translation adjustments arising in translating the financial statements of a foreign entity have no effect on the
income taxes of that foreign entity.  They may, however, affect: (a) the amount, measured in the parent entity's
reporting currency, of withholding taxes assessed on dividends paid to the parent entity and (b) the amount of taxes
assessed on the parent entity by the government of its country.  The Company has determined that the reinvestment
of earnings of its foreign subsidiaries are indefinite because of the long-term nature of the Company's foreign
investment plans.  Therefore, deferred taxes are not provided for on translation adjustments related to non-remitted
earnings of the Company's foreign subsidiaries.

(2) See Note 9 - Derivative Instruments and Hedging Activities.
﻿

See accompanying notes.
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PRICESMART, INC.

CONSOLIDATED STATEMENTS OF EQUITY

(UNAUDITED—AMOUNTS IN THOUSANDS)

﻿

﻿

﻿
﻿

﻿
Tax
Benefit Accumulated

﻿ Additional From Other

﻿
Common
Stock Paid-in

Stock
Based ComprehensiveRetained Treasury Stock Total

﻿ Shares AmountCapital CompensationIncome(Loss) Earnings Shares Amount Equity
Balance at
August 31,
2014 30,951 $ 3 $ 397,150 $ 9,505 $ (49,286) $ 215,613 741 $ (24,720) $ 548,265 
Purchase of
treasury stock  —  —  —  —  —  — 50 (4,500) (4,500)
Issuance of
restricted stock
award 25  —  —  —  —  —  —  —  —
Forfeiture of
restricted stock
awards (9)  —  —  —  —  —  —  —  —
Exercise of
stock options 3  — 49  —  —  —  —  — 49 
Stock-based
compensation  —  — 4,622 1,220  —  —  —  — 5,842 
Dividend paid
to stockholders  —  —  —  —  — (10,564)  —  — (10,564)
Dividend
payable to
stockholders  —  —  —  —  — (10,564)  —  — (10,564)
Net income  —  —  —  —  — 66,677  —  — 66,677 
Other
comprehensive
income (loss)  —  —  —  — (20,770)  —  —  — (20,770)
Balance at
May 31, 2015 30,970 $ 3 $ 401,821 $ 10,725 $ (70,056) $ 261,162 791 $ (29,220) $ 574,435 
﻿
Balance at
August 31,
2015 30,978 $ 3 $ 403,168 $ 10,711 $ (101,512) $ 283,611 793 $ (29,397) $ 566,584 

 —  —  —  —  —  — 27 (2,017) (2,017)
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Purchase of
treasury stock
Issuance of
restricted stock
award 233  —  —  —  —  —  —  —  —
Forfeiture of
restricted stock
awards  —  —  —  —  —  —  —  —  —
Exercise of
stock options 4  — 80  —  —  —  —  — 80 
Stock-based
compensation  —  — 6,731 579  —  —  —  — 7,310 
Dividend paid
to stockholders  —  —  —  —  — (10,629)  —  — (10,629)
Dividend
payable to
stockholders  —  —  —  —  — (10,629)  —  — (10,629)
Net income  —  —  —  —  — 66,451  —  — 66,451 
Other
comprehensive
income (loss)  —  —  —  — (4,919)  —  —  — (4,919)
Balance at
May 31, 2016 31,215 $ 3 $ 409,979 $ 11,290 $ (106,431) $ 328,804 820 $ (31,414) $ 612,231 
﻿

See accompanying notes.
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PRICESMART, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED—AMOUNTS IN THOUSANDS)

