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FINANCIAL HIGHLIGHTS

in thousands, except per share data

OPERATIONS

Fiscal Year Ended
March 31, 2012

Sales and other operating revenues $ 2,446,877
Operating income 180,304 *
Segment operating income 223,548
Net income 100,819 *
Net income attributable to Universal Corporation 92,057 *
PER COMMON SHARE
Net income attributable to Universal Corporation

common shareholders—diluted $ 325 =
Dividends declared 1.94
Indicated 12-month dividend rate 1.96
Market price at year end 46.60
AT YEAR END
Working capital $ 1,297,921
Total Universal Corporation shareholders’ equity 1,183,451

Fiscal Year Ended
March 31, 2011

$ 2,571,527
254,600 *
257,925
164,550 *
156,565 *

$ 5.42 *
1.90
1.92
43.54

$ 1,065,883
1,185,606

Fiscal Year Ended
March 31, 2010

$ 2,491,738
257,209
279,585
170,345
168,397

$ 5.68
1.86

1.88

52.69

$ 1,078,077
1,122,570

Net Income per Diluted Share** Dividends Declared
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Operating Income

in millions of dollars

254.6*
257.2
209.9
191.5

I 180.3*
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* Includes unusual items outlined in the table on page 20 of the accompanying Annual Report on Form 10-K.

** Attributable to Universal Corporation after deducting amounts attributable to noncontrolling interests in consolidated subsidiaries.
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TO OUR SHAREHOLDERS

| am pleased with our successful execution of our business
strategy this year. Following two years of record results, we ended
fiscal year 2012 in a solid position. Segment operating income
for the year was strong at about $224 million. We effectively
managed our balance sheet throughout the period and ended
the year with reduced uncommitted inventory levels and a higher
cash position. We also increased our common stock dividend
for the 41st consecutive year. Despite oversupply conditions
that reduced green tobacco prices in many major markets and
pressured margins, we earned net income of $3.25 per diluted
share, including the effect of unusual items which reduced
diluted earnings per share by $1.42. The largest component of those items was a charge related to a
European Union court’s decision to reject an application to reinstate immunity in an antitrust case. We
are appealing that decision. As the current season unfolds, we are seeing crop sizes come down in most
of the key sourcing areas for flue-cured tobacco, and global markets are beginning to strike a balance
between supply and demand. However, a production shortfall in the current crop in Malawi is causing a

sharp reduction in burley tobacco supply.

We are often asked how our company is able to consistently perform well, and | believe that one
of our core strategic advantages is our competence and experience in the ever changing global market.
We have strong regional management teams with deep local roots in the industry and in the more than 30
countries and 5 continents where we operate. This helps us better identify and react in a timely manner

to constantly evolving market conditions and provides us with market-specific knowledge quickly. With



our strong local operations, we are also able to make changes at the farm level with our contracted
growers. As an example of our strong local relationships, our senior regional and corporate executives
were recently invited to meet with President Joyce Banda, the new president of the Republic of Malawi,
to discuss sustainable tobacco production there. We couple our local expertise with global coordination
to efficiently address customers’ needs. We focus on understanding what our customer wants and bring

ninety years of experience and an unparalleled depth of industry knowledge to the table.

We also adapt to meet new challenges. In recent years we have dealt with a wide array of
challenges including changes in some of our customer sourcing arrangements, cyclical market supply
imbalances, and a developing regulatory environment. We have evolved from a leaf dealer to a leaf
service provider as the quality requirements of our customers have expanded to include the need
for compliant leaf. We closely monitor regulatory developments such as FDA regulation of tobacco
products and Framework Convention on Tobacco Control (“FCTC") guidelines to understand how these

regulations may impact our customers’ leaf needs.

We take a long-term approach to this business as demonstrated by our longstanding involvement
in initiatives promoting sustainability. We understand the importance of a strong, consistent supplier
base. We are committed to strengthening the integrity of the supply chain, which includes measureable
efforts to promote sustainable production. We work to ensure that tobacco we source is grown using

Good Agricultural Practices (GAP), providing a reasonable return to the grower, minimizing long-term



impacts on the environment, and without the use of child labor. We strive to maintain processing facilities
that are environmentally sound, efficiently use energy and natural resources, and provide a safe working
environment. We also work to make a positive impact in the communities in which we operate through
our support of social programs designed to address issues such as access to schools and clean water. We
are currently adopting an internal sustainability monitoring program modeled after the Global Reporting
Initiative (GRI). This program will help us measure the effectiveness of our sustainability activities and
set priorities related to future initiatives. | am very pleased with these undertakings, and as we move
into fiscal year 2013, | believe that our company will continue to succeed by meeting the needs of our

shareholders, customers, employees, growers, and communities.

Dr. Eugene Trani has served on the Finance, Pension Investment, and Audit Committees of our
Board of Directors and will retire from the Board in August. | would like to thank Dr. Trani for his twelve
years of dedicated service to the Company. We have greatly benefited from his leadership and strategic

vision. We will miss him and wish him well.

George C. Freeman, Il
Chairman, President, and Chief Executive Officer



REGIONAL MANAGEMENT

Due to the global nature of our business, our operations are geographically widespread. We have taken an approach to managing
these diverse operations that is unique in the tobacco industry. We have in place a network of strong local management teams
providing timely, detailed knowledge of conditions in their areas.

At the head of these local teams stand our seven regional directors, who oversee our local operations and support multiple tobacco
growing origins, each of which has different requirements and characteristics and are often widely geographically dispersed. These
leaders have extensive knowledge of not only the crops, markets, and customer base for tobacco produced in their region, but also
an understanding of local procedures, agricultural requirements, and governmental and regulatory issues. They oversee agronomy
programs guiding tens of thousands of growers, ranging from sophisticated.commercial operations to tiny family farms; they manage
state-of-the-art factories; and at the same time, they are constantly identifying opportunities to meet and exceed the expectations
of our customers. Our regional directors are passionate about their business, support one another through global cooperation, and
ensure our high ethical standards while balancing the needs of local constituents and meeting stringent customer requirements.

We believe that having strong regional management with deep local roots in each leaf origin helps us better identify and adjust
to constantly changing conditions and provides us with market-specific knowledge quickly. We also believe that strong local

management teams coupled with our global coordination strategy is a key factor in our continued success.

Universal is the only independent, global leaf supplier with significant operations in Europe. Orlando
Astuti has 29 years of experience in the tobacco industry and has served as the Regional Director
of our European Region for 6 years. The region consists of Italy, Spain, France, Hungary, Poland,
Germany, and the Netherlands. Over 750 full-time, hourly and seasonal employees work within

Universal’s European operations.

ORLANDO ASTUTI

A large portion of our Asian business involves trading tobaccos. Headquartered in Singapore, the
Asian region conducts business in the Philippines, China, India, and Bangladesh and is led by Paul
Beevor who has 26 years of industry experience. Over 3,200 full-time, hourly and seasonal employees

work within Universal’s Asian operations.

PAUL G. BEEVOR

We have a leading position in worldwide dark air-cured tobacco markets. Friedrich G. Bossert leads
this business, and has 33 years of experience in this niche market. The global nature of this operation
casts a large net over the world including the United States,.Indonesia, Dominican Republic,
Brazil, Paraguay, Nicaragua, Germany, and the Philippines as well as having a presence in all of
Universal’s other regions. Over 8,700 full-time, hourly and seasonal employees work in Universal’s

Dark Air-Cured operations.

FRIEDRICH G. BOSSERT
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The United States has long been an important source of good quality flavored tobacco. Our
operations in the United States, Guatemala, Mexico, and Canada are overseen by Clayton G. Frazier.
Clay has over 27 years of experiencein the industry. Over 1,100 full-time, hourly and seasonal

employees are employed by Universal’s North American operations.

CLAYTON G. FRAZIER

Universal has been instrumental in the development and expansion of tobacco production in
Africa. Charles A. M. Graham has 38 years of industry experience and heads our African region,
which includes Mozambique, Tanzania, Malawi, Zambia, Zimbabwe, and South Africa. Over 10,200

full-time, hourly and seasonal employees are employed by Universal’s African operations.

CHARLES A. M. GRAHAM

Brazil is the second largest producer of tobacco and the largest tobacco exporter in the world. Our
South American region, which includes Brazil, Argentina, and Ecuador, is led by Airton Luis Hentschke.
Airton has 22 years of experience in this market and oversees operations.employing over 2,300 full-

time, hourly and seasonal employees.

AIRTON L. HENTSCHKE

Universal participates in oriental leaf tobacco through a strategic partnership with what we believe to
be the leading oriental leaf merchant in the world, Socotab, L.L.C. Jonathan R. Wertheimer is the Chief
Executive Officer of Socotab. His 23 years of experience encompass all of the oriental tobacco markets
that we operate within, which include Turkey, Bulgaria, Macedonia, and Greece. Socotab employs over

2,500 full-time, hourly and seasonal employees.

JONATHAN R. WERTHEIMER
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PERFORMANCE GRAPH

Comparison of 5 Year Cumulative Total Return*
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*$100 invested on 3/31/07 in stock or index, including reinvestment of dividends. Fiscal year ending March 31.
Copyright© 2012 S&P, a division of The McGraw-Hill Companies Inc. All rights reserved.

The performance graph compares the cumulative total shareholder return on Universal Corporation common stock
for the last five fiscal years with the cumulative total return for the same period of the Standard & Poor’s Midcap 400 Stock
Index and the peer group index. The peer group represents Alliance One International, Inc. The graph assumes that $100 was
invested in Universal Corporation common stock at the end of the Company’s 2007 fiscal year, and in each of the comparative

indices, in each case with dividends reinvested.

CUMULATIVE TOTAL RETURN ON
UNIVERSAL CORPORATION COMMON STOCK

At March 31
2007 2008 2009 2010 2011 2012
Universal Corporation $ 10000 $ 110.16 $ 5249 $ 97.00 $ 8375 $ 93.89
S & P Midcap 400 100.00 93.03 59.45 97.54 123.83 126.28
Peer Group 100.00 65.44 41.60 55.15 43.55 40.85
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General

ThisAnnual Report on Form 10-K, which werefer to herein asour Annual Report, contains“ forward-looking statements”
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as
amended (the* ExchangeAct”). Among other things, these statementsrelateto Universal Corporation’sfinancial condition, results
of operations and future business plans, operations, opportunities, and prospects. In addition, Universal Corporation and its
representatives may from time to time make written or oral forward-looking statements, including statements contained in other
filingswiththe Securitiesand Exchange Commission (the” SEC”) andinreportsto shareholders. Theseforward-looking statements
aregenerally identified by the use of words such aswe“ expect,” “believe,” “anticipate,” “could,” “should,” “may,” “plan,” “will,”
“predict,” “estimate,” and similar expressions or words of similar import. These forward-looking statements are based upon
management’s current knowledge and assumptions about future events and involverisks and uncertainties that could cause actual
results, performance, or achievements to be materialy different from any anticipated results, prospects, performance, or
achievements expressed or implied by such forward-looking statements. Such risks and uncertainties include, but are not limited
to: anticipated level sof demand for and supply of our productsand services; costsincurred in providing these productsand services;
timing of shipments to customers; changes in market structure; government regulation; product taxation; industry consolidation
and evolution; changes in exchange rates; and general economic, political, market, and weather conditions. For a description of
factorsthat may cause actual resultsto differ materially from such forward-looking statements, see Item 1A, “Risk Factors.” We
cautioninvestors not to place undue reliance on any forward-1ooking statements as these statements speak only as of the date when
made, and we undertake no obligation to update any forward-looking statements made in this report. In addition, the discussion
of theimpact of current trends on our businessin “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Other Information Regarding Trends and Management’sActions’ in Item 7 should be read carefully in connection
with evauating our business and the forward-looking statements contained in thisAnnual Report.

”

ThisAnnual Report usestheterms“Universal,” “the Company,” “we,” “us,” and “our” to refer to Universal Corporation
and its subsidiaries when it is not necessary to distinguish among Universal Corporation and its various operating subsidiaries or
when any distinction is clear from the context in which it is used.

PART I
Item 1. Business
A The Company
Overview

We aretheleading global leaf tobacco supplier. We operatein over 30 countries on five continents. Tobacco has been our
principal focus since our founding in 1918. The largest portion of our businessinvolves the procuring and processing of flue-cured
and burley leaf tobacco for manufacturers of consumer tobacco products. Our reportable segments for our flue-cured and burley
tobacco operations are North America and Other Regions. We also have a third reportable segment, Other Tobacco Operations,
which comprises our dark tobacco business, our oriental tobacco joint venture, and certain tobacco-related services. We generated
approximately $2.4 billion in consolidated revenues and earned approximately $223.5 million in total segment operating income
in fiscal year 2012. Universal Corporation is a holding company that operates through numerous directly and indirectly owned
subsidiaries. Universal Corporation’s primary subsidiary is Universal Leaf Tobacco Company, Incorporated. See Exhibit 21,
“Subsidiaries of the Registrant,” for additional subsidiary information.



Key Operating Principles

We believe that by following several key operating principles we can continue to produce good financial returns from our
business and enhance shareholder value. These key operating principles are:

e Strategic market position. Wework closely with both our customers and suppliersto ensurethat we deliver aproduct
that meets our customers' needs and promotes a strong sustainable supplier base. We believe that developing and
maintaining these relationships is particularly valuable in the leaf tobacco industry where volume at an appropriate
priceisakey factor inlong-term profitability. Balancing theserelationshipsallowsusto optimize our inventory levels
to reduce risk during market downturns by enabling us to target our tobacco production contracts against customer
purchase indications. Our challenge is to adapt our business model to meet our customers' evolving needs while
continuing to provide stability of supply of compliant products and the high level of service that distinguishes our
company.

e Stronglocal management. Weoperatewith stronglocal management. Webelievethat having stronglocal management
in each leaf tobacco origin helps us better identify and adjust to constantly changing market conditions and provides
us with specific market knowledge quickly. We believe that this, coupled with global coordination, isakey factor in
our ability to continue to deliver the high quality, competitively priced products that our customers expect.

e Compliant products. We focus on sourcing acompliant product that meets customer requirementsin a competitive,
yet sustainable manner. We sponsor programs to educate farmersin good agricultural practices, the reduction of non-
tobacco related materials, product traceability, environmental sustainability, and social responsibility, among others.

« Diversified sources. Westriveto maintain diversified sourcesof |eaf tobacco to minimizereliance on any onesourcing
area. We operate in over 30 countries on five continents and maintain a presence in all major flue-cured, burley,
oriental, and dark air-cured tobacco growing regionsin theworld. Our global reach allows usto meet our customers
diverse and dynamic leaf requirements and helps minimize the impact of crop failures or other localized supply
interruptions.

¢ Financial strength. We believe that our financia strength is important, because it enables us to fund our business
efficiently and make investmentsin our business when appropriate opportunities areidentified. We believethat lower
interest and capital costs give us a competitive advantage. Our financial strength also affords us financial flexibility
in dealing with customer requirements and market changes. We work to sustain our creditworthiness.

Additional Information

Our website addressiswww.universal corp.com. We post regul atory filings on thiswebsite as soon asreasonably practicable
after they are electronically filed with or furnished to the SEC. Thesefilingsinclude annual reportson Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, Section 16 reports on Forms 3, 4, and 5, and any amendments to those reports filed
with or furnished to the SEC. Accessto these filings on our websiteis available free of charge. Copies are also available, without
charge, from Universal Corporation Investor Relations, 9201 Forest Hill Avenue, Richmond, VA 23235. Reportsfiled with the SEC
may be viewed at www.sec.gov or obtained at the SEC Public Reference Room in Washington, D.C. Information regarding the
operation of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330. We also post our press releases
on our website. Information on our website is not deemed to be incorporated by reference into this Annual Report.

In addition, our Corporate Governance Guidelines, Code of Conduct, and chartersfor the Audit Committee, the Executive
Committee, the Executive Compensation, Nominating and Corporate Governance Committee, the Pension I nvestment Committee,
and the Finance Committee are available free of charge to shareholders and the public through the “ Corporate Governance” section
of our website. Printed copies of the foregoing are available to any shareholder upon written request to our Treasurer at the address
set forth on the cover of thisAnnual Report or may be requested through our website, www.universal corp.com.



B. Description of Business
General

Our businessis procuring, financing, processing, packing, storing, and shipping leaf tobacco for saleto, or for the account
of, manufacturers of consumer tobacco products throughout theworld. Procuring leaf tobacco involves contracting with, providing
agronomy support to, and financing farmersin many origins. We do not manufacture cigarettes or other consumer tobacco products.
Through various operating subsidiaries and unconsolidated affiliates located in tobacco-growing countries around the world, we
process and sell flue-cured and burley tobaccos, as well as dark air-cured and oriental tobaccos. We aso provide value-added
services to our customers, including blending, chemical and physical testing of tobacco, managing just-in-time inventory, and
manufacturing reconstituted leaf tobacco. Flue-cured, burley, and oriental tobaccos are used principally in the manufacture of
cigarettes, and dark air-cured tobaccos are used mainly in the manufacture of cigars, pipe tobacco, and smokel ess tobacco products.
We generate our revenues from product sales, processing fees, and feesfor other services. Over 75% of our volumeisderived from
salesto customers with major positionsin their respective markets and with whom we have long-standing relationships. Our sales
consist primarily of flue-cured and burley tobaccos. For thefiscal year ended March 31, 2012, our flue-cured and burley operations
accounted for 90% of our revenues and 94% of our segment operating income.

Because unprocessed, or “green,” tobacco is a perishable product, processing of leaf tobacco is an essential serviceto our
customers. Our processing of leaf tobacco includes grading in the factories, blending, removal of non-tobacco material, separation
of leaf from the stems, drying, packing to precise moisture targets for proper aging, as well as temporary storage. Accomplishing
these tasks generally requires investments in plants and machinery in areas where the tobacco is grown. Processed tobacco that
has been properly packed can be stored by customers for anumber of years prior to use, but most processed tobacco is used within
two to three years.

We are amagjor purchaser and processor in the chief exporting regions for flue-cured and burley tobacco throughout the
world. We estimate that we have historically handled between 20% and 30% of the annual production of such tobaccos in Brazil
and between 35% and 45% in Africa. These percentages can change from year to year based on the size, price, and quality of the
crops. Recently, as tobacco growing regions have expanded in Africa, we have handled alarger proportion of the crops there. We
also handled between 20% and 30% of the flue-cured and burley tobacco produced in North America in fiscal year 2012. The
majority of this tobacco was sourced in the United States, where we sell processed U.S. tobacco to cigarette manufacturers and
process U.S. flue-cured and burley tobacco on a fee basis. We participate in the procurement, processing, storage, and sale of
oriental tobacco through ownership of a 49% equity interest in what we believe to be the largest oriental leaf tobacco merchant in
theworld, Socotab, L.L.C. Inaddition, we maintain apresence, and in certain cases, aleading presence, in virtually al other major
tobacco growing regionsin the world. We believe that our leading position in the leaf tobacco industry is based on our operating
presencein al of the major sourcing areas, our ability to meet customer style, volume, and quality requirements, our expertise in
dealing with large numbers of farmers, our long-standing relationships with customers, our development of processing eguipment
and technologies, and our financial position.

We a'so have aleading position in worldwide dark tobacco markets. Our dark tobacco operations are located in most of
the major producing countries and in other smaller markets. We operate in major dark tobacco producing countries, including the
United States, the Dominican Republic, Indonesia, Paraguay, the Philippines, Nicaragua, and Brazil. Dark tobaccos are typically
used in the manufacture of cigars, pipe tobacco, and smokeless tobacco products, and as components of certain “roll-your-own”
cigarette products.

Sales are made by our salesforce and, to amuch smaller degree, through the use of commissioned agents. Most customers
are long-established tobacco product manufacturers.

We conduct our businessin varying degreesin a number of countries, including Argentina, Bangladesh, Brazil, Canada,
the Dominican Republic, Ecuador, France, Germany, Guatemala, Hungary, India, Indonesia, Italy, Malawi, Mexico, Mozambique,
the Netherlands, Nicaragua, Paraguay, the People's Republic of China, the Philippines, Poland, Russia, Singapore, South Africa,
Spain, Switzerland, Tanzania, the United States, Zambia, and Zimbabwe. Inaddition, Socotab, L.L.C. hasoriental tobacco operations
in Bulgaria, Greece, Macedonia, and Turkey.

In the majority of the countries where we operate, including Argentina, Brazil, Guatemala, Hungary, Indonesia, Italy,
Mexico, Mozambique, the Philippines, Poland, Tanzania, the United States, Zambia, and Zimbabwe, we contract directly with
tobacco farmers or tobacco farmer cooperatives, in most cases before harvest, and thereby take the risk that the delivered quality
and quantity may not meet market requirements. In many countries outside the United States, we also provide agronomy services
and crop advances of, or for, seed, fertilizer, and other supplies. In Maawi, Zambia, and Zimbabwe, we also purchase tobacco
under auction systems.



Our foreign operations are subject to international business risks, including unsettled political conditions, expropriation,
import and export restrictions, exchange controls, and currency fluctuations. During the tobacco season in many of the countries
listed above, we advance funds, guarantee local loans, or do both, each in substantial amounts, for the eventual purchase of tobacco.
The majority of these seasonal advances and loan guarantees mature in one year or less upon the farmers’ delivery of contracted
tobaccos. Most advances to farmers are denominated in local currency, which is a source of foreign currency exchange rate risk.
Most tobacco sales are denominated in U.S. dollars, which reduces our foreign currency exchange risk after the tobacco has been
purchased. Seeltem 1A, “Risk Factors’ for more information about our foreign currency exchange risk.

For adiscussion of recent developments and trends in our business, along with factors that may affect our business, see
Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and Item 1A, “Risk Factors.”

Seasonality

Our operations are seasonal in nature. Tobacco in Brazil isusually purchased from January through July, while buying in
Malawi, Mozambique, and other African countries typically begins around April and continues through late fall. Farmersbeginto
sell U.S. flue-cured tobacco inlate July, and the marketing season lastsfor approximately four months. These overlapping marketing
periods tend to mitigate the overall effects of seasonality on our financial performance in most fiscal years.

We normally operate each of our processing plantsfor seven to nine months of theyear. During this period for each region,
inventories of green tobacco, inventories of processed tobacco, and trade accounts receivable normally reach peak levels in
succession. We normally finance this expansion of current assets with cash, short-term notes payable to banks, and customer
advances, and these funding sources normally reach their peak usage in each region during its respective purchasing or processing
period. Our balance sheet at our fiscal year end reflects seasonal expansionsinworking capital in South America, Central America,
and Western Europe.

Customers

A material part of our business is dependent upon a few customers. For the fiscal year ended March 31, 2012, each of
Philip MorrisInternational, Inc. and Imperial Tobacco Group, PLC, including their respective affiliates, accounted for 10% or more
of our revenues. We also have three other customers, who in fiscal year 2012, each accounted for between 5% and 10% of our
revenues. Thelossof, or substantial reduction in business from, any of these customers could have amaterial adverse effect on our
results. We have long-standing relationshi ps with these customers. For additional information, see*Management’s Discussion and
Analysis of Financial Condition and Results of Operations— Overview” and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Other Information Regarding Management’s Actions and Trends.”

We had commitments from customersfor approximately $539 million of the tobacco in our inventoriesat March 31, 2012.
Based upon historical experience, we expect that at least 85% of such orderswill be delivered during fiscal year 2013. Most of our
product requires shipment via trucks and oceangoing vessels to reach customer destinations. Delays in the delivery of orders can
result from such factors as truck and container availability, port access and capacity, vessel scheduling, and changing customer
requirements for shipment.

Asmore fully described in Note 1 to the consolidated financial statementsin Item 8 of this Annual Report, we recognize
sales revenue at the time that title to the tobacco and risk of loss passes to our customer. Individual shipments may be large, and
since the customer typically specifies shipping dates, our financial results may vary significantly between reporting periods due to
timing of sales. In some markets, including the United States and Brazil, we process tobacco that is owned by our customers, and
we recognize the revenue for that service when the processing is completed.

Competition

Theleaf tobacco industry ishighly competitive. Competition among leaf tobacco merchantsis based on the ability to meset
customer specifications in the buying, processing, and financing of tobacco, and on the price charged for products and services.
Competition varies depending on the market or country involved. The number of competitors varies from country to country, but
there is competition in most areas to buy and sell the available tobacco. Our principal competitor is Alliance One International,
Inc. (“Alliance One”). Alliance One operatesin many of the countrieswhere we operate. Based on our estimates, we do not believe
that worldwide market shares differ substantially between the two companies. Most of our major customers are partially vertically
integrated, and thus, also compete with us for the purchase of leaf tobacco in several of the major markets.

In most major markets, smaller competitorsarevery active. Thesecompetitorstypically havelower overhead requirements
and provide less support to customers and farmers. Dueto their lower cost structures, they can often offer a price on products that
islower than our price. However, we believe that we provide quality controls and farm programs that add value for our customers
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in an increasingly regulated world and make our products highly desirable. For example, we have established worldwide farm
programs designed to prevent non-tobacco related materials from being introduced into the green tobacco delivered to our factories.
In addition, we have established programs for good agricultural practices and have been active in social responsibility endeavors
in many of the developing countries in which we do business. We believe that our major customers value these services and that
our programs increase the quality of the products and services we offer. We also believe that our customers value the security of
supply that we are able to provide due to our strong relationships with our farmer base.

Reportable Segments

We evaluate the performance of our business by geographic region, although the dark air-cured and oriental tobacco
businesses are each evaluated on the basis of their worl dwide operations. Performanceof the oriental tobacco operationsiseval uated
based on our equity in the pretax earnings of our affiliate. Under this structure, we have the following primary operating segments:
North America, South America, Africa, Europe, Asia, Dark Air-Cured, Oriental, and Specia Services. North America, South
America, Africa, Europe, and Asia are primarily involved in flue-cured and burley leaf tobacco operations for supply to cigarette
manufacturers. Dark Air-Cured suppliesdark air-cured tobacco principally to manufacturers of cigars, pipe tobacco, and smokeless
tobacco products, and Oriental supplies oriental tobacco to cigarette manufacturers. From time to time, the segments may tradein
tobaccosthat differ fromtheir main varieties, but those activitiesare not significant to their overall results. Special Servicesprovides
laboratory services, including physical and chemical product testing and smoke testing for customers.

The five regional operating segments serving our cigarette manufacturer customers share similar characteristics in the
nature of their products and services, production processes, class of customer, product distribution methods, and regulatory
environment. Based on the applicable accounting guidance, four of the regions — South America, Africa, Europe, and Asia—are
aggregated into asingle reporting segment, Other Regions, because they also have similar economic characteristics. North America
isreported as an individual operating segment, because its economic characteristics differ from the other regions, generally because
itsoperationsdo not requiresignificant working capital investmentsfor crop financing andinventory. TheDark Air-Cured, Oriental,
and Special Servicessegments, which havediffering characteristicsin some of the categories mentioned above, are reported together
as Other Tobacco Operations, because each is below the measurement threshold for separate reporting.

Financial Information about Segments

Our North Americaand Other Regions reportabl e segments, which represent our flue-cured and burley tobacco operations,
accounted for 13% and 77% of our revenues and 13% and 81% of our segment operating income, respectively, in fiscal year 2012.
Our Other Tobacco Operations reportable segment accounted for 10% of our revenues and 6% of our segment operating incomein
fiscal year 2012. Sales and other operating revenues and operating income attributabl e to our reportable segments for each of the
last three fiscal years, along with segment assets for each reportable segment at March 31, 2012, 2011, and 2010, are set forth in
Note 15 to the consolidated financial statements, which are included in Item 8 of thisAnnual Report. Information with respect to
the geographic distribution of our revenues and long-lived assetsisalso set forth in Note 15 to the consolidated financial statements.

C. Employees

We employed over 26,000 employees throughout the world during the fiscal year ended March 31, 2012. We estimated
this figure because the majority of our personnel are seasonal employees.

D. Research and Development

We did not expend material amounts for research and development during the fiscal years ended March 31, 2012, 2011,
or 2010.

E. Patents, etc.

We hold no material patents, licenses, franchises, or concessions.
F. Government Regulation, Environmental Matters, and Other Matters

Our business is subject to general governmental regulation in the United States and in foreign jurisdictions where we
conduct business. Suchregulationincludes, butisnot limited to, mattersrelating to environmental protection. To date, governmental
provisions regulating the discharge of material into the environment have not had a material effect upon our capital expenditures,

earnings, or competitive position. See Item 1A, “Risk Factors’ for a discussion of government regulations and other factors that
may affect our business.



Item 1A. Risk Factors
Operating Factors
The leaf tobacco industry is highly competitive, and we are heavily reliant on a few large customers.

We are one of two major independent global competitors in the highly competitive leaf tobacco industry, both of whom
arereliant upon afew large customers. The loss of one of those large customers or a significant decrease in their demand for our
products or services could significantly decrease our sales of products or services, which would have a material adverse effect on
our results of operations. The competition among leaf tobacco suppliers and dealers is based on the ability to meet customer
requirements in the buying, processing, and financing of tobacco, and on the price charged for products and services. We believe
that we consistently meet our customers’ requirements and charge competitive prices. Because we rely upon a few significant
customers, the consolidation, significant increase in vertical integration, or failure of any of these large or significant customers
could contribute to a significant decrease in our sales of products and services.

We compete for both the purchase and sale of leaf with smaller leaf tobacco merchantsin some of the markets where we
conduct business. Some of these smaller leaf tobacco merchants operate in more than one country. Since they typically provide
little or no support to farmers, these leaf tobacco merchants typically have lower overhead requirements than we do. Dueto their
lower cost structures, they often can offer a price on products that islower than our price. Our customers also directly source leaf
tobacco from farmers to meet some of their raw material needs. Direct sourcing provides our customers with some quantities of
tobacco which they prefer not to use in their existing blends and that may be offered for sale. This competition for both the sale
and purchase of leaf could reduce the volume of the leaf we handle and could negatively impact our financial results.

Our financial results can be significantly affected by changes in the balance of supply and demand for leaf tobacco.

Becausewe are aleaf tobacco merchant, our financial results can be significantly affected by changesin the overall balance
of worldwide supply and demand for leaf tobacco. The demand for tobacco, which is based upon customers' expectations of their
future requirements, can change from time to time depending upon factors affecting the demand for their products. Our customers
expectations and their demand for leaf tobacco are influenced by a number of factors, including:

e trendsin the globa consumption of cigarettes,
e trendsin sales of cigars and other tobacco products, and
* levelsof competition among our customers.

The world supply of leaf tobacco at any given time is a function of current tobacco production, inventories held by
manufacturers, and the volumes of uncommitted stocks of leaf tobacco held by leaf tobacco merchants. Production of tobacco in
agiven year may be significantly affected by such factors as:

e weather and natural disasters, including any adverse weather conditions that may result from climate change,
e crop infestation and disease,

e availability of crop inputs,

¢ volume of annual tobacco plantings and yields realized by farmers,

e farmer electionsto grow crops other than tobacco,

e elimination of government subsidies to farmers, and

e demographic shifts that change the number of farmers or the amount of land available to grow tobacco.

Any significant change in these factors could cause amaterial imbalance in the supply of and demand for tobacco, which
would affect our results of operations.



Our financial results will vary according to growing conditions, customer requirements, and other factors. These factors also limit
the ability to accurately forecast our future performance and increase the risk of an investment in our common stock or other
securities.

Our financial results, particularly our year-over-year quarterly comparisons, may be significantly affected by variationsin
tobacco growing seasons and fluctuationsin crop sizes. Thetiming of the cultivation and delivery of tobacco is dependent upon a
number of factors, including weather and other natural events, and our processing schedules and results of operations can be
significantly altered by these factors. In addition, the potential impact of climate change is uncertain and may vary by geographic
region. The possible effects, as described in various public accounts, could include changes in rainfall patterns, water shortages,
changing storm patterns and intensities, and changing temperature levels that could adversely impact our costs and business
operations and the supply and demand for leaf tobacco. Our operationsalso rely on dependable and efficient transportation services.
A disruption in transportation services, as a result of climate change or otherwise, may also significantly impact our results of
operations.

Further, the timing and unpredictability of customer orders and shipments may require usto keep tobacco in inventory and
may also result in variations in quarterly and annual financial results. We base sales recognition on the passage of ownership,
usually with shipment of product. Since individual shipments may represent significant amounts of revenue, our quarterly and
annual financial resultsmay vary significantly depending on the needs and shipping instructions of our customersand the availability
of transportation services. These fluctuations result in varying volumes and sales in given periods, which also reduce the
comparability of financial results.

Major shifts in customer requirements for tobacco supply may significantly affect our operating results.

If our customers significantly alter their requirements for tobacco volumes from certain regions, we may have to change
our production facilities and alter our fixed asset base in certain origins. Permanent or long-term reduction in demand for tobacco
from origins where we have operations may trigger restructuring and impairment charges. We may also need to make significant
capital investmentsin other regions to devel op the needed infrastructure to meet customer supply requirements.

In areas where we purchase leaf tobacco directly from farmers, we bear the risk that the tobacco we receive will not meet quality
and quantity requirements.

When we contract directly with tobacco farmers or tobacco farmer cooperatives, which is the method we use to purchase
tobacco in most countries, we bear therisk that the tobacco delivered may not meet customer quality and quantity requirements. If
the tobacco does not meet such market requirements, we may not be able to meet al of our customers' orders, and such failure
would have an adverse effect on profitability and results of operations. Because in a contract market we buy all of the farmers
production, which encompasses many leaf styles, we also have arisk that not all of that production will be readily marketable. In
addition, in many foreign countries where we purchase tobacco directly from farmers, we provide them with financing. Unlesswe
receive marketabl e tobacco that meets the quality and quantity specifications of our customers, we bear the risk that we will not be
able to fully recover our crop advances or recover them in areasonable period of time.

Weather and other conditions can affect the marketability of our products.

Tobacco crops are subject to vagaries of weather and the environment that can, in some cases, change the quality or size
of the crops. If aweather event is particularly severe, such as amajor drought or hurricane, the affected crop could be destroyed
or damaged to an extent that it would be less desirable to manufacturers, which would result in areduction in revenues. If such an
event is also widespread, it could affect our ability to acquire the quantity of products required by our customers. In addition, other
factors can affect the marketability of tobacco, including, among other things, the presence of:

e excessresidues of crop protection agents,
e non-tobacco related materials, and
¢ genetically modified organisms.

A significant event impacting the condition or quality of alarge amount of any of the crops that we buy could make it
difficult for usto sell these products or to fill customers' orders.



Regulatory and Governmental Factors

Government efforts to regulate the production and consumption of tobacco products could have a significantimpact on the businesses
of our customers, which would, in turn, affect our results of operations.

The U.S. federal government and certain state and local governments have taken or proposed actions that may have the
effect of reducing U.S. consumption of tobacco products and indirectly reducing demand for our products and services. These
activities have included:

e restrictions on the use of tobacco products in public places and places of employment,

e legidation authorizing the U.S. Food and Drug Administration (the “FDA”) to regulate the manufacturing and
marketing of tobacco products,

¢ increasesin the federal, state, and local excise taxes on cigarettes and other tobacco products, and

e thepolicy of the U.S. government to link certain federal grants to the enforcement of state laws restricting the sale of
tobacco products.

Numerousother legidlative and regulatory anti-smoking measures have been proposed at thefederal, state, and local levels.
The United States only produces about 8% of the cigarettes manufactured outside of the People's Republic of China.

A number of foreign governments and global non-government organizations also have taken or proposed steps to restrict
or prohibit tobacco product advertising and promotion, to increase taxes on tobacco products, to indirectly limit the use of certain
types of tobacco, and to discourage tobacco product consumption. A number of such measures are included in the Framework
Convention on Tobacco Control (“FCTC"), which was negotiated and promoted globally under the auspices of the World Health
Organization (“WHO"). We cannot predict the extent to which the efforts of governments or non-governmental agenciesto reduce
tobacco consumption might affect the business of our primary customers. However, a significant decrease in worldwide tobacco
consumption brought about by existing or future governmental laws and regulations would reduce demand for tobacco products
and services and could have a material adverse effect on our results of operations.

Government actions can have a significant effect on the sourcing of tobacco. If some of the current efforts are successful, we could
have difficulty obtaining sufficient tobacco to meet our customers’ requirements, which could have an adverse effect on our
performance and results of operations.

The WHO, through the FCTC, has created aformal study group to identify and assess crop diversification initiatives and
alternatives to leaf tobacco growing in countries whose economies depend upon tobacco production. The study group began its
work in February 2007. If certain countrieswereto partner with the FCTC study group and seek to eliminate or significantly reduce
leaf tobacco production, we could encounter difficulty in sourcing leaf tobacco to fill customer requirements, which could have an
adverse effect on our results of operations.

Certain recommendations by the WHO, through the FCTC, may cause shiftsin customer usage of certain styles of tobacco.
As seen in countries like Canada and Brazil, efforts have been taken to eliminate ingredients from the manufacturing process for
tobacco products. Such decisions could cause a change in requirements for certain styles of tobacco in particular countries. Shifts
in customer demand from one type of tobacco to another could create sourcing difficulties as requirements move from one origin
to another.

In addition, continued government and public emphasis on environmental issues, including climate change, conservation,
and natural resource management, could result in new or more stringent forms of regulatory oversight of industry activities, which
may lead to increased levels of expendituresfor environmental controls, land use restrictions affecting us or our suppliers, and other
conditions that could have a material adverse effect on our business, financial condition, and results of operations. For example,
certain aspects of our businessgenerate carbon emissions. Regulatory restrictions on greenhouse gas emissions have been proposed.
These may include limitations on such emissions, taxes or emission allowance fees on such emissions, various restrictions on
industrial operations, and other measures that could affect land-use decisions, the cost of agricultural production, and the cost and
means of processing and transporting our products. These actions could adversely affect our business, financial condition, and
results of operations.
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Because we conduct a significant portion of our operations internationally, political and economic uncertainties in certain countries
could have an adverse effect on our performance and results of operations.

Our international operations are subject to uncertainties and risks relating to the political stability of certain foreign
governments, principally in devel oping countries and emerging markets, and also to the effects of changesin the trade policiesand
economic regulations of foreign governments. These uncertainties and risks, which include undevel oped or antiquated commercial
law, the expropriation or nationalization of assets, and the authority to revoke or refuseto renew businesslicenses and work permits,
may adversely impact our ability to effectively manage our operations in those countries. For example, in the past, we have
experienced significant year-to-year fluctuations in earnings due to changesin the Brazilian government’s economic policies, and
government actions in Zimbabwe reduced tobacco production there, causing us to shift sourcing of tobacco to other countries. We
have substantial capital investments in South America and Africa, and the performance of our operations in those regions can
materially affect our earnings. If the political situation in any of the countries where we conduct business were to deteriorate
significantly, our ability to recover assets located there could be impaired. To the extent that we do not replace any lost volumes
of tobacco with tobacco from other sources, or we incur increased costs related to such replacement, our financial condition, results
of operations, or both would suffer.

Changes in tax laws in the countries where we do business may adversely affect our results of operations.

