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Part I. Financial Information
Item 1. Financial Statements

Alliance One International, Inc. and Subsidiaries
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
Three and Nine Months Ended December 31, 2010 @od 2

(Unaudited)
Three Months Ended Nine Months Ended
December 31, December 31,

(in thousands, except per share data) 2010 2009 2010 2009
Sales and other operating revenues $ 522,144 $ 658,353 $1,572,349 $1,743,991
Cost of goods and services sold 461,507 560,252 1,362,227 1,451,102
Gross profit 60,637 98,101 210,122 292,889
Selling, administrative and general expenses 37,415 38,070 116,207 116,461
Other income 20,318 112 39,960 2,817
Restructuring charges 13,385 - 13,385 -
Operating income 30,155 60,143 120,490 179,245
Debt retirement expense 1,141 62 4,584 40,351
Interest expense (includes debt amortization ob&2and $2,51¢
for the three months and $7,327 and $6,803 fonifhe months in
2010 and 2009, respectively) 25,277 29,479 79,102 87,224
Interest income 1,660 957 5,579 3,062
Income before income taxes and other items 5,397 31,559 42,383 54,732
Income tax expense (benefit) 8,470 (14,891) 12,756 (5,219)
Equity in net income of investee companies 1,072 1,338 2,266 1,338
Net income (loss) (2,001) 47,788 31,893 61,289

Less: Netincome (loss) attributable to nonaling interests (12) 530 (219) 1,011

Net income (loss) attributable to Alliance One tntgional, Inc. $ (1,989) $ 47,258 $ 32,112 $ 60,278

Earnings (loss) per share:

Basic $ (.02) $ .53 $.36 $ .68

Diluted $ (.02) $ .43 $.32 $ .60
Weighted average number of shares outstanding:

Basic 86,803 88,689 88,125 88,589

Diluted 86,803 111,937 111,337 104,058

See notes to condensed consolidated financial statements



Alliance One International, Inc. and Subsidiaries
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
December 31, December 31, March 31,
(in thousands) 2010 2009 2010
ASSETS
Current assets
Cash and cash equivalents $ 41,401 $ 109518 $ 129,738
Trade and other receivables, net 185,042 256,310 207,387
Accounts receivable, related parties 71,167 33,116 30,061
Inventories 819,983 736,220 824,147
Advances to tobacco suppliers 103,715 105,592 70,749
Recoverable income taxes 2,843 14,002 11,447
Current deferred taxes 34,493 30,391 37,209
Prepaid expenses 52,301 57,953 67,288
Assets held for sale 439 836 819
Current derivative asset 218 1,075 2,528
Other current assets 516 5,704 1,579
Total current assets 1,312,118 1,350,717 1,382,952
Other asse
Investments in unconsolidated affiliates 25,468 22,619 23,202
Goodwill and other intangible assets 41,510 46,437 44,991
Deferred income taxes 151,033 145,941 148,971
Other deferred charges 22,979 29,527 27,789
Other noncurrent assets 77,531 97,350 90,070
318,521 341,874 335,023
Property, plant and equipment, net 225,711 192,852 193,224
$ 1,856,350 $1,885,443 $1,911,199
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Notes payable to banks $ 239,786 $ 286,406 $ 188,981
Accounts payable 69,969 50,799 146,395
Due to related parties 13,581 11,546 20,275
Advances from customers 92,477 61,846 102,286
Accrued expenses and other current liabilities 102,112 114,132 113,048
Current derivative liability - 2,716 -
Income taxes 11,349 12,797 16,281
Long-term debt current 435 19,335 457
Total current liabilities 529,709 559,577 587,723
Long-term debt 762,617 806,238 788,880
Deferred income taxes 3,730 7,750 4,399
Liability for unrecognized tax benefits 26,741 23,289 20,168
Pension, postretirement and other long-terniliigs 114,470 98,885 115,107
907,558 936,162 928,554
Dec. 31 Dec. 31 March 31
Stockholders’ equity 2010 2009 2010
Common Stock—no par value:

Authorized shares 250,00( 250,000 250,00(

Issued shares 94,9396,942 96,966 452,980 464,387 460,971
Retained deficit (17,130) (68,131) (49,242)
Accumulated other comprehensive loss (20,534) (11,340) (21,329)

Total stockholders’ equity of Alliance Olgernational, Inc. 415,316 384,916 390,400
Noncontrolling interests 3,767 4,788 4,522
Total equity 419,083 389,704 394,922

$ 1,856,350 $1,885,443 $1,911,199

See notes to condensed consolidated financial statements



Alliance One International, Inc. and Subsidiaries
CONDENSED STATEMENTS OF CONSOLIDATED STOCKHOLDERS’' EQUITY
(Unaudited)

Attributable to Alliance One International, Inc.

Accumulated
Other Comprehensive Loss

Currency Total
Common Retained  Translation  Pensions, Noncontrolling Stockholders’

(in thousands) Stock Deficit Adjustment  Net of Tax Interests Equity
Balance, March 31, 2009 $ 468,195 $(128,409) $ (1,870) $ (11,255) $ 4,119 $ 330,780
Net income - 60,278 - - 1,011 61,289
Stock warrants issued 16,821 - - - - 16,821
Call option related to convertible

debentures, net of tax of $13,796 (25,622) - - - - (25,622)
Restricted stock surrendered (249) - - - - (249)
Stock-based compensation 5,242 - - - - 5,242
Adjustment in pensions - - - (359) - (359)
Noncontrolling interest dividend paid - - - - (360) (360)
Conversion of foreign currency

financial statements - - 2,144 - 18 2,162
Balance, December 31, 2009 $ 464,387 $ (68,131) $ 274 $ (11,614) $ 4,788 $ 389,704
Balance, March 31, 2010 $ 460,971 $ (49,242) $ (3,691) $ (17,638) $ 4,522 $ 394,922
Net income (loss) - 32,112 - - (219) 31,893
Restricted stock surrendered (585) - - - - (585)
Exercise of employee stock options 106 - - - - 106
Stock-based compensation 1,509 - - - - 1,509
Shares purchased (9,042) - - - - (9,042)
Purchase of additional investment

in subsidiary 21 - - - (234) (213)
Noncontrolling interest dividend paid - - - - (284) (284)
Conversion of foreign currency

financial statements - - 795 - (18) 777
Balance, December 31, 2010 $ 452,980 $ (17,130) $ (2,896) $ (17,638) $ 3,767 $ 419,083

See notes to condensed consolidated financial statements



Alliance One International, Inc. and Subsidiaries

Nine Months Ended December 31, 2010 and 2009
(Unaudited)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

December 31December 31

(in thousands) 2010 2009
Operating activities
Net income $ 31,893 $ 61,289
Adjustments to reconcile net income to net aas#d by operating activities:
Depreciation and amortization 20,872 21,904
Debt amortization/interest 10,076 8,604
Debt retirement cost 4,584 40,351
Restructuring charges 11,547 -
Gain on foreign currency transactions (10,116) (3,782)
Gain on other sales of assets (37,525) -
Changes in operating assets and liabilities, (131,824) (160,634)
Other, net 4,543 48
Net cash used by operating activities (95,950) (32,220)
Investing activities
Purchases of property, plant and equipment (52,480) (9,299)
Proceeds from sale of property, plant and eqaim 2,882 7,673
Proceeds on other sales of assets 45,834 -
Foreign currency derivatives - (5,026)
Proceeds from notes receivable 1,270 6,558
Additional investment in notes receivable (159) (11,731)
Other, net 24 (1,093)
Net cash used by investing activities (2,629) (12,918)
Financing activities
Net proceeds from short-term borrowings 55,023 17,415
Proceeds from long-term borrowings 121,000 1,040,509
Repayment of long-term borrowings (151,076) (908,654)
Debt issuance cost (3,717) (36,095)
Debt retirement cost (2,262) (23,456)
Proceeds from issuance of warrants - 16,821
Purchase of call options - (39,418)
Repurchase of common stock (9,042) -
Other, net 219 (360)
Net cash provided by financing activities 10,145 66,762
Effect of exchange rate changes on cash 97 229
Increase (decrease) in cash and cash equivalents (88,337) 21,853
Cash and cash equivalents at beginning of period 129,738 87,665
Cash and cash equivalents at end of period $ 41,401 $109,518

See notes to condensed consolidated financial statements




Alliance One International, Inc. and Subsidiaries
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(in thousands)

1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTI® POLICIES

Basis of Presentation

Because of the seasonal nature of the Companyiedsss the results of operations for any fiscalrgawill not necessarily
be indicative of results to be expected for othgarters or a full fiscal year. In the opinion odmagement, all adjustments
(consisting of normal recurring adjustments) coaestd necessary for a fair statement of financiditjpm, results of
operation and cash flows at the dates and for ¢énegs presented have been included. The unaudifeenation included
in this Form 10-Q should be read in conjunctionhvitie financial statements and notes thereto iedud the Company’s
Annual Report on Form 10-K for the fiscal year eshtéarch 31, 2010.

The Company historically presented theent and noncurrent advances on purchases ofdol@cepaid inventory)
at contractually stated amounts on the face obdtance sheet. The Company changed its presenttiadvances on
purchases of tobacco as of March 31, 2010 to prekenadvances at the lower of its cost basis ttmated recoverable
amounts instead of its contractually stated oramati amount. The Company believes this changedasgmtation provides a
more transparent view of its application of an meey model in accounting for its advances on pases of tobacco.
Historically, the Company reported deferred amountduding the mark-up, interest and unrecovergievisions in
inventories. The Company has reclassified theseuatadrom inventories to current and long term axdes to tobacco
suppliers. The amount reclassified from inventottesurrent advances to tobacco suppliers wasuctied of $33,857 and a
reduction of $3,908 to long term advances to tobatppliers included in other noncurrent asseBeaember 31, 2009.

Taxes Collected from Customers

Certain subsidiaries are subject to value addeestax local sales. These amounts have been incindgales and were
$6,868 and $6,833 for the three months ended Desefith 2010 and 2009, respectively and $25,538%25124 for the
nine months ended December 31, 2010 and 2009,atésgg.

Other Deferred Charges
Other deferred charges are primarily deferred fiiragncosts that are amortized over the life ofdhbt.

Sale of Brazilian Assets

On June 21, 2010, the Company'’s subsidiary in Beamiounced it had entered into an agreement witlipRMorris Brasil
Industria e Comercia Ltda (“PMB”), an affiliate &fhilip Morris International, Inc. (“PMI”). In conm¢ion with the
transaction, the Company assigned contracts wigroagmately 9,000 tobacco suppliers in SouthernzBreepresenting
approximately 20% of current Brazilian volume amddssome of its related assets to PMB at Septer@BeR2010. The
Company recorded a gain of $18,101 on the salkesiet assets in Other Income in the condensed ddaisal statements of
operations at September 30, 2010. The Company the@ldremaining related assets to PMB during the tquagnded
December 31, 2010 and recorded a gain of $19,4Bther Income in the condensed consolidated staitsnod operations
at December 31, 2010. The Company expects to antio supply processed tobacco to PMI and to psotmsacco for
PMB grown by PMB’s contracted suppliers under ajktgrm processing agreement.

New Accounting Standards

Recently Adopted Accounting Pronouncements

On April 1, 2010, the Company adopted new accogngnidance on accounting for transfers of finaneissets. The
objective of this accounting guidance is to imprdkie relevance, representational faithfulness, @mparability of the
information that a reporting entity provides infitsancial reports about a transfer of financiaeds; the effects of a transfer
on its financial position, financial performanceydacash flows; and a transferor's continuing ineshent in transferred
financial assets. The Company adopted this newusting guidance with no material impact to itsafigial condition and
results of operations. See Note 16 “Sale of Red®és” for further detalils.