﻿

﻿

﻿
﻿
﻿ Nine Months Ended
﻿ May 31, May 31,
﻿ 2016 2015
Operating Activities:
Net income $ 66,451 $ 66,677 
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 29,003 25,173 
Allowance for doubtful accounts  — 2 
(Gain)/loss on sale of property and equipment 399 1,087 
Deferred income taxes (1,222) 3,388 
Excess tax benefit on stock-based compensation (579) (1,220)
Equity in (gains) losses of unconsolidated affiliates (362) (92)
Stock-based compensation 6,731 4,622 
Change in operating assets and liabilities:
Receivables, prepaid expenses and other current assets, accrued salaries and benefits,
deferred membership income and other accruals (2,281) (9,101)
Merchandise inventories 13,397 (39,801)
Accounts payable 631 15,003 
Net cash provided by (used in) operating activities 112,168 65,738 
Investing Activities:
Additions to property and equipment (51,462) (63,041)
Deposits for land purchase option agreements (442) 903 
Proceeds from disposal of property and equipment 96 67 
Investment in joint ventures (119) (1,360)
Net cash provided by (used in) investing activities (51,927) (63,431)
Financing Activities:
Proceeds from long-term bank borrowings 7,370 45,477 
Repayment of long-term bank borrowings (10,191) (27,783)
Proceeds from short-term bank borrowings 18,829 34,970 
Repayment of short-term bank borrowings (15,214) (33,300)
Cash dividend payments (10,629) (10,564)
Release of restricted cash  — 2,920 
Excess tax benefit on stock-based compensation 579 1,220 
Purchase of treasury stock (2,017) (4,500)
Proceeds from exercise of stock options 80 49 
Net cash provided by (used in) financing activities (11,193) 8,489 
Effect of exchange rate changes on cash and cash equivalents (3,504) (2,301)
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Net increase (decrease) in cash and cash equivalents 45,544 8,495 
Cash and cash equivalents at beginning of period 157,072 137,098 
Cash and cash equivalents at end of period $ 202,616 $ 145,593 
﻿
Supplemental disclosure of cash flow information:
Cash paid during the period for:
Interest, net of amounts capitalized $ 3,991 $ 4,391 
Income taxes $ 39,297 $ 33,583 
Dividends declared but not paid $ 10,629 $ 10,564 
﻿

See accompanying notes.

﻿
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PRICESMART, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

May 31, 2016

NOTE 1 – COMPANY OVERVIEW AND BASIS OF PRESENTATION

﻿

PriceSmart, Inc.’s (“PriceSmart” or the “Company”) business consists primarily of international membership shopping
warehouse clubs similar to, but smaller in size than, warehouse clubs in the United States.  As of May 31, 2016, the
Company had 38 consolidated warehouse clubs in operation in 12 countries and one U.S. territory (six in Costa Rica
and Colombia;  five in Panama; four in Trinidad; three in Guatemala, Honduras and the Dominican Republic;  two in
El Salvador and Nicaragua; and one each in Aruba, Barbados,  Jamaica, and the United States Virgin Islands), of
which the Company owns 100% of the corresponding legal entities (see Note 2 - Summary of Significant Accounting
Policies).  In January 2014, the Company acquired land in Pereira, Colombia and in the city of Medellin, Colombia
and leased land in the city of Bogota, Colombia.  The Company built new warehouse clubs at these three sites, and
opened the Bogota location in October 2014 and opened the other two sites in November 2014.  Together with the
three warehouse clubs that were operating prior to these openings in Colombia (one in Barranquilla and two in Cali),
these three new clubs brought the number of PriceSmart warehouse clubs operating in Colombia to six.  In
September 2014, the Company acquired land in La Chorrera ("Costa Verde"), west of Panama City, Panama, on
which the Company opened its fifth PriceSmart warehouse club in Panama in June 2015.  In April 2015, the Company
acquired land in Managua, Nicaragua.  The Company constructed and opened a warehouse club on this site in
November 2015. In May 2015, the Company purchased land in Chia, a city north of Bogota, Colombia where it is
currently constructing a new warehouse club that is expected to open in September 2016.  On December 4, 2015, the
Company signed an option to acquire two properties and then swap them for 59,353 square feet of land adjacent to our
San Pedro Sula warehouse club in Honduras.  The Company exercised the option and completed the swap in May
2016, and the acquired land will be used to expand the parking lot for the San Pedro Sula warehouse club.  The
Company continues to explore other potential sites for future warehouse clubs in Central America, the Caribbean and
Colombia.

﻿

Basis of Presentation - The interim consolidated financial statements have been prepared in accordance with the
instructions to Form 10-Q for interim financial reporting pursuant to the rules and regulations of the U.S. Securities
and Exchange Commission ("SEC").  These interim consolidated financial statements should be read in conjunction
with the consolidated financial statements and notes included in the Company’s Annual Report on Form 10-K for the
fiscal year ended August 31, 2015 (the “2015 Form 10-K”).  The interim consolidated financial statements include the
accounts of PriceSmart, Inc., a Delaware corporation, and its subsidiaries.  Inter-company transactions between the
Company and its subsidiaries have been eliminated in consolidation.