Through our subsidiaries, we are subject to the tax laws of many jurisdictions. Changesin tax laws or the interpretation
of tax laws can affect our earnings, as can the resolution of various pending and contested tax issues. In most jurisdictions, we
regularly have audits and examinations by the designated tax authorities, and additional tax assessments are common. We believe
that we routinely comply with applicable tax laws in the jurisdictions where we operate, and we vigorously contest all significant
tax assessments where we believe we are in compliance with the tax laws.

Financial Factors
Failure of our customers or suppliers to repay extensions of credit could materially impact our results of operations.

We extend credit to both suppliers and customers. A significant bad debt provision related to amounts due could adversely
affect our results of operations. In addition, crop advances to farmers are generally secured by the farmers’ agreement to deliver
green tobacco. Inthe event of crop failure, delivery failure, or permanent reductionsin crop sizes, full recovery of advances may
never be realized, or otherwise could be delayed until future crops are delivered. See Notes 1 and 14 to the consolidated financial
statements in Item 8 for more information on these extensions of credit.

Fluctuations in foreign currency exchange rates may affect our results of operations.

We account for most of our tobacco operations using the U.S. dollar asthe functional currency. Theinternational tobacco
trade generally isconducted in U.S. dollars, and we finance most of our tobacco operationsin U.S. dollars. Although thisgenerally
limits foreign exchange risk to the economic risk that is related to leaf purchase and production costs, overhead, and income taxes
inthe source country, significant currency movements could materially impact our results of operations. Changesin exchangerates
can make a particular crop more or less expensive in U.S. dollar terms. If aparticular crop is viewed as expensivein U.S. dollar
terms, it may be less attractive in the world market. This could negatively affect the profitability of that crop and our results of
operations. In certain tobacco marketsthat are primarily domestic, thelocal currency isthefunctional currency. Examples of these
markets are Hungary and Poland. Similarly thelocal currency isthefunctional currency in other markets, such asWestern Europe,
where export sales have been denominated primarily in local currencies. In these markets, reported earnings are affected by the
tranglation of the local currency into the U.S. dollar. See Item 7A, “Qualitative and Quantitative Disclosure About Market Risk”
for additional discussion related to foreign currency exchange risk.

Our purchases of tobacco are generally madeinlocal currency, and we also provide farmer advances that are denominated
inthelocal currency. We account for currency remeasurement gainsor |osses on those advances as period costs, and they are usually
accompanied by offsetting increases or decreases in the purchase cost of tobacco, which is priced in the local currency. The effect
of differencesin the cost of tobacco isgenerally not realized in our earnings until the tobacco is sold, which often occursin aquarter
or fiscal year subsequent to the recognition of the related remeasurement gains or losses. The differencein timing could affect our
profitability in a given quarter or fiscal year.
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We have used currency hedging strategiesto reduce our foreign currency exchangeraterisksin some markets. Inaddition,
where we source tobacco in countrieswith illiquid or nonexistent forward foreign exchange markets, we often manage our foreign
exchangerisk by matching funding for inventory purchases with the currency of sale and by minimizing our net investment in these
countries. To the extent that we have net monetary assets or liabilities in local currency, we may have currency remeasurement
gains or losses that will affect our results of operations.

Changes in interest rates may affect our results of operations.

In our business, customers usually either pre-finance purchases or pay market rates of interest for inventory purchased on
order. From time to time, we borrow long-term debt at fixed rates. Through hedging agreements, we may swap the interest rates
on our existing fixed-rate debt to floating market interest rates to better match the interest rates that we charge our customers. To
the extent we are unable to match these interest rates, a decrease in short-term interest rates could increase our net financing costs.
In addition, at times we may have significant amounts of cash invested. Decreases in short-term interest rates reduce the income
we derive from those investments. Changes in interest rates also affect expense related to our defined benefit pension plan, as
described below.

Low investment performance by our defined benefit pension plan assets may increase our pension expense and may require us to
fund a larger portion of our pension obligations, thus, diverting funds from other potential uses.

We sponsor adomestic defined benefit pension plan that covers certain eligible employees. Our results of operations may
be positively or negatively affected by the amount of income or expense we record for this plan. U.S. generally accepted accounting
principles (GAAP) require that we calculate income or expense for the plans using actuarial valuations. These valuations reflect
assumptionsabout financial market and other economic conditions, which may change based on changesin key economicindicators.
The most significant year-end assumptions we used to estimate pension income or expense for fiscal year 2012 were the discount
rate and the expected long-term rate of return on plan assets. In addition, we are required to make an annual measurement of plan
assets and liabilities, which may result in a significant change to shareholders’ equity through a reduction or increase to “Pension
and other postretirement benefits plan adjustments.” At the end of fiscal year 2012, the projected benefit obligation of our U.S.
pension plans was $270 million and plan assets were $177 million. For a discussion regarding how our financial statements can
be affected by pension plan accounting policies, see “Critical Accounting Estimates — Pension and Other Postretirement Benefit
Plans’ in “Management’s Discussion and Analysis of Financial Condition and Results of Operations’ in Item 7 and in Note 11 to
the consolidated financial statementsin Item 8. Although GA AP expense and pension funding contributionsare not directly related,
key economic factors that affect GAAP expense would also likely affect the amount of cash we would contribute to pension plans
under requirements of the Employee Retirement Income Security Act (ERISA). Failureto achieve expected returns on plan assets
could also result in an increase to the amount of cash we would be required to contribute to our pension plans.

Item 1B. Unresolved Staff Comments

None
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Item 2. Properties

Except as noted, we own the following significant properties (greater than 500,000 square feet):

Location Principal Use Building Area
(Square Feet)

Flue-Cured and Burley Leaf Tobacco Operations:
North America:
United States
Nash County, NOrth Carolina..........cccceererireneninene e Factory and storages 1,312,000

Other Regions:

Brazil

SANMEAL CTUZ. ..ottt e bbb e b s ae e ne e e sneeneas Factory and storages 2,386,000

JOINVITTE (D) vttt Factory and storages 964,000
Malawi

LITONGUWE ...ttt et b e Factory and storages 942,000
Mozambique

1= PSSP PPT TSP Factory and storages 748,000
Philippines

7AYo (oo - U oo o IS Factory and storages 672,000
Tanzania

Koo (o (o H PP PP Factory and storages 803,000
Zimbabwe

[ F= T N 2 Factory and storages 1,445,000

Other Tobacco Operations:
United States
Lancaster, PENNSYIVANIAL........c.coeeeeeerceeee et Factory and storages 793,000

(1) Leased from athird party.
(2) Owned by an unconsolidated subsidiary.

We lease headquarters office space of about 45,000 square feet at 9201 Forest Hill Avenue in Richmond, Virginia, which
we believe is adequate for our current needs.

Our business involves, among other things, storing and processing green tobacco and storing processed tobacco. We
operate processing facilities in major tobacco growing areas. In addition, we require tobacco storage facilities that are in close
proximity to the processing facilities. We own most of the tobacco storage facilities, but we lease additional space as needs arise,
and expenses related to such leases are not material. We believe that the properties currently utilized in our tobacco operations are
maintained in good operating condition and are suitable and adequate for our purposes at our current volumes.

Inadditionto our significant propertieslisted above, we own other processing facilitiesin thefollowing countries: Germany,
Hungary, Italy, the Netherlands, Poland, and the United States. In addition, we have ownership interests in processing plantsin
Guatemala and Mexico and have access to processing facilities in other areas, such as Argentina, India, the People’s Republic of
China, South Africa, and Zambia. Socotab L.L.C., an oriental tobacco joint venture in which we own a noncontrolling interest,
owns tobacco processing plants in Turkey, Macedonia, and Bulgaria.

Except for the Lancaster, Pennsylvaniafacility, the facilities described above are engaged primarily in processing tobacco
used by manufacturersin the production of cigarettes. The Lancaster facility, aswell asfacilitiesin Brazil, the Dominican Republic,
Indonesia, and Paraguay, process tobacco used in making cigar, pipe, and smokeless products, as well as components of certain
“roll-your-own” products.
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Item 3. Legal Proceedings
European Commission Fines in Italy

In 2002, wereported that we were aware that the Commi ssion wasinvestigating certai n aspects of the leaf tobacco markets
in Italy. Deltafina buys and processes tobacco in Italy. We reported that we did not believe that the Commission investigation in
Italy would result in penalties being assessed against us or our subsidiaries that would be material to our earnings. The reason we
held this belief was that we had received conditional immunity from the Commission because Deltafina had voluntarily informed
the Commission of the activities that were the basis of the investigation.

On December 28, 2004, wereceived apreliminary indication that the Commissionintended to revoke Del tafina simmunity
for disclosing in April 2002 that it had applied for immunity. Neither the Commission’s Leniency Notice of February 19, 2002, nor
Deltafina’s letter of provisional immunity, contains a specific requirement of confidentiality. The potential for such disclosurewas
discussed with the Commission in March 2002, and the Commission never told Deltafinathat the disclosurewould affect Deltafina's
immunity. On November 15, 2005, we received notification from the Commission that the Commission had imposed finestotaling
€30 million on Deltafina and Universal Corporation jointly for infringing European Union antitrust law in connection with the
purchase and processing of tobacco in the Italian raw tobacco market. In January 2006, Universal Corporation and Deltafina each
filed appealsin the General Court. Deltafina's appeal was held on September 28, 2010. For strategic reasonsrelated to the defense
of the Deltafina appeal, we withdrew our appeal. On September 9, 2011, the General Court issued itsdecision, in which it rejected
Deltafina's application to reinstate immunity. Deltafina has appealed the decision of the General Court to the European Court of
Justice. Effective with the September 9, 2011 General Court decision, we recorded a charge for the full amount of the fine (€30
million) plus accumulated interest (€5.9 million). The charge totaled $49.1 million at the exchange rate in effect on the date of the
General Court decision. Deltafinamaintainsabank guaranteein favor of the Commissionin theamount of thefine plusaccumulated
interest in order to stay execution during the appeals process. We expect the appeal to take up to two years, and any fine and interest
Deltafina may ultimately be required to pay would not be due until the European Court of Justice issues its decision.

Other Legal Matters

We have been named along with multiple other defendantsin Hupan, et al. v. Alliance One International, Inc., et al., and
Chalanuk, et al. v. Alliance One International, Inc., et al., which are separate but related lawsuits filed in New Castle County,
Delaware state court on February 14, 2012, and April 5, 2012, respectively. The lawsuits were brought by eight Argentine minor
children born between 1996 and 2008 and their parentsin Hupan, and forty-one minor Argentine children born between 1986 and
2009 and their parentsin Chalanuk. The parent-plaintiffs allege that they grew tobacco in Argentina under contract with Tabacos
Norte S.A., beginning in the 1980's and that they and their infant children were exposed directly and in utero to herbicides and
pesticides used in the production and cultivation of tobacco that caused various alleged birth defects. We have been sued based
upon our alleged business dealings with co-defendants in the production of tobacco by Tabacos Norte, S A. The plaintiffs seek
compensatory and punitive damages against all defendants under U.S. and Argentine law. Because we have only recently been
named in the lawsuits, it is not possible to predict the ultimate outcome of this matter or what liability, if any, we may incur.

In addition to the above-mentioned matters, some of our subsidiaries are involved in other litigation or legal matters
incidental to their business activities. While the outcome of these matters cannot be predicted with certainty, we are vigorously
defending the matters and do not currently expect that any of them will have a material adverse effect on our business or financial
position. However, should one or more of these matters be resolved in a manner adverse to our current expectation, the effect on
our results of operations for a particular fiscal reporting period could be material.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities
Common Equity
Our common stock is traded on the New York Stock Exchange (“NY SE”) under the symbol “UVV.” Thefollowing table

setsforth the high and low sales prices per share of the common stock on the NY SE Composite Tape, based upon published financial
sources, and the dividends declared on each share of common stock for the quarter indicated.

First Quarter Second Quarter  Third Quarter Fourth Quarter

2012

Cash dividends declared .............cooceveiieveiniseeresiee e $ 048 $ 048 $ 049 $ 0.49

Market PriCE FaNGE........c.cveveeeeeieeeeeeeeie ettt High 45.72 41.48 47.38 48.60
Low 36.94 35.11 35.78 44.88

2011

Cash dividends declared ..........cccoeernieeniniesnise s ssaeens $ 047 $ 047 $ 048 $ 0.48

Market PriCE FANQE.........cveveeeeeie sttt eas st seenas High 55.92 44.82 43.34 43.72
Low 38.38 35.44 37.05 37.74

Our current dividend policy anticipates the payment of quarterly dividends in the future. However, the declaration and
payment of dividends to holders of common stock is at the discretion of the Board of Directors and will be dependent upon our
futureearnings, financial condition, and capital requirements. Under thetermsof our SeriesB 6.75% Convertible Perpetual Preferred
Stock (the “ Preferred Stock™), we may not declare or pay dividends on our common stock unless dividends on the Preferred Stock
for the four most recent consecutive dividend periods have been declared and paid. The Preferred Stock contains provisions that
prohibit the payment of cash dividends if certain income and shareholders’ equity levels are not met. Under certain of our credit
facilities, we must meet financial covenants relating to minimum tangible net worth and maximum levels of debt. If we were not
in compliance with them, these financial covenants could restrict our ability to pay dividends. We were in compliancewith all such
covenants at March 31, 2012. At May 22, 2012, there were 1,408 holders of record of our common stock. See Notes 6 and 12 to
the consolidated financial statementsin Item 8 for more information on debt covenants and equity securities.
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Purchases of Equity Securities

As indicated in the following table, we did not repurchase shares of our common stock during the three-month period
ended March 31, 2012:

Total Number of

Shares Dollar Value of

Repurchased as Shares that May

Total Number of Average Price Paid Part of Publicly Yet Be Purchased
Shares er Announced Plans Under the Plans or

Period ® Repurchased Share @ or Programs © Programs ©

January 1, 2012 to January 31, 2012............ccccoeeeerenrrereerierieninns — $ — — $ 100,000,000
February 1, 2012 to February 29, 2012...........cccoeovinininininininenans — — — —
March 1, 2012 to March 31, 2012............ccccovreeerereneneresnnennns — — — —
TOEl .. — 3 — — 3 100,000,000

(1) Repurchases are based on the date the shares were traded. This presentation differs from the consolidated statement of cash flows, where the cost of share
repurchases is based on the date the transactions were settled.

(2) Amounts listed for average price paid per share include broker commissions paid in the transactions.

(3) A stock repurchase plan, which was authorized by our Board of Directors, became effective and was publicly announced on November 8, 2011. This stock
repurchase plan authorizes the purchase of up to $100 million in common stock in open market or privately negotiated transactions, subject to market conditions
and other factors. This stock repurchase program will expire on the earlier of November 15, 2013, or when we have exhausted the funds authorized for the
program.
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Item 6. Selected Financial Data

Fiscal Year Ended March 31,

2012

2011

2010

2009

2008

(in thousands, except per share data, ratios, and number of shareholders)

Summary of Operations

Sales and other operating reVENUES..........c.cvcvvveieeeeeeeee s $ 2,446,877
Income from continuiNg OPErations..............c.oueveveeeeeeieeeeeieeeeeeeeeeeeeeees e $ 100,819
Income (loss) from discontinued OPErations.............cccovevevenirerininenesisesensenenns $ —
NEL INCOME.......covriieieeeiee ettt $ 100,819
Net income attributable to Universal Corporation @ ...........o.ccooveoovovvoorevorennnn, $ 92,057
Earnings available to Universal Corporation common shareholders................ $ 77,207
Return on beginning common shareholders’ equity ...........c.ccoveeveeeeeevceeeenenns 7.9%

Earnings (loss) per share attributable to
Universal Corporation common shareholders:

Basic:
From continuing OPErationsS............cccoueueuereeueeeeeeeteeseee e $ 3.32
From discontinued OPErations..............ccceeeeveeieeeeeeceseses s ssseese e $ —
NEEINCOME........cvocviiiciieiseie ettt sttt $ 3.32
Diluted:
From continuing OPEralionsS............ccceuvereieeeeeseseeeesseses s essseesesessssesens $ 3.25
From discontinued OPErations...............cocoueveeeveeeeeeieeeeeeeeeeseeeeeeseeseseeeeesenenas $ —
NEL INCOME.......coeiriirieieee ettt $ 325

CUITENE THIO ... .ceeeeeiee st 431
L0 L= = == £ $ 2,266,919
LoNng-term ObligatioNS..........c.cooveveiieeieieeeeeeeeeee ettt $ 392,500
ATV 014 N g o= L] = T $ 1,297,921
Total Universal Corporation shareholders' equity............ccceeveeeveeveeeeceeeerenennns $ 1,183,451
General

Ratio of earnings to fixed Charges............ccoouciveeeeeccceicceeeeceeee e 7.53
Ratio of earnings to combined fixed charges and preference dividends........... 4.07
Number of common sharehOlders...............coorerrniernererrese e 1,408

Weighted average common shares outstanding:

BASIC.....eeieiiett s 23,228
9] 1= T 28,339
Dividends per share of convertible perpetual preferred stock (annud)............ $ 67.50
Dividends per share of common stock (annNUal) ...........ccceeeeeveveeveeeeeesecreseenenns $ 1.94
Book value per COMMON Shar€...........c.ccceeveveeeeeeeeeeeeeetee e $ 41.73

$ 2,571,527

$ 164,550

$ —

$ 164,550

$ 156,565

$ 141,715
15.6%

$ 5.94

$ 5.42

$ 542

3.08
$ 2,227,867
$ 320,193
$ 1,065,883
$ 1,185,606

941
517
1,447

23,859
28,888

$ 67.50
$ 1.90
41.85

$ 2,491,738

$ 170,345
$ —
$ 170,345
$ 168,397
$ 153547
18.8%
$ 6.21
$ 6.21
$ 5.68
$ 5.68
2.75
$ 2,371,040
$ 414,764

$ 1,078,077
$ 1,122,570

$
$
$

9.43
5.29
1,518

24,732
29,662
67.50
1.86
37.39

$
$

$
$
$
$

$
$
$
$

$
$
$

2,554,659
132,561
132,561
131,739
116,889

13.0%

4.57

4.57

4.32

4.32

274
2,138,176
331,808
954,044
1,029,473

5.54
3.55
1,597

25,570
30,466
67.50
1.82
32.66

$ 2,145,822
$ 116,484
$ (145)
$ 116,339
$ 119,156
$

104,306
12.8%
$ 3.83
$ (001
$ 3.82
$ 371
$ (001
$ 3.70
3.33

$ 2,186,761
$ 402,942
$ 1,028,732
$ 1,115,631

4.66
3.16
1,708

27,263
32,186

$ 67.50
$ 178
33.23

(1) Wehold less than a 100% financial interest in certain consolidated subsidiaries, and a portion of net income is attributable to the noncontrolling interests in

those subsidiaries.

Our operations consist solely of our worldwide tobacco business. Previously, we aso owned lumber and building products
and agri-products operations. We completed the sale of the lumber and building products operations in fiscal year 2007 and the
agri-productsoperationsinfiscal year 2008. Therevenuesand expenses of the agri-productsbusi nesses are reflected asdiscontinued

operations for fiscal year 2008 in the above table.
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Thecalculations of theratio of earningsto fixed charges and theratio of earningsto combined fixed chargesand preference
dividends are shown in Exhibit 12. Fixed charges primarily represent interest expense we incurred during the designated reporting
period, and preference dividends represent the pre-tax equivalent of dividends on preferred stock.

Significant items included in the operating results in the above table are as follows:

Fiscal Year 2012 — a $49.1 million charge to accrue afine and accumulated interest imposed jointly on the Company
and Deltafina, S.p.A. (“Deltafina’), an Italian subsidiary, by the European Commission related to tobacco buying
practicesin Italy. The charge reflected a September 2011 appeals court decision rejecting Deltafina's application to
reinstate its immunity in the case. No income tax benefit was recorded on the non-deductible fine portion of the
charge. In addition to that charge, we recorded restructuring costs of $11.7 million, including approximately $8.6
million for employee termination benefits, primarily related to our operationsinthe U.S. and South America, and $3.1
million for costs to exit a supplier arrangement in Europe. Results for the year also included again of $11.1 million
on the sale of land and buildings in Brazil that were most recently used for storage activities and a $9.6 million gain
on insurance settlement proceeds to replace factory and equipment lost in afire at aplant in Europe. On acombined
basis, the net effect of these items decreased income before income taxes by $40.0 million and net income by $40.3
million, or $1.42 per diluted share.

Fiscal Year 2011 —$7.4 million reversal of aportion of acharge recorded in fiscal year 2005 to accrue afine imposed
by the European Commission on Deltafina, S.p.A., our subsidiary inItaly, related to tobacco buying practicesin Spain.
Thereversal reflected afavorable European Union’s General Court decisionin Deltafina’ s appeal of thefine. Wealso
recorded a$19.4 million gain on the assignment of farmer contracts and sale of related assetsin Brazil to an operating
subsidiary of amajor customer. In addition to those items, which benefited fiscal year 2011 earnings, we recorded
$21.5 million in restructuring and impairment costs during the year. A significant portion of those costs related to our
decisionto closeour |eaf tobacco processing operationsin Canadaand sell the assets of those operations. Restructuring
charges were also recorded to recognize costs associated with voluntary early retirement offersin our U.S. operations
and additional voluntary and involuntary separations in various other locations. On a combined basis, the net effect
of these items increased income before income taxes by $5.3 million, and increased net income by $3.3 million, or
about $0.12 per diluted share.

Fiscal Year 2009 — $50.6 million inlossesfrom currency remeasurement and exchange, primarily caused by the effect
of the rapid devaluation of the Brazilian currency between June and December 2008. The effect of these losses was
areduction in net income of $32.9 million, or $1.08 per diluted share.

Fiscal Year 2008 — $29.3 million in gains from currency remeasurement and exchange, reflecting the general
strengthening of world currencies against the U.S. dollar and mark-to-market gains realized on forward contracts to
hedge tobacco purchases in Brazil. We aso recorded $12.9 million in restructuring costs, consisting partly of $7.9
million in severance and voluntary termination benefits associated with the downsizing of our operations in Canada,
the release of farm managers and workers employed in flue-cured tobacco growing projects that we exited in Zambia
and Malawi, aworkforce reductionin our operationsin Malawi, adecisionto close and consolidateasalesand logistics
office in Europe, and other cost reduction initiatives at several smaller locations. In addition, restructuring costs
included $5.0 million of curtailment losses associated with actions taken to terminate a small defined benefit pension
plan and freeze another small plan. We also recorded a separate charge of $7.8 million to accrue an obligation
established by Malawi court rulingsthat required empl oyersthereto provide severance benefitsin additionto company-
sponsored pension benefitsin employeeretirement or termination situations. Thoserulingsal so expandedthequalified
compensation on which the severance benefit was based. In addition to these costs, our results for the fiscal year
included a gain of $6.5 million on the sale of surplus timberland in Brazil. On a combined basis, the net effect of
theseitemsincreased income before noncontrolling interest and income taxes by $15.1 million, and increased income
from continuing operations and net income by $10.3 million, or $0.32 per diluted share.

18



Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of financial condition and results of operations is provided to enhance the understanding of,
and should be read in conjunction with, Part I, Item 1, “Business” and Item 8, ““Financial Statements and Supplementary Data.”
For information on risks and uncertainties related to our business that may make past performance not indicative of future results,
or cause actual results to differ materially from any forward-looking statements, see “General,” and Part I, Item 1A, “Risk Factors.”

OVERVIEW

We are the leading global leaf tobacco supplier. We derive most of our revenues from sales of processed tobacco to
manufacturers of tobacco products throughout the world and from fees and commissions for specific services. We hold a strategic
position in the world leaf markets where we work closely with both our customers and farmers to ensure that we deliver a product
that meets our customers' needs while promoting a strong supplier base. We continually adapt to meet changes in customer needs
as well as broader changes in the leaf markets while continuing to provide the stability of supply and high level of service that
distinguishes us in the marketplace. Over the last three fiscal years, we have contended with increased direct sourcing by some
customers, oversupply in the leaf markets, and reduced processing volumes in the United States.

In fiscal year 2010, supply and demand for leaf tobacco was in balance with no significant amounts of uncommitted
inventory in the hands of leaf suppliers and dealers. Large African burley crops that had threatened to create some excess were
absorbed by the market. Although we began to see increased customer concern about costs, the higher cost of leaf was passed
through in selling prices. One of our customers, Japan Tobacco, Inc., responded to higher crop costs and leaf supply concerns by
announcing that they were preparing to source some of their leaf directly in the United States, Brazil, and Malawi.

Infiscal year 2011, we continued to seelarge burley cropswhileflue-cured production was reduced somewhat by aweather
issueinBrazil. Duringtheyear, webeganto seethesignsof oversupply inlower marginsand el evated supplier and dealer inventories.
In addition, we assigned farmer contractsin Brazil to a subsidiary of Philip Morris International as part of their effortsto increase
their direct sourcing capability there. In response to the customer efforts in direct sourcing and our need to reduce costs in an
oversupplied market, we began a process of reviewing each of our operations with the purpose of rationalizing global operations
to fit the new market conditions. That process gave rise to numerous cost-saving initiatives which continued into fiscal year 2012.

In fiscal year 2012, we had a slow start to the tobacco buying season, which is typical in a cycle of oversupply as both
customers and farmers delayed action to evaluate market development. However, selling activity increased after prices declined at
both the farm and the supplier and dedler levels. We experienced lower margins as a result of the oversupplied market conditions.
In Brazil, we also saw the effect in our first quarter of reduced sales of leaf due to the assignment of some of our farmer contracts
to a subsidiary of Philip Morris International during fiscal year 2011. Processing volumes in North America decreased due to
processing contracts that expired in 2011. We continued to make progress on our restructuring programs in several regions, to
further reduce operating cost structures where necessary. Earnings were negatively impacted by a charge related to the rejection
of our European Commission fine appeal, although we are appealing that decision to a higher court.

We delivered sound results in fiscal year 2012 despite oversupply conditions that reduced green tobacco prices in many
of the major markets and pressured margins. We operate with strong local management in our leaf origins and the knowledge of
these management teams, coupled with our global coordination efforts, enabled usto execute well in the difficult environment. We
successfully managed our risk of excessinventories and ended the year with lower uncommitted inventory levelsthan in fiscal year
2011. We also maintained our focus on fiscal conservatism and ended the period with a stronger balance sheet position, including
an increase in cash of about $120 million.

Aswe move into fiscal year 2013, we are seeing crop sizes come down in most of the key sourcing areas for flue-cured
and burley tobacco, and consequently, we expect that our overall salesvolumeswill decline. Inthe United States, crop levelsshould
recover after last year's hurricane damage. However, we do not expect to benefit from the same level of sales of uncommitted
inventoriesthere, asthose stocks have been depleted. These crop andinventory reductionsreflect the cyclical nature of our business.
With smaller crop sizes, global markets are beginning to strike a balance between supply and demand. Overall, green leaf prices
have stabilized, and we are also seeing higher prices for certain types of tobacco such as quality flavor flue-cured and burley leaf,
aswell as oriental tobacco.

Our entire organization continues to focus on delivering a consistent, compliant product that is valued by our customers,
especially intoday'sincreasingly regulated world. We are committed to strengthening the integrity of the leaf tobacco supply chain,
whichincludes measurabl e effortsto promote sustainable production. We believe our global reach, our strong regional management
teams, and our long-term focuson being aglobal quality leaf serviceprovider will continueto differentiate usfromthe other suppliers
and dealersin the industry.
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RESULTS OF OPERATIONS
Fiscal Year Ended March 31, 2012, Compared to the Fiscal Year Ended March 31, 2011

Net income for the fiscal year ended March 31, 2012, was $92.1 million, or $3.25 per diluted share, including the effect
of the charge in the second fiscal quarter for the European Commission fine described below. That charge and other unusual items
during the year amounted to a net pretax charge of $40.1 million ($1.42 per diluted share). Those results compare to fiscal year
2011 net income of $156.6 million, or $5.42 per diluted share, which included unusual items amounting to a net pretax benefit of
$5.3 million ($0.12 per diluted share). Segment operating income for the year, which excludes those unusual items, was $223.5
million, down $34.4 million compared with the prior year as lower results in our North America and Other Tobacco Operations
segments were partially offset by improved performance in our Other Regions segment. Thefiscal year 2012 results reflected the
full impact of the previous year's assignment of Brazilian farmer contracts to Philip Morris International, as well as the decline in
processing volumesin the North America segment related to the expiration of customer contracts. Operating income in this period
included $12 million in dividend income from unconsolidated subsidiaries. Revenuesfor fiscal year 2012 fell to $2.4 billion from
$2.6 billion in the previous year, primarily due to lower leaf prices on slightly higher volumes.

Thefollowing table setsforth the unusual itemsincluded in reported results, none of which areincludedin segment results:

Fiscal Year Ended

March 31,

(in millions of dollars, except per share amounts) 2012 2011
(Charges) and gains

(Charge for) reversal of European Commission fines in Italy and SPain @...........ooovereeeeeees oo eeeoeeeeeeeevesseeeeeeseseeseeseeeens $ (49.1) $ 74
Restructuring and impairment costs, primarily in the United States, South America, and Europe @ .............ccoooovveconeeevcennnnne, (11.7) (21.5)
Gain on fire 10ss iNSUraNCe SEtEMENE IN EUFOPE @ ..o ees et seeeeeeee e eeseeeeeeeeee s seessee e sessseeseseeseesesesesesensees 9.6 —
GaiN ON SAIE OF FACHTLY INBIAZII @ ...t ee e e e s eee e eee e eee s ee s eee s eeeseseesseeees e seesneesnene 111 —
Gain on assignment of farmer contracts and sale of related assets in Brazil et e e — 194
Total effeCt ON OPEraiNG INCOIME...........cciuiuiuiiciceeeeeeee et ae s e e s eas e sesessseseasssssassessasseseassessssseseassessassessanssasanas $ (40.1) $ 5.3
TOtal EffECt ON NELINCOME..........c.ouiuieieeecicecececece et ae s s s s e asaeseaeseseseasaessasseseassessaesesssssesesssessassessanssananaas $ (40.3) $ 33
Total effect on diluted EarNINGS PEI SNAIE............cciuiieeeeeeceeeceeee et s e ae s e se e asseseassesesssessassessassessasasssanan $ 142 $ 0.12

(1) Fiscal year 2012 - fines and accumulated interest related to the September 9, 2011 decision by the General Court of the European Union rejecting an Italian
subsidiary's application to reinstate immunity related to infringements of European Union antitrust law in the Italian raw tobacco market.
Fiscal year 2011 - thereversal of aportion of a European Commission fine recorded by an Italian subsidiary in 2005 related to the Spanish tobacco processing
market, following a decision of the General Court of the European Union that reduced the amount of the fine by half.

(2) Restructuring and impairment charges, primarily related to plant closures and workforce reductionsin several areas.

(3) Firelossinsurance settlement in June 2011 related to a plant fire in Europein 2010. The operating assets have been replaced.

(4) Saleof land and storage buildingsin Brazil in November 2011.

(5) Assignment of farmer production contracts and related assets in Brazil in October 2010.
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Flue-cured and Burley Leaf Tobacco Operations

For the fiscal year ended March 31, 2012, operating income for the flue-cured and burley |eaf tobacco operations, which
includes the North America and Other Regions segments, was about $211 million, an 8% decrease compared to the prior year's
results of about $229 million. The decline reflected improved operating results for the year in the Other Regions segment, which
were outweighed by reduced earnings in the North America segment. Revenuesfor the group were down about 3%, to $2.2 billion
due to lower leaf prices, despite higher volumes for the year.

Operating income of $180.7 million for the Other Regions segment was up 6%, compared to $170 million for the prior
year. InAfrica, higher salesvolumesin some origins, partly dueto completion of more shipments prior to fiscal year-end, mitigated
tighter marginsand lower third-party processingincome. Earningsalso benefited fromthereversal of statutory severanceobligations
there. Earningsinthe South Americaregionweredown, although theeffect of reduced salesvolumesrelated tolast year'sassignment
of farmer contracts was moderated significantly by increased sales to new and existing customers, as well as lower costs from
restructuring activities and a smaller farmer base in Brazil. In Europe, results improved on higher shipments and an insurance
recovery, while Asia experienced declines in the period, primarily due to reduced trading volumes and inventory adjustments.
Selling, general, and administrative expenses for the segment were flat for the year, and cost of goods sold declined about 4% due
mostly to reduced green leaf prices and the effect of increased toll processing in Brazil. In addition, results for the Other Regions
segment included $12 million in dividend income from unconsolidated subsidiaries. Revenuesfor the segment of $1.9 billion were
relatively flat as higher overall volumes combined with lower prices in most regions and a less favorable mix.

Operating income for the North Americasegment declined by $29.2 million to $30.0 million for fiscal year 2012, asresults
included the full impact of lower toll processing volumes there. The lower processing volumes were partly mitigated by reduced
overhead costs, including savings from restructuring initiatives. Resultsfor both fiscal years 2012 and 2011 also reflected sales of
uncommitted leaf inventories. Revenues for the segment were down 8% to $314.2 million.

Other Tobacco Operations

Inthe Other Tobacco Operations segment, operating incomefor fiscal year 2012 declined by $15.8 million to $12.8 million,
due primarily to lower volumes and margins in the dark tobacco operations as a result of a decline in global market sales. The
oriental joint venture al so experienced lower overall salesvolumesand marginsfor theyear, partially mitigated by reduced overhead
costs and the benefit from business realignment charges taken in the prior year. Revenues for this segment for fiscal year 2012
decreased by $47.5 million, to $239.2 million. The majority of this change was due to the transfer of Specia Services businessto
the Other Regions segment and lower dark tobacco volumes.

Other Items

Cost of goods sold decreased by about 4% to $2.0 billion for theyear ended March 31, 2012, primarily asaresult of reduced
green leaf pricesin most origins, offset somewhat by higher volumes. Selling, general, and administrative costsfell by $7.4 million
for theyear. The declineincluded afavorable comparison on costsrelated to asmaller farmer base in South Americaand apositive
variancefromthereversal of non-incometax provisionsdueto afavorabletax rulingin South America, partially offset by unfavorable
variances on currency remeasurement primarily in South Americaand Asia.

Interest expense was down 1% to $22.8 million for the year ended March 31, 2012, primarily reflecting lower average
borrowing levels. Interestincomefor fiscal year 2012 wasabout $1.4 million lower, dueto the previousyear'srecognition of interest
income on the return of funds that had been escrowed to bond the appeal of the European Commission finein Spain.

The consolidated effectiveincome tax rate on pretax earnings was approximately 38% for thefiscal year ended March 31,
2012. Theratewashigher thanthe 35% U.S. statutory tax rate because we did not record an incometax benefit on the non-deductible
fine portion of the charge for the European Commission fine and interest in Italy. Without that item, the effective income tax rate
for the year would have been approximately 29%. That rate was lower than the U.S. statutory rate primarily due to the effect of
exchange rate movements on deferred taxes and recognition of benefitson prior year operating losses of certain foreign subsidiaries,
and to recoveries of state income taxes. The effective income tax rate for the year ended March 31, 2011 was approximately 32%.
The effective rate for 2011 was less than the statutory rate due to the reversal of previously recorded liabilities for uncertain tax
positions and recognition of benefits on prior year operating losses of certain foreign subsidiaries.
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In September 2011, we announced that the General Court of the European Union issued a decision rejecting the appeal of
Deltafina, S.p.A, our Italian subsidiary. That appeal related to the European Commission'srevocation of Deltafina'simmunity from
a fine of €30 million (about $41 million on September 9, 2011) assessed against Deltafina and Universal jointly for actions in
connection with Deltafina's purchase and processing of tobacco in the [talian raw tobacco market between 1995 and 2002. Deltafina
has appealed the decision of the General Court to the European Court of Justice. The appeal process could take up to two years.
Effective with the September 9, 2011 General Court decision, we recorded a charge for the full amount of the fine (€30 million)
plus accumulated interest (€5.9 million). The charge totaled $49.1 million at the exchange rate in effect on the date of the General
Court decision.

In November 2011, we sold land and storage buildings in Brazil in exchange for other property and $9.4 million in cash.
The transaction resulted in again of $11.1 million, which is reported in other income in the consolidated statements of income.

Fiscal Year Ended March 31, 2011, Compared to the Fiscal Year Ended March 31, 2010

For the fiscal year ended March 31, 2011, diluted earnings per share were $5.42, down about 5% from record earnings of
$5.68 per diluted share for the fiscal year ended March 31, 2010. Net income attributable to Universal Corporation for fiscal year
2011 was $156.6 million, a decrease of 7% compared to $168.4 million for fiscal year 2010, primarily due to lower resultsin our
South American operations and Oriental tobacco joint venture. Revenues for fiscal year 2011 were $2.6 billion, a 3% increase
compared to fiscal year 2010, reflecting higher selling prices on lower volumes shipped during the period. The priceincreaseswere
generaly related to higher green leaf costs and the effects of aweak U.S. dollar.

Results for fiscal year 2011 also included the effects of several non-recurring items, which provided a net pretax benefit
of $5.3 million, or about $0.12 per diluted share. During the quarter ended December 31, 2010, we recorded a net gain of $19.4
million before taxes, or $0.44 per diluted share, to recognize the assignment of tobacco production contracts with approximately
8,100 farmersin Brazil, along with the sale of related assets, to asubsidiary of Philip Morris International. In addition, the quarter
ended September 30, 2010, included a benefit of $7.4 million before taxes, or $0.17 per diluted share, for the reversal of a portion
of apreviously recorded European Commission fine after afavorable court ruling. These gains were largely offset by the effects
of combined restructuring and impairment charges associated with our initiatives to adjust various operations and reduce costs,
including asignificant portion rel ated to the closure of our Simcoe operationsin Canada. Most of therestructuring costsrepresented
accruals for employee termination benefits at operating locations in North America, South America, Africa, and Europe and at
corporate headquarters. Total restructuring and impairment costs for the fiscal year ended March 31, 2011, were $21.5 million, or
$0.49 per diluted share, of which about $5.6 million were noncash charges.

Flue-cured and Burley Leaf Tobacco Operations

For the fiscal year ended March 31, 2011, operating income for the flue-cured and burley tobacco operations was about
$229.3 million, a4% decrease compared to fiscal year 2010’s record $239.5 million results. The decrease was caused primarily by
reduced volumes and margins in some operations within the Other Regions segment. Revenues for the group were relatively flat
asreduced volumesfor fiscal year 2011 in South America, Europe, and North Americawere balanced by higher volumesin Africa
and Asia

Operating income of $170.0 million for the Other Regions segment was down about 7% compared to fiscal year 2010.
Earningsin Africaincreased over fiscal year 2010 on higher salesvolumes aswell as additional third-party processing. Theregion
also benefited from net gains on foreign currency remeasurement and exchange compared to net losses in fiscal year 2010. Asia
results were improved for fiscal year 2011 as well, primarily due to higher volumes from larger crops in the Philippines and better
margins related to lower unit costs on those volumes. South America results were down significantly, affected by lower volumes
sold from both Brazil and Argentina. A smaller Brazilian crop due to weather conditions, significantly lower customer demand for
Argentineleaf, and theeffectsof customer inventory correctionsall reduced volumes. Marginsal sodeclined on higher unit production
costs and higher green leaf prices. Earningsin Europe were also down for fiscal year 2011 on lower volumes and margins, lower
exchange gains, and the trand ation effects of a stronger dollar against the Euro and other European currencies. Overall results for
this segment benefited from lower selling, general, and administrative expenses caused by the previously mentioned currency gains
aswell aslower overhead expenses, in part related to FCPA and employment costsin fiscal year 2010. Although overall volumes
for the Other Regions segment were down, cost of sales increased on higher leaf costs, in part due to the weaker dollar. Overall
segment revenues were up as those higher costs of leaf were reflected in selling prices.