On April 1, 2010, the Company adopted ramgounting guidance on accounting for variabler@gt entities. The
objective of this accounting guidance is to imprdivancial reporting by enterprises involved withriable interest entities
and to provide more relevant and reliable inforomatio users of financial statements. The Compatopied this new
accounting guidance with no material impact tofitgncial condition and results of operations. $&se 6 “Variable
Interest Entities” for further details.

Recent Accounting Pronouncements Not Yet Adopted

In October 2009, the FASB issued new accountingange on accounting for multiple-deliverable reveamrangements.
The objective of this accounting guidance is torads the accounting for multiple-deliverable areangnts to enable
vendors to account for products or services (dedivies) separately rather than as a combinedTiig.accounting guidance
will be effective for the Company on April 1, 20Ihe Company is evaluating the impact of this nesoanting guidance
on its financial condition and results of operasion



Alliance One International, Inc. and Subsidiaries

1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTIB POLICIES(Continued)
New Accounting Standardg(Continued)

Recent Accounting Pronouncements Not Yet Adopted (Continued)

In January 2010, the FASB issued new auibog guidance on fair value measurements andadisoks. This guidance
requires reporting entities to disclose separatetyamounts of significant transfers in and outefel 1 and Level 2 fair
value measurements and describe the reasons fdrafifers. It will also require reporting entitites present separately
information about purchases, sales, issuancessettidments in their Level 3 fair value reconcitias. The new disclosures
and clarifications of existing disclosures (the €e% and Level 2 changes) were effective for thenfany on January 1,
2010 with no material impact to the Company. Theldsures about purchases, sales, issuancesgtltaments in the roll
forward of activity in Level 3 fair value measureme will be effective for the Company on April 1021.. The Company
does not expect these new disclosure requirementsate a material impact on its financial condition results of
operations.

2. INCOME TAXES

Accounting for Uncertainty in Income Taxes
As of December 31, 2010, the Company’s unrecognizedbenefits totaled $20,469, all of which wouldpact the
Company’s effective tax rate if recognized.

The Company recognizes interest and pesafelated to unrecognized tax benefits in incameexpense. As of
December 31, 2010, accrued interest and penattigled $9,676 and $3,596, respectively.

The Company expects to continue accrumgrést expenses related to the unrecognized taefibedescribed above.
Additionally, the Company may be subject to fluttoms in the unrecognized tax liability due to @mcy exchange rate
movements.

Other than the expiration of an applicatiktute of limitations pertaining to internationsirecognized tax benefits of
$3,778, interest of $7,878, and penalties of $2,15 Company does not foresee any reasonablyhpesgianges in the
unrecognized tax benefits in the next twelve mortths must acknowledge circumstances can changaadueexpected
developments in the law. In certain jurisdictiotas authorities have challenged positions thatGbhenpany has taken that
resulted in recognizing benefits that are matedats financial statements. The Company beligvesmore likely than not
that it will prevail in these situations and acdoglly have not recorded liabilities for these piosis. The Company expects
the challenged positions to be settled at a tinreater than twelve months from its balance sheet dat

The Company and its subsidiaries file 8&.Uederal consolidated income tax return as weledurns in several U.S.
states and a number of foreign jurisdictions. ABecember 31, 2010, the Company’s earliest opeyear for U.S. federal
income tax purposes was its fiscal year ended MaicH2007. Open tax years in state and foreigisdigtions generally
range from three to six years.

During the three months ended Decembe@10, certain events led to a change in managésjadgment related to
the recognition of tax benefits for certain U.Steign tax credit carryovers. As a result, durihg three months ended
December 31, 2010, the Company recorded a $7,@00n@& tax expense for unrecognized tax benefitdt@dorresponding
reduction of deferred tax asset for foreign taxditrearryovers. During January 2011, the Compang B.S. Internal
Revenue Service agreed to a resolution of the exation of its U.S. federal income tax returns fscél years March 31,
2007 and March 31, 2008, resulting in an adjustrtefireign tax credit carryovers.

Provision for the Nine Months Ended December 31, 20

The effective tax rate used for the nine monthsedridecember 31, 2010 was an expense of 30.1% cethpar benefit of
9.5% for the nine months ended December 31, 20D8e effective tax rates for these periods are basethe current
estimate of full year results including the effe€taxes related to specific events which are medrin the interim period in
which they occur. The Company expects the tax iatéhe year ended March 31, 2011 to be 25.6% afbsorption of
discrete items.

For the nine months ended December 310,20 Company recorded a specific event adjustegménse of $4,324,
bringing the effective tax rate estimated for thieenmonths of 19.9% to 30.1%. This specific evadijustment expense
relates primarily to additional income tax, intéremnd exchange losses related to liabilities foreaognized tax benefits,
reductions in foreign tax credit carryforwards aret exchange gains on income tax accounts. Fonitteemonths ended
December 31, 2009, the Company recorded a spexifiat adjustment benefit of $22,089 bringing thieaive tax rate
estimated for the nine months of 30.8% to 9.5%.is Bipecific event adjustment benefit relates prilpdo a reversal of
income tax, interest, penalties, and exchange $osdated to liabilities for unrecognized tax bétisefand to net exchange
gains on income tax accounts. The difference éndstimated effective tax rate for the nine momthded December 31,
2010 from the statutory rate is primarily due toefgn income tax rates lower than the U.S. rateretiey exchange and
amortization of goodwill partially offset by incre@s in unrecognized tax benefits.



Alliance One International, Inc. and Subsidiaries

3. GUARANTEES

The Company and certain of its foreign subsidiagearantee bank loans to suppliers to finance ttreps. Under longer-
term arrangements, the Company may also guaraimaecing on suppliers’ construction of curing baonsother tobacco
production assets. The Company also guarantedsibans to certain tobacco cooperatives to asdist the financing of
their suppliers’ crops. Guaranteed loans are gdigaepaid concurrent with the delivery of tobadoothe Company. The
Company is obligated to repay any guaranteed lbanld the supplier or tobacco cooperative defalfltiefault occurs, the
Company has recourse against the supplier or catiper The following table summarizes amounts gageed and the fair
value of those guarantees:

December 31, 2010 December 31, 2009 March 310 201
Amounts guaranteed (not to exceed) $ 102,324 $ 188,701 $ 184,575
Amounts outstanding under guarantee 100,040 173,555 184,382
Fair value of guarantees 4,866 11,984 13,478

Of the guarantees outstanding at DecerBher2010 approximately 82% expire within one yead ¢he remainder
within five years. The fair value of guaranteesrésorded in Accrued Expenses and Other Currerbilitias in the
condensed consolidated balance sheets and incindeop costs.

In Brazil, some suppliers obtain governtreibsidized rural credit financing from local barnkat is guaranteed by the
Company. The Company withholds amounts owed to Imrgprelated to the rural credit financing of thepplier upon
delivery of tobacco to the Company. The Companyiteepayments to the local banks on behalf of thaergunteed suppliers.
Terms of rural credit financing are such that repamt is due to local banks based on contractuatdtes. As of December
31, 2010 and 2009 and March 31, 2010, respectitledyCompany had balances of $301, $1,420 and $5%t&t were due
to local banks on behalf of suppliers. These anwarg included in Accounts Payable in the condensadolidated balance
sheets.

4. RESTRUCTURING CHARGES

In response to shifting supply and demand balaacesthe changing business models of the Compamgmers, the
Company began implementing several strategic tivida. The first was to begin realigning the Compsa organization by
transitioning the United Kingdom finance and logistfunctions to the United States in October 2@hd closing the
Netherlands office in November 2010. In Deceml#® new leadership was appointed to better pasitie Company for
the future. At December 31, 2010, other globaliatives were underway to increase operationalciefiicy and
effectiveness. The initiatives will continue ove coming quarters as the Company continues toeleind execute the
necessary changes to support core business fusction

At December 31, 2010, the company hasried $13,385 in employee separation and othegekaall related to the
Other Regions segment, of which $1,838 has beeh fdie remaining balance will be paid primarilythe next twelve
months and is recorded in Accrued Expenses and Qllmeent Liabilities on the condensed consoliddtaldnce sheet.

5. GOODWILL AND INTANGIBLES

Goodwill represents costs in excess of fair valgsigned to the underlying net assets of acquinsthbsses. Goodwill is
not subject to systematic amortization, but raiketested for impairment annually or whenever evetd circumstances
indicate that an impairment may have occurred. Cbhmpany has chosen the first day of the last gquaiftits fiscal year as
the date to perform its annual goodwill impairmierst.



Alliance One International, Inc. and Subsidiaries

5. GOODWILL AND INTANGIBLES (Continued)

The Company has no intangible assets initbfinite useful lives. It does have other irgille assets which are being
amortized. The following table summarizes the d¢esnin the Company’s goodwill and other intangibiies the three
months and nine months ended December 31, 2012G0¢1

Goodwill Amortizable Intangibles
Production Internally
Other Customer and Supply Developed
Regions Relationship Contract Software
Segment Intangible Intangibles Intangible Total

Weighted average remaining

useful life in years as of

March 31, 2010 - 15 6 4
March 31, 2009 balance:

Gross carrying amount $ 2,794 $ 33,700 $ 7,844 $ 13,776 $58,114
Accumulated amortization - (6,529) (70 (1,438) (8,237)
Net March 31, 2009 2,794 27,171 7,574 12,338 49,877
Additions - - - 329 329
Amortization expense - (422) (54) (664) (1,140)
Net June 30, 2009 2,794 26,749 7,520 12,003 49,066
Amortization expense - (421) (371) (696) (1,488)
Net September 30, 2009 2,794 26,328 7,149 11,307 47,578
Additions - - 49 203 252
Amortization expense - (421) (276) (696) (1,393)
Net December 31, 2009 2,794 25,907 6,922 10,814 46,437
Additions - - - 151 151
Amortization expense - (421) (481) (695) (1,597)
Net March 31, 2010 2,794 25,486 6,441 10,270 44,991
Amortization expense - (421) (47) (696) (1,164)
Net June 30, 2010 2,794 25,065 6,394 9,574 43,827
Additions - - - 251 251
Amortization expense - (422) (22) (740) (1,184)
Net September 30, 2010 2,794 24,643 6,372 9,085 42,894
Amortization expense - (421) (233) (730) (1,384)
Net December 31, 2010 $ 2,794 $ 24,222 $ 6,139 $ 8,355 $ 41,510

The following table summarizes the estadantangible asset amortization expense for thefne years and beyond:

Production Internally
Customer and Supply Developed
For Fiscal Relationship Contract Software
Years Ended Intangible Intangible Intangible Total

2011 $ 1,685 $ 1,095 $ 2,904 $ 5,684
2012 1,685 1,173 2,942 5,800
2013 1,685 1,251 2,942 5,878
2014 1,685 1,251 1,504 4,440
2015 1,685 1,173 191 3,049
Later 17,061 498 38 17,597

$ 25,486 $ 6,441 $ 10,521 $ 42,448

* Estimated amortization expense for the intesnditveloped software is based on costs accumuéestesf December 31, 2010. These
estimates will change as new costs are incurrediaticthe software is placed into service in attdtions.

-10 -



Alliance One International, Inc. and Subsidiaries

6. VARIABLE INTEREST ENTITIES

On April 1, 2010, the Company adopted new accogrgimdance on accounting for variable interesttiesti(“VIES”). This
accounting guidance amended the consolidation gu&lapplicable to VIEs and required additional ldisaeres concerning
an enterprise’s continuing involvement with VIEs.

Consolidated Variable Interest Entities

The Company holds a variable interest in one jegrtture in which the Company is the primary benaficbecause of its
power to direct activities that most significanttppact the economic performance of the entity. Jdiet venture is an
enterprise that serves as a dedicated inventogyysgpurce in Asia and the Company’s variable edéin this joint venture
relate to working capital advances and guarantetgeqgoint venture’s borrowings.

As the primary beneficiary of this VIbhet entity’s material assets, liabilities and resolt operations are included in
the Company’s consolidated financial statements fdllowing table summarizes the material carryamgounts of the
entity’s assets, all of which are restricted, andilities included in the Company’s consolidatedamce sheets at March 31,
2010 and December 31, 2010.