﻿
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The Company has evaluated subsequent events through the date and time these financial statements were issued.

﻿

Reclassifications to consolidated balance sheet recorded during fiscal year 2016 for fiscal year 2015 – Certain
reclassifications to the consolidated balance sheet have been made to prior fiscal year amounts to conform to the
presentation in the current fiscal year.

﻿

The Company early adopted ASU 2015-17 as of the second quarter of fiscal year 2016 with retrospective application
to prior periods.  Accordingly, the Company reclassified current deferred tax assets and liabilities to long-term on its
consolidated balance sheet reported for fiscal year ended 2015, which increased long-term deferred tax assets by $7.4
million and decreased long-term deferred tax liabilities by $438,000.  As of the third quarter of fiscal year 2016, the
Company no longer refers to these as Deferred tax assets-long term and Deferred tax liabilities-long term, and rather
identifies them as Deferred tax assets and Deferred tax liabilities within their respective non-current balance sheet
locations.

﻿

﻿

﻿

﻿

﻿
﻿

﻿
August 31, 2015 balance sheet
line item as previously reported

Amount
reclassified

August 31, 2015 balance sheet
line item as currently reported

Deferred tax assets-
current $ 7,849 $ (7,849) $  —
Deferred tax assets -
non-current $ 7,464 $ 7,381 $ 14,845 
Deferred tax liabilities
- current $ 30 $ (30) $  —
Deferred tax liabilities
- non-current $ 2,193 $ (438) $ 1,755 
﻿
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PRICESMART, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

﻿

﻿

NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

﻿

Principles of Consolidation – The interim consolidated financial statements of the Company included herein include the
assets, liabilities and results of operations of the Company’s wholly owned subsidiaries and the Company's investment
in, and the Company's share of the income (loss) of, joint ventures recorded under the equity method.  All significant
inter-company accounts and transactions have been eliminated in consolidation.  The interim consolidated financial
statements have been prepared by the Company pursuant to the rules and regulations of the SEC and reflect all
adjustments (consisting of normal recurring adjustments) that are, in the opinion of management, necessary to fairly
present the financial position, results of operations, and cash flows for the periods presented.  The results for interim
periods are not necessarily indicative of the results for the full year.  As of May 31, 2016, all of the Company's
subsidiaries were wholly owned.  Additionally, the Company's ownership interest in real estate development joint
ventures as of May 31, 2016 is listed below:

﻿

﻿

﻿
﻿

Real Estate Development Joint Ventures Countries Ownership
Basis of
Presentation

GolfPark Plaza, S.A. Panama 50.0 % Equity(1)
Price Plaza Alajuela PPA, S.A. Costa Rica 50.0 % Equity(1)
﻿

(1) Joint venture interests are recorded as investment in unconsolidated affiliates on the consolidated balance sheets.
﻿

Use of Estimates – The preparation of financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions that affect the amounts reported in the consolidated financial statements and
accompanying notes.  Actual results could differ from those estimates.

﻿

Variable Interest Entities – The Company reviews and determines at the start of each arrangement, or subsequently if a
reconsideration event occurs, whether any of its investments in joint ventures are Variable Interest Entities (“VIE”) and
whether it must consolidate a VIE and/or disclose information about its involvement in a VIE.  The Company has
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determined that the joint ventures for GolfPark Plaza (Panama) and Price Plaza Alajuela (Costa Rica) are VIEs.  The
Company has determined that it is not the primary beneficiary of the VIEs and, therefore, has accounted for these
entities under the equity method.

﻿

Cash and Cash Equivalents – Cash and cash equivalents represent cash and short-term investments with maturities of
three months or less when purchased and proceeds due from credit and debit card transactions, which are generally
settled within a few days of the underlying transaction.

﻿

Restricted Cash – The changes in restricted cash are disclosed within the consolidated statement of cash flows based on
the nature of the restriction.  The following table summarizes the restricted cash reported by the Company (in
thousands):

﻿

﻿

﻿
﻿
﻿ May 31, August 31,
﻿ 2016 2015
Short-term restricted cash:
Restricted cash for land purchase option agreements $ 442 $ —
Other short-term restricted cash $ 76 $ 61 
Total short-term restricted cash $ 518 $ 61 
Long-term restricted cash:
Other long-term restricted cash (1) $ 2,618 $ 1,464 
Total long-term restricted cash $ 2,618 $ 1,464 
Total restricted cash $ 3,136 $ 1,525 
﻿

(1) Other long-term restricted cash consists mainly of cash deposits held within banking institutions or with external
fund managers in compliance with federal regulatory requirements in Panama to pay a specified benefit on
retirement, voluntary departure or death of employees. Additionally, the Company records as long-term restricted
cash amounts deposited in designated banking institutions for other regulatory requirements in Costa Rica.