The North America segment reported improved operating income of $59.3 million aslower U.S. volumes from the fiscal
year 2011 crop were offset by sales of carryover crops, additional third-party processing business in the United States, and lower
overhead charges. Revenues for the segment were down by about 5% on reduced sales volumes despite improved product mix.
Cost of sales for this segment was lower on overall lower volumes sold, while selling, general and administrative costs benefited
from overhead reductions.
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Other Tobacco Operations

In the Other Tobacco Operations segment, operating income for fiscal year 2011 declined by 28% to about $29 million,
due primarily to significantly lower results from the oriental tobacco joint venture on reduced sal es volumes on customer inventory
adjustments as well as lower margins and smaller currency remeasurement gains. Dark tobacco results were flat compared with
fiscal year 2010 as the effects of increased volumes and reductions in domestic overhead costs were reduced by lower earnings
resulting from the weather-damaged Indonesian crop. Revenues for this segment increased by 20% to $287 million, primarily
related to higher salesin thejust-in-time services group, increased dark tobacco shipments after a soft beginning to fiscal year 2010,
and higher imports of oriental tobacco into the United States. Those higher volumes also caused an increase in cost of saleswhile
selling general and administrative costs were flat.

Other Items

Cost of goods sold increased by nearly 6% dueto the influence on leaf prices of aweaker U.S. dollar and higher farm input
costs, aswell asalower proportion of steminthesalesmix. Selling, general, and administrative expenses decreased by $26 million,
or 9%, compared to fiscal year 2010. Predominant factors in the reduced expense for fiscal year 2011 included an $11 million
comparative benefit from net currency remeasurement and exchange gainsin fiscal year 2011 compared with net losses in fiscal
year 2010, accruals in fiscal year 2010 for costs associated with the Foreign Corrupt Practices Act (“FCPA”) matter, and lower
compensation expense.

Interest expensefor fiscal year 2011 decreased by $1.2 million astheimpact of higher average debt balanceswas outwei ghed
by lower average effective interest rates. Interest income increased by $1.5 million compared to fiscal year 2010 primarily due to
the recognition of interest income on the return of funds escrowed to bond the appeal of the European Commission fine.

The consolidated effectiveincometax ratefor the fiscal year ended March 31, 2011, was approximately 32% versus nearly
34% for fiscal year 2010. In both cases, the full year rate was lower than the 35% U.S. federal statutory rate due to the recognition
of foreign tax credits and to the reversal of previously recorded liabilities for uncertain tax positions based on favorable resolution
or expiration of statutes of limitations for the related tax years.

Accounting Pronouncements

In September 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update 2011-08,
“Testing for Goodwill Impairment” (“ASU 2011-08"). The objective of ASU 2011-08 is to simplify the process of testing for
goodwill impairment by permitting companiesto first assess qualitative factors to determine whether it is more likely than not that
the fair value of areporting unit is less than its carrying amount. Companies will only be required to calculate the fair value of a
reporting unit if the qualitative evaluation indicatesthat it ismore likely than not that the fair valueislessthan the carrying amount.
ASU 2011-08 is effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December
15, 2011, with earlier adoption permitted. We are currently evaluating the new guidance but we do not expect it to have asignificant
effect on our financial statements.

23



LIQUIDITY AND CAPITAL RESOURCES
Overview

During the fiscal year ended March 31, 2012, our operations generated positive operating cash flows. Seasonal working
capital requirementswerelower during theyear as pricesfor green tobacco werelower in most areas, and in some areaswe purchased
lessleaf. We had morethan sufficient liquidity to meet our needs. We also continued our conservativefinancia policies, maintained
our discipline on using our free cash flow, ended the fiscal year with lower uncommitted tobacco inventory levels, and reduced our
leverage ratios while returning funds to sharehol ders.

Our liquidity and capital resource requirements are predominantly short-term in nature and primarily relate to working
capital required for tobacco crop purchases. Working capital needs are seasonal within each geographic region. The geographic
dispersion and the timing of working capital needs permit usto predict our general level of cash requirements, although crop size,
prices paid to farmers, shipment and delivery timing, and currency fluctuations affect requirements each year. Peak working capital
requirements are generally reached during the first and second fiscal quarters. Each geographic area follows a cycle of buying,
processing, and shipping, although in many regions, we also provide agricultural materials to farmers during the growing season.
The timing of the elements of each cycleisinfluenced by such factors aslocal weather conditions and individual customer shipping
requirements, which may change the level or the duration of crop financing. Despite a predominance of short-term needs, we
maintain a relatively large portion of our total debt as long-term to reduce liquidity risk. We also periodically have large cash
balances that we utilize to meet our working capital requirements.

We believe that our financial resources are adequate to support our capital needs for at least the next twelve months. Our
seasonal borrowing requirementstypically increasefrom March to September by asmuch as$300 million. That funding requirement
is primarily related to our Other Regions segment and includes purchasing crops in South America and Africa. The amount can
vary significantly depending upon such factors as crop sizes, the price of leaf, the relative strength of the U.S. dollar, and shipment
and customer payment timing differences. We deal with this uncertainty by maintaining substantial credit lines and cash balances.
In addition to our operating requirements for working capital, we have $16 million of long-term debt maturing in fiscal year 2013,
and we expect to provide around $17 million in funding to our pension plans. Available capital resources from our cash balances,
acommitted credit facility, and uncommitted credit lines exceed those anticipated needs. After balancing our capital structure, any
excess cash flow from operations after dividends and capital expenditureswill be available to fund expansion, purchase our stock,
or otherwise enhance shareholder value.

Cash Flow

Our operations provided about $200 million in operating cash flows in fiscal year 2012, and we received $18 million in
proceeds from the sale of fixed assets, including the sale of our Canadian facilities and land and storage buildings in Brazil. We
also received $10 million from an insurance settlement related to afire. Using those funds, we spent $38 million on capital projects,
returned $60 million to shareholders in the form of dividends, reduced our total debt by $14 million, and spent $4 million on
repurchases of our common stock. At March 31, 2012, cash balances totaled $262 million.

Working Capital

Working capital at March 31, 2012, wasnearly $1.3 billion, up $232 million over last year'slevel. Cashand cash equivalents
increased by over $120 million and notes payable and the current portion of long-term obligations together declined by about $100
million. That declinein debt was offset by theissuance of a$100 million term loan. Accountsreceivable balanceswere $55 million
higher, largely due to higher shipments in some regions near the end of the year. Accounts payable decreased by $25 million in
large part due to decreased tobacco purchasesin South America

Tobacco inventories at March 31, 2012, were down $60 million. Inventories were lower due to reduced purchases from
the hurricane damaged crop and sales of uncommitted inventories in North America, and the effects of a change in supply
arrangementsin Europe. We usually finance inventory with amix of cash, notes payable, and customer deposits, depending on our
borrowing capabilities, interest rates, and exchange rates, aswell asthose of our customers. We generally do not purchase material
guantities of tobacco on a speculative basis. However, when we contract directly with farmers, we are obligated to buy their entire
crop. Our uncommitted tobacco inventories decreased by approximately $28 million to $143 million, or about 21% of tobacco
inventory. Uncommitted inventories at March 31, 2011, were $171 million, which represented 23% of tobacco inventory.
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Share Repurchase Activity

In November 2009, our Board of Directors approved a $150 million share repurchase program that was replaced in
November 2011. The purchasesunder the 2009 program were carried out from timeto time on the open market at prevailing market
rates. During fiscal year 2012, we purchased 80,191 shares of common stock at an aggregate cost of $3.5 million (average price
per share of $43.49), based on trading dates, which brought our total purchases under the programto 1,589,701 shares at an aggregate
cost of $70 million (average price per share of $44.02). On November 8, 2011, we announced that our Board of Directors had
approved a new authorization for the purchase of up to $100 million of equity securities through November 8, 2013. Purchases
under the program may be carried out from time to time on the open market or in privately negotiated transactions at prices not
exceeding prevailing market rates. In determining our level of common share repurchase activity, our intent is to use only cash
available after meeting our capital investment, dividend, and working capital requirements. As a result, our execution of the
repurchase program may vary as we realize changes in cash flow generation and availability. At March 31, 2012, our available
authorization under our current share repurchase program was $100 million, and approximately 23.3 million common shares were
outstanding.

Capital Spending

Our capital expenditures are generally limited to those that add value for the customer, replace or maintain equipment,
increase efficiency, or position usfor future growth. Our capital expenditures were approximately $38 million in fiscal year 2012,
$39 million in fiscal year 2011, and $58 million in fiscal year 2010. Depreciation expense was approximately $42 million, $44
million, and $41 million, respectively, in each of fiscal years 2012, 2011, and 2010. Our intent isto limit routine capital spending
toalevel below depreciation expensein order to maintain strong cash flow. However, from timeto time, we may undertake projects
that increase spending beyond those limits. We currently have no major capital expenditures planned in fiscal year 2013.

Outstanding Debt and Other Financing Arrangements

We consider the sum of notes payable and overdrafts, long-term debt (including current portion), and customer advances
and deposits, less cash, cash equivalents, and short-term investments on our balance sheet to be our net debt. We also consider our
net debt plus shareholders' equity to be our total capitalization. Net debt decreased by $140 million to $292 million during the
twelve months ended March 31, 2012. The decrease primarily reflects higher cash balances and lower notes payable. Net debt as
a percentage of capitalization was approximately 19% at March 31, 2012, down from 26% at March 31, 2011, and it was lower
than our target range of 35% to 45% of total capitalization.

In November 2011, we entered into a new bank credit agreement that established a five-year committed revolving credit
facility of $450 million and a funded five-year amortizing term loan facility of $100 million. The new revolving credit facility
replaced a $400 million revolving credit facility that would have matured in August 2012. The new term loan facility replaced a
$95 million medium-term note that matured in September 2011, and was funded under the previous revolving credit facility. Both
new facilities mature in November 2016. We paid approximately $3.5 million in fees and related costs in connection with the new
facilities, and those costs will be amortized over the term of the agreement. The financial covenants under the new facilities are
similar to those of the previous facility and require that we maintain a minimum level of tangible net worth and observe limits on
debt levels. Asof March 31, 2012, we were in compliance with all covenants of our debt agreements.

Asof March 31, 2012, we, together with our consolidated affiliates, had approximately $513 million in uncommitted lines
of credit, of which approximately $385 million were unused and available to support seasonal working capital needs. We also have
an active, undenominated universal shelf registration filed with the SEC in November 2011, which provides for future issuance of
additional debt or equity securities.

Derivatives

From timeto time, we useinterest rate swap agreements to manage our exposure to changesin interest rates. During fiscal
year 2012, interest rate swap agreements in the notional amount of $50 million expired at the maturity of the underlying debt, and
other outstanding contracts, in the total notional amount of $195 million, were settled prior to maturity at an aggregate gain of
approximately $13million. That gainisbeing amortized asareductionininterest expense over theremaining termsof theunderlying
debt instruments, which mature in fiscal years 2014 and 2015.
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In November 2011, we entered into interest rate swaps to eliminate the variability of cash flowsin the interest payments
on our $100 million variable-rate amortizing term loan, the sole source of which is changesin the LIBOR interest rate. Changes
in the cash flows of the interest rate swaps are expected to exactly offset the changes in cash flows attributable to fluctuations in
the LIBOR interest rates on the debt. We will receive variable LIBOR and pay fixed rate interest. The swaps are accounted for as
cash flow hedges. The aggregate notional amount of the interest rate swaps will be reduced over afive-year period as payments
are made on the term loan. At March 31, 2012, the fair value of our outstanding interest rate swap agreements was a liability of
$1.1 million, and the notional amount of the interest rate swaps outstanding was $99 million.

We also enter forward contracts from time to timeto hedge certain foreign currency exposures, primarily related to forecast
purchases of tobacco and related processing costsin Brazil, aswell as our net monetary asset exposurein local currency there. We
generally account for our hedges of forecast tobacco purchases as cash flow hedges. At March 31, 2012, the fair value of our open
contracts was not material. We also had other forward contracts outstanding that were not designated as hedges, and the fair value
of those contractswasnot material at March 31, 2011. For additional information, seeNote9to the consolidated financial statements
inltem 8.

Pension Funding

Funds supporting our ERISA-regulated U.S. defined benefit pension plans decreased by $1 million to $177 million, as
benefit payments exceeded contributions and asset returns by a small amount. The accumulated benefit obligation (“ABO”) and
the projected benefit obligation (“PBQO") were approximately $218 million and $238 million, respectively, as of March 31, 2012.
The ABO and PBO are calculated on the basis of certain assumptions that are outlined in Note 11 to the consolidated financial
statements in Item 8. We expect to make contributions of about $17 million to our pension plans, including $7 million to our
ERISA-regulated plans, during the next year. It is our policy to regularly monitor the performance of the funds and to review the
adequacy of our funding and plan contributions.

Contractual Obligations

Our contractual obligations as of March 31, 2012, were as follows:

(in thousands of dollars) Total 2013 2014-2015 2016-2017 After 2017
Notes payable and 10ng-term debt @ ..............coovvereeerreeeereeeeseeeeseseeeseseesseene $ 582218 $ 166165 $ 348842 $ 67211 $ —
Operating 16858 ObliGatiONS.............oo..civeeeeeeeeeesseeeesses s sse e 43,576 15,851 13,351 8,229 6,145

Inventory purchase obligations:

Tobacco 613,919 597,731 16,188 — —
Agricultural materials 45,483 45,483 — — —
Other purchase OblIgatioNS ..............ceeeveeereeeeeeeeeee et enns 12,928 12,892 36 — —
TOUBL ...ttt $ 1298124 $ 838,122 $ 378417 $ 75,440 $ 6,145

(1) Includesinterest payments. Interest paymentson $128.0 million of variable rate debt were estimated based on rates as of March 31, 2012. The Company has
entered interest rate swapsthat effectively convert theinterest payments on the $98.8 million outstanding bal ance of itsamortizing bank term loan from variable
tofixed. Thefixed rate has been used to determine the contractual interest payments for all periods.

In addition to principal and interest payments on notes payable and long-term debt, our contractua obligations include
operating lease payments, inventory purchase commitments, and capital expenditure commitments. Operating lease obligations
represent minimum payments due under leases for various production, storage, distribution, and other facilities, aswell asvehicles
and equipment. Tobacco inventory purchase obligations primarily represent contracts to purchase tobacco from farmers. The
amounts shown above are estimates since actual quantities purchased will depend on crop yield, and prices will depend on the
quality of the tobacco delivered. About 60% of our crop year contracts to purchase tobacco are with farmersin Brazil. We have
partially funded our tobacco purchases in Brazil and in other regions with advances to farmers and other suppliers, which totaled
approximately $135 million at March 31, 2012. In addition, we have guaranteed bank loans to farmers in Brazil that relate to a
portion of our tobacco purchase obligations there. At March 31, 2012, we were contingently liable under those guarantees for
outstanding balances of approximately $26 million (including accrued interest), and we had recorded aliability of approximately
$6 million for the fair value of those guarantees. As tobacco is purchased and the related bank loans are repaid, our contingent
liability is reduced.
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CRITICALACCOUNTING ESTIMATES AND ASSUMPTIONS

In preparing the financial statements in accordance with GAAP, we are required to make estimates and assumptions that
have an impact on the assets, liahilities, revenue, and expense amounts reported. These estimates can also affect our supplemental
information disclosures, including information about contingencies, risk, and financial condition. We believe, given current facts
and circumstances, that our estimates and assumptions are reasonable, adhere to GAAP, and are consistently applied. However,
changesin the assumptions used could result in amaterial adjustment to the financial statements. Our critical accounting estimates
and assumptions are in the following areas:

Inventories

Inventories of tobacco are valued at the lower of cost or market with cost determined under the specific cost method. Raw
materials are clearly identified at the time of purchase. We track the costs associated with raw materials in the final product lots,
and maintain this identification through the time of sale. We also capitalize direct and indirect costs related to processing raw
materials. This method of cost accounting is referred to as the specific cost or specific identification method. We write down
inventory for changes in market value based upon assumptions related to future demand and market conditions if the indicated
market value is below cost. Future demand assumptions can be impacted by changes in customer sales, changes in customers
inventory positions and policies, competitors' pricing policies and inventory positions, changing customer needs, and varying crop
sizesand qualities. Market conditionsthat differ significantly from those assumed by management could result in additional write-
downs. We experience inventory write-downs routinely. Inventory write-downs in fiscal years 2012, 2011, and 2010 were $8.3
million, $8.5 million, and $1.3 million, respectively.

Advances to Suppliers and Guarantees of Bank Loans to Suppliers

We provide agronomy services and seasonal crop advances of, or for, seed, fertilizer, and other supplies. These advances
are short term in nature and are customarily repaid upon delivery of tobacco to us. Primarily in Brazil, we have aso made long-
term advances to tobacco farmers to finance curing barns and other farm infrastructure. In Brazil, we also guarantee both short-
term and long-term loans made to farmersfor the same purposes. In someyears, dueto low crop yields and other factors, individual
farmers may not deliver sufficient volumes of tobacco to repay maturing advances. In that case, we may extend repayment of the
advancesinto the following crop year or satisfy the guarantee by acquiring the loan from the bank. In either situation, wewill incur
losses whenever we are unable to recover the full amount of the loans and advances. At each reporting period, we must make
estimates and assumptions in determining the valuation allowance for advances to farmers and the liability to accrue for our
obligations under bank loan guarantees.

Recoverable Value-Added Tax Credits

In many foreign countries, we pay significant amounts of value-added tax (“VVAT”) on purchases of unprocessed and
processed tobacco, crop inputs, packing materials, and various other goods and services. In some countries, VAT isanational tax,
and in other countriesit is assessed at the state level. Items subject to VAT vary from jurisdiction to jurisdiction, as do the rates at
which the tax is assessed. When we sell tobacco to customers in the country of origin, we generally collect VAT on those sales.
We are normally permitted to offset our VAT payments against those collections and remit only the incremental VAT collectionsto
the tax authorities. When tobacco is sold for export, VAT is normally not assessed. In countries where our tobacco sales are
predominately for export markets, we often do not generate enough VAT collections on downstream sales to fully offset our VAT
payments. In those situations, we can accumulate unused VAT credits. Some jurisdictions have procedures that allow companies
to apply for refunds of unused VAT credits from the tax authorities, but the refund process often takes an extended period of time
and it is not uncommon for refund applications to be challenged or rejected in part on technical grounds. Other jurisdictions may
permit companiesto sell or transfer unused VAT creditstothird partiesin privatetransactions, although approval for such transactions
must normally be obtained from the tax authorities, limits on the amounts that can be transferred are usually imposed, and the
proceeds realized may be heavily discounted from the face value of the credits. Due to these factors, in some countries we can
accumulate significant balances of VAT credits over time. We review these balances on aregular basis, and we record valuation
allowances on the credits to reflect amounts that we do not expect to recover, as well as discounts anticipated on credits we expect
to sell or transfer. In determining the appropriate valuation allowance to record in a given jurisdiction, we must make various
estimates and assumptions about factors affecting the ultimate recovery of the VAT credits. At March 31, 2012, the gross balance
of recoverable tax credits (primarily VAT) totaled approximately $82 million, and the related valuation alowance totaled
approximately $25 million.
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Goodwill

Wereview the carrying value of goodwill for potential impairment on an annual basisand at any timethat eventsor business
conditions indicate that it may be impaired. We follow applicable accounting guidance in determining the fair value of goodwill,
which normally involvesthe use of discounted cash flow models (L evel 3 of thefair value hierarchy under GAAP). Thecalculations
in these models are normally not based on observable market data from independent sources and therefore require significant
management judgment with respect to operating earnings growth rates and the selection of an appropriate discount rate. Neither a
one-percentage-point increase in the discount rate assumption nor a one-percentage-point decline in the cash flow growth rate
assumption would result in an impairment charge. However, significant changes in estimates of future cash flows, such as those
caused by unforeseen events or changes in market conditions could result in an impairment charge. The majority of our goodwill
relates to our reporting unit in Brazil.

Fair Value Measurements

We hold various financial assets and financia liabilities that are required to be measured and reported at fair value in our
financial statements, including money market funds, trading securities associated with deferred compensation plans, interest rate
swaps, forward foreign currency exchange contracts, and guarantees of bank loans to tobacco growers in Brazil. We follow the
relevant accounting guidance in determining the fair values of these financial assets and liabilities. Quoted market prices (Level 1
of thefair value hierarchy) are used in most casesto determinethe fair values of money market funds and trading securities. Interest
rate swaps and forward foreign currency exchange contracts are valued based on dealer quotes using discounted cash flow models
matched to the contractual terms of each instrument (Level 2 of the fair value hierarchy). The fair value of the guarantees of bank
loanstotobacco growers, whichwasapproximately $6 millionat March 31, 2012, isderived using aninternally-devel oped discounted
cash flow model. The model requires variousinputs, including historical 10ss percentages for comparable loans and arisk-adjusted
interest rate. Because significant management judgment isrequired in determining and applying theseinputsto the val uation model,
our processfor determining thefair value of these guaranteesis classified asLevel 3 of thefair value hierarchy. At March 31, 2012,
a 1% increasein the expected loss percentage for al guaranteed farmer loans would not have had a material effect on thefair value
of the guarantee obligation. In addition, a 1% change in the risk-adjusted interest rate would not have had a material effect on the
fair value of the guarantee obligation. We incorporate credit risk in determining the fair values of our financial assets and financial
liahilities, but that risk did not materially affect the fair values of any of those assets or liabilities at March 31, 2012.

Income Taxes

Our consolidated effective income tax rate is based on our expected taxable income, tax laws and statutory tax rates, and
tax planning opportunities in the various jurisdictions in which we operate. Significant judgment is required in determining the
effective tax rate and evaluating our tax position. The effective tax rateis applied to quarterly operating results. We are subject to
thetax laws of many jurisdictions, and could be subject to atax audit in each of these jurisdictions, which could result in adjustments
to tax expensein future periods. Inthe event that thereis a significant, unusual, or one-time item recognized in our results, the tax
attributed to that discrete item would be recorded at the same time as the item.

Our accounting for uncertain tax positions requires that we review all significant tax positions taken, or expected to be
taken, in income tax returns for al jurisdictions in which we operate. In this review, we must assume that all tax positions will
ultimately be audited, and either accepted or rejected based on the applicable tax regulations by the tax authorities for those
jurisdictions. We must recognizein our financial statementsonly the tax benefits associated with tax positionsthat are“more likely
than not” to be accepted upon audit, at the greatest amount that is considered “more likely than not” to be accepted. These
determinations require significant management judgment, and changesin any given quarterly or annual reporting period could affect
our consolidated income tax rate.

Tax regulations require itemsto be included in the tax return at different times than the items are reflected in the financial
statements. Asaresult, our effective tax rate reflected in the financial statementsis different than that reported in our tax returns.
Some of these differences are permanent, such as expenses that are not tax deductible, while others are related to timing issues,
such as differences in depreciation methods. Timing differences create deferred tax assets and liabilities. Deferred tax liabilities
generally represent tax expense recognized in our financial statementsfor which payment has been deferred or incometaxesrel ated
to expenses that have not yet been recognized in the financial statements, but have been deducted in our tax return. Deferred tax
assetsgenerally represent itemsthat can be used asatax deduction or credit in futuretax returns for which we have aready recorded
the tax benefit in our financial statements. We record valuation allowances for deferred tax assets when the amount of estimated
futuretaxableincomeisnot likely to support the use of thededuction or credit. Determining theamount of such val uation allowances
requires significant management judgment, including estimates of future taxable income in multiple tax jurisdictions where we
operate. Based on our periodic earnings forecasts, we project the upcoming year’s taxable income to help us evaluate our ability
to realize deferred tax assets.
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At the beginning of fiscal year 2010, we had approximately $52 million of undistributed earnings of foreign subsidiaries
onwhich no provision for U.S. income taxes had been recorded because those earnings were designated as permanently reinvested.
Effective March 31, 2010, we changed the classification of those earningsto reflect achange in our intent to repatriate the earnings
consistent with appropriate tax planning and good business practice in the respective foreign countries. Asaresult of this change,
approximately $3.5 million of additional income tax expense was recognized in fiscal year 2010 to record the applicable U.S. tax
liability. We no longer have any undistributed earnings of consolidated foreign subsidiaries that are classified as permanently
reinvested.

Thefunctional currency inmost of our significant foreign operationsisthe U.S. dollar, asexport tobacco salesare generally
madein dollars. Purchasing and processing costsare usually incurredin local currency. Whenthe U.S. dollar isweakening relative
to the local currency, purchasing and processing costs increase in dollar terms, resulting in higher cost inventory. The sale of that
inventory in dollars generates less taxableincomein local currency, which resultsin lower income taxes owed when trandlated into
U.S. dallars. This causesthe effective incometax rate on dollar income to be lower than the statutory rateinthelocal country. The
reverse can occur when the local currency isweakening relative to the U.S. dollar, thereby causing the effective income tax rate on
dollar earnings to be above the statutory rate. Thisimpact on our effective income tax rate in acountry can be significant during a
normal crop cycle. A prolonged period of strengthening or weakening over more than one crop may increase the impact if we sell
material quantities of old crop inventories. Lower-taxed foreign source income increases our ability to use foreign tax credits.
Higher-taxed foreign sourceincome hasthereverse effect. When these changes occur inour larger operations, such asour operations
in Brazil, they can have a material impact on our overall tax position.

For additional disclosures on income taxes, see Notes 1 and 5 to the consolidated financial statementsin Item 8.
Pension and Other Postretirement Benefit Plans

The measurement of our pension and postretirement obligations and costs are dependent on a variety of assumptions
determined by management and used by our actuaries. These assumptions include estimating the present value of projected future
pension paymentsto all plan participants, taking into consideration the likelihood of potential future events such as salary increases
and demographic experience. The assumptionswe have made may have an effect on the amount and timing of future contributions.
The plan trustee conducts an independent valuation of the fair value of pension plan assets. The significant assumptions used in
the calculation of pension and postretirement obligations are:

¢ Discount rate—Thediscount rateisbased oninvestment yieldson ahypothetical portfolio of actual long-term corporate
bonds rated AA that align with the cash flows for our benefit obligations.

e Sdary scale—The salary scale assumption is based on our long-term actual experience for salary increases, the near-
term outlook, and expected inflation.

e Expected long-term return on plan assets — The expected long-term return on plan assets reflects asset alocations and
investment strategy adopted by the Pension Investment Committee of the Board of Directors.

* Retirement and mortality rates— Retirement ratesare based on actual plan experience along with our near-term outl ook.
Early retirement assumptions are based on our actual experience. Mortality rates are based on standard group annuity
(RP-2000) mortality tables which have been updated to reflect improvementsin projected life expectancy.

¢ Healthcare cost trend rates — For postretirement medical plan obligations and costs, we make assumptions on future
inflationary increasesin medical costs. These assumptions are based on our actual experience, along with third-party
forecasts of long-term medical cost trends.

The effects of actual results differing from our assumptions are accumulated and amortized over future periods and,
therefore, generally affect our recognized expense in such future periods.
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The effect of the indicated increase or decrease in the selected pension and other postretirement benefit valuation

assumptions is shown below. The effect assumes no change in benefit levels.

(in thousands of dollars)

Changes in Assumptions for Pension Benefits

Discount Rate:

LD UNCTEASE .......evieiieeeee ettt ettt ettt ettt et et et et et eb st es et s et b e b ee et s et b asee s et ettt et st ab s bbbt et s s an bt et s s es b s as s b s s s s s s nanaes

Salary Scale:

LD UNCTEASE .......evieiieeeee ettt ettt ettt ettt et et et et et eb st es et s et b e b ee et s et b asee s et ettt et st ab s bbbt et s s an bt et s s es b s as s b s s s s s s nanaes

Long-Term Rate of Return on Assets:

LD UNCTEASE .......evieiieeeee ettt ettt ettt ettt et et et et et eb st es et s et b e b ee et s et b asee s et ettt et st ab s bbbt et s s an bt et s s es b s as s b s s s s s s nanaes

Changes in Assumptions for Other Postretirement Benefits

Discount Rate:

LB IMCIEASE......cveueveeeteeeteteee ettt ettt et et et et e sese st et ese et e s eae st ebese s e s eb e e et ebese et et essseebesenseeebene s sebe s ebebane s et enssebesens et ebeneetesenennaee

Effect on
2012 Projected Effect on
Benefit 2013 Annual
Obligation Expense
Increase Increase
(Decrease) (Decrease)
$ (31,759 $ (3,307)
38,667 3,869
6,572 1,602
(6,218) (1,504)
— (1,873)
— 1,872
(4,461) (514)
5,328 (207)
1,777 93
(1,617) (80)

See Note 11 to the consolidated financia statements in Item 8 for additional information on pension and postretirement

benefit plans.

Other Estimates and Assumptions

Other management estimates and assumptions are routinely required in preparing our financial statements, including the
determination of valuation allowances on accounts receivable and advances to suppliers, as well as the determination of the fair
value of long-lived assets. Changes in market and economic conditions, local tax laws, and other related factors are considered
each reporting period, and adjustments to the accounts are made based on management’s best judgment.
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OTHER INFORMATION REGARDING TRENDS
AND MANAGEMENT’S ACTIONS

Our financial performance depends on our ability to obtain an appropriate price for our products and services, to secure
thetobacco volumesand quality desired by our customers, and to maintain efficient, competitive operations. We continually monitor
issues and opportunitiesthat may impact the supply of and demand for leaf tobacco, and the volumes of |eaf tobacco that we handle.

Supply

Oversupply, evidenced by larger crops, lower green tobacco prices and margin pressures from customers, affected our
resultsin fiscal year 2012. Aswe begin our fiscal year 2013, we are seeing crop sizes come down in most of the key sourcing areas
for flue-cured and burley tobacco, including Brazil, Tanzania, and Malawi. In the United States, crop levels should recover after
the hurricanetherein fiscal year 2012. With lower crop sizes, global markets are beginning to strike a balance between supply and
demand for leaf tobacco. Overall, greenleaf priceshave stabilized, and we are al so seeing higher pricesfor certain types of tobacco,
such as quality flavor flue-cured and burley leaf, as well as oriental tobacco.

Periodic cycles of under- and oversupply of leaf are not unusua in our business, and we have successfully navigated
oversupplied markets throughout our history. Although each one has unique features, the processis generally the same -- crop sizes
are lowered to permit supply to match demand. We are beginning to see this reduction aswe enter fiscal year 2013. We have done
agood job managing our unsold inventories, and current levels are lower than last year's levels.

Production

Worldwide flue-cured tobacco production in fiscal year 2012 remained flat at 4.5 billion kilos. Thetotal includes China,
an extremely large market that is primarily domestic. Because very little of that tobacco isavailable outside of that country to trade,
we generally exclude Chinese crops when we consider worldwide production. On that basis, worldwide flue-cured tobacco
production in fiscal year 2012 increased by about 3%, to 2.1 billion kilos. Burley cropsincreased by about 4% in fiscal year 2012.
We estimate that at March 31, 2012, industry uncommitted flue-cured and burley inventories totaled about 85 million kilos, a
decrease of about 26% from March 31, 2011 levels, signaling the easing of oversupply conditions. Uncommitted inventoriesin the
hands of suppliers and dealers remain reasonable.

We believe flue-cured production (excluding China) will decrease by about 6%, to about 2.0 billion kilos in fiscal year
2013. Most of the decreasewill occur in Brazil. Burley production isforecast to decrease by about 20%, with most of this decrease
coming from Malawi. Oriental tobacco has moved into undersupply, and we believethat it will take up to two yearsfor production
levelsto increase sufficiently to meet demand.

Pricing

Factors that affect green tobacco prices include global supply and demand, market conditions, production costs, and
competition from other crops. We work with farmers to maintain tobacco production and to secure product at price levelsthat are
attractive to both the farmers and our customers. Tobacco competes with agricultural commaodity products for farmer production.
As pricesfor soybeans, wheat, rice, and seed oilsrise, green tobacco prices may have to rise to maintain tobacco production levels.
Thisfactor could provide momentum to efforts of the WHO to shift farmer production away from leaf tobacco to other crops. After
reductions through early 2009, commaodity prices and crop production costs have risen dramatically. Any current increase in farm
input costswould affect crops sold in fiscal year 2014. In the past, market shortages have also led to green tobacco price increases.

Evolving European Market

We have seen some decrease in production of tobacco in some origins within the European Union (E.U.) as the staged
reductioninthesubsidy systemtherehastaken effect. Althoughvariouscountrieshaveoffered replacement schemes, those programs
cover less of the high farm production cost, mostly connected with labor costs. So farm prices have risen to compensate for those
costs, making it more difficult for E.U. tobacco to compete in the world market. We believe that the possibility for sustainable
tobacco production in the E.U. exists due to the current efforts to streamline the cost structure at all levels (from farms to factories
to services) and the importance of European leaf to some manufacturers. Within the general discussion on the future of the E.U.
Common Agricultural Policy, it looks probable that a major driving factor will be the support of employment in the rural areas,
creating aframework in which farmers producing tobacco could reasonably be considered eligible for adequate support. Webelieve
that if farmer commercial income does not increase, as the level of support available to farmers decreases, the volume of tobacco
produced in Europe will decline over time.
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Demand

We expect that ongoing demand for leaf tobacco will be flat primarily due to the flattening trend in world cigarette
consumption. However, demand is affected by many factors, including regulation and product taxation. On a year-to-year basis,
we are susceptible to fluctuations in leaf supply due to crop size and leaf demand as manufacturers adjust inventories or respond
to changes in cigarette markets. We believe that some manufacturers may have purchased tobacco in excess of their normal
requirementsin fiscal year 2012, allowing the market to absorb the higher leaf volumes produced in the strong South American and
African crops. We also believe smaller cropsin fiscal year 2013 will bring markets closer into balance.

Our sales consist primarily of flue-cured and burley tobaccos. Those types of tobacco, along with oriental tobaccos, are
the major ingredientsin American-blend cigarettes. Industry datashowsthat consumption of American-blend cigarettes hasdeclined
at acompound annual rate of 2.2% for the ten yearsthat ended in 2011. Over the past ten years, industry data al so shows that total
world consumption of cigarettes grew at the compound annual rate of 0.6%, including annual growth of about 3.9% in China, which
experienced higher increases during the second half of the period. Outside China, consumption fell by 1.1% during the ten-year
period. These patterns indicate a shift in demand, reducing the need for burley and oriental tobaccos that are used in addition to
flue-cured tobacco in American-blend cigarettes and increasing the need for flue-cured tobacco that is used in English-blend
cigarettes, which are predominant in China. 1naddition, to theextent that domestic |leaf production in Chinadoesnot meetincreasing
quality expectations for Chinese cigarette brands, those styles of tobacco could be sourced from other origins.

In 2011, total cigar consumption in the United States increased by almost 4% to approximately 14 billion units. Most of
the consumption was in the large cigars category. Premium cigar consumption in the United States increased by about 8%, to
approximately 278 million units. Cigar consumption within the main E.U. markets remained stable at about 6 billion units. Within
the smokel ess segment of the dark tobacco business, 2011 U.S. consumption of 1oose-leaf chewing tobacco declined by about 10%,
whilethe consumption of moist snuff productsgrew by about 4%. Webelievethat suppliesof dark air-curedfiller tobaccosworldwide
are generally in line with demand. Wrapper tobacco, particularly bright wrapper tobacco, continuesto be in very tight supply due
to low inventory levels following a 2010 weather-related crop disaster in Indonesia, the largest producer of that type of leaf. In
addition, anew product category in Europe, the ECO-Cigarill o, isgaining market share, and we believethat thisproduct will increase
demand for low and medium grade wrapper tobacco.

Regulation

Decreased social acceptance of smoking and increased pressure from anti-smoking groups have had an ongoing adverse
effect on the percentage of the population using tobacco products, particularly in the United States and Western Europe. Also, a
number of foreign governments have taken or proposed stepsto restrict or prohibit cigarette advertising and promotion, to increase
taxes on cigarettes, to prohibit smoking in public areas, and to discourage cigarette consumption. A number of such measures are
included in the Framework Convention on Tobacco Control (“FCTC”), which was negotiated under the auspices of the WHO and
offersguidelines. Countrieswhich are partiesto the FCTC may choose the level of implementation of the guidelines which ismost
suitable with their approach to tobacco control. In some cases, such restrictions are more onerous than those proposed or in effect
in the United States. We cannot predict the extent to which government efforts to reduce tobacco consumption might affect the
business of our primary customers. However, asignificant decrease in worldwide tobacco consumption and shifts to modified risk
tobacco products brought about by existing or future governmental laws and regulations would reduce demand for our products
and services and could have a material adverse effect on our results of operations. Given recent consumption growth in Asiaand
worldwide population increases, it seems unlikely that world consumption of tobacco products will decrease sharply in the next
few years.

In addition, certain recommendations by the WHO, through the FCTC, may cause shiftsin customer usage of certain types
and styles of tobacco. As seen in countries like Canada and Brazil, efforts have been taken to eliminate from the manufacturing
process additives that enhance flavor and aroma of tobacco products. Such decisions could cause a change in requirements for
certain tobaccosin particular countries. Shiftsin customer demand from onetype of tobacco to another could create sourcing issues
asrequirements movefrom oneoriginto another. Furthermore, instruction at thefarm level may berequired to producethe changing
styles of tobacco needed by tobacco product manufacturers. Given our established and well-devel oped programs at the farm level
worldwide, we are particularly well positioned to meet manufacturer requirements.
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In 2009, the U.S. Congress passed the Family Smoking Prevention and Tobacco Control Act (“theAct”). Thislegidlation
authorizes the FDA to regulate the manufacturing and marketing of tobacco products. To date, the FDA has banned flavored
cigarettes, restricted youth access to tobacco products, banned advertising claims regarding certain tobacco products, established
new smokel esstobacco warnings, and i ssued new cigarette healthwarnings. Inaddition, the FDA established the Center for Tobacco
Products (“CTP”). To date, the CTP has focused on establishing the scientific foundation and regulatory framework for regulating
tobacco products in the United States, with most recent announcements focused on harmful and potentially harmful constituents
present in tobacco smoke. Regulations impacting our customer base that change the requirements for leaf tobacco will inherently
impact our business. As discussed, we have established programs that begin at the farm level to assist our customers with raw
material information to support leaf traceability and customer testing requirements. Additionally, given our global presence, we
also have the ahility to source different types and styles of tobacco for our customers should their needs change due to regulation
of ingredients.