Assets of Consolidated VIE March 31, 2010 December 31, 2010
Inventory $ 12,069 $ 14,269
Advances to suppliers 3,746 3,694

Liabilities of Consolidated VIE
Notes payable to banks - 4,764

Amounts presented in the table above emdricted assets relating to the consolidated Vi& adjusted for
intercompany eliminations.

Nonconsolidated Variable Interest Entities

The Company holds variable interests in four jei@btures that are accounted for under the equithadeof accounting.
These joint ventures procure inventory on behathef Company and the other joint venture partneng. variable interests
relate to equity investments and advances madeéhdyCompany to the joint ventures. In addition, @@mpany also
guarantees one of its joint venture’s borrowingscilalso represent a variable interest in thattjeenture. The Company
is not the primary beneficiary, as it does not héwe power to direct the activities that most digantly impact the
economic performance of the entities as a resut@gtntities’ management and board of directotgstre. Therefore, these
entities are not consolidated. At March 31, 2016 Becember 31, 2010, the Company’s investmentasdhoint ventures
was $22,878 and $25,144, respectively and is @ledsas Investments in Unconsolidated Affiliates tire condensed
consolidated balance sheets. The Company’s advémdthese joint ventures were $8,936 at March2810 and December
31, 2010, and are classified as Accounts Receiy&tatated Parties in the condensed consolidateahbalsheets. The
Company’s guarantee to a joint venture was $17&#1$16,921 at March 31, 2010 and December 31,,28%fectively.
The investments, advances and guarantee in thiese¢mtures represent the Company’s maximum exgasuloss.

7. SEGMENT INFORMATION

The Company purchases, processes, sells and #afembacco. Tobacco is purchased in more tharottries and
shipped to more than 90 countries. The salesstiogiand billing functions of the Company are ity concentrated in
service centers outside of the producing areasdiithte access to its major customers. Withinade quality and grade
constraints, tobacco is fungible and, subject &s¢hconstraints, customers may choose to fulglirtheeds from any of the
areas where the Company purchases tobacco.

Selling, logistics, billing, and administive overhead, including depreciation, which mréges primarily from the
Company’s corporate and sales offices are allocatéde segments based upon segment operating encdine Company
reviews performance data from purchase throughtsaded on the source of the product and all intepamy transactions
are allocated to the region that either purchas@saresses the tobacco.
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7. SEGMENT INFORMATION(Continued)

The following table presents the sumnssgment information for the three months and ninatits ended December

31, 2010 and 2009:

Three Months Ended
December 31,

Nine Months Ended
December 31,

2010 2009 2010 2009

Sales and other operating revenues:

South America $ 140,491 $ 176,766 $4,685 $ 743,374

Other regions 381,653 481,587 937,704 1,000,617

Total revenue $ 522,144 $ 658,353 $ 152 $1,743,991
Operating income:

South America $ 21,640 $ 6,930 1,557 $ 78,736

Other regions 8,515 53,213 48,933 100,509
Total operating income 30,155 60,143 120,490 179,245

Debt retirement expense 1,141 62 4,584 40,351

Interest expense 25,277 29,479 79,102 2247,

Interest income 1,660 957 5,579 3,062
Income before income taxes and other items $,39B $ 31,559 $ 42,383 $ 54,732

Analysis of Segment Assets
Segment assets:

December 31, 2010 December 31, 2009 March 31, 2010

South America $ 639,111 $ 651,252 $ 806,088
Other regions 1,217,239 1,234,191 1,105,111
Total assets $ 1,856,350 $ 1,885,443 $ 1,911,199

8. EARNINGS PER SHARE

The weighted average number of common shares odistpis reported as the weighted average of tkel shares of
common stock outstanding net of shares of commocksteld by a wholly owned subsidiary. Shares ahmon stock
owned by the subsidiary were 7,853 at DecembefB310 and 2009. This subsidiary waives its righteeceive dividends
and it does not have the right to vote.

Certain potentially dilutive options wemet included in the computation of earnings péutdd share because their
exercise prices were greater than the average inarike of the shares of common stock during th@éopeand their effect
would be antidilutive. These shares totaled 1,22a weighted average exercise price of $7.02 Ipmresat December 31,
2010 and 1,626 at a weighted average exercise @irf6€.02 per share at December 31, 2009.

In connection with the offering of the iBpany’s 5 2% Convertible Senior Subordinated Nadies 2014, issued on
July 2, 2009 (the “Convertible Notes”), the Compamytered into privately negotiated convertible nlogéelge transactions
(the “convertible note hedge transactions”) eqoalhie number of shares that underlie the Compa@ygisvertible Notes.
These convertible note hedge transactions are teghe reduce the potential dilution of the Compampmmon stock upon
conversion of the Convertible Notes in the eveat the value per share of common stock exceeditied conversion
price of $5.0280 per share. These shares werendoided in the computation of earnings per dilusbdre because their
inclusion would be antidilutive.

On July 28, 2010, the Company’'s boarddioéctors authorized the purchase up to $40,00@sofommon stock
through June 30, 2012. As of December 31, 201®,Gbmpany has purchased 2,380 shares of its constook at a
weighted average price paid per share of $3.78.
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8. EARNINGS PER SHAREContinued)

The following table summarizes the comafioh of earnings per share for the three monttilsrane months ended

December 31, 2010 and 2009, respectively.

Three Months Ended

December 31,

Nine Months Ended
December 31,

(in thousands, except per share data) 2010 2009 2010 2009
BASIC EARNINGS
Net income (loss) attributable to Alliance One tntgional, Inc. $(1,989) $ 47,258 $ 32,112 $ 60,278
SHARES
Weighted average number of shares outstanding ,8086 88,689 88,125 88,589
BASIC EARNINGS (LOSS) PER SHARE $ (02 $ .53 $ 36 % .68
DILUTED EARNINGS
Net income (loss) attributable to Alliance Onéelnational, Inc. $(1,989) $ 47,258 $ 32,112 $ 60,278
Plus interest expense on 5 1/2% convertiblesyatet of tax -* 1,047 3,083 2,044
Net income (loss) attributable to Alliance Ongelnational, Inc.
as adjusted $(1,989) $ 48,305 $ 35,195 $ 62,322
SHARES
Weighted average number of common shares odistan 86,803 88,689 88,125 88,589
Plus: Restricted shares issued and share<ablgito stock
options and restricted stock unit¢,afeshares assumed
to be purchased from proceeds at geenzarket price -* 376 340 390
Assuming conversion of 5 1/2% convéetitiotes at the
time of issuance -* 22,872 22,872 15,079
Shares applicable to stock warrants -x* -x* -x* -rx
Adjusted weighted average number of common shaustanding 86,803 111,937 111,337 104,058
DILUTED EARNINGS (LOSS) PER SHARE $ (02 $ 43 $ 32 9 .60

* Assumed conversion of convertible notes atlihginning of the period has an antidilutive effentearnings (loss) per share.
For the three months ended December 31, 28ll@utstanding restricted shares and shares ahdico stock options and
restricted stock unit are excluded because ithdusion would have an anti dilutive effect tive loss per share.

** For the three months and nine months ended Dbeeril, 2010 and 2009, the warrantsaveot assumed exercised bec:
the exercise price was more than the averege for the periods presented.

9. COMPREHENSIVE INCOME
The components of comprehensive income were asfsll

Three Months Ended
December 31,

Nine Months Ended
December 31,

2010 2009 2010 2009
Net income (loss) $ (2,001) $ 47,788 $ 31,893 $ 61,289
Equity currency conversion adjustment (45) (1)264 777 2,162
Pension adjustment, net of tax - (359) - (359)
Total comprehensive income (loss) (2,046) 46,165 32,670 63,092
Comprehensive income (loss) attributable to norredlintg interest (15) 521 (237) 1,029
Total comprehensive income (loss) attributableheo@ompany $ (2,031) $ 45,644 $ 32,907 Ro]i%
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10. STOCK-BASED COMPENSATION

The Company recorded stock-based compensation sxpelated to stock-based awards granted undearitsus employee
and non-employee stock incentive plans of $644 $h@&23 for the three months ended December 31, 20602009,
respectively, and $1,509 and $5,233 for the ninathmended December 31, 2010 and 2009, respectively

The Company’s shareholders amended th& 2@centive Plan (the “2007 Plan”) at its Annualedfing of
Shareholders on August 6, 2009. The 2007 Plan snanibus plan that provides the flexibility to gra variety of equity
awards including stock options, stock appreciatimgts, stock awards, stock units, performance dsvand incentive
awards to officers, directors and employees ofGbmpany.

During the three months and nine montied December 31, 2010 and 2009, respectivelyCthrapany made the
following stock-based compensation awards:

Three Months Ended Nine Months Ended
December 31, December 31,

(in thousands, except grant date fair value) 2010 2009 2010 2009
Restricted Stock

Number Granted - - 143 192

Grant Date Fair Value $ - $ - $ 3.34 $ 4.25
Restricted Stock Units

Number Granted 947 - 947 106

Grant Date Fair Value $ 459 $ - $ 4.59 $ 4.26
Performance Shares

Number Granted - - - 1,758

Grant Date Fair Value $ - $ - $ - $ 4.19
Performance Based Restricted Stock Units

Number Granted 2,048 - 2,048 -

Grant Date Fair Value $ 459 $ - $ 459 $ -

Under the terms of both the Performanbar& and Performance Based Restricted Stock Whitses ultimately
issued will be contingent upon specified busines$opmance goals. If minimum standards are netiredtl, compensation
paid under these awards will be zero. Alternagivélthe maximum performance levels describedHhsy plan are attained,
the awards may be 150% of the stated award.

11. CONTINGENCIES AND OTHER INFORMATION

Non-Income Tax

The government in the Brazilian State of Paranar@dRa”) issued a tax assessment on October 26,Wifldvespect to local

intrastate trade tax credits that result primafigpm tobacco transferred between states within iBrakhe assessment for
intrastate trade tax credits taken is $7,908 aedtdkal assessment including penalties and intéhestigh December 31,
2010 is $17,275. The Company believes it has phppemplied with Brazilian law and will contestyaassessment through
the judicial process. Should the Company loséénjtidicial process, the loss of the intrastateéeri@x credits would have a
material impact on the financial statements ofGoenpany.

The assessment of $7,908 representsstate trade tax credit amounts which were offgatrst intrastate trade tax
payables as allowed under Brazilian law. At Decenttl, 2010, the Company also has intrastate ttaderedits from
Parana of $14,113. During fiscal 2008, the Compaoprded an impairment charge of $7,143. Afterdbsessment, the
Company has treated new expenditures for intragtade taxes on tobacco acquisition as a costvehitory procurement.

The Company also has local intrastadertax credits in the Brazil State of Rio GrandeSdll (“Rio Grande”) of
$68,952 and $59,077 at December 31, 2010 and 2@8fectively. Based on management's expectationstditure
realization, the Company has recorded a valuatilomvance on the Rio Grande intrastate trade tarityef $36,110 and
$7,419 at December 31, 2010 and 2009, respectiVély.allowance on the Rio Grande intrastate tradectedits may be
adjusted in future periods based on market conditamd the Company’s ability to use the tax credits

The Company'’s subsidiary in Brazil hasstructed a new tobacco processing facility inSkete of Santa Catarina
with the annual production capacity of 70 millioiok. The Company will process the 2011 crop inrke facility. As a
result of moving production to Santa Catarina, @@mpany has excess intrastate tax credits. Thesetbe Company
reached an agreement with the government of Saatt@ifa to allow the Company to sell its excesslitsgreceivables) to
third parties and recorded a valuation allowanc&3600 in fiscal 2010. The Company has SantariDaténtrastate tax
credits of $27,987 at December 31, 2010. Basethamagement's expectations about future realizatte Company has
recorded a total valuation allowance on the Saatar®a intrastate trade tax credits of $12,07Beatember 31, 2010.
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11. CONTINGENCIES AND OTHER INFORMATIONContinued)

Non-Income Tax(Continued)

As of January 1, 2011, a new government was eléntdte State of Santa Catarina and they tempygrawmiépended the sale
of excess intrastate tax credits. The allowancéherSanta Catarina intrastate tax credits maydpested in future periods
based on market conditions and the Company’s phditise the tax credits.