﻿

Tax Receivables – The Company pays Value Added Tax (“VAT”) or similar taxes (“input VAT”), income taxes, and other
taxes within the normal course of its business in most of the countries in which it operates related to the procurement
of merchandise and/or services it acquires and/or on sales and taxable income.  The Company also collects VAT or
similar taxes on behalf of the government (“output VAT”) for merchandise and/or services it sells.  If the output VAT
exceeds the input VAT, then

9
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PRICESMART, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

the difference is remitted to the government, usually on a monthly basis.  If the input VAT exceeds the output VAT,
this creates a VAT receivable.  In most countries where the Company operates, the governments have implemented
additional collection procedures, such as requiring credit card processors to remit a portion of sales processed via
credit card directly to the government as advance payments of VAT and/or income tax.  In the case of VAT, these
procedures alter the natural offset of input and output VAT and generally leave the Company with a net VAT
receivable, forcing the Company to process significant refund claims on a recurring basis. With respect to income
taxes paid, if the estimated income taxes paid or withheld exceed the actual income tax due, this creates an income tax
receivable.  The Company either requests a refund of these tax receivables or applies the balance to expected future
tax payments.  These refund or offset processes can take anywhere from several months to several years to complete.

﻿

In most countries where the Company operates, the tax refund process is defined and structured with regular refunds
or offsets.  However, in three countries there either is not, or the governments have alleged that there is not, a clearly
defined process in the laws and regulations to allow the authorities to refund VAT receivables.  The Company,
together with its tax and legal advisers, is currently appealing these interpretations in court and expects to prevail.  In
one of these countries, where there is recent favorable jurisprudence, the government performed an audit to verify the
amount of the VAT receivables as a required precursor to any refund.  The balance of the VAT receivables in these
countries was $6.9 million and $6.5 million as of May 31, 2016 and August 31, 2015, respectively.  In another country
in which the Company has warehouse clubs, beginning in fiscal year 2015, a new minimum income tax mechanism
took effect, which requires the Company to pay taxes based on a percentage of sales rather than income.  As a result,
the Company is making income tax payments substantially in excess of those it would expect to pay based on taxable
income.  The current rules (which the Company has challenged in court) do not clearly allow the Company to obtain a
refund or to offset this excess income tax against other taxes.  As of May 31, 2016, the Company had deferred tax
assets of approximately $1.7 million in this country. Also, the Company had an income tax receivable balance of $2.2
million as of May 31, 2016 related to excess payments from fiscal years 2015 and 2016.  The Company has not placed
any type of allowance on the recoverability of these tax receivables or deferred tax assets, because the Company
believes that it is more likely than not that it will succeed in its refund request and/or court challenge on this matter.

﻿

The Company's policy for classification and presentation of VAT receivables, income tax receivables and other tax
receivables is as follows:

﻿

· Short-term VAT and Income tax receivables, recorded as Other current assets: This classification is used for any
countries where the Company's subsidiary has generally demonstrated the ability to recover the VAT or income tax
receivable within one year.  The Company also classifies as short-term any approved refunds or credit notes to the
extent that the Company expects to receive the refund or use the credit notes within one year.

﻿

·
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Long-term VAT and Income tax receivables, recorded as Other non-current assets:  This classification is used for
amounts not approved for refund or credit in countries where the Company's subsidiary has not demonstrated the
ability to obtain refunds within one year and/or for amounts which are subject to outstanding disputes.  An
allowance is provided against VAT and income tax receivable balances in dispute when the Company does not
expect to eventually prevail in its recovery.