Product Taxation

A number of governments, particularly federal and local governmentsin the United States and the E.U., impose excise or
similar taxes on tobacco products. There has been, and will likely continue to be, new legislation proposing new or increased taxes
on tobacco products. In some cases, proposed legislation seeks to significantly increase existing taxes on tobacco products, or
impose new taxes on products that to date have not been subject to tax.

Industry Consolidation

An important trend in the tobacco industry has been consolidation among manufacturers of tobacco products. A recent
example is the acquisition of Fortune Tobacco Corporation by an affiliate of Philip Morris International in 2010. This activity is
expected to continue, particularly as further privatization of state monopolies occurs, providing opportunities for acquisitions by
international manufacturers, and as multinational manufacturers expand their product and brand offerings by acquisition.
Consolidation has increased the size of many of these multinational manufacturers and has increased the quantities of leaf tobacco
that each one requires. This concentration trend could provide additional opportunities for us and also increase the importance of
each individual customer to our results. It has also created an environment where security of supply is of increasing importance.
A key success factor for leaf suppliersisthe ability to provide customers with the quality of leaf and the level of servicethey desire
on aglobal basis at competitive prices, consistent with stability of supply. In addition, the international leaf merchants have larger
historical market shares with some customers than with others, which can have a disproportionate effect on our volumes.

Industry Evolution

Customer effortsto procure leaf directly from farmers has changed parts of our business. Japan Tobacco and Philip Morris
International took steps to procure more of their leaf needs directly from farmersin fiscal years 2011 and 2012, respectively. We
believe that the manufacturers took these actions for several reasons, including the desire to enhance internal expertise in leaf
procurement, actively managetheleaf supply chaininanincreasingly regulated environment, ensure supply, and work more directly
with tobacco growers.

Direct leaf procurement by manufacturers has been a factor in our business for many years. Our challenge continues to
be to adapt our way of doing business to meet customer needs, and we have been working with some of our customers to examine
our arrangementsin certain markets. Some customers may purchase green tobacco from us or from farmersin markets they deem
tobestrategic, and contract with usthroughlong-term agreementsfor individual services, suchasagronomy, logistics, and processing.
Most of our customers do not utilize the entire run of the crop, and so these new arrangements are likely to be supplemented by
traditional purchases of processed |eaf tobacco from us or other supplier and dealers.

We believe that these customer efforts are likely to strengthen our relationships over the long term. Asthe leading global
leaf tobacco merchant and processor, we add significant value to the system, providing expertise in dealing with large numbers of
farmers, providing a clearinghouse for various qualities of leaf produced in each crop, and delivering products that meet stringent
customer quality specifications. We also help stabilize the tobacco markets and influence the crop at the farm level. Our key
objectiveisto continually adapt our business model to meet our customers' evolving needs while continuing to provide stability of
supply and the quality that distinguishes our products and services.

Sustainability

Sustainability has long been afocus for our company. We sponsor numerous efforts to enhance the integrity of the supply
chain, including farmer programsin good agricultural practices, the reduction of non-tobacco related materials, product traceability,
environmental sustainability, and social responsibility. Many of our customers have also adopted sustainability programs. As
customers continue to devel op their own sustainability programs and look at these efforts throughout the supply chain, we believe
that customers may favor suppliers with demonstrabl e sustainability programs.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk
Interest Rates

After inventory is purchased, interest rate risk islimited in our business because customers usually pre-finance purchases
or pay market rates of interest for inventory purchased for their accounts. We bill our customersinterest on tobacco purchased for
their order at certain pointsin the inventory cycle. That interest is paid at rates based on current markets for variable rate debt. If
we fund our committed tobacco inventory with fixed-rate debt, we might not be able to recover interest at that fixed rate if current
market interest rateswereto fall. As of March 31, 2012, tobacco inventory of $682 million included $539 million in inventory that
was committed for sale to customers and $143 million that was not committed. Committed inventory, after deducting about $17
million in customer deposits, represents our potential net exposure of about $523 million. We normally maintain a portion of our
debt at variable interest rates in order to mitigate such interest rate risk related to carrying fixed-rate debt. At March 31, 2012, we
had large cash balances that we plan to use to fund seasonal purchases of tobacco, and thus, debt carried at variable interest rates,
at $128 million, wasat acyclical low point. Although ahypothetical 1% changein short-term interest rateswould result in achange
in annual interest expense of approximately $1 million, that amount would be at least partially mitigated by changesin charges to
customers. Our policy isto work toward alevel of floating-rate liabilities, including customer deposits, that reflects our average
committed inventory levels over time.

In addition, changesin interest rates affect the calculation of liabilities of our pension plan. Asratesincrease, the liability
for present value of amounts expected to be paid under the plans decreases. Rate changes also affect expense. Asof the March 31,
2012 measurement date, a1% increasein the discount ratewould have reduced the projected benefit obligation (“PBO”) for pensions
by $32 million and decreased annual pension expense by $3 million. Conversely, a 1% decrease in the discount rate would have
increased the PBO by $39 million and increased annual pension expense by $4 million.

Currency

Theinternational leaf tobacco trade generally is conducted in U.S. dollars, thereby limiting foreign exchange risk to that
which isrelated to leaf purchase and production costs, overhead, and income taxes in the source country. We also provide farmer
advancesthat aredirectly related to leaf purchases and are denominated in thelocal currency. Any currency gains or losses on those
advances are usually offset by decreases or increases in the cost of tobacco, which is priced in the local currency. However, the
effect of the offset may not occur until a subsequent quarter or fiscal year. Most of our tobacco operations are accounted for using
the U.S. dollar as the functional currency. Because there are no forward foreign exchange markets in many of our major countries
of tobacco origin, we often manage our foreign exchange risk by matching funding for inventory purchases with the currency of
sale, whichis usually the U.S. dollar, and by minimizing our net local currency monetary position in individual countries. We are
vulnerableto currency remeasurement gainsand | ossesto the extent that monetary assetsand liabilitiesdenominatedinlocal currency
do not offset each other. We recognized $2.3 million in net remeasurement losses in fiscal year 2012, compared to $4.4 million in
net remeasurement gainsin fiscal year 2011, and $9.3 million in net remeasurement lossesin fiscal year 2010. We recognized $4.2
million in net foreign currency transaction gainsin fiscal year 2012, compared to net transaction gains of $1.7 million in fiscal year
2011, and net transaction gains of $4.0 million in fiscal year 2010. In addition to foreign exchange gains and losses, we are exposed
to changes in the cost of tobacco due to changes in the value of the local currency in relation to the U.S. dollar. We have entered
forward currency exchange contracts to hedge against the effects of currency movements on purchases of tobacco to reduce the
volatility of costs. In addition, we have entered some forward contracts to hedge balance sheet exposures. See Note 9 to the
consolidated financial statementsin Item 8 for additional information about our hedging activities.

In certain tobacco marketsthat are primarily domestic, we use the local currency asthe functional currency. Examples of
these markets are Hungary, Poland, and the Philippines. In other markets, such as Western Europe, where export sales have been
primarily inlocal currencies, we also use thelocal currency asthe functional currency. In each case, reported earnings are affected
by the trandation of thelocal currency into the U.S. dollar.



Derivatives Policies

Hedging interest rate exposure using swaps and hedging forei gn exchange exposure using forward contractsare specifically
contemplated to manage risk in keeping with management's policies. We may use derivative instruments, such as swaps, forwards,
or futures, which are based directly or indirectly upon interest rates and currenciesto manage and reduce therisksinherent ininterest
rate and currency fluctuations. When we use foreign currency derivatives to mitigate our exposure to exchange rate fluctuations,
we may choose not to designate them as hedges for accounting purposes, which may result in the effects of the derivatives being
recognized in our earnings in periods different from the items that created the exposure.

Wedo not utilize derivativesfor speculative purposes, and we do not enter into market risk-sensitiveinstrumentsfor trading

purposes. Derivatives are transaction specific so that a specific debt instrument, forecast purchase, contract, or invoice determines
the amount, maturity, and other specifics of the hedge. We routinely review counterparty risk as part of our derivative program.
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Item 8. Financial Statements and Supplementary Data
UNIVERSAL CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

Fiscal Year Ended March 31,

(in thousands of dollars, except per share data) 2012 2011 2010

Sales and Other OPErating FEVENUES..............cccucurueuiueeeeceeiesceies e s s s aes st se s b s aeseseasseseaeans $ 2,446,877 $ 2571527 $ 2,491,738

Costs and expenses

COSt Of GOOUS SOIM........cuiuieieieiiecceceeee ettt et s s en s e s s s s s s s s annans 1,974,885 2,063,194 1,949,473
Selling, general and admiNiSratiVe EXPENSES .........ccoveveeeeeeereereeeeseere e sessess s sess s e e e s sesesnssenes 251,639 259,042 285,056
OFNEN INMCOME.......coiiieectieieteieee ettt ettt ettt b e et e se s et ebe s et ebese et et eseseebesensseebeneesesesensetenan (20,703) (19,368) —
Restructuring and iMmpairmeNt COSES...........coeuruiieiereieieieieieee ettt ettt ettt b et s s benebennas 11,661 21,504 —
Charge for (reversal of) European Commission finesin ltaly & Spain..........cccceevevveceeeeseeeeenenns 49,091 (7,445) —
OPENELING INCOME.......cucuitiuiuitetiaetescieseseaetescaeseseaeseseaeseseaeseseaeseseaeseseaetesesesesessbeseaeseseasbeseaebesesebeseanteseaeans 180,304 254,600 257,209
Equity in pretax earnings of unconsolidated affiliates............cccveveiereeieseieces e 3,195 8,634 22,376
INEEIESE IMCOMIE. ...ttt bbbttt ettt b bbbt s b bes et besebenana 1,314 2,723 1,253
INEEIESE EXPENSE. ... ... ettt ettt be st e seebe s e st et e beneesesae e eseebesaeneesestensenesneean 22,835 23,058 24,210
INCOME DEFOrE INCOMETAXES ...ttt 161,978 242,899 256,628
TNCOMETBXES ...ttt bbbttt b bbbttt bbbt ettt 61,159 78,349 86,283
NEETNCOME......ciiiiei ettt ettt ettt ettt ettt ettt 100,819 164,550 170,345
Less: net income attributable to noncontrolling interests in subsidiaries............cocooveerneeereseeeenen. 8,762 7,985 1,948
Net income attributable to Universal COrporation...............ccveveeeueieeesreeseseeesesssessessesssssssessssssssessns 92,057 156,565 168,397
Dividends on Universal Corporation convertible perpetual preferred stock ...........ooveevreeeereneerennn. (14,850) (14,850) (14,850)
Earnings available to Universal Corporation common shareholders..............cooevvirnninineninnesennienenns $ 77207 $ 141,715 % 153,547

Earnings per share attributable to Universal Corporation common shareholders:

BBSIC....eei bbbt $ 332 $ 59 $ 6.21

DIULEA. ...t e $ 325 $ 542 $ 5.68

See accompanying notes.
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UNIVERSAL CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Fiscal Year Ended March 31,

(in thousands of dollars)

2012 2011 2010
NEETNCOMIE...... ettt ettt £ttt sttt bttt ettt es $ 100,819 $ 164,550 $ 170,345
Other comprehensive income (loss):
Foreign currency trandation adjustments, net of INCOMETAXES...........cccveveeeeeeeeeeeeeeeeeeeeeeeee s (8,158) 7,297 4,701
Foreign currency hedge adjustment, net of INCOME taXES............ccccevevereeeeeeieieeeeee et (3,424) 2,961 13,386
Interest rate hedge adjustment, Net Of INCOMELAXES...........ceiveveereeiceeeeeee e (727) — —
Pension and other postretirement benefit plan adjustments, net of incometaxes..............cceevee.... (23,195) (2,258) (6,017)
Total other comprehensive income (10sS), net Of INCOMEtaXES..........c.cevveeveeeieecreceeeeeeeeeeane (35,504) 8,000 12,070
Total COMPrENENSIVE INCOME.........c.ccieierieiieeieeie sttt se st se st e e et ss e b se s seebe s s ssese s seeseseas 65,315 172,550 182,415
Less: comprehensive income attributable to noncontrolling INterests...........c.oveeeeveeevceeeeeceeeeeeee (8,843) (8,094) (2,138)
Comprehensive income attributable to Universal Corporation ..............ccoccceucucccecesceesceeseenes $ 56,472 $ 164,456 $ 180,277

See accompanying notes.
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UNIVERSAL CORPORATION

CONSOLIDATED BALANCE SHEETS

March 31,
(in thousands of dollars) 2012 2011
ASSETS
Current assets
Cash aNd CaSh EQUIVBIENES .........coeciceiecetce ettt ettt ettt e st ae s bt e s s e e b e se s st e b e e st ebe et et eaesaabesssssesbessataresens $ 261,699 $ 141,007
ACCOUNES TECEIVAIIE, NEL ...ttt b et e e s s 390,790 335,575
AGVENCES O SUPPIIEIS, NEL .......c.oiveeieictce ettt ettt ettt e et et e e et e e e s ebe e st esese st et esase s et ensseebesensssebenssesetessatesanens 135,317 160,616
Accounts receivable—unconsolidated affilIatES...........c.coeerrirrrirerree e neses 7,370 10,433
Inventories—at lower of cost or market:
TODBCCO. ...ttt bbb s8R 8RRttt 682,095 742,422
L0111 OO PO OO OTPTOPOPTOPTOTRPTOROOR 53,197 48,647
[ (= 0= o Mg eo 1= v= == TR 20,819 18,661
DEFEITEU INCOME TAXES ........c.overeeiieee ettt bbbt b bbbt e bbb b i 51,025 47,009
ONEY CUITENE BSSELS........cevseiseeeiisee ittt bbb bbbt bbbt 88,317 73,864
TOLAl CUITENE BSSELS..........ceeeeiaeeeireeeeee ettt s st s e s s s s st s e e st e s e e st s e nnneesrennans 1,690,629 1,578,234
Property, plant and equipment
=0 OO RPRRN 17,087 14,851
BUITAINGS ...ttt bbb bbb £ R bbbttt 228,982 257,380
MaChiNEry and EQUIPIMENL............ccceieeieeteiceeeee st ste e e te s se st ebe et eb e et sbesesssbesese b essas st st ess s ssebe s stebese st et enssebebesssesbesestsasseases 537,031 555,316
783,100 827,547
Less acCumuUl@ted EPIrECIBLION ..............ccueveveieecieieeeieeeee ettt ettt ettt ettt ettt ettt et sttt ettt etesesetesesetesasetesetetanas (479,908) (510,844)
303,192 316,703
Other assets
Goodwill @and Other INTANGIDIES.............c.ouciiece ettt bbb se et be e bt e e et ese s esebe e eresenens 99,266 99,546
Investments in UNCONSOlIABLEd AffilIAEES..............crurireeerrieierseet ettt se et sessesnnes 93,312 115,478
DTS = = ol 1T = OO 23,634 18,177
OLhEr NONCUITENE BSSELS..........cuviacietieesetet sttt bbbt b bbb s bbbk e bbbt 56,886 99,729
273,098 332,930
0= = == (PSR TTTT $ 2,266,919 $ 2,227,867
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UNIVERSAL CORPORATION

CONSOLIDATED BALANCE SHEETS—(Continued)

March 31,
(in thousands of dollars) 2012 2011
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
N1y o= Yz o LT o MoV = o T $ 128,016 $ 149,291
Accounts payable and @CCIUEH EXPENSES ..........c.ccueeeeveeeeeeeeeeeeeeeeteeesstessssestesessssesessesesessssstessssssesessssssesesssssensssesssessesesenens 187,790 213,014
Accounts payable—unconsolidated AffiliGLES..............ccoeeveueiirieeececee ettt neneas 295 4,154
Customer adVanNCES AN GEPOSITS ..........c.iuereeiiiereeiieetee st se st et sasbese st sbese st st eassesbebs s sesbessstssebessstebesestebenssesbesssssesbessasasasens 16,832 8,426
ACCIUEH COMPENSELION..........ooveuieieteteeeeeeee et teteseeeseeessseseesesesessssesesssssseseasseebeseasssesessesasesessstessssasesesssestesensssntensssesesesasesennas 30,659 30,201
INCOME tAXES PAYANIE.........c.eietieiietee ettt et sttt se et be s bt eseseebebens et et ese s sebe s ebeseseesebensseebesens et ebe e beseseneee 12,866 12,265
Current portion of 10NG-terM ODIIGALIONS...........cccceviiieeceeii sttt a st be et beassasbese s sasbe s ssaresens 16,250 95,000
Total CUMTENE HADITTIES. ......eoeicece ettt een 392,708 512,351
(o gTo s (=g a0 o [To= i g 392,500 320,193
Pensions and other poStretiremMeNnt DENEFILS............covvoieeiei ittt ettt e s s s st ebe e s s seseansaenas 140,529 102,858
Other 10NG-TEIM HADIHTTIES.........cuiiieeieeicctceee ettt ettt se et ettt ebese et ebe e s et eseseebesensssebe s steseneeaes 90,609 50,213
DEFEITEA INCOME TAXES .......o.vevsieeseeeeiseeseie bt es e ees et bbb bbb 44,583 42,847
TOLEl [IADITTIES ..ottt s s st en st s st ensenns 1,060,929 1,028,462
Shareholders’ equity
Universal Corporation:
Preferred stock:
Series A Junior Participating Preferred Stock, no par value, 500,000 shares authorized,
NONE ISSUEH OF OULSLANGING .......ccviviviieieteiieietee sttt sttt sttt et be e s e ebe et ebese e et ebe e bebensseebesensesebeseesesenesens — —
Series B 6.75% Convertible Perpetual Preferred Stock, no par value, 220,000 shares authorized,
219,999 shares issued and outstanding (219,999 at March 31, 2011) ..........ccceeeeerecereeeeeeeeree et 213,023 213,023
Common stock, no par value, 100,000,000 shares authorized, 23,257,175 shares issued
and outstanding (23,240,503 & March 31, 2011) .........cccccceeurireererreesereieesesesesese s st sssssse s s st s s s st ssssssssesssssssesaens 196,135 191,608
LRz 10T o == g 1T 1o T 854,654 825,751
Accumulated Other COMPIrENENSIVE IOSS............c.cucueeieiieceeceeeee ettt et se et ss st ess e seseassesbesenssastensesssesessesesenens (80,361) (44,776)
Total Universal Corporation ShareholderS EQUILY.............ccccieieieriieieeeeeieiee ettt sa b ss st s saeneneas 1,183,451 1,185,606
NONCONtrolling INtErESIS iN SUDSITIAITES..........cooeviveeiieieecc ettt bbb e st b e s et e e se st ebsas st sbese s saebe s seanas 22,539 13,799
Total ShArENOIAEIS EQUILY .......ceeeveveeeeeeeeeee ettt ettt ettt e s st ese s st ebe e esssesessstesesssssseassesbeseassessenssssesesnsesnnnas 1,205,990 1,199,405
Total liabilities and SharehOIAErS EQUILY...........cvcreeieieeeeiceeee ettt et b s et sssaebe e seeneseas $ 2,266,919 $ 2,227,867

See accompanying notes.
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UNIVERSAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Fiscal Year Ended March 31,

(in thousands of dollars) 2012 2011 2010
Cash Flows From Operating Activities:
INEBL INCOME ...ttt b et $ 100,819 $ 164550 $ 170,345
Adjustments to reconcile net income to net cash provided by operating activities:
DIEIIECILION ...ttt 42,158 43,654 41,288
AMOTTIZELION ..o bbb bbb 1,708 1,618 2,208
Provision for losses on advances and guaranteed 10anS to SUPPENS.........oeerreeenirenieieninieeneeieeens 11,930 18,666 18,514
TNVENEOIY WITTE-TOWNS......c.eiiieiiriieieseete ettt bbbttt b e s sa bbb 8,324 8,539 1,266
Stock-hased COMPENSALION EXPENSE. .......oucuiiiriieririeiererie ettt s s e e eeenan 5,987 5,893 6,133
Foreign currency remeasurement 10SS (QaiN), NEL.........ccorerueiririeeririeeeresie et 2,253 (4,424) 9,309
DEfErTed INCOME TAXES ...ttt sttt bbb s et ne b b 6,770 (1,044) 13,755
Equity in net income of unconsolidated affiliates, net of dividends............cccoreennceiennccnneeens 14,658 (3,732) (3,037)
Gain on fire 10SS iNSUranCe SELIEMENL ..o (9,592) — —
Gain on sale of Property iN BraZil ...t (11,111) — —
Gain on assignment of farmer contracts and sale of related assets..........cccvreeerreenrccsenrcces — (19,368) —
Restructuring and iMPai MMENE COSES........ucurtrurreririeiierieieereeieese st ses e sb e be s s e neneneas 11,661 21,504 —
Charge for (reversal of) European Commission finesin Italy and Spain..........cocceceevecnenincccnennenes 49,091 (7,445) —
OENEI, MLttt 1,719 2,381 (1,863)
Changes in operating assets and liabilities, net:
Accounts and NOLES FECEIVADIE..........ououiuiiririiiriee ettt (25,480) (79,648) 11,096
INVENLOrieS and OtNEr @SSELS.......c.couciirieieiieec bbbt 31,907 75,146 (215,865)
TNCOIME LBXES ...ttt bbbt b ettt e bt e bbb ettt b et et enan (1,535) (3,631) 2,142
Accounts payable and other accrued li@bilities..........ccooieiiriiic e (53,487) (67,206) 14,679
Customer advanCes and AEPOSITS .......c.coururueririrueeririeeresie ettt se b n e es 12,006 (101,236) 92,264
Net cash provided by operating aCtiVitieS....... ..o 199,786 54,218 162,234

Cash Flows From Investing Activities:

Purchase of property, plant and equipment...........cccccveeerneenreeenennns (38,174) (39,129) (57,577)
Proceeds from assignment of farmer contracts and sale of related assets........c.ccoeeveevenrccnniecens — 34,946 —
Proceeds from sale of property, plant and eqUIPMENt............cccorrerrreerreeeee e 18,366 5,575 5,019
Proceeds from fire loss insurance settlement.. 9,933 — —
OENEI, MLttt — 260 536
Net cash (used) provided by iNvesting aCtiVities ...........ccovviniiiniinc (9.875) 1,652 (52,022)
Cash Flows From Financing Activities:
Repayment of Short-term debt, NEL...........cvirirrree sttt (17,388) (39,350) (5,250)
Issuance of 10Ng-term OBlIGALTIONS..........c.ciiiiieiirriec e 100,000 — 99,208
Repayment of 10Ng-term OblIgatiONS .......ccovruriririeiirieere ettt (96,250) (15,000) (79,500)
Dividends paid to NONCONLrOIING INTEIESES........cocrueuiiieieireeieeerie et (203) (100) (104)
1SSUANCE Of COMMON SLOCK ... 134 — 729
Repurchase of COMIMON SLOCK .........cuiiirieuiiirieieririe ettt (4,004) (46,929) (32,194)
Dividends paid on convertible perpetual preferred Stock ..o (14,850) (14,850) (24,850)
Dividends paid 0N COMIMON SEOCK...........cueirirueieririeiierieiee sttt be e (44,711) (45,321) (45,882)
Proceeds from termination of interest rate SWap agreemMENtS .........cooeeerreerreenereee e 13,388 — —
Debt iSSUANCE COSES @NA OLNEN ...ttt bbbt enea (3,539) — (1,193)
Net cash used by finanNCIiNG @CHIVILIES............ccoievereeeieereeceeee ettt (67,323) (161,550) (79,036)
Effect of exchange rate changeson cash .................. (1,896) 734 2,151
Net increase (decrease) in cash and cash equivaents... 120,692 (104,946) 33,327
Cash and cash equivalents at beginning Of YEAN ........c.ccceieiiiiieeeeeee e 141,007 245,953 212,626
Cash and Cash Equivalents at ENd 0f YEaI..........cc.coccuiieuiccccccceece et $ 261,699 $ 141,007 $ 245,953
Supplemental information—cash paid for:
TIIEEIESE. ettt $ 20462 $ 23622 $ 24,961
INCOME taXES, NEL OF FEFUNGS.........cocoviviicecteicete et bbb ns $ 51,625 $ 79,724 $ 82,934

See accompanying notes.



UNIVERSAL CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Universal Corporation Shareholders

SeriesB
6.75% Accumulated
Convertible Other
Perpetual Comprehensive Non- Total
Preferred Common Retained Income controlling  Shareholders
(in thousands of dollars) Stock Stock Earnings (Loss) Interests Equity
Fiscal Year Ended March 31, 2012
Balance at beginning of Year ...........ccocoeovvevieieceeeeeeeeeeeens $ 213023 $ 191,608 $ 825751 $ (44,776) $ 13799 $ 1,199,405
Changes in preferred and common stock
Issuance of COMMON SLOCK ...........ceeecercereeeceireireereeneereereens — 259 — — — 259
Repurchase of common StocK...........ccverrenienrennennenens — (661) — — — (661)
Accrual of stock-based compensation..............ccoeerreeeenne — 5,987 — — — 5,987
Withholding of shares from stock-based compensation for
grantee iNCOMELaXES..........ccceveveeeeerereereereeeeete e (1,584) — — — (1,584)
Dividend equivalents on RSUS...........cccccvvveeeeieeviceecesienne — 526 — — — 526
Changes in retained earnings
NELINCOME ...ttt — — 92,057 — 8,762 100,819
Cash dividends declared
Series B 6.75% convertible perpetual preferred stock
($67.50 PEr SArE) .......ceeeeereeeerieieiresereieesesreeseseeeeereens — — (14,850) — — (14,850)
Common stock ($1.94 per share) .........cccceeevcveveeevevenennn. — — (44,951) — — (44,951)
Repurchase of common StocK............ccceeveeieereeeericereeeeienns — — (2,827) — — (2,827)
Dividend equivalents on RSUS...........ccecvvveeeeieeveceecesenne — — (526) — — (526)
Other comprehensive income (10ss)
Foreign currency translation adjustments, net of income
EBXES ..ot — — — (8,239) 81 (8,158)
Foreign currency hedge adjustment, net of income taxes..... — — — (3.424) — (3,424)
Interest rate hedge adjustment, net of income taxes.............. — — — (727) — (727)
Pension and other postretirement benefit plan adjustments,
NEt Of INCOMETAXES .......cveviiiecreceeeee st — — — (23,195) — (23,195)
Other changes in noncontrolling interests
Dividends paid to noncontrolling shareholders..................... — — — — (103) (203)
Balance at end Of YEar .........cccceiiiiieiieceeeeee s $ 213023 $ 196,135 $ 854,654 $ (80,361 $

22539 $ 1,205,990
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY—(Continued)

Universal Corporation Shareholders

SeriesB
6.75% Accumulated
Convertible Other
Perpetual Comprehensive Non- Total
Preferred Common Retained Income controlling  Shareholders
(in thousands of dollars) Stock Stock Earnings (Loss) Interests Equity
Fiscal Year Ended March 31, 2011
Balance at beginning of Year ...........ccocoeovvevieieceeeeeeeeeeeens $ 213023 $ 195001 $ 767,213 $ (52,667) $ 5805 $ 1,128,375
Changes in preferred and common stock
Repurchase of common StOCK............ccceeeeeeeeeeieeseeeeeesienens — (8,995) — — — (8,995)
Accrual of stock-based compensation..............ccccevevvvervennene. — 5,893 — — — 5,893
Withholding of shares from stock-based compensation for
grantee iNCOME taXES...........ccovuveeirereeirerieisesieeeseeessseseneas — (724) — — — (724)
Dividend eguivalents on RSUS............ccccoevivieeicenicreecicenne — 433 — — — 433
Changes in retained earnings
NELINCOME ...ttt — — 156,565 — 7,985 164,550
Cash dividends declared
Series B 6.75% convertible perpetual preferred stock
($67.50 PEF SNANE) ..o — — (14,850) — — (14,850)
Common stock ($1.90 per Share) .........ccceveeveeveeeeseevenne — — (45,043) — — (45,043)
Repurchase of common StockK.............coceeveeeveveeeeeeereneeeiennne — — (37,701) — — (37,701)
Dividend equivalents on RSUS...........cccccoeueucucvcvecvevciererenens — — (433) — — (433)
Other comprehensive income (10ss)
Foreign currency trand ation adjustments, net of income
TBXES ..ttt — — — 7,188 109 7,297
Foreign currency hedge adjustment, net of income taxes..... — — — 2,961 — 2,961
Pension and other postretirement benefit plan adjustments,
Net of INCOMETAXES ........ceeveeeeeceereree et — — — (2,258) — (2,258)
Other changes in noncontrolling interests
Dividends paid to noncontrolling shareholders..................... — — — — (200) (100)
Balance at end Of YEar ........ccccvvereveceeeesses s $ 213023 $ 191,608 $ 825751 $ (44,776) $ 13,799 $ 1,199,405
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY—(Continued)

Universal Corporation Shareholders

SeriesB
6.75% Accumulated
Convertible Other
Perpetual Comprehensive Non- Total
Preferred Common Retained Income controlling  Shareholders
(in thousands of dollars) Stock Stock Earnings (Loss) Interests Equity
Fiscal Year Ended March 31, 2010
Balance at beginning of YEar.............cocevveveeveeeceeseeeee s $ 213023 $ 194037 $ 686960 $ (64,547) $ 3771  $ 1,033,244
Changes in preferred and common stock
Issuance of COMMON SLOCK .........ccceueuereucucrcicieicee e — 1,183 — — — 1,183
Repurchase of common StockK............coceeveeeeeveeeeseeeeeeeiennne — (5,853) — — — (5,853)
Accrual of stock-based compensation.............ccoeeeeerenicrenne. — 6,133 — — — 6,133
Withholding of shares from stock-based compensation for
grantee iNCOMELaXES..........ccceveveeeeerereereereeeeete e — (8898) — — — (888)
Dividend equivalents on RSUS...........cccccvvveeeeieeviceecesienne — 389 — — — 389
Changes in retained earnings
NELINCOME ...t —_ — 168,397 —_ 1,948 170,345
Cash dividends declared
Series B 6.75% convertible perpetual preferred stock
($67.50 PEr SArE) .......ceeeeereeeerieieiresereieesesreeseseeeeereens — — (14,850) — — (14,850)
Common stock ($1.86 per Share) .........ccoeeeevecveeeeerevenennn. — — (45,815) — — (45,815)
Repurchase of common StocK............ccceeveeieereeeericereeeeienns — — (27,090) — — (27,090)
Dividend equivalents on RSUS...........ccecvvveeeeieeveceecesenne — — (389) — — (389)
Other comprehensive income (10ss)
Foreign currency translation adjustments, net of income
L= SRS — — — 4,511 190 4,701
Foreign currency hedge adjustment, net of income taxes..... — — — 13,386 — 13,386
Pension and other postretirement benefit plan adjustments,
net of INCOMELAXES .........cceeviveeeeeeree et — — — (6,017) — (6,017)
Other changes in noncontrolling interests
Dividends paid to noncontrolling shareholders..................... — — — — (104) (109)
Balance at end Of YEar ........cccoceiiiieceeeceeee s $ 213023 $ 195001 $ 767,213 $ (52,667) $ 5805 $ 1,128,375
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY—(Continued)

Fiscal Year Ended March 31,
(in thousands) 2012 2011 2010

Preferred Shares Outstanding:

Series B 6.75% Convertible Perpetual Preferred Stock:

Balance a beginning Of YE&............c.ccoueieieeieieeeieeee ettt ettt ettt ettt ne e nnas 220 220 220
Issuance of convertible perpetual preferred StOCK ... — — —
Repurchase of convertible perpetual preferret StOCK..........ccvviieerieericessseessse e sseenes — — —
BalaNCe @l €N0 OF YEA .........oecvceeeeeeeeeecteee ettt se st se e st eaesesbese s st ebe e seseseanneenn 220 220 220

Common Shares Outstanding:

Balance a beginning Of YE&............ccccoucieueeeieeeeeeee ettt ettt ettt bttt benebenna 23,241 24,325 24,999
Issuance of common stock and exercise of stock options and SARS ..........cccceeeeeeeeeeeeeeeee e 97 28 70
Repurchase of COMMON SEOCK ............coueiiiiieicieicieeee ettt ettt ettt bttt sene e nnas (80) (1,113) (744)
BalaNCe @l €N0 OF YEA .........oecvceeeeeeeeeecteee ettt se st se e st eaesesbese s st ebe e seseseanneenn 23,257 23,241 24,325

See accompanying notes.



UNIVERSAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All dollar amounts are in thousands, except per share amounts or as otherwise noted.)

NOTE 1. NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations

Universal Corporation, which together with its subsidiariesisreferred to herein as“ Universal” or the “ Company,” isthe
leading global leaf tobacco merchant and processor. The Company conducts business in more than 30 countries, primarily in
major tobacco-producing regions of the world.

Consolidation

The consolidated financial statements include the accounts of Universal Corporation and al domestic and foreign
subsidiaries in which the Company maintains a controlling financial interest. Control is generally determined based on a voting
interest of greater than 50%, such that Universal controls all significant corporate activities of the subsidiary. All significant
intercompany accounts and transactions are eliminated in consolidation.

The equity method of accounting is used for investmentsin companies where Universal Corporation hasavoting interest
of 20% to 50%. These investments are accounted for under the equity method because Universal exercises significant influence
over those companies, but not control. The Company's 49% ownership interest in Socotab L.L.C., aleading processor and |eaf
merchant of oriental tobaccos with operations located principally in Europe, is the primary investment accounted for under the
equity method. Investmentswhere Universal hasavoting interest of lessthan 20% are not significant and are accounted for under
the cost method. Under the cost method, the Company recognizesearningsupon itsreceipt of dividendsto the extent they represent
adistribution of retained earnings. The Company received dividends totaling $16.7 million in fiscal year 2012 and $12.0 million
in fiscal year 2010 from companies accounted for under the equity method. No dividends were received from those companies
in fiscal year 2011.

Infiscal year 2006, the Company deconsolidated its operations in Zimbabwe under accounting requirements that apply
under certain conditions to foreign subsidiaries that are subject to foreign exchange controls and other government restrictions.
Since that time, the investment has been accounted for using the cost method, as required under the accounting guidance. The
investment in the Zimbabwe operationswas zero at March 31, 2012 and 2011. The Company hasanet foreign currency translation
loss associated with the Zimbabwe operations of approximately $7.2 million, which remains a component of accumulated other
comprehensive loss. Asaregular part of its reporting, the Company reviews the conditions that resulted in the deconsolidation
of the Zimbabwe operationsto confirm that such accounting treatment isstill appropriate. Dividendsfrom the Zimbabwe operations
arerecorded in incomein the period received.

The Company holds less than a 100% financial interest in certain consolidated subsidiaries. The net income and
shareholders' equity attributable to the noncontrolling interests in these subsidiaries are reported on the face of the consolidated
financial statements. During fiscal years 2010, 2011, and 2012, there were no changes in the Company’s ownership percentage
in any of these subsidiaries.

Investments in Unconsolidated Affiliates

The Company’s equity method investments and its cost method investments, which include its Zimbabwe operations,
are non-marketable securities. Universal reviews such investments for impairment whenever events or changes in circumstances
indicate that the carrying amount of an investment may not be recovered. For example, the Company would review such an
investment for impairment if the investee were to lose asignificant customer, suffer alarge reduction in sales margins, experience
amajor change in its business environment, or undergo any other significant change in its normal business. In assessing the
recoverability of equity or cost method investments, the Company follows the applicable accounting guidance in determining the
fair value of the investments. In most cases, this involves the use of discounted cash flow models (Level 3 of the fair value
hierarchy under the accounting guidance). If the fair value of an equity or cost method investee is determined to be lower than
itscarrying value, animpairment lossisrecognized. The determination of fair value using discounted cash flow modelsisnormally
not based on observable market data from independent sources and therefore requires significant management judgment with
respect to estimates of future operating earnings and the sel ection of an appropriate discount rate. The use of different assumptions
could increase or decrease estimated future operating cash flows, and the discounted val ue of those cash flows, and therefore could
increase or decrease any impairment charge related to these investments.
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In its consolidated statements of income, the Company reports its proportionate share of earnings of unconsolidated
affiliates accounted for on the equity method based on the pretax earnings of those affiliates, as permitted under the applicable
accounting guidance. All applicable foreign and U.S. income taxes are provided on these earnings and reported as a component
of consolidated income tax expense. For unconsolidated affiliates located in foreign jurisdictions, repatriation of the Company’s
share of the earnings through dividends is assumed in determining income tax expense.

Thefollowing table provides areconciliation of (1) equity in the pretax earnings of unconsolidated affiliates, as reported

in the consolidated statements of income to (2) equity in the net income of unconsolidated affiliates, net of dividends, as reported
in the consolidated statements of cash flows for the fiscal years ended March 31, 2012, 2011, and 2010:

Fiscal Year Ended March 31,

Unconsolidated Affiliates 2012 2011 2010

Equity in pretax earnings reported in the consolidated statements of income.............c.ccoveveveeevenenne $ 3195 $ 8634 $ 22,376
LesS: EQUILY INTNCOMETAXES .........cceeeeeereeeeierete ettt sstese st be et sesesesbe e s ssebens s sesesssesesnssenens (1,130) (3,651) (7,356)
EQUILY IN NELTNCOME.........cuiiictece ettt ettt sttt aese et e st ebene s bese s ebebenntenens 2,065 4,983 15,020
Less: Dividends received on investMENtS™ ...........ccooooooioeervvvovvveosssosssseneessssssssssssssssssssssssssssssssnes (16,723) (1,252) (11,983)
Equity in net income, net of dividends, reported in the consolidated statements of cash flows........ $ (14,658) $ 3731 $ 3,037

(1) In accordance with the applicable accounting guidance, dividends received from unconsolidated affiliates accounted for on the equity method that represent
areturn on capital (i.e., areturn of earnings on a cumulative basis) are presented as operating cash flows in the consolidated statements of cash flows.

Earnings per Share

The Company calculates basic earnings per share based on earnings available to common shareholders after payment of
dividends on the Company’s Series B 6.75% Convertible Perpetual Preferred Stock. The calculation uses the weighted average
number of common shares outstanding during each period. Diluted earnings per share is computed in asimilar manner using the
weighted average number of common shares and dilutive potential common shares outstanding. Dilutive potential common shares
are outstanding dilutive stock options and stock appreciation rights that are assumed to be exercised, unvested restricted stock
units and performance share awards that are assumed to be fully vested and paid out in shares of common stock, and shares of
convertible perpetual preferred stock that are assumed to be converted when the effect is dilutive. In periods when the effect of
the convertible perpetual preferred stock is dilutive and these shares are assumed to be converted into common stock, dividends
paid on the preferred stock are excluded from the calculation of diluted earnings per share.

Cadlculations of earnings per share for the fiscal years ended March 31, 2012, 2011, and 2010, are provided
in Note 4.

Cash and Cash Equivalents

All highly liquid investments with a maturity of three months or less at the time of purchase are classified as cash
equivalents.