In 2001, the Company’s subsidiary in #ravon a claim related to certain excise taxe®(“tredit bonus”) for the
years 1983 through 1990. The Company used thien®lit bonus to offset federal income and othgedauntil January
2005 when it received a Judicial Order to suspbedPl compensation. In addition, the Companyiuetkan assessment in
2006 for federal income taxes that were offsethgylP| credit bonus. The assessment is value@®184 at December 31,
2010. The Company appealed the assessment aeddwlt has properly utilized the IPI credit bond¢o benefit for the
utilization of the IPI credit bonus has been reépgth as it has been recorded in Pension, Postretiteand Other Long-
Term Liabilities. As a result of various legislaiand judicial actions, the Company does not expettling in the near
future, which would directly impact the outcometioé Company’s appeal of the tax assessment asawélt utilization of
its remaining IPI credit bonus. No benefit for gpotential future utilization of IPI credit bonuasbeen recognized.

Other

In October 2001, the Directorate General for Coitipat (‘“DGCOMP”) of the European Commission (“ECBegan an
administrative investigation into certain tobacering and selling practices alleged to have occluwithin the leaf tobacco
industry in some countries within the European Wniacluding Spain, Italy, Greece and potentialliijes countries. The
Company and its subsidiaries in Spain, Italy ane&eBe have been subject to these investigationsedpect of the
investigation into practices in Spain, in 2004, H@ fined the Company and its Spanish subsidi®de415 (US$5,641). In
respect of the investigation into practices inyitah October 2005, the EC announced that the Comand its Italian
subsidiaries have been assessed a fine in thegaggramount of €24,000 (US$28,800). With respediath the Spanish
and ltalian investigations, the fines imposed an@ompany and its predecessors and subsidiariespaer of fines assessed
on several participants in the applicable industwith respect to the investigation relating to &re, the EC informed the
Company in March 2005 it had closed its investmatin relation to the Greek leaf tobacco industayibg and selling
practices. The Company, along with its applicalbsidiaries, has appealed the decisions of thaviCrespect to Spain
and Italy to the Court of First Instance of the dhean Commission for the annulment or modificatiéthe decision, but
the outcome of the appeals process as to bothdiam results is uncertain. The Company has felipgnized the impact
of each of the fines set forth above and has ghaf auch fines as part of the appeal process.

The Company had previously disclosed ithhad received notice from Mindo, S.r.l., therghaser in June 2004 of
the Company’s Italian subsidiary Dimon ltalia, 5.of its intent to assert against the Companyitosubsidiaries, a claim
arising out of that sale transaction. That claivhjch may be followed by additional claims, wa®dilbefore the Court of
Rome on April 12, 2007. The claim, allegedly argsifrom a guaranty letter issued by a consolidataosidiary of the
Company in connection with the sale transactioeksehe recovery of €7,377 (US$9,776) plus inteesst costs. The
Company believes the claim to be without merit mndggorously defending it. No amounts have besserved with respect
to such claim.

On August 6, 2010, the Company entenéal settlement agreements with the Department stfcii(“DOJ”) and the
Securities and Exchange Commission (“SEC”) to resdhose agencies’ investigations of the Compalating to alleged
violations under the Foreign Corrupt Practices GECPA”") which occurred prior to the merger thatrfied the Company in
May, 2005. Pursuant to the settlement negotiatéd @OJ, two of the Company’s foreign subsidiariddljance One
Tobacco Osh, LLC and Alliance One International AgBiccessors to DIMON International (Kyrgyzstan) @dMON
International AG, respectively), agreed to pleadtgto FCPA violations committed by DIMON Internabal (Kyrgyzstan)
and DIMON International AG prior to the merger dieg the Company, and to pay fines totaling $9,48@ditionally, the
Company entered into a non-prosecution agreemetticoyerms of which the DOJ will not prosecute @@mpany if, for a
period of three years, the Company meets its diidiga as set out in the agreement. On Octobe2@10, the U.S. District
Court for the Western District of Virginia in Datiei, Virginia accepted these guilty pleas and exdex judgment consistent
with the terms of the settlement agreement. Tiesgent negotiated with the SEC includes the Camgjzaagreement to
disgorge profits in the amount of $10,000 and tawl@tby an injunction against further FCPA violasonOn August 26,
2010, the U.S. District Court for the District obldmbia approved the terms of the settlement WithSEC and entered the
injunction contemplated by the settlement agreemeBbth settlements require the Company to retainnglependent
compliance monitor for a term of three years. Tuwmpany provided for these losses at March 31, 2010$10,000 was
paid to the SEC on August 30, 2010 and $9,452 waktp the U.S. District Court on October 28, 2010.
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11. CONTINGENCIES AND OTHER INFORMATIONContinued)

Other (Continued)

On December 13, 2007, the Public Prasesuoffices in the States of Santa Catarina amRa filed claims against
the Company’s Brazilian subsidiary, Alliance OneaBl Exportadora de Tobaccos Ltda. (“AOB”) and anber of other
tobacco processors on behalf of all tobacco supiie those states. The lawsuits primarily asteat there exists an
employment relationship between tobacco procesandstobacco suppliers. The Company believes thisms to be
without merit and intends to vigorously defend therdltimate exposure if an unfavorable outcomedseived is not
determinable.

At the initial hearing in Santa Catarima January 29, 2008, the Court granted the Coyipanotion to have that
case removed to the Labor Court in Brasilia. Narimg date has yet been set.

In the state of Parana, the relief séolnyhthe Public Prosecutor was granted by the lbabbr Court. The Company
appealed that initial ruling and it was overturmegart and affirmed in part. The Company has afgzefrom that part of
the initial ruling which was affirmed and no rulifgas yet been rendered on the appeal. The Conipasyseparately
asserted, on April 11, 2008, a lack of jurisdictiontion similar to that which it asserted in thesedn Santa Catarina which
resulted in the transfer of that case to the L&murt in Brasilia. No hearing date for that motlwas been set.

On June 6, 2008, AOB and a number oémtbbacco processors were notified of a clas®mdtitiated by the
ALPAG - Associacdo Lourenciana de Pequenos Agrimds ("Association of Small Farmers of S&o LoutgpgThe class
action’s focus is a review of tobacco supplier cacts and business practices, specifically aimbngrohibit processors from
notifying the national credit agency of producersiebt, prohibiting processors from deducting tabagsuppliers’ debt from
payments for tobacco, and seeking the modificatifbather contractual terms historically used in thechase of tobacco.
The Company presented its defense locally andake bas been transferred to the Federal CourtaisilBr. No hearing date
has been set. The Company believes this claim teith@ut merit and intends to vigorously defendUttimate exposure if
an unfavorable outcome is received is not deterinina

In accordance with generally acceptedoanting principles, the Company records all knoasset retirement
obligations (“ARQ") for which the liability can beeasonably estimated. Currently, it has identiB@dARO associated with
one of its facilities that requires it to restone fand to its initial condition upon vacating flagility. The Company has not
recognized a liability under generally acceptedacnting principles for this ARO because the failuesof restoring the land
at this site cannot be reasonably estimated sheasdttlement date is unknown at this time. Thieeseént date is unknown
because the land restoration is not required titiilis returned to the government, and the Comgas no current or future
plans to return the title. The Company will recagna liability in the period in which sufficientfarmation is available to
reasonably estimate its fair value. The Comparsyrtteadditional material AROs.

On December 24, 2010, a third-party wauske in South Africa was destroyed by fire. Thigelause contained
approximately $6,072 of the Company’s inventoryheTCompany believes that its loss is fully insuaed has recorded a
receivable of the amount of loss for the probabtmvery.

12. DEBT ARRANGEMENTS

Senior Notes

On March 7, 2007, the Company issued $150,000%%8Senior Notes due 2012 at a 0.5% original issseodnt to reflect
an 8.6% vyield to maturity. On July 2, 2009, then@any completed a number of refinancing transastionwhich it
purchased $120,365 aggregate principal amount efettisting notes pursuant to a cash tender offeuaring the three
months ended June 30, 2010, the Company purch&3835 of the remaining notes on the open markét.purchased
securities were canceled leaving $6,000 of the 84éfor notes outstanding at June 30, 2010. Aatmticash premiums
and other costs paid were $650. Deferred financiogts and amortization of original issue discoaht$282 were
accelerated.

On July 2, 2009, the Company issued ¥EX®of 10% Senior Notes due 2016 at a 4.823%r@migssue discount to
reflect an 11.0% yield to maturity. On August 2609, the Company issued an additional $100,00@ e of 10% Senior
Notes due 2016 at a 2.5% original issue discountflect a 10.512% yield to maturity. These additil notes form part of
the same series as the Senior Notes issued 02, JAB09. The aggregate principal amount of thetaatling Senior Notes
was $670,000. During the three months ended Séme80, 2010, the Company purchased $25,000 o thetes on the
open market. All purchased securities were caddelaving $645,000 of the 10% senior notes outétanat September 30,
2010. Associated cash premiums and other costbvpaie $1,038. Deferred financing costs and ametitin of original
issue discount of $1,474 were accelerated. Duifegthree months ended December 31, 2010, the Gompachased
$10,000 of these notes on the open market. Abtlmsed securities were canceled leaving $635,0€@%df0% senior notes
outstanding at December 31, 2010. Associated meeshiums and other costs paid were $575. Defdmadcing costs and
amortization of original issue discount of $566 evaccelerated.

At December 31, 2010, the Company didsadisfy the fixed charge coverage ratio requirader the Senior Notes
indenture to permit the Company to access theict=ir payments basket for the purchase of commocksind other
actions under that basket. The Company from tortérie may not satisfy the required ratio.
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13. DERIVATIVE FINANCIAL INSTRUMENTS

Fair Value of Derivative Financial Instruments

The Company recognizes all derivative financialtrimments, such as interest rate swap contractsf@ein exchange
contracts at fair value. Changes in the fair valfielerivative financial instruments are eitheragmized periodically in
income or in shareholders’ equity as a componenttbér comprehensive income depending on whetteerddrivative
financial instrument qualifies for hedge accountiagd if so, whether it qualifies as a fair val@slhe or a cash flow hedge.
Changes in fair values of derivatives accountedafofair value hedges are recorded in income alatigthe portions of the
changes in the fair values of the hedged items ithlate to the hedged risk(s). Changes in faiueslof derivatives
accounted for as cash flow hedges, to the extegtdhe effective as hedges, are recorded in othhapehensive income net
of deferred taxes. Changes in fair values of @¢inres not qualifying as hedges are reported inrime  During the three
months and nine months ended December 31, 2012@08, there were no qualified cash flow or fairwealhedges.
Estimates of fair value were determined in accocdanith generally accepted accounting principl@se following table
summarizes the fair value of the Company’s deneatiby type at December 31, 2010 and 2009 and M&rch010.

Fair Values of Derivative Instruments

Assets Liabilities
Derivatives Not Designated Fair Fair
as Hedging Instruments: Balance Sheet Account Value Balance Sheet Account Value
Foreign currency contracts
at December 31, 2010 (a  Current derivative ass $ 218 Current derivative liability $ =

Foreign currency contracts

at December 31, 2009 (a  Current derivative ass $ 1,075 Current derivative liability $2,716
Foreign currency contracts

at March 31, 2010 (a) Current derivative ass $ 2,528 Current derivative liability $ z

(a) The cumulative adjustment for non-performarisie was a loss of $0, $7 and $4 at December 310 26 2009 and
March 31, 2010, respectively.