﻿

The following table summarizes the VAT receivables reported by the Company (in thousands):

﻿

﻿

﻿
﻿
﻿ May 31, August 31,
﻿ 2016 2015
Prepaid expenses and other current assets $ 954 $ 4,673 
Other non-current assets 30,483 22,239 
Total amount of VAT receivable reported $ 31,437 $ 26,912 
﻿

The following table summarizes the Income tax receivables reported by the Company (in thousands):

﻿

﻿

﻿
﻿
﻿ May 31, August 31,
﻿ 2016 2015
Prepaid expenses and other current assets $ 3,619 $ 2,941 
Other non-current assets 10,017 8,772 
Total amount of income tax receivable reported $ 13,636 $ 11,713 
﻿
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Lease Accounting – Certain of the Company's operating leases where the Company is the lessee (see Revenue
Recognition Policy for lessor accounting) provide for minimum annual payments that increase over the expected life
of the lease.  The aggregate minimum annual payments are expensed on the straight-line basis beginning when the
Company takes possession of the property and extending over the expected term of the related lease including renewal
options when the exercise of the option is reasonably assured as an economic penalty may be incurred if the option is
not exercised.  The amount by which straight-line rent exceeds actual lease payment requirements in the early years of
the leases is accrued as deferred rent and reduced in later years when the actual cash payment requirements exceed the
straight-line expense.  The Company also accounts in its straight-line computation for the effect of any “rental holidays”
and lessor-paid tenant improvements.  In addition to the minimum annual payments, in certain locations, the Company
pays additional contingent rent based on a contractually stipulated percentage of sales.

﻿

Merchandise Inventories – Merchandise inventories, which include merchandise for resale, are valued at the lower of
cost (average cost) or market.  The Company provides for estimated inventory losses and obsolescence between
physical inventory counts on the basis of a percentage of sales.  The provision is adjusted periodically to reflect the
trend of actual physical inventory count results, with physical inventories occurring primarily in the second and fourth
fiscal quarters.  In addition, the Company may be required to take markdowns below the carrying cost of certain
inventory to expedite the sale of such merchandise.

﻿

Fair Value Measurements – The Company measures the fair value for all financial and nonfinancial assets and
liabilities that are recognized or disclosed at fair value in the consolidated financial statements on a recurring or
nonrecurring basis.  The fair value of an asset is the price at which the asset could be sold in an orderly transaction
between unrelated, knowledgeable and willing parties able to engage in the transaction.  A liability’s fair value is
defined as the amount that would be paid to transfer the liability to a new obligor in a transaction between such
parties, not the amount that would be paid to settle the liability with the creditor.

﻿

The Company has established a three-tier fair value hierarchy, which prioritizes the inputs used in measuring and
revaluing fair value.  These tiers include: Level 1, defined as observable inputs such as quoted prices in active
markets; Level 2, defined as inputs other than quoted prices in active markets that are either directly or indirectly
observable; and Level 3, defined as unobservable inputs in which little or no market data exists, therefore requiring an
entity to develop its own assumptions.  The Company was not required to revalue any assets or liabilities utilizing
Level 1 or Level 3 inputs at the balance sheet dates.  The Company's Level 2 assets and liabilities revalued at the
balance sheet dates, on a recurring basis, primarily included cash flow hedges (interest rate swaps and cross-currency
interest rate swaps) and forward foreign exchange contracts.  In addition, the Company utilizes Level 2 inputs in
determining the fair value of long-term debt.  The Company has elected not to revalue long-term debt because this
debt will be settled at the carrying value and not at the fair market value.  The Company did not make any significant
transfers in and out of Level 1 and Level 2 fair value tiers during the periods reported on herein.
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﻿

Non-financial assets and liabilities are revalued and recognized at fair value subsequent to initial recognition when
there is evidence of impairment.  For the periods reported, no impairment of such non-financial assets was recorded.

﻿

The disclosure of fair value of certain financial assets and liabilities recorded at cost is as follows:

﻿

Cash and cash equivalents: The carrying value approximates fair value due to the short maturity of these instruments.

﻿

Short-term restricted cash:  The carrying value approximates fair value due to the short maturity of these instruments.

﻿

Long-term restricted cash:  Other long-term restricted cash consists mainly of cash deposits held within banking
institutions or with external fund managers in compliance with federal regulatory requirements in Panama to pay a
specified benefit on retirement, voluntary departure or death of employees.    The amount of these payments is
predetermined by a formula based on an employee's earnings history and tenure of service. Since the obligation to
provide benefits are based on services that the employees have rendered, the cost associated with providing the
benefits is recognized as the employee provides those services. The employees' rights to receive payment on these
plans are not dependent on their reaching certain thresholds like age or tenure.  Therefore, the carrying value
approximates fair value because payments on these plans are not time dependent in nature.  Additionally, the
Company records as long-term restricted cash amounts deposited in designated banking institutions for other
regulatory requirements in Costa Rica.