Advances to Suppliers

In some regions where the Company operates, it provides agronomy services and seasonal advances of seed, fertilizer,
and other supplies to tobacco farmers for crop production, or makes seasonal cash advances to farmers for the procurement of
those inputs. These advances are short term, are repaid upon delivery of tobacco to the Company, and are reported in advances
to suppliersin the consolidated balance sheets. Primarily in Brazil, the Company has made long-term advancesto tobacco farmers
to finance curing barnsand other farm infrastructure. Inaddition, dueto low crop yieldsand other factors, in someyearsindividual
farmers may not deliver sufficient volumes of tobacco to fully repay their seasonal advances, and the Company may extend
repayment of those advances into the following crop year. The long-term portion of advances is included in other noncurrent
assets in the consolidated balance sheets. Both the current and the long-term portions of advances to suppliers are reported net
of allowances recorded when the Company determines that amounts outstanding are not likely to be collected. Short-term and
long-term advances to suppliers totaled $225.0 million at March 31, 2012 and $271.4 million at March 31, 2011. The related
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va uation allowancestotaled $74.4 million at March 31, 2012, and $74.9 million at March 31, 2011, and were estimated based on
the Company’s historical loss information and crop projections. The allowances were increased by provisions for estimated
uncollectible amounts of approximately $11.9 million infiscal year 2012, $18.7 millionin fiscal year 2011, and $18.5 millionin
fiscal year 2010. These provisions areincluded in selling, general, and administrative expensesin the consolidated statements of
income. Interest on advancesisrecognized in earnings upon the farmers’ delivery of tobacco in payment of principal and interest.
Accrual of interest is discontinued when an advance is not expected to befully collected. Advanceson which interest accrual had
been discontinued totaled approximately $59.9 million at March 31, 2012, and $76.0 million at March 31, 2011.

Inventories

Tobacco inventories are valued at the lower of cost or market. Raw materials primarily consist of unprocessed |eaf
tobacco, which isclearly identified by type and grade at the time of purchase. The Company tracks the costs associated with this
tobacco in the final product lots, and maintains this identification through the time of sale. This method of cost accounting is
referred to as the specific cost or specific identification method. The predominant cost component of the Company’sinventories
is the cost of the unprocessed tobacco. Direct and indirect processing costs related to these raw materials are capitalized and
allocated to inventory in a systematic manner. The Company does not capitalize any interest or sales-related costs in inventory.
Freight costs are recorded in cost of goods sold. Other inventories consist primarily of seed, fertilizer, packing materials, and
other supplies, and are valued principally at the lower of average cost or market.

Recoverable Value-Added Tax Credits

In many foreign countries, the Company’slocal operating subsidiariespay significant amountsof value-added tax (“ VAT")
on purchases of unprocessed and processed tobacco, crop inputs, packing materials, and various other goods and services. In
some countries, VAT is a national tax, and in other countries it is assessed at the state level. Items subject to VAT vary from
jurisdiction to jurisdiction, as do the rates at which the tax is assessed. When tobacco is sold to customersin the country of origin,
the operating subsidiaries generally collect VAT on those sales. The subsidiaries are normally permitted to offset their VAT
payments against the collections and remit only the incremental VAT collectionsto the tax authorities. When tobacco is sold for
export, VAT is normally not assessed. In countries where tobacco sales are predominately for export markets, VAT collections
generated on downstream sales are often not sufficient to fully offset the subsidiaries’ VAT payments. In those situations, unused
VAT credits can accumulate. Some jurisdictions have proceduresthat allow companiesto apply for refunds of unused VAT credits
fromthetax authorities, but therefund processoften takesan extended period of timeand itisnot uncommon for refund applications
to be challenged or regjected in part on technical grounds. Other jurisdictions may permit companiesto sell or transfer unused VAT
credits to third parties in private transactions, although approval for such transactions must normally be obtained from the tax
authorities, limits on the amountsthat can be transferred are usually imposed, and the proceeds realized may be heavily discounted
from the face value of the credits. Dueto these factors, local operating subsidiaries in some countries can accumulate significant
balances of VAT credits over time. The Company reviews these balances on aregular basis and records valuation allowances on
the credits to reflect amounts that are not expected to be recovered, as well as discounts anticipated on credits that are expected
to be sold or transferred. At March 31, 2012 and 2011, the aggregate balance of recoverable tax credits held by the Company’s
subsidiaries totaled approximately $82 million and $75 million, respectively, and the related valuation allowances totaled
approximately $25 million and $22 million, respectively. The net balancesarereportedin other current assets and other noncurrent
assets in the consolidated balance sheets.

InJune 2011, tax authoritiesin Brazil completed an audit of inter-state VAT filings by the Company’s operating subsidiary
there and issued assessments for tax, penalties, and interest for tax periods from 2006 through 2009 totaling approximately $26
million based on the exchange rate for the Brazilian currency at March 31, 2012. Management of the operating subsidiary and
outside counsel believe that errors were made by the tax authorities in determining portions of the assessment and that various
defenses support the subsidiary’s positions. Accordingly, the subsidiary took steps to contest the full amount of the assessment.
As of March 31, 2012, a portion of the subsidiary’s arguments had been accepted, and the outstanding assessments had been
reduced to approximately $20 million. The subsidiary is continuing to contest the full remaining amount of the assessment. No
liability has been recorded at March 31, 2012, as no loss is considered probable at thistime.
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Property, Plant and Equipment

Depreciation of plant and equipment isbased upon historical cost and the estimated useful livesof theassets. Depreciation
iscalculated using the straight-line method. Buildingsinclude tobacco processing and blending facilities, offices, and warehouses.
Machinery and equi pment consi sts of processing and packing machinery and transport, office, and computer equipment. Estimated
useful lives range as follows: buildings—15 to 40 years; processing and packing machinery—3 to 11 years; transport equipment
—31t0 10 years; and office and computer equipment—3 to 10 years. Where applicable, the Company capitalizes related interest
costsduring periodsthat property, plant and equipment are being constructed or madeready for service. Nointerest was capitalized
in fiscal years 2012, 2011, or 2010.

Goodwill and Other Intangibles

Goodwill and other intangibles principally consist of the excess of the purchase price of acquired companies over the
fair value of the net assets. Goodwill is carried at the lower of cost or fair value. The Company follows the applicable fair value
accounting guidance in determining the fair value of goodwill. This primarily involves the use of discounted cash flow models
(Level 3 of the fair value hierarchy in the accounting guidance). The calculations in these models are normally not based on
observable market datafromindependent sources and therefore require significant management judgment with respect to estimates
of future operating earnings and the selection of an appropriate discount rate. The use of different assumptions could increase or
decrease estimated future operating cash flows, and the discounted value of those cash flows, which could increase or decrease
any impairment charge related to goodwill.

Reporting unitsaredistinct operating subsidiariesor groupsof subsidiariesthat typically composethe Company’ sbusiness
in a specific country or location. Goodwill is allocated to reporting units based on the country or location to which a specific
acquisition relates, or by alocation based on expected future cash flows if the acquisition relates to more than one country or
location. The majority of the Company’s goodwill relates to its reporting unit in Brazil. No charges for goodwill impairment
were recorded in fiscal years 2012, 2011, or 2010. During the third quarter of fiscal year 2011, goodwill was reduced by
approximately $5.8 million to reflect amounts allocated to leaf procurement activities associated with farmer contracts and related
assets that were conveyed to an operating subsidiary of one of the Company’s major customers (see Note 14).

Impairment of Long-Lived Assets

The Company reviews long-lived assets for impairment whenever events, changes in business conditions, or other
circumstances provide an indication that such assets may be impaired. Potential impairment isinitially assessed by comparing
management’s undiscounted estimates of future cash flows from the use or disposition of the assets to their carrying value. If the
carrying value exceeds the undiscounted cash flows, an impairment charge is recorded to reduce the carrying value of the asset
toitsfair value determined in accordance with the accounting guidance. In many cases, thisinvolves the use of discounted cash
flow modelsthat are not based on observable market data from independent sources (Level 3 of the fair value hierarchy under the
accounting guidance). As discussed in Note 2, the Company recorded an impairment charge of $5.6 million in the third quarter
of fiscal year 2011 in connection with its decision to closeits |l eaf tobacco processing facility in Simcoe, Ontario, Canada and sell
therelated assets. No significant charges for the impairment of long-lived assets were recorded during fiscal years 2012 or 2010.

Income Taxes

The Company provides deferred income taxes on temporary differences between the book and tax basis of its assets and
liahilities. Those differencesarise principally from employee benefit accrual s, depreciation, deferred compensation, undistributed
earnings of unconsolidated affiliates, undistributed earnings of foreign subsidiaries, goodwill, and val uation allowances on farmer
advances and value-added tax credits. As discussed in Note 5, during fiscal year 2010, the Company changed the classification
of undistributed earnings of certain foreign subsidiaries that had previoudy been designated as permanently reinvested.
Approximately $3.5 millionindeferred U.S. incometaxeswere recorded on those earningseffectivewiththischange. At March 31,
2012 and 2011, the Company had no undistributed earnings of consolidated foreign subsidiaries classified as permanently
reinvested.
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Accumulated Other Comprehensive Income (L0ss)

Accumulated other comprehensive income (loss) is reported in the consolidated balance sheets and the consolidated
statements of changes in shareholders' equity and consists of:

March 31,
2012 2011 2010

Foreign currency translation adjustments

BEfOrE INCOME LAXES..........vovieeeececee ettt ettt s et s st et se s st s snsasesssnaneeea $ (12,331) $ (819) $ (10,854)

AllOCAED INCOME TAXES.........c.cvvivereeiucreiciete ettt et b e b s a s ss b s seaebesebeseseaeseseaeseseaeseseansan 481 (2,792) 54
Foreign currency hedge adjustment

BEfOr INCOME LAXES.........ooeieeeeeteeeeestcteee ettt ettt eae e sese s s e sae e teseaesestessssssetensesesesensesesesnasan (1,449) 3,819 (736)

AllOCAED INCOME TAXES..........cvvivereriuereiciete ettt s e bbb s s s s s aebesebesesebeseseaeseseaeseseansas 507 (1,337) 258
Interest rate hedge adjustment

Before income taxes (1,119) — —

AllOCELEA INCOME TAXES..........cveviieeieesiseeiessesee et se e st se sttt ssssstesss s snsessnsssesessnnnseses 392 —_ —_
Pension and other postretirement benefit plan adjustments

BEfOr@ INCOME LAXES..........ceeeeeeeteeeeecicteee ettt ettt s e tese s s e ese et eseassestesessssesensesesesesesesesnasas (102,833) (66,851) (63,362)

AllOCELEA INCOME TAXES..........cveviieeieeriseeieesisse sttt ettt s s ss s s s s sesessnsssesessnnnsnsns 35,991 23,204 21,973
Total accumulated other comprehensive loss, net of iNnCome taxes..............cccccceeveeeeeeveeeveeven $ (80,361) $ (44,776) $ (52,667)

Fair Values of Financial Instruments

The fair values of the Company’s long-term obligations, disclosed in Note 7, have been estimated using market prices
where they are available and discounted cash flow models based on current incremental borrowing rates for similar classes of
borrowers and borrowing arrangements. The carrying amount of all other assetsand liabilitiesthat qualify asfinancial instruments
approximates fair value.

Derivative Financial Instruments

The Company recognizes all derivatives on the balance sheet at fair value. Interest rate swaps and forward foreign
currency exchange contracts are used from time to time to reduce interest rate and foreign currency risk. The Company enters
into such contractsonly with counterpartiesof good standing. Thecredit exposurerelated to non-performanceby the counterparties
and the Company is considered in determining the fair values of the derivatives, and the effect is not materia to the financial
statements or operations of the Company. Additional disclosures related to the Company’s derivatives and hedging activities are
provided in Note 9.
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Translation and Remeasurement of Foreign Currencies

The financia statements of foreign subsidiaries having the local currency as the functional currency are translated into
U.S. dollars using exchange rates in effect at period end for assets and liabilities and average exchange rates applicable to each
reporting period for results of operations. Adjustmentsresulting from trand ation of financial statements are reflected as a separate
component of comprehensive income or 10ss.

Thefinancia statementsof foreign subsidiarieshaving the U.S. dollar asthefunctional currency, with certain transactions
denominated inalocal currency, areremeasured into U.S. dollars. Theremeasurement of local currency amountsinto U.S. dollars
createsremeasurement gainsand lossesthat areincludedin earningsasacomponent of selling, general, and administrative expense.
The Company recognized net remeasurement losses of $2.3 million in fiscal year 2012, net remeasurement gains of $4.4 million
infiscal year 2011, and net remeasurement losses of $9.3 million in fiscal year 2010.

Foreign currency transactionsand forward foreign currency exchange contractsthat are not designated as hedges generate
gains and losses when they are settled or when they are marked to market under the prescribed accounting guidance. These
transaction gains and losses are a so included in earnings as a component of selling, general, and administrative expenses. The
Company recognized net foreign currency transaction gainsof $4.2 millioninfiscal year 2012, net transaction gainsof $1.7 million
infiscal year 2011, and net transaction gains of $4.0 million in fiscal year 2010.

Revenue Recognition

Revenue from the sale of tobacco is recognized when title and risk of lossistransferred to the customer and the earnings
processis complete. Substantially all sales revenueis recorded based on the physical transfer of products to customers. A large
percentage of the Company’s sales are to major multinational manufacturers of consumer tobacco products. The Company works
closely with those customers to understand and plan for their requirements for volumes, styles, and grades of leaf tobacco from
itsvariousgrowing regions, and extensive coordinationismaintained on an ongoing basi sto determineand sati sfy their requirements
for physical shipment of processed tobacco. In most cases, customers request shipment within arelatively short period of time
after the tobacco is processed and packed. The customers also specify, in sales contracts and in shipping documents, the precise
termsfor transfer of title and risk of loss for the tobacco. Customer returns and rejections are not significant, and the Company’s
sales history indicates that customer-specific acceptance provisions are consistently met upon transfer of title and risk of loss.

While most of the Company’s revenue consists of tobacco that is purchased from farmers, processed and packed in its
factories, and then sold to customers, some revenue is earned from processing tobacco owned by customers. These arrangements
usually exist in specific markets where the customers contract directly with farmersfor leaf production, and they have accounted
for less than 5% of total revenue on an annual basis through the fiscal year ended March 31, 2012. Processing and packing of
leaf tobacco is a short-duration process. Under normal operating conditions, raw tobacco that is placed into the production line
exits as processed and packed tobacco within one hour, and is then transported to customer-designated storage facilities. The
revenuefor these servicesisrecogni zed when processing iscompl eted, and the Company’ soperating history indi catesthat customer
reguirements for processed tobacco are consistently met upon completion of processing.

Stock-Based Compensation

Share-based payments, such as grants of stock options, stock appreciation rights, restricted stock, restricted stock units,
and performance share awards, are measured at fair value and reported as expense in the financial statements over the requisite
service period. Additional disclosures related to stock-based compensation are included in Note 13.
Estimates and Assumptions

The preparation of financial statementsin conformity with generally accepted accounting principlesin the United States

requires management to make estimates and assumptions that affect the amounts reported in the financia statements and
accompanying notes. Actual results could differ from those estimates.
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Accounting Pronouncements

Pronouncements Recently Adopted

During the fiscal year ended March 31, 2012, Universal adopted the following key accounting pronouncements:

Financial Accounting Standards Board (“FASB”) Accounting Standards Update 2011-05, “Presentation of
Comprehensive Income” (“ASU 2011-05"), which was issued in June 2011. This guidance requires companies to
present the components of other comprehensive income either in a single continuous statement of comprehensive
income or in two separate but consecutive statements. 1n December 2011, the FASB issued ASU 2011-12, “ Deferral
of the Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other
Comprehensive Income in ASU 2011-05,” to defer the effective date of the specific requirement to present items
that arereclassified out of accumulated other comprehensiveincome or [ossto net income al ongside their respective
components of net income and other comprehensiveincome. All other provisions of ASU 2011-05, which areto be
applied retrospectively, are effective for interim and annual periods beginning after December 15, 2011, with early
adoption permitted. Universal adopted ASU 2011-05 during the fourth quarter of fiscal year 2012. The Company
elected to present two separate but consecutive statements.

FASB Accounting Standards Update 2011-04, “Fair Value Measurement” (“ASU 2011-04"), which was issued in
May 2011. The primary focus of ASU 2011-04 is the convergence of accounting requirements for fair value
measurements and related financial statement disclosures under U.S. GAAP and International Financial Reporting
Standards (“1FRS"). While ASU 2011-04 does not significantly change existing guidance for measuring fair value,
it doesrequire additional disclosuresabout fair value measurements and changesthewording of certain requirements
inthe guidanceto achieve consistency with IFRS. ASU 2011-04 iseffectivefor interim and annual periodsbeginning
after December 15, 2011, and is required to be applied prospectively. Universal adopted ASU 2011-04 during the
fourth quarter of fiscal year 2012. The adoption of ASU 2011-04 did not have a material effect on the Company’s
financial statements.

FASB Accounting Standards Update 2009-13, “Multiple-Deliverable Revenue Arrangements’ (“ASU 2009-13"),
adopted effective April 1, 2011. ASU 2009-13 establishes a selling price hierarchy for determining the selling price
of a deliverable in a multiple-deliverable arrangement. It also requires additional disclosures about methods and
assumptions used to evaluate multiple-deliverable arrangements and to identify the significant deliverables within
those arrangements. The adoption of ASU 2009-13 did not have a material effect on the Company’s financia
statements.

Pronouncements to be Adopted in Future Periods

In September 2011, the FASB issued Accounting Standards Update 2011-08, “ Testing for Goodwill Impairment” (“ASU
2011-08"). The objective of ASU 2011-08 isto simplify the process of testing for goodwill impairment by permitting companies
to first assess qualitative factors to determine whether it is more likely than not that the fair value of areporting unit is less than
its carrying amount. Companies will only be required to calculate the fair value of areporting unit if the qualitative evaluation
indicates that it is more likely than not that the fair value is less than the carrying amount. ASU 2011-08 is effective for annual
and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011, with earlier adoption
permitted. The Company is currently evaluating the new guidance but does not expect it to have asignificant effect onitsfinancia

statements.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year’s presentation.
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NOTE 2. RESTRUCTURING AND IMPAIRMENT COSTS

During fiscal years 2011 and 2012, Universal recorded restructuring and impairment costsrelated to initiativesto adjust
various operations and reduce costs. A significant portion of the restructuring and impairment charges related to the Company’s
November 2010 decision to closeits leaf tobacco processing facility in Simcoe, Ontario, Canada. The Company is continuing to
buy tobacco grown in Canada, but now processes that leaf at its U.S. factory in North Carolina. The Simcoe processing facility
and a separate storage complex were classified as “held for sale” at the date the decision was made to close the operations, and
an impairment charge of approximately $5.6 million was recorded in the third quarter of fiscal year 2011 to write those assets
down to their fair values, net of selling costs. The sales of both properties were completed during the first quarter of fiscal year
2012 at prices approximating their adjusted book values. All full-time salaried employees at the Simcoe |ocation were terminated
by June 30, 2011. During fiscal year 2011, the Company recorded approximately $2.4 million in costs for termination benefits
payable to those employees under Canadian law and $4.1 million in pension curtailment and settlement costs related to the
termination of the Canadian employees' defined benefit pension plan. The Canadian operationswereincludedintheNorth America
segment, and revenues and earnings for those operations were not material to that segment in recent years.

In addition to the restructuring and impairment costsrel ated to the decision to close thefacility in Canada, the Company
has recorded restructuring costs associated with various other cost reduction initiatives during fiscal years 2011 and 2012. A
significant portion of those costs represent employee termination benefits associated with voluntary early retirement offers and
involuntary separationsat the Company’sheadquartersand operatinglocationsin the United States, South America, Africa, Europe,
and Asia that are part of the North America and Other Regions reportable segments. In addition, during the quarter ended June
30, 2011, the Company recorded approximately $3.1 million in costs related to the termination of its business arrangements with
asupplier and processor of tobacco in Europe in response to market changes. That cost relates to an operating subsidiary that is
part of the Other Regions reportable segment.

A summary of the restructuring and impairment costs recorded during fiscal years 2011 and 2012 is as follows:

Pension
Employee Curtailment Other Impairment of
Termination and Settlement Restructuring Property, Plant
(in thousands of dollars) Benefits Costs Costs and Equipment Total
Fiscal Year 2011 Costs:
Closure of processing facility in Canada...................... $ 2412 $ 4081 $ —  $ 5632 $ 12,125
Other restructuring and cost reduction initiatives......... 8,743 — 636 — 9,379
TOME ...t 11,155 4,081 636 5,632 21,504
Fiscal Year 2012 Costs:
Other restructuring and cost reduction initiatives......... 8,564 — 3,097 — 11,661
TOME ...t 8,564 — 3,097 — 11,661
Total costs - fiscal years 2011 and 2012....................... $ 19,719 $ 4081 $ 3733 $ 5632 $ 33,165

52



UNIVERSAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

A reconciliation of the Company’sliability for the employee termination benefits and other restructuring costs outlined
above through March 31, 2012, is as follows:

Employee
Termination

(in thousands of dollars) Benefits Other Costs Total
Fiscal Year 2011 Activity:

COStS Charged t0 EXPENSE..........ceueieieeeiciete ettt te ettt ettt ettt ettt et e bebesebebesetebesebetesesetens $ 11,155 % 636 $ 11,791

PAYMENES ...ttt bbb (4,769) (411) (5,180)

Balance at March 31, 2011..........ccoueuierieeriieeeinessinsesesssssseesessesssssssssssssse s ssssssssesssssssessessssessssessns 6,386 225 6,611
Fiscal Year 2012 Activity:

COSES Charged t0 EXPENSE.......cucviecteeii ettt sttt se b b e s st bese st sbsaesesbe e s seebensseanas 8,564 3,097 11,661

PAYMENES ...ttt b st s bbb R s (13,679) (3,031) (16,710)

$ 1271 % 291 $ 1,562

The employee termination benefits outlined in the tables above relate to approximately 350 total employees, including
those affected by the facility closure in Canada. The magjority of the restructuring liability at March 31, 2012 will be paid in the
early part of fiscal year 2013. Universal continually reviews its business for opportunities to realize efficiencies, reduce costs,
and realign its operations in response to business changes. The Company may incur additional restructuring costs and asset
impairment charges in future periods as business changes occur and additional cost savings initiatives are implemented.
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NOTE 3. EUROPEAN COMMISSION FINES AND OTHER LEGAL AND TAX MATTERS
European Commission Fines in Spain

In October 2004, the European Commission (the “Commission”) imposed fines on “five companies active in the raw
Spanish tobacco processing market” totaling €20 million for “colluding on the prices paid to, and the quantities bought from, the
tobacco growersin Spain.” Two of the Company’s subsidiaries, Tabacos Espanoles S.A. (“TAES”), a purchaser and processor of
raw tobacco in Spain, and Deltafina, S.p.A. (“Déeltafina’), an Italian subsidiary, were among the five companies assessed fines.
In its decision, the Commission imposed a fine of €108,000 on TAES, and a fine of €11.88 million on Deltafina. Deltafina did
not and does not purchase or process raw tobacco in the Spanish market, but was and is a significant buyer of tobacco from some
of the Spanish processors. The Company recorded a charge of about €12 million (approximately $14.9 million at the September
2004 exchangerate) in the second quarter of fiscal year 2005 to accrue the full amount of the fines assessed against the Company’s
subsidiaries.

In January 2005, Deltafina filed an appeal in the General Court of the European Union (“General Court”). A hearing
was held in June 2009, and on September 8, 2010, the General Court issued its decision, in which it reduced the amount of the
Deltafinafineto €6.12 million. The General Court held in part that the Commission erred in finding Deltafina acted as the leader
of the Spanish cartel, and that the Commission’s corresponding increase of the underlying fine by 50% was not justified. Asa
result of the General Court’s decision in September 2010, during the second quarter of fiscal year 2011, the Company reversed
€5.76 million (approximately $7.4 million) of the charge previously recorded to accrue the fine and recognized approximately
$1.2 million of interest income returned on funds deposited in escrow to secure the fine. Deltafinafiled an appeal to the General
Court decision with the European Court of Justice on November 18, 2010. Although Deltafina believed the General Court erred
in not reducing the remaining fine further based on numerous grounds, due to strategic reasons Deltafina withdrew its appeal in
June 2011. Theresult wasto end the matter in the judicial system, and to confirm the fine reduction granted in the General Court.

European Commission Fines in Italy

In 2002, the Company reported that it was aware that the Commission was investigating certain aspects of the leaf
tobacco markets in Italy. Deltafina buys and processes tobacco in Italy. The Company reported that it did not believe that the
Commission investigation in Italy would result in penalties being assessed against it or its subsidiaries that would be material to
the Company’s earnings. The reason the Company held this belief was that it had received conditional immunity from the
Commission because Deltafina had voluntarily informed the Commission of the activities that were the basi s of the investigation.

On December 28, 2004, the Company received a preliminary indication that the Commission intended to revoke
Deltafina’s immunity for disclosing in April 2002 that it had applied for immunity. Neither the Commission’s Leniency Notice
of February 19, 2002, nor Deltafina’s letter of provisional immunity, contains a specific requirement of confidentiality. The
potential for such disclosure was discussed with the Commission in March 2002, and the Commission never told Deltafina that
disclosure would affect Deltafina’s immunity. On November 15, 2005, the Company received notification from the Commission
that the Commission had imposed fines totaling €30 million on Deltafina and the Company jointly for infringing European Union
antitrust law in connection with the purchase and processing of tobacco in the Italian raw tobacco market. In January 2006, the
Company and Deltafinaeach filed appealsin the General Court. Deltafina’ s appeal was held on September 28, 2010. For strategic
reasons related to the defense of the Deltafina appeal, Universal withdrew its appeal. On September 9, 2011, the General Court
issued its decision, in which it rejected Deltafina' s application to reinstate immunity. Deltafina has appealed the decision of the
General Court to the European Court of Justice. Effective with the September 9, 2011 General Court decision, the Company
recorded a charge for the full amount of the fine (€30 million) plus accumulated interest (€5.9 million). The charge totaled $49.1
million at the exchange rate in effect on the date of the General Court decision. The accrued liability is reported in other long-
term liabilities. Deltafina maintains a bank guarantee in favor of the Commission in the amount of the fine plus accumulated
interest in order to stay execution during the appeals process. The Company expects the appeal to take up to two years, and any
fine and interest Deltafina may ultimately be required to pay would not be due until the European Court of Justice issues its
decision.
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Other Legal and Tax Matters

The Company has been named along with multiple other defendantsin Hupan, et al. v. Alliance One International, Inc.,
et al., and Chalanuk, et al. v. Alliance One International, Inc., et al., which are separate but related lawsuits filed in New Castle
County, Delaware state court on February 14, 2012, and April 5, 2012, respectively. Thelawsuitswere brought by eight Argentine
minor children born between 1996 and 2008 and their parents in Hupan, and forty-one minor Argentine children born between
1986 and 2009 and their parentsin Chalanuk. The parent-plaintiffsallegethat they grew tobacco in Argentinaunder contract with
TabacosNorte S.A., beginning in the 1980's and that they and their infant children were exposed directly and in utero to herbicides
and pesticides used in the production and cultivation of tobacco that caused various alleged birth defects. The Company has been
sued based upon itsall eged busi ness dealingswith co-defendantsin the production of tobacco by TabacosNorte, S A. Theplaintiffs
seek compensatory and punitivedamagesagainst all defendantsunder U.S. and Argentinelaw. The Company intendsto vigorously
defend the lawsuits. Because the Company has only recently been named in the lawsits, it is not possible to predict the ultimate
outcome of this matter or what liability, if any, the Company may incur.

In addition to the above-mentioned matters, various subsidiaries of the Company are involved in other litigation and
tax examinations incidental to their business activities, including the assessments disclosed in Note 1 related to inter-state value
added taxesin Brazil. Whilethe outcome of these matters cannot be predicted with certainty, management isvigorously defending
the matters and does not currently expect that any of them will have a material adverse effect on the Company’s business or
financial position. However, should one or more of these matters be resolved in a manner adverse to management’s current
expectation, the effect on the Company’s results of operations for a particular fiscal reporting period could be material.
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NOTE 4. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share:

Fiscal Year Ended March 31,

2012 2011 2010
Basic Earnings Per Share
Numerator for basic earnings per share
Net income attributable to Universal COrporation ..............oceeeveereeeeieeeeseseeeses s sessesssssessessssssesens $ 92,057 $ 156,565 $ 168,397
Less: Dividends on convertible perpetual preferred StOCK ............ooeeeveeeeeeeeeeeeeeeereeeee e (14,850) (14,850) (14,850)
Earnings available to Universal Corporation common shareholders for
calculation of basiC arnNiNGS PEr SNAIE...........ccccveveeeeeeeceeee ettt enes 77,207 141,715 153,547
Denominator for basic earnings per share
Weighted average shares OULSEANAING............ccoveveeeeeeeereeeeeeee ettt ee st s e bess s ssesesneseseneas 23,228 23,859 24,732
BaSiC arNINGS PEF SNATE ........c.cucvcicieieicce ettt ettt bbb bbb bbbt n et n et s $ 3.32 594 $ 6.21
Diluted Earnings Per Share
Numerator for diluted earnings per share
Earnings available to Universal Corporation common shareholders...........ccooeuvevveevecveeceeverenennn. $ 77,207 141,715 $ 153,547
Add: Dividends on convertible perpetual preferred stock (if conversion assumed) ....................... 14,850 14,850 14,850
Earnings available to Universal Corporation common shareholders for
calculation of diluted earningS PEr SNAIE...........c.cccuieiiiceeeeeeeee et 92,057 156,565 168,397
Denominator for diluted earnings per share
Weighted average shareS OULSEaNAING............ccoveueeieicreicieeeeee ettt reseneas 23,228 23,859 24,732
Effect of dilutive securities (if conversion or exercise assumed)............ccoceeveeeeeeeereerereenseeesessseens
Convertible perpetual Preferred SEOCK ........ ..ot 4,772 4,750 4,733
Employee share-hased @Wards..............cococcueeieieieiiecccceees et be s 339 279 197
Denominator for diluted earningS PEr SNAIE........ccccvveviiieeeieesereeee ettt saebeaeas 28,339 28,888 29,662
Diluted €arnings PEF SNATE...........c.coucueuiicieieecete ettt ettt ettt ettt e b b b s s bt ae s s aeaens $ 325 $ 542 $ 5.68

For the fiscal years ended March 31, 2012, 2011, and 2010, certain stock appreciation rights and certain stock options
outstanding were not included in the computation of diluted earnings per share because their effect would have been antidilutive.
These shares totaled 348,451 at a weighted-average exercise price of $56.75 for the fiscal year ended March 31, 2012, 622,801
at a weighted-average exercise price of $53.44 for the fiscal year ended March 31, 2011, and 404,800 at a weighted-average

exercise price of $58.96 for the fiscal year ended March 31, 2010.
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NOTE 5. INCOME TAXES

Income Tax Expense

Income taxes consisted of the following:

Fiscal Year Ended March 31,

2012 2011 2010

Current
UNITEO SEBEES........cvcteieieteieieieieie etttk bbbt bbbt bbbt bbb bbb bbbttt s $ 2871 $ 18,052 $ 12,246
S E= = aTo I [ T (2,064) 2,290 3,357
FOMBION ...ttt s s e s s s e s s e s e s s et e se s et e s sesesese s e s e s et enesesesesesenenaten 53,582 59,051 56,925
54,389 79,393 72,528

Deferred
LU T = 1= 4,79 (43) 4134
SEBEE BN IO ..o eeere e e eese e sees e s eeeseesssesese e aee s st e s e aeseseesesssaseesesreseesenereee 444 (226) 247
[T Yo T 1,530 (775) 9,374
6,770 (1,044) 13,755
TOUEL ...ttt £ttt bbb bbb kbbb bbbt s bt ee $ 61,159 $ 78349 $ 86,283

Foreign taxes include U.S. tax expense on earnings of foreign subsidiaries.
Consolidated Effective Income Tax Rate
A reconciliation of the statutory U.S. federal rate to the Company’s effective income tax rate is as follows:

Fiscal Year Ended March 31,

2012 2011 2010
SEBEULOTY T8X FBEE........c.eeeeveeteieeieteeetietesee ettt et et ete et e ebesae e ese et e beseeseesessesesbesseseebenbensesessenseseasesaennesn 35.0% 35.0% 35.0%
State income taxes, net of federal DENEfit ... (0.7) 0.6 0.9
Change in classification of permanently reinvested €arNiNgS.............occeeveeereereeeineeseress e s — — 14
Change in valuation allowance on deferred taX aSSetS...........ooovvveeeeeeeeeeeeeeeeee et 0.7 (0.2 —
Nondeductible European COmmISSION fiNE...........cccioiiicieieiicecceee et 8.6 — —
Dividends received from deconsolidated OpeErations..............ccceeveeeeieeeceseeese st sessenens 1.8 — —
Other, including changes in liabilities recorded for uncertain tax positions...............cccceeveeevevenenee. (4.0) 3.2 3.7)
Effective income tax rate 37.8% 32.2% 33.6%

The Company amended certain prior year stateincometax returnsduring fiscal year 2012. Therelated incometax refunds
reduced incometax expense and the consolidated effectivetax rate for the year. At thebeginning of fiscal year 2010, the Company
had approximately $52 million of undistributed earnings of foreign subsidiaries on which no provision for U.S. income taxes had
been recorded because those earnings were designated as permanently reinvested. Effective March 31, 2010, the classification
of those earnings was changed to reflect a change in management’s intent to repatriate the earnings consistent with appropriate
tax planning and good business practice in the respective foreign countries. Asaresult of thischange, approximately $3.5 million
of additional income tax expense was recognized in fiscal year 2010 to record the applicable U.S. income tax liability. The
Company nolonger hasany undistributed earningsof consolidated foreign subsidiariesthat are classified aspermanently reinvested.
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Components of Income Before Income Taxes and Other Items

The U.S. and foreign components of income before income taxes and other items were as follows:

Fiscal Year Ended March 31,

2012 2011 2010
UNITEA SEAES.........ucvuiieseiseiceei ettt bbb $ 21,773 $ 32826 $ 48,675
0= T o OO 140,205 210,073 207,953
TOMAL ..ottt $ 161,978 $ 242,899 $ 256,628

Deferred Income Tax Liabilities and Assets

Significant components of deferred tax liabilities and assets were as follows:

March 31,
2012 2011

Liabilities
FOreign WithROIJING TAXES..........c.cvveiececeeeeceeeecee ettt sttt en sttt se st et s st st s s s et et nseeeesnans et ssenanesesenaes $ 14192 $ 16,692
UNGiSIDULEO BAININGS .......cueieviiieteeeete ettt ettt se et et etese et ebe e s et essseebebessesebese et ebese s et ese e ebesensseebenensesetens 46,010 34,015
L0 o 1 TR 30,851 31,515
AT OENEY .ttt ettt e e e et e et e e e e e e e e e e e e e 20,998 22,386

Total deferred tax [HADIIItIES...........ccccviieiecce ettt b s s naes $ 112,051 $ 104,608
Assets
EMPIOYEE DENEFIT PIANS ......coveeeceeeeeeeceeeeee ettt sttt a et es st n et e e st et s st st s s e et et s s et eesnens et ssananesesnnaes $ 69,373 $ 50,761
RESEIVES BNU GCCTUBIS.........cevirieieireteet ettt 45,793 51,841
DEFEITEA INCOME.........cvuieeestesceeie ettt 8,098 9,035
DEfEITed COMPENSALION.........cocueeeveeieeeecteeee ettt e e te st e s eeetesesseteb e e esssesesseseseseasesesssessessnsaseseneasasesessstesessseseassessessnsssnsensnas 3,035 5,055
F 110 TP 17,144 9,927

TOtAl AEFEITEU TAX BSSELS.........cecvrieiseceeisee ittt bbbt 143,443 126,619
VAlUBLON @HOWEINCE...........cveveeeeieieteeeeee ettt e et e e st et e st ese s st ese e st eseseas st eas e s seseasssebensssasese s eteseseasesesssessessnssentennnas (4,620) (3,427)

INEL AEFEITEA TAX BSSELS........cucueieteieieteieie ettt ettt bbbttt bbb b e bbb bbb bbb bbb e b et e bbb e bt e b e bt et e bebebebetatan $ 138,823 $ 123,192

At March 31, 2012, the Company had no material net operating loss carryforwards in either its domestic or foreign
operations.

Combined Income Tax Expense (Benefit)

The combined income tax expense (benefit) allocable to continuing operations, other comprehensive income, and direct
adjustments to shareholders' equity was as follows:

Fiscal Year Ended March 31,

2012 2011 2010
CONINUING OPEIBLIONS .......ocuiuiieieieeeietee ettt ettt se et s et e e seebese s saebese s bebe e esebens st esens e sesenesee $ 61,159 $ 78349 $ 86,283
Other COMPIENENSIVE INCOME.........ccivivieiieereeiiseete ettt et se s ebs s e be e ss bt e e e besessstese e seseaeses (18,296) 3,210 6,520
Direct adjustments to shareholders' EQUILY ...........cceeveveueieeeeeeeeeeece ettt es s aenens (285) 159 (454)
TOMA .ottt bbbttt e et b e Rt beae et ae st ebe et et ebe et et ene et erene e $ 42578 % 81,718 $ 92,349
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Uncertain Tax Positions

A reconciliation of the beginning and ending balance of the gross liability for uncertain tax positions for the fiscal years
ended March 31, 2012, 2011 and 2010, is as follows:

Fiscal Year Ended March 31,

2012 2011 2010

Liability for uncertain tax positions, beginning of YEar.............c.ccoevvieieieieieieeeeeeeeeieeeeeeeeeeeee e $ 9223 $ 22,184 $ 22,740
Additions:

Related to tax positionsS fOr the CUMTENE YEAK ...........cevevcveeeeeeeeeeeeeeeeee et ennas 262 1,184 9,609

Related to tax pOSitioNS fOr PriOr YEAIS.........c.cciiieieiiiceee ettt et 1,072 77 574
Reductions:

Related to tax pOSItiONS FOr PriOr YEAIS.........ccceeeeeeveeeeeeeteee ettt st s s sesesnnas — (205) (1,674)

Due to settlements with tax juriSdiCtIONS.............ccieiiicieiieceeceeeee et (698) (12,765) (1,552)

Due to lapses of Statutes of lIMITAtioNS............cccveveeiericee e be s (1,213) (1,571) (4,802)

OhEr TEAUCLIONS..........ovevceeceeteecee ettt ee ettt eseeebe e s st esesesteseassestensesssesensesesennsenens — — (4,041)

Effect of CUrrenCy rat€ MOVEMENL............ccoieieiiieeieceeetee ettt sa bbb e nes (733) 319 1,330
Liability for uncertain tax poSitions, €Nd Of YEAN ............ccccvevveeieiieceiee st $ 7913 $ 9223 $ 22,184

Of thetotal liability for uncertain tax positions at March 31, 2012, approximately $1.9 million could have an effect on
the consolidated effective tax rateif the tax benefits are recognized. Theliability for uncertain tax positionsincludes $2.3 million
related to tax positions for which it is reasonably possible that the amounts could change significantly before March 31, 2013.
This amount reflects a possible decrease in the liability for uncertain tax positions that could result from the completion and
resolution of tax audits and the expiration of open tax yearsin various tax jurisdictions.