Earnings Effects of Derivatives

Foreign Currency Contracts

The Company periodically enters into forward oriaptcurrency contracts to protect against volgtiiissociated with
certain non-U.S. dollar denominated forecastedstrations. When these derivatives qualify for healggounting treatment,
they are accounted for as cash flow hedges anaceoeded in other comprehensive income, net ofrtedeaxes.

The Company has entered into forwardenay contracts to hedge cash outflows in foreigmericies around the
world for green tobacco purchases and processisty @ well as selling, administrative and genesats as the Company
deems necessary. These contracts do not meetdghe#ements for hedge accounting treatment undeergéiy accepted
accounting principles, and as such, all changéaiivalue are reported in income.

The following table summarizes the eagrireffects of derivatives in the condensed conatdill statements of
operations for the three months and nine monthe&:cember 31, 2010 and 2009.

Gain (Loss) Recognized in Income

Derivatives Not Designated Location of Gain (Loss) Three Months Ended Nine Months Ended
as Hedging Instruments Recognized in Income December 31, December 31,
2010 2009 2010 2009

Foreign currency contracts  Cost of goods and services sold $ 15 $ (2,980) $3,771  $12,889
Foreign currency contracts  Selling, administrative and
general expenses 10 200 100 3,599

Total $ 25  $(2,780) $3871 $16,488

Credit Risk

Financial instruments, including derivatives, ex@dbe Company to credit loss in the event of narfepmance by
counterparties. The Company manages its exposuteunterparty credit risk through specific minimegnedit standards,
diversification of counterparties, and procedumesnbnitor concentrations of credit risk. If a ctemparty fails to meet the
terms of an arrangement, the Company’s expostuimited to the net amount that would have beeniveck if any, over the
arrangement’s remaining life. The Company doesantitipate non-performance by the counterpartiesreo material loss
would be expected from non-performance by any drseich counterparties.
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14. PENSION AND POSTRETIREMENT BENEFITS

The Company has a defined benefit plan that previdérement benefits for substantially all U.9asad personnel based
on years of service rendered, age and compensatidre Company also maintains various other Excesseft and
Supplemental Plans that provide additional benéditfl) certain individuals whose compensation #redresulting benefits
that would have actually been paid are limited bgutations imposed by the Internal Revenue Code (2hctertain
individuals in key positions. The Company fundssih plans in amounts consistent with the fundiggirements of federal
law and regulations.

Additional non-U.S. defined benefit plamonsored by certain subsidiaries cover certdiftifie employees located
in Germany, Turkey, Malawi and the United Kingdom.

Components of Net Periodic Benefit Cost
Net periodic pension cost for continuing operatioossisted of the following:

Three Months Ended Nine Months Ended
December 31, December 31,

2010 2009 2010 2009
Service cost $ 805 $ 895 $2,417 $ 2,685
Interest expense 2,192 2,236 6,577 6,707
Expected return on plan assets (1,428) (1,114 (4,284) (3,340)
Amortization of prior service cost 6 (44) 17 (133)
Actuarial (gain) loss 335 (2) 1,004 (6)
Special termination benefits 204 - 204 -
Net periodic pension cost $2,114 $1,971 $ 5,935 $ 5,913

Employer Contributions

The Company’s investment objectives are to genagaisistent total investment return to pay antieigsplan benefits,
while minimizing long-term costs. Financial objges underlying this policy include maintaining plaontributions at a
reasonable level relative to benefits provided asgliring that unfunded obligations do not grow level to adversely affect
the Company’s financial health. As of December 110, contributions of $8,190 were made to pengians for fiscal
2011. Additional contributions to pension plansapproximately $2,580 are expected during the redeaiof fiscal 2011.
However, this amount is subject to change, due gmilyjnto potential plan combinations, asset perfange significantly
above or below the assumed long-term rate of rainrpension assets and significant changes ineistteates.

Postretirement Health and Life Insurance Benefits

The Company also provides certain health andigaiance benefits to retired employees, and thigibke dependents, who
meet specified age and service requirements. A3ecEmber 31, 2010, contributions of $530 were madke plans for

fiscal 2011. Additional contributions of $386 teetplans are expected during the rest of fiscall20lhe Company retains
the right, subject to existing agreements, to mpodifeliminate the postretirement medical benefits.

Components of Net Periodic Benefit Cost
Net periodic benefit cost for postretirement healtld life insurance benefit plans consisted offéliewing:

Three Months Ended Nine Months Ended
December 31, December 31,

2010 2009 2010 2009
Service cost $ 20 $ 16 $ 60 $ 48
Interest expense 166 189 499 564
Amortization of prior service cost (410) (415) (1,232) (1,245)
Actuarial loss 108 76 325 229
Curtailment gain recognized - (777) - (777)
Settlement gain recognized - (290) - (290)
Net periodic pension cost (benefit) $(116) $ (1,201) $ (348) $(1,471)
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15. INVENTORIES

The following table summarizes the Company’s costaventory:

December 31, 2010 December 31, 2009 March 31, 2010
Processed tobacco $ 700,144 $ 549,926 $ 417,996
Unprocessed tobacco 79,765 140,198 354,155
Other 40,074 46,096 51,996
$ 819,983 $ 736,220 $ 824,147

16. SALE OF RECEIVABLES

On April 1, 2010, the Company adopted new accogngnidance on accounting for the transfers of fam@nassets. This
new accounting guidance is intended to improveitfiermation provided in financial statements comieg transfers of
financial assets, including the effects of transfen financial position, financial performance acakh flows, and any
continuing involvement of the transferor with thartsferred financial assets.

The Company has entered into an accowusivable securitization program whereby it selstain of its trade
accounts receivable to a third-party bankruptcyetnspecial purpose entity (“SPE”) which, in tusells the receivables to
a third-party commercial paper conduit. The SPE fiamed for the sole purpose of buying and selliageivables
generated by the Company.

The sales price consists of 90% of thee faalue of the receivable, less contractual dihgiwhich limit the amount
that may be outstanding from any one particulatauer and insurance reserves that also have tbeteff limiting the risk
attributable to any one customer. Upon sale, theany removes the carrying value of the receivabled and records the
fair value of its beneficial interest in the readile in accounts receivable. The fair value of blemeficial interest is
calculated by applying the commercial paper rat the servicing rate to the balance of the outstanceceivables in the
facility. The Company receives a 0.5% per annundicieg fee on receivables sold and outstandingctvlié recorded as a
reduction of selling, administrative and genergbenses. This fee is compensatory and no servassgt or liability has
resulted from the sale. The receivables sold ame-imterest bearing. This in conjunction with tekort life of the
receivables sold and outstanding causes the efiéatsy prepayments on the value of assets recdoded inconsequential.
Losses on sale of receivables are recorded as parmnt of Other Income in the condensed consolidatatements of
operations.

The following table summarizes the Compsaccounts receivable securitization informatsnof December 31

2010 2009

Receivables outstanding in facility:

As of April 1 $ 105,579 $ 100,611

Sold 486,847 623,550

Collected (519,784) (638,221)

As of December 31 $ 72,642 $ 85,940
Beneficial interest as of December 31 (a) $ 23,350 $ 8,084
Impact on beneficial interest resulting from in@esin discount rate:

10% $ 33 $ 50

20% $ 65 $ 100
Criteria to determine beneficial interest as of &aber 31:

Weighted average life in days 71 70

Discount rate (inclusive of 0.5% servicing fee) 2.48% 3.1%

Unused balance fee 0.40% 0.25%
Cash proceeds for the nine months ended December 31

Current purchase price $ 335,065 $ 455,011

Deferred purchase price 163,097 158,197

Service fees 399 376

Total $ 498,561 $ 613,584

Loss on sale of receivables

Three months ended December 31 $ 715 $ 791

Nine months ended December 31 $ 1,662 $ 1,957

(a) Beneficial interest as of March 31, 2010 waS,$25 and was determined using a weighted averfgeldays of 95,
a discount rate of 3.0% and an unused balsscef 0.25%.
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16. SALE OF RECEIVABLESContinued)

It is the Company’s intention to maximihe receivables sold under the revolving agreemmaning that amounts
collected by the pool would be reinvested in thechase of additional eligible receivables. The ddflow indicates the
utilization of the revolving agreement:

Nine Months Ended Twelve Months
December 31, Ended
2010 2009 March 31, 2010
Average outstanding balance $ 63,553 $ 74,835 $ 76,711
Maximum outstanding balance 99,113 96,365 99,712
Minimum outstanding balance 16,738 47,174 47,174

17. FAIR VALUE MEASUREMENTS

The Company follows the current accounting guiddocdair value measurements for financial and fiaancial assets and

liabilities. The financial assets and liabilitiegeasured at fair value include derivative instruteesecuritized beneficial

interests and guarantees. The non-financial assetdiabilities measured at fair value primarihclude assessments of
investments in subsidiaries, goodwill and otheangible assets and long-lived assets for poteintighirment. The carrying

value and estimated fair value of the Company’'g ltamm debt are shown in the table below.

December 31, 2010 December 31, 2009 March 31, 2010
Long term debt
Carrying value $ 763,052 $ 825,573 $ 789,337
Estimated fair value 796,213 912,291 845,642

A three-level valuation hierarchy is usedletermine fair value as follows:

» Level 1 — Quoted prices for identical assets dniliiges in active markets.

* Level 2 — Quoted prices for similar assets or liés in active markets; quoted prices for ideatior similar assets
or liabilities in markets that are not active; amddel-derived valuations whose inputs are obseevablwhose
significant value drivers are observable.

» Level 3 — Significant inputs to the valuation mode¢ unobservable.

The following tables present the Comparassets and liabilities measured at fair valua maturring basis:

Derivative Securitized Derivative
financial beneficial Total financial Total

instruments interests Assets instruments Guarantees Liabilities
Level 1 $ - $ - $ - $ - $ - $ -
Level 2 218 - 218 - - -
Level 3 - 23,350 23,350 - 4,866 4,866
Totals for December 31, 2010 $ 218 $ 23,350 $ 23,568 $ - $ 4,866 $ 4,866
Level 1 $ - $ - % - $ - $ - $ -
Level 2 1,075 - 1,075 2,716 - 2,716
Level 3 - 8,084 8,084 - 11,984 11,984

Totals for December 31, 2009 $ 1,075 $ 8,084 $ 9,159 $ 2,716 $11,984 $ 14,700

Level 1 $ - $ - $ - $ - $ - $ -
Level 2 2,528 - 2,528 - - -
Level 3 - 25,125 25,125 - 13,478 13,478
Totals for March 31, 2010 $ 2,528 $ 25,125 $ 27,653 $ - $ 13,478 $ 13,478
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17. FAIR VALUE MEASUREMENTS(Continued)

The following tables present the changes in Levies8uments measured on a recurring basis:

Three Months Ended Nine Months Ended
December 3, 201( December 3, 201(
Beneficial Interest Beneficial Interest
in Securitized in Securitized
Receivables Guarantees Receivables Guarantees
Beginning Balance $ 25,528 $ 4,830 $ 25,125 $ 13,478
Total losses (realized / unrealized
included in earnings) (715) - (1,662) -
Purchases, issuances, and settlements, (1,463) 36 (113) (8,612)
Ending Balance $ 23,350 $ 4,866 $ 23,350 $ 4,866
Three Months Ended Nine Months Ended
December 3, 200¢ December 3, 200¢
Beneficial Interest Beneficial Interest
in Securitized in Securitized
Receivables Guarantees  Receivables Guarantees
Beginning Balance $ 11,893 $ 7,019 $ 26,833 $ 14,584
Total losses (realized / unrealized
included in earnings) 791 - 1,957 -
Purchases, issuances, and settlements, (4,600) 4,965 (20,706) (2,600)
Ending Balance $ 8,084 $11,984 $ 8,084 $ 11,984

The amount of unrealized losses relatingssets still held December 31, 2010 and 2008 Karch 31, 2010 was
$366, $524 and $826, respectively, all relatingeaouritized beneficial interests. Gains and logselsded in earnings are
reported in Other Income in the condensed condelitiatatements of operations. The Company didhage any non-
recurring fair value adjustments during the ninenthe ended December 31, 2010 or December 31, 2009.