﻿

Accounts receivable:  The carrying value approximates fair value due to the short maturity of these accounts.

﻿

Short-term VAT and Income tax receivables:  The carrying value approximates fair value due to the short maturity of
these accounts.

﻿
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Long-term VAT and Income tax receivables: The fair value of long-term receivables would normally be measured
using a discounted cash flow analysis based on the current market interest rates for similar types of financial
instruments, with an estimate of the time these receivables are expected to be outstanding.  However, the Company is
not able to provide an estimate on the time these receivables owed to the Company by various government agencies
are expected to be outstanding; therefore, the Company has not presented a fair value on the long-term VAT and
Income tax receivables.

﻿

Short-term debt: The carrying value approximates fair value due to the short maturity of these instruments.

﻿

Long-term debt: The fair value of debt is generally measured using a discounted cash flow analysis based on current
market interest rates for similar types of financial instruments.  These inputs are not quoted prices in active markets
but they are either directly or indirectly observable; therefore, they are classified as Level 2 inputs.  The carrying value
and fair value of the Company’s debt as of May 31, 2016 and August 31, 2015 is as follows (in thousands):

﻿

﻿

﻿
﻿
﻿ May 31, 2016 August 31, 2015

﻿
Carrying
Value

Fair

Value(1)
Carrying
Value

Fair

Value(1)
Long-term debt, including current portion $ 87,561 $ 85,441 $ 90,534 $ 88,307 
﻿

(1) The Company has disclosed the fair value of long-term debt, including debt for which it has entered into
cross-currency interest rate swaps, using the derivative obligation as of May 31, 2016 and August 31, 2015, to
estimate the fair value of long-term debt, which includes the effects that the cross-currency interest rate swaps have
had on the fair value of long-term debt.

﻿

Derivatives Instruments and Hedging Activities – The Company uses derivative financial instruments for hedging and
non-trading purposes to manage its exposure to changes in interest and currency exchange rates.  In using derivative
financial instruments for the purpose of hedging the Company’s exposure to interest and currency exchange rate risks,
the contractual terms of a hedged instrument closely mirror those of the hedged item, providing a high degree of risk
reduction and correlation.  Contracts that are effective at meeting the risk reduction and correlation criteria (effective
hedge) are recorded using hedge accounting.  If a derivative financial instrument is an effective hedge, changes in the
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fair value of the instrument will be offset in accumulated other comprehensive income (loss) until the hedged item
completes its contractual term.  If any portion of the hedge is deemed ineffective, the change in fair value of the
hedged assets or liabilities will be immediately recognized in earnings during the period.  Instruments that do not meet
the criteria for hedge accounting, or contracts for which the Company has not elected hedge accounting, are valued at
fair value with unrealized gains or losses reported in earnings during the period of the change.  Valuation techniques
utilized in the fair value measurement of assets and liabilities presented on the Company’s consolidated balance sheets
were not changed from previous practice during the reporting period.  The Company seeks to manage counterparty
risk associated with these contracts by limiting transactions to counterparties with which the Company has an
established banking relationship.  There can be no assurance, however, that this practice effectively mitigates
counterparty risk.

﻿

Cash Flow Instruments.  The Company is a party to receive floating interest rate, pay fixed-rate interest rate swaps to
hedge the interest rate risk of certain U.S. dollar denominated debt within its international subsidiaries.  The swaps are
designated as cash flow hedges of interest expense risk.  These instruments are considered effective hedges and are
recorded using hedge accounting.  The Company is also a party to receive variable interest rate, pay fixed interest rate
cross-currency interest rate swaps to hedge the interest rate and currency exposure associated with the expected
payments of principal and interest of U.S. denominated debt within its international subsidiaries whose functional
currency is other than the U.S. dollar.  The swaps are designated as cash flow hedges of the currency risk related to
payments on the U.S. denominated debt.  These instruments are also considered to be effective hedges and are
recorded using hedge accounting.  Under cash flow hedging, the effective portion of the fair value of the derivative,
calculated as the net present value of the future cash flows, is deferred on the consolidated balance sheets in
accumulated other comprehensive loss.  If any portion of an interest rate swap is determined to be an ineffective
hedge, the gains or losses from changes in fair value would be recorded directly in the consolidated statements of
income.  Amounts recorded in accumulated other comprehensive loss are released to earnings in the same period that
the hedged transaction impacts consolidated earnings.  See Note 9 - Derivative Instruments and Hedging Activities for
information on the fair value of interest rate swaps and cross-currency interest rate swaps as of May 31, 2016 and
August 31, 2015.