In fiscal year 2011, of the reduction in the liability for uncertain tax positions of $12.8 million due to settlements with
tax jurisdictions, approximately $5.7 million represented tax paid and $7.1 million represented amounts reversed through income
tax expense.

The Company recoghizesaccrued interest rel ated to uncertain tax positions asinterest expense, and it recognizespenalties
as a component of income tax expense. The consolidated statements of income include net expense for interest and penalties of
$0.4 million in fiscal year 2012, net expense for interest and penalties of $0.2 million in fiscal year 2011, and a net reversal of
interest and penalties of $2.6 millioninfiscal year 2010. At March 31, 2012 and 2011, $4.5 million and $5.8 million, respectively,
were accrued for interest and penalties.

Universal and its subsidiariesfileaU.S. federal consolidated income tax return, aswell as returnsin several U.S. states
and a number of foreign jurisdictions. As of March 31, 2012, the Company's earliest open tax year for U.S. federa income tax

purposes was its fiscal year ended March 31, 2009. Open tax yearsin state and foreign jurisdictions generally range from three
to six years.
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NOTE 6. CREDIT FACILITIES

Bank Credit Agreement

InNovember 2011, the Company entered anew five-year bank credit agreement that providesfor a$450 million committed
revolving credit facility, as well as afully funded $100 million amortizing term loan. The new revolving credit facility replaced
aprevious $400 million facility that would have expired in August 2012. Borrowings under the revolving credit facility and the
term loan bear interest at variable rates, based on either 1) LIBOR plus amargin that is based on certain credit measures or 2) the
higher of the federal funds rate plus 0.5%, prime rate, or one-month LIBOR plus 1.0%, each plus a margin. The Company aso
pays afacility fee on the revolving credit facility. Both the revolving credit facility and the term loan mature in November 2016.
Certain covenants in the new bank credit agreement require the Company to maintain aminimum level of tangible net worth and
observe limits on debt levels. The Company was in compliance with those covenants at March 31, 2012. There were no amounts
outstanding under the revolving credit facility at March 31, 2012.

Short-Term Credit Facilities

The Company maintains short-term uncommitted lines of credit in the United Statesand in anumber of foreign countries.
Foreign borrowings are generally in the form of overdraft facilities at rates competitive in the countries in which the Company
operates. Generally, eachforeignlineisavailableonly for borrowings related to operations of aspecific country. Asof March 31,
2012 and 2011, approximately $128 million and $149 million, respectively, were outstanding under these uncommitted lines of
credit. The weighted-average interest rates on short-term borrowings outstanding as of March 31, 2012 and 2011, were
approximately 7.1% and 4.2%, respectively. The higher weighted-average interest rate at March 31, 2012 reflected higher local
borrowings in countries where market interest rates are higher. At March 31, 2012, the Company and its consolidated affiliates
had unused uncommitted lines of credit totaling approximately $385 million.

NOTE 7. LONG-TERM OBLIGATIONS

Long-term obligations consisted of the following:

March 31,
2012 2011
Medium-term notes $ 310,000 $ 415,193
Amortizing bank term loan 98,750 —
TOLA OULSEANTING.......cviviviiietciictee ettt ettt et ettt st e et s et e et ebese et et esa et ebensseebenensesebessstesasesebenesnaterens 408,750 415,193
LESS CUITENE POITION.........covcteveieieteietetete et te bt ettt e bt et et ettt et et et esebeb et et etesebetesebebesebebesebebesebebesetetesebetesebebesebesesebetesebetesetesane (16,250) (95,000)
[IeTqTo s (=g g a oo [T i1 g3 $ 392500 $ 320,193

The Company's medium-term notes mature at various dates from September 2012 to December 2014 and were all issued
with fixed interest rates. Interest rates on the notes range from 5.20% to 6.25%. Asdiscussed in Note 6, the Company borrowed
$100 million in November 2011 under an amortizing term loan under its bank credit agreement. The term loan will be repaid in
19 consecutive quarterly installments which began on March 31, 2012, together with afinal payment due on November 3, 2016,
and may be prepaid at any time without penalty or premium at the option of the Company. As discussed below, the Company has
interest rate swaps on the term loan which convert the floating base rate to afixed baserate. Including the effect of the swaps and
the facility margin, the interest rate on the term loan was 3.16% at March 31, 2012.

The fair value of the Company’s long-term obligations, including the current portion, was approximately $428 million
at March 31, 2012, and $416 million at March 31, 2011. The Company estimates the fair value of itslong-term obligations using

Level 2 inputs which are based upon quoted market prices for the same or similar issues or on the current interest rates available
to the Company for debt of similar terms and maturities.
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From time to time, the Company uses interest rate swap agreements to manage its exposure to changes in interest rates.
At March 31, 2011, the Company had receive-fixed/pay-floating interest rate swap agreements in place on $245 million of long-
term debt. The fair value of those swap agreements was an asset of $10.2 million at March 31, 2011. During fiscal year 2012,
those swaps were settled prior to or concurrent with the maturity of the underlying debt. No fixed-to-floating interest rate swap
agreementswereoutstanding at March 31, 2012. In November 2011, the Company entered into receive-floating/pay-fixed interest
rate swap agreementson $99 million notional amount of itsoutstanding amortizing bank termloan. The aggregate notional amount
of those swaps will be reduced over afive-year period as payments are made on the term loan. The fair value of the floating-to-
fixed interest rate swap agreements was a liability of $1.1 million at March 31, 2012. Additional disclosures related to the
Company’s interest rate swap agreements are provided in Note 9.

Maturities of long-term debt outstanding at March 31, 2012, by fiscal year, were asfollows: 2013 - $16 million; 2014 -
$211 million; 2015 - $116 million; 2016 - $28 million; and 2017 - $38 million. All long-term debt outstanding at March 31, 2012,
is scheduled to be repaid by the end of fiscal year 2017.

In November 2011, the Company filed an undenominated universal shelf registration statement with the U.S. Securities
Exchange Commissionto providefor thefutureissuance of an undefined amount of additional debt or equity securitiesasdetermined
by the Company and offered in one or more prospectus supplements prior to issuance.

NOTE 8. LEASES

The Company’s subsidiaries |ease various production, storage, distribution, and other facilities, as well as vehicles and
equipment used in their operations. Some of the |eases have optionsto extend the lease term at market rates. These arrangements
are classified as operating leases for accounting purposes. Rent expense on operating leases totaled $20.6 million in fiscal year
2012, $21.8 million in fiscal year 2011, and $20.8 million in fiscal year 2010. Future minimum payments under non-cancelable
operating leases total $ 15.9 million in 2013, $7.5 million in 2014, $5.9 million in 2015, $4.8 million in 2016, $3.4 million in
2017, and $6.1 million after 2017.

NOTE 9. DERIVATIVES AND HEDGING ACTIVITIES

Universal is exposed to various risks in its worldwide operations and uses derivative financial instruments to manage
two specific types of risks — interest rate risk and foreign currency exchange rate risk. Interest rate risk has been managed by
entering into interest rate swap agreements, and foreign currency exchange rate risk has been managed by entering into forward
foreign currency exchange contracts primarily in the Brazilian real, the euro, the Polish zloty, and the Hungarian forint. The
Company’s policy also permits other types of derivative instruments. In addition, foreign currency exchange rate risk is also
managed through strategies that do not involve derivative instruments, such as using local borrowings and other approaches to
minimize net monetary positions in non-functional currencies. The disclosures below provide additional information about the
Company’s hedging strategies, the derivative instruments used, and the effects of these activities on the consolidated statements
of income and the consolidated balance sheets. In the consolidated statements of cash flows, the cash flows associated with all
of these activitiesarereported in net cash provided by operating activities except for the proceedsreceived on the early termination
of interest rate swap agreements, which are reported in cash flows from financing activities. The Company has not hedged any
net investment in the equity of subsidiaries denominated in currencies other than the U.S. dollar.
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Hedging Strategy for Interest Rate Risk

The Company previously entered into receive-fixed/pay-floating interest rate swap agreements that were designated and
qualified as hedges of the exposure to changes in the fair value of the underlying debt instruments created by fluctuations in
prevailing market interest rates. At March 31, 2011, the Company had receive-fixed/pay-floating interest rate swaps outstanding
in the total notional amount of $245 million. During fiscal year 2012, several of those swap contracts in the notional amount of
$50 million were settled on maturity of the underlying debt, and the remaining contracts in the total notional amount of $195
million were settled prior to maturity at an aggregate gain of approximately $13 million. That gain is being amortized over the
remaining terms of the underlying debt instruments as a reduction in interest expense. No fixed-to-floating interest rate swap
agreements were outstanding at March 31, 2012.

In November 2011, the Company entered into receive-floating/pay-fixed interest rate swap agreements that were
designated and qualify as hedges of the exposure to changes in interest payment cash flows created by fluctuations in variable
interest rates on outstanding debt. Although no significant ineffectivenessis expected with this hedging strategy, the effectiveness
of the interest rate swaps is evaluated on a quarterly basis. The receive-floating/pay-fixed interest rate swap agreements were
effectiveMarch 31, 2012, and rel ate to approximately $99 million notional amount of the Company’s outstanding amortizing bank
termloan. The aggregate notional amount of theinterest rate swapswill be reduced over afive-year period as payments are made
on the loan.

Cash Flow Hedging Strategy for Foreign Currency Exchange Rate Risk Related to Forecast Purchases of Tobacco and Related
Processing Costs

The majority of the tobacco production in most countries outside the United States where Universal operatesis sold in
export markets at prices denominated in U.S. dollars. However, purchases of tobacco from farmers and most processing costs
(such as labor and energy) in those countries are usually denominated in the local currency. Changes in exchange rates between
the U.S. dollar and the local currencies where tobacco is grown and processed affect the ultimate U.S. dollar cost of the processed
tobacco. From time to time, the Company has entered into forward contracts to sell U.S. dollars and buy the local currency at
future dates that coincide with the expected timing of aportion of the tobacco purchasesand processing costs. Thisstrategy offsets
the variability of future U.S. dollar cash flows for tobacco purchases and costs for the foreign currency notional amount hedged.
To date, this hedging strategy has been used mainly for tobacco purchases and processing costs in Brazil. The aggregate U.S.
dollar notional amount of forward contracts entered for these purposes during fiscal years 2012, 2011, and 2010 was as follows:

Fiscal Year Ended March 31,

(in millions) 2012 2011 2010

TODACCO PUICNASES.........coeeeeveeeeeeeeeeteeeee sttt ettt st ettt te e e s teteas st e teseseeseeesen $ 1825 $ 2352 % 238.6

PrOCESSING COSES. ..ottt ettt ettt sa et s te e be e aeebe e besbeseebesteneebeseebesaeseatans 48.3 485 41.4
LI L O TOSET USRS $ 2308 $ 2837 $ 280.0

All contractsrelated to tobacco purchases were designated and qualify as hedges of the future cash flows associated with
the forecast purchases of tobacco. Asaresult, except for insignificant amounts related to any ineffective portion of the hedging
strategy, changesin fair values of the forward contracts have been recognized in comprehensive income asthey occurred, but only
recoghized in earnings upon sale of the related tobacco to third-party customers. Forward contracts related to processing costs
have not been designated as hedges, and gains and | osses on those contracts have been recognized in earnings on amark-to-market
basis.

For substantially all hedge gains and losses recorded in accumulated other comprehensive loss at March 31, 2012, the
Company expectsto compl etethe sale of the tobacco and recognize the amountsin earningsduring fiscal year 2013. At March 31,
2012, all hedged forecast purchases of tobacco not yet completed remained probable of occurring within the originally designated
time period and, as aresult, no hedges had been discontinued. Purchases of the 2011-2012 crop are expected to be completed by
August 2012, and all forward contracts to hedge those purchases will mature and be settled by that time.
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Hedging Strategy for Foreign Currency Exchange Rate Risk Related to Net Local Currency Monetary Assets and Liabilities of
Foreign Subsidiaries

Most of the Company’s foreign subsidiaries transact the majority of their salesin U.S. dollars and finance the majority
of their operating requirements with U.S. dollar borrowings, and therefore use the U.S. dollar astheir functional currency. These
subsidiariesnormally have certain monetary assetsand liabilitieson their balance sheetsthat are denominated in thelocal currency.
Those assets and liahilities can include cash and cash equivalents, accounts receivabl e and accounts payable, advancesto farmers
and suppliers, deferred income tax assets and liabilities, recoverable value-added taxes, and other items. Net monetary assets and
liabilities denominated in the local currency are remeasured into U.S. dollars each reporting period, generating gains and losses
that the Company recordsin earnings as acomponent of selling, general, and administrative expenses. The level of net monetary
assets or liabilities denominated in the local currency normally fluctuates throughout the year based on the operating cycle, but it
ismost common for monetary assetsto exceed monetary liabilities, sometimesby asignificant amount. When this situation exists
and the local currency weakens against the U.S. dollar, remeasurement losses are generated. Conversely, remeasurement gains
are generated on a net monetary asset position when the local currency strengthens against the U.S. dollar. To manage a portion
of its exposure to currency remeasurement gains and losses in Brazil during fiscal year 2011, the Company entered into forward
contractsto buy or sell thelocal currency at future dates coinciding with expected changesinthe overall net local currency monetary
asset position of the subsidiary. Gains and losses on the forward contracts were recorded in earnings as a component of selling,
general, and administrative expenses for each reporting period asthey occurred, and thus directly offset the rel ated remeasurement
losses or gainsin the consolidated statements of income for the notional amount hedged. The Company does not designate these
contracts as hedges for accounting purposes. The notional amount of these contracts totaled approximately $60 million in fiscal
year 2011, and the contracts were settled before the end of the fiscal year. No forward contracts were entered for this purpose in
fiscal years2012 or 2010. To further mitigate currency remeasurement exposure, the Company’ sforeign subsidiaries have obtained
short-term local currency financing during certain periods. This strategy, while not involving the use of derivative instruments,
isintended to minimize the subsidiary’s net monetary position by financing a portion of the local currency monetary assets with
local currency monetary liabilities and thus hedging a portion of the overall position.

Several of the Company’ sforeign subsidiariestransact themajority of their salesand financethe majority of their operating
requirements in their local currency, and therefore use their respective local currencies as the functional currency for reporting
purposes. Fromtimeto time, these subsidiaries sell tobacco to customersin transactionsthat are not denominated in the functional
currency. Inthose situations, the subsidiariesroutinely enter into forward exchange contractsto offset currency risk for the period
of time that afixed-price order and the related trade account receivable are outstanding with the customer. The contracts are not
designated as hedges for accounting purposes.
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Effect of Derivative Financial Instruments on the Consolidated Statements of Income

Thetablebel ow outlinestheeffectsof the Company’ suseof derivativefinancial instrumentsontheconsolidated statements

of income for the fiscal years ended March 31, 2012, 2011, and 2010.
Fiscal Year Ended March 31,

(in thousands of dollars) 2012 2011 2010
Fair Value Hedges - Interest Rate Swap Agreements
Derivative
Gain (10sS) recognized iN EAIMINGS...........ccceeueveeeeeiereeeeeee et es s terens $ 3195 $ 428 $ (2,043)
Location of gain (10Ss) recognized in €arMiNGS............oc.cuoeeeeeeeeeeieseeeseesseeeseeeeseeens | Interest expense |
Hedged Item
DESCription Of NEAGEA IEEIM ... eeseeeseeeseeesesesesesesesesesesesese st seeeseseees | Fixed rate long-term debt |
Gain (10SS) recognized iN GAMINGS...........ccoeveeeeeeieeeeteeeeee et tssseessteseeesesesenas $ (3195 $ (428) $ 2,043
Location of gain (10Ss) recognized in €arNiNGS............c.ccevueeveeveeeeeeeveeseseeseeseesessenans | Interest expense |
Cash Flow Hedges - Interest Rate Swap Agreements
Derivative
Effective Portion of Hedge
Gain (loss) recorded in accumulated other comprehensiveloss.............cccceveeeee. $ (1,119) $ — $ —
Gain (loss) reclassified from accumulated other comprehensive lossinto
BAIMINGS. c.v.vvvveveesesseeseess st et b b s s bbb bbbt $ — $ — $ —
Location of gain (loss) reclassified from accumulated other comprehensive loss
INEO EAMNINGS......ccviietiiteieteeete ettt e et ete et ete st et ete st esesbessebesaeasstesesesaensebeseesesrensasens Interest expense
Ineffective Portion of Hedge
Gain (10sS) recognized iN EAIMNINGS............covevieeeieeieeeee et ee et eees $ — — 3 —
Location of gain (10sS) recognized in €arNINGS............ooveveeeeereeseereesseeseeeseresese | Selling, general and administrative expenses |
Hedged Item
DeSCription Of NEAGE ITEIM ........ovuveeeeeeeeeees e ee e eee st eseseesese e e s neeee e | Floating rate interest payments on term loan |
Cash Flow Hedges - Forward Foreign Currency Exchange Contracts
Derivative
Effective Portion of Hedge
Gain (loss) recorded in accumulated other comprehensive loss..............cccoevvaee.. $ 2652 $ 2476 $ 7,174
Gain (loss) reclassified from accumulated other comprehensive
(OSSN0 AMINGS .....vcvvvevcteveveteteteteee ettt ettt bttt bt ae bt sene s besenas $ 5882 $ 100 $ (14,844)
Location of g_ain (Ioss) recl _fied from accumul ated other Cost of goods sold
comprehensive |0SS iNt0 BarNINGS..........cccoiveieieieesee e e
Ineffective Portion and Early De-designation of Hedges
Gain (10SS) recognized iN EAMINGS.........cccvoveeeveieeeeeeeeeeeees e e e ss e s s s seeeesesseenes $ 857 $ 113 % 1,442
Location of gain (10Ss) recognized in @arNINGS.............oceveeeereeeeeereeesseeseeseeeseses | Selling, general and administrative expenses |
Hedged Item
Description of hedged IteM.........co s | Forecast purchases of tobacco in Brazil |
Derivatives Not Designated as Hedges -
Forward Foreign Currency Exchange Contracts
Gain (10SS) recognized iN EAININGS............coveveueueeeeeiereeeeee e ee et ee e $ 1,829 $ 2594 % 1,275
Location of gain (10SS) recognized in @arNINGS............ooveveeeereeereeereeeseeeseeeseeesese Selling, general and administrative expenses
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For the interest rate swap agreements designated as fair value hedges, since the hedges had no ineffectiveness, the gain
or loss recognized in earnings on the derivative was offset by a corresponding loss or gain on the underlying hedged debt. For
the interest rate swap agreements designated as cash flow hedges, the effective portion of the gain or loss on the derivative is
recorded in accumulated other comprehensive loss and any ineffective portion is recorded in selling, general and administrative
expenses.

For the forward foreign currency exchange contracts designated as cash flow hedges of tobacco purchases in Brazil, a
net hedge gain of approximately $0.8 million remained in accumulated other comprehensivelossat March 31, 2012. That balance
reflects net gains on open and settled contracts primarily related to the 2011-2012 crop, less the amount reclassified to earnings
related to tobacco sold through March 31, 2012. The magjority of the balance in the accumulated other comprehensive loss will
be recognized in earnings as a component of cost of goods sold in fiscal year 2013 as the remaining 2011-2012 Brazilian crop
tobacco issold to customers. Based on the hedging strategy, asthe gain or lossisrecognized in earnings, it is expected to be offset
by a change in the direct cost for the tobacco or by a change in sales prices if the strategy has been mandated by the customer.
Generally, margins on the sale of the tobacco will not be significantly affected.

Effect of Derivative Financial Instruments on the Consolidated Balance Sheets

Thetable below outlinesthe effects of the Company’ sderivative financia instruments on the consolidated balance sheets
at March 31, 2012 and 2011:

Derivatives in a Fair Value Asset Position Derivatives in a Fair Value Liability Position

Balance Fair Value as of March 31, Balance Fair Value as of March 31,
Sheet Sheet
(in thousands of dollars) Location 2012 2011 Location 2012 2011
Derivatives Designated as Hedging Instruments
Interest rate swap agreements Other
designated as fair value hedges non-current Long-term
assets obligations
$ — 3 10,193 $ — $ —
Interest rate swap agreements Other Other
designated as cash flow hedges non-current long-term
assets _ _ liabilities 1,119 _
Forward foreign currency Other Accounts
exchange contracts current payable and
assets accrued
83 2,400 expenses 925 —
Total $ 83 $ 12,593 $ 2044 $ —
Derivatives Not Designated as Hedging Instruments
Forward foreign currency Other Accounts
exchange contracts current payable and
assets accrued
273 % 1,222 expenses $ 427 $ 243

Total $ 273 $ 1,222 $ 427 $ 243
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NOTE 10. FAIR VALUE MEASUREMENTS

Universal measures certain financial and nonfinancial assets and liabilities at fair value based on applicable accounting
guidance. The financial assets and liabilities measured at fair value include money market funds, trading securities associated
with deferred compensation plans, interest rate swap agreements, forward foreign currency exchange contracts, and guarantees
of bank loansto tobacco growers. The application of thefair value guidanceto nonfinancial assetsand liabilities primarily includes
assessments of goodwill and long-lived assets for potential impairment.

Under the accounting guidance, fair valueis defined as the price that would be received to sell an asset or paid to transfer
aliability in an orderly transaction between market participants at the measurement date. The framework for measuring fair value
under the guidance is based on afair value hierarchy that distinguishes between observable inputs (i.e., inputs that are based on
market data obtained from independent sources) and unobservable inputs (i.e., inputs that require the Company to make its own
assumptions about market participant assumptions because little or no market data exists). There are three levels within the fair
value hierarchy:

Level Description

1 quoted prices in active markets for identical assets or liabilities that the Company has the ahility to access as of the
reporting date;

2 quoted pricesin activemarketsfor similar assetsor liabilities, or quoted pricesfor identical or similar assetsor liabilities
in markets that are not active, or inputs other than quoted prices that are observable for the asset or liability; and
3 unobservable inputs for the asset or liability.

In measuring the fair value of liabilities, the Company considers the risk of non-performance in determining fair value.
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At March 31, 2012 and 2011, the Company had certain financial assets and financial liabilities that were required to be
measured and reported at fair value on arecurring basis. These assetsand liabilitiesarelisted in the tablesbelow and are classified

based on how their values were determined under the fair value hierarchy:

March 31, 2012

Level 1 Level 2 Level 3 Total
Assets

Money Market FUNGS...........cccooveiiiicciiceec et $ 48546 $ — % — % 48,546
19,803 — — 19,803
— 356 — 356
$ 68,349 $ 356 $ — $ 68,705

Liabilities
Guarantees of bank [0ans to tobaCCo growers............cceveeveereeveeseeeeeseeeseenns $ — % — % 5932 $ 5,932
Interest rate SWap agreEBMENES...........coecveieeeeeeeee et s — 1,119 — 1,119
Forward foreign currency exchange CoONtracts............ccocveeeeeeeceeeeeeeeevenenene. — 1,352 — 1,352
Total HADITTIES......couceeececie e $ — $ 2471 $ 5932 $ 8,403

March 31, 2011
Level 1 Level 2 Level 3 Total
Assets

MONEY MAIKEL FUNDS...........coceiieeciiececetce ettt $ 108,832 $ — % — % 108,832
Trading securities associated with deferred compensation plans.................... 20,899 — — 20,899
Interest rate SWap agreEMENTS...........ccvieveeieeieiee et aenens — 10,193 — 10,193
Forward foreign currency exchange CoNtracts...........ocevveeeveeveceevesesevesessenenns — 3,622 — 3,622
TOEl BSSELS......coeviieieesieiesee ettt n e $ 129,731 % 13815 $ — % 143,546

Liabilities
Guarantees of bank 10ans to tobacCo Qrowers.............coeevvevevveereeivererseerenseenas $ —  $ —  $ 20699 $ 20,699
Forward foreign currency exchange CoNtracts............ccoceeeeveveeneeeeereenenennes — 243 — 243
Total 1ADITTIES......c.ceeeeriece e $ — $ 243 $ 20699 $ 20,942

Money market funds

Thefair value of money market funds, which are reported in cash and cash equival entsin the consolidated balance sheets,
isbased on quoted market prices (Level 1). Thefair values of these investments approximate cost due to the short-term maturities
and the high credit quality of the issuers of the underlying securities.

Trading securities associated with deferred compensation plans

Trading securities represent mutual fund investments that are matched to employee deferred compensation obligations.
These investments are bought and sold as employees defer compensation, receive distributions, or make changes in the funds
underlying their accounts. Quoted market prices (Level 1) are used to determine the fair values of the mutual funds.
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Interest rate swap agreements

The fair values of interest rate swap agreements are determined based on dealer quotes using a discounted cash flow
model matched to the contractual terms of each instrument. Since inputs to the model are observable and significant judgment is
not required in determining the fair values, interest rate swaps are classified within Level 2 of the fair value hierarchy.

Forward foreign currency exchange contracts

The fair values of forward foreign currency exchange contracts are also determined based on dealer quotes using a
discounted cash flow model matched to the contractual terms of each instrument. Since inputs to the model are observable and
significant judgment is not required in determining the fair values, forward foreign currency exchange contracts are classified
within Level 2 of the fair value hierarchy.

Guarantees of bank loans to tobacco growers

The Company guarantees bank |oans to tobacco growersin Brazil for crop financing and construction of curing barns or
other tobacco producing assets. In the event that the farmers default on their payments to the banks, the Company would be
required to perform under the guarantees. The Company regularly evaluatesthelikelihood of farmer defaults based on an expected
loss analysis and records the fair value of its guarantees as an obligation in its consolidated financial statements. The fair value
of the guarantees is determined using the expected lossdatafor all loans outstanding at each measurement date. The present value
of the cash flows associated with the estimated |osses is then cal cul ated at arisk-adjusted interest rate (6.6% as of March 31, 2012
and 9.5% as of March 31, 2011) that is aligned with the expected duration of the liability and includes an adjustment for
nonperformance risk. This approach is sometimes referred to as the “ contingent claims valuation method.” Although historical
loss datais an observable input, significant judgment is required in applying this information to the portfolio of guaranteed loans
outstanding at each measurement date and in selecting arisk-adjusted interest rate. Significant increases or decreasesin therisk-
adjusted interest rate may result inasignificantly higher or lower fair value measurement. The guarantees of bank loansto tobacco
growers are therefore classified within Level 3 of the fair value hierarchy.

A reconciliation of the change in the balance of the financial liability for guarantees of bank loans to tobacco growers
(Level 3) for thefiscal yearsended March 31, 2012 and 2011 is provided below. A significant number of theloansin the portfolio
reached their maturity datesduring fiscal year 2012. The Company satisfied itsobligationsunder therel ated guaranteesby remitting
payment to the banks and taking title to the loans, thereby reducing the guarantee liability.

Fiscal Year Ended March 31,

2012 2011
Balance at DEgINNING OF YEAI.........cccieiieieiecece ettt st beas st st eb et st ebese b ebsbesesbess e stebensseabese s seeneses $ 20,699 $ 25,997
Transfer to allowance for loss on direct loans to farmers (removal of prior crop year and other loans from portfolio).... (18,305) (14,724)
Transfer from allowance for loss on direct |oans to farmers (addition of current crop year [0ans) ..........cccocovevevenirnenne 4,279 7,559
Transfer of guarantees to assignee of farmer CONractS (SEE NOLE 14) .........ccovcueeieeereieeeeeee st senens — (1,110)
Change in discount rate and estimated COIIECHION PEITOM...............ceieiieereeieereeeeeee ettt be e senens 780 1,389
CUITENCY FEMEASUNEITIENT ........cviuiiteeieiiectete e stetee et e et etete e e teseaeseebesesessebeseasesesessesebesesseseseseebesassssebesessasebensasetesensetetenasasens (1,521) 1,588
S e = 0o Y= T $ 5932 $ 20,699

Universal has not elected to report at fair value any financial instruments or any other assets or liabilities that are not
required to be reported at fair value under current accounting guidance.
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NOTE 11. PENSION AND OTHER POSTRETIREMENT BENEFIT PLANS
Defined Benefit Plans

Description of Plans

The Company sponsors several defined benefit pension plans covering U.S. salaried employees and certain foreign and
other employee groups. These plans provide retirement benefits based primarily on employee compensation and years of service.
Plan assets consist primarily of equity investments and fixed income securities. The Company &l so sponsors defined benefit plans
that provide postretirement health and life insurance benefits for eligible U.S. employees who have attained specific age and
servicelevels. The health benefitsare funded by the Company asthe costs of those benefitsareincurred. The plan designincludes
cost-sharing features such asdeductibles and coinsurance. Thelifeinsurance benefitsarefunded with depositsto areserve account
held by an insurance company. The Company has the right to amend or discontinue its pension and other postretirement benefit
plans at any time.

In the following disclosures, the term "accumulated benefit obligation” ("ABQ") represents the actuarial present value
of estimated future benefit payments earned by participantsin the Company's defined benefit pension plans as of the balance sheet
date without regard to the estimated effect of future compensation increases on those benefits. The term does not apply to other
postretirement benefits. "Projected benefit obligation” refersto the projected benefit obligation ("PBO") for pension benefits and
the accumulated postretirement benefit obligation ("APBQ") for other postretirement benefits. These amounts represent the
actuarial present value of estimated future benefit payments earned by participantsin the benefit plans as of the balance sheet date.
For pension benefits, the projected benefit obligation includes the estimated effect of future compensation increases on those
benefits.

Actuarial Assumptions

Assumptions used for financial reporting purposes to compute net periodic benefit cost and benefit obligations were as
follows:

Pension Benefits Other Postretirement Benefits
2012 2011 2010 2012 2011 2010

Discount rates:

Benefit cost for planyear ..........c.cccccevevevennnee. 5.50% 6.00% 7.75% 5.50% 6.00% 7.75%

Benefit obligation at end of plan year ............ 4.60 % 5.50% 6.00% 4.40% 5.50% 6.00%
Expected long-term return on plan assets:

Benefit cost for planyear ..........c.cccoceeevevenenee. 8.00% 8.00% 7.75% 4.30% 4.30% 4.30%

Benefit obligation at end of plan year ............ 8.00 % 8.00% 8.00% 4.30% 4.30% 4.30%
Salary SCale......coveereeree e 5.00 % 5.00% 5.00% 5.00 % 5.00% 5.00%
Heslthcare cost trend rate............cccceveeveveiennnee. N/A N/A N/A 7.80% 8.00% 8.30%

Theincreasein the expected long-term return on plan assets at March 31, 2010 reflected changes made to the Company’s
investment allocation during fiscal year 2010. The healthcare cost trend rate used by the Company is based on a recent study of
medical cost inflation rates. The revised trend assumption of 7.80% in 2012 declines gradually to 4.50% in 2028.
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Benefit Obligations, Plan Assets, and Funded Status

The following table reflects the changes in benefit obligations and plan assets in 2012 and 2011, and the funded status
of the plans at March 31, 2012 and 2011

Pension Benefits Other Postretirement Benefits
March 31, March 31,
2012 2011 2012 2011
Actuarial present value of benefit obligation:
Accumulated benefit obligation...............ccoeueeeeveeeercieeeeee e $ 278,128 $ 236,701 $ — 3 —
Projected benefit OblIgation .............ccocueeeuivcicinieee e 302,632 262,085 48,784 43,888
Change in projected benefit obligation:
Projected benefit obligation, beginning of year.............c.cccoooeviiiiiieiciececeeee $ 262,085 $ 243760 $ 43888 $ 43,429
SEIVICE COSE ...ttt 4,614 4,835 591 787
INEEIESE COSE ...ttt ettt b et nas 13,959 14,168 2,636 2,534
Effect of discount rate Change..............cccucceeieecueieeieice et 34,292 15,174 5,205 2,245
Foreign currency exchange rate Changes..........cveeveeveereeeeseeesessesess e (1,733) 1,626 — —
CUMAITMIENL ..ottt s — 966 — —
SEELIEIMENLS. ...ttt ettt a et r b ne s nean s — (8,483) — —
ONEY <. 5,975 5411 529 (1,222)
BeNEfit PAYMENLS .......c.cceevieeeeieeteeeeietee ettt sttt ss st e e b e e s seaesnnas (16,560) (15,372) (4,065) (3,885)
Projected benefit obligation, end of YEar ... $ 302,632 $ 262,085 $ 48,784 $ 43,888
Change in plan assets:
Plan assets at fair value, beginning of YEar............c.ccocovoiveeieieeeieieeeieeeeeeeeeeeeeeeeeeeeeeae $ 195,715 $ 182,792 $ 3284 $ 3,499
Actual return 0N Plan @SSELS............ouueueuerreereereireeeeseere ettt ssseens 15,451 26,077 146 238
EMployer CONtIIDULIONS...........cccoviiiiiiecesesiei et 6,259 9,211 3,697 3,432
SEEIBIMENLS. ...ttt st e et et be e s neae s — (8,483) — —
Foreign currency exchange rat€ Changes...........coveeeeeeeveeieeieseeeseesesess e (1,340) 1,490 — —
BeNEfit PAYMENES .......c.cceevieieeieeteeeeeiet ettt sttt e st s et e s seaesnenas (16,560) (15,372) (4,065) (3,885)
Plan assets at fair value, end Of YEar ..ottt $ 199,525 $ 195,715 $ 3062 $ 3,284
Funded status:
Funded status of the plans, end of YEaN............ccooeieiiieieieieieicieeeeeeeeeeeeeeeeeeeeeeeeereeeae $ (103,207) $ (66,370) $ (45,722) $ (40,604)
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The funded status of the Company’s plans at the end of fiscal years 2012 and 2011 was reported in the consolidated
balance sheets as follows:

Pension Benefits Other Postretirement Benefits
March 31, March 31,
2012 2011 2012 2011
Non-current asset (reported in other NONCUITENt @SSELS) ...........ccvvveveveecversesseerenseeaenns $ 1424 % 1493 $ — $ —
Current liability (included in accounts payable and accrued expenses) .............coee.... (6,511) (2,098) (3.213) (3,511)
Non-current liability (reported as pensions and other postretirement benefits) ........... (98,020) (65,765) (42,509) (37,093)

Amounts recognized in the consolidated balance sheets.............cccceeerercvcercennenes $ (103,107) $ (66,370) $ (45,722) $ (40,604)

Additional information on the funded status of the Company’s plans as of the respective measurement dates for the fiscal
years ended March 31, 2012 and 2011, is as follows:

Pension Benefits Other Postretirement Benefits
March 31, March 31,
2012 2011 2012 2011

For plans with a projected benefit obligation in excess of plan assets:

Aggregate projected benefit obligation...............cccceveceeceeeeeee s $ 294325 $ 257,240 $ 48,784 $ 43,888

Aggregate fair value of plan aSSets............cocoeeeeeececeeeceee e 189,795 189,378 3,062 3,284
For plans with an accumulated benefit obligation in excess of plan assets:

Aggregate accumulated benefit obligation ..............cccoveeeevieeieeiecieeee e 270,569 232,342 N/A N/A

Aggregate fair value of plan aSSets...........ccocoeveeeeececeeeceee e 189,795 189,378 N/A N/A

Net Periodic Benefit Cost

The components of the Company’s net periodic benefit cost were as follows:

Pension Benefits Other Postretirement Benefits
Fiscal Year Ended March 31, Fiscal Year Ended March 31,
2012 2011 2010 2012 2011 2010
Components of net periodic benefit cost:
SEIVICE COSE ...t $ 4614 $ 4835 $ 3815 $ 501 % 787 % 581
INEEreSt COSL.....cuvuieiieireiere e 13,959 14,168 14,899 2,636 2,534 2,789
Expected return on plan assets....................... (14,958) (14,938) (13,687) (134) (144) (152)
Curtaillment [0SS..........ocoveeririrerreen — 966 — — — —
Settlement COSt........cveerieerrinreereeseineeeeas — 3,119 4,640 — — —
Net amortization and deferral ........................ 6,309 3937 1,387 (335) (253) (1,083)
Net periodic benefit cost..........coovnnnnnine $ 9924 $ 12,087 $ 11,054 $ 2,758 $ 2924 $ 2,135

A one-percentage-point increaseintheassumed healthcare cost trend ratewoul d increasetheMarch 31, 2012, accumul ated
postretirement benefit obligation by approximately $1.8 million, while a one-percentage-point decrease would reduce the benefit
obligation by approximately $1.6 million. The aggregate service and interest cost components of the net periodic postretirement

benefit expense for fiscal year 2013 would not change by a significant amount as a result of a one-percentage-point increase or
decrease in the assumed healthcare cost trend rate.
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Amounts Included in Accumulated Other Comprehensive Loss
The amounts recognized in other comprehensiveincome or lossfor fiscal years 2012 and 2011 and the amountsincluded
in accumul ated other comprehensive loss at the end of those fiscal years are shown below. Reclassification adjustments represent

amountsincluded in accumulated other comprehensiveloss at the beginning of the year that were recognized in net periodic benefit
cost during the year. All amounts shown are before allocated income taxes.

Pension Benefits Other Postretirement Benefits
March 31, March 31,
2012 2011 2012 2011

Change in net actuarial loss (gain):

Net actuarial loss (gain), beginning Of YEar ...........cccoceveivieieiieeieiceeieeeeeee e $ 75138 $ 73301 $ 6,722) $ (7,452)

Losses (gains) arising during the YEar ............ceceeeeeeeeeeeeeeeesecee et 39,461 5,996 1,475 478

Reclassification adjustments during the Year.............cc.ccevevvecreveeececceeceeeeeeene (6,428) (4,159) 603 252

Net actuarial loss (gain), end of year 108,171 75,138 (4,644) (6,722)
Change in prior service cost (benefit):

Prior service cost (benefit), beginning of year............ccccoeoveeeiveciccececeeeeeeeeeeee (3,393) (3,145) — —

Prior service cost arising during the YEar.............cceveueeeeeveeeeeseeeeeeseteee e — — 750 —

Reclassification adjustments during the Year.............cc.cceeeevvecrececicecceeceee e 313 (248) (250) —

Prior service cost (benefit), end of YEar..........ccoevieiiieieiieciceceeeeeeeeeeeee e (3,080) (3,393) 500 —

Total amounts in accumulated other comprehensive loss

at end of year, before iNCOMETaXES...........cccucucucrereicrerceee e $ 105,091 $ 71,745 % (4144) $ (6,722)

Amountsin the abovetablereflect the Company and its consolidated subsidiaries. Theaccumulated other comprehensive
loss reported in the consolidated balance sheets also includes pension and other postretirement benefit adjustments related to
ownershipinterestsin unconsolidated affiliates. The Company expectsto recognize approximately $10.6 million of the March 31,
2012 net actuarial loss and $0.7 million of the March 31, 2012 prior service benefit in net periodic benefit cost during fiscal year
2013.