Valuation methodologies

The fair value of derivative financial instrumeigsbased on third-party market maker valuation nwo@eluding amounts
related to the Company’s own credit risk and copagy credit risk. The fair value of securitizbdneficial interests is
based upon a valuation model that calculates tbgept value of future expected cash flows usingadesyimptions based on
the Company’s historical experience, market tresnat$ anticipated performance relative to the padicassets securitized.
The fair value of guarantees is based upon theiprarthe Company would require to issue the sameagiee in a stand-
alone arm’s-length transaction with an unrelatedypdased upon internally developed models. Intérmeveloped models
utilize historical loss data for similar guarantéesievelop an estimate of future losses undegttaantees outstanding at
the measurement date.

18. RELATED PARTY TRANSACTIONS

The Company’s operating subsidiaries engage insa&@tions with related parties in the normal cowsdusiness. The
following is a summary of balances and transactieitis related parties of the Company:

December 31, 2010 December 31, 2009 March 31, 2010

Balances:

Accounts receivable $ 71,167 $ 33,116 $ 30,061

Accounts payable 13,581 11,546 20,275
Three Months Ended Nine Months Ended

December 31, December 31,
2010 2009 2010 2009
Transaction:
Purchases $ 47,432 $ 69,294 $ 96,197 $ 99,003
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18. RELATED PARTY TRANSACTIONSContinued)

The Company’s operating subsidiaries hentered into transactions with affiliates of then@any for the purpose of
procuring inventory.

The Company’s balances due to and frdatee parties are primarily with its deconsolidai#thbabwe subsidiary.
The remaining related party balances and transectiglate to the Company’s equity basis investmiantempanies located
in Asia which purchase and process tobacco.
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ltem 2. Management’s Discussion and Analysis of
Financial Condition and Results q@ie€ations

EXECUTIVE OVERVIEW

The following executive overview is intended to yide significant highlights of the discussion amalgsis that follows.
Financial Results

Revenues and gross profits continue to be impasyedapan Tobacco Inc.’s vertical integration initi@. In addition,
increasing oversupply in certain markets and chanigecustomer buying patterns have reduced sal@svamgins. As a
result, lower processing volumes as well as higbeal costs negatively impacted our gross profitpetage. In response to
the changes in the industry, we began severalegiatinitiatives this quarter to increase operatloefficiency and
effectiveness. These initiatives will continue ofigure quarters as we define and execute negesbanges to support our
core business functions. Operating income did fiteties quarter due to the completion of the saleassets in Brazil to
Philip Morris International, Inc. Our effectivextaate for the quarter increased from a benefil b2% to an expense of
156.9% primarily due to the reversal of unrecogaitax benefit liabilities in the prior year comparto a reduction in
foreign tax credit carryforwards and the relateteded tax asset this year. The result of allg¢hfastors was a decrease in
net income for the three months ending Decembe2@10 of $49.2 million compared to the three morthding December
31, 2009.

Liquidity

Liquidity requirements for our business are impddiy crop seasonality, foreign currency and interates, green tobacco
prices, crop quality and other factors. We contirslp monitor and adjust funding sources as requirased on business
dynamics, utilizing cash from operations, our reumy credit facility, short term credit lines thrglwout the world, sales of
accounts receivable, active working capital managemand advances from customers. As of Decembe?@®I0, we had
$789.5 million of cash and available credit comgalisof $41.4 million of cash and $748.1 million imadable credit
inclusive of $262.0 million undrawn on our revoly8475.8 million of notes payable to banks, and.$Iillion exclusively
for letters of credit. We continually modify the keaup of our available liquidity to enhance businfissibility and reduce
costs.

Outlook

Oversupply will likely continue to increase thisngimg crop year. Looking to the crop after that, lvedieve that lower prices
paid for the coming crop, combined with the prdfitlidy of competing crops, may cause many supplierproduce less
tobacco and begin reversing the oversupply trelide are committed to the successful implementatibthe required

changes to our business model to reposition ouinéss and we will continue to improve our capitalicture while

monitoring the market for both our debt and eqeégurities
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RESULTS OF OPERATIONS:

Condensed Consolidated Statements of Operations

Three Months Ended
December 31,

Nine Months Ended
December 31,

Change Change
(in million, except percentages) 2010 $ % 2009 2010 $ % 2009
Sales and other operating revenues $ 522.1 $(136.3) (20.7) $658.4 $1,572.3$ (171.7) (9.8) $1,744.0
Gross profit 60.6 (37.5 (38.2) 98.1 210.1 (82.8) (28.3) 292.9
Selling, administrative and general expense 37.4 (0.7 (1.8) 38.1 116.2 (0.3) (0.3) 116.5
Other income 20.3 20.2 0.1 40.0 37.2 2.8
Restructuring charges 13.4 13.4 - 13.4 13.4 -
Debt retirement expense 1.1 11 - 4.6 (35.8) 40.4
Interest expense 25.3 (4.2) 29.5 79.1 (8.1) 87.2
Interest income 1.7 0.7 1.0 5.6 25 3.1
Income tax expense (benefit) 8.5 23.4 (14.9) 12.8 18.0 (5.2)
Equity in net income of investee companies 1.1 (0.2) 1.3 2.3 1.0 1.3
Income (loss) attributable to noncontrolling
interests - (0.5) 0.5 (0.2) (1.2) 1.0
Net income (loss) attributable to the Company &.0) $ (49.3) $ 47.3 $ 3213% (28.2)* $ 60.3*

* Amounts do not equal column totals due to rongdi

Sales and Other Operating Revenue Supplemental Infmation

Three Months Ended
December 31,

Nine Months Ended
December 31,

Change Change

(in millions, except percentages and per kilo amounts) 2010 $ % 2009 2010 $ % 2009
Tobacco sales and other operating reven

Sales and other operating revenues $49%$.0128.8) (20.8) $619.8 $1,532.4% (159.9) (9.4) $1,692.3

Kilos 107.9  (17.2) (13.7) 125.1 340.6 (385 (10.2)  379.1

Average price per kilo $ 4556 (40) (81) $ 495 $ 450% .04 09 $ 446
Processing and other revenues $ 311 $ (75 (194 $ 386 $ 399% (118 (228) $ 517
Total sales and other operating revenues $528.1136.3) (20.7) $658.4 $1572.3% (171.7) (9.8) $1,744.0

Three Months Ended December 31, 2010 Compared to Tée Months Ended December 31, 2009

Summary. Sales and other operating revenues decreased Z®4$658.4 million in 2009 to $522.1 million in 20 and

gross profit decreased 38.2% from $98.1 millior2@®9 to $60.6 million in 2010. Sales decreasedtereesult of a 13.7%
or 17.2 million kilo decrease in quantities sold, &1% or $0.40 per kilo decrease in average gaiess and a 19.4%
decrease in processing and other revenues. Grofisgs a percentage of sales decreased from 13609 to 11.6% in

2010 primarily due to less processing volumes tegufrom reduced customer requirements and theainpf JTI's vertical

integration, higher local costs and product mihisTis the primary reason for our operating incateereasing $30.0 million
compared to the prior year. Partially offsettihg impact of decreased gross profits on our operaticome are increased
gains on the sale of assets of $20.2 million prilypaelated to the sale of the remaining assetsoperagreement with Philip
Morris International, Inc. in Brazil and a sligheaease in selling, administrative and general msg® Another factor
contributing to the decrease in our operating inearampared to the prior year is $13.4 million istrecturing charges

incurred this quarter.

In response to shifting supply and dembatinces and the changing business models of usioroers, we began
implementing several strategic initiatives this eaincluding the transition of our United Kingddinance and logistics
functions to the United States and the closingusfidetherlands office. New leadership was alsmaypd to better position
us for the future. Other global initiatives aredanway to increase operational efficiency and ¢iffecess. These initiatives
will continue over the coming quarters as we cargito define and execute the necessary changeppors core business
functions. There will likely be additional chargedated to further restructuring activities in sauent periods.
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RESULTS OF OPERATIONS (Continued)
Three Months Ended December 31, 2010 Compared to Tée Months Ended December 31, 200@ontinued)

Summary (Continued)

This quarter, we purchased $10.0 milikdrour 10% senior notes as we continue to focusedncing leverage. Our
interest costs decreased $4.2 million primarilyaagsult of lower interest rates on our seasomalnfiing compared to the
prior year. While decreased interest costs ancka@sed gains on sale of assets were positive ismacipretax income
compared to the prior year, the decreases in r@geand gross margins resulted in our pretax inadegeeasing from $31.6
million in 2009 to $5.4 million in 2010. Our effidéee tax rate increased from a benefit of 47.292009 to an expense of
156.9% in 2010. The significant variance in thieefve tax rate between 2010 and 2009 is primaeilgted to reductions in
foreign tax credit carryforwards, foreign currentgnslation adjustments related to income taxes thedreversal of
unrecognized tax benefit liabilities in 2009.

South America Region.Tobacco revenues decreased $36.4 million or 2(6fwarily due to a decrease of 11.3 million
kilos in quantities sold partially offset by an iease of $0.70 per kilo in average sales pricelse decrease in volume is
mainly attributable to the timing of shipments thegre delayed until the third quarter in the pyear and the delay of
shipments to future quarters in the current ye&e ihcrease in average sales price is primarily tduenproved customer
pricing to offset higher costs in local currencglaxchange rate appreciation.

Gross profit decreased $2.2 million corepaio the prior year. The increased average gaiess were not sufficient
to offset the impact of decreased volumes dueddithing of shipments.

Other Regions.Tobacco revenues decreased $92.4 million or 2(8ftarily as a result of a decrease of $0.76 jderik
average sales prices and a decrease of 5.9 niiliamin quantities sold. Processing and otheeneres decreased 19.4% or
$7.5 million primarily due to reduced customer riegnents in North America. Gross profits decrea$88.3 million in
2010 compared to 2009.

Revenues and gross profits were negativepacted by the impact of JTI's vertical integoatiinitiative. The timing
of shipments between quarters this year compardket@rior year, less opportunistic sales in theend year and product
mix negatively impacted revenues and margins ak wel

Nine Months Ended December 31, 2010 Compared to NirMonths Ended December 31, 2009

Summary. Sales and other operating revenues decreased B08¥&$1,744.0 million in 2009 to $1,572.3 million2010 and
gross profit decreased 28.3% from $292.9 millior2009 to $210.1 million in 2010. Sales decreasestlze result of a
10.2% or 38.5 million kilo decrease in quantitieddsand an $11.8 million decrease in processing @thér revenues
partially offset by a slight increase of $0.04 g#o in average sales prices. Gross profit asragrgage of sales decreased
from 16.8% in 2009 to 13.4% in 2010 primarily doddss processing volumes from the impact of JUéRical integration
and opportunistic sales in the prior year, higloeal costs and product mix. This is the primargson for our operating
income decreasing $58.8 million compared to therpréar. Partially offsetting the impact of deea@ gross profits on our
operating income are increased gains on the sadss#ts of $37.2 million primarily related to oatesof contracts with
tobacco suppliers and other assets in Brazil tb@PMiorris International, Inc. and a slight decreas selling, administrative
and general expenses. Another factor contribuinthe decrease in our operating income comparetietgrior year is
$13.4 million in restructuring charges incurredstpear.

We began implementing several strategiatives this year including the transition ofesseas finance and logistics
functions to the United States, the closing of Netherlands office and changes in leadership. Gglabal initiatives are
underway in response to shifting supply and demzaldnces and the changing business models of @toroers. These
initiatives will continue over the coming quartas we continue to define and execute the neceshanges to support core
business functions.