﻿

Fair Value Instruments.  The Company is exposed to foreign-currency exchange rate fluctuations in the normal course
of business.  The Company is also exposed to foreign-currency exchange rate fluctuations on U.S. dollar denominated
liabilities within its international subsidiaries whose functional currency is other than the U.S. dollar.  The Company
manages these fluctuations, in part, through the use of non-deliverable forward foreign-exchange contracts that are
intended to offset changes in cash flow attributable to currency exchange movements.  The contracts are intended
primarily to economically address exposure to U.S. dollar merchandise inventory expenditures made by the
Company’s international subsidiaries whose functional currency
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is other than the U.S. dollar.  Currently, these contracts are treated for accounting purposes as fair value instruments
and do not qualify for derivative hedge accounting, and as such the Company does not apply derivative hedge
accounting to record these transactions.  As a result, these contracts are valued at fair value with unrealized gains or
losses reported in earnings during the period of the change.  The Company seeks to mitigate foreign-currency
exchange-rate risk with the use of these contracts and does not intend to engage in speculative transactions.  These
contracts do not contain any credit-risk-related contingent features and are limited to less than one year in
duration.  See Note 9 - Derivative Instruments and Hedging Activities for information on the fair value of open,
unsettled forward foreign-exchange contracts as of May 31, 2016 and August 31, 2015.

﻿

Early Settlement of Derivative Instruments Qualifying for Hedge Accounting.  During the fourth quarter of fiscal year
2015, the Company's Colombia subsidiary paid off the outstanding principal balance of U.S. $24.0 million on loan
agreements that were entered into by the subsidiary with Scotiabank & Trust (Cayman) Ltd before the scheduled loan
payment dates.  The Company's Colombia subsidiary also settled the cross-currency interest rate swaps that it had
entered into with the Bank of Nova Scotia ("Scotia Bank") related to these loans during the fourth quarter of fiscal
year 2015.  As indicated above, for a derivative instrument to qualify for cash flow hedge accounting there must be an
expectation that the derivative instrument will be highly effective in achieving offsetting cash flows attributable to the
hedged risk during the term of the hedge.  As part of the determination that a derivative instrument is highly effective
at offsetting the exposure, the Company must determine that that the forecasted transaction will occur; therefore, an
entity's past ability to accurately predict forecasted transactions should be considered when determining if a hedged
transaction qualifies for cash flow hedge accounting.  To the extent an entity has developed a pattern of changing the
probability of occurrence of forecasted transactions, the ability of the entity to accurately predict forecasted
transactions and the propriety of using hedge accounting in the future for similar forecasted transactions would be
called into question.  The Company believes that the settlements of these derivatives does not demonstrate such a
pattern and does not disqualify the Company from the application of hedge accounting for the remaining hedging
instruments and underlying loans whose terms and conditions remain unchanged.  The Company classifies cash
payments or proceeds from termination of derivatives as net cash provided by (used in) operating activities within the
consolidated statements of cash flows.

﻿

The following tables summarize financial assets and liabilities measured and recorded at fair value on a recurring
basis in the Company’s consolidated balance sheet as of May 31, 2016 and August 31, 2015 (in thousands) for
derivatives that qualify for hedge accounting:

﻿

﻿

﻿
﻿
﻿ Quoted Prices
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in Active

Markets for

Identical

Assets

Significant
Other
Observable
Inputs

Significant
Unobservable
Inputs

Assets and Liabilities as of May 31, 2016 (Level 1) (Level 2) (Level 3) Total
Other non-current assets – (Cross-currency interest rate swaps) $  — $ 3,889 $  — $ 3,889 
Other long-term liabilities – (Interest rate swaps)  — (448)  — (448)
Other long-term liabilities – (Cross-currency interest rate
swaps)  — (1,236)  — (1,236)
Total $
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