Allocation of Pension Plan Assets

The Pension Investment Committee of the Board of Directors (the “ Committee”) oversees the investment of funds for
the Company’s U.S. ERISA-regulated defined benefit pension plans, which represents 89% of total plan assets and 79% of total
PBO. The Committee has established, and periodically adjusts, target asset allocations for those investments to reflect a balance
of the needsfor liquidity, total return, and risk control. The assetsarerequired to be diversified across asset classes and investment
styles to achieve that balance. During the year, the asset allocation is reviewed for adherence to the target policy and rebal anced
to the targeted weights.

The Committee, with the help of a consultant, reviews the expected long-term returns of the asset allocation each year
to help determine whether changes are needed. Thereturn is evaluated on aweighted average basisin relation to inflation. The
assumed long-term rate of return used to calculate annual benefit expense is based on the asset allocation and expected market
returns for those asset classes.
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The weighted—average target pension asset allocation and target ranges at the March 31, 2012 measurement date and the
actual asset allocations at the March 31, 2012 and 2011 measurement dates by major asset category were as follows:

Actual Allocation

March 31,
Target
Major Asset Category Allocation Range 2012 2011

DOMESLiC QUILY SECUMLIES...........ccveeeeieereeeteteeeeeetee ettt e e benens 40% 37% — 51% 45.5% 45.6 %
International equity SECUMTIES ..........cccuiiieieeeeicteecee et benns 130% 10% — 16% 12.1% 13.6 %
FiXed iNCOME SECUMEIES M ...oovvvvvvvvvvereereereeseesenseesesssssssssssesssssssssssesssssssssssssssssessesees 330% 26% — 40% 32.3% 31.2%
Alternative investments:

RE&l €SLAE FUNGS.........ceoeiiieeire et 50% 3% — 7% 5.4% 4.7%

HEAGE FUNS........c..ceiciccice s 50% 3% — 7% 4.7% 49%

TOLAL.....cee et 100.0% 100.0% 100.0 %

(1) Actual amountsinclude high yield securities and cash balances held for the payment of benefits.

With the assistance of a consultant, the Committee selectsinvestment managersto invest the fundswithin its guidelines.
To provide for diversification, equity fund managers are limited in the level of investment in any single security, and limits are
placed on the minimum size of theissuer of the security. Thereisno allocation to Universal Corporation equity. Onefixedincome
manager must invest in U.S. dollar-denominated bonds, excluding U.S. Treasury bonds, with limitations on the amounts that may
be invested in any single issuer. The minimum credit rating of issuersis BBB, and limits are placed on the amount that can be
invested in issuers rated at that level. The other fixed income manager investsin high yield bonds for which credit ratings are
lower. In addition, certain speculative transactions are prohibited in either equity or fixed income management, as appropriate.
Theseprohibitionsinclude margin buying, short selling, andtransactionsinlettered or restricted stock, puts, and straddles. Managers
are evaluated based on their adherence to the policies and their ability to exceed certain standards for returns while limiting the
amount of risk over three to five year periods. For commingled funds, the Committee reviews the fund manager’s policies to
ensure that they are consistent with fund guidelines or otherwise appropriate for the asset class.

Universal makes regular contributions to its pension and other postretirement benefit plans. As previously noted, for
postretirement health benefits, contributions reflect funding of those benefits asthey areincurred. With the regular and additional
contributions and an increase in plan asset values during fiscal years 2011 and 2012, the Company believes that it is in full
compliance with all funding requirements of the Pension Protection Act of 2006. The Company expects to make contributions of
approximately $16.9 million to its defined benefit pension plansin fiscal year 2013, including $6.5 million to its ERI SA-regul ated
U.S. plan and $10.4 million to its non-ERISA regulated and other plans.

Estimated future benefit payments to be made from the Company’s plans are as follows:

) Other
Pension Postretirement

Fiscal Year: Benefits Benefits

2003t RS RS R bR st $ 26,356 $ 3,213
200t bR RS E e R R bR AR AR E AR AR R R bRt en 16,750 3,274
2005, R R £ R R R AR R R R AR bbbttt 14,878 3,329
20LB.......eeeeeeee ettt SRR S AR E sttt 18,203 3,353
2007ttt R bR R AR A AR bR E A AR R A bbbt R bbbt en 19,183 3,404
2018 = 2022......coueeeereereieieie ettt bR R R bR E ARt 100,682 16,424
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Fair Values of Pension Plan Assets

Assets held by the Company’s defined benefit pension plans primarily consist of domestic and international equity
securities, fixed income securities, and alternative investments. Domestic and international equities include common stock, as
well as commingled funds and common collectivetrusts. The methodologiesfor determining the fair values of the plan assets are
outlined below. Where the values are based on quoted prices for the securitiesin an active market, they are classified asLevel 1
of the fair value hierarchy. Where secondary pricing sources are used, they are classified as Level 2 of the hierarchy. Pricing
models that use significant unobservable inputs are classified as Level 3.

« Domestic and international equity securities:

= Common stock: Shares of common stock are valued at the unadjusted official closing price as defined by
the most active market, or at the most recent trade price of the security at the close of the active market.
Secondary pricing sources are used when one of these primary sourcesis not available. Instances requiring
secondary pricing sources are reviewed for evidence of inactive, delisted, bankrupt, or suspended equities.

»  Commingled funds and common collective trusts: These assets are valued at the net asset value of shares
held at the valuation date, based on the quoted market prices of the underlying assets of the funds or trusts.
The investments are valued using the Net Asset Value of the fund or trust as a practical expedient for fair
market value. These investment vehicles hold equity securities and cash.

»  Fixed income securities: Some fixed income investments are held through mutual funds for which an active market
isavailable (Level 1). Other fixed income investments are valued at an estimated price that a dealer would pay for
asimilar security on the valuation date using observable market inputs (Level 2). These measures may includeyield
curves for similarly rated securities. Small amounts of cash are held in common collective trusts. Fixed income
securities include insurance assets, which are valued based on an actuarial calculation (Level 3).

e Alternative investments. Real estate assets are valued using valuation models that incorporate income and market
approaches, including external appraisals, to derive fair values. The hedge fund allocation is afund of hedge funds
and is valued by the manager based on the net asset value of each fund. These models use significant unobservable
inputs and are classified as Level 3 within the fair value hierarchy.
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Fair values of the assets of the Company’s pension plans as of March 31, 2012 and 2011, classified based on how their
values were determined under the fair value hierarchy are as follows:

March 31, 2012

Level 1 Level 2 Level 3 Total
DOMESLIC EQUITY SECUNTIES........cucuieieiiicececee e $ 26,025 $ 55,420 $ — 8 81,445
International Uity SECUMLIES...........ccvevveereieeereeeeee et enenas 20,935 — — 20,935
FiXed INCOME SECUMTIES ™ ......ocoveveeeeeeieeeeeeeveeeeereee e 21,470 51,708 6,083 79,261
Alternative investments:
Real eState FUNG.........ccieiiiiieiecc bbbt — — 8,358 8,358
HEAQE FUN.........eeee e — — 9,526 9,526
TOtal INVESIMENES.......ceicieireiceereeee et ses $ 68,430 $ 107,128 $ 23967 $ 199,525
March 31, 2011
Level 1 Level 2 Level 3 Total
DOMESLIC EQUITY SECUNTIES........cuceeeieieeeieeeeecceee s nas $ 27,300 $ 52,768 $ — $ 80,068
International UItY SECUMTIES...........ccieeiecriiceceeeecee st 23,925 — — 23,925
FiXed INCOME SECUMTIES ™ .......oooovvvvvvsvesvessessssssssssssssssssssssssssssssssssssssssssssssssssssssnens 16,974 52,425 5,362 74,761
Alternative investments:
Real State FUND.......ccueeeececircce s — — 8,338 8,338
HEAGE FUN..........eeee ettt st — — 8,623 8,623
TOtal INVESIMENES.......coviieiiiciereee et nes $ 68,199 $ 105193 $ 22323 % 195,715

(1) Includes high yield securities and cash and cash equivalent balances.
Other Benefit Plans
Universal and several U.S. subsidiaries offer an employer-matched defined contribution savings plan. Amounts charged

to expense for this plan were approximately $1.1 million for fiscal year 2012, $1.3 million for fiscal year 2011, and $1.4 million
for fiscal year 2010.
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NOTE 12. COMMON AND PREFERRED STOCK
Common Stock

At March 31, 2012, the Company'’s sharehol ders had authorized 100,000,000 shares of its common stock, and 23,257,175
shares were issued and outstanding. Holders of the common stock are entitled to one vote for each share held on al matters
requiring avote. Holders of the common stock are also entitled to receive dividends when, as, and if declared by the Company’s
Board of Directors. TheBoard of Directors customarily declaresand paysregular quarterly dividends on the outstanding common
shares; however, such dividends are at the Board'sfull discretion, and there isno obligation to continue them. If dividendson the
Company’s Series B 6.75% Convertible Perpetual Preferred Stock (the “Preferred Stock” or “ Preferred Shares”) are not declared
and paid for any dividend period, then the Company may not pay dividends on the common stock or repurchase common shares
until the dividends on the Preferred Stock have been paid for a period of four consecutive quarters.

Universal’s Board of Directors has authorized programs to repurchase outstanding shares of the Company’s common
stock. Under these programs, the Company has made and may continue to make share repurchases from time to time in the open
market or in privately negotiated transactions at prices not exceeding prevailing market rates. In November 2009, Universal’s
Board of Directors authorized a program (the “2009 program”) to repurchase up to $150 million of the Company’s outstanding
common shares. The Company completed purchases of shares under this program, and it was terminated in November 2011. A
total of 1,589,701 shares of common stock were repurchased under the 2009 program at atotal cost of approximately $70 million
(weighted-average cost of $44.02 per share). In November 2011, the Board of Directors authorized a program to repurchase up
to $100 million of the Company’s outstanding common shares (the “ 2011 program™). It expireson November 15, 2013. Through
March 31, 2012, no shares have been repurchased under the 2011 program, and the full $100 million of authorization remains
available for future share repurchase.

Total share repurchases for the fiscal years ended March 31, 2012, 2011, and 2010 were as follows:

Fiscal Year Ended March 31,

2012 2011 2010
NUmMber of ShAreS FEPUICNASE............coveeieeeiiieee ettt ettt st b e se et sseene s 80,191 1,113,125 743,876
Cost of shares repurchased (in thousands of dollars) $ 3488 $ 46,696 $ 32,942
Weighted-average COSE PEI SNAIE........c.ccuicuieiieeteeeeeeie ettt b st e et ssasse st ss s st besssesbe e s seene s $ 4349 $ 4195 $ 44.28

Preferred Stock

The Company is also authorized to issue up to 5,000,000 shares of preferred stock, 500,000 shares of which have been
reserved for Series A Junior Participating Preferred Stock and 220,000 shares of which have been reserved for Series B 6.75%
Convertible Perpetual Preferred Stock. No SeriesA Junior Participating Preferred Stock has beenissued. In 2006, 220,000 shares
of Series B 6.75% Convertible Perpetua Preferred Stock (the “Preferred Stock” or “Preferred Shares’) were issued under this
authorization. At March 31, 2012, 219,999 shares were issued and outstanding. The Preferred Stock has aliquidation preference
of $1,000 per share. Holders of the Preferred Shares are entitled to receive quarterly dividends at the rate of 6.75% per annum on
the liquidation preference when, as, and if declared by the Company’s Board of Directors. Dividends are not cumulative in the
event the Board of Directors does not declare a dividend for one or more quarterly periods. Under the terms of the Preferred
Stock, the Board of Directors is prohibited from declaring regular dividends on the Preferred Shares in any period in which the
Company failsto meet specified levels of shareholders’ equity and net income; however, in that situation, the Board of Directors
may instead declare such dividends payable in shares of the Company’s common stock or from net proceeds of common stock
issued during the ninety-day period prior to the dividend declaration. The Preferred Shares have no voting rights, except in the
event the Company fails to pay dividends for four consecutive or non-consecutive quarterly dividend periods or failsto pay the
redemption price on any date that the Preferred Shares are called for redemption, in which case the holders of Preferred Shares
will be entitled to elect two additional directorsto the Company’s Board to serve until dividends on the Preferred Stock have been
fully paid for four consecutive quarters.

The Preferred Shares are convertible, at any time at the option of the holder, into shares of the Company’s common stock
at a conversion rate that is adjusted each time the Company pays a dividend on its common stock that exceeds $0.43 per share.
The conversion rate at March 31, 2012, was 21.7365 shares of common stock per preferred share, which represents a conversion
price of approximately $46.01 per common share. Upon conversion, the Company may, at its option, satisfy all or part of the
conversion valuein cash.
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During the period from March 15, 2013 to March 15, 2018, the Company may, at its option, cause the Preferred Shares
to be automatically converted into shares of common stock that are issuable at the prevailing conversion rate, only if the closing
priceof thecommon stock during aspecified period exceeds 135.00% of thethen prevailing conversion price. Withthisconversion,
the Company may, at itsoption, in lieu of delivering shares satisfy all or part of the conversion valuein cash. On or after March
15, 2018, the Company may, at its option, redeem al or part of the outstanding Preferred Shares for cash at the $1,000 per share
liquidation preference.

NOTE 13. EXECUTIVE STOCK PLANS AND STOCK-BASED COMPENSATION
Executive Stock Plans

The Company’s shareholders have approved executive stock plans under which officers, directors, and employees of the
Company and its subsidiaries may receive grants and awards of common stock, restricted stock, restricted stock units (“RSUS"),
performance share awards (“ PSAS"), stock appreciation rights (“ SARS"), incentive stock options, and non-qualified stock options.
Currently, grantsareoutstanding under the 1997 Executive Stock Plan, the 2002 Executive Stock Plan, and the 2007 Stock I ncentive
Plan. Together, these plans are referred to in this disclosure as the “Plans.” Up to 2 million shares of the Company’s common
stock may be issued under each of the Plans; however, direct awards of common stock, restricted stock, or RSUs are limited to
500,000 shares under the 2002 Executive Stock Plan and 750,000 shares under the 2007 Stock I ncentive Plan.

TheCompany’spracticeistoaward grantsof stock-based compensationto officersat thefirst regularly-schedul ed meeting
of the Executive Compensation, Nominating, and Corporate Governance Committee of the Board of Directors (the* Compensation
Committee”) in the fiscal year following the public release of the Company’sfinancial resultsfor the prior year. Sincefiscal year
2006, grants haveincluded restricted stock, RSUs, PSAs, and stock-settled SARSs. Prior to 2006, non-qualified stock optionswere
the primary form of stock-based compensation awarded, and some of those options remained outstanding at March 31, 2012.
Outside directors automatically receive restricted stock units or shares of restricted stock following each annual meeting of
shareholders.

Non-qualified stock options and SARs granted under the Plans have an exercise price equal to the market price of ashare
of common stock on the date of grant. All stock options currently outstanding under the Plans are fully vested and exercisable,
and they expire ten years after the grant date. SARs granted under the Plans vest in equal one-third tranches one, two, and three
years after the grant date and expire ten years after the grant date, except that SARS granted after fiscal year 2007 expire on the
earlier of three years after the grantee’ s retirement date or ten years after the grant date. RSUs awarded under the Plans vest five
years from the grant date and are then paid out in shares of common stock. Under the terms of the RSU awards, grantees receive
dividend equivalentsin the form of additional RSUs that vest and are paid out on the same date as the original RSU grant. The
PSAs vest three years from the grant date, are paid out in shares of common stock at the vesting date, and do not carry rights to
dividends or dividend equivalents prior to vesting. Sharesultimately paid out under PSA grants are dependent on the achievement
of predetermined performance measures established by the Compensation Committee and can range from zero to 150% of the
stated award. RSUsawarded to outside directorsvest threeyearsafter thegrant date, and restricted stock vestsupontheindividual’s
retirement from service as a director.
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Stock Options and SARs

The following tables summarize the Company’s stock option and SAR activity and related information for fiscal years
2010 through 2012:

Weighted-
Weighted- Average
Average Contractual Aggregate
Exercise Term Intrinsic
Shares Price (in years) Value

Fiscal Year Ended March 31, 2010:

Qutstanding at beginning Of YA ............coeveeveeeiceceese e 719557 $ 50.41

GIANEEG.......ceieeicieieirese ettt 253,800 35.30

EXEICISEO. ..ottt bbbt (132,892) 36.09

CanCEllEA/EXPITEA .......coveeeeeecececeeeeese et st b e srsaeneas (8,667) 24.69

Outstanding at €nd Of YEaN ..........cccueuieiveereiesceee e 831,798 48.36

Fiscal Year Ended March 31, 2011:

GIANEEG.......cuieeicieieirese sttt 153,600 39.71

CaNCElQU/EXPITED ..ottt (62,800) 62.66

Outstanding at €Nd OF YEAK ...t 922,598 45.94

Fiscal Year Ended March 31, 2012:

GIANMTEM........cvoieiiieeeee bbb 170,400 37.86

EXEICISEU. ..ottt (195,948) 35.82

Cancelled/expired (41,200) 59.25

Outstanding at end of year 855,850 $ 46.01 6.08 $ 4,023
Exercisable at end Of YEar ............cocoiiiiiieeeeeeeeeee ettt 521,444 $ 51.28 454 % 1,078
Expected to vest in future PEriods.............coceeeeeeieieeceieeeeeee s 334,406 $ 37.79 849 $ 2,944

Fiscal Year Ended March 31,
2012 2011 2010

Total intrinsic value of stock options and SARS EXErCISEM.............cccvevveeieeeieieeeeeeeeeeeeeeeeeee e $ 1745 % — $ 2,238
Total fair value Of SARSVESIEA.........c.ccviceiieeiireicitiesiee st $ 1713 % 1849 $ 1,611

Intrinsic value and aggregate intrinsic value in the tables above are based on the difference between the market price of
the underlying shares at the exercise date or balance sheet date, as applicable, and the exercise prices of the stock options and
SARs. The closing market prices used to determine the aggregate intrinsic value at the end of each fiscal year were as follows:
$46.60 at March 31, 2012, $43.54 at March 31, 2011, and $52.69 at March 31, 2010.
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RSUs, Restricted Stock, and PSAs

The following table summarizes the Company’s RSU, restricted stock, and PSA activity for fiscal years 2010 through

2012:
RSUs Restricted Stock PSAs
Weighted- Weighted- Weighted-
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
Fiscal Year Ended March 31, 2010:
Unvested at beginning of year .............. 149,130 $ 49.84 74900 $ 41.08 30,466 $ 45.96
Granted..........oeneereeeneeennnieeneeeneees 73,589 35.93 17,550 39.76 63,450 29.67
VESE.. ..o (14,955) 47.21 (7,700) 40.41 — —
Forfeited.......covneerereeseeceieens — — — — (897) 45.96
Unvested at end of year...........ccccovuneee. 207,764 32.50 84,750 40.87 93,019 34.85
Fiscal Year Ended March 31, 2011
Granted..........oeneereeeneeennnieeneeeneees 63,992 41.40 — — 38,400 33.95
(V== o (24,940) 46.35 (7,000) 41.96 — —
Unvested at end of year......................... 246,816 44.07 77,750 40.77 131,419 34.59
Fiscal Year Ended March 31, 2012
Granted..........ooeuveereeeneeneneinieseeneeeneees 84,290 38.28 — — 57,383 35.56
VESIEA......ociieieeieise e (39,827) 35.94 (10,350) 37.52 (44,352) 45.96
oL {11 o ST — — — — (1,984) 33.30
Unvested at end of year............ccccune. 291,279 $ 43.72 67,400 $ 41.91 142,466 $ 3145

Shares granted and vested in the above table include dividend equivalents on RSUs and any shares awarded above the
base grant under the performance provisions of PSAs. Shares forfeited or canceled include any reductions from the base PSA
grant under those same performance provisions.
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Stock-Based Compensation Expense
Determination of the Grant Date Fair Value of Stock-Based Compensation
As noted above, the Company granted SARs, RSUS, restricted stock, and PSAs during fiscal years 2010 through 2012.

The fair values of the RSUs, restricted stock, and PSAs were based on the market price of the common stock on the grant date.
Thefair values of the SARs were estimated using the Black-Scholes pricing model and the following assumptions:

Fiscal Year Ended March 31,

2012 2011 2010
Assumptions:
5years 5years 5years
1= wit= o AV - L T 35.80% 35.30% 39.00%
Expected dividend YIEd ...........cciiuiiiieicceeceecete ettt senenan 5.07% 4.73% 5.21%
RISK-TrEE INMENESE FALE ...ttt 1.66% 2.36% 2.51%
Resulting fair value of SARS Grante .............ccouiveieeuieieieeeeeeee ettt ss st sses e st snanes $7.46 $8.35 $7.85

The expected term was based on the Company’s historical stock option and SAR exercise data for instruments with
comparable features and economic characteristics. The expected volatility was estimated based on historical volatility of the
Company’s common stock using weekly closing prices. The expected dividend yield was based on the annualized quarterly
dividend rate and the market price of the common stock at grant date. The risk-free interest rate was based on the U.S. Treasury
yield curvein effect at the grant date for securities with aremaining term equal to the expected term of the SARs. Sinceall SAR
grants were awarded on the same date in each of the threefiscal years 2010 through 2012, the fair values shown in the above table
represent the weighted-average grant date fair values for those years.

Recognition of Compensation Expense

Fair value expense for stock-based compensation is recognized ratably over the period from grant date to the earlier of
(1) the vesting date of the award, or (2) the date the grantee is eligible to retire without forfeiting the award. For employees who
are aready eligible to retire at the date an award is granted, the total fair value of the award is recognized as expense at the date
of grant. For the fiscal years ended March 31, 2012, 2011, and 2010, total stock-based compensation expense and the related
income tax benefit recognized were as follows:

Fiscal Year Ended March 31,

2012 2011 2010

$ 5987 $ 5893 $ 6,133
$ 2095 $ 2,063 $ 2,147

At March 31, 2012, the Company had $3.7 million of unrecogni zed compensation expense related to stock-based awards,
which will be recognized over a weighted-average period of approximately 1.1 years. Cash proceeds from the exercise of stock
options were not material for the fiscal years ended March 31, 2012, 2011, or 2010.
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NOTE 14. COMMITMENTS AND OTHER MATTERS

Commitments

The Company enters into contracts to purchase tobacco from farmersin a number of the countriesin which it operates.
The mgjority of these contracts are with farmersin Brazil and several African countries. Most contracts cover one annual growing
season. Primarily with thefarmer contractsin Brazil, the Company provides seasonal financing to support the farmers’ production
of their crops or guarantees their financing from third-party banks. At March 31, 2012, the Company had contracts to purchase
approximately $614 million of tobacco, $600 million of which represented volumesto be delivered during the coming fiscal year.
These amounts are estimates since actual quantities purchased will depend on crop yields, and prices will depend on the quality
of thetobacco delivered and other market factors. Tobacco purchase obligations have been partially funded by advancesto farmers
and other suppliers, which totaled approximately $135 million at March 31, 2012. The Company withholds payments due to
farmerson delivery of thetobacco to satisfy repayment of the seasonal or long-term financing it provided to the farmers. Asnoted
above and discussed in more detail below, the Company also has arrangements to guarantee bank loans to farmers, primarily in
Brazil, and payments are also withheld on delivery of tobacco to satisfy repayment of those loans. In addition to its contractual
obligations to purchase tobacco, the Company had commitments related to agricultural materials, approved capital expenditures,
and various other requirements that approximated $58 million at March 31, 2012.

Guarantees and Other Contingent Liabilities

Guarantees of bank loans to growers for crop financing and construction of curing barns or other tobacco producing
assets are industry practice in Brazil and support the farmers’ production of tobacco there. At March 31, 2012, the Company’s
total exposure under guarantees issued by its operating subsidiary in Brazil for banking facilities of farmersin that country was
approximately $20 million ($26 million face amount including unpaid accrued interest, less $6 million recorded for the fair value
of the guarantees). About 90% of these guarantees expire within one year, and all of the remainder expire within two years. As
noted above, the subsidiary withholds payments due to the farmers on delivery of tobacco and forwards those payments to the
third-party banks. Failure of farmersto deliver sufficient quantities of tobacco to the subsidiary to cover their obligations to the
third-party banks could result in aliability for the subsidiary under the related guarantees; however, in that case, the subsidiary
would have recourse against thefarmers. The maximum potential amount of future paymentsthat the Company’ssubsidiary could
be required to make at March 31, 2012, was the face amount, $26 million including unpaid accrued interest ($73 million as of
March 31, 2011). Thefair value of the guaranteeswas aliability of approximately $6 million at March 31, 2012, and $21 million
at March 31, 2011. Inaddition to these guarantees, the Company has other contingent liabiliti estotaling approximately $4 million.

Major Customers

A material part of the Company’s business is dependent upon a few customers. For the fiscal years ended March 31,
2012, 2011 and 2010, revenue from Philip Morris International, Inc. was approximately $610 million, $750 million, and $700
million, respectively. For the same periods, Imperial Tobacco Group, PL C accounted for revenue of approximately $360 million,
$320 million, and $250 million, respectively, and Japan Tobacco, I nc. accounted for revenue of approximately $213 million, $340
million, and $575 million, respectively. These customers primarily do business with various affiliates in the Company’s flue-
cured and burley leaf tobacco operations. The loss of, or substantial reduction in business from, either customer would have a
material adverse effect on the Company.
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Accounts Receivable

The Company’s operating subsidiaries perform credit eval uations of customers' financial condition prior to the extension
of credit. Generally, accounts receivable are unsecured and are due within 30 days. When collection terms are extended for longer
periods, interest and carrying costsare usually recovered. Creditlossesare provided for inthefinancial statements, and historically
such amounts have not been material. The allowance for doubtful accounts was approximately $8.3 million and $5.6 million at
March 31, 2012 and 2011, respectively. At March 31, 2012 and 2011, net accounts receivable by reportable operating segment
were as follows:

March 31,
2012 2011

Flue-cured and burley |eaf tobacco operations:
North America . $ 44802 $ 32,640
(@101 Q=00 TR 310,489 269,613
ST o1 (o - PO 355,291 302,253
Other tODACCO OPEIALIONS ..........ceiieveuiiiieteieteteteee et e ettt se et ete e st et ese s ssetessssebese s esese e besessseebesessssebessesebesensesesaseatesensseetenannas 35,499 33,322
Consolidated aCCOUNES FECEIVAINIE, NEL............ccvueirieicieiriee e se et e st s st s sennsnsnennes $ 390,790 $ 335,575

Sale of Property in Brazil

In November 2011, the Company sold land and buildings in Brazil that were formerly used for processing, storage, and
office activities in exchange for $9.4 million in cash and two warehouses having an aggregate fair value of approximately $11.2
million. The transaction resulted in a gain of $11.1 million, which is reported in other income in the consolidated statement of
income. In the consolidated statement of cash flows, the cash proceeds received in the transaction are included in proceeds from
the sale of property, plant, and equipment in cash flows from investing activities. The fair value of the warehouses received was
excluded from the statement of cash flows since it was non-cash consideration.

Fire Loss Insurance Settlement

In June 2011, an operating subsidiary of the Company in Europe completed settlement of an insurance claim related to
afirein 2010 that destroyed aportion of itsfacility and temporarily suspended factory operations. The Company and itssubsidiary
maintained general liability, business interruption, and replacement cost property insurance coverage on the facility. As part of
the final settlement, the subsidiary received approximately $9.9 million of insurance proceeds to cover the cost of reconstructing
the damaged portion of the facility and replacing equipment that was destroyed in the fire. A gain of approximately $9.6 million
was recorded on the involuntary conversion of those assets in the quarter ended June 30, 2011, and is reported in other income in
the consolidated statement of income. In addition, the subsidiary received insurance proceeds totaling approximately $6.9 million
for business interruption related to the fire. Approximately $4.8 million of the business interruption recovery was recognized in
earningsinfiscal year 2011, and the remaining $2.1 million was recognized in the quarter ended June 30, 2011. Inthe consolidated
statement of cash flows, the insurance proceeds attributable to the property and equipment destroyed in the fire are reported in
cashflowsfrominvesting activities. All other insurance proceedsreceived duringfiscal year 2011 or with thefinal claim settlement
in fiscal year 2012 have been reported in cash flows from operating activities. Reconstruction of the facility was completed by
the first quarter of fiscal year 2012, and the factory is fully operational.
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Assignment of Farmer Contracts and Sale of Related Assets in Brazil

In October 2010, Universal’s operating subsidiary in Brazil completed the assignment of tobacco production contracts
with approximately 8,100 farmersto Philip MorrisBrasil Industriae Comercio (“PMB”), asubsidiary of Philip Morrisinternational
(“PMI™). Aspart of the transaction, PMB acquired various related assets, including seasonal crop advances outstanding from the
farmers. PMB aso assumed the Company’s obligations under guarantees of bank loans to the farmers for crop financing.
Subsequently, the Company also entered into an agreement to process tobaccos bought directly by PMB from farmers beginning
with the 2011 crop year. In addition, the Company continues to sell processed leaf from Brazil to PMI and its subsidiaries. The
Company received total cash proceeds of approximately $34.9 million from the assignment of farmer contracts and sale of related
assetsinfiscal year 2011 and recorded again of approximately $19.4 million, which wasreportedin other incomein the consolidated
statement of income. The determination of the gain included approximately $5.8 million of goodwill associated with the activities
conveyed.

Statutory Severance and Pension Obligations in Malawi

In fiscal year 2008, the Company’s operating subsidiary in Malawi recorded a charge to accrue statutory severance
obligations based on court rulings that found the severance benefits payable to employees upon retirement, death, involuntary
termination, or termination by mutual agreement under the Maawi Employment Act of 2000, even in cases where employees are
covered by a company-sponsored pension benefit. Because the effect of the court rulings was to entitle some employees to both
private pension benefits and statutory severance benefitsin cases of normal retirement, some of the rulingswere appeal ed to higher
courts. Effective June 1, 2011, new Employment and Pension legislation was enacted into law in Malawi. The new legislation
changed prior law related to statutory severance benefits by eliminating the requirement to pay those benefits to employeesin
cases of normal retirement. At the sametime, thelegislation created a new requirement to provide pension benefits to employees
who meet specified service criteria. The pension benefit to which employees are entitled under the new law enacted June 1, 2011
is generally equivalent to the accumulated statutory severance benefit under the old law, but it considers any pension or gratuity
benefits previoudly or currently provided to employees under a company’s private pension programs. The Company’s operating
subsidiary in Malawi has historically provided pension and gratuity payments to specified employee groups that reduce or offset
the pension obligations provided under the new law. The Maawi subsidiary accounted for the enactment of the new legislation
initsfinancial statements during the quarter ended June 30, 2011 by reversing approximately $4 million of the statutory severance
liability no longer required under the new law.
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NOTE 15. OPERATING SEGMENTS

Universal’s operations involve selecting, procuring, processing, packing, storing, shipping, and financing leaf tobacco
for saleto, or for the account of, manufacturers of consumer tobacco products throughout the world. Through various operating
subsidiarieslocated intobacco-growing countries around theworld and significant ownership interestsin unconsolidated affiliates,
the Company processes and/or sells flue-cured and burley tobaccos, dark air-cured tobaccos, and oriental tobaccos. Flue-cured,
burley, and oriental tobaccos are used principally in the manufacture of cigarettes, and dark air-cured tobaccos are used mainly in
the manufacture of cigars, pipe tobacco, and smokeless tobacco products. A substantial portion of the Company’s revenues are
derived from sales to alimited number of large, multinational cigarette manufacturers.

The principal approach used by management to evaluate the Company’s performance is by geographic region, although
the dark air-cured and oriental tobacco businesses are each evaluated on the basis of their worldwide operations. Oriental tobacco
operations consist principally of a49% interest in an affiliate, and the performance of those operations is evaluated based on the
Company’s equity in the pretax earnings of that affiliate. Under this structure, the Company has the following primary operating
segments: North America, South America, Africa, Europe, Asia, Dark Air-Cured, Special Services, and Oriental. North America,
South America, Africa, Europe, and Asiaare primarily involved in flue-cured and/or burley leaf tobacco operations for supply to
cigarette manufacturers. From time to time, the segments may trade in tobaccos that differ from their main varieties, but those
activities are not significant to their overall results.

The five regional operating segments serving the Company’s cigarette manufacturer customer base share similar
characteristicsin the nature of their products and services, production processes, class of customer, product distribution methods,
and regulatory environment. Based on the applicable accounting guidance, four of the regions — South America, Africa, Europe,
and Asia—are aggregated into asingle reporting segment because they also have similar economic characteristics. North America
is reported as an individual operating segment because its economic characteristics are dissimilar to the other regions, as its
operations do not require significant working capital investments for crop financing and inventory, and toll processing is an
important source of its operating income. The Dark Air-Cured, Special Services and Oriental segments, which have dissimilar
characteristics in some of the categories mentioned above, are reported as “ other tobacco operations’ because each is below the
measurement threshold for separate reporting.

Universal incurs overhead expensesrelated to senior management, finance, legal, and other functionsthat are centralized
at its corporate headquarters, as well as functions performed at several sales and administrative offices around the world. These
overhead expenses are alocated to the various operating segments, generally on the basis of tobacco volumes planned to be
purchased and/or processed. Management believes this method of allocation is representative of the value of the related services
provided to the operating segments. The Company evaluates the performance of its segments based on operating income after
allocated overhead expenses (excluding significant non-recurring charges or credits), plus equity in the pretax earnings of
unconsolidated affiliates.
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Reportable segment data as of or for the fiscal years ended March 31, 2012, 2011, and 2010, is asfollows:

Sales and Other Operating Revenues Operating Income
Fiscal Year Ended March 31, Fiscal Year Ended March 31,
2012 2011 2010 2012 2011 2010
Flue-cured and burley leaf tobacco
operations:
North America.......ccoceeeerecrcrercnennen. $ 314,248 $ 340,366 $ 357,195 $ 30,037 $ 59,278 $ 57,006
Other regions™ ..........ccoooovcemmeevcoennnne, 1,893,388 1,944,410 1,895,829 180,670 169,989 182,513
SUBLOLEL ..o 2,207,636 2,284,776 2,253,024 210,707 229,267 239,519
Other tobacco operations @ e, 239,241 286,751 238,714 12,841 28,658 40,066
SegmeNt total ........ccveeereerecireeeieereeeneens 2,446,877 2,571,527 2,491,738 223,548 257,925 279,585
Deduct:
Equity in pretax earnings of
unconsolidated affiliates® ........... (3,195) (8,634) (22,376)
Restructuring and impairment costs® (11,661) (21,504) —
Charge for (reversal of) European
Commission fines®...........ccooo.... (49,091) 7,445 —
Add:
Other income™ ... 20,703 19,368 —
Consolidated total ............coceevrirererirennne. $ 2,446,877 $ 2571527 $ 2,491,738 $ 180,304 $ 254,600 $ 257,209
Segment Assets Goodwill
March 31, March 31,
2012 2011 2010 2012 2011 2010
Flue-cured and burley |eaf tobacco
operations:
NOrth AMEriCaL.......cvueeeerreeererreeereens $ 256,546 $ 289950 $ 362,008 $ — — $ —
Other regi ONS®D e 1,712,970 1,612,558 1,649,349 96,564 96,543 102,224
SUBLOLA ... 1,969,516 1,902,508 2,011,357 96,564 96,543 102,224
Other tobacco operations®.................... 297,403 325,359 359,683 1,713 1,713 1,713
Segment and consolidated totals.............. $ 2,266,919 $ 2227867 $ 2,371,040 $ 98277 $ 98,256 $ 103,937
Depreciation and Amortization Capital Expenditures
Fiscal Year Ended March 31, Fiscal Year Ended March 31,
2012 2011 2010 2012 2011 2010
Flue-cured and burley leaf tobacco
operations:
NOrth AMENICaL.......coreeererieeieerereereins $ 10201 $ 11,866 $ 11,953 $ 438 $ 3,080 $ 12,105
Other regions™ ................cccoceemmmmrrrrnee 29,475 28,541 26,710 32,059 34,324 31,283
Subtotal ........ccceereieieeeeeeeien 39,676 40,407 38,663 32,497 37,404 43,388
Other tobacco operations®..................... 4,190 4,865 4,833 5,677 1,725 14,189
Segment and consolidated totals.............. $ 43866 $ 45272 $ 4349% $ 38,174 $ 39,129 $ 57,577

(1) Includes South America, Africa, Europe, and Asiaregions, as well asinter-region eliminations.

(2) Includes Dark Air-Cured, Oriental and Specia Services, as well as inter-company eliminations. Oriental does not contribute significantly to the reported
amountsfor salesand other operating revenues, goodwill, depreciation and amortization, or capital expendituresbecauseitsfinancial resultsconsist principally
of equity in the pretax earnings of an unconsolidated affiliate. The investment in the unconsolidated affiliate is included in segment assets and was
approximately $89.7 million, $110.8 million, and $101.4 million, at March 31, 2012, 2011, and 2010, respectively.

(3) Iltemisincluded in segment operating income, but is not included in consolidated operating income.
(4) Iltemisnot included in segment operating income, but isincluded in consolidated operating income.
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Geographic dataas of, or for, thefiscal yearsended March 31, 2012, 2011, and 2010, is presented below. Salesand other

operating revenues are attributed to individual countries based on the final destination of the shipment. Long-lived assets consist
of net property, plant, and equipment, goodwill, other intangibles, and certain other non-current assets.

Geographic Data Sales and Other Operating Revenues

Fiscal Year Ended March 31,

2012 2011 2010
UNITEO SEBEES.........cvcvevicteieiete ettt ettt et bbb b bbb bbbt s st s bt es e bbb es et e s esebesesebesasebenene $ 315610 $ 340,313 $ 305,390
BRI GIUM ...ttt bbbttt bRt n et nee 210,425 345,774 469,067
(= 117" 210,791 267,087 199,768
AL ONEN COUNLITES.........uiuitiiiicieicictcicie ettt b bbb bbb s b e s s b s aebebesasesesetn 1,710,051 1,618,353 1,517,513
CONSOIIAIEA TOLAl ........covvcveiicicie et ettt s bbb s s naes s s $ 2446877 $ 2571527 $ 2,491,738
Long-Lived Assets

Fiscal Year Ended March 31,

2012 2011 2010
UNITEO SEBEES........ecucveiieteieiete ettt ettt ettt ettt bbb b bbb bbb bbb bbbt e s e bbb e st eses et et s ebesasebenene $ 75330 $ 88910 $ 100,698
2] = 4 SRS 139,484 141,535 156,961
[ Ko 2= 001 o] Lo 111 T 50,475 53,854 50,045
AL OtNES COUMMTIES........coviiecieiice ettt 137,169 131,950 128,921
CONSOIIOBLEA TOLAL ..........eiiiiiie ettt e ettt $ 402,458 $ 416,249 $ 436,625
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NOTE 16. UNAUDITED QUARTERLY FINANCIAL DATA
Unaudited quarterly financial data for the fiscal years ended March 31, 2012 and 2011, is provided in the table below.