This year, we purchased $23.6 millioroof 8.5% senior notes and $35.0 million of our 1€8hior notes as we focus
on reducing leverage. Associated cash premiumsodinelr costs, and the related accelerated amootizatf deferred
financing costs and original issue discount, reslit our recording $4.6 million of debt retiremenpense this year. In the
prior year, we completed a number of refinancimms$actions which resulted in recognition of $40illion in significant
one-time costs to retire our existing debt and lecated recognition of the related deferred finagatosts and original issue
discounts. Our interest costs decreased $8.lomiprimarily as a result of lower interest ratesoam seasonal financing
compared to the prior year. While the increasead ga sale of assets this year and the non-reatgrehthe significant debt
retirement costs in the prior year positively imiggicour pretax income, the decreases in revenukgrass margins resulted
in our pretax income decreasing from $54.7 miliioi2009 to $42.4 million in 2010. Our effectivextate increased from a
benefit of 9.5% in 2009 to an expense of 30.1%00Q@ The significant variance in the effective tate between 2010 and
2009 is primarily related to reductions in foreigix credit carryforwards, foreign currency translatadjustments related to
income taxes and the reversal of unrecognizedeagfit liabilities in 2009.
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RESULTS OF OPERATIONS (Continued)
Nine Months Ended December 31, 2010 Compared to NirMonths Ended December 31, 200@ontinued)

South America Region.Tobacco revenues decreased $108.8 million or%d4marily due to a decrease of 44.4 million
kilos in quantities sold partially offset by an iease of $0.82 per kilo in average sales pricelse decrease in volume is
mainly attributable to the impact of JTI's vertidategration initiative in Brazil in the prior fiat year. The increase in
average sales price is primarily due to product ame improved customer pricing to offset highentsas local currency and
exchange rate appreciation.

Gross profit decreased $50.9 million du¢he impact of JTI's initiative, increased priagstobacco paid to suppliers
and the exchange rate impact on purchase and gingae®sts which are denominated in local currency.

Other Regions. Tobacco revenues decreased $51.1 million or Sigharily as a result of a $0.34 per kilo decrease
average sales prices partially offset by an ineaezfs6.0 million kilos in quantities sold. Procegssand other revenues
decreased 22.8% or $11.8 million primarily as ailtesf decreased processing volumes in Asia andiNamerica. Gross
profits decreased $31.9 million in 2010 compare®G09.

Volume increases were primarily in Asiatjgdly offset by the negative impact of JTI's viedl integration initiative
and shipping delays, including congestion at the pbBeira arising from inadequate dredging. [Resed average sales
prices were primarily due to product mix and theréased sales of lower priced byproducts. Grosgimaecreases were
primarily the result of JTI's vertical integratiomtiative, product mix and shipping delays.

LIQUIDITY AND CAPITAL RESOURCES:

Overview

Our business is seasonal, and purchasing, progessthselling activities have several associatekge/here cash on hand
and outstanding indebtedness may be significamdgtgr or less than at fiscal year-end. We utitiagital in excess of cash
flow from operations to finance accounts receivalm@entory and advances to tobacco suppliers meida countries,
including Argentina, Brazil, Guatemala, Malawi, Eania, Turkey and Zambia. In addition, from tiroditne, we may elect
to purchase, redeem, repay, retire or cancel iedeless prior to stated maturity under our variousigin credit lines, senior
secured credit agreement or indentures, as pednitterein. On July 28, 2010, our board of dirextauthorized the
purchase up to $40.0 million of our common stockrothe next two years and we purchased 2.4 milloares of our
common stock at a weighted average price paid lpa@resof $3.78 through December 31, 2010. EffecBeeember 31,
2010, we did not satisfy the fixed charge covenag® required under the Senior Notes indenturgeionit us to access the
restricted payments basket for the purchase of comstock and other actions under that basket. Fiomto time we may
not satisfy the required ratio.

As of December 31, 2010, we are in thexess of repaying our South American related drggslas we continue to
ship inventory and collect receivables. In Afrigge continue to ship product which should contimue ithe first quarter of
fiscal year 2012 as well as the purchase of the c®p which should begin mid-March. In Asia, theliam Mysore and
Indonesian crops are approaching the end of theepsing and shipping is in full force. Europe amnis shipping of the
current crop and is preparing to purchase the new during the fourth fiscal quarter. North Americas completed flue
cured processing with shipping winding down and basmenced the purchasing, processing and shipyinige burley
crop which should continue into the fourth fiscaheter, seasonally elevating its working capitgluieements. Depreciation
of the U.S. dollar versus many of the currenciesvirich we have costs may continue to have an impaabur working
capital requirements, as such, we will monitor &edge foreign currency costs prudently, and aseteed a currency by
currency basis. Looking forward, we may purchasdeem, repay, retire or cancel indebtedness pristated maturity
under our various foreign credit lines, senior sedicredit agreement or indentures as permitted.

Working Capital
Our working capital decreased from $795.2 millievearch 31, 2010 to $782.4 million at December 2110. Our current
ratio was 2.5 to 1 at December 31, 2010 comparefl4ato 1 at March 31, 2010. The decrease in wgrliapital is
primarily related to increased notes payable tokbagpartially offset by increased inventories andamtes to tobacco
suppliers. These changes are attributable tortipadt of a global oversupply of tobacco and thateel financing, the
purchasing and processing of tobacco in the Urtates and Malawi as well as the financing of ciogSouth America and
in Europe.

The following table is a summary of iterffrem the Condensed Consolidated Balance Sheet amttlébsed
Consolidated Statements of Cash Flows.
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LIQUIDITY AND CAPITAL RESOURCES (Continued)
Working Capital (Continued)

As of
December 31, March 31,

(in millions, except for current ratio) 2010 2009 2010
Cash and cash equivalents $ 414 $ 109.5 $ 129.7
Net trade receivables 185.0 256.3 207.4
Inventories and advances to tobacco suppliers 923.7 841.8 894.9
Total current assets 1,312.1 1,350.7 1,382.9
Notes payable to banks 239.8 286.4 189.0
Accounts payable 70.0 50.8 146.4
Advances from customers 92.5 61.8 102.3
Total current liabilities 529.7 559.6 587.7
Current ratio 25t01 24t01 24t01
Working capital 782.4 791.1 795.2
Total long term debt 762.6 806.2 788.9
Stockholders’ equity attributable to Alliance Omgelrnational, Inc. 415.3 384.9 390.4
Net cash provided (used) by:

Operating activities (96.0) (32.2)

Investing activities (2.6) (12.9)

Financing activities 10.1 66.8

Operating Cash Flows

Net cash used by operating activities increased8s68llion in 2010 compared to 2009. The increaseash used was
primarily due to a $94.6 million decrease in opeatash flows from net income partially offsetdy30.8 million positive

change in income taxes. The decrease in cashfoseeceivables was offset by the increase in eessid for payables. In
addition, the increase in cash provided by invéesoand advances to suppliers was offset by theedse in cash provided
by customer advances.

Investing Cash Flows

Net cash used by investing activities decreased3%afilion in 2010 compared to 2009. The decreiaseash used is
primarily attributable to the non-recurrence of@stments in notes receivables in the prior yeancéeds from the sale of
assets to PMI in Brazil are offset by increasedtipases of property, plant and equipment due tedhstruction of our new
facility in Brazil.

Financing Cash Flows

Net cash provided by financing activities decreabs®@.7 million in 2010 compared to 2009. This éese is primarily due
to a decrease of $103.8 million in net long-terrbtderoceeds primarily from our debt refinancingttie prior year, $58.1
million primarily related to purchase of our 8.5&n®r notes and 10% senior notes in the currentaeavell as $9.0 million
expended to purchase 2.4 million shares of our comstock this year. Partially offsetting this dEase is a $37.6 million
increase in the net change in short-term borrowargba $76.2 million decrease in debt issuance, rd¢ibement and other
debt related costs primarily associated with otinamcing transactions in the prior year. We combusly monitor and
adjust our funding sources based on business dggsamorder to enhance business flexibility andioedcosts.

Debt Financing
We continue to finance our business with a commnatf short-term seasonal credit lines, our revmvcredit facility,
long-term debt securities, customer advances asli fram operations. At December 31, 2010 we hat c&$41.4 million
and total debt outstanding of $1,002.8 million coisgd of $239.8 million of notes payable to bang28.0 million of
revolver borrowings, $3.1 million of other long#tedebt, $610.9 million of 10% senior notes, $6.0Uiom of 8.5% senior
notes and $115.0 million of 5 %% convertible serdabordinated notes. The $50.8 million seasonaiease in notes
payable to banks from March 31, 2010 to DecembefB10 results from anticipated seasonal fluctumatiopaccount for the
current purchase and processing of African and iBaaztobaccos. Available credit as of Decembey 3110 was $748.1
million comprised of $262.0 million under our revet, $475.8 million of notes payable to banks ad€6.$ million of
availability exclusively for letters of credit. Wexpect to incur $75.0 million of capital expendésirduring fiscal year 2011
including our continuing SAP software implementatand new Brazilian factory. Maintenance expemdgare anticipated
to be between $20.0 million and $25.0 million. Way also decide to deploy additional discretioreamounts to enhance
future business prospects, but only if stringenhaggment return thresholds are likely to be achievdo cash dividends
were paid to stockholders during the quarter efi2iecember 31, 2010. We believe that these soufdegudality versus our
requirements will be sufficient to fund our antgipd needs for the remainder of fiscal year 2011.
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LIQUIDITY AND CAPITAL RESOURCES (Continued)

Debt Financing (Continued)
The following table summarizes our debaficing as of December 31, 2010:

December 31, 2010

Outstanding Lines and
March 31, December 31, Letters Interest
2010 2010 Available Rate
Senior secured credit facility:
Revolver $ - $ 280 $ 262.0 (1) 4.75%
Senior notes:
10% senior notes due 2016 642.2 610.9 - 10.0%
8 2% senior notes due 2012 29.6 6.0 - 8.5%
671.8 616.9 -
5 1% convertible senior subordinated
notes due 2014 115.0 115.0 - 5.5%
Other long-term debt 2.5 3.1 15 7.8% (2)
Notes payable to banks (3) 189.0 239.8 474.3 3.5% (2)
Total debt $ 978.3 $1,002.8 737.8
Short term $ 189.0 $ 239.8
Long term:
Long term debt current $ 0.4 $ 0.4
Long term debt 788.9 762.6

$ 7893 $ 763.0

Letters of credit

©

53 $ 3.7 10.3

Total credit available $ 748.1

(1) As of December 31, 2010, pursuant to Secti@an(£) (iv) of the Credit Agreement, the full Revisig Committed Amount
was available based on the calculation of the tasfsthe Revolving Committed Amount and the Workibgpital Amount.

(2) Weighted average rate for the nine months @member 31, 2010

(3) Primarily foreign seasonal lines of credit

Foreign Seasonal Lines of Credit

We have typically financed our non-U.S. operatiarith uncommitted unsecured short-term seasonas lofecredit at the
local level. These operating lines are seasonaaiaore, normally extending for a term of 180 t® 2iays corresponding to
the tobacco crop cycle in that location. Thesdif@s are typically uncommitted in that the lemsidave the right to cease
making loans and demand repayment of loans atiamey tThese loans are typically renewed at theedbwiEeach tobacco
season. As of December 31, 2010, we had approgiynd239.8 million drawn and outstanding on foreggasonal lines
with maximum capacity totaling $728.1 million sutfj¢o limitations as provided for in the Credit Agment. Additionally
against these lines there was $10.3 million avkdlabunused letter of credit capacity with $3.7liom issued but unfunded.
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RECENT ACCOUNTING PRONOUNCEMENTS NOT YET ADOPTED:

In October 2009, the FASB issued new accountingange on accounting for multiple-deliverable reveamrangements.
The objective of this accounting guidance is torads the accounting for multiple-deliverable areangnts to enable
vendors to account for products or services (dedivies) separately rather than as a combined Tiig.accounting guidance
will be effective for us on April 1, 2011. We argaduating the impact of this new accounting guidaon our financial
condition and results of operations.