Dueto the seasonal nature of the Company's busi ness, management believesit isgenerally more meaningful to focuson cumulative
rather than quarterly results.

First Second Third Fourth
Quarter Quarter Quarter Quarter

Fiscal Year Ended March 31, 2012
Sales and other Operating rEVENUES............c.cvereeeereecreeeeessaee e seaeeens $ 479,465 $ 641,026 $ 672,420 $ 653,966
GIOSS PrOfIT....vivicveteicietetctete ettt ettt bbbt bbbt b bbbt et en ettt bennas 94,358 119,426 147,105 111,203
NELINCOME (I0SS).......cvurirriiresiriieier bbb 17,322 (7,997) 61,602 29,892
Net income (loss) attributable to Universal Corporation ............cccccceeeveeeeennnnn. 15,888 (8,039 58,453 25,755
Earnings (loss) available to Universal Corporation common shareholders after

dividends on convertible perpetual preferred Stock ............coeeeeeeeereeeerevenennn. 12,176 (11,752) 54,741 22,042
Earnings (loss) per share attributable to Universal Corporation common

shareholders:

BaSIC....oeciie et 0.52 (0.512) 2.36 0.95

DIIULE.........oocvieiees e 0.52 (0.51) 2.06 0.91
Cash dividends declared per share of convertible perpetual preferred stock ........ 16.88 16.87 16.88 16.87
Cash dividends declared per share of common StocK.............cccvvveerenecereneeenns 0.48 0.48 0.49 0.49
Market price range of common stock:

HIGN. s 45,72 41.48 47.38 48.60

LLOW <.ttt b 36.94 35.11 35.78 44.88
Fiscal Year Ended March 31, 2011
Sales and other Operating FeVENUES..............ccucueveieveieteree ettt $ 538,916 $ 664,188 $ 688,208 $ 680,215
[ 11 =] o T 102,237 133,274 154,044 118,778
NEEINCOME ...ttt et bbb bbbttt 24,418 53,783 57,585 28,764
Net income attributable to Universal Corporation..............ccceveeereneeerresessennens 25,320 51,831 52,298 27,116
Earnings available to Universal Corporation common shareholders after

dividends on convertible perpetua preferred stock............cccccuecccucucucucnnen. 21,608 48,118 48,586 23,403
Earnings per share attributable to Universal Corporation common shareholders:

BBSIC....oii s 0.89 2.00 2.05 1.00

DIIULE. ...ttt e 0.87 1.78 1.82 0.95
Cash dividends declared per share of convertible perpetual preferred stock......... 16.88 16.87 16.88 16.87
Cash dividends declared per share of common StOcK...........c.cceeeivecveveeerceeeenne. 0.47 0.47 0.48 0.48
Market price range of common stock:

HIGN. e 55.92 44.82 43.34 43.72

LLOW ettt a et s 38.38 35.44 37.05 37.74

Note:  Earnings per share amounts for each fiscal year may not equal the total of the four quarterly amounts due to differences
inwei ghted-average outstanding sharesfor the respective periods and to thefact that the Company’s convertibl e perpetual
preferred stock may be antidilutive for some periods.
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Significant itemsincluded in the quarterly results were as follows:

First Quarter 2012 — restructuring costs of $6.9 million that included approximately $3.8 million for employee
termination benefits, primarily related to the Company’s U.S. operations, and $3.1 million of costsincurred to exit
a supplier arrangement in Europe in response to market changes. The restructuring costs reduced net income
attributable to Universal Corporation by $4.4 million and diluted earnings per share by $0.19. The Company aso
recorded a $9.6 million gain on insurance settlement proceeds to replace factory and equipment lost in afire at a
plantin Europe. Thegainoninsurancesettlement proceedsincreased netincomeattributableto Universal Corporation
by $6.2 million and diluted earnings per share by $0.27.

Second Quarter 2012 —restructuring costs of $3.0 million primarily related to voluntary and involuntary terminations
in the Company’s operations in the U.S. and South America that reduced net income attributable to Universal
Corporation by $1.9 million and diluted earnings per share by $0.08. In addition, the Company recorded a charge
of $49.1 million to accrue afine and accumulated interest imposed jointly on the Company and Deltafina, S.p.A.
(“Détafind’), its Italian subsidiary, by the European Commission related to tobacco buying practicesin Italy. The
charge reflected a September 2011 appeals court decision rejecting Deltafina’s application to reinstate its immunity
in the case. The charge reduced net income attributable to Universal Corporation by $46.2 million and diluted
earnings per share by $1.85. Deltafina has appealed the September 2011 appeals court decision to the next court
level.

Third Quarter 2012 —again of $11.1 million on the sale of land and buildingsin Brazil that were most recently used
for storage activities. Thegainincreased netincomeattributableto Universal Corporation by $7.2 millionand diluted
earnings per share by $0.25.

Fourth Quarter 2012 —restructuring costsof approximately $1.4 million primarily related tovoluntary andinvoluntary
separations in various locations. The restructuring costs reduced net income attributable to Universal Corporation
by $0.9 million and diluted earnings per share by $0.03.

First Quarter 2011 — restructuring costs of $0.9 million associated with voluntary early retirement offers aimed at
reducing costsinthe Company’sU.S. operations. Therestructuring costsreduced netincomeattributableto Universal
Corporation by approximately $0.6 million and diluted earnings per share by $0.02.

Second Quarter 2011 —a $7.4 million reversal of a portion of a charge recorded in fiscal year 2005 to accrue afine
imposed by the European Commission on Deltafina related to tobacco buying practices in Spain. The reversal
reflected afavorable court decisionin Deltafina sappeal of thefineand increased net incomeattributableto Universal
Corporation by $4.8 million and diluted earnings per share by $0.17. The Company also recorded restructuring
costs of approximately $2.0 million primarily related to voluntary early retirement offers in the Company’s U.S.
operations and voluntary and involuntary separationsin various other locations. The restructuring costs reduced net
income attributable to Universal Corporation by $1.3 million and diluted earnings per share by $0.05.

Third Quarter 2011 —a $19.4 million gain on the assignment of farmer contracts and sal e of related assetsin Brazil
to an operating subsidiary of one of the Company’s major customers. The gain increased net income attributable to
Universal Corporation by $12.6 million and diluted earnings per share by $0.44. The Company also recorded
restructuring and impairment costs totaling $11.0 million during the quarter. Those costs primarily related to a
decision to close the Company’s leaf tobacco processing operations in Canada and sell the assets of the operations,
but they alsoincluded costs associated with initiativesto restructureand downsi ze activitiesat variousother locations.
The restructuring and impairment costs reduced net income attributable to Universal Corporation by $7.5 million
and diluted earnings per share by $0.26.

Fourth Quarter 2011 — restructuring and impairment costs totaling $7.5 million. The restructuring costs included
pension curtailment and settlement charges related to the termination of a defined benefit pension plan with the
closing of the operationsin Canada, aswell ascostsassociated with voluntary early retirement offersinthe Company’s
U.S. operations and voluntary and involuntary separations in various other locations. The restructuring and
impairment costs reduced net income attributable to Universal Corporation by $4.8 million and diluted earnings per
share by $0.17.
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Report of Ernst & Young LLP, Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of
Universal Corporation

We have audited the accompanying consolidated balance sheets of Universal Corporation (the “Company”) as of March 31, 2012
and 2011, and the related consolidated statements of income, comprehensive income, changes in shareholders’ equity, and cash
flows for each of the three years in the period ended March 31, 2012. Our audits also included the financial statement schedule
listed in the Index at Item 15(a). These financia statements and schedule are the responsibility of the Company’s management.
Our responsibility isto express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overal financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in al material respects, the consolidated financial position
of Universal Corporation at March 31, 2012 and 2011, and the consolidated results of its operations and its cash flows for each of
the three yearsin the period ended March 31, 2012, in conformity with U.S. generally accepted accounting principles. Also, in our
opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as a whole,
presentsfairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Universal Corporation’s interna control over financia reporting as of March 31, 2012, based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report
dated May 25, 2012 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Richmond, Virginia
May 25, 2012
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Report of Ernst & Young LLP, Independent Registered Public Accounting Firm, on Internal Control
Over Financial Reporting

The Board of Directors and Shareholders of
Universal Corporation

Wehave audited Universal Corporation’sinternal control over financial reporting asof March 31, 2012, based on criteriaestablished
in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(the COSO criterid). Universal Corporation’s management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of interna control over financial reporting included in the accompanying
Management’s Report on Internal Control over Financial Reporting in Item 9A. Our responsibility isto express an opinion on the
company’sinternal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’sinternal control over financia reporting isaprocess designed to provide reasonable assurance regarding the reliability
of financia reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’sinternal control over financial reporting includes those policies and proceduresthat (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have amateria effect on the financial statements.

Becauseof itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectivenessto future periods are subject to the risk that controls may become inadequate because of changes
in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Universal Corporation maintained, in all material respects, effective interna control over financia reporting as of
March 31, 2012, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Universal Corporation as of March 31, 2012 and 2011, and the related consolidated statements of
income, comprehensive income, changes in shareholders’ equity, and cash flows for each of the three years in the period ended
March 31, 2012 and our report dated May 25, 2012 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Richmond, Virginia
May 25, 2012
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

For thethreeyearsended March 31, 2012, therewere no changesin independent auditors, nor werethere any disagreements
between the Company and its independent auditors on any matter of accounting principles, practices, or financial disclosures.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures that are designed to ensure that information required to be
disclosed in reportsfiled by the Company under the Exchange Act isrecorded, processed, summarized and reported within the time
periods specified in the SEC rules and forms and that such information is accumulated and communicated to the Company’s
management, including its Chief Executive Officer and Chief Financial Officer, asappropriate, toallow for timely decisionsregarding
required disclosure. The Company’s Chief Executive Officer and Chief Financial Officer evaluated, with the participation of the
Company’s management, the effectiveness of the Company’s disclosure controls and procedures (as defined in Exchange Act Rule
13a-15(e)), as of the end of the period covered by this Annual Report. Based on this evaluation, the Company’s management,
including its Chief Executive Officer and Chief Financia Officer, concluded that the Company’s disclosure controlsand procedures
were effective.

Management’s Report on Internal Control Over Financial Reporting

The Company’s management is responsible for establishing and maintaining effective internal control over financial
reporting as defined in Rule 13a-15(f) under the Exchange Act. The Company’sinternal control over financial reporting isdesigned
to provide reasonable assurance to management and the Board of Directors regarding the preparation and fair presentation of the
consolidated financial statements. Due to inherent limitations, internal control over financial reporting may not prevent or detect
all errors or misstatements in the financial statements, and even control procedures that are determined to be effective can provide
only reasonabl e assurance with respect to financial statement preparation and presentation. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changesin conditions.

Asrequired by Exchange Act Rule 13a-15(c), the Company’s Chief Executive Officer and Chief Financial Officer, with
the participation of other members of management, assessed the effectiveness of the Company’s internal control over financial
reporting as of March 31, 2012. The evaluation was based on the criteria set forth in “Internal Control — Integrated Framework”
issued by the Committee of Sponsoring Organizationsof the Treadway Commission (“the COSO criterid’). Based on thisassessment,
the Company’s management concluded that the Company’sinternal control over financial reporting was effective as of March 31,
2012.

The Company’s independent registered public accounting firm, Ernst & Young LLP, has audited the Company’s internal
control over financial reporting as of March 31, 2012. Their report on this audit appears on page 90 of thisAnnual Report.

Changes in Internal Control Over Financial Reporting

Therewere no changesin the Company’sinternal control over financial reporting that occurred during the Company’s last
fiscal quarter that have materially affected, or arereasonably likely to materially affect, the Company’sinternal control over financial

reporting.
Item 9B. Other Information

None.
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PART 111

Item 10. Directors, Executive Officers, and Corporate Governance

Except astothemattersset forth bel ow, informationrequired by thisltemisincorporated herein by referencetothe Company’s

2012 Proxy Statement.

The following are executive officers of the Company as of May 25, 2012.

Name and Age

Position

Business Experience During Past Five Years

G. C. Freeman, |11 (49)

W. K. Brewer (53)

D. C. Moore (56)

R. M. Paul (54)

T. G. Broome (58)

P. D. Wigner (43)

J. A. Huffman (50)

C. C. Formacek (52)

R. M. Peebles (54)

Chairman, President and
Chief Executive Officer

Executive Vice President and

Chief Operating Officer

Senior Vice President and
Chief Financial Officer

Executive Vice President,
Universal Leaf Tobacco
Company, Inc.

Executive Vice President,
Universal Leaf Tobacco
Company, Inc.

Vice President, Generd
Counsel, Secretary & Chief
Compliance Officer

Senior Vice President,
Information and Planning,
Universal Leaf Tobacco
Company, Inc.

Vice President and Treasurer

Vice President and Controller

Mr. Freeman was el ected Chairman of the Board in August 2008, Chief
Executive Officer effective April 2008, President in December 2006,
and Vice President in November 2005. Mr. Freeman served as General
Counsel and Secretary from February 2001 until November 2005 and
has been employed with the Company since 1997.

Mr. Brewer was elected Executive Vice President and Chief Operating
Officer in August 2008, Vice President of Universal Corporation in
August 2007, and Executive Vice President of Universal Leaf Tobacco
Company, Incorporated (“Universal Leaf”) in March 2006. Mr. Brewer
served as President of Universal Leaf North America U.S,, Inc. from
January 2002 until March 2006. He has been employed with the
Company since 1977.

Mr. Moore was elected Senior Vice President and Chief Financial
Officer effective September 2008. Mr. Moore served as Vice President
and Chief Administrative Officer from April 2006 until September
2008, as Senior Vice President of Universal Leaf from September 2005
until April 2006, and as Managing Director of Universal Ledf
International SA from April 2002 until September 2005. He has been
employed with the Company since 1978.

Mr. Paul has served as Executive Vice President, Universal Leaf, with
responsibility for sales activities, since March 2006. He has been
employed with the Company since 1979.

Mr. Broomewas el ected Executive Vice President, Universal Leaf, with
responsibility for salesactivities, in April 2011. From September 1998
throughMarch 2011, Mr. Broomeserved as Senior VicePresident-Sal es.
He has been employed with the Company since 1994.

Mr. Wigner was elected Chief Compliance Officer in November 2007,
Vice President in August 2007, and General Counsel and Secretary in
November 2005. Mr. Wigner served as Senior Counsel of Universal
Leaf from November 2004 until November 2005. He has been
employed with the Company since 2003.

Mr. Huffman was elected Senior Vice President, Information and
Planning, Universal Leaf, in August 2007. From September 2003 to
August 2007, Mr. Huffman served as Senior Vice President. From
September 2002 to September 2003, Mr. Huffman served as Vice
President and Controller. He has been employed with the Company
since 1996.

Ms. Formacek was elected Vice President and Treasurer effective April
2012. Ms. Formacek served as Treasurer of Universal Leaf from April
2011 through March 2012. Shejoined the Company in September 2009
and served as Assistant Treasurer of Universal Leaf from that time
through March 2011. Ms. Formacek formerly served as Treasurer of
Chesapeake Corporation from January 2005 through July 2009.

Mr. Peebles was elected Vice President and Controller in April 2011.
Mr. Peebles joined the Company in September 2003 and served as
Controller from that time through March 2011.

There are no family relationships between any of the above officers.
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The Company has a Code of Conduct that includes the NY SE requirements for a*“ Code of Business Conduct and Ethics’
and the SEC requirements for a*“ Code of Ethics for Senior Financial Officers.” The Code of Conduct is applicable to all officers,
employees, and outside directors of the Company, including the principal executive officer, principal financial officer, and principal
accounting officer. A copy of the Code of Conduct is available through the “Corporate Governance-Overview” section of the
Company’s website at www.universalcorp.com. |f the Company amends a provision of the Code of Conduct, or grants a waiver
from any such provision to a director or executive officer, the Company will disclose such amendments and the details of such
waivers on the Company’s website www.universal corp.com to the extent required by the SEC or the NY SE.

Theinformation required by Items407(c)(3), (d)(4) and (d)(5) of Regulation S-K iscontained under the captions* Corporate
Governance and Committees—Committees of the Board—Compensation Committee,” “ Corporate Governance and Committees—

Committees of the Board—Audit Committee” of the Company’s 2012 Proxy Statement and such information is incorporated by
reference herein.

Item 11. Executive Compensation

Refer to the captions* Executive Compensation” and “ Directors’ Compensation” inthe Company’s 2012 Proxy Statement,
which information is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Shares of the Company’s common stock are authorized for issuance with respect to the Company’s compensation plans.
The following table sets forth information as of March 31, 2012, with respect to compensation plans under which shares of the
Company’s common stock are authorized for issuance.

Number of
Number of Securities
Securities to Be Weighted- Remaining
Issued upon Average Available for
Exercise of Exercise Price Future
Outstanding of Outstanding Issuance
Options, Options, Under Equity
Warrants and Warrants and Compensation
Plan Category Rights Rights Plans®
Equity compensation plans approved by shareholders:
1994 Amended and Restated Stock Option Plan for Non-Employee Directors................c........ 5000 $ 41.66 —
1997 EXECULIVE SEOCK PlaN .......cocveviieieisicicsisieie ettt seses 1,000 35.81 —
2002 EXECULVE SLOCK PLaN ......ovovvvvverereeeeaesassaesasssssasssssssssssssssssssssssssssssssssssssssssssssssssnnons 364,984 56.15 124,240 @
2007 SLOCK INCENIVE PIAN ...........ooooeeeeveeeeee e omeesessseesesssssssssesssessssseeesses s ssssesseseeeee 918,611 39.04 1,012,803 @
Equity compensation plans not approved by shareholders ™ ............c.ooooooovorveccoenrvecoseesecessnnns — — —
TOMBL ..o 1,289,595 $ 43.89 1,137,043

(1) Amounts exclude any securities to be issued upon exercise of outstanding options, warrants, and rights.
(2) The 2002 Executive Stock Plan permits grants of stock options and stock appreciation rights, and awards of common stock, restricted stock, and phantom

stock/restricted stock units. Of the 124,240 shares of common stock remaining available for future issuance under that plan, none are available for awards of
common stock or restricted stock.

(3) The2007 Stock Incentive Plan permits grants of stock options and stock appreciation rights, and awards of common stock, restricted stock, and phantom stock/
restricted stock units. Of the 1,012,803 shares of common stock remaining available for future issuance under that plan, 283,895 shares are available for
awards of common stock, restricted stock units, or restricted stock.

(4) All of the Company’s equity compensation plans have been approved by shareholders.

Refer also to the caption “ Stock Ownership” in the Company’s 2012 Proxy Statement, which information is incorporated
herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

Refer to the caption “ Certain Transactions’ in the Company’s 2012 Proxy Statement, which information is incorporated
herein by reference. The information required by Item 407(a) of Regulation S-K is contained under the caption “ Corporate
Governance and Committees—Director Independence” of the Company’s 2012 Proxy Statement and such information is
incorporated by reference herein.

Item 14. Principal Accounting Fees and Services

Refer to the caption “ Audit Information — Fees of Independent Auditors” and “ Audit Information — Pre-Approval Policies
and Procedures’ in the Company’s 2012 Proxy Statement, which information is incorporated herein by reference.
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PART IV
Item 15. Exhibits, Financial Statement Schedules
@ The following are filed as part of this Annual Report:

1. Financia Statements.
Consolidated Statements of Income for the Fiscal Years Ended March 31, 2012, 2011, and 2010
Consolidated Statements of Comprehensive Income for the Fiscal Years Ended March 31, 2012, 2011,
and 2010
Consolidated Balance Sheets at March 31, 2012 and 2011
Consolidated Statements of Cash Flows for the Fiscal Years Ended March 31, 2012, 2011, and 2010
Consolidated Statements of Changes in Shareholders' Equity for the Fiscal Years Ended March 31, 2012, 2011,
and 2010
Notes to Consolidated Financial Statements for the Fiscal Years Ended March 31, 2012, 2011, and 2010
Report of Ernst & Young LLP, Independent Registered Accounting Firm
Report of Ernst & Young LLP, Independent Registered Accounting Firm, on Internal Control Over Financial
Reporting
2. Financial Statement Schedules.
Schedule Il — Vauation and Qualifying Accounts
3. Exhibits. Theexhibitsarelisted inthe Exhibit Index immediately following the signature pagesto thisAnnual Report.

(b) Exhibits
The response to this portion of Item 15 is submitted as a separate section to thisAnnual Report.
(© Financial Statement Schedules

Schedule Il — Valuation and Qualifying Accounts appears on the following page of this Annual Report. All other
schedules are not required under the related instructions or are not applicable and therefore have been omitted.

94



Schedule Il - Valuation and Qualifying Accounts
Universal Corporation
Fiscal Years Ended March 31, 2012, 2011, and 2010

Net
Additions Additions
Balance at (Reversals) Charged Balance
Beginning Charged to Other at End
Description of Period to Expense Accounts Deductions @ of Period
(in thousands of dollars)
Fiscal Year Ended March 31, 2010:
Allowance for doubtful accounts (deducted from
accounts receivable and other noncurrent assets)............. $ 6,037 $ 697 $ 123 6,857
Allowance for supplier accounts (deducted from
advances to suppliers and other noncurrent assets).......... 28,164 18,514 9,565 56,243
Allowance for recoverable taxes (deducted from other
current assets and other noncurrent assets)....................... 12,257 3,174 2,162 17,593
Fiscal Year Ended March 31, 2011:
Allowance for doubtful accounts (deducted from
accounts receivable and other noncurrent assets)............. $ 6,857 $ (681) $ (573) 5,603
Allowance for supplier accounts (deducted from
advances to suppliers and other noncurrent assets).......... 56,243 18,666 29 74,938
Allowance for recoverable taxes (deducted from other
current assets and other noncurrent assets)...........c.c..c..... 17,593 3,785 748 22,126
Fiscal Year Ended March 31, 2012:
Allowance for doubtful accounts (deducted from
accounts receivable and other noncurrent assets)............. $ 5603 $ 4,244 $ (1,540) 8,307
Allowance for supplier accounts (deducted from
advances to suppliers and other noncurrent assets) .......... 74,938 11,929 (12,485) 74,382
Allowance for recoverable taxes (deducted from other
current assets and other noncurrent assets).............co...... 22,126 2,564 29 24,719

(@ Includes direct write-offs of assets and currency remeasurement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

UNIVERSAL CORPORATION
May 25, 2012
By: /s’ GEORGE C. FREEMAN, Il|

George C. Freeman, 111
Chairman, President, and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date

/s GEORGE C. FREEMAN, I11 Chairman, President, Chief Executive Officer, and Director May 25, 2012
George C. Freeman, 111 (Principal Executive Officer)

/s DAVID C. MOORE Senior Vice President and Chief Financial Officer May 25, 2012
David C. Moore (Principal Financia Officer)

/) ROBERT M. PEEBLES Vice President and Controller May 25, 2012

Robert M. Peebles (Principal Accounting Officer)
/s/  JOHN B. ADAMS, JR. Director May 25, 2012

John B. Adams, Jr.

/s CHESTER A. CROCKER Director May 25, 2012
Chester A. Crocker

/s’ CHARLESH. FOSTER, JR. Director May 25, 2012
Charles H. Foster, Jr.

/s THOMASH. JOHNSON Director May 25, 2012
Thomas H. Johnson

/s EDDIE N. MOORE, JR. Director May 25, 2012
Eddie N. Moore, Jr.

/s’ JEREMIAH J. SHEEHAN Director May 25, 2012
Jeremiah J. Sheehan

/s ROBERT C. SLEDD Director May 25, 2012
Robert C. Sledd

/) DR. EUGENE P. TRANI Director May 25, 2012
Dr. Eugene P. Trani
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10.10

EXHIBIT INDEX

Amended and Restated Articles of Incorporation, effective August 9, 2011 (incorporated herein by reference to the
Registrant’s Current Report on Form 8-K Registration Statement filed August 9, 2011, File No. 001-00652).

Amended and Restated Bylaws (as of August 3, 2010) (incorporated herein by reference to the Registrant’s Current
Report on Form 8-K dated August 3, 2010, File No. 001-00652).

Indenture between the Registrant and Chemical Bank, as trustee (incorporated herein by reference to the Registrant’s
Current Report on Form 8-K dated February 25, 1991, File No. 001-00652).

Specimen Common Stock Certificate (incorporated herein by reference to the Registrant’s Amendment No. 1 to
Registrant’s Form 8-A Registration Statement, dated May 7, 1999, File No. 001-00652).

Form of Fixed Rate Note due September 26, 2012 (incorporated herein by reference to the Registrant’s Current Report
on Form 8-K dated September 26, 2002, File No. 001-00652).

Form of Fixed Rate Note due December 1, 2014 (incorporated herein by reference to the Registrant’s Current Report
on Form 8-K dated November 20, 2009, File No. 001-00652).

The Registrant, by signing this Report on Form 10-K, agreesto furnish the Securities and Exchange Commission, upon
its request, a copy of any instrument which defines the rights of holders of long-term debt of the Registrant and its
consolidated subsidiaries, and for any unconsolidated subsidiaries for which financial statements are required to be
filed, and that authorizes a total amount of securities not in excess of 10% of the total assets of the Registrant and its
subsidiaries on a consolidated basis.

Universal Corporation Restricted Stock Plan for Non-Employee Directors (incorporated herein by reference to the
Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 1991, File No. 001-00652).

Form of Universal Leaf Tobacco Company, Incorporated Executive Life Insurance Agreement (incorporated herein by
referenceto the Registrant’ sAnnual Report on Form 10-K for thefiscal year ended June 30, 1994, File No. 001-00652).

Universal Leaf Tobacco Company, Incorporated Deferred Income Plan (incorporated herein by reference to the
Registrant’s Report on Form 8, dated February 8, 1991, File No. 001-00652).

Universal Leaf Tobacco Company, Incorporated Benefit Replacement Plan (incorporated herein by reference to the
Registrant’s Report on Form 8, dated February 8, 1991, File No. 001-00652).

Universal Leaf Tobacco Company, Incorporated 1994 Benefit Replacement Plan (incorporated herein by reference to
the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 1994, File No. 001-00652).

Universal Leaf Tobacco Company, Incorporated 1996 Benefit Restoration Plan (incorporated herein by reference to
the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 1998, File No. 001-00652).

Form of Universal Corporation 1994 Stock Option and Equity Accumulation Agreement (incorporated herein by
reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended December 31, 1994, File No.
001-00652).

Universal Corporation 1994 Amended and Restated Stock Option Plan for Non-Employee Directors dated October 27,
2003 (incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2003, File No. 001-00652).

Form of Universal Corporation Non-Employee Director Non-Qualified Stock Option Agreement (incorporated herein
by referencetotheRegistrant’ sAnnual Report on Form 10-K for thefiscal year ended June 30, 2000, FileNo. 001-00652).

Form of Universal Corporation 1997 Stock Option and Equity Accumulation Agreement, with Schedule of Grants to
named executive officers (incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the
quarter ended December 31, 1997, File No. 001-00652).
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10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

Form of Universal Corporation 1999 Stock Option and Equity Accumulation Agreement, with Schedule of Grants to
Executive Officers (incorporated herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal
year ended June 30, 2001, File No. 001-00652).

Form of Amendment to Stock Option and Equity Accumulation Agreements dated December 31, 1999 (incorporated
herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 2001, File
No. 001-00652).

Form of Universal Corporation 2000 Special Non-Qualified Stock Option Agreement, with Schedule of Grants and
Exercise Loans to named executive officers (incorporated herein by reference to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended June 30, 2000, File No. 001-00652).

Form of Amendment to Stock Option and Equity Accumulation Agreementsdated March 15, 1999 (incorporated herein
by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended June 30, 2001, File
No. 001-00652).

Form of Amendment to Stock Option and Equity Accumulation Agreements dated December 8, 2000 (incorporated
herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 2001, File
No. 001-00652).

Form of Amendment to Stock Option and Equity Accumulation Agreements dated June 11, 2001 (incorporated herein
by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended June 30, 2001, File
No. 001-00652).

Form of Amendment to Non-Qualified Stock Option Agreementsdated June 11, 2001 (incorporated herein by reference
to the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 2001, File No. 001-00652).

Form of Amendment to 2000 Special Non-Qualified Stock Option Agreementsdated June 15, 2001 (incorporated herein
by reference to the Registrant’'s Annual Report on Form 10-K for the fiscal year ended June 30, 2001, File
No. 001-00652).

Form of 2001 Non-Qualified Stock Option Agreement, with Schedule of Grants to Executive Officers (incorporated
herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 2002, File No.
001-00652).

Form of 2002 Stock Option and Equity Accumulation Agreement, with Schedule of Grants to Executive Officers
(incorporated herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30,
2003, File No. 001-00652).

Form of 2002 Non-Qualified Stock Option Agreement, with Schedule of Grants to Executive Officers (incorporated
herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 2003, File No.
001-00652).

Form of 2005 Non-Qualified Stock Option Agreement (incorporated herein by reference to the Registrant’s Current
Report on Form 8-K filed June 9, 2005, File No. 001-00652).

Universal Leaf Tobacco Company, Incorporated 1994 Deferred Income Plan, amended and restated as of September
1, 1998 (incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 1998, File No. 001-00652).

Universal Corporation Outside Directors' Deferred Income Plan, restated as of October 1, 1998 (incorporated herein
by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended September 30, 1998, File No.
001-00652).

Form of Universal Corporation 1997 Restricted Stock Agreement with Schedule of Awardsto named executive officers
(incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended December
31, 1997, File No. 001-00652).

Revised Form of Universal Corporation Non-Employee Director Restricted Stock Agreement (incorporated herein by
reference to the Registrant’s Current Report on Form 8-K dated June 9, 2010, File No. 001-00652).
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10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39
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1041

10.42

10.43

10.44

10.45

Form Change of Control Agreement (incorporated herein by reference to the Registrant’s Current Report on Form 8-
K filed November 10, 2008, File No. 001-00652).

Universal Corporation Director’s Charitable Award Program (incorporated herein by reference to the Registrant’s
Annual Report on Form 10-K for the fiscal year ended June 30, 1998, File No. 001-00652).

Universal Corporation 1997 Executive Stock Plan, as amended on August 7, 2003 (incorporated herein by reference
to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended December 31, 2003, File No. 001-00652).

Universal Corporation 2002 Executive Stock Plan, as amended on August 7, 2003 (incorporated herein by reference
to the Registrant’s Annual Report on Form 10-K for the fiscal year ended June 30, 2003, file no. 001-00652).

Form of Restricted Stock Units Award Agreement (incorporated herein by reference to the Registrant’s Current Report
on Form 8-K filed June 1, 2006, File No. 001-00652).

Form of Restricted Stock Units Award Agreement (incorporated herein by reference to the Registrant’s Current Report
on Form 8-K filed November 10, 2008, File No. 001-00652).

Form of Stock A ppreciation Rights Agreement (incorporated herein by reference to the Registrant’s Current Report on
Form 8-K filed June 1, 2006, File No. 001-00652).

Form Stock Appreciation Rights Agreement (incorporated herein by reference to the Registrant’s Current Report on
Form 8-K filed May 28, 2008, File No. 001-00652).

Form Performance Share Award Agreement (incorporated herein by reference to the Registrant’s Current Report on
Form 8-K filed June 3, 2008, File No. 001-00652).

Form Restricted Stock Unit Award Agreement (incorporated herein by reference to the Registrant’s Current Report on
Form 8-K filed June 3, 2008, File No. 001-00652).

Form Stock Appreciation Rights Agreement (incorporated herein by reference to the Registrant’s Current Report on
Form 8-K filed June 3, 2008, File No. 001-00652).

Form Performance Share Award Agreement (incorporated herein by reference to the Registrant’s Current Report on
Form 8-K filed March 23, 2009, File No. 001-00652).

Purchase and Sale Agreement, dated July 6, 2006, by and between the Registrant, Deli Universal, Inc., NVDU
Acquisition B.V.,and N.V. Deli Universal (incorporated herein by referenceto the Registrant’s Current Report on Form
8-K filed July 11, 2006, File No. 001-00652).

Form of Amended Employee Grantor Trust Enrollment Agreement dated December 29, 2006, between Universal Leaf
Tobacco Company, Incorporated and named executive officers (Allen B. King, George C. Freeman, |11, and Hartwell
H. Roper) (incorporated herein by referenceto the Registrant’s Current Report on Form 8-K filed January 5, 2007, File
No. 001-00652).

Universal Corporation 2007 Amended and Restated Stock Incentive Plan effective August 4, 2011 (incorporated herein
by reference to Exhibit A to the Registrant’s definitive proxy statement filed June 30, 2011, File No. 001-00652).

Universal Corporation Executive Officer Annual Incentive Plan, as amended (incorporated herein by reference to the
Registrant's definitive proxy statement filed June 25, 2009, File No. 001-00652).

Form of Universal Corporation 2010 Restricted Stock Agreement with Schedul e of Awardsto named executive officers
(incorporated herein by reference to the Registrant's Annual Report on Form 10-K for the year ended March 31, 2010,
File No. 001-00652).

Form of Universal Corporation Stock Appreciation Rights Agreement for executive officers (incorporated herein by
reference to the Registrant's Annual Report on Form 10-K for the year ended March 31, 2010, File No. 001-00652).

Form of Universal Corporation Performance Share Award Agreement (incorporated herein by reference to the
Registrant's Annual Report on Form 10-K for the year ended March 31, 2010, File No. 001-00652).
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10.46

10.47

10.48

10.49

10.50

10.51

10.52

10.53

10.54
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21

23

311

31.2

321

32.2
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Universal Leaf Tobacco Company, |ncorporated Deferred Income Plan 111, amended and restated as of December 31,
2008 (incorporated herein by reference to the Registrant's Annual Report on Form 10-K for the year ended March 31,
2010, File No. 001-00652).

Universal Corporation Outside Directors Deferred Income Plan 111, amended and restated as of December 31, 2008,
and amended as of February 1, 2010 (incorporated herein by reference to the Registrant's Annual Report on Form 10-
K for the year ended March 31, 2010, File No. 001-00652).

Form of Universal Corporation 2011 Restricted Stock Units Agreement (incorporated herein by reference to the
Registrant's Annual Report on Form 10-K for the year ended March 31, 2011, File No. 001-00652).

Form of Universal Corporation Stock Appreciation Rights Agreement for executive officers (incorporated herein by
reference to the Registrant's Annual Report on Form 10-K for the year ended March 31, 2011, File No. 001-00652).

Form of Universal Corporation Performance Share Award Agreement (incorporated herein by reference to the
Registrant's Annual Report on Form 10-K for the year ended March 31, 2011, File No. 001-00652).

Plea Agreement between Universal Leaf Tobacos Ltda., Universal Corporation and the United States Department of
Justice (incorporated herein by reference to the Registrant’s Current Report on Form 8-K filed August 6, 2010, File
No. 001-00652).

Non-Prosecution Agreement between Universal Corporation and the United States Department of Justice (incorporated
herein by reference to the Registrant’s Current Report on Form 8-K filed August 6, 2010, File No. 001-00652).

Consent of Defendant Universal Corporation and Final Judgment asto Defendant Universal Corporation (incorporated
herein by reference to the Registrant’s Current Report on Form 8-K filed August 6, 2010, File No. 001-00652).

Credit Agreement dated November 3, 2011, among the Registrant, as Borrower; the Lenders from time to time party
thereto; and JPMorgan Chase Bank, N.A., asAdministrative Agent, SunTrust Bank, as Syndication Agent and AgFirst
Farm Credit Bank and The Royal Bank of Scotland plc as Co-Documentation Agents (incorporated herein by reference
to the Registrant's Current Report on Form 8-K filed November 8, 2011).

Ratio of Earnings to Fixed Charges and Ratio of Earnings to Combined Fixed Charges and Preference Dividends.*
Subsidiaries of the Registrant.*

Consent of Ernst & Young LLP, Independent Registered Public Accounting Firm.*

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*
Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

Statement of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350.*

Statement of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350.*

Interactive Data File (Annual Report on Form 10-K, for the fiscal year ended March 31, 2012, furnished in XBRL
(eXtensible Business Reporting Language)).

Attached as Exhibit 101 to thisreport are the foll owing documentsformatted in XBRL.: (i) the Consolidated Statements
of Income for each of the three years ended March 31, 2012, 2011 and 2010, (ii) the Consolidated Statements of
ComprehensiveIncomefor each of thethreeyearsended March 31, 2012, 2011 and 2010, (iii) the Consolidated Balance
Sheets at March 31, 2012 and 2011, (iv) the Consolidated Statement of Cash Flows for each of the three years ended
March 31, 2012, 2011 and 2010, (v) the Consolidated Statement of Shareholders' Equity for each of the three years
ended March 31, 2012, 2011 and 2010, (vi) the Notes to Consolidated Financial Statements, tagged as blocks of text
and (vii) Schedule Il - Vauation and Qualifying Accounts, tagged as blocks of text. Users of this data are advised
pursuant to Rule 406T of Regulation S-T that this interactive data file is deemed not filed or part of a registration
statement or prospectusfor purposes of sections 11 or 12 of the SecuritiesAct of 1933, isdeemed not filed for purposes
of section 18 of the Securities and Exchange Act of 1934, and otherwiseis not subject to liability under these sections.

* Filed herewith.
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SHAREHOLDER INFORMATION

ANNUAL MEETING

The Annual Meeting of Shareholders will be held
at the offices of the Company, 9201 Forest Hill
Avenue, Richmond, Virginia, on Tuesday, August
7,2012. A proxy statement and request for proxies
are included in this mailing to shareholders.

INDEPENDENT AUDITORS

Ernst & Young LLP

The Edgeworth Building

Suite 201, 2100 East Cary Street
Richmond, Virginia 23223

INVESTOR RELATIONS

Contact:
Candace C. Formacek
Vice President and Treasurer

Jennifer S. Rowe
Assistant Vice President, Capital Markets
(804) 359-9311
Information Requests:
(804) 254-1813 or investor@Quniversalleaf.com

DIVIDEND PAYMENTS

Dividend declarations are subject to approval by
the Company’s Board of Directors. Dividends on
the Company’s common stock have traditionally
been paid quarterly in February, May, August,
and November to shareholders of record on the
second Monday of the previous month.

SEC FORM 10-K

Shareholders may obtain additional copies of the
Company’s annual report to the Securities and
Exchange Commission on its website or by writing
to the Treasurer of the Company.

STOCK LISTED
New York Stock Exchange

STOCK SYMBOL
uw

DIVIDEND REINVESTMENT PLAN

The Company offers to its common shareholders
an automatic dividend reinvestment and cash
payment plan to purchase additional shares. The
Company bears all brokerage and service fees.
Booklets describing the plan in detail are available
upon request.

TRANSFER AGENT AND
REGISTRAR AND DIVIDEND
REINVESTMENT PLAN AGENT

Wells Fargo Bank, N.A.
Shareowner Services

P.O. Box 64854

St. Paul, Minnesota 55164-0854
(800) 468-9716

or

Universal Corporation
Shareholder Services

(804) 359-9311



&

Universal Corporation

P.O. Box 25099
Richmond, VA. 23260

www.universalcorp.com
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