In January 2010, the FASB issued new @aitog guidance on fair value measurements andiogisies. This guidance
requires reporting entities to disclose separatetyamounts of significant transfers in and outefel 1 and Level 2 fair
value measurements and describe the reasons fdrafifers. It will also require reporting entitites present separately
information about purchases, sales, issuancessettidments in their Level 3 fair value reconcitias. The new disclosures
and clarifications of existing disclosures (the k¥ and Level 2 changes) were effective for usJanuary 1, 2010. The
disclosures about purchases, sales, issuancesseitidments in the roll forward of activity in Ldv8 fair value
measurements will be effective for us on April D12. We do not expect these new disclosure regein&nto have a
material impact on our financial condition or réswf operations.

FACTORS THAT MAY AFFECT FUTURE RESULTS:

Readers are cautioned that the statements conth@redh regarding expectations for our performaaree“forward-looking
statements” as defined in the Private Securitigigdtion Reform Act of 1995. These statements asetl on current
expectations of future events. If underlying asstiomgs prove inaccurate or unknown risks or unceties materialize,
actual results could vary materially from our expéions and projections. Risks and uncertaintietutle changes in the
timing of anticipated shipments, changes in andi@d geographic product sourcing, political indigbiin sourcing
locations, currency and interest rate fluctuaticshsfts in the global supply and demand positiondor tobacco products,
and the impact of regulation and litigation on customers. A further list and description of thesks, uncertainties and
other factors can be found in our Annual ReporfFonm 10-K for the fiscal year ended March 31, 2@1@ other filings
with the Securities and Exchange Commission. Atdbeber 31, 2010, we have $22.5 million of Egyptiased
receivables. The current turmoil has not impacedconsolidated financial position, results of @ens or cash flows, but
we continue to assess the potential impact of thieent crisis. We assume no obligation to update farward-looking
statements as a result of new information or fuauents or developments, except as required by law.

Iltem 3. Quantitative and Qualitative DisclosuresAbout Market Risk.

There have been no significant changes to our magéesince March 31, 2010. For a discussion wnexposure to market
risk, refer to Part Il, Item 7A “Quantitative andiglitative Disclosures About Market Risk” containedour Annual Report
on Form 10-K for the year ended March 31, 2010.

ltem 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduredédimed in Rule 13a-15(e) of the Securities ExcleaAgt of 1934, as
amended (the “Exchange Act")) designed to proviesonable assurance that the information requirbeé disclosed in the
reports we file or submit under the Exchange Adakisorded, processed, summarized and reportednwitiiei time periods
specified in the Securities and Exchange Commissiomes and forms and that this information is wanalated and
communicated to our management, including our Chiadcutive Officer and Chief Financial Officer, appropriate, to
allow for timely decisions regarding required distire. It should be noted that, because of inhdimanitations, our

disclosure controls and procedures, however wellgihed and operated, can provide only reasonahbi,nat absolute,
assurance that the objectives of the disclosur&asrand procedures are met.

In connection with the preparation oktRQuarterly Report on Form 10-Q, our managemerth thie participation of
our Chief Executive Officer and Chief Financial i0ffr, evaluated the effectiveness of the design @petation of our
disclosure controls and procedures (as requiredlg 13a-15(b) of the Exchange Act), as of Decerie2010. Based on
this evaluation, our Chief Executive Officer andi&@Hrinancial Officer concluded our disclosure coig and procedures (as
defined in Rule 13a-15(e) of the Exchange Act) vedfective to provide reasonable assurance as oéibber 31, 2010.

Changes in Internal Control Over Financial Reporting

As required by Rule 13a-15(d) under the Exchangg e Company’s management, including the Compahief
Executive Officer and Chief Financial Officer, hagealuated the Company’s internal control over rimal reporting to
determine whether any changes occurred during dheter covered by this quarterly report that haegemially affected, or
are reasonably likely to materially affect, the Qmmy’s internal control over financial reporting.
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Iltem 4. Controls and ProceduregContinued)
Changes in Internal Control Over Financial Reporting (Continued)

The Company is currently implementing BRP system using SAP applications. The implementaits part of a
multi-year plan to install SAP at certain operasidghroughout the world to improve the Company’sitess processes and
deliver enhanced operational and financial perforcea During the three months ended December 310,2fitther
developments to the financial reporting processvigplemented for operations that have previousiylémented SAP and
the Company substantially completed the procesmpfementing SAP in its Argentina and Netherlangerations. This
phase of the project has involved changes to ceméérnal controls over financial reporting, whitte Company believes
were material.

Other than the financial reporting depahents for the Company’s operations that have pusly implemented SAP
and implementation of SAP in its Argentina and Mefdnds operations discussed above there wereangeh that occurred
during the three months ended December 31, 201h#ve materially affected, or are reasonably yikel materially affect,
the Company’s internal control over financial rejray.

Part Il. Other Information
ltem 1. Legal Proceedings

In October 2001, the Directorate General for Coiitipat (‘“DGCOMP”) of the European Commission (“ECHBegan an
administrative investigation into certain tobacering and selling practices alleged to have occluwithin the leaf tobacco
industry in some countries within the European Wniacluding Spain, Italy, Greece and potentialliijes countries. The
Company and its subsidiaries in Spain, Italy ané&eGe have been subject to these investigationsedpect of the
investigation into practices in Spain, in 2004, E@ fined the Company and its Spanish subsidid@#e4 million (US$5.6
million). In respect of the investigation into ptiges in Italy, in October 2005, the EC announited the Company and its
Italian subsidiaries have been assessed a fireeimggregate amount of €24.0 million (US$28.8 omlli With respect to
both the Spanish and Italian investigations, thediimposed on the Company and its predecessomuasitliaries were part
of fines assessed on several participants in thécaple industry. With respect to the investigatrelating to Greece, the
EC informed the Company in March 2005 it had closgéhvestigation in relation to the Greek ledbaoco industry buying
and selling practices. The Company, along witlagplicable subsidiaries, has appealed the desisibthe EC with respect
to Spain and lItaly to the Court of First Instandette European Commission for the annulment or fieation of the
decision, but the outcome of the appeals procesw dmth timing and results is uncertain. The Camp has fully
recognized the impact of each of the fines sehfaktove and has paid all of such fines as paheofppeal process.

On August 6, 2010, the Company enteréal $ettlement agreements with the Department dfcéué'D0J”) and the
Securities and Exchange Commission (“SEC”) to resdhose agencies’ investigations of the Compalating to alleged
violations under the Foreign Corrupt Practices BECPA”") which occurred prior to the merger thatrfeed the Company in
May, 2005. Pursuant to the settlement negotiatéd @OJ, two of the Company’s foreign subsidiariddljance One
Tobacco Osh, LLC and Alliance One International Agkiccessors to DIMON International (Kyrgyzstan) d@MON
International AG, respectively), agreed to pleaitgto FCPA violations committed by DIMON Internanal (Kyrgyzstan)
and DIMON International AG prior to the merger dieg the Company, and to pay fines totaling $9.4Blion.
Additionally, the Company entered into a non-prosien) agreement by the terms of which the DOJ il prosecute the
Company if, for a period of three years, the Comypaeets its obligations as set out in the agreem®nt October 21, 2010,
the U.S. District Court for the Western District dirginia in Danville, Virginia accepted these guipleas and entered a
judgment consistent with the terms of the settlenagreement. The settlement negotiated with th€ 8t€ludes the
Company’s agreement to disgorge profits in the arhofi$10.0 million and to abide by an injunctiogainst further FCPA
violations. On August 26, 2010, the U.S. Dist@durt for the District of Columbia approved thentsrof the settlement
with the SEC and entered the injunction contemglatethe settlement agreement. Both settlemegtgnethe Company to
retain an independent compliance monitor for a tefrthree years. The Company provided for theseds at March 31,
2010 and $10.0 million was paid to the SEC on Au@@s 2010 and $9.452 million was paid to the W&trict Court on
October 28, 2010.

The Company had previously disclosed ithad received notice from Mindo, S.r.l., the ghaser in June 2004 of the
Company’s Italian subsidiary Dimon lItalia, S.rdf, its intent to assert against the Company, ositissidiaries, a claim
arising out of that sale transaction. That claivhjch may be followed by additional claims, wa®dilbefore the Court of
Rome on April 12, 2007. The claim, allegedly argsifrom a guaranty letter issued by a consolidataosidiary of the
Company in connection with the sale transactioeksé¢he recovery of €7.4 million (US$9.8 milliorlug interest and costs.

On December 13, 2007, the Public Prosesubffices in the States of Santa Catarina andiRafiled claims against
the Company’s Brazilian subsidiary, Alliance OneaBl Exportadora de Tobaccos Ltda. (“AOB”) and anber of other
tobacco processors, on behalf of all tobacco sempiin those states. The lawsuits primarily astet there exists an
employment relationship between tobacco processattobacco suppliers.
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ltem 1. Legal Proceeding€ontinued)

At the initial hearing in Santa Catarina,January 29, 2008, the Court granted the Conipamgtion to have that case
moved to the Labor Court in Brasilia. No hearirsgedhas yet been set.

In the state of Parana, the relief solmhthe Public Prosecutor was granted by the lbabbr Court. The Company
appealed that initial ruling and it was overturmeghart and affirmed in part. The Company has afgzefrom that part of
the initial ruling which was affirmed and no rulifgas yet been rendered on the appeal. The Conipamyseparately
asserted, on April 11, 2008, a lack of jurisdictiontion similar to that which it asserted in theedn Santa Catarina which
resulted in the transfer of that case to the L&bmurt in Brasilia. No hearing date for that motlwas been set.

On June 6, 2008, AOB and a number of rotbbacco processors were notified of a class adtdiated by the
ALPAG - Associacao Lourenciana de Pequenos Agrimds ("Association of Small Farmers of Sdo Lough¢The class
action’s focus is a review of tobacco supplier cacts and business practices, specifically aimbngrohibit processors from
notifying the national credit agency of producersiebt, prohibiting processors from deducting tabasuppliers’ debt from
payments for tobacco, and seeking the modificatibather contractual terms historically used in pugchase of tobacco.
The Company presented its defense locally anddbe has been transferred to the Federal CourtaisilBr. No hearing date
has been set. The Company believes this claim twith@ut merit and intends to vigorously defendUttimate exposure if
an unfavorable outcome is received is not deterinina

Item 1A. Risk Factors

None.

Iltem 2. Unregistered Sales of Equity Securitied Use of Proceeds
None.

Iltem 3. Defaults Upon Senior Securities

None.

Item 4. Reserved

Item 5. Other Information

None.

Item 6. Exhibits.
10.1 Form of Performance-based Stock Unit Award Agrednfdad herewith)
10.2 Form of Restricted Stock Unit Agreement (filed hveith)

10.3 Form of Restricted Stock Unit Agreement (SupplerakAtvard) (filed herewith)

10.4 Separation Agreement dated as of Decembe&01l4), between Alliance One International, Inc. Rathert
E. Harrison, incorporated by reference to Exhilfit11of the Current Report on Form 10-K, filed on
December 15, 2010 (SEC File No 1-3684)

31.01 Certification of Chief Executive Officer pursuantSection 302 of the Sarbanes-Oxley Act of 2dded
herewith)

31.02 Certification of Chief Financial Officer pursuatat Section 302 of the Sarbanes-Oxley Act of 200ed
herewith)

32 Certification of Chief Executive Officer and ChiEinancial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 (filed herewith)
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causedréport to be signe
on its behalf by the undersigned thereunto dulyenized.

Alliance One International, Inc.

/sl Hampton R. Poole, Jr.
Date: February 4, 2011 Hampton R. Poole, Jr.

Vice President - Controller

(Chief Accounting Officer)